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PART I
Iltem 1. Business
General

OceanFirst Financial Corp.(formerly Ocean FinanCiafp.) (the "Company") was organized by the BadrDirectors of OceanFirst Bank
(formerly Ocean Federal Savings Bank) (the "Bamét'the purpose of acquiring all of the capitalchtof the Bank issued in connection with
the Bank's conversion from mutual to stock formjolhitwas completed on July 2, 1996. At December1399, the Company had
consolidated total assets of $1.6 billion and tetality of $167.5 million. The Company was incogted under Delaware law and is a sav
and loan holding company subject to regulationhey®ffice of Thrift Supervision ("OTS"), the Fedebeposit Insurance Corporation
("FDIC") and the Securities and Exchange Commis§ISE&EC"). Currently, the Company does not transagt material business other than
through its subsidiary, the Bank.

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 residi&al mortgage loans within its market
area. To a significantly lesser extent, the Banests in commercial real estate, multi-family, danstion, consumer and commercial loans.
The Bank also invests in mortgage-backed securgeaurities issued by the U.S. Government andcgethereof, and other investments
permitted by applicable law and regulations. ThaelBaay 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 tieic@ag rights of loans sold. The Bank's revenuesderived principally from interest on its
loans, and to a lesser extent, interest on itssimvent and mortgage-backed securities. The Baokrateives income from fees and service
charges on loan and deposit products and fromatieeos alternative investment products, e.g., mutuads, annuities and life insurance. The
Bank's primary sources of funds are deposits, pah@nd interest payments on loans and mortgagkellsecurities, Federal Home Loan
Bank ("FHLB") advances and other borrowings and tesser extent, investment maturities and prociedsthe sale of loans.

In addition to historical information, this Form-kKOmay include certain forward looking statemerdsédd 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 goveenimchanges in tax policies, rates and regulatiéfisderal and state tax authorities,
changes in interest rates, deposit flows, the afoiktnds, demand for loan products, demand fomfione services, competition, changes in the
quality or composition of the Bank's loan and intwgent portfolios, changes in accounting principfesicies or guidelines, and other
economic, competitive, governmental and technoliddarctors affecting the Company's operations, ®igtkproducts, services and prices.
Further description of the risks and uncertaintiiethe 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 througllmiméstrative and branch office located in TomsdRj\Ocean County, New Jersey, and
twelve additional branch offices, ten of which kreated in Ocean County and with one branch eazdtda in Middlesex and Monmouth
Counties, New Jersey. The Bank's deposit gath&disg is concentrated in the communities surrounitBngffices. While its lending area
extends throughout New Jersey, most of the Bankitsgage loans are secured by properties locat@t@an County and Southern Monmc
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 aittanfastest 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 ftet@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 Stateevi 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. Béwek'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 nedifiinds, 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, 1999, the Bank hadltatas outstanding of $1.054 billion, of which $93 million or 87.04% of total loans,
were one- to four-family, residential mortgage Isafhe remainder of the portfolio consisted of $5iillion of commercial real estate, multi-
family and land loans, or 5.42% of total loans;8hmillion of real estate construction loans, or%7df total loans; $56.0 million of consumer
loans, primarily home equity loans and lines ofiiteequaling 5.32% of total loans; and $15.6 miiliof commercial loans, or 1.48% of total
loans. The Bank had no loans held for sale at Dbee®il, 1999. At that same date, 44.61% of the Bdokal loans had adjustable interest
rates.

The types of loans that the Bank may originatesaigect 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 dralrates 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.



indicated.
1999
Percen
Amount of Tot
Real estate:
One- to four-family............ $ 917,481 87.
Commercial real estate,
multi-family and land........ 57,142 5.
Construction.. . 7,791
Consumer (1)..... .. 56,040 5.
Commercial loans..... .. 15569 1.

Total loans................ 1,054,023 100.
Less:
Undisbursed loan funds......... 2,790
Unamortized (premium) discount
net (43)

Deferred loan fees............. 78
Allowance for loan losses...... 8,223
Total loans, net........... 1,042,975

Less:

Mortgage loans held for sale... -

Total loans:
Adjustable rate................ $ 470,238 44.
Fixed rate........coeeeeeeen.. 583,785 55.

At December 31,

1998 1997 1

t Percent Percent
al Amount of Total Amount of Total Amount

(Dollars in thousands)

04% $869,769 89.10% $711,548 89.57% $628,525

42 42,008 4.30 25,699 3.24 15,634
74 6,108 .63 8,748 1.10 9,287
32 51,785 531 45417 572 36,860
48 6,483 .66 2,904 .37 -

1,996 2,867 3,517
(62) 9 11
608 1,133 1,302
7,460 6,612 6,021
966,151 783,695 679,455
25,140 - 727
$941,011 $783,695 $678,728

61% $458,809 47.00% $475,533 59.87% $437,706

39 517,344 53.00 318,783 40.13 252,600

3

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

Percent Percent
of Total Amount of Total

91.05% $575,010 92.01%

226 14,939 2.39
135 8,153 1.30
534 26,867 4.30

100.00% 624,969 100.00%

2,687

12
1,679
6,001

63.41% $405,485 64.88%

36.59 219,484 35.12

100.00% $624,969 100.00%

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



Loan Maturity. The following table shows the cowtugal maturity of the Bank's total loans at Decen8ie 1999. There were no loans held
for sale at December 31, 1999. The table doeswbtde principal repayments. Principal repaymentduding prepayments, on total loans
was $185.7 million, $182.2 million and $120.9 nailiifor the years ended December 31, 1999, 19981891, respectively.

At December 31, 1999
Commercial
One- to real estate,
Four- multi-family
Family and land C onstruction
(Int housands)
One year or leSS....ccocvvevveeeiesieeceeeees $ 28,121 $ 5,965 $7,791
After one year:
More than one year to three years............... 62,568 8,743 -
More than three years to five years 64,320 14,432 -
More than five years to 10 years. . . . 168,012 18,621 -
More than 10 years to 20 years.......cccceeveeee. 300,582 5,354 -
More than 20 years......cocccvvvveevcveeeneees 293,878 4,027 -
Total due after December 31, 2000.......cccceee. e, 889,360 51,177 -
Total amount dUu€......cccevveevevvvvviieeeeeeee $917,481 $57,142 $7,791
Less:
Undisbursed loan funds..........ccoooe.. L.
Unamortized premium, nét.......cccceeeee. L.
Deferred loan fees......cccccoevveevveeee L
Allowance for loan losses.......ccccc.... ..
Total loans, Net.......vevvvevvveeiiiiiieeeee .
Less: Mortgage loans held for sale..................~ ...
Loans receivable, net.........ccccovvvvvvvvvveneee Ll
Total
Commercial Loans
Consumer Loans Recei vable
ONe year Or leSS...cccvvvcevvvniieseeceeeeee $ 6,348 $ 6,799 $ 55,024
After one year:
More than one year to three years................ ... 11,087 2,854 85,252
More than three years to five years 9,937 4,775 93,464
More than five years to 10 years.........ccoo... .. 17,374 1,141 205,148
More than 10 years to 20 yearS.......cceeeeeeeee. e 11,294 - 317,230
More than 20 years......ccccovvvvvevceenneeee - - 297,905
Total due after December 31, 2000.......ccceeeee. e, 49,692 8,770 998,999
Total amount dU€........cevveevvveviiieeeeeeee $ 56,040 $ 15,569 1 ,054,023
Less:
Undisbursed loan funds................... 2,790
Unamortized premium, net... (43)
Deferred loan fees............. . 78
Allowance for loan losses................. ... 8,223
Total loans, Net........cvvveevveevicieeeee . 1 ,042,975
Less: Mortgage loans held for sale..................~ ... -
Loans receivable, Net.......cccooevveevvvcccceees $1 ,042,975



The following table sets forth at December 31, 1988 dollar amount of total loans receivable cactrally due after December 31, 2000,
whether such loans have fixed interest rates arséalple interest rates.

Due After December 31, 2000

Fixed Adjustable Tota

(In thousands)
Real estate loans:

One- to four-family.................... $512,743 $376,617 $88 9,360
Commercial real estate,
multi-family and land............... 23,739 27,438 5 1,177

CONSUMET ...uuiviiiiiiieeeeeeeeeeee i 24,834 24,858 4 9,692
Commercial loans..........c.ccccccceeeenn. 4,487 4,283 8,770

Total loans receivable............... $565,803 $433,196 $99 8,999

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 servichthe loans sold. See "- Loan Servicing." At Daber 31, 1999 there were no loans
categorized as held for sale. In the past, the Baskalso originated loans through commitments tietgd with correspondent mortgage
origination firms.

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

For the Year December 31,

1999 1998 1997
(In thousands)
Total loans:
Beginning balance..............c.cccccveeeveen. $ 976,153 $ 794,316 $ 690,306
Loans originated:
One- to four-family..................... 240,873 287,842 182,519
Commercial real estate,
multi-family and land............... 28,130 27,354 16,709
Construction . 6,552 4,826 4,743
Consumer....... 28,516 28,203 22,982
commercial.......ccccceveeeeeiiiinnnnnn. 9,780 3,981 3,177
Total loans originated............ 313,851 352,206 230,130
Loans purchased - 29,207 -
Total...ooceeeeeiieee, 1,290,004 1,175,729 920,436
Less:
Principal repayments........cc.c.cc.ooo... 185,695 182,170 120,905
Sales of loans 49,177 16,414 2,752
Transfer to REO.............cceeeevivnnnn, 1,109 992 2,463
Total loans..........cccceveee. $ 1,054,023 $ 976,153 $ 794,316




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 cossitined loan representatives and their contactsthét local real estate industry,
members of the local communities and the Bank'stiexj or past customers.

At December 31, 1999, the Bank's total loans ontitey were $1.054 billion, of which $917.5 millioor, 87.04%, 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 thésRargk to four-family mortgage loan was approxeha$94,000 at December 31, 1999.
The Bank currently offers a number of ARM loan praogs with interest rates which adjust every orfeed-, five- or ten-years. The Bank's
ARM loans generally provide for periodic (not lekan 2%) and overall (not more than 6%) caps orirtr@ase or decrease in the interest
rate at any adjustment date and over the life ®idan. The interest rate on these loans is indexétk applicable one-, three-, five- or ten-
year U.S. Treasury constant maturity yield, witlegricing margin which ranges generally from 2.7%%8.25% above the index. The Be
also offers three-, five-,and seven -year ARM loahgch operate as fixed-rate loans for three, foreseven 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 differerdrthrisks inherent in fixed-rate loans, primarilychese as interest rates rise, the payments o
the borrower rise, thereby increasing the potefiatielinquency 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@ie 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 dd® 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 Decembe1899, the Bank had commitments for
the origination of fixed-rate mortgage loans tatgl$17.4 million. The normal terms for such comnaitrts 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 gengnatains 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 "jumbao”, non-conforming loans as deiteechby 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 orethens will not adjust during periods of risingeirest rates and the loans can be subject to
substantial increases in prepayments during penbétling interest rates.

The Bank's policy is to originate one- to fdamily residential mortgage loans in amounts up@® of the lower of the appraised value or
selling price of the property securing the loan apdo 97% of the appraised value or selling pifiggivate mortgage insurance is obtained.
Mortgage loans originated by the Bank include doesale clauses which provide the Bank with the remttial right to deem the loan
immediately due and payable in the event the bagrdvansfers ownership of the property without
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the Bank's consent. Due-on-sale clauses are arramponeans of adjusting the rates on the Bankésifrate 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 effiedl buildings or retail facilities located ingtBank's primary market area. The Bank's
underwriting procedures provide that commercial estate loans may be made in amounts up to 8a¥eddppraised value of the property.
The Bank currently originates commercial real estaans with terms of up to twenty five years wiked or adjustable rates which are
indexed to a margin above the one-, three-, orfe@ 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 leasEse Bank has generally required that the propestesiring commercial real estate loans t
debt service coverage ratios of at least 130%. fa#ipneproperties 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 commaaglestate loan portfolio at December 31, 1999 $&2.0 million, or 4.94% of total
loans. The largest commercial real estate loaharBank's portfolio at December 31, 1999 was aopeihg loan for which the Bank had an
outstanding carrying balance of $2.5 million, whighs secured by a first mortgage on an owner-oecu®8,000 square foot commercial
building. The average size of the Bank's commereial estate loans at December 31, 1999 was appatedy $314,000.

The Bank originates multi-family mortgage loans gratly secured by buildings with five or more hawgsunits located in the Bank's primary
market area. As a result of market conditionssrpiimary market area, the Bank currently origiaateilti-family loans on a limited and
highly selective basis. In reaching its decisionmdrether to make a multi-family loan, the Bank ddass the qualifications of the borrower as
well as the underlying property. Some of the faxtorbe considered are: the net operating incontleeafnortgaged premises before debt
service and depreciation; the debt service ratid;the ratio of loan amount to appraised values&ant to the Bank's current underwriting
policies, a multi-family adjustable-rate mortgagan may only be made in an amount up to 75% offipeaised 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 independerdiappand title insurance is required on all lodiee Bank's multi-family loan portfolio at
December 31, 1999, totaled $5.1 million. The Baldcgest multi-family loan at December 31, 1999] ha outstanding balance of $2.1
million and was secured by a 125-unit affordablediog apartment complex located in Toms River, Nevgey. To a significantly lesser
extent, the Bank also originates land loans, atjhawo such loans were outstanding at Decembera®B,. 1

Loans secured by commercial real estate and nauttity residential properties are generally larget mvolve a greater degree of risk than
one- to four- family residential mortgage loansc®ase payments on loans secured by multi- famdpenties are often dependent on
successful operation or management of the progergpayment of such loans may be subject to degreatent 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.

Construction Lending. At December 31, 1999, cormsiton loans totaled $7.8 million, or .74%, 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 phalgkst of the Bank's construction loans are madadividuals building their
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primary residence, while, to a lesser extent, lgaasmade to developers known to the Bank in aalbuild single-family houses under
contract for sale, which loans become due and payater terms not exceeding 18 months. The cupelity of the Bank is to charge inter
rates on its construction loans which float at nreggvhich are generally .5% to 1.5% above the priate (as published in the Wall Street
Journal). The Bank's construction loans increasértterest rate sensitivity of its earning assétecember 31, 1999, the Bank had 35
construction loans, with the largest loan commithiering approximately $900,000. At December 31,9184l of the Bank's construction
lending portfolio consisted of loans secured bypprty located in the State of New Jersey, for tpose of constructing one- to four-family
homes. The Bank may originate construction loarnsdividuals and contractors on approved buildioig in amounts up to 75% of the
appraised value of the land and the building. Bm$ to maturity of the Bank's construction/pernmah@ans are similar to the Bank's other
one- to four-family mortgage products. The Bankuiegs an appraisal of the property, credit repantsl financial statements on all principals
and guarantors, among other items, for all consbmdoans.

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 thgrunder construction prior to its completiors &result, construction lending often
involves the disbursement of substantial funds wefrayment dependent on the success of the ultipnagect and the ability of the borrower
or guarantor to repay the loan. Because of thederfg the analysis of prospective constructiom lpgpjects 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 l@stri3ecember 31, 1999, the Bank's consumer loatased $56.0 million, or 5.32% of
the Bank's total loan portfolio. Of that amountp®equity loans comprised $31.6 million, or 56.4f#&me equity lines of credit comprised
$21.8 million, or 38.9%; loans on savings accotmtizled $928,000, or 1.7%; and automobile, studadtoverdraft line of credit loans tota
$1.7 million, or 3.0%.

The Bank originates home equity loans secured ley tinfour-family residences. These loans are woaigid as either adjustable-rate or fixed-
rate loans with terms ranging from 10 to 20 yedi@ame equity loans are typically made on owner-oalipone- to four-family residences
and generally to the Bank's first mortgage custamEnese loans are subject to a 80% loawatae limitation, including any other outstand
mortgages or liens.

The Bank also offers a variable rate home equity &f credit which extends a credit line basedhenapplicant's income and equity in the
home. Generally, the credit line, when combinedwie balance of the first mortgage lien, may nxaeed 80% of the appraised value of the
property at the time of the loan commitment. Homuity lines of credit are secured by a mortgagéherunderlying real estate. The Bank
presently charges no origination fees for thesadphut may in the future charge origination femsts home equity lines of credit. A
borrower is required to make monthly payments ofgypal and interest, at a minimum of $50, baseohugp 10 or 15 year amortization per
Generally, the adjustable rate of interest chaigeide 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.

8



Commercial Lending. At December 31, 1999, commeétoéns totaled $15.6 million, or 1.48% of the Banfiotal 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 originhtel 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 facilitates 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 isdéoarate, the Bank may be confronted with a logsrioicipal on the loan. The Bank's largest
commercial loan at December 31, 1999 had an outistgiibalance of $2.5 million and was secured byaerate assets. The average size ¢
Bank's commercial loans at December 31, 1999 waapnately $75,000.

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 loan®uil.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 requicegpiprove residential loans over $240,000. Loaosred by real estate in amounts over
$2.0 million and unsecured loans over $1.0 milliequire approval by the Loan Committee of the BadrDirectors. 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 38918mounted to $21.2 million. At December 31, 1986,Bank's maximum loan
exposure to a single borrower was $8.0 million.

Loan Servicing. Loan servicing includes collectargl remitting loan payments, accounting for printgnd interest, making inspections as
required of mortgaged premises, contacting delintjmertgagors, supervising foreclosures and prygplspositions in the event of
unremedied defaults, making certain insurance anghddyments on behalf of the borrowers and geneadininistering the loans. The Bank
also services mortgage loans for others. All ofltia®s currently being serviced for others are $oahich have been sold by the Bank. At
December 31, 1999, the Bank was servicing $159&mbf loans for others. For the years ended Dawer 31, 1999, 1998 and 1997, loan
servicing fees totaled $403,000, $105,000 and $B29 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 eachtliety days or more past due that were originaté@tiwthe past year. In addition,
management prepares a quarterly list of all clesklbans and a narrative report of classified caemial, commercial real estate, multi-
family, land and construction loans. The procedta&en by the Bank with respect to delinquencieg dapending on the nature of the loan
and period of delinquency. When a borrower failsieke a required payment on a loan, the Bank takesnber of steps to have the borrc
cure



the delinquency and restore the loan to curretstdhe Bank generally sends the borrower a writttice of non-payment after the loan is
first past due. In the event payment is not theeiked, additional letters and phone calls geneeak made. If the loan is still not brought
current and it becomes necessary for the Bankkmlegal action, which typically occurs after arlda delinquent at least 90 days or more
Bank will commence foreclosure proceedings againgtreal property that secures the loan. If a fosere action is instituted and the loan is
not brought current, paid in full, or an acceptabt@kout accommodation is not agreed upon befaddhreclosure sale, the real property
securing the loan generally is sold at foreclosure.

The Bank's Internal Asset Classification Committekich is chaired by an officer who reports dingd¢t the Audit Committee of the Board
Directors, reviews and classifies the Bank's aspasterly and reports the results of its reviewh®Board of Directors. The Bank classifies
assets in accordance with certain regulatory gimdglestablished by the OTS which are applicabdl teavings associations. At December
31, 1999, the Bank had $4.4 million of assets udiclg all REO, classified as Substandard, $201¢d@&sets classified as Doubtful and no
assets classified as Loss. Loans and other asagtalso be placed on a watch list as "Special Mahtassets. Assets which do not currently
expose the insured institution to sufficient riskatarrant classification in one of the aforemenrgidicategories but possess weaknesses are
required to be designated "Special Mention." Spédention assets totaled $1.6 million at Decemberi®99, 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, 1999lattgest loan classified as Special Mention hadlanta of $160,000 and the largest loan
classified as Substandard had a balance of $908T®@0$908,000 represented the total due from areneial relationship consisting of a
commercial line of credit for $300,000 and a conuiaireal estate loan for $608,000. Both loans veeireent as to principal and interest at
December 31, 1999, but were classified as substdrmiiee to the borrower's experience with declirdaes. The loans are secured by
commercial real estate and all corporate assetss&bond largest loan classified as substandard bathnce of $235,000.

Non-Accrual Loans and REO

The following table sets forth information regamglimon-accrual loans and REO. The Bank had no tealiiébt restructured loans and 7 REO
properties at December 31, 1999. It is the policthe Bank to cease accruing interest on loansa98 dr more past due or in the process of
foreclosure. For the years ended December 31, 1988, 1997, 1996 and 1995, respectively, the atafuinterest income that would have
been recognized on nonaccrual loans if such loadschntinued to perform in accordance with themtarctual terms was $52,000, $270,000,
$278,000, $345,000 and $428,000.
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December 31,

1999 1998 1997 1996 1995

(Dollars in Thousands)
Non-accrual loans:

Real estate:

One- to four-family..............c....... $ 2,401 $ 4605 $5062 $7,148 $ 8,296
Commercial real estate,

multi-family and land 362 574 382 122 154
Construction.............. . - - - 314 -
CONSUMET.....uiiiiiiieaiiieeiie e 222 245 110 113 221
2,985 5,424 5,554 7,697 8,671
292 43 1,198 1,555 1,367
Total non-performing assets................. $ 3,277 $ 5,467 $6,752 $9,252 $ 10,038
Allowance for loan losses as a
percent of total loans receivable (2)...... .78% 76%  .83% .88% .97%
Allowance for loan losses as a percent
of total non-performing loans (3).......... 275.48 137.54 119.03 78.23 69.21
Non-performing loans as a percent of
total loans receivable(2)(3)............... .28 .56 .70 1.12 1.40
Non-performing assets
as a percent of total assets(3)............ .21 .35 .45 71 .97

(1) REO balances are shown net of related loswalces.
(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-performigamns and REO. Non-performing loans consist ofoalhs 90 days or more past due and
other loans in the process of foreclosure.

Allowance for Loan Losses. The allowance for loagsks is established through a provision for loasds based on management's evaluatior
of the risks inherent in its loan portfolio and tieneral economy. The allowance for loan lossewigtained at an amount management
considers sufficient to provide for estimated laslsased on evaluating known and inherent risksaridan portfolio based upon
management's continuing analysis of the factoreryitg the quality of the loan portfolio. Thesetars include changes in the size and
composition of the loan portfolio, actual loan lesgerience, current and anticipated economic tiomdij, detailed analysis of individual loz
for which full collectibility may not be assureddithe determination of the existence and realezahblue of the collateral and guarantees
securing the loan. Additions to the allowance drarged to earnings. In addition, various regulat@gncies, as an integral part of their
examination process, periodically review the Baak@wance for loan losses. Such agencies maynetjug Bank to make additional
provisions for loan losses based upon informatiailable to them at the time of their examinatidtthough management uses the best
information available, future adjustments to tHevahnce may be necessary due to economic, operatigglatory and other conditions
beyond the Company's control. As of December 329%hd 1998, the Bank's allowance for loan loss&s.®8% and .76%, respectively, of
total loans. The Bank had non-accrual loans of #8llon and $5.4 million at December 31, 1999 and

11



1998, respectively. The Bank will continue to moniand modify its allowances for loan losses aslitmns dictate.

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

At or for the Year Ended

1999 1998 1997
(Dollars in thous
Balance at beginning of year...........c.......... .. $ 7,460 $ 6,612 $ 6,021
Charge-offs:
Real Estate:
One- to four-family............cccocvennnne 114 63 328
Commercial real estate,
multi-family and land................... 58 - -
COoNStrUCtON. ......ceeiiiiiiiiciis - -
CONSUMET ..ot 37 2 9
Commercial.........cccooeoiiiiiiiiiins 32 - -
Total..oooeiiiieeeeee, 241 65 337
Recoveries. .......c.ccvvciiiiiiiicie 104 13 28
Net charge-offs.........ccceevnieinnnn. 137 52 309
Provision for loan losses.............cccceennns 900 900 900
Balance at end of year...........ccccccoevenenne. .. $ 8,223 $ 7,460 $ 6,612
Ratio of net charge-offs during the year
to average net loans outstanding during
.01% .05%

the year......coooviieiiic i .01%

ands)

599

30



The following table sets 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).

Percent
of Loan
Percent of in Each
Allowance Categor
to Total to Tota
Amount Allowance Loans

One- to

four-family $2,577 31.34% 87.

Commercial real
estate, multi-
family and land 1,352 16.44 5.

Construction 38 .46
Consumer 543 6.60 5.
Commercial 622 7.57 1.
Unallocated 3,091 37.59
Total __;g,ZZB: ______ 1 00.660_/0 100.
At
"""""" 199
 Percent
of Loan

Percent of in Each

Allowance Categor

to Total to Tota
Amount Loans Loans

One- to

four-family $2,659 44.16% 91.

Commercial real
estate, multi-
family and land 330 5.48 2.

Construction 75 1.25 1.
Consumer 324 5.38 5.
Commercial - -
Unallocated 2,633 43.73

Total _$6021 ______ 1 00._(;(_3_0_/0 100.

At December 31,

1998

Percent
s of Loans
Percent of in Each
y Allowance Category
to Total to Total
Amount Loans Loans Am

04%  $2,824 37.86%  89.10% $2

42 993 13.30 4.30
74 31 42 .63
32 505 6.77 5.31
48 220 2.95 .66
- 2,887 38.70 - 2

00%  $7,460 100.00%  100.00% $6

December 31,

1995

Percent
s of Loans
Percent of in Each
y Allowance Category
to Total to Total
Amount Loans Loans

05%  $2,790 46.49%  92.01%

26 556 9.27 2.39
35 41 .68 1.30

34 273 4.55 4.30

- 2,341 39.01 -

00%  $6,001 100.00%  100.00%
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Percent
of Loans
Percent of in Each
Allowance Category
to Total to Total
ount Loans Loans

,485 37.58% 89.57%

591 8.94 3.24

44 .67 1.10

471 7.12 5.72

,612 100.00% 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®@se "Regulation and Supervision - Federal Savimgi#ution Regulation - Liquidity."
Historically, the Bank has maintained liquid assdisve the minimum OTS requirements and at a lewedidered to be adequate to meet its
normal daily activities.

The investment policy of the Bank as establishethkyBoard of Directors attempts to provide 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, 1999, 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 lhblyeassumable 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, 1999, mortgage-baclemisties totaled $346.2 million, or 21.8% of taaakets, including $193.3 million in
collateralized mortgage obligations, all of whickre classified as available for sale. The Banksts/an a large variety of mortgage-backed
securities, including ARM, balloon and fixed-ratemgage-backed securities, the majority of whighdirectly insured or guaranteed by
FHLMC, GNMA and FNMA. At December 31, 1999, the ngage-backed securities portfolio had a weightextagye interest rate of 6.54%.

The Bank also purchases shtatm, straight sequential or planned amortizatiasscollateralized mortgage obligations ("CMOEMOs art
securities created by segregating or portioningy flasvs from mortgage pass-through securities @mfpools of mortgage loans. CMOs
provide a broad range of mortgage investment vesiby tailoring cash flows from mortgages to meetvaried risk and return preference
investors. These securities enable the issueratvéaup” the cash flows from the underlying se@siaind thereby create multiple classes of
securities with different maturity and risk chaeagtics. The Bank invests in U.S. Government ajghaybacked CMOs and privately issu
CMOs, all of which have agency-backed collatergbrRo purchasing mortgageacked securities, each security is tested for faéénancia
Institutions Examination Council ("FFIEC") qualifiton. Generally, the Bank will only purchase magg-backed securities which pass the
FFIEC test.

CMOs issued by FHLMC, FNMA, GNMA and private intste amounted to $53,518,000, $13,064,000, $8,905H00 $117,794,000,
respectively, at December 31, 1999 and $15,7058®699,000, $0 and $111,763,000, respectivelpeaember 31, 1998. The privately
issued CMOs have generally been underwritten lgelarvestment banking firms with the timely paymehprincipal and interest on these
securities supported (credit enhanced) in varyegyeles by either insurance issued by a financeaguee insurer, letters of credit or
subordination techniques. Substantially all suctugges are triple "A" rated by one or more of thionally recognized securities rating
agencies. The privately-issued CMOs are subjectttain credit-related risks normally not associatith U.S. Government Agency CMOs.
Among such risks is the limited loss protectioneayatly provided by the various forms of credit emt@ments as losses in excess of certain
levels are not protected. Furthermore, the cratinacement itself is subject to the creditworthsnafsthe enhancer. Thus, in the event a ¢
enhancer does not fulfill its obligations, the CNM@lder could be subject to risk of loss similaatpurchaser of a whole loan pool.
Management believes that the credit enhancemeasdmquate to protect the Company from losses asdterefore, not provided an
allowance for losses on its privately-issued CMOs.

At December 31, 1999 the Bank had outstanding feiydassued CMOs from three issuers, Residentialding Corp., Countrywide Home
Loans, Inc., and PNC Mortgage Securities Corp.h @excess of ten percent of stockholders eqiiity. aggregate book and market values
of these privately-issued CMOs were $48.2 millionl $46.8 million, $21.6 million and $20.6 millicand $20.3 million and $19.1 million,
respectively, at December 31, 1999.
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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,

1999 1998 1 997
(In thousands)

Beginning balance............cccoceevvvevvveeeees L $381,840 $457,148 $395, 542
Mortgage-backed securities

purchased.......ccooovviiiiiiiiieiieeee 97,251 181,095 248, 917

Less: Principal repayments ......ccccoeeeeeee. L (120,460) (204,359) (164, 291)

Mortgage-backed securities sold.......... .. - (48,824) (29, 149)

Amortization of premium.................. . .. (1,145) (3,230) 3, 504)

Change in net unrealized gain
(loss) on mortgage-backed
securities available for sale.................~ .. (11,304) 10 ( 367)

Ending balance.......ccccooovviiiiiiiiie $346,182 $381,840 $457, 148

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,

1999 1998 1997
Amortized Mar ket Amortized Market Amortized Market
Cost Val ue Cost Value Cost Value

(In thousands)

Mortgage-backed

securities:
$ 64, 484 $106,762 $107,166 $245,414 $245,559
47, 852 74,027 74,434 109,873 109,991
40, 569 63,041 63,073 97,714 98,172
193, 277 137,230 137,167 3,378 3,426
Total mortgage-backed
securities............ $356,706 $346, 182  $381,060 $381,840 $456,379 $457,148
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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,

1999 1998 1997
Amortized Mar ket Amortized Market Amortized Market
Cost Val ue Cost Value Cost Value

(In thousands)
Investment securities:
U.S. Government and

agency obligations....... $ 40,964 $ 40, 177  $ 59,983 $ 60,387 $204,992 $205,648
State and municipal
obligations.............. 5,761 5, 003 1,946 1,935 393 400
Corporates............... 75,050 72, 567 74,976 72,249 - -
Equity
investments 3, 033 3,226 2,834 1,170 1,309
Total investment
securities............ $125,443 $120, 780 $140,131 $137,405 $206,555 $207,357
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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, exaueduity securities, as of December 31, 1999. Achaurities will differ from
contractual maturities because borrowers may Haveight to call or prepay obligations with or watkt call or prepayment penalties.

Investment securities:

At December 31, 1999

More than One Year More than Five
e Year or Less to Five Years Years to Ten Ye

ortized Cost Amortized Cost ~ Amortized Cost Amortized Cost

(Dollars in thousands)

U.S. Government and agency obligations....... $ - $ 30,997 $ 9,967 $ -
State and municipal obligations (1).......... 200 - - 5,561
Corporate debt (2).....cccccevvvveeiiiinennns - - - 75,050
Total investment securities.................... $ 200 $ 30,997 $ 9,967 $ 80,611
Weighted average yield...............cc.couu. 8.65% 7.00% 6.25% 6.97%
Mortgage-backed securities:

$ 3,515 $ 34,629 $ 648 $ 26,319
- 18,744 7,899 21,781
46 659 86 40,676
456 202 - 201,046
$ 4,017 $ 54,234 $ 8,633 $ 289,822
6.72% 6.55% 7.01% 6.52%

Total

Investment securities:

U.S. Government and agency obligations...
State and municipal obligations (1)......
Corporate debt (2).....cccccceevveeennns

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

ortized Cost Market Value

$ 40,964 $ 40,177
5,761 5,003
75,050 72,567

$ 121,775 $ 117,747

Weighted average yield.................... 6.92%
Mortgage-backed securities:
$ 65111 $ 64,484
48,424 47,852
41,467 40,569
201,704 193,277
$ 356,706 $ 346,182
6.54%

(1) Tax equivalent yield.

(2) All of the Bank's corporate debt securitieg'gamterest rates which adjust to a spread oveoldn a quarterly basis.
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Sources of Funds

General. Deposits, loan and MBS repayments andagneents, proceeds from sales of loans, investmatinties, cash flows generated fr
operations and FHLB advances and other borrowinggha primary sources of the Bank's funds forindending, investing 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, 1999,
time deposits constituted 62.8% 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:

Fo r the Year Ended December 31,

1999 1998 1997

(In thousands)

Net deposits (withdrawals)..................... $( 14,480) $ 8,890 2,946
Acquisition of deposits - 10,732 -
Interest credited on deposit accounts.......... 36,179 38,865 39,088
Total increase in deposit accounts............. $ 21,699 $58,487 $42,034

At December 31, 1999, the Bank had $73.4 millionertificate accounts in amounts of $100,000 orenmoaturing as follows:

Weighted

Average
Maturity Period Amount Rate

(Dollars in thousands)

Three months or less.........cccoevvvvnens $19,704 5.06%
Over three through six months.................. 7,798 4.93
Over six through 12 months..................... 23,462 5.35
Over 12 months........cccoocueeeeiiiiienenne 22,424 5.95

Total.oooveieieeecieecee e $73,388 5.41
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The following table sets forth the distributiontbé Bank's average deposit accounts for the penmtisated and the weighted average inte

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

of
Average Ave
Balance Dep

Money market deposit accounts...... $ 77,478
Savings accounts .. 173,798
111,356

26,953
Time deposits:
Six months or less.............. 91,114
Over Six through 12 months...... 118,907
Over 12 through 24 months....... 231,022
Over 24 months
IRA/KEOGH...........

At or For the Years Ended December 31,

999 1998

cent Percent

Total Weighted of Total Weighted

rage Average Average Average Average A

osits Yield Balance Deposits Yield B
(Dollars in thousands)

7.40% 2.61% $ 71,800 7.10% 2.59% $

16.60 2.03 167,058 16.53 2.03

10.63  1.59 89,679 8.87 159

2.58 - 18,749 1.86 -

37.21 1.88 347,286 3436 1.90

8.70 454 87,087 8.62 4.57

11.36 473 135919 13.44 498
22.06 5.04 219,706 21.74 5.45
10.44 6.02 108,748 10.76 6.07
10.23 547 112,023 11.08 557

62.79 5.18 663,483 65.64 5.35
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Percent

of Total Weighted
verage Average Average
alance Deposits Yield

68,972 7.18%

168,733 17.56
77,785 8.09
8,115 .84

78,724 8.19
146,951 15.29
178,440 1857
120,709 12.56
112,602 11.72

2.90%
2.28
1.84
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5.05
5.41
5.77
6.10
5.84

5.69

4.52%



Borrowings

From time to time the Bank has obtained term adesifiom the FHLB as an alternative to retail defpiosids and may do so in the future as
part of its operating strategy. FHLB term advanmoey also be used to acquire certain other assetsgde deemed appropriate for
investment purposes. These term advances areeraliaed primarily by certain of the Bank's mortgdgans and mortgage-backed securities
and secondarily by the Bank's investment in capitatk of the FHLB. In addition, the Bank has aaimble overnight line of credit with the
FHLB-NY for $50.0 million which expires November,22000. The Bank also has available from the FHIdh@month overnight repricing
line of credit for $50.0 million which also expirea November 22, 2000. When utilized, both linesyca floating interest rate of 10 basis
points over the current federal funds rate andsacgired by the Bank's mortgage loans, mortgageehbasgcurities, U.S. Government
securities and FHLB stock. The maximum amount tirat-HLB will advance to member institutions, irdihg the Bank, fluctuates from tir

to time in accordance with the policies of the Gardl the FHLB. At December 31, 1999, the Bank hadutetanding borrowings against the
FHLB lines of credit and $115.0 million under varsterm advances.

The Bank also borrows funds using securities solteuagreements to repurchase. Under this fornowbtving 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, 1999, the Bank had borrowed $288ll8n through securities sold under agreementepurchase. (See note 9 to the
consolidated financial statements in the 1999 AhRegort to Stockholders.)

Subsidiary Activities

The Bank owns two subsidiaries - OceanFirst Ser@or. (formerly Ocean Investment Services Corpd) @ceanFirst Realty Corp.
(formerly Ocean Federal Realty Inc.).

OceanFirst Service Corp. was originally organized982 to engage in the sale of all-savers lifarasce. Prior to 1998 the subsidiary was
inactive, however, in 1998, the Bank began torsafi-deposit investment products (annuities and atditunds) through a third party
marketing firm to Bank customers through this sdiasy, recognizing fee income from such sales.

OceanFirst Realty Corp. was established in 1997 saimdended to qualify as a real estate investrtreist, which may, among other things, be
utilized by the Company to raise capital in theufat Upon formation of OceanFirst Realty Corp.,Ba@k transferred $668 million of
mortgage loans to this subsidiary.

Personnel

As of December 31, 1999, the Bank had 247 full-tengloyees and 53 part-time employees. The empbogeenot represented by a
collective bargaining unit and the Bank consideyselationship with its employees to be good.

REGULATION AND SUPERVISION
General

As a savings and loan holding company, the Compangquired by federal law to file reports withdastherwise comply with, the rules and
regulations of the OTS. The Bank is subject to mesitee
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regulation, examination and supervision by the QdsSts primary federal regulator, and the FDICthasdeposit insurer. The Bank is a
member of the Federal Home Loan Bank System art,regpect to deposit insurance, of the Savinge@aton Insurance Fund ("SAIF")
managed by the FDIC. The Bank must file reporthithie OTS and the FDIC concerning its activitied inancial condition in addition to
obtaining regulatory approvals prior to enterintpioertain transactions such as mergers with, @uiaitions of, other savings institutions. 1
OTS and/or the FDIC conduct periodic examinatiantest the Bank's safety and soundness and corogligith various regulatory
requirements. This regulation and supervision distads a comprehensive framework of activities ok an institution can engage and is
intended primarily for the protection of the insuca fund and depositors. The regulatory structle® gives the regulatory authorities
extensive discretion in connection with their swsary and enforcement activities and examinatiolicges, including policies with respect
the classification of assets and the establishimfeatiequate loan loss reserves for regulatory magoAny change in such regulatory
requirements and policies, whether by the OTSFDEC or the Congress, could have a material advierpact on the Company, the Bank
and their operations. Certain of the regulatoryunesments applicable to the Bank and to the Compaeyeferred to below or elsewhere
herein. The description of statutory provisions eegllations applicable to savings institutions #rar holding companies set forth in this
Form 10-K does not purport to be a complete dearipf such statutes and regulations and theactgfon the Bank and the Company.

Holding Company Regulation

The Company is a nondiversified unitary savings laad holding company within the meaning of fedéaml. Under prior law, a unitary
savings and loan holding company, such as the Coymnwas not generally restricted as to the typdsusiness activities in which it may
engage, provided that the Bank continued to beaéifepd thrift lender. See "Federal Savings Inditin Regulation - QTL Test." The Gramm-
Leach-Bliley Act of 1999 provides that no compangynacquire control of a savings association aftay ¥, 1999 unless it engages only in
the financial activities permitted for financiallding companies under the law or for multiple sggimnd loan holding companies as desc
below. Further, the Gramm-Leach-Bliley Act spedifthat existing savings and loan holding compamiag only engage in such activities.
The Gramm-Leach-Bliley Act, however, grandfathettes unrestricted authority for activities with respto unitary savings and loan holding
companies existing prior to May 4, 1999, such asGbmpany, so long as the Bank continues to comiplythe QTL Test. Upon any non-
supervisory acquisition by the Company of anotlagirgs institution or savings bank that meets thaiied thrift lender test and is deemed
to be a savings institution by the OTS, the Compaayld become a multiple savings and loan holdimggany (if the acquired institution is
held as a separate subsidiary) and would gendrallimited to activities permissible for bank holdicompanies under Section 4(c)(8) of the
Association Holding Company Act, subject to theopapproval of the OTS, and certain activities atited by OTS regulation.

A savings and loan holding company is prohibitexnirfy directly or indirectly, acquiring more than %ffthe voting stock of another savings
institution or savings and loan holding companytheviit prior written approval of the OTS and frongaicing or retaining control of a
depository institution that is not insured by tH2I€. In evaluating applications by holding comparnie acquire savings institutions, the OTS
considers the financial and managerial resourcégwtare prospects of the company and institutiorived, the effect of the acquisition on
the risk to the deposit insurance funds, the coievee and needs of the community and competitiv®fa.

The OTS may not approve any acquisition that woesadilt in a multiple savings and loan holding compeontrolling savings institutions in
more than one state, subject to two exceptionshéapproval of interstate supervisory acquistiby savings and loan holding companies
and (ii) the acquisition of a savings institutionanother state if the laws of the state of thgeasavings institution specifically permit such
acquisitions. The states vary in the extent to withey permit interstate savings and loan holdimggany acquisitions.
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Although savings and loan holding companies aresubject to specific capital requirements or spec#strictions on the payment of
dividends or other capital distributions, federegulations do prescribe such restrictions on sidrgidavings institutions as described below.
The Bank must notify the OTS 30 days before dewgpsiny dividend to the Company. In addition, tmaficial impact of a holding company
on its subsidiary institution is a matter thatvsleated by the OTS and the agency has authorityder cessation of activities or divestiture
subsidiaries deemed to pose a threat to the safiebgoundness 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 activitieshich federal associations may engage. In padaticany types of lending authority for
federal association, e.g., commercial, non-residergal property loans and consumer loans, arididrto a specified percentage of the
institution's capital or assets.

Capital Requirements. The OTS capital regulati@ogiire savings institutions to meet three minimapital standards: a 1.5% tangible
capital ratio, a 4% leverage ratio (3% for instns receiving the highest rating on the CAMELSngsystem) and an 8% risk-based capital
ratio. In addition, the prompt corrective actioarstards discussed below also establish, in efieninimum 2% tangible capital standard, a
4% leverage ratio (3% for institutions receiving thighest rating on the CAMEL financial instituticating system), and, together with the
risk-based capital standard itself, a 4% Tier R-biased capital standard. The OTS regulationsralgaire that, in meeting the tangible,
leverage and risk-based capital standards, institsimust generally deduct investments in and léassibsidiaries engaged in activities as
principal that are not permissible for a natiorahk.

The risk-based capital standard for savings irgtitg requires the maintenance of Tier 1 (core)tatal capital (which is defined as core
capital and supplementary capital) to risk-weigtdssdets of at least 4% and 8%, respectively. lerdehing the amount of risk-weighted
assets, all assets, including certain off-balaheetassets, are multiplied by a risk-weight faofd% to 100%, assigned by the OTS capital
regulation based on the risks believed inherettftértype of asset. Core (Tier 1) capital is defimedtommon stockholders' equity (including
retained earnings), certain noncumulative perpeiteferred stock and related surplus, and mindamigrests in equity accounts of
consolidated subsidiaries less intangibles otham tfertain mortgage servicing rights and credi calationships. The components of
supplementary capital currently include cumulapiveferred stock, long-term perpetual preferredistotandatory convertible securities,
subordinated debt and intermediate preferred stbekallowance for loan and lease losses limiteal tmaximum of 1.25% of risk-weighted
assets and up to 45% of unrealized gains on al@ifab-sale equity securities with readily deteratite fair market values. Overall, the
amount of supplementary capital included as patbvtal capital cannot exceed 100% of core capital.

The capital regulations also incorporate an intewe risk component. Savings institutions witbhdae normal” interest rate risk exposure are
subject to a deduction from total capital for pusg® of calculating their risk-based capital requiats. For the present time, the OTS has
deferred implementation of the interest rate risitl charge. At December 31, 1999, the Bank raeh ®f its capital requirements.
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The following table presents the Bank's capitalitpmsat December 31, 1999.

Capi tal
Actual Required Excess Actual Required
Capital Capital Amount Percent Percent
(Dolla rs in thousands)
Tangible................... $149,711 $ 23,950 $125,761 9.38% 1.50%
Core (Leverage)............ 149,711 47,900 101,811 9.38 3.00
Risk-based................. 157,828 66,867 90,961 18.88 8.00

Prompt Corrective Regulatory Action. The OTS isuieed to take certain supervisory actions againgieocapitalized 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 Tigote) capital to risk-weighted assets of less #fnor a ratio of core capital to total assets of
less than 4% (3% or less for institutions with liighest examination rating) is considered to bedé&woapitalized." A savings institution that
has a total risk-based capital ratio less than®%er 1 capital ratio of less than 3% or a levereggio 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 narremception, the OTS is required to appoint a recaveonservator for an institution that is
“critically undercapitalized." The regulation algmvides that a capital restoration plan must leel fivith the OTS within 45 days of the dat
savings institution receives notice that it is "ar@hpitalized," "significantly undercapitalized""@ritically undercapitalized." Compliance

with the plan must be guaranteed by any parentifplcompany. In addition, numerous mandatory supery actions become immediately
applicable to an undercapitalized institution, irtthg, but not limited to, increased monitoringregulators and restrictions on growth, caj
distributions and expansion. The OTS could alse &ky one of a number of discretionary supervisetions, including the issuance of a
capital directive and the replacement of senioceattee officers and directors.

Insurance of Deposit Accounts. The Bank is a mernbtre SAIF. The FDIC maintains a risk-based agsent system by which institutions
are assigned to one of three categories basectorctpitalization and one of three subcategorésgt on examination ratings and other
supervisory information. An institution's assesstrate depends upon the categories to which gsggaed. Assessment rates for SAIF
member institutions are determined semiannuallthbyFDIC and currently range from zero basis pdimtshe healthiest institutions to 27
basis points for the riskiest.

In addition to the assessment for deposit insuransgtutions are required to make payments ordbassued in the late 1980s by the
Financing Corporation ("FICQO") to recapitalize fredecessor to the SAIF. During 1999, FICO paymimtSAIF members approximated
6.1 basis points, while Bank Insurance Fund ("BiR®mbers paid 1.2 basis points. By law, there imksharing of FICO payments between
SAIF and BIF members beginning on January 1, 2000.

The Bank's assessment rate for fiscal 1999 waskmsis points and the premium paid for this pevad $604,000, all of which related to
FICO bonds. The FDIC has authority to increaseramste assessments. A significant increase in SAdérance premiums would likely have
an adverse effect on the operating expenses aultisre$ operations of the Bank. Management cannedipt 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.

Loans to One Borrower. Federal law provides theinggs institutions are generally subject to theitinon loans to one borrower applicable to
national banks. A savings institution may not makean or extend credit to a single or related grouborrowers 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 specified
readily-marketable collateral. At December 31, 1988 Bank's limit on loans to one borrower was.32iillion, and the Bank's largest
aggregate outstanding balance of loans to one Werravas $8.0 million.

QTL Test. The HOLA requires savings institutionsrteet a qualified thrift lender test. Under the,tassavings association is required to
either qualify as a "domestic building and loancagstion” under the Internal Revenue Code or mairdtleast 65% of its "portfolio

assets" (total assets less: (1) specified liqusetasup to 20% of total assets; (2) intangibleduding goodwill; and (3) the value of property
used to conduct business) in certain "qualifiedttmvestments” (primarily residential mortgageslaelated investments, including certain
mortgage-backed securities) in at least nine mamth®f each 12 month period.

A savings institution that fails the qualified tititender test is subject to certain operatingrietstns and may be required to convert to a bank
charter. As of December 31, 1999, the Bank mairthin excess of 100% of its portfolio assets inli§jad thrift investments and, therefore,
met the qualified thrift lender test. Recent legfisin has expanded the extent to which educatianslocredit card loans and small business
loans may be considered "qualified thrift investtsen

Limitation on Capital Distributions. OTS regulatmpose limitations upon all capital distributidmsa savings institution, including cash
dividends, payments to repurchase its shares andgyds to shareholders of another institution aash-out merger. The rule effective in the
first quarter of 1999 established three tiers efitations based primarily on an institution's ¢aplevel. An institution that exceeded all cay
requirements before and after a proposed capg#ilalition ("Tier 1 Bank") and had not been advibgdhe OTS that it was in need of more
than normal supervision, could, after prior noticg without obtaining approval of the OTS, makeitdglistributions during the calendar
year equal to the greater of (1) 100% of its nehiegs to date during the calendar year plus theusnnthat would reduce by c-half the
excess capital over its capital requirements ab#ggnning of the calendar year or (2) 75% of @sincome for the previous four quarters.
Any additional capital distributions required prig@gulatory approval. Effective April 1, 1999, tBd'S's capital distribution regulation
changed. Under the new regulation, an applicaticantd the prior approval of the OTS is requiredpio any capital distribution if the
institution does not meet the criteria for "expeditreatment” of applications under OTS regulati@es, generally, examination ratings in the
two top categories), the total capital distributidar the calendar year exceed net income forythart plus the amount of retained net income
for the preceding two years, the institution wobiddundercapitalized following the distribution betdistribution would otherwise be contrary
to a statute, regulation or agreement with OT@nl&pplication is not required, the institution tstdl provide prior notice to OTS of the
capital distribution if, like the Bank, it is a sibliary of a holding company. In the event the Bawhpital fell below its regulatory
requirements or the OTS notified it that it wasieed of more than normal supervision, the Banklgyato make capital distributions could
be restricted. In addition, the OTS could prohébjiroposed capital distribution by any institutiamich would otherwise be permitted by the
regulation, if the OTS determines that such distidn would constitute an unsafe or unsound practic
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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 depasiounts plus short-term borrowings. This ligyidequirement is currently 4%, but may
be changed from time to time by the OTS to any arhwithin the range of 4% to 10%. Monetary penaltigay be imposed for failure to
meet these liquidity requirements. The Bank's tigyiratio for December 31, 1999 was 8.85%, whigbeeded the applicable requirements.
The Bank has never been subject to monetary pesdidti failure to meet its liquidity requirements.

Assessments. Savings institutions are requireéypgsessments to the OTS to fund the agency'atipes. The general assessments, pa
a semiannual basis, are computed upon the savings itistits total assets, including consolidated subsiel$, as reported in the Bank's la
quarterly thrift financial report. The assessmeuatisl by the Bank for the fiscal year ended Decertie1 999 totaled $255,000.

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 subsidiaiieémited by federal law. The

aggregate amount of covered transactions with adiyidual 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 desdrin federal law. The purchase of low
quality assets from affiliates is generally protedi The transactions with affiliates must be smteand under circumstances, that are at leas
as favorable to the institution as those prevaitinthe time for comparable transactions with nffitiscéed companies. In addition, savings
institutions are prohibited from lending to anyilife that is engaged in activities that are nernpissible for bank holding companies and no
savings institution may purchase the securitiesngfaffiliate other than a subsidiary.

The Bank's authority to extend credit to executiffecers, directors and 10% shareholders (“insifjees well as entities such persons con
is also governed by federal law. Such loans areired to be made on terms substantially the santieoae offered to unaffiliated individuals
and not involve more than the normal risk of repagmRecent legislation created an exception fansomade 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
The law limits both the individual and aggregateoant of loans the Bank may make to insiders baseuhrt, on the Bank's capital position
and requires certain board approval procedures 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 instituffonmal enforcement action may range from
the issuance of a capital directive or cease arststderder to removal of officers and/or directtmrsnstitution of receivership, conservatorship
or termination of deposit insurance. Civil penat@mver a wide range of violations and can amauf26,000 per day, or even $1 million per
day in especially egregious cases. The FDIC haautteority to recommend to the Director of the Qfi& enforcement action to be taken
with respect to a particular savings institutidradtion is not taken by the Director, the FDIC hashority to take such action under certain
circumstances. Federal law also establishes crirperaalties for certain violations.

Standards for Safety and Soundness. The federkirgaagencies have adopted Interagency Guidelirescpbing 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 a gavimstitution fails to meet any standard
prescribed by the guidelines, the OTS may reghiedristitution to submit an acceptable plan to @shicompliance with the standard.
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Federal Home Loan Bank System

The Bank is a member of the Federal Home Loan Bystem, which consists of 12 regional Federal Hooan Banks. The Federal Home
Loan Bank provides a central credit facility prifhafor member institutions. The Bank, as a memiifethe Federal Home Loan Bank, is
required to acquire and hold shares of capitaksiothat Federal Home Loan Bank in an amountadtlequal to 1.0% of the aggregate
principal amount of its unpaid residential mortgémgns and similar obligations at the beginningath year, or 1/20 of its advances
(borrowings) from the Federal Home Loan Bank, whigr is greater. The Bank was in compliance with thquirement with an investment
in Federal Home Loan Bank stock at December 319 t%$16.8 million.

The Federal Home Loan Banks are required to prdudds for the resolution of insolvent thrifts imetlate 1980s and to contribute funds for
affordable housing programs. These requirementilceduce the amount of dividends that the Feddoahe Loan Banks pay to their
members and could also result in the Federal Hooaa Banks imposing a higher rate of interest orandes to their members. If dividends
were reduced, or interest on future Federal HomanlBank advances increased, the Bank's net iniaceshe would likely also be reduced.
Recent legislation has changed the structure oféaeral Home Loan Banks funding obligations faoiment thrifts, revised the capital
structure of the Federal Home Loan Banks and imetded entirely voluntary membership for Federal lddroan Banks. Management
cannot predict the effect that these changes may With respect to its Federal Home Loan Bank masiiip.

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). Tégulations generally provide that reserves be tamied against aggregate transaction
accounts as follows: for accounts aggregating $#ligon or less (subject to adjustment by the FatiReserve Board) the reserve
requirement is 3%; and for accounts aggregatingtgrehan $44.3 million, the reserve requiremetlig29 million plus 10% (subject to
adjustment by the Federal Reserve Board betweear®?44%) against that portion of total transactiocounts in excess of $44.3 million.
The first $5.0 million of otherwise reservable edas (subject to adjustments by the Federal Re&waed) are exempted from the reserve
requirements. The Bank complies with the foregaeguirements.

FEDERAL AND STATE TAXATION
Federal Taxation

General. The Company and the Bank report theimreon a calendar year basis using the accrual mheth@ccounting, and are subject to
federal income taxation in the same manner as otirporations with some exceptions, including jgattrly the Bank's reserve for bad debts
discussed below. The following discussion of tasttera is intended only as a summary and does rrpopito be a comprehensive
description of the tax rules applicable to the Bankhe Company. The Bank has not been auditetidyRS in over 10 years. For its 1999
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 whichadified 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
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improved) under (i) the Percentage of Taxable Iredfethod (the "PTI Method") or (ii) the Experiendethod. The reserve for
nonqualifying loans was computed using the Expegdviethod.

The Small Business Job Protection Act of 1996 (I1896 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 woudé treated as small banks are allowed to
utilize the Experience Method applicable to sudtiiations, while thrift institutions that are tted as large banks (those generally exceeding
$500 million in assets) are required to use ongydpecific charge-off method. Thus, the PTI Methbdccounting for bad debts is no longer
available for any financial institution.

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 és@dential 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 periadhkcess 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 becametiiéeior 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 bediatlle 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.
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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 ptxge of taxable income method over
the deduction that would have been allowable utfteeexperience method is treated as a preferesmrefir purposes of computing the
AMTI. Only 90% of AMTI can be offset by net operadiloss carryovers of which the Bank currently hase. AMTI is increased by an
amount equal to 75% of the amount by which the Baa#fjusted current earnings exceeds its AMTI (d@teed without regard to this
preference and prior to reduction for net operalirsges). The Bank does not expect to be subjaehetdMTI.

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 corporatidree corporate dividends received deduction isegadly 70% in the case of dividends
received from unaffiliated corporations with whittte Company and the Bank will not file a consoladbtax 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 Jerseynretax returns. For New Jersey income tax purp@sesgs institutions are preser
taxed at a rate equal to 3% of taxable incometilismpurpose, "taxable income" generally meansriddaxable 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 aagiel to 9% of taxable income. For this purposadble income" generally means Federal
taxable income, subject to certain adjustmentdy@icg addition of interest income on state and itipal 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 repadth and pay an annual franchise tax to the Qta@elaware.
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Item 2. Properties

The Bank currently conducts its business througjadiministrative office, which includes a brancficef and 12 other full service offices
located in Ocean, Monmouth and Middlesex Counfibge. Company believes that the Bank's current fesliwill be adequate to meet the
present and immediately foreseeable needs of thk &ad the Company.

Original
Year Net Book V alue of Property
Leased or Leasedor Date of Lease or Leaseh old Improvements
Location Owned Acquired  Expiration(3) at Dece mber 31, 1999

(Dollar s in thousands)

Administrative Office:

975 Hooper Avenue
Toms River, New Jersey 08754 Owne d 1995 -- $9,520

Branch Offices:

Adamston: Lease d 1999 07/31/09 354
385 Adamston Road
Brick, New Jersey 08723

Berkeley: Lease d 1984 11/30/04 48
Holiday City Plaza

730 Jamaica Boulevard

Toms River, New Jersey 08757

Brick: Owne d 1960 - 1,178
321 Chambers Bridge Road
Brick, New Jersey 08723

Concordia: Lease d 1985 07/31/00 77
1 Concordia Shopping Mall

Box 3

Cranbury, New Jersey 08512

Holiday City South: Lease d 1991 05/31/01 47
Holiday Plaza lll

604 Mule Road

Toms River, New Jersey 08757

Lacey: Lease d 1997 01/31/18 349
900 Lacey Road
Forked River, New Jersey 08731

Lake Ridge: Lease d 1998 01/31/18 325
147 Route 70, Suite 1
Toms River, New Jersey 08755

Pavilion: Lease d 1989 09/30/18 408
70 Brick Boulevard
Brick, New Jersey 08723

Point Pleasant Beach: Lease d 1937 -- 92
701 Arnold Avenue
Point Pleasant, New Jersey 08742

Point Pleasant Boro: Lease d 1971 -- 689
2400 Bridge Avenue
Point Pleasant, New Jersey 08742

Spring Lake Heights: Lease d 1999 10/31/09 204

2401 Route 71
Spring Lake Heights, New Jersey 07762
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Original

Year Net Book Value of Property
Leased or Leased or Date of Lease or Leasehold | mprovements
Location Owned Acquired  Expiration(3) at December 31, 1999
(Dollars in thousands)
Wall Township (2): Leased 1999 2/28/10 53
2445 Route 34
Manasquan, New Jersey 08736
Whiting: Leased 1983 10/31/02 59
Whiting Shopping Center
P. O. Box 20

Whiting, New Jersey 08759

Other Properties (1):
730 Brick Boulevard Owned 1986 - 429
Brick, New Jersey 08723

(1) The property was formerly utilized by the Bahkwever, the property has been fully subleaserksli®97.
(2) This branch is scheduled to open in the secpradter of 2000.
(3) The Company may also hold options to reneweledsr additional terms upon expiration of the eatrease.

Item 3. Legal Proceedings

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

Item 4. Submission of Matters to a Vote of Securityolders
None.
PART II
Item 5. Market for Registrant's Common Equity and Related Stockholder Matters

Information relating to the market for Registratenmon equity and related stockholder matters aspender "Shareholder Information” on
the Inside Back Cover in the Registrant's 1999 AhiReport to Stockholders and is incorporated hebgireference.

Iltem 6. Selected Financial Data

The above-captioned information appears under t&sleConsolidated Financial and Other Data of then@any" in the Registrant's 1999
Annual Report to Stockholders on page 9 and 10simtorporated herein by reference.
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Item 7. Management's Discussion and Analysis of Famcial Condition and Results of Operations

The above-captioned information appears under "ldameent's Discussion and Analysis of Financial Cibmrdiand Results of Operations” in
the Registrant's 1999 Annual Report to Stockholderpages 11 through 19 and is incorporated héseneference.

ltem 7A. Quantitative and Qualitative Disclosures Aout Market Risk

The above captioned information appears under "lgament's Discussion and Analysis of Financial Cimdiand Results of Operations -
Management of Interest Rate Risk" in the Regissda899 Annual Report to Stockholders on pagesnti?18.

Item 8. Financial Statements and Supplementary Data

The Consolidated Financial Statements of OceanFinsincial Corp. and its subsidiary, together wlith report thereon by KPMG LLP
appears in the Registrant's 1999 Annual ReportdokBolders on pages 20 through 35 and are incatpdherein by reference.

Item 9. Change In and Disagreements with Accountaston Accounting and Financial Disclosure
None.

PART llI
Item 10. Directors and Executive Officers of the Rgistrant

The information relating to Directors and Execut®fficers of the Registrant is incorporated hetgyrreference to the Registrant's Proxy
Statement for the Annual Meeting of Stockholderbedield on April 19, 2000, at pages 5 through 7.

Item 11. Executive Compensation

The information relating to directors' compensathoil executives' compensation is incorporated ménereference to the Registrant's Proxy
Statement for the Annual Meeting of Stockholderbedield on April 19, 2000, at pages 8 through®ages 14 through 18 (excluding the
Executive Compensation Committee Report and StecfoRnance Graph).

Item 12. Security Ownership of Certain Beneficial @vners 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 19, 2000, aggs 3 through 4 and 6 through 7.

Item 13. Certain Relationships and Related Transa&ns

The information relating to certain relationshipslaelated transactions is incorporated hereirefgrence to the Registrant's Proxy Stater
for the Annual Meeting of Stockholders to be hetdAgpril 19, 2000, at page 18.
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PART IV
Item 14. Exhibits, Financial Statement Schedulesna Reports on Form 8-K
(a) The following documents are filed as a patthef report:

(1) Consolidated Financial Statements of the Comjaia incorporated by reference to the followindji¢ated pages of the 1999 Annual
Report to Stockholders.

PAGE

Independent AUItOrs' REPOI.....ccoceeevvcccccces e 35
Consolidated Statements of Financial Condition at

December 31,1999 and 1998..........ccccceeveees e 20
Consolidated Statements of Income for the

Years Ended December 31, 1999, 1998 and 1997.... 21
Consolidated Statements of Changes in Stockholders' Equity

for the Years Ended December 31, 1999, 1998 and 1997 22
Consolidated Statements of Cash Flows for the

Years Ended December 31, 1999, 1998 and 1997.... 23
Notes to Consolidated Financial Statements for the

Years Ended December 31, 1999, 1998 and 1997.... e 24-3 4

The remaining information appearing in the 1999 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 areatptired or applicable, or the required informat®shown in the consolidated financial
statements or the notes thereto.

(3) Exhibits
(a) The following exhibits are filed as part ofgleport.
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3.1 Certificate of Incorporation of OceanF

3.2 Bylaws of OceanFirst Financial Corp.*
4.0 Stock Certificate of OceanFirst Financ
10.1 Form of OceanFirst Bank Employee Stock

10.1(a)  Amendment to OceanFirst Bank Employee
Ownership Plan (filed previously)

10.2 OceanFirst Bank Employees' Savings and

10.3 OceanFirst Bank 1995 Supplemental Exec

104 OceanFirst Bank Deferred Compensation
10.5 OceanFirst Bank Deferred Compensation
10.6 OceanFirst Bank Long-Term Award Progra
10.7 OceanFirst Bank Performance Achievemen
10.8 Amended and Restated OceanFirst Financ
10.9 Form of Employment Agreement betwee
Michael J. Fitzpatrick and John R. Gar
10.10 Form of Employment Agreement between O

officers, including Michael J. Fitzpat

10.11 Form of Change in Control Agreement be
including Michael E. Barrett, John K.

10.12 Form of Change in Control Agreement
officers, including Michael E. Barrett

13.0 Portions of 1999 Annual Report to Stoc

21.0 Subsidiary information is incorporated
23.0 Consent of KPMG LLP (filed herewith)
27.0 Financial Data Schedule (filed herewit

(b) Reports on Form 8-K

None.

irst Financial Corp.*

ial Corp.*
Ownership Plan*
Stock

Profit Sharing Plan*

utive Retirement Plan*

Plan for Directors*

Plan for Officers*

m*

t Awards Program*

ial Corp. 1997 Incentive Plan (filed previously)
n OceanFirst Bank and certain executive officer s, including
barino*

ceanFirst Financial Corp. and certain executive
rick and John R. Garbarino*

tween OceanFirst Bank and certain executive officer S,
Kelly and Karl E. Reinheimer*
between OceanFirst Financial Corp. and certa in executive

, John K. Kelly and Karl E. Reinheimer*
kholders (filed herewith)
herein by reference to "Part | - Subsidiaries"

h)

* 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.

34



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.

OceanFirst Financial Corp.

By: /sl John R Garbarino

John R Garbarino

Chai rman of the Board,
Presi dent and

Chi ef Executive Oficer and
Di rector

Dat e: March 14, 2000

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 14, 2000

John R Garbarino

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

(principal executive officer)

/sl Mchael J. Fitzpatrick March 14, 2000
M chael J. Fitzpatrick

Executive Vice President and

Chi ef Financial Oficer

(principal accounting and financial officer)

/sl Mchael E. Barrett March 14, 2000
M chael E. Barrett

Director

/sl Thomas F. Curtin March 14, 2000

Thomas F. Curtin
Director
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/sl Carl Feltz, Jr.

Carl Feltz, Jr.
Director

/sl Robert E. Knenoller

Robert E. Knenol | er
Director

/sl Donald E. McLaughlin

Donal d E. McLaughlin
Director

/'s/ Diane F. Rhine

Di ane F. Rhine
Director

/sl Frederick E. Schlosser

Frederick E. Schl osser
Director

/sl James T. Snyder

James T. Snyder
Director
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EXHIBIT 13

Financial Highlights

(dollars in thousands, except per share amounts)

At or For The Year Ended December 31, 1999 199 8 1997
Total assets $1,590,907 s1s61744 $ _1510547_ ________
Loans receivable, net 1,042,975 941,011 _7836{)5 __________
Deposits 1,056,950 1,035,251 _97676;4 __________
Stockholders' equity 167,530 197,740 _2155;14 __________
Net interest income 48,538 aa1ss 4304>8 ___________
Provision for loan losses 900 0 9 00 _____________
Net income 16,347 12,972 13825 ___________
Diluted earnings per share 1.33 095 O 88 _____________
Stockholders' equity per common share 13.27 152 137é ____________
Stockholders' equity to total assets at end of ye ar (capital ratio) 10.53% 12.66 % __________ 1 4é7°;o _______

Performance Ratios:

Return on average assets 1.04% 0.85 % 0.97%

Return on average stockholders' equity 8.90 63 6 00 _____________
Average interest rate spread 2.70 230 2 39 _____________
Net interest margin 3.20 208 3 12 _____________
Operating expenses to average assets 1.78 66 163 _____________
Operating efficiency ratio 51.80 sa67 5086 ____________

Actual contributions to stockholders' equity and re sultant cash earnings data(1):

Cash earnings $ 19,283 s 16000 $_16853 __________
Diluted cash earnings per share 1.57 w7 108 _____________
Return on average assets 1.23% 1.05 % ___________ 1 1-90/; ________
Return on average stockholders' equity 10.50 785 7 30 _____________
Operating efficiency ratio 43.94 4535 4176-3 ____________

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

OceanFirst Bank, the sole subsidiary of OceanFirsancial Corp., founded in 1902, is a federallgrtéred stock savings bank with eleven of
thirteen branches located in Ocean County, Neweyeend with one branch each in Middlesex and Martm@ounties. It is the oldest and
largest community-based financial institution hazttered in Ocean County, New Jersey.
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Letter to our Shareholders

March 2000

"OceanFirst delivered both substantial earningsvtir@nd record-breaking earnings per share in 1999.
Dear Fellow Shareholders:

The last twelve months of the 20th century provetdd the best year in the history of OceanFirsaiéial Corp. We achieved recadodeaking
financial results and we carried out aggressiviiatives to strengthen our position as the preemiinemmunity provider of financial servici
Both accomplishments served to enhance the valyewfinvestment in our Company, which is what comporate mission is all about.
Looking ahead, we see exciting opportunities fothfer growth in the year 2000.

ADDED VALUE THROUGH
RECORD FINANCIAL PERFORMANCE

OceanFirst delivered both substantial earnings tir@amnd record-breaking earnings per share in 1980income grew 26.0% over the 1998
level, to $16.3 million. Earnings per share grewrageven faster pace -- 40.0% -- to $1.33 on & fliluted basis. Total shareholder return for
the year was 7.7%, far outstripping the negatiterns provided by the vast majority of our peensalmarket largely devoid of good news for
this sector's stock prices, OceanFirst saw itsespace rise to $17 5/16 at year-end. This retuni999's hostile market for financial services
companies, exemplifies market recognition of oustanding financial performance.

The OceanFirst senior management team (from lefghd) John K. Kelly, General Counsel; MichaelBarrett, Residential Loan Division;
Karl E. Reinheimer, Chief Operating Officer; John@arbarino, President and Chief Executive Offiegrd Michael J. Fitzpatrick, Chief
Financial Officer.

[Picture Described Above Appears Here]
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We achieved excellent results in other performaneasures as well:

o Return on equity and return on average assetstgr8.90% and 1.04%, respectively, driven by saisil increases in our average interest
rate spread and net interest margin.

o Core deposits continued to grow as a result oeaormously successful High Performance Checkingnam. While much of the industry
experienced shrinking deposit bases, our core dsppew 5.5%, $21.3 million, representing over0DD, new relationships.

0 We forged 961 new business deposit relationshifg999. Through our commercial lending initiative® also established another 165 new
relationships with local businesses, representi?g&million in commitments. These new loans insegbthe commercial loan portfolio by
49.9%.

o Strong loan growth in all business lines incrdamer loan-to-deposit ratio at year-end to 98.7%p-from 90.9% at the beginning of the y
and 72.6% at the end of 1996.

o Aided by an aggressive share repurchase programmade significant progress toward our goal ofebd¢veraging the Company's excess
capital. Our capital ratio ended the year at 10.588arply reduced from the 20.73% following our 8%8ock offering.

o Overhead expenses remained well controlled,inatdl. 78% of average assets and contributing topenating efficiency ratio of 51.80%.
"Strong loan growth in all business lines increasedloan-to-deposit ratio..."
[Bar Chart Described Below Appears Here]

Loan to Deposit Ratio
1996 1997 1998 1999

72.6% 80.2% 90.9% 98.7%
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"...our philosophy of exceptional service will ligtronger customer relationships."

ADDED VALUE THROUGH
CORPORATE INITIATIVES

Last year was distinguished not only by financ@aamplishments, but also by an aggressive progoastréngthen our position as the
preeminent community bank in our market. The ceigee of this program was a branding campaign desligo make the new OceanFirst
brand the best known and most respected in batkiegghout the community. Our new name and conteixgb image reflect a wider ran
of financial products and services, and more dffelst communicate our commitment to being the pmmsbmmunity-focused institution--a
financial organization where people truly cometfifss a reflection of this commitment, we contindast year to both expand our product
delivery systems and emphasize superior personatseThe OceanFirst sales culture is being t@mnséd from a traditional one based on
product sales to a more desirable approach foausetnsultative sales. We believe that listeninguncustomers, providing innovative
solutions to their financial needs, and consisyeapiplying our philosophy of exceptional servicdl Wilild stronger customer relationships.
These strengthened relationships, in turn, wilvie the impetus for increasing shareholder value.

Members of the OceanFirst Financial Corp. BoarDioéctors shown from left to right are: John R. aino -Chairman, President and Ct
Executive Officer; Thomas F. Curtin; Carl Feltz liane F. Rhine; Michael E. Barrett; Donald E. Meighlin; Frederick E. Schlosser;
Robert E. Knemoller; and James T. Snyder

[Picture Described Above Appears Here]
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A number of other developments also contributelduitding value in 1999:

o We introduced our Dividend Reinvestment and Dist&tock Purchase Plan. Under the plan, existiageholders purchasing additional
shares with reinvested dividends or with voluntzagh payments qualify for a 3% discount from thentburrent market price of OceanFirst
Financial Corp. stock.

o0 We opened our first Monmouth County branch, inr@pLake Heights, and have been quite pleasedtivéhmarket's reception. Although
plans for our other Monmouth County branch in Walvnship were unfortunately hampered by shoppimgereconstruction delays beyond
our control, we are confident this branch will nopen early in 2000. Additionally, during 1999 weaded a third location in Bricktown, in
Ocean County, to better serve this growing communit

0 We established a fully transactional internet wigéd at OceanFirst.com to better meet the neetistbfour business and consumer banking
customers. This enhanced delivery system, whick put Company on the cutting edge of technologgbkas customers to check and trar
balances, pay their bills, apply for loans, or jusiwse and learn more about OceanFirst. Shareisaddewell can utilize OceanFirst.com to
check the latest quarterly earnings, review otlegvareleases, or contact Investor Relations.

[Graphic of OceanFirst Web Page Appears Here |
[Graphic Appears Here]
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[Full Page Graphic Appears Here]
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LOOKING AHEAD

In the coming years, we will build on the progresshave made, both as a 98-year-old community badkas a four-yeastd publicly ownec
financial services company. There are exciting ofymities for growth ahead, and we intend to tatheaatage of them. To that end, we will
focus on several key areas to measure our suatésdding value for our shareholders:

o0 EPS Growth of 15%. Consistent growth of this nitagle is central to the enhancement of sharehaelaleie. We can achieve such growth
through the expansion of real revenue, supplemdntgaudent balance sheet leverage and capital geament.

o Additional Capital Leverage of 1% per Year. Wdl geek additional leverage of 1% per year in aapital ratio to help support EPS gain
15%. Prudent balance sheet growth, substantialdiaglend payouts and aggressive share repurchragegms will be the primary tools used
to reduce the Company's capital ratio to desiredlse

o Noninterest Income Growth of 20%. In broadening@roduct line, we will also seek to expand fesduarevenue. This noninterest income
growth will better insulate us against the volatibf net interest income, which tends to be halsthge by the business cycle. We expect the
introduction of Trust and Asset Management servioegenerate significant additional noninteresbime beyond that derived from traditio
retail banking and the "Investment Services at @Egat" alternative product line.

o Risk Management. Effective management of botHitead interest rate risk remains vital to a ficiahinstitution's long-term viability and
earnings performance. The risk culture at Ocean&astinues to be conservative: We enforce striddejines in both our lending operations
and portfolio management to ensure that risk i@gseffectively monitored and controlled.

"...there are exciting opportunities for growth atheand we intend to take advantage of them."

Earnings Per Share

[Bar Chart Described Below Appears Here]
1997 1998 1999
$.88 $.95 $1.33
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"OceanFirst has made a difference in the livehofisands of its neighbors. We intend to do noitetise 21st century."

o Community Commitment. As an acknowledged lead¢hé community for the past 98 years, OceanFastrhade a difference in the lives
of thousands of its neighbors. We intend to doass in the 21st century. Since its establishmeobimection with our 1996 public offering,
the OceanFirst Foundation has provided, at notoastrrent Company operations, over $3.7 milliomdadress needs in our community that
might not otherwise have been met. The Foundatitirc@ntinue to help distinguish OceanFirst as ¢benmunity bank where people truly do
come first.

As we approach our second century of providingrfaial services to our community, we pledge to foewsn more sharply on delivering
quality financial products and superior servicecc&eding in that mission, we will provide our shenlders with the continued opportunity
growth in the value of their investment.

Thank you for your continued support.
Very truly yours,

/'s/ John R Garbarino
John R Garbarino

Chai rman, President and
Chi ef Executive O ficer
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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, 1999 1998 1997 199 6 1995

(dollars in thousands)

Selected Financial Condition Data:

Total assets $1, 590,907 $1,561,744 $1,510,947 $1,303,8 65 $1,036,445

Investment securities available for sale 120,780 137,405 207,357 174,0 28_1i48>81 _________
FHLB-NY stock 16,800 16,800 14,980 8,4 57 _________ ; 72>3 ___________
Mortgage-backed securities available for sale 346,182 381,840 457,148 395,5 42 _______ 26_351>13 _________
Loans receivable, net 1, 042,975 941,011 783,695 678,7 28 _______ 6i26>96 _________
Mortgage loans held for sale - 25,140 - 7 27 _________ i 89>4 ___________
Deposits 1, 056,950 1,035,251 976,764 934,7 30 ------- 926558 _________
Federal Home Loan Bank advances 115,000 40,000 20,400 8,8 OO ________ 1—04(-)0 __________
Securities sold under agreements to repurchase 239,867 272,108 288,200 99,3 22_— ______________
Stockholders' equity 167,530 197,740 215,544 252,7 89 ________ 9—2351 __________
For the Year Ended December 31, 1999 1998 1997 1996 1995

(dollars in thousands; except per share amounts)

Selected Operating Data:

Interest income $ 107,347 $ 105,557 $ 98,656 $ 80,236 $ 70,210
Interest expense 58,809 61,399 sse08 43_85_7 ________ 4 0004
Net interest income 48,538 44,158 43048 36_37_9 ________ 3 0206
Provision for loan losses 900 900 900 ; 00 ___________ 9 50
Net interest income after provision for loan losses 47,638 43,258 42148 35_67_9 ________ 2 9256
Other income 5,226 2,411 2500 2_88i _________ 1 356
Operating expenses 27,852 25,457 23145 30206 1 8006
Income (loss) before provision for income taxes 25,012 20,212 21,512 (646) 12,606
Provision for income taxes 8,665 7,240 7e87 1_()8:; _________ 4 659
Net income (loss) $ 16,347 $ 12,972 $ 13,825 $ (1,729) $ 7,947
Basic earnings (loss) per share $ 136 $ 97 % .90 $ (.39 N/A
Diluted earnings (loss) per share $ 133 $ 95 % .88 $ _____ (_ 39—) _________ N/A
Net income before non-recurring items (2) $ 16,347 $ 12972 $ 13,825 $1:l_.5;6-$—7947

Earnings (loss) per share for 1996 is for the pkfiom July 2, 1996 (date of conversion) to Deceniide 1996
Selected Consolidated Financial and Other Data (Cdimued)
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Selected Consolidated Financial
and Other Data (continued)

At or For the Year Ended December 31, 1999 1998 1997 1996 1995

Selected Financial Ratios and Other Data(1):

Performance Ratios:

Return on average assets 1.04% 0.85% 0.97% (.15%) 0.80%
Return on average assets, as adjusted(2) 1.04 0.85 0e7 :I_. OO __________ O 80
Return on average stockholders' equity 8.90 6.36 600 ( i03) _________ 944
Return on average stockholders' equity, as adjusted ) 8.90 6.36 600 E_S 91 __________ 9 44
Average stockholders' equity to average assets 11.73 13.33 625 1_442-—851
Stockholders' equity to total assets at end of year 10.53 12.66 427 1_939-—891
Average interest rate spread(3) 2.70 2.39 230 é 61 __________ 2 79
Net interest margin(4) 3.20 2.98 312 Z; 22 __________ 3 13
Average interest-eaming assets to average
interest-bearing liabilities 112.94 114.35 117.95 115.84 107.98
Operating expenses to average assets 1.78 1.66 s 3 37 __________ 1 82
Operating expenses to average assets, as adjusted(2 ) 1.78 1.66 13 i 73 __________ 1 82
Operating efficiency ratio(2) 51.80 54.67 so80 9 _986 _________ 5 705
Operating efficiency ratio, as adjusted(2)(5) 51.80 54.67 sos0 5 _111 _________ 5 705

Regulatory Capital Ratios (Bank Only):

Tangible capital 9.38 10.78 11.91 12.69 8.72
Core capital 9.38 10.78 11.91 12.69 8.72
Risk-based capital 18.88 22.77 29.88 32.04 21.34

Asset Quality Ratios:

Non-performing loans as a percent of total

loans receivable(6)(7) 0.28 0.56 0.70 1.12 1.40
Non-performing assets as a percent of total assets ) 0.21 0.35 0.45 0.71 0.97
Allowance for loan losses as a percent of total

loans receivable(6) 0.78 0.76 0.83 0.88 0.97
Allowance for loan losses as a percent of total

non-performing loans(7) 275.48 137.54 119.03 78.23 69.21
Number of full-service customer facilities 13 11 10 9 8

(1) With the exception of end of year ratios, atios are based on average daily balances.

(2) Performance ratios are calculated to excludestfect of non-recurring charges in 1996 relatimg charitable donation and the special
Savings Association Insurance Fund assessment.

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

(4) The net interest margin represents net intémesime as a percentage of average interest-eaassgjs.
(5) Operating efficiency ratio represents the rafioperating expenses to the aggregate of otlsenie and net interest income.

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

(7) Non-performing assets consist of non-performigams and real estate acquired through forecldSREO"). Nonperforming loans consi
of all loans 90 days or more past due and othawslaathe process of foreclosure. It is the Com{sapglicy to cease accruing interest on all
such loans.

10 | OCEANFIRST FINANCIAL CORP. (OCFC) 1999 ANNUAREPORT



Management's Discussion and Analysis of Financtaddtion and Results of Operations
General

OceanFirst Financial Corp. (formerly Ocean FinanCiarp.) (the "Company") was incorporated on Novembil, 1995, and is the holding
company for OceanFirst Bank (formerly Ocean Fedsaaings Bank) (the "Bank"). On August 17, 199%, Board of Directors of the Bank
adopted a Plan of Conversion, as amended, to coinger a federally chartered mutual savings bank tederally chartered capital stock
savings bank with the concurrent formation of adm 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) leyEBOP was funded by a loan of $13.4 million frtwe Company.

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

Concurrent with the close of the Conversion, antamdl 1,342,092 shares of common stock (8% ofaffiering) were issued and donated by
the Company to the OceanFirst Foundation (form@dgan Federal Foundation) (the "Foundation"), @apei foundation dedicated to
charitable purposes within Ocean County, New Jeaselits neighboring communities. The fair markatie of the contribution of $13.4
million was reflected as an expense in the Comgal896 operating results and as an increase ttatafuck and paid in capital for the same
amount.

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

The Company conducts business, primarily througovtnership of the Bank which operates its admiisie/branch office located in Toms
River and twelve other branch offices. Eleven eftihirteen branch offices are located in Ocean GoiNew Jersey, with one branch each in
Middlesex and Monmouth Counties.

The Company operates as a consumer-oriented fesiarialgs bank, with a focus on offering traditiosalings deposit and loan products to
its local community. With industry consolidatiorgwever, eliminating most competitors headquarté@redcean County, the Company sav
opportunity to fill a perceived void for locally lileered commercial loan and deposit services. Ahsin the second half of 1996 the
Company assembled an experienced team of commbnetihg professionals and began offering commela#an and deposit services and
merchant credit card services to businesses infOCeanty and surrounding communities. The Compatyedegy has been to maintain
profitability while limiting its credit and interésate risk exposure. To accomplish these objestithee Company has sought to: (1) control
credit risk by emphasizing the origination of sedamily, owner-occupied residential mortgage loand consumer loans, consisting
primarily of home equity loans and lines of cregiit, to a lesser extent, commercial loans to lbgsinesses;

(2) offer superior service and competitive ratemtsease the core deposit base; (3) invest fumdgéess of loan demand in mortgage-backed
and investment securities; and (4) control opegagixpenses.

Management believes that the diversification of@menpany's loan products may expose the Compaaigher degree of credit risk than is
involved in one- to four-family residential mortgalpnding activity. As a consequence of this sgpatenanagement has developed a well-
defined credit policy focusing on quality undenirit and close management and Board monitoring.

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 tedarof most 30-year fixed rate mortgage loans, Imafcwhich 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 noédalv, management seeks to carefully monitor @séss the Company's interest rate risk
exposure while actively managing the balance stmmposition.

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 administrativBoals and added one branch each in
1997 and 1998. In the last half of 1999, the Corgpgrened two branches - one in Brick Township dwedather in Spring Lake Heights, the
Company's first branch in Southern Monmouth CouAtgecond Monmouth County branch, located in Walliiship, is expected to open in
the second quarter of 2000. The Company is alsluatag additional office sites within its existimgarket area.

Management is also seeking to diversify the Comisamyail product line. During 1998, the Compangdreoffering alternative investment
products (annuities and mutual funds) for saleughoits retail branch network. The products are-paprietary, sold through a third party
vendor, and provide the Company with fee incomeogjpipities. In 1999, the menu of alternative inwestt products was expanded to
include life insurance. The Company is also intdg trust and asset management services in e0.2
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Management's Discussion and Analysis of Financtaddtion and Results of Operations

The Company's results of operations are dependinagply on net interest income, which is the diéfece between the interest income ea
on the Company's interest-earning assets, suaraas hnd investments, and the interest expende mmarest-bearing liabilities, such as
deposits and borrowings. The Company also genenatemterest income such as income from secondary rtingkactivities, loan servicin
loan originations, merchant credit card servicepadit accounts, the sale of alternative investsand other fees. The Company's operating
expenses primarily consist of compensation and eyegl benefits,occupancy and equipment, marketgugrél deposit insurance premiums,
and other general and administrative expensesCbingpany's results of operations are also signifigaifected by general economic and
competitive conditions, particularly changes in kedrinterest rates, government policies and actidmegulatory agencies.

Management of Interest Rate Risk

Market risk is the risk of loss from adverse chanigemarket prices and rates. The Company's magkearises 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 basis.atenk, management actively monitors and
manages its interest rate risk exposure.

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

In recent years, the Company has utilized the faohg strategies to manage interest rate risk: fipteasizing the origination for portfolio of
fixed-rate mortgage loans having terms to matwftgot more than fifteen years, adjustable-rate@dpand consumer loans consisting
primarily of home equity loans and lines of creatitd floating-rate and balloon maturity commeradans; (2) holding primarily short-term
and/or adjustable-rate mortgage-backed and invedtseeurities; (3) attempting to reduce the ovenadirest rate sensitivity of liabilities by
emphasizing core and longer-term deposits; andX@nding the maturities on wholesale borrowingaufoto ten years. The Company also
periodically sells 30-year fixed-rate mortgage warto the secondary market. In determining whetheetain 30-year fixed-rate mortgages,
management considers the Company's overall inteagstisk position, the volume of such loans,|td@n yield and the types and amount of
funding sources. Over the past three years the @oynipas retained most of its 30-year fixed-ratetgame loan production in order to
improve yields and increase balance sheet levekgeagement felt that the significant capital gositof the Company resulting from the
Conversion, mitigated the additional interest rigk associated with retaining these mortgages.itiaally, the Company extended the
maturity on part of its wholesale borrowings fortogen years. The Company currently does not@pate in hedging programs, interest rate
swaps or other activities involving the use of béitance sheet derivative financial instruments,nbay do so in the future to manage interest
rate risk.

The matching of assets and liabilities may be aalyby examining the extent to which such assetdiahilities are "interest rate sensitive"
and by monitoring an institution's interest ratesivity "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 pesitivhen the amount of interest rate sensitive ass@eeds the amount of interest rate
sensitive liabilities. A gap is considered negatileen the amount of interest rate sensitive liilefliexceeds 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 raa the increase in its cost of interest-bearingjliiees. 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.
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At December 31, 1999 the Company's one year gapegative 11.8%. 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 liabilltpans receivable reflect principal balances exgubtd be redeployed and/or repriced as a
result of contractual amortization and anticipgieebayments 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 kattgeen 15% and 25% annually. Passbook accowegstiable order of withdrawal

("NOW") and money market accounts were assumeedayd or run-off, at 2.78% per month. Prepaymedtdetay rates can have a
significant impact on the Company's estimated Gaere can be no assurance that projected prepayatestfor loans and mortgage-backed
securities will be achieved or that projected deedgs will be realized.

Certain shortcomings are inherent in gap analfgisexample, although certain assets and liatslitiay 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 éstenates, while interest rates on other types lagpehind changes in market rates.
Additionally, certain assets, such as adjustaltkeicans, have features which restrict changestérést rates both on a short-term basis and
over the life of the asset. Further, in the evért change in interest rates, prepayment and datay would likely deviate significantly from
those assumed in the calculation. Finally, theitsdof many borrowers to service their adjustatdie loans may be impaired in the event ¢
interest rate increase.

Another method of analyzing an institution's expedo interest rate risk is by measuring the chandkee institution's net portfolio value
("NPV") and net interest income under various ies¢rate scenarios. NPV is the difference betwkemeét present value of assets, liabilities
and off-balance sheet contracts. The NPV ratianiyinterest rate scenario, is defined as the NP¥at scenario divided by the market value
of assets in the same scenario. The Company's#ttete sensitivity is monitored by managemermuhh the use of an interest rate risk
("IRR") model which measures IRR by modeling tharadfe 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 producedliyy ®TS may vary from the results provided by thenBany's model, primarily due to
differences in the assumptions utilized includisraated loan prepayment rates, reinvestment sateégleposit decay rates. The following
table sets forth the Company's NPV and net intémesime as of December 31, 1999, as calculatetidoompany (dollars in thousands).
purposes of this table, prepayment speeds and id€jgaay rates similar to those used in calculatirgCompany's gap were used.

December 31, 1999

Change in Net Portfolio Value Net Interest Income
Interest Rates

in Basis Points NPV

(Rate Shock) Amount  %Change  Ratio Amount  %Change
300 $119,838  (40.0)% 8.4% $44,212 (9.3)%
200 151,710 (24.0) 10.3 46,123 (5.3)
100 179,446  (10.1) 11.8 47,765 (2.0)
Static 199,646 - 12.8 48,724

(100) 231,252 6.8 13.3 49,251 11
(200) 217,678 9.0 134 48,927 1.4
(300) 216,809 8.6 13.2 47,865 (1.8)

At December 31, 1999, the Company's NPV in a statie environment is considerably less than the ldPWecember 31, 1998, reflecting
Company's declining capital levels resulting froomenon stock repurchase programs. Also, in a shoicitetkest rate environment, the
Company projects a greater percent change in N®éeember 31, 1999 than was the case at Decemp2838. The heightened interest
sensitivity is primarily due to the generally higlieterest rate environment in effect at Decemiderl®99 as compared to December 31, 1998
which reduced anticipated prepayment speeds orgagetloans and mortgage-backed securities. Additigr80-year fixed-rate mortgage
loans represent a larger share of the Company'®ayg® loan portfolio at December 31, 1999 as coatpar December 31, 1998. Convers

in each rate shock environment, the Company pmgslightly reduced level of interest rate sevisjtin the net interest income measure at
December 31, 1999 as compared to December 31, 1998.

As is the case with the gap calculation, certaortsiomings are inherent in the methodology usetiérNPV and net interest income IRR
measurements. The model requires the making adineassumptions which may tend to oversimplifyrrenner 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 periaghrains constant over the period being measuredn8ethe model assumes that a particular
change in interest rates is reflected uniformlyasrthe yield curve regardless of the durationa&tunity or repricing of specific assets and
liabilities. Third, the model does not take int@wagnt the Company's business or strategic plansomlingly, although the above
measurements do provide an indication of the ColyipdRR exposure at a particular point in time fsoeasurements are not intended to
provide a precise forecast of the effect of charigesarket interest rates on the Company's netaaténcome and can be expected to differ
from actual results
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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 amountgefast-earning assets and interest-bearing ligsilénd the interest rate earned or paid on
them.

The following table sets forth certain informatigiating to the Company at December 31, 1999 anddoh of the years ended Decembel
1999, 1998, and 1997. 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 Dece mber 31, Years Ended December 31,
19 99 199 1998 _____________
A verage Average Average
Yield/  Average Yield/  Ave rage Yield/

Balance Cost  Balance Interest Cost  Bal ance Interest Cost
Assets: e
Interest-eaming assets: T
Interest-eaming deposits T
and short-term investments $ 4,638 488% $ 2,860 $ 103 3.60% $ 5 375 $ 295 5.49%
Investment securities 120,780 6.92 122,848 7,840 6.38 173 158 _____ 1146-31 _____ 662
FHLB stock 16,800 6.75 16,800 1,142 6.80 15 096 ______ 1 094725
Mortgage-backed securities 346,182 6.54 375,239 23,622 6.30 423 516 _____ 2566-39 _____ 606
Loans receivable, net (1) 1,042,975 7.52 997,772 74,640 7.48 863 172 _____ 67058 _____ 777
Total interest-earning assets 1,531,375 7.23 1515519 107,347 7.08 1,480 317_1055>57 _____ 713
Non-interest-earning assets 59,532 50,231 49 428 ________________________
Total assets $1,590,907 $1,565,750 $1,529 745 ________________________
Liabilities and Equity:
Interest-bearing liabiiies:
Money market deposit accounts ~ $ 80,597 2.61% $ 77,478 2,000 270% $ 71 800 ______ 2 02>6_282%
Savings accounts 171,064 2.03 173,798 3,518 2.02 167 058 ______ 3 44>2_206
NOW accounts 113,426 1.59 111,356 1,711 154 89 679 1517169
Time deposits 660,535 5.18 657,536 33,601 5.11 663 483 _____ 36819 _____ 555
Total 1,025,622 405 1,020,168 40,920 4.01 992 020 _____ 43804 _____ 442
FHLB advances 115,000 5.97 67,857 3,853 5.68 24 113 ______ 1 295537
Securifies sold under T
agreements to repurchase 239,867 5.66 253,811 14,036 5.53 278 ,424 16,300 5.85
Total interest-bearing liabilities 1,380,489 449 1,341,836 58,809 4.38 1,294 557 _____ 6135-99 _____ 474
Non-interest-bearing liabilities 42,888 40,209 31 222 ________________________
Total liabilities 1,423,377 1,382,045 1,325 779 ________________________
Stockholders' equity 167,530 183,705 203 966 ________________________
Total liabilities and equity $1,590,907 $1,565,750 $1,529 745 ________________________
Net interest income $ 48,538 é4415é ____________
Net interest rate spread (2) 2.74% 2.70% _>259%
Net interest margin (3) 3.18% 3.20% _>2;98%
Ratio of interest-earning assets T
to interest-bearing liabilities 110.93% 112.94% 11 4.35%

1997
Average
Average Yield/
Balance In terest Cost

Assets:




Interest-earning assets:

Interest-earning deposits

and short-term investments $ 2852 $ 155 5.43%
Investment securities 196,650 13,302 6.76
FHLB stock 11,271 752 6.67
Mortgage-backed securities 442,500 26,907 6.08
Loans receivable, net (1) 725,866 57,540 7.93
Total interest-earning assets 1,379,139 98,656 7.15
Non-interest-earning assets 38,829

Total assets $1,417,968

Liabilities and Equity:

Interest-bearing liabilities:

Money market deposit accounts $ 68,972 2,028 2.94%
Savings accounts 168,733 3,877 2.30
NOW accounts 77,785 1,388 1.78
Time deposits 637,425 35,667 5.60
Total 952,915 42,960 451
FHLB advances 7,207 414 5.74
Securities sold under

agreements to repurchase 209,089 12,234 5.85
Total interest-bearing liabilities 1,169,211 55,608 4.76

Non-interest-bearing liabilities 18,395

Total liabilities 1,187,606

Stockholders' equity 230,362

Total liabilities and equity $1,417,968

Net interest income $ 43,048
Net interest rate spread (2) 2.39%
Net interest margin (3) 3.12%

Ratio of interest-earning assets
to interest-bearing liabilities 117.95%

(1) 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.

(2) Net interest rate spread represents the difterdetween the yield on interest-earning assekshemncost of interest-bearing liabilities.
(3) Net interest margin represents net interegirme divided by average interest-earning assets.
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Rate Volume Analysis. The following table presahisextent to which changes in interest rates &adges in the volume of interestarning
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); diil the net change. The changes attributable
to the combined impact of volume and rate have ladlenated proportionately to the changes due torme and the changes due to rate.

Year Ended December 31, 1999 Year Ended December 31, 1998
Compared to Com pared to

Year Ended December 31, 1998 Year Ended December 31, 1997

Increase(Decrease) Increa se(De_creasei ____________
Due to Due to
Volume Rate Net Volume Rate _______ Nét ___________
Interest-eaming assets:
Interest-earning deposits and shortterm
investments $ (111) $ (81 $ (192) $ 138 $ 2 $ 140

Investment securities (3,219) (402) (3,621) (1,569) (272)_(18>41) _________
FHLB stock 119 (71) 48 272 70_34é ____________
Mortgage-backed securities (3,028) 981 (2,047) (1,150) (88)_(123:8) _________
Loans receivable, net 10,173 (2,571) 7,602 10,681 (1183_) _____ 9 4:98 _________
Total interest-earning assets 3,934 (2,144) 1,790 8,372 (1471_) _____ 6 S;Ol _________
Interest-bearing liabilities:
Money market deposit accounts 153 (89) 64 82 (84) _______ ( 2; ____________
Savings accounts 142 (66) 76 (38) (397)_ _____ ( 4:;5) _________
NOW accounts 339 (145) 194 202 (73) ______ 12;) ___________
Time deposits (327) (2,891) (3,218) 1,469 (317)_11-52 __________
Total 307 (3,191) (2,884) 1,715 (871) ______ 8 44 __________
FHLB advances 2,479 79 2,558 910 (29) ______ 8 8;. ___________
Securities sold under agreements to repurchase (1,399) (865) (2,264) 4,066 _4066‘; ____________
Total interest-bearing liabilities 1,387 (3,977) (2,590) 6,691 (900)_57;)1 __________
Net change in net interest income $2,547 $1,833 $ 4,380 $1,681 $(571_)$1ild ________

Comparison of Financial Condition at December 31,999 and December 31, 1998
Total assets at December 31, 1999 were $1.59brillin increase of $29.2 million, compared to $2 bilion at December 31, 1998.

Investment securities available for sale decreagebll 6.6 million, to a balance of $120.8 millionzecember 31, 1999, compared to a
balance of $137.4 million at December 31, 1998, modgage-backed securities available for saleedsad by $35.6 million, to $346.2
million at December 31, 1999, from $381.8 milliarDeecember 31, 1998. The investment and mortgagkelesecurities available for sale
portfolios decreased in order to partly fund growilthe Bank's loans receivable. Loans receivatsg,increased by $102.0 million, or 10.¢
to a balance of $1,043.0 million at December 391 @ompared to a balance of $941.0 million at Demer 31, 1998. The increase was
largely attributable to strong residential loanwgtto (including mortgage refinance activity) in tBank's market area, as well as commercial
lending (including commercial real estate) initi@s which accounted for $24.2 million of this groawincluded in the residential loan growth
is $89.4 million of 30-year fixed-rate mortgagernsavhich the Bank retained in portfolio, while $@nillion of 30-year fixed-rate mortgage
loans were sold, including $25.1 million which wésedd for sale at December 31, 1998. The Bank dexadly sells these loans as part of the
management of interest rate risk.

Total deposits at December 31, 1999 were $1.0%drilan increase of $21.7 million, compared ta085. billion at December 31, 1998. Tc¢
borrowings, including Federal Home Loan Bank ("FH)LBdvances and securities sold under agreementptwchase, increased by $42.8
million to a combined balance of $354.9 milliorD&cember 31, 1999, compared to a combined baldr&1@.1 million at December 31,
1998. The borrowings were used to fund loan graamith the Company's common stock repurchase pro@tokholders' equity at Deceml
31, 1999 was $167.5 million, compared to $197.Tionilat December 31, 1998. The Company repurcha€edhillion shares of common
stock during the year ended December 31, 199936r2Bmillion, fully completing the remainder of &5epurchase program announced in
November 1998; and a 10% repurchase program anadunduly 1999
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Results of Operations
Comparison of Operating Results for the Years Erdecember 31, 1999 and December 31, 1998
General

Net income increased $3.4 million or 26.0%, to $1@illion for the year ended December 31, 1999amspared to net income of $1:

million for the year ended December 31, 1998. @iléarnings per share increased 40.0%, to $1.3Bdgrear ended December 31, 1999, as
compared to $.95 for the year ended December 3B.The higher percentage increase in earningshzee is the result of the Company's
repurchase program which reduced the number oéslartstanding for purposes of calculating earnpegshare.

Interest Income

Interest income for the year ended December 319 #8& $107.3 million, compared to $105.6 million flee year ended December 31, 1998,
an increase of $1.7 million. The increase in irdenecome was due to an increase in average itteaesing assets and a change in the mix of
average-earning assets towards a higher concemti@tioans receivable with a corresponding redumctif lower yielding investment and
mortgage-backed securities. For the year endedrbleee31, 1999 loans receivable represented 65.8%earhge interest-earning assets as
compared to 58.3% for the same prior year periba. dbove factors were partly offset by a declinth@yield on average interest-earning
assets, which declined to 7.08% on average fro®%%.4n average in the same prior year period.

Interest Expense

Interest expense for the year ended December 38, @8s $58.8 million, compared to $61.4 million foe year ended December 31, 1998, a
decrease of $2.6 million, or 4.2%. The decreasetarest expense was primarily the result of aezse in the average cost of interest-bearing
liabilities, which declined to 4.38% for the yeamded December 31, 1999, as compared to 4.74%dmaime prior year period. The
significant decline in funding cost more than offae increase in average interest-bearing liabdjtivhich rose by $47.3 million for the year
ended December 31, 1999, as compared to the saonggar period. The Company's focus on lower cos¢ deposit growth has contributed
to the decline in interest expense, as core depapresented 37.2% of average deposits (inclutbmginterest-earning deposits) for the year
ended December 31, 1999, as compared to 34.4%d@ame prior year period.

Provision for Loan Losses

For the year ended December 31, 1999, the Comparoyssion for loan losses was $900,000, uncharfiged the same prior year period.
The Company's non-performing assets declined &% $#lion at December 31, 1999, as compared to Béez 31, 1998 allowing for stable
provisions despite loan growth.

Management of the Company is responsible for theraenation 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 inhasés 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@esgerience, current and anticipated economic tiomdi, detailed analysis of individual lo:
for which full collectibility may not be assurechdhdetermination 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 nethe Bank to provide additions to the
allowance based upon information available to tla¢the time of their examination. Although managemeses the best information
available, future adjustments to the allowance bmpecessary due to economic, operating, regulatatyther conditions beyond the
Company's control.

Other Income

Other income was $5.2 million for the year endedddeber 31, 1999 as compared to $2.4 million forstme prior year period. The net gain
(loss) on the sale of loans and securities wa$d,$80 gain for the year ended December 31, 19@8mapared to a $622,000 loss for the
same prior year period. The loss for the year efdsrbmber 31, 1998 was due to the implementati@nbzlance sheet restructuring desic
to improve future earnings while mitigating expastw prepayment and interest rate risk. In Decerh®88, the Company purchased $28.9
million of adjustable-rate and short-term fixederathole loans at a nominal premium. At the same titne Company sold $48.8 million of
adjustable-rate mortgage-backed securities with pigpayment speeds at a loss of $850,000. The &onthen sold $25.1 million of 30-
year fixec-rate loans in January 1999 at a gain of $524,0@@inplete the restructuring. For the full yearesh®ecember 31, 1999, the
Company sold $49.2 million in 30-year fixed-ratertgage loans at a gain of $606,000 as comparduktedle of $16.1 million at a gain of
$228,000 in the same prior year period. The Compemipdically sells these loans to assist in theagement of interest rate risk.
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Fees and service charges increased by $1.5 miltigri.0% for the year ended December 31, 1999 mpared to the same prior year period
due to fees associated with the growth in commikeacieount services and retail core account balaasegell as the addition of fee income
from the sale of Investment Services at Oceangltstnative investment products, namely mutual $uad annuities, introduced late in the
second quarter of 1998. This product category wethdr expanded in the first quarter of 1999 tdude life and long-term care insurance.
The total fees relating to the sale of alternatinestment products amounted to $581,000 for tlee gaded December 31, 1999, as comparec
to $104,000 for the corresponding prior year period

Operating Expenses

Operating expenses were $27.9 million for the yemted December 31, 1999, an increase of $2.4 milionpared to the same prior year
period. The increase was partly due to nonrecunirgrt costs associated with readying the Compaiata processing systems for the year
2000, which amounted to $510,000 for the year efdzbémber 31, 1999, as compared to $102,000 fasathme prior year period. Also
contributing to the increase was marketing andra¢ikpenses related to the Bank's branding inigatithe costs associated with the opening
of the Bank's twelfth and thirteenth branch officeSeptember and October 1999; and the introduatfdhe Company's Trust and Asset
Management business line.

Provision for Income Taxes

Income tax expense was $8.7 million for the yealeenDecember 31, 1999, compared to $7.2 millioriHeryear ended December 31, 1998.
The effective tax rate declined slightly to 34.686 the year ended December 31, 1999, as compafR&i&6o for the same prior year period.

Comparison of Operating Results for the Years Erdecember 31, 1998 and December 31, 1997
General

Net income decreased to $13.0 million for the y@ated December 31, 1998 as compared to net incb8%3@ million for the year ende
December 31, 1997. Diluted earnings per share, hemecreased 8.0%, to $.95 for the year endecdBber 31, 1998, as compared to $.88
for the year ended December 31, 1997. The inclieasarnings per share is the result of the Compaeypurchase program and additional
purchases by the ESOP, both of which reduced thebauof shares outstanding for purposes of caioglaarnings 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 eh@ecember 31, 1998. The increase in the year-pearaverage balance of loans
receivable more than offset a $42.5 million deczenshe average balance of investment and mortbagked 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&detember 31, 1998, as compared to 7.15% for thegrded December 31, 19!

Interest Expense

Interest expense for the year ended December 38, iAs $61.4 million, compared to $55.6 million floe year ended December 31, 1997,
an increase of $5.8 million, or 10.4%. The increiasaterest expense was primarily the result ofremease in the average outstanding
balance of total borrowings (Federal Home Loan Baakances and securities sold under agreemergpuochase) which increased by $86.2
million for the year ended December 31, 1998, aspared to the same prior year period and an additiocrease in average interéstaring
deposits of $39.1 million for the year ended Decen®i, 1998, as compared to the same prior ye@d)é&rhe increase in wholesale
borrowings was part of a leverage strategy adoiptéate 1996 to improve returns on invested capRabceeds from the borrowings were
invested in mortgage loans and investment and mgetdpacked securities. The average cost of intbezsing liabilities decreased to 4.74%
for the year ended December 31, 1998, as compard 6% for the same prior year period.

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 ¥ ®illion at December 31, 1998, as compared to Be 31, 1997 allowing for stable
provisions despite loan growth.

Other Income

Other income decreased to $2.4 million for the yeated December 31, 1998, compared to $2.5 miiothe same prior year period. The
decrease was due to the recognition of a $850@30dn the sale of mortgage-backed securitiesultxg 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 charg



increased by $476,000 for the year ended Decenlheld®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 the second quarter. The growth in tiesg was partly offset by reductions in
loan servicing fees due to prepayments of the loaerlying the servicing portfolio. Total servigifee income declined by $424,000 for the

year ended December 31, 1998, as compared toitireypar.
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Results of Operations
Continued
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, riiagkexpense increased $677,000 as the Bank aggrlgssromoted its new retail
checking products. The Bank also opened its eléMeranch office in early April of 1998. Out-of-patikexpenses 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, 1997.
The effective tax rate was relatively stable aB3&for the year ended December 31, 1998, as comhpau®hb.7% for the same prior year
period.

Liquidity and Capital Resources

The Company's primary sources of funds are depgsitecipal and interest payments on loans and gage-backed securities, FHLB
advances and other borrowings and, to a lessentexteestment maturities and proceeds from the stloans and securities. While
scheduled amortization of loans are predictablecssuof funds, deposit flows and mortgage prepaysnae greatly influenced by general
interest rates, economic conditions and competifitne Company has other sources of liquidity ieachfor additional funds arises, including
an overnight line of credit and advances from thi& B.

At December 31, 1999, the Company had no outstgrmmrnight borrowings from the FHLB, representindecrease from $30.0 million at
December 31, 1998. The Company utilizes the ovatrdige from time to time to fund short-term liqitidneeds. The Company also
borrowed $354.9 million at December 31, 1999 thioB#ILB advances and securities sold under agreememépurchase, an increase from
$282.1 million at December 31, 1998. These borrgwiwvere used to fund a wholesale leverage strategigned to improve returns on
invested capital.

The Company's cash needs for the year ended Dec&hpb&999, were principally provided by proceedsf the sale of mortgage loans held
for sale, maturities of investment securities aad# for sale, principal payments on loans and gaget-backed securities, FHLB advances
and increased deposits. The cash was principaligad for loan originations, purchases of investitnend mortgag&acked securities and t
purchase of treasury stock. For the year endedrbleee31, 1998, the cash needs of the Company wignanly satisfied by maturities of
investment securities available for sale, princggfments on loans and mortgage-backed secuptiesgeds from the sale of mortgage-
backed securities, and increased deposits, ingdualiteposit acquisition. The cash provided wascjrally used for the purchase of
investment and mortgage-backed securities, thénatign and purchase of loans and the purchaseadury stock.

Federal regulations require the Bank to maintainimiim levels of liquid assets. The required pemagathas varied from time to time based
upon economic conditions and savings flows andiiseatly 4% of net withdrawable savings deposits barrowings payable on demand or
in one year or less during the preceding calendartm Liquid assets for purposes of this ratiotidel cash, accrued interest receivable,
certain time deposits, U.S. Treasury and Governragaicies and other securities and obligationsrgipéaving remaining maturities of
less than five years. The levels of these assetdegrendent on the Bank's operating, financinglitgnand investing activities during any
given period. As of December 31, 1999 and 1998Btuak's liquidity ratios were 8.9% and 12.5%, resipely, both in excess of the
minimum regulatory requirement.

At December 31, 1999, the Bank exceeded all akisilatory capital requirements with tangible calpif $149.7 million, or 9.4%, of total
adjusted assets, which is above the required &E\&23.9 million or 1.5%; core capital of $149.7lioh or 9.4% of total adjusted assets,
which is above the required level of $47.9 million,3.0%; and risk-based capital of $157.8 million18.9% of riskweighted assets, which
above the required level of $66.9 million or 8.0Pkhe Bank is considered a "well capitalized" indtito under the Office of Thrift
Supervision's prompt corrective action regulations.

Impact of Year 2000

Issues surrounding the Year 2000 arose out ofdtietliat many computer programs use only two digitdentify a year in the date field.
Computer hardware and software that were not mae 2000 ready would likely interpret "00" as y2800 rather than Year 2000.

Beginning in April 1997 the Company formally begaraddress the Year 2000 issue. A project planagastructed to follow the guidelines
set forth by the Federal Financial Institutions Ei@ation Council (FFIEC). The guidelines mandateat the Year 2000 project address five
specific phases: awareness, assessment, renowadlimtation (testing), and implementation. The Campcompleted all five phases of the
project by June 30, 1999 thereby meeting all rdgufaguidelines
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During 1998 and 1999 the Company successfully desitdunctions provided by its data processingragad the primary provider of mission
critical systems, BISYS Incorporated. The Compamytionued to revalidate BISYS systems and hardwaiighout 1999 and closely
monitored BISYS' progress in insuring their systéumstioned correctly into the Year 2000. All othimary service providers also
completed reprogramming and testing of their missidtical systems and the Company validated theseresults.

During the last half of 1999, the Company focusedastomer awareness, contingency planning, andlltg planning. An extensive
customer outreach program was initiated as the @osngdisseminated pertinent Year 2000 informatioough the use of awareness
seminars, civic organization presentations, Y2Kihetupdates, Internet web site updates, newspapeartising and direct mail
communications to Bank customers. The Company'srgancy programs were reviewed and tested prigetoend and liquidity plans we
completed to ensure that the Company had accemsessary funds to meet customer's needs.

The Company's operations continued to functionughoand after the date change, from December 289 ti®January 1, 2000, and
throughout January 2000. The Company has expedemzé’ ear 2000elated customer service disruptions as customers able to contint
to access their accounts and conduct businesdhvetBank. To reassure the Bank's customer basi@radlen Bank branches were open for
business on Saturday and Sunday, January 1 afi®d@, 2

Significant borrowers in the residential and comeisioan portfolios have been assessed to deterarimappropriate risk rating. The
Company will continue to monitor the ability of bowers to meet their financial obligations into tear 2000.

Expenses related to the Company's Year 2000 dffothe year ended December 31, 1999 totaled $080,These expenses consist of
$510,000 in costs associated with the renovatigofifvare, hardware and consulting charges and,8280epresenting an estimate of the
direct cost for compensation and fringe benefitsitdrnal employees working on the Year 2000 pttojébe 1999 expense exceeded
management's estimate at the beginning of theafe®400,000 to $600,000 primarily due to the coslating to the development, testing and
implementation of contingency plans.

Impact of Inflation and Changing Prices

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

Impact of New Accounting Pronouncements

In June 1999, the Financial Accounting Standardsr@¢'FASB") issued Statement of Financial AccoogtStandards ("SFAS") No. 137,
"Accounting for Derivative Instruments and Hedgihgtivities-Deferral of the Effective Date of FASBaement No. 133." This statement
amends FASB statement No. 133 by delaying the teffiedate one year. SFAS No. 133 "Accounting forilaive Instruments and Hedging
Activities" establishes accounting and reportiransgtards for derivative instruments, including dertierivative instruments embedded in
other contracts, and for hedging activities. Ituiegs recognition of all derivative instrumentseéther assets or liabilities in the statement of
financial position and measurement of those insemisat fair value. This Statement is now effectoreall fiscal quarters of fiscal years
beginning after June 15, 2000, on a prospectivisb@ke adoption of SFAS No. 133 is not expecteldaiee a material impact on the financial
position or results of operations of the Company.

Recent legislation

Recent legislation designed to modernize the reéignlaf the financial services industry expandsabaity of bank holding companies to
affiliate with other types of financial servicesngpanies such as insurance companies and inveshaeking companies. However, the
legislation provides that companies that acquirgrod of a single savings association after Mag299 (or that filed an application for that
purpose after that date) are not entitled to threstricted activities formerly allowed for a unitagavings and loan holding company. Rather,
these companies will have authority to engageéretttivities permitted "a financial holding compampder the new legislation, including
insurance and security-related activities, andatttevities currently permitted for multiple savingsd loan holding companies, but generally
not in commercial activities. The authority for estricted activities is grandfathered for unitasyings and loan holding companies, such as
the Company, that existed prior to May 4, 1999. &tthority for unrestricted activities, however,sanot apply to any company that
acquired the Company.

Private Securities Litigation Reform Act Safe Harba Statement

In addition to historical information, this annuaport may include certain forward looking statetsdrased on current management
expectations. The Company's actual results cotifierdnaterially from those management expectatifastors 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 aokinds, demand for loan products, demand forfioia services, competition, changes in



quality or composition of the Bank's loan and inwgent portfolios, changes in accounting principfasicies or guidelines, and other
economic, competitive, governmental and technoliddarctors affecting the Company's operations, migtkproducts, services and prices.
Further description of the risks and uncertaintiiethe business are included in Item 1, BUSINES®iefCompany's 1999 Form 10-K.
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Consolidated Statements of Financial Condition

December 31, 1999 and 1998
(dollars in thousands, except per share amounts)

1999 1998
Assets
Cash and due from banks $ 10007 $_1(—)29-5 ___________
Investment securities available for sale (notes 3 a nd 9) 120780 1 3;40-5 ___________
Federal Home Loan Bank of New York stock, at cost ( note 9) 16,800 _16_80(; ____________
Mortgage-backed securities available for sale (note s 4 and 9) 346,182 _38i84>0 ___________
Loans receivable, net (notes 5 and 9) 1,042,975 _94i01>1 ___________
Mortgage loans held for sale - _25_14(; ____________
Interest and dividends receivable (note 6) ga68 9_820 _____________
Real estate owned, net 220 4 3 ______________
Premises and equipment, net (note 7) 13,889 _13_94; ____________
Other assets (note 10) 31,514 _25_4453 ____________
Total assets $1500907 $J:5é17-44 _________
Liabilities and Stockholders' Equity
Deposits (note 8) s10s6950 $i0:;52-51 _________
Federal Home Loan Bank advances (note 9) 115,000 _40—00(-) ____________
Securities sold under agreements to repurchase (not e9) 239,867 _27é10-8 ___________
Advances by borrowers for taxes and insurance se0 5—096 _____________
Other liabilities (note 10) 5,570 _11—549-) ____________
Total liabilities 1423377 1_36_40(;4 __________
Stockholders' Equity (notes 2, 10, 11 and 12):
Preferred stock, $.01 par value, 5,000,000 shares authorized, no shares issued - _______________
Common stock, $.01 par value, 55,000,000 shares authorized, 18,118,248 shares
issued and 12,620,923 and 14,629,776 shares outs tanding at December 31, 1999
and 1998, respectively 181
Additional paid-in capital 178,850
Retained earnings-substantially restricted 113,169
Accumulated other comprehensive loss (9,568)
Less: Unallocated common stock held by Employee Stock Ownership Plan (15,727)
Unearned Incentive Awards (4,030)
Treasury stock, 5,497,325 and 3,488,472 sh ares at December 31, 1999 and
1998, respectively (95,345)
Total stockholders' equity 167,530

Commitments and contingencies (note 13)

Total liabilities and stockholders' equity $1,590,907

See accompanying notes to consolidated financsisients.
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Consolidated Statements of Income
(in thousands, except per share amounts)

Years Ended December 31, 1999, 1998 and 1997 1999 1998 1997

Interest income:

Loans $ 74,640 $ 67,038 $57,540

Mortgage-backed securities 23,622 25,669 _26—90; ____________

Investment securities and other 9,085 12,850 _14—20S-) ____________
Total interest income 107,347 105,557 _98—65€-3 ____________

Interest expense:

Deposits (note 8) 40,920 43,804 42,960
Borrowed funds 17,889 17,595 _12_64é ____________
Total interest expense 58,809 61,399 _55_60é ____________
Net interest income 48,538 44,158 _43_O4é ____________
Provision for loan losses (note 5) 900 %0 ;)OO _____________
Net interest income after provision for loan lo sses 47,638 43,258 _42_14é ____________

Other income:

Fees and service charges 3,569 2,087 1,905

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

(notes 3 and 4) 557 (622) (132)

Net income from other real estate operations 148 200 é 23 _____________

Other 952 e 5 13 _____________
Total other income 5,226 2,411 _2—509 _____________

Operating expenses:

Compensation and employee benefits (notes 11 and 12) 15,378 14,604 13,969
Occupancy (note 13) 2,133 1,936 1919 """""""
Equipment 1,375 1,362 1288
Marketing 1,733 1427 =
Federal deposit insurance 859 & T 7 19 """""""
Data processing 1,333 1278 Y
General and administrative 5,041 3e85 3257 """""""
Total operating expenses 27,852 25 457 23145 """"""
Income before provision for income taxes 25,012 20,212 21512 """"""
Provision for income taxes (note 10) 8,665 7.240 7687 """""""
Net income $16,347  $12,972 " s13825
Basic earnings per share $ 1.36 $ .97 $90 """""""
Diluted earnings per share $ 1.33 $ .95 $88 """""""
Average basic shares outstanding (note 1) 11,990 13.335 15344 """"""
Average diluted shares outstanding (note 1) 12,299 13,677 15638 """"""

See accompanying notes to consolidated financsisients.
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Consolidated Statements of Changes in Stockholder&guity

(dollars in thousands, except per share amounts)

Years Ended December 31, 1999, 1998 and 1997

Additional

Common Paid-In  Retained
Stock Capital Earnings

Balance at December 31, 1996

$181

Comprehensive income:

Net income

- -- 13,825

Other comprehensive income:

Unrealized gain on securities (net of tax expens e $718)

Reclassification adjustment for losses included
in net income (net of tax benefit $52)

Total comprehensive income

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

- 917 -

Cash dividend -- $.30 per share

- ~ (4,800

Balance at December 31, 1997

181 177,223 97,487

Comprehensive income:

Net income

Other comprehensive loss:

Unrealized loss on securities (net of tax benefi t $1,620)

Reclassification adjustment for losses included
in net income (net of tax benefit $315)

Total comprehensive income

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 ES OP

Exercise of stock options -- 2,348 shares

- ~ 12972
- 463 -
- 623 -
- ~ (6,470
- - (7

Balance at December 31, 1998

181 178,309 103,982

Comprehensive income:
Net income

- ~ 16,347

Other comprehensive loss:

Unrealized loss on securities (net of tax benefi t $4,917)

Reclassification adjustment for losses included
in net income (net of tax benefit $18)

Total comprehensive income

Earned Incentive Awards

Purchase 2,010,061 shares of common stock

$176,812 $ 88,462

Accumulated
Other
Comprehensive
(Loss)Income



Allocation of ESOP stock --

ESOP adjustment --

541 -

Cash dividend -- $.57 per share -

—- (7157

Exercise of stock options -- 1,208 shares -

- 3

Balance at December 31, 1999 $181

$178,850 $113,169

Employee

Stock

Ownership

Years Ended December 31, 1999, 1998 and 1997 Plan

Unearned
Incentive  Treasur
Awards Stoc

Balance at December 31, 1996 $(12,331)

$ -3 -

Comprehensive income:

Net income -

Other comprehensive income:

Unrealized gain on securities (net of tax expens e $718) -

Reclassification adjustment for losses included
in net income (net of tax benefit $52) -

Total comprehensive income -

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 1,428

ESOP adjustment -

Cash dividend -- $.30 per share -

Balance at December 31, 1997 (10,903)

(7.897) (41,53

Comprehensive income:

Net income -

Other comprehensive loss:

Unrealized loss on securities (net of tax benefi t $1,620) -

Reclassification adjustment for losses included
in net income (net of tax benefit $315) -

Total comprehensive income -

Earned Incentive Awards -

Tax benefit of stock plans -

Purchase 1,078,292 shares of common stock -

Allocation of ESOP stock 1,727

ESOP adjustment -

Cash dividend -- $.46 per share -

Acquisition of 422,500 shares of common stock by ES OP (8,200)

Exercise of stock options -- 2,348 shares -

- 4

Balance at December 31, 1998 (17,376)

(5,963) (60,167

Comprehensive income:
Net income -

Other comprehensive loss:

Unrealized loss on securities (net of tax benefi t $4,917) -

Reclassification adjustment for losses included
in net income (net of tax benefit $18) -

Total comprehensive income -



Earned Incentive Awards -

Purchase 2,010,061 shares of common stock -

Allocation of ESOP stock 1,649

ESOP adjustment -

Cash dividend -- $.57 per share -

Exercise of stock options -- 1,208 shares -

- 2

Balance at December 31, 1999 $ (15,727)

$(4,030) $ (95,34

See accompanying notes to consolidated financsstents.
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Consolidated Statements of Cash Flows

(dollars in thousands)
Years ended December 31, 1999, 1998 and 1997

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net cash pro
activities:

Depreciation and amortization of premises and equ

Amortization of Incentive Awards

Amortization of ESOP

ESOP adjustment

Amortization of servicing asset

Amortization of deposit premium

Net premium amortization in excess of discount ac

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

Provision for loan losses

Deferred taxes

Net gain on sales of real estate owned

Net (gain) loss on sales of loans and securities

Proceeds from sales of mortgage loans held for sa

Mortgage loans originated for sale

Decrease (increase) in interest and dividends rec

Increase in other assets

(Decrease) 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 investment and mortgage-ba
securities available for sale

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

Cash flows from financing activities:
Acquisition of deposits

Deposit premium

Increase in deposits

Increase in Federal Home Loan Bank advances

(Decrease) increase in securities sold under agre

Increase in advances by borrowers for taxes and i

Purchase of Incentive Award shares

Exercise of Stock Options

Dividends paid

1999 19

$ 16,347 $ 129

vided by operating

ipment 1,509 1,4
1,933 1,9
1,649 1,7
541 6
351 5
103
cretion on securities 1,044 31

xcess of premium

(310) (5
900 9
757 1,7
(246) (1
available for sale (557) 6
le 48,719 16,3

(22,973) (41,2

eivable 1,352 1,2
(2,384) (6,4
(5,979) 6,7
26,409 (11,2
42,756 1,7

(103,663) (129,

- (29,2
cked
121 47,9
ale (15,423) (128,7
for sale (97,251) (181,0
available for sale 30,043 195,2
available for sale 120,460 204,3
tock - (18
1,106 2,3
(1,451) 11

(66,058) (21,6

- 10,7

- (1,03

21,699 47,75

75,000 19,60

ements to repurchase (32,241) (16,09

nsurance 894 32

17 3

(7,157) (6,47

27 1,428
23 o7
P 1097
s .
o 3498
33) (382)

0 %0
s 520
73 @s7)
22 132
01 2705
1) (008
s @30
84) (4865
6 814
70 5288
02 19113

16 20,300

59 164201
200 (6523
20 s2rr
20  @ws®m)




Purchase of ESOP shares - (8,20 0) -

Purchase of treasury stock (35,198) (18,67 2) (41,536)
Net cash provided by financing activities 23,014 27,98 0_18—69;11 __________
Net (decrease) increase in cash and due from b anks (288) 8,07 O_(3—14%) ___________
Cash and due from banks at beginning of year 10,295 2,22 5 _________ 5—37é ____________
Cash and due from banks at end of year $ 10,007 $ 10,29 5 _____ $ _é22-5 ___________

Supplemental Disclosure of Cash Flow Information:
Cash paid during the year for:

Interest $ 58,238 $ 60,65 8 $ 54,863

Income taxes 13,416 3 0 7,246

Noncash investing activities:

Transfer of loans receivable to real estate own ed 1,109 99 2 2,463

Mortgage loans securitized into mortgage-backed securities $ 37,200 $ 16,08 2 $ 2,025

See accompanying notes to consolidated financ#tsients.
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Notes to Consolidated Financial Statements
(1) Summary of Significant Accounting Policies

OceanFirst Bank (formerly Ocean Federal SavingkBéhe "Bank") converted from a mutual savingslb#ma capital stock savings bank
July 2, 1996. As part of the conversion, OceanfFisancial Corp. (formerly Ocean Financial Corphe("Company") was formed, acquired
all of the Bank's conversion stock, and issuedatamon stock in a subscription offering. The acddjois of the Bank's conversion stock was
accounted for similar to a pooling of interests,ahdrefore, the financial condition and result®pérations of the Bank prior to July 2, 1996
became the financial condition and results of ajpana of the Company.

Principles of Consolidation

The consolidated financial statements include tu@ants of the Company and its wholly-owned subsidiOceanFirst Bank, and its wholly-
owned subsidiaries, OceanFirst Realty, Inc. anda@Erst Service Corp. All significant intercompaagcounts 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 stotaers through a network of branches in Ocean,rvbarth and Middlesex counties in
New Jersey. The Bank is subject to competition faiher financial institutions; it is also subjestthe regulations of certain regulatc
agencies and undergoes periodic examinations e tregulatory authorities.

Basis of Financial Statement Presentation

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

Material estimates that are particularly susceetiblsignificant change in the near term relatin¢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 aplsréisasignificant 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 considersgtly liquid debt instruments with original maitigs of three months or less to be cash
equivalents.

Investment and Mortgage-Backed Securities

The Company classifies all investment and mortdaayeked securities as available for sale. Secuatradable for sale include securities that
management intends to use as part of its assdiffiabanagement strategy. Such securities araezhat fair value and unrealized gains and
losses, net of related tax effect, are excludesh fearnings, but are included as a separate compohstockholders' equity. Gains or losses
on the sale of such securities are included inrdtittdme using the specific identification method.

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 livethefloans.

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 inpivéod of recovery. A loan is returned to acciatatus 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-acce@hmercial real estate, multi-family,
land, construction and commercial loans in excé§2560,000. Impaired loans are individually assdgsedetermine that the loan's carrying
value is not in excess of the fair value of thdatetal or the present value of the loan's expefttieale cash flows. Smaller balance
homogeneous loans that are collectively evaluaiethfpairment, such as residential mortgage loadsirastallment loans, are specifically
excluded from the 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 abmwe arise from charges to operations throughrtégion for loan losses or from the
recovery of amounts previously charged off. Thewadince is reduced by loan charge-offs. Loans aaegeld-off when management believes
such loans are uncollectible.
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Management believes that the allowance for losedeans is adequate. While management uses awifl#brmation to recognize losses on
loans, future additions to the allowance may beesgary based on changes in economic conditiomei@ompany's market area. In addition,
various regulatory agencies, as an integral pattef routine examination process, periodicallyjiea/ 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.

Real Estate Owned

Real estate owned is carried at the lower of cofdiovalue, less estimated costs to sell. Whernoperty is acquired, the excess of the loan
balance over fair value is charged to the allowdocéan losses. A reserve for real estate owraedieen established to provide for
subsequent declines in the fair values of properieal estate owned is carried net of the relaserve. Operating results from real estate
owned, including rental income, operating expenaerd,gains and losses realized from the salesabéstate owned are recorded as incurred.

Premises and Equipment

Land is carried at cost and premises and equipritemiiding leasehold improvements, are stated sttlegs accumulated depreciation and
amortization. Depreciation and amortization are poted using the straight-line method over the estiiah 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.

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

Pension Plan

Pension plan costs for 1997 are charged to expgewsed on the actuarial computation of current athuté benefits for employees. The Plan
was terminated on July 22, 1998 and all vestedfiisveere paid to participants.

Stock Based Compensation

The Company accounts for stock based compensadiog the intrinsic value method under Accountinimélples Board No. 25 and
accordingly has recognized no compensation expemder this method. The fair value pro-forma disgtes required by Statement of
Financial Accounting Standards No. 123 are includatbte 12 - Incentive Plan.

Comprehensive Income

Comprehensive income is divided into net income @her comprehensive income. Other comprehensaame includes items previously
recorded directly in equity, such as unrealizedigair losses on securities available for sale.

Earnings Per Share

Basic earnings per share is computed by dividirtgnumme by the weighted average number of shdresromon stock outstanding. Diluted
earnings per share is calculated by dividing nebiine by the weighted average number of sharesnofnmm stock outstanding plus potential
common stock, utilizing the treasury stock methsitishare amounts exclude unallocated shares okdteld by the Employee Stock
Ownership Plan (ESOP) and the Incentive Plan.

The following reconciles shares outstanding folidaad diluted earnings per share for the yearse@mecember 31, 1999, 1998 and 199°
thousands):

Year ended December 31, 1999 1998 1997
Weighted average shares outstanding 13 727 15174 17,112
Less: Unallocated ESOP shares 1 ,309)  (1,281) (1,160)

Unallocated incentive award shares (428) (558) (608)




Average basic shares outstanding 11 ,990 13,335 15,344

Add: Effect of dilutive securities:

Stock options 148 171 144
Incentive awards 161 171 150
Average diluted shares outstanding 12 299 13,677 15,638

(2) Regulatory Matters

At the time of the conversion to a federally chartiestock savings bank, the Bank established abdjon account with a balance equal to its
retained earnings at March 31, 1996. The balanteeitiquidation account at December 31, 1999 vpgsaximately $16.8 million. The
liquidation account will be maintained for the bfinef eligible account holders who continue to ntain their accounts at the Bank after the
conversion. The liquidation account will be redueediually to the extent that the eligible accowitirs have reduced their qualifying
deposits as of each anniversary date. Subsequeatges will not restore an eligible account héddeterest in the liquidation account. In the
event of a complete liquidation, each eligible astdolder will be entitled to receive a distritmtifrom the liquidation account in an amount
proportionate to the current adjusted qualifyintabaes for accounts then held.

Office of Thrift Supervision (OTS) regulations regusavings institutions to maintain minimum levefgegulatory capital. Under the
regulations in effect at December 31, 1999, 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 iag8tih. Such actions could have a direct materi@otfon the institution's financial statements.
The regulations establish a framework for the diassion of savings institutions into five categes: well capitalized, adequately capitalized,
undercapitalized, significantly undercapitalizedd @ritically undercapitalized. Generally an ingiibn is considered well capitalized if it ha
Tier 1 ratio of at least 6.0%; and a total riskdzhsapital ratio of at least 10.0%. At Decemberl®B9 and 1998 the Bank was considered
well capitalized.
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The following is a summary of the Bank's actuali@d@mmounts and ratios as of December 31, 19991888, compared to the OTS minim
capital adequacy requirements and the OTS requirenfier classification as a well capitalized ingiibn (in thousands).

To be well
For capitalized
ca pital under prompt
ad equacy corrective
Actual pu rposes action
As of December 31, 1999: Amount Ratio Amo unt Ratio Amount Ratio
Tangible capital $149,711  9.4% $23, 950 15% $ - -%
Core capital 149,711 9.4 47, 900 3.0 79,833 5.0
Tier 1 risk-based capital 149,711 17.9 33, 433 4.0 50,150 6.0
Risk-based capital 157,828 18.9 66, 867 8.0 83,584 10.0
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

OTS regulations impose limitations upon all capitistributions by savings institutions, like therBasuch as dividends and payments to
repurchase or otherwise acquire shares. The Conmpagynot declare or pay cash dividends on or réqase any of its shares of common
stock if the effect thereof would cause stockhatdequity to be reduced below applicable regulatapital maintenance requirements, the
amount required for the liquidation account, astth declaration and payment would otherwise \éalagjulatory requirements.

(3) Investment Securities Available for Sale

The amortized cost and estimated market valuevafsiment securities available for sale at DecerBbet 999 and December 31, 1998 are as
follows (in thousands):

Gross Gross Estimated
Amortized Unre alized Unrealized Market
December 31, 1999 Cost Gains Losses Value

United States Government

and agency obligations $40,964 $ - $ (787) $40,177
State and municipal
obligations 5,761 - (758) 5,003
Corporates 75,050 - (2,483) 72,567
Equity investments 3,668 - (635) 3,033
$125,443 $ - $(4,663) $120,780
Gross Gross Estimated
Amortized Unre alized Unrealized Market
December 31, 1998 Cost Gains Losses Value

United States Government

and agency obligations $59,983 $ 404 $ - $60,387
State and municipal

obligations 1,946 7 (18) 1,935
Corporates 74,976 - (2,727) 72,249
Equity investments 3,226 - (392 2,834

$140,131 $ 411 $(3,137) $137,405




Gross losses on the sale of investment securitetaale for sale of $49,000, $0 and $0 were redlim 1999, 1998 and 1997, respectively.
There were no gains realized during these periods.

The amortized cost and estimated market valuewasiment securities available for sale, excludiqgjty investments, at December 31, 1999
by contractual maturity, are shown below (in thowts). Actual maturities will differ from contraciuaaturities because borrowers may have
the right to call or prepay obligations with or gut call or prepayment penalties. At Decemberl®89, investment securities available for
sale with an amortized cost and estimated markaewa $120,579,000 and $116,555,000 respectivedye callable prior to the maturity
date.

Estimated
Amortized Market
December 31, 1999 Cost Value
Less than one year $ 200 $ 200
Due after one year through five years 30,997 30,730
Due after five years through ten years 9,967 9,447
Due after 10 years 80,611 77,370

$121,775 $117,747

(4) Mortgage-Backed Securities Available for Sale

The amortized cost and estimated market value ofgage-backed securities available for sale at Bbes 31, 1999 and December 31, 1998
are as follows (in thousands):

Gross Gross Estimated

Amortized Unrea lized Unrealized  Market
December 31, 1999 Cost Gains  Losses Value
FHLMC $65111 $ 73 $ (700) $ 64,484
FNMA 48,424 43 (615) 47,852
GNMA 41,467 -- (898) 40,569
Collaterized mortgage obligations 201,704 - (8,427) 193,277

$356,706 $ 116 $(10,640) $ 346,182

Gross Gross Estimated

Amortized Unrea lized Unrealized  Market
December 31, 1998 Cost Gains  Losses Value
FHLMC $106,762 $ 621 $ (217) $107,166
FNMA 74,027 515 (108) 74,434
GNMA 63,041 81 (49) 63,073
Collaterized mortgage obligations 137,230 178 (241) 137,167

$381,060 $ 1,395 $ (615) $381,840

Gross losses on the sale of mortgage-backed sesuaitailable for sale of $0, $850,000 and $142y0&@ realized in 1999, 1998 and 1997,
respectively. There were no gains realized dutiegé periods.

Collateralized mortgage obligations issued by FHLNGMA, GNMA and private interests amounted to $38,000, $13,064,000,
$8,901,000 and $117,794,000, respectively, at Dbeeil, 1999 and $15,705,000, $9,699,000, $0 ahdl, $63,000, respectively, at
December 31, 1998. The privately issued CMOs haveiglly been underwritten by large investment bapkirms with the timely payment
of principal and interest on
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these securities supported (credit enhanced) yingudegrees by either insurance issued by a finhgoarantee insurer, letters of credit or
subordination techniques. Substantially all suctugges are triple "A" rated by one or more of thetionally recognized securities rating
agencies. The privately-issued CMOs are subjectttain credit-related risks normally not associatith U.S. Government Agency CMOs.
Among such risks is the limited loss protectioneayatly provided by the various forms of credit emt@ments as losses in excess of certain
levels are not protected. Furthermore, the cratinacement itself is subject to the creditworthsnafsthe enhancer. Thus, in the event a ¢
enhancer does not fulfill its obligations, the CM@der could be subject to risk of loss similaatpurchaser of a whole loan pool.
Management believes that the credit enhancemeasdmquate to protect the Company from losses as\dterefore, not provided an
allowance for losses on its privately-issued CMOs.

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

(5) Loans Receivable, Net
A summary of loans receivable at December 31, E92D1998 follows (in thousands):

December 31, 1999 1998

Real estate mortgage:

One to four-family $ 917,024 $ 844,129
Commercial real estate, multi-family and land 57,142 42,008
FHA insured & VA guaranteed 457 500

974,623 886,637

Real estate construction 7,791 6,108
Consumer 56,040 51,785
Commercial 15,569 6,483
Total loans 1,054,023 951,013

Loans in process (2,790) (1,996)
Deferred fees (78) (608)
Unearned premium 43 62
Allowance for loan losses (8,223) (7,460)

(11,048)  (10,002)

$1,042,975 $ 941,011

At December 31, 1999, 1998 and 1997, loans in nheuat of $2,985,000, $5,424,000 and $5,554,00pecvely, were three or more
months delinquent or in the process of foreclosung the Company was not accruing interest incoftbese loans had continued to realize
interest in accordance with their contractual terapproximately $52,000, $270,000 and $278,00Qidftenal interest income would have
been recognized for the years ended December 39, 1998 and 1997, respectively. The Company wasaramitted to lend additional
funds on any nonaccrual loans at December 31, T8O Company had no impaired loans at Decembet@9 and 1998.

An analysis of the allowance for loan losses ferybars ended December 31, 1999, 1998 and 1987afi@ws (in thousands):

Year Ended December 31, 1999 1998 1997
Balance at beginning of year $ 7,460 $6,612 $6,021
Provision charged to operations 900 900 900
Charge-offs (241 ) (65) (337)
Recoveries 104 13 28
Balance at end of year $ 8,223 $ 7,460 $6,612

At December 31, 1999, 1998 and 1997, the Compamjcse loans for others in the amount of $159,568,%132,334,000, and
$144,230,000, respectivel



(6) Interest and Dividends Receivable

A summary of interest and dividends receivable etdnber 31, 1999 and 1998 follows (in thousands):

December 31,

Loans

Investment securities

Mortgage-backed securities

(7) Premises and Equipment, Net

1999 1998
$4,881 $4,644
1,487 2,279
2,100 2,897
$8,468 $9,820

Premises and equipment at December 31, 1999 arglar@%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

(8) Deposits

1999 1998
$ 3,195 $ 3,195
11,167 11,038
1,266 1,090
7,559 6,532
148 144
8 2
23,343 22,001
(9,454)  (8,054)
$13,889  $13,947

Deposits, including accrued interest payable 063280 and $238,000 at December 31, 1999 and 1888ectively, are summarized as

follows (in thousands):

December 31, 1999 1998

Weig hted Weighted

Ave rage Average

Amount Cost Amount Cost
Non-interest bearing account $ 31,328 -% $ 22,154 - %
NOW accounts 113,426 1 .59 106,363 1.59
Money market deposit account 80,597 2 .61 77,690 2.59
Savings accounts 171,064 2 .03 172,036  2.03
Time deposits 660,535 5 .18 657,008 5.35
$1,056,950 3 .94% $1,035,251  4.08%

Included in time deposits at December 31, 19991888, respectively, is $73,388,000 and $67,045i0@e@posits of $100,000 and over.

Time deposits at December 31, 1999 mature as fell@wthousands):

December 31, 1999
2000 $444,871
2001 151,283



2002

39,087
2003 15,048
2004 7,349
Thereafter 2,897
$660,535
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Interest expense on deposits for the years endedrbleer 31, 1999, 1998 and 1997 was as followshingands):

Year ended December 31,

NOW accounts

Money market deposit accounts

Savings accounts

Time deposits

(9) Borrowed Funds
Borrowed funds are summarized as follows (in thadsx

December 31, 1999

Weig
Ave
Amount

Federal Home Loan Bank

advances $115,000

Securities sold under

agreements to repurchase 239,867

$354,867

1999 1998 1997

$1,711 $1,517 $1,388

2,090 2,026 2,028

3,518 3,442 3,877

33,601 36,819 35,667

$40,920 $43,804 $42,960

1998
hted Weighted
rage Average
Rate Amount Rate

5.97% $40,000 5.25%

5.66 272,108 5.52

5.76% $312,108 5.49%

Information concerning Federal Home Loan Bank ("BHLadvances and securities sold under agreememnépurchase ("reverse repurchase

agreements") is summarized as follows (in thousands

FHLB
Advances

1999

Average Balance

Maximum amount outstanding
at any month end 115,000

$67,857 $24

87

Average interest rate for the year 5.68%

U.S. Government agencies and mortgage-backed securi
collateral under reverse repurchase agreements at D

Amortized cost - -

Estimated market value --

Reverse
Repurchase
Agreements

1998 1999 1998

113 $253,811 $278,424

,000 272,740 300,026

5.37% 5.53% 5.85%

ties pledged as
ecember 31

$281,331  $291,552

273,815 292,936

The securities collateralizing the reverse repwsetaegreements are not under the Company's comsrtiiey are delivered to the lender with
whom each transaction is executed. The lender,mdnpsell, loan or otherwise dispose of such seéearib other parties in the normal course
of their operations, agree to resell to the Comparbstantially the same securities at the matardfahe agreemer



FHLB advances and reverse repurchase agreemergsbatractual maturities at December 31, 1999 lkmafe (in thousands):

Reverse
FHLB Repurchase

Year ended December 31 advances Agreements
2000 $ 95,000 $ 46,867
2001 - 8,000
2002 - 30,000
2003 - 40,000
2004 10,000 45,000
Thereafter 10,000 70,000

$ 115,000 $239,867

Amount callable by lender prior to the maturity da te $ 15,000 $185,000

The Bank has an available overnight line of credtih the FHLB for $50,000,000 which expires NovemB2, 2000. The Bank also has
available from the FHLB, a one-month overnight reipg line of credit for $50,000,000 which expifdevember 22, 2000. When utilized,
both lines carry a floating interest rate of 10ib@®ints over the current Federal funds rate FAILB advances, including the lines of credit,
are secured by the Bank's mortgage loans, mortglaeikd securities, U. S. Government agency oldigatand FHLB stock. As a member
of the FHLB of New York, the Company is requirecht@aintain a minimum investment in the capital stotkhe Federal Home Loan Bank of
New York, at cost, in an amount not less than 1%sadutstanding home loans (including mortc-backed securities) or 5% of its
outstanding notes payable to the FHLB.

(10) 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 deEserve which amounted to $1,555,000 and $10984at December 31, 1999 and 1998,
respectively. The Company has accrued for thigliiplin the consolidated financial statements.

Retained earnings at December 31, 1999 include®=rippately $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, 1999 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, 1999, 1998 and 1997 consists of tlewiag (in thousands):

Year Ended December 31,

Current:

Federal

State

Total Current

Deferred:

Federal

State

Total Deferred

1999 1998 1997

$7,870 $5,460 $6,921

38 31 237

7,908 5,491 7,158

757 1,746 584

-3 (55)

757 1,749 529

$8,665 $7,240 $7,687

A reconciliation between the provision for incoragds and the expected amount computed by multgpiyicome before provision for
income taxes times the applicable statutory Fedecalme tax rate for the years ended December®9,11998 and 1997 is as follows (in

thousands):

Year Ended December 31, 1999
Income before provision

for income taxes $25,012
Applicable statutory

Federal income tax rate 35.0%
Computed "expected" Federal

income tax expense $8,754
Increase(decrease) in Federal income

tax expense resulting from:

ESOP adjustment 189

State income taxes net of

Federal benefit 24

Other items, net (302)

$ 8,665

Effective tax rate 34.6%

1998 1997

$ 20,212 $ 21,512

35.0% 35.0%

$ 7,074 $ 7,529

218 316
22 119
(74) (277)

$ 7,240 $ 7,687

35.8% 35.7%

Included in other assets at December 31, 1999 888 it a net deferred tax asset of $8,097,000 araD8,000, respectively. In addition,
included in other liabilities at December 31, 12881 1998 is a current tax payable of $37,000 ang¥$5000, respectively.

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

31, 1999 and 1998 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

Premises and equipment,
differences in depreciation

Other reserves

Stock awards

1999 1998

$ 3,159 $ 2,913

82 110
318 351
303 244
199 199

712 677



ESOP 62 100

Charitable donation 2,051 2,978
Unrealized loss on securities

available for sale 5,673 727
Other 92 87
Total gross deferred tax assets 12,651 8,386
Less valuation allowance (1,166) (1,166)
Deferred tax assets, net 11,485 7,220

Deferred tax liabilities:

Allowance for loan and real estate
owned losses for tax purposes (581) (726)

Excess servicing on sale of

mortgage loans (231) (130)
Investments, discount accretion (58) (20)
Deferred loan and commitment fees (833) (648)

Undistributed income of real estate

investment trust subsidiary (1,685) (1,788)
Total deferred tax liabilities (3,388) (3,312)
Net deferred tax assets $ 8,097 $ 3,908

The Company, as part of the conversion, recorddthetable donation expense of $13,419,000 in 18®@ler the Internal Revenue Code,
charitable donations are tax deductible subjeetlimitation based on 10% of the Company's anraxahile income. The Company, however,
is able to carry forward any unused portion ofdkduction for five years following the year in whithe contribution is made. Based on the
Company's estimate of taxable income for 1996 hadarry forward period, $3,419,000 of the chakgalmnation expense was considered
non tax deductible as it was unlikely that the Campwould realize sufficient earnings over theystar period to take the full deduction. A
result, the Company has established a deferredalaation allowance of $1,166,000 relating to tbadeductible expense.

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

As part of the conversion, the Bank establishe&mployee Stock Ownership Plan ("ESOP") to provieteement benefits for eligible
employees. All full-time employees are eligiblep@rticipate in the ESOP after they attain age 2llcamplete one year of service during
which they work at least 1,000 hours. BeginningiRpr1997, ESOP shares are first allocated to eyg#s who also participate in the Bank's
Incentive Savings (401K) Plan in an amount equ&l0 of the first 6% of the employee's contributibairing 1999, 1998 and 1997, 11,544,
9,188 and 6,690 shares, respectively, were eitheased or committed to be released under thisulerrithe remaining ESOP shares are
allocated among participants on the basis of cosgtean earned during the year. Employees are %iglbted in their ESOP account after the
completion of five years of credited service or pbetely if service was terminated due to deathrentent, disability, or change in control of
the Company. ESOP patrticipants are entitled toiveadistributions from the ESOP account only upenmtination of service, which includes
retirement and death.

The ESOP originally borrowed $13,421,000 from tlen@any to purchase 1,342,092 shares of common &tseéd 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 inteeggiirement of the debt, assuming a fixed intenae of 8.25%.

The Bank's obligation to make such contributiongduced to the extent of any dividends paid byGhepany on unallocated shares and
investment earnings realized on such dividendofA3ecember 31, 1999 and 1998, contributions td&&&8©P, which were used to fund
principal and interest payments on the ESOP detatled $2,970,000 and $3,111,000, respectivelyingur999 and 1998, $781,000 and
$601,000, respectively, of dividends paid on urcaited ESOP shares were used for debt service. édarbteer 31, 1999 and 1998, the loan
had an outstanding balance of $16,098,000 and $3,060, respectively, and the ESOP had unallocgtackes of 1,243,418 and 1,373,814,
respectively. At December 31, 1999, the unallocatetes had a fair value of $21,527,000. The un@redrbalance of the ESOP is shown as
unallocated common stock held by the ESOP andlected as a reduction of stockholders' equity.

For the years ended December 31, 1999, 1998 and ft#9Bank recorded compensation expense related tESOP of $2,190,000,
$2,350,000 and $2,345,000, respectively, includBgl,000, $623,000 and $917,000, respectivelyesgmting additional compensation
expense to reflect the increase in the averagedttie of committed to be released and allocatadeshin excess of the Bank's cost. As of
December 31, 1999, 399,789 shares had been alfomaparticipants and 121,385 shares were comntitteée released.

Pension Plan

Effective June 7, 1996, the Company froze benefitwals under a qualified noncontributory defineddfit 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 components of net pension benefit for the gyadied December 31, 1997 are as follows (in thowand

1997
Service cost - benefits earned during the year $ -
Interest cost on projected benefit obligation 113
Actual return on plan assets (81)
Net amortization and deferral (39)
Net pension benefit $ (7)
Assumptions used to develop the net periodic pensio n cost are:
Discount rate 6.51%
Expected long-term rate of return on assets 6.75
Rate of increase in compensation level N/A

The Bank also maintains an incentive savings parligible employees. An employee may make coatidns to the plan of 1% to 15% of
his or her compensation. From January 1, 1997 girddiarch 31, 1997, the Bank contributed 50% offiitst 6% of the employees
contribution to the employee's account. Effectivaréh 31, 1997, the Bank eliminated their matchiblipation under this plan. The Banl



contributions under this plan was $53,000 for tearyended December 31, 1997.
(12) Incentive Plan

On February 4, 1997, a special meeting of the Caryipahareholders ratified the OceanFirst Finar@tap. 1997 Incentive Plan which was
subsequently amended on February 18, 1998. The dadesind Restated OceanFirst Financial Corp. 198htive Plan (the "Incentive
Plan") authorizes the granting of options to puseh@ommon Stock, option-related awards and awdr@smmon Stock. The purpose of the
Incentive Plan is to attract and retain qualifiedlgonnel in key positions, provide officers, empley and non-employee directors ("Outside
Directors") with a proprietary interest in the Camny as an incentive to contribute to the succetlsso€ompany, promote the attention of
management to other stockholder's concerns anddesmaployees for outstanding performance. All &f&; other employees and Outside
Directors of the Company and its affiliates argiéle to receive awards under the Incentive Plan.

During 1997, the Company acquired 671,046 shardiopen market at a cost of $10,176,000. At Ddes®1, 1999, 652,116 of these
shares have been awarded to officers and dire@ach amounts represent deferred compensationaareddeen 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 byGbepany, which performance goals would be estaddidy a committee of outside
directors ("Committee").
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The first and second annual installments vestettheffirst and second anniversary dates of the afageant. Vesting of 25% of the third
annual installment, and 50% of each of the fountth #fth annual installments, will be subject t@ thttainment of performance goals
established by the Committee. The performance goajsbe set by the Committee on an individual hdsisall Stock Awards made during a
given period of time, or for all Stock Awards fodiefinite periods. No Stock Award that is subjecatperformance goal is to be distribute:
an employee until the Committee confirms that théarlying performance goal has been achieved. NockSiward that is subject to a
performance goal is to be distributed to an OutBidtector until an independent third party confirthat the underlying performance goal has
been achieved. The Committee established certadtsi®f earnings per share growth as the performgoal for 1999. As a result of the
Company attaining the earnings per share growtbifspe by the Committee, all of the shares in thiedt annual installment will vest on
February 4, 2000. The Company recorded compensatipense relating to stock awards of $1,933,00@381000 and $1,773,000 for the
years ended December 31, 1999, 1998 and 1997 ctasghe.

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 generally vest at the rate of p@dyear.

The Company accounts for stock option awards uiegntrinsic value method and has recognized mopsmsation expense in 1999, 1998
and 1997. SFAS 123 permits the use of the intrimaiae method; however, requires the Company tats the pro forma net income and
earnings per share as if the stock based compend® been accounted for using the fair value otketHad 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 indicatemhb@h thousands except per share data):

1 999 1998 1997
Net income:
As reported $ 16, 347 $ 12,972 $ 13,825
Pro forma 15, 343 12,059 13,000
Basic earnings per share:
As reported $ 1 36 $ 97 $ .90
Pro forma 1 .28 .90 .85
Diluted earnings per share:
As reported $ 1 33 $ 95 $ .88
Pro forma 1 .25 .88 .83

Weighted average fair value of an
option share granted during the year $ 4 .02 $ 435 $ 4.08

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

1999 1998 1997

Risk-free interest rate 5.76% 5.21% 6.25%
Expected option life 6 years 6 years 6 years
Expected volatility 25% 25%  25%

Expected dividend yield 3.20% 2.75% 2.50%

A summary of option activity for the years endecc®mber 31, 1999, 1998 and 1997 follows:

1999 1998 1997
Weighted Weighted Weigh ted
Number Average Number Average Number Aver age
of  Exercise of  Exercise of Exerc ise
Shares Price Shares Price Shares Pr ice

Outstanding at

beginning of year 1,642,827 $ 14.67 1,567,402 $ 14.46 - 8 -
Granted 58,287 16.26 112,402 17.23 1,621,758 14. 45

Exercised (1,208) 14.41 (2,348) 14.41 -- --



Forfeited (25,903) 15.33 (34,629) 1441  (54,356)  14. 41

Outstanding at

end of year 1,674,003 $ 14.72 1,642,827 $ 14.67 1,567,402 $ 14. 46
At December 31, 1999 1998 1997
Options exercisible 626,761 310,527 None
Range of exercise prices  $13.94 - $19.88 $13.94 - $19.88 $14.41- $18.56

Weighted average
remaining contractual life 7.2 years 8.2 years 9.1 years

(13) Commitments, Contingencies and Concentratifr@dredit Risk

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

At December 31, 1999, the following commitments aadtingent liabilities existed which are not refled in the accompanying consolidated
financial statements (in thousands):

December 31, 1999

Unused consumer and construction loan
lines of credit (primarily floating-rate) $15,673

Unused commercial loan lines of credit (primarily
floating-rate) 17,684

Other commitments to extend credit:

Fixed-Rate 18,112
Adjustable-Rate 18,228
Floating-Rate 1,817

The Company's fixed-rate loan commitments expithiwi90 days of issuance and carried interest rateging from 6.875% to 9.50% at
December 31, 1999.

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 policiesantiopg commitments and conditional
obligations as it does for financial instrumentsoreled in the consolidated statements of finarc@atition.

These commitments and obligations do not necegsaplesent future cash flow requirements. The Gomevaluates each customer's
creditworthiness on a case-bgise basis. The amount of collateral obtainedeéhted necessary, is based on management's assessrisk:
Substantially all of the unused consumer and coottm loan lines of credit are collateralized bgrtgages on real estate.
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At December 31, 1999, the Company is obligated undacancellable operating leases for premisesegnibment. Rental expense under
these leases aggregated approximately $604,008,3E8Yand $515,000 for the years ended Decembdi9®D, 1998 and 1997, respectively.

The projected minimum rental commitments as of Ddwer 31, 1999 are as follows (in thousands):

Year ended December 31

2000 $ 600
2001 535
2002 512
2003 448
2004 452
Thereafter 3,268
$5,815

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

Contingencies

The Company is a defendant in certain claims agal lactions arising in the ordinary course of bes@ 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.

(14) 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, methodssaasumptions 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

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

Federal Home Loan Bank of New York stock

The fair value for Federal Home Loan Bank of NewRky8tock is its carrying value since this is theoaimt for which it could be redeemed.
There is no active market for this stock and then@any is required to maintain a minimum balancedagpon the unpaid principal of home
mortgage 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 comidefeach loan category is further segmented inedfiand adjustable rate interest te



and by performing and nonperforming categories.

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

Fair value for significant nonperforming loans &sbd on recent external appraisals of collaterairsey such loans, adjusted for the timing
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 are, by definition, equal to the amougapke on demand. The related insensitivity of ttegamity of these deposits to interest rate
changes creates a significant inherent value wiBiclot reflected in the fair value reported. Thie ¥alue of certificates of deposit is based on
the discounted value of contractual cash flows. diseount rate is estimated using the rates cuyreffered for deposits of similar remaining
maturities.

Borrowed Funds

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

Commitments to extend credit, and to purchaselbsseurities

The fair value of commitments to extend creditsmated using the fees currently charged to déntersimilar agreements, taking into
account the remaining terms of the agreementstangresent creditworthiness of the counterparfiesfixed rate loan commitments, fair
value also considers the difference between cukespts of interest rates and the committed rates.
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The estimated fair values of the Bank's finanaiatriuments as of December 31, 1999 and 1998 asemtesl 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, 1999 Value Value
Financial Assets:

Cash and due from banks $ 10,007 $ 10,007

Investment securities available for sale 120,780 120,780

Mortgage-backed securities available for sale 346,182 346,182

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

Loans receivable and mortgage loans held for sale 1,042,975 1,032,824
Financial Liabilities:

Deposits 1,056,950 1,053,965

Borrowed funds $ 354,867 $ 348,041

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

Borrowed funds $ 312,108 $ 311,437

Limitations

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

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

(15) Parent-Only Financial Information

The following condensed statements of financialdiion at December 31, 1999 and 1998 and condestageiments of operations and cash
flows for the years ended December 31, 1999, 18881897 for OceanFirst Financial Corp. (parent canyponly) reflects the Company's
investment in its wholly-owned subsidiary, the Banging the equity method of accounting.

CONDENSED STATEMENTS OF FINANCIAL CONDITION
(in thousands)

December 31, 1999 1998




Assets

Cash and due from banks

Advances to subsidiary Bank

Investment securities

ESOP loan receivable

Investment in subsidiary Bank

Other assets

Total Assets

Liabilities and Stockholders' Equity

Taxes payable

Stockholders' Equity

Total Liabilities and Stockholders' Equity

CONDENSED STATEMENTS OF OPERATIONS
(in thousands)

Year ended December 31,

Dividend income - Subsidiary Bank $3

Interest income - Investment securities

Interest income - Advances to
subsidiary Bank

Interest income - ESOP loan receivable

Total dividend and interest income 3

Loss on sale of securities available for sale

Other income

Other operating expenses

Income before income taxes and equity in
(distributions in excess of) undistributed
earnings of subsidiary Bank 3

Provision for income taxes

Income before equity in (distributions
in excess of) undistributed earnings of
subsidiary Bank 3

Equity in (distributions in excess of)
undistributed earnings of subsidiary Bank (2

Net income $1

$ 7 $ 7
5,872 7,639
3,033 2,834

16,098 17,615
141,422 167,885
1,155 2,143
$167,587  $198,123

$ 57 $ 383

167,530 197,740
$167,587  $198,123
1999 1998 1997

6,500 $18,000 $ --

29 354 2,889
210 234 132
1,453 1,342 1,015
8,192 19,930 4,036
49 - -
- - 2
1,186 421 383
6,957 19,509 3,655
150 562 1,233
6,807 18,947 2,422

0,460) (5,975)

11,403

6,347 $12,972 $13,825
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CONDENSED STATEMENTS OF CASH FLOWS

(in thousands)

Year ended December 31,

Cash flows from operating activities:

Net income

$

Decrease in advances to subsidiary Bank

(Equity in) distributions in excess of
undistributed earnings of subsidiary Bank

Loss on sale of securities available for sale

Deferred taxes

(Decrease) increase in taxes payable

Reduction in Incentive Awards

Net cash provided by operating activities

Cash flows from investing activities:

Purchase of investment securities

Sale of investment securities

Funding of ESOP loan receivable,

net of repayments

Net cash provided by (used in)

investing activities

Cash flows from financing activities:

Dividends paid

Purchase of Incentive Award

shares

Purchase of treasury stock

Exercise of stock options

Net cash used in financing activities

Net increase in cash and due from banks

Cash and due from banks at
beginning of year

Cash and due from banks at end of year

SELECTED CONSOLIDATED QUARTERLY FINANCIAL DATA

(Unaudited)

Quarter ended

Dec.31 S

(dollars in thousands, except per share data)

1999

Interest income $27,643 $
Interest expense 15,193
Net interest income 12,450
Provision for loan losses 225
Net interest income after

provision for loan losses 12,225
Other income 1,364

1999 1998 1997
16,347 $12,972 $13,825
1,767 2,292 61,622
20,460 5975 (11,403)
49 - -

1,081 1,177 289
(326)  (765) 458
1,933 1,934 1,773
41,311 23,585 66,564
(611) (2,046) (71,170)
121 10,000 60,000
1,517 (6,431) 1,118
1,027 1,523 (10,052)
(7,157)  (6,470) (4,800)

-~ (10,176)

35,198) (18,672) (41,536)

17

34 -

42,338) (25,108) (56,512)

7 7 7

7% 7 % 7
ept. 30 June 30 March 31
27,111 $26,573 $ 26,020
14,774 14,538 14,304
12,337 12,035 11,716

225 225 225
12,112 11,810 11,491
1,264 1,053 1,545




Operating expenses 7,775 6,835 6,650 6,592

Income before provision

for income taxes 5,814 6,541 6,213 6,444
Provision for income taxes 1,771 2,364 2,224 2,306
Net income $ 4043 $ 4,177 $ 3,989 $ 4,138
Basic earnings per share $ 36 $ 35 $ 32 % .33
Diluted earnings per share $ 35 % 34 $ 32 % .33
1998

Interest income $26,618 $ 26,494 $26,219 $ 26,226
Interest expense 15,283 15,660 15,310 15,146
Net interest income 11,335 10,834 10,909 11,080
Provision for loan losses 225 225 225 225
Net interest income after

provision for loan losses 11,110 10,609 10,684 10,855
Other income (loss) (139) 876 1,053 621
Operating expenses 6,499 6,304 6,673 5,981
Income before provision

for income taxes 4,472 5181 5,064 5,495
Provision for income taxes 1,547 1,845 1,862 1,986
Net income $ 2925 $ 3,336 $ 3,202 $ 3,509
Basic earnings per share $ 23 % 25 $ 23 $ .26
Diluted earnings per share $ 23 % 25 $ 23 $ .24
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Independent Auditors' Report
The Board of Directors and Stockholders
OceanFirst Financial Corp:

We have audited the consolidated statements afidinhcondition of OceanFirst Financial Corp. antisidiary as of December 31, 1999 and
1998, and the related consolidated statementscofiie, changes in stockholders' equity, and cas¥sffor each of the years in the three-year
period ended December 31, 1999. These consolifiatattial statements are the responsibility of@mampany's management. Our
responsibility is to express an opinion on thegesotidated financial statements based on 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 misstatemd@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 statetagrferred to above present fairly, in all matenégpects, the financial position of
OceanFirst Financial Corp. and subsidiary as ofeDdrer 31, 1999 and 1998, and the results of tipeirations and their cash flows for each
of the years in the three-year period ended DeceBthel 999 in conformity with generally accepted@mting principles.

/sl KPMG LLP

Short Hills, New Jersey

January 20, 2000
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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-8tgieing to the OceanFirst Financial
Corp. 1997 Incentive Plan, and to the registrasiiatement (No. 33-34145), on Form S-8, pertainintpé Retirement Plan for OceanFirst
Bank, of OceanFirst Financial Corp., of our regtated January 20, 2000, relating to the consolidst@tements of financial condition of
OceanFirst Financial Corp. and subsidiary as ofedaer 31, 1999 and 1998 and the related consalidddgtements of income, changes in
stockholders' equity, and cash flows for each efythars in the three-year period ended Decembelr9®B, which report is incorporated by
reference in the December 31, 1999 Annual RepoRarm 10-K of OceanFirst Financial Corp.

KPMG LLP
Short Hills, New Jersey

March 27, 200(



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 10,00
INT BEARING DEPOSITS 0
FED FUNDS SOLLC 0
TRADING ASSETS 0
INVESTMENTS HELD FOR SALE 466,96.
INVESTMENTS CARRYING 0
INVESTMENTS MARKET 0
LOANS 1,042,97!
ALLOWANCE 8,22
TOTAL ASSETS 1,590,90
DEPOSITS 1,056,95!
SHORT TERM 354,86
LIABILITIES OTHER 11,56(
LONG TERM 0
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 181
OTHER SE 167,34¢
TOTAL LIABILITIES AND EQUITY 1,590,90
INTEREST LOAN 74,64(
INTEREST INVEST 32,70%
INTEREST OTHER 0
INTEREST TOTAL 107,34
INTEREST DEPOSI1 40,92(
INTEREST EXPENSE 58,80¢
INTEREST INCOME NET 48,53¢
LOAN LOSSES 90C
SECURITIES GAINS (49)
EXPENSE OTHEF 27,85
INCOME PRETAX 25,01:
INCOME PRE EXTRAORDINARY 25,01:
EXTRAORDINARY 0
CHANGES 0
NET INCOME 16,347
EPS BASIC 1.3¢€
EPS DILUTED 1.3:
YIELD ACTUAL 7.0¢
LOANS NON 2,98t
LOANS PAST 0
LOANS TROUBLED 0
LOANS PROBLEM 0
ALLOWANCE OPEN 7,46(
CHARGE OFF¢< 241
RECOVERIES 104
ALLOWANCE CLOSE 8,22
ALLOWANCE DOMESTIC 5,13
ALLOWANCE FOREIGN 0
ALLOWANCE UNALLOCATED 3,091
End of Filing
Powered By lill{:;\[_{m -

© 2005 | EDGAR Online, Inc.



