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PART |

Item 1. Business

General

OceanFirst Financial Corp. (the “Company”) was origed by the Board of Directors of OceanFirst Béhk “Bank”) for the purpose of
acquiring all of the capital stock of the Bank isdun connection with the Barktonversion from mutual to stock form, which wampletec
on July 2, 1996. On August 18, 2000 the Bank aegu@olumbia Equities, Ltd. (“Columbia”), a mortgaagnking company based in
Westchester County, New York in a transaction aotelifor as a purchase. At December 31, 2002Cdmpany had consolidated total
assets of $1.7 billion and total stockholders’ ggaf $135.3 million. The Company was incorporatedier Delaware law and is a savings
and loan holding company subject to regulationhey®ffice of Thrift Supervision (“OTS"), the FedkEzeposit Insurance Corporation
(“FDIC") and the Securities and Exchange Commis¢i&EC”). Currently, the Company does not trangat material business other than
through its subsidiary, the Bank.

The Bank was originally founded as a state-chaditbrelding and loan association in 1902, and caeeeto a federal savings and loan
association in 1945. The Bank became a federhlytered mutual savings bank in 1989. The Bantifsjpal business has been and
continues to be attracting retail deposits fromgheeral public in the communities surroundindinch offices and investing those depo
together with funds generated from operations anwtbkvings, primarily in single-family, owner-occuui residential mortgage loans within
its market area. To a significantly lesser exttrg,Bank invests in other types of loans includingimercial real estate, multi-family,
construction, consumer and commercial loans. TdmkElso invests in mortgage-backed securitiesirgess issued by the U.S. Government
and agencies thereof, corporate securities and mthestments permitted by applicable law and ratjoths. As a mortgage banking
subsidiary of the Bank, Columbia originates, sefld services a full product line of residential tgage loans. Columbia sells virtually all
loan production into the secondary market, exdegitthe Bank will often purchase adjustable-ratd shrort-term fixed-rate mortgage loans
originated by Columbia for inclusion in its loanrgfolio. The Bank also periodically sells part tf BO-year fixed rate mortgage loan
production primarily due to interest rate risk ddesations. Presently, servicing rights are retdiim connection with most loan sales. The
Bank’s revenues are derived principally from ingtren its loans, and to a lesser extent, interegisanvestment and mortgage-backed
securities. The Bank also receives income frors #awl service charges on loan and deposit prodadtfrom the sale of trust and asset
management services and alternative investmentiptede.g., mutual funds, annuities and life insaea The Bank’s primary sources of
funds are deposits, principal and interest paymemi®ans and mortgage-backed securities, prodeatisthe sale of loans, Federal Home
Loan Bank (“FHLB") advances and other borrowingd &ma lesser extent, investment maturities.

The Company’s Internet website address is www.dasacom. The Company’s annual report on FornKl@uarterly reports on Form 10-
Q, current reports on Form 8-K and all amendmenthdse reports are available free of charge thraisgwebsite, as soon as reasonably
practicable after such material is electronicallydf with, or furnished to, the SEC. The Compargternet website and the information
contained therein or connected thereto are natdleé to be incorporated into this Annual ReporForm 10-K.

In addition to historical information, this Form-KOcontains certain forward-looking statements ahace based on certain assumptions and
describe future plans, strategies and expectatibtitee Company. These forward-looking statemerggyanerally identified by use of the
words “believe,” “expect,” “intend,” “anticipate,’estimate,” “project,” or similar expressions. T@empany's ability to predict results or the

actual effect of future plans or strategies is rehly uncertain. Factors which could h:
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a material adverse effect on the operations oCiti@pany and the subsidiaries include, but areimiteld to, changes in interest rates, gen
economic conditions, legislative/regulatory changesnetary and fiscal policies of the U.S. Governtnimcluding policies of the U.S.
Treasury and the Federal Reserve Board, the qualitpmposition of the loan or investment portfslidemand for loan products, deposit
flows, competition, demand for financial servicaghie Company’s market area and accounting priesiphd guidelines. These risks and
uncertainties should be considered in evaluatimgdod-looking statements and undue reliance shooide placed on such statements. The
Company does not undertake-and specifically distdaany obligation — to publicly release the restiiny revisions which may be made to
any forward-looking statements to reflect eventsimrumstances after the date of such statemeritsreflect the occurrence of anticipated or
unanticipated events.

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 througttarinistrative and branch office located in TomgeRi Ocean County, New Jersey, and
sixteen additional branch offices, thirteen locate@cean County, two located in Monmouth Countgt ane located in Middlesex County,
New Jersey. The Ba’'s deposit gathering base is concentrated in thenzonities surrounding its offices. While its lengliarea extends
throughout New Jersey, most of the Bank’s mortdages are secured by properties located in Oceant@@and Southern Monmouth
County. Columbia’s loan volume is primarily deriigEom the tri-state area around New York City. lUabia conducts business through an
administrative and production office in Valhallag\M York and satellite production offices in IslamdNew York; Whitestone, New York;
Westport, Connecticut; and Pompton Plains, Newejers

The Bank is the oldest and largest community-béisaticial institution headquartered in Ocean CounNgw Jersey, which is located along
the central New Jersey shore. Ocean County is griienfastest growing population areas in New Jease has a significant number of
retired residents who have traditionally provided Bank with a stable source of deposit funds. ddwomy in the Bank’s primary market
area is based upon a mixture of service and fteg@ié. Other employment is provided by a varidtyloolesale trade, manufacturing, federal,
state and local government, hospitals and utilitielse area is also home to commuters working iw Nersey suburban areas around New
York and Philadelphia.

The Bank faces significant competition both in nmakioans and in attracting deposits. The Statéeni Jersey has a high density of finan
institutions, many of which are branches of sigaifitly larger institutions which have greater fic@ahresources than the Bank, all of which
are competitors of the Bank to varying degreese Bank’s competition for loans comes principallgrfrcommercial 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 cneiditsialthough the Bank also faces
increasing competition for deposits from short-tenoney market funds, other corporate and governsemirities funds and from other
financial service institutions such as brokeragmadiand insurance companies.

Lending Activities

Loan Portfolio Composition The Bank’s loan portfolio consists primarily@ainventional first mortgage loans secured by oméeur-family
residences. At December 31, 2002, the Bank hadlltzns outstanding of $1.414 billion, of which 315 billion or 78.1% of total loans we
one- to four-family, residential mortgage loansieTfemainder of the portfolio consisted of $139illion of commercial real estate, multi-

family and land loans, or 9.9% of total loans; #1million of real estate construction loans, or .88total loans; $80.2 million of consumer
loans, primarily home equity loans and lines of
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credit, equaling 5.7% of total loans; and $78.Qiarilof commercial loans, or 5.5% of total loarrxcluded in total loans are $66.6 million in
loans held for sale at December 31, 2002. Atshate date, 44.0% of the Bank’s total loans hadstaljle interest rates.
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The types of loans that the Bank may originatesaigect to federal and state law and regulationterest rates charged by the Bank on loans
are affected by the demand for such loans andughelys of money available for lending purposes drarates offered by competitors. These
factors are, in turn, affected by, among otherghjreconomic conditions, monetary policies of #aefal government, including the Federal
Reserve Board, and legislative tax policies.

The following table sets forth the composition e Bank’s loan portfolio in dollar amounts and geeecentage of the portfolio at the dates
indicated.

2002 2001 2000
Percent Percent Percent
Amount of Total Amount of Total Amount of Total
Real estate
One- to four-family $ 1,104,97 78.1%%% 1,110,28: 82.229%6% 993,70t 83.9:%
Commercial real estate, mi-family and lanc 139,65« 9.8¢ 112,31¢ 8.32 89,66: 7.57
Constructior 11,07¢ 78 9,082 .67 7,97: .67
Consumer (1 80,21¢ 5.67 67,03¢ 4.9¢€ 62,92! 5.32
Commercial 77,96¢ 5.52 51,75¢ 3.8¢ 29,68 2.51
Total loans 1,413,89! 100.0% 1,350,47 100.0% 1,183,95: 100.0(%
Loans in proces (3,53)) (2,459 (2,92%)
Deferred origination costs (fees), | 2,23¢ 1,04¢ 561
Unamoritized (discount) premium, r (5) 1 19
Allowance for loan losse (10,079 (10,35) (9,139
Total loans, ne 1,402,52: 1,338,71 1,172,46
Less:
Mortgage loans held for sa 66,62¢ 37,82¢ 35,58¢
Loans receivable, ni $ 1,335,89 $ 1,300,88! $ 1,136,87
Total loans:
Adjustable rate $ 622,34¢ 44.02%% 591,72 43.82%$% 485,66( 41.02%
Fixed rate 791,54 55.9¢ 758,75! 56.1¢ 698,29: 58.9¢
$ 1,413,89! 100.0(%$ 1,350,47 100.0(%$ 1,183,95: 100.0(%
1999 1998
Percent Percent
Amount of Total Amount of Total
Real estate
One- to four-family $ 917,48: 87.0% $ 869,76¢ 89.1(%
Commercial real estate, mi-family and lanc 57,14 5.42 42,00¢ 4.3C
Constructior 7,791 74 6,10¢ .63
Consumer (1 56,04( 5.32 51,78¢ 5.31
Commercial 15,56¢ 1.4¢ 6,48: .6€
Total loans 1,054,02. 100.0(% 976,15: 100.0(%
Loans in proces (2,790 (1,996
Deferred origination costs (fees), | (78) (60¢)



Unamoritized (discount) premium, r
Allowance for loan losse

Total loans, ne
Less:
Mortgage loans held for sa

Loans receivable, ni
Total loans:

Adjustable rate
Fixed rate

43 62
(8,229) (7,460)
1,042,97! 966,15
— 25,14(
$  1,042,97 $ 941,01
$ 470,23 44.61% $ 458,80 47.00%
583,78t 55.3¢ 517,34 53.0(
$  1,054,02 100.0% $ 976,15: 100.0%

(1) Consists primarily of home equity loans and linésredit, and to a lesser extent, loans on savé@regsunts, automobile and student

loans.
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Loan Maturity. The following table shows the contractual maguoi the Bank’s total loans at December 31, 200Bere was $66.6 million
in loans, held for sale at December 31, 2002. tahke does not include principal repayments. Ppmlaiepayments, including prepayments
total loans was $397.0 million, $229.6 million &tl79.9 million for the years ended December 3022Q001 and 2000, respectively.

At December 31, 2002

Commercial
One- to real estate, Total
Four- multi-family Loans
Family and land Construction Consumer Commercial Receivable
(In thousands)
One year or les $ 37,26t $ 13,21 $ 11,07¢ $ 7,430 $ 51,387 $ 120,37:
After one year
More than one year to three ye 80,07: 34,84¢ — 12,86¢ 16,28¢ 144,07:
More than three years to five yei 89,53( 50,06¢ — 11,06( 5,48¢ 156,14.
More than five years to ten ye: 236,55: 35,41 — 21,25( 4,81z 298,02¢
More than ten years to twenty ye 377,67( 4,77¢ — 27,30¢ — 409,75:
More than twenty yeal 283,88 1,34( — 30z — 285,53(
Total due after December 31, 2C 1,067,711 126,44: — 72,78¢ 26,58 1,293,52:
Total amount du $ 1,10497t $ 139,65 $ 11,07¢ $ 80,21¢ $ 77,96¢ 1,413,89!
Loans in proces (3,53))
Deferred origination costs, n 2,23¢
Unamortized premium, ni 5)
Allowance for loan losse (10,079
Total loans, ne 1,402,52
Less: Mortgage loans held for s 66,62¢
Loans receivable, ni $ 1,335,89:
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The following table sets forth at December 31, 2QB2 dollar amount of total loans receivable cactinally due after December 31, 2003,
whether such loans have fixed interest rates arséalple interest rates.

Due After December 31, 2003

Fixed Adjustable Total

(In thousands)
Real estate loan

One- to four-family $ 648,19 $ 419,52: $  1,067,71.
Commercial real estate, mi-family and lanc 69,36 57,08( 126,44:
Consume 26,70« 46,08 72,78¢
Commercial 1,34¢ 25,23: 26,58:
Total loans receivabl $ 745,608 $ 547,91¢ $ 1,293,52:

Origination, Sale, Servicing and Purchase of Laaiitie Bank’s residential mortgage lending actdgtare conducted primarily by
commissioned loan representatives in the exclusimployment of the Bank and through the Bank’s bnaoftices. The Bank originates both
adjustable-rate and fixed-rate loans. The ahititgriginate loans is dependent upon the relatisgtarmer demand for fixed-rate or adjustable-
rate mortgage (“ARM”) loans, which is affected Imetcurrent and expected future level of intereststaColumbia, as a mortgage banker,
sells virtually all loan production except that Bank will often purchase adjustable-rate and stesrh fixed-rate mortgage loans originated
by Columbia for inclusion in its loan portfolio. @onbia retains servicing rights for most of therea&old. The Bank also periodically sells
part of the 30-year, fixed-rate mortgage loans ithatiginates. See “- Loan Servicing.” At Deceent31, 2002 there were $66.6 million in
loans categorized as held for sale.

The following table sets forth the Bank’s loan amagions, purchases, sales, principal repaymertddcam activity for the periods indicated.

For the Year December 31,

2002 2001 2000

(In thousands)

Total loans:
Beginning balanc $ 1,350,47 $ 1,183,995, $ 1,054,02:
Loans originated
One- to four-family 730,79: 682,17: 295,53!
Commercial real estate, mi-family and lanc 59,63 36,69t 45,18¢
Constructior 13,71t 13,36! 8,52(
Consume 56,60¢ 37,02( 29,21,
Commercial 55,23¢ 49,29 27,40«
Total loans originate 915,98 818,53¢ 405,86!
Loans purchase — — 22,27
Total 2,266,46! 2,002,49 1,482,15
Less:
Principal repayment 397,03 229,63 179,93t
Sales of loan 454,91( 421,92: 117,50:
Transfer to REC 617 454 76¢
Total loans $ 1,413,89) $ 1,350,47 $ 1,183,95
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One to FourFamily Mortgage Lending The Bank offers both fixed-rate and adjustabke-mortgage loans secured by one- to four-family
residences with maturities up to 30 years. Sulistgnall of such loans are secured by propertated in the Bank’s primary market area.
Loan originations are typically generated by consimised loan representatives and their contactstivitiocal real estate industry, members
of the local communities and the Bank’s existingpast customers.

At December 31, 2002, the Bank'’s total loans outliteg were $1.414 billion, of which $1.105 billioor, 78.1%, were one- to four-family
residential mortgage loans, primarily single-fandlyd owner-occupied. To a lesser extent, the Béstkmakes mortgage loans secured by
seasonal second homes. The average size of thesRare- to four-family mortgage loan was approxietg$122,000 at December 31,
2002. The Bank currently offers a number of ARMrgrograms with interest rates which adjust eeesr, three-, five- or ten-years. The
Bank’'s ARM loans generally provide for periodic {tess than 2%) and overall (not more than 6%) capthe increase or decrease in the
interest rate at any adjustment date and oveiifthefithe loan. The interest rate on these laarsdexed to the applicable one-, three-, five-
or ten-year U.S. Treasury constant maturity yielith a repricing margin which ranges generally fraii5% to 3.25% above the index. The
Bank also offers three-, five-, and seven -year AR&hs which operate as fixed-rate loans for thiiee, or seven years and then convert to
one-year ARM loans for the remainder of the tefthe ARM loans are then indexed to a margin of galhe?.75% to 3.25% above the one-
year U.S. Treasury constant maturity yie

Generally, ARM loans pose credit risks differerdrthrisks inherent in fixed-rate loans, primarilycaese as interest rates rise, the payments o
the borrower rise, thereby increasing the potefdiatielinquency and default. At the same time,ritarketability of the underlying property
may be adversely affected by higher interest rabkesrder 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 i@e 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 cajpe Bank does not originate ARM loans which previdr negative amortization.

The Bank’s fixed-rate mortgage loans currentlyraezle for terms from 10 to 30 years. At Decembe2802, the Bank had commitments
for the origination of fixed-rate one-to-four faminortgage loans totaling $129.7 million. The naftterms for such commitments provide
for a maximum of 60 days rate lock upon receip G0% refundable deposit charged on the mortgageiat. The Bank may periodically
sell part of the 30-year, fixed-rate residentialrtgage loans that it originates. The Bank ret#iesservicing on all loans sold. The Bank
generally retains for its portfolio shorter terixed-rate loans with maturities of 15 years or lesgl certain longer term fixed-rate loans,
generally consisting of loans to facilitate theesafl REO, loans to officers, directors or employekethe Bank and “jumbo”, or non-
conforming loans (i.e., loans which are not eligifdr purchase by FNMA or FHLMC because of loam siz credit underwriting criteria).

The Bank may retain all or most of its longer tdixed rate loans after considering volume and yaaid after evaluating interest rate risk and
capital management considerations. The retenfi@@-qear fixed-rate mortgage loans may increasdetel of interest rate risk carried by
the Bank, as the rates on these loans will notsadjuring periods of rising interest rates andidla®s can be subject to substantial increases it
prepayments during periods of falling interestsate

The Bank’s policy is to originate one- to fofamily residential mortgage loans in amounts upaéo of the lower of the appraised value ol
selling price of the property securing the loan apdo 97% of the appraised value or selling pifiggivate mortgage insurance is obtained
(up to 100% for certain Community Reinvestment istated programs covered by private mortgage imega Mortgage loans

7
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originated by the Bank include due-on-sale clawggsh provide the Bank with the contractual rightdeclare the loan immediately due and
payable in the event the borrower transfers owiistthe property without the Bank’s consent. Bumesale clauses are an important means
of adjusting the rates on the Bank'’s fixed-rate tigage loan portfolio and the Bank has generally@sed its rights under these clauses.

Commercial Real Estate, Muliamily and Land Lending The Bank originates commercial real estate ldhatsare secured by properties, or
properties under construction, generally used fsiress purposes such as small office buildingstail facilities located in the Bank’s
primary market area. The Baskunderwriting procedures provide that commer@al estate loans may be made in amounts up to 8@e
appraised value of the property. The Bank curyamiginates commercial real estate loans with seofup to twenty-five years with fixed or
adjustable rates which are indexed to a margin alloe one-, three-, or five-year U.S. Treasury torisnaturity yield. In reaching its
decision on whether to make a commercial real @sbain, the Bank considers the net operating incofitiee property and the borrower’s
expertise, credit history, profitability and therteand quantity of leases. The Bank has generadjyired that the properties securing
commercial real estate loans have debt servicerageeaatios of at least 130%. Generally, propedicuring a loan are appraised by an
independent appraiser and title insurance is reduin all first mortgage loans. The Bank typicadlguires the personal guarantee of the
principal borrowers for all commercial real estat@ns. The Bank's commercial real estate loarf@artat December 31, 2002 was $130.3
million, or 9.2% of total loans. The largest conmoial real estate loan in the Baskjortfolio at December 31, 2002 was a performazglifol
which the Bank had an outstanding carrying balaricb.2 million, net of a $3.3 million participaticold, secured by a first lien position on
all corporate assets including a first mortgage@mmercial real estate primarily used as a hefiltiess and sports facility and as a private
school. The average size of the Bank’s commeregllestate loans at December 31, 2002 was appatedyr$519,000.

The Bank also originates multi-family mortgage Isamd land loans on a limited and highly seledbasis. The Bank’s multi-family loans
and land loans at December 31, 2002, totaled $8l&mand $3.9 million, respectively.

Loans secured by commercial real estate and nauttity residential properties are generally larget avolve a greater degree of risk than
one- to four-family residential mortgage loans.c8&se payments on loans secured by multi-familpgntées are often dependent on
successful operation or management of the progergpayment of such loans may be subject to degrestent to adverse conditions in the
real estate market or the economy. The Bank geakénimize these risks through its underwritindigies, which require such loans to be
qualified at origination on the basis of the prapsrincome and debt coverage ratio.

Construction Lending At December 31, 2002, construction loans tot&&tH 1 million, or .8%, of the Bank’s total loanststanding. The
Bank originates residential construction loans @rify on a construction/permanent basis with swems$ converting to an amortizing loan
following the completion of the construction phadéost of the Bank’s construction loans are mad@adéviduals building their primary
residence, while, to a lesser extent, loans aresrtméinance a second home or to developers knowmetBank in order to build singfamily
houses for sale, which loans become due and pagablteerms not exceeding 18 months. The currelitypof the Bank is to charge interest
rates on its construction loans which float at rivegvhich are generally .5% to 1.5% above the priate (as published in th&all Street
Journal). The Bank’s construction loans increase ther@sterate sensitivity of its earning assets. At@maber 31, 2002, the Bank had 38
residential construction loans, with the largeanleaommitment being approximately $675,000. ThekBaay originate construction loans to
individuals and contractors on approved building o amounts up to 75% of the appraised valubef t

8
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land and the building. Once construction is coiteplthe loans are converted to permanent amortleigngs with maturities similar to the
Bank’s other one- to foulamily mortgage products. The Bank requires anappl of the property, credit reports, and finahstatements o
all principals and guarantors, among other itemsall construction loans.

Construction lending, by its nature, entails addiél risks compared to one- to four-family mortgéeeding, attributable primarily to the fact
that funds are advanced based upon a securitesitiera project which is not yet complete. Agsuit, construction lending often involves
the disbursement of substantial funds with repayrdependent on the success of the ultimate prajetthe ability of the borrower or
guarantor to repay the loan. Because of theserfgdhe analysis of prospective construction lpanjects requires an expertise that is
different in significant respects from that whishréquired for residential mortgage lending. TlamBseeks to address these risks through its
underwriting procedures.

Consumer Loans The Bank also offers consumer loans. At Decerhe2002, the Bank’s consumer loans totaled $80l®n, or 5.7% of
the Bank’s total loan portfolio. Of that amounbnhe equity loans comprised $29.5 million, or 36.8%me equity lines of credit comprised
$49.6 million, or 61.9%; loans on savings accototizled $532,000, or .7%; and automobile, studedtaverdraft line of credit loans totaled
$516,000, or .6%.

The Bank originates home equity loans secured ley tmfour-family residences. These loans areiraigd as either adjustable-rate or fixed-
rate loans with terms ranging from 10 to 20 yedteme equity loans are typically made on owner-p@d, one- to four-family residences
and generally to Bank customers. Generally, theemes are subject to a 80% loan-to-value limitgtionluding any other outstanding
mortgages or liens, although the Bank will alsgioite loans with loan-to-value limitations of @p20%, subject to more restrictive
underwriting requirements.

The Bank also offers a variable rate home equity 6f credit which extends a credit line basedhenapplicant’s income and equity in the
home. Generally, the credit line, when combinetthwhe balance of the first mortgage lien, mayaateed 80% of the appraised value of the
property at the time of the loan commitment, altjffothe Bank will also originate loans with loanvalue limitations of up to 90%, subject to
more restrictive underwriting requirements. Homaity lines of credit are secured by a mortgag¢éhenunderlying real estate. The Bank
presently charges no origination fees for thesadpbut may in the future charge origination femsts home equity lines of credit. A
borrower is required to make monthly payments ofgypal and interest, at a minimum of $50, baseohup 10 or 15 year amortization

period. Generally, the adjustable rate of inteclsirged is the prime rate of interest (as pubtisheheWall Street Journa) plus up to

1.25%. The loans have an 18% lifetime cap on @sterate adjustments.

Commercial Lending At December 31, 2002, commercial loans total&8l @& million, or 5.5% of the Bank’s total loans stainding. During
1996, a Commercial Lending group was establishédinvihe Bank. The group’s primary function isservice the business communities’
banking and financing needs in the Bank’s primaarkat area. The Commercial Lending group origiméteth commercial real estate loans
and commercial loans (including loans for workirgital; fixed asset purchases; and acquisitioreivable and inventory financing). Credit
facilities such as lines of credit and term loaiislve used to facilitate these requests. Ircafles, the Bank will review and analyze financial
history and capacity, collateral value, strengttl elmaracter of the principals, and general payrmistory of the borrower and principals in
coming to a credit decision.
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A well-defined credit policy has been approved iy Bank’s Board of Directors. This policy discagga high risk credits, while focusing on
quality underwriting, sound financial strength amholse monitoring. Commercial business lendinghtsatcured and unsecured, is generally
considered to involve a higher degree of risk tharured residential real estate lending. Risksg bn a commercial business loan is
dependent largely on the borrower’s ability to renfanancially able to repay the loan out of ongpimperations. If the Bank'estimate of th
borrower’s financial ability is inaccurate, the Bamay be confronted with a loss of principal on lien. The Banls largest commercial lo¢

at December 31, 2002 had an outstanding balan$®.5fmillion, secured by corporate assets and skaggriens on real estate property. The
average size of the Bank’s commercial loans at Bxee 31, 2002 was approximately $123,000.

Loan Approval Procedures and Authorityrhe Board of Directors establishes the loan @apgrpolicies of the Bank. The Board of Directors
has authorized the approval of loans secured byestate up to $2.0 million and unsecured loantoul.0 million by various employees of
the Bank, on a scale which requires approval bggrerel with progressively higher levels of respbitisy as the loan amount increases. A
minimum of two employees’ signatures are requiredpprove residential loans over $322,700. Loaosrse by real estate in amounts over
$2.0 million for new borrowers and $4.0 million fexisting borrowers and unsecured loans over $ill@mrequire approval by the Loan
Committee of the Board of Directors. Loans secimgdeal estate in excess of $4.0 million for newrbaers and $6.0 million for existing
borrowers require approval by the Board of DirestoPursuant to OTS regulations, loans to one h@rgenerally cannot exceed 15% of the
Bank’s unimpaired capital, which at December 3328mounted to $16.9 million. At December 31, 282 Bank’s maximum loan
exposure to a single borrower was $10.2 milliombfch $2.2 million was sold subsequent to year-emusistent with the Bank'conservativ
lending approach.

Loan Servicing Loan servicing includes collecting and remittlogn payments, accounting for principal and intenesiking inspections as
required of mortgaged premises, contacting delintjmertgagors, supervising foreclosures and prygplspositions in the event of
unremedied defaults, making certain insurance axnghddyments on behalf of the borrowers and genyesdininistering the loans. The Bank
also services mortgage loans for others. All efittans currently being serviced for others aradoghich have been sold by the Bank. At
December 31, 2002, the Bank was servicing $680l®mbf loans for others. For the years endedddeloer 31, 2002, 2001 and 2000, loan
servicing income (loss), net of related amortizatmd write down of the loan servicing asset, eat#(2,203,000), $(838,000) and $516,000,
respectively.

Delinquencies and Classified Asset$he Board of Directors performs a monthly revighall delinquent loan totals which includes loans
sixty days or more past due, and the detail of éaenh thirty days or more past due that was origithavithin the past year. In addition,
management prepares a quarterly list of all clesklbans and a narrative report of classified cemial, commercial real estate, multi-
family, land and construction loans. The procedtm&en by the Bank with respect to delinquenciey dapending on the nature of the loan
and period of delinquency. When a borrower failsiake a required payment on a loan, the Bank takesnber of steps to have the
borrower cure the delinquency and restore the foaurrent status. The Bank generally sends theter a written notice of non-payment
after the loan is first past due. In the eventpant is not then received, additional letters amohe calls generally are made. If the loan is
still not brought current and it becomes neceskarthe Bank to take legal action, which typicadlgcurs after a loan is delinquent at least 90
days or more, the Bank will commence foreclosuoepedings against any real property that secueslo#mn. If a foreclosure action is
instituted and the loan is not brought currentdpaifull, or an acceptable workout accommodat®nadt agreed upon before the foreclosure
sale, the real property securing the loan geneialpld at foreclosure.
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The Bank’s Internal Asset Classification Committebjch is chaired by the Vice President of Loan iBemwvho reports directly to the Audit
Committee of the Board of Directors, reviews arabslfies the Bank’s assets quarterly and repogtsebults of its review to the Board of
Directors. The Bank classifies assets in accomlanith certain regulatory guidelines establishedh®yOTS which are applicable to all
savings associations. At December 31, 2002, tid Bad $7.1 million of assets, including all RE@ssified as Substandard, $199,000 of
assets classified as Doubtful and no assets Gtbsi Loss. Loans and other assets may alsabedobn a watch list as “Special Mention”
assets. Assets which do not currently exposengreéd institution to sufficient risk to warranassification in one of the aforementioned
categories but possess weaknesses are requirediEslgnated “Special Mention.” Special Mentioses totaled $6.4 million at December
31, 2002. These loans are classified as Speciatitdedue to past delinquencies or other identiBalsbaknesses. At December 31, 2002,
the largest loan relationship classified as Spéd@ttion was a commercial mortgage with an outstaptalance of $2.0 million secured b
first mortgage and other business assets. Thedalgan relationship classified as Substandaxsi represented by two commercial mortge
with a total balance of $2.1 million secured byratfmortgage and assignments of rents on two OCeamty marinas. Both loans are current
as to payments, but were classified due to weakeperhting results.

Non-Accrual Loans and REO

The following table sets forth information regamglimon-accrual loans and REO. The Bank had no kedutbebt restructured loans and one
REO property at December 31, 2002. It is the gadicthe Bank to cease accruing interest on lo@nday/s or more past due or in the process
of foreclosure. For the years ended December@®12,2001, 2000, 1999, and 1998, respectivelyatheunt of interest income that would
have been recognized on nonaccrual loans if sumislbad continued to perform in accordance with tomtractual terms was $87,000,
$379,000, $132,000, $52,000, and $270,000.
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December 31,

2002 2001 2000 1999 1998

(Dollars in Thousands)
Nonr-accrual loans

Real estate
One- to four-family $ 222: $ 3,661 $ 259 % 2401 $ 4,60¢
Commercial real estate, multi-family and
land 74 — — 362 574
Consume 95 151 147 222 24%
Commercia 297 2,36¢ 182 — —
Total 2,68¢ 6,18( 2,92¢ 2,98t 5,424
REO, net(1 141 138 157 29z 43
Total nor-performing asset $ 2,82¢ $ 6,311 $ 3,08 $ 3271 $ 5,467
Allowance for loan losses as a percent
total loans receivable (. 71% T7% T7% .78% .7€%
Allowance for loan losses as a percent of
total nor-performing loans (3 374.7¢ 167.4¢ 312.6: 275.4¢ 137.5¢
Non-performing loans as a percent of tc
loans receivable(2)(: A8 A€ 28 .28 .5€
Non-performing assets as a percent of -
assets(3 1€ .3€ ¢ 21 .35

(1) REO balances are shown net of related loss allogg

(2) Total loans includes loans receivable and mortdaaes held for sale, less undisbursed loan funeferced loan fees and unamortized
premiums and discount

(3) Non-performing assets consist of non-performing loam$ REO. Non-performing loans consist of all loB@glays or more past due
and other loans in the process of foreclos

Allowance for Loan Losses The allowance for loan losses is establisheabin a provision for loan losses based on managsnen
evaluation of the risks inherent in its loan pditf@nd the general economy. The allowance fon logses is maintained at an amount
management considers sufficient to provide fomestéd losses based on evaluating known and inhes&stin the loan portfolio resulting
from management’s continuing analysis of the factorderlying the quality of the loan portfolio. &de factors include changes in the size
and composition of the loan portfolio, actual Idass experience, current and anticipated econoariditons, detailed analysis of individual
loans for which full collectibility may not be assdl, and the determination of the existence anizedde value of the collateral and
guarantees securing the loan. Additions to ttenelhce are charged to earnings. In addition, uariegulatory agencies, as an integral part
of their examination process, periodically revidw Banks allowance for loan losses. Such agencies mayrestipe Bank to make additior
provisions for loan losses based upon informatigilable to them at the time of their examinatigXithough management uses the best
information available, future adjustments to tHevaance may be necessary due to economic, operat¢igglatory and other conditions
beyond the Company'’s control.
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The Bank’s allowance consists of three elementspeaific allowance, a general allowance and aflagzed allowance. A specific
allowance is determined for all assets classifedubstandard, doubtful or loss where the valubefinderlying collateral can reasonably be
evaluated; generally those loans secured by réatieesThe Bank obtains an updated appraisal wiegreeloan secured by real estate becomes
90 days delinquent. The specific allowance reprssihe difference between the Bank’s recordedsiment in the loan and the fair value of
the collateral, less estimated disposal costserernl allowance is determined for all other cfasiand non-classified loans. In determining
the level of the general allowance, the Bank segsniie loan portfolio into various risk trancheséd on classification (special mention,
substandard and doubtful); type of loan (mortgagasumer and commercial); and, certain underwritimgracteristics. An estimated loss
factor is then applied to each risk tranche. s factors are determined based upon historiaallluss experience, current economic
conditions, underwriting standards, internal loaview results and other factors. Finally, an wwted allowance is maintained for econc
uncertainty, unidentified deterioration in classifiassets and other uncertainties inherent invle&ion process.

As of December 31, 2002 and 2001, the Bank’s altmedor loan losses was .71% and .77%, respectigétptal loans. The Bank had non-
accrual loans of $2.7 million and $6.2 million atd@mber 31, 2002 and 2001, respectively. The Balhkontinue to monitor and modify its
allowances for loan losses as conditions dictate.

The following table sets forth activity in the Baskllowance for estimated loan losses for thequiriset forth in the table.

At or for the Year Ended

2002 2001 2000 1999 1998

(Dollars in thousands)

Balance at beginning of ye $ 10,35: $ 9,13t $ 8,22 $ 7,460 $ 6,612
Charge-offs:
Real Estate
One- to four-family 14¢ 98 77 114 63
Commercial real estate, multi-family a
land — — — 58 —
Consume 2 — 10 37 2
Commercia 2,36¢ — 5 32 —
Total 2,51¢ 98 92 241 65
Recoveries 592 61 22 104 13
Net charg-offs 1,927 37 70 137 52
Provision for loan losse 1,65( 1,25( 98t 90C 90C
Balance at end of ye $ 10,07« $ 10,35. $ 9,13¢ $ 8,22: % 7,46(

Ratio of net charge-offs during the year to
average net loans outstanding during the 14% .0C% .01% .01% .01%
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The following table sets forth the Bank’s perceiaiwance for loan losses to total allowance drapercent of loans to total loans in each
of the categories listed at the dates indicatedlédBoin thousands).

At December 31,

2002 2001 2000
Percent of Percent of Percent of
Loans in Loans in Loans in
Percent of Each Percent of Each Percent of Each
Allowance Category Allowance Category Allowance Category
to Total to Total to Total to Total to Total to Total
Amount Loans Loans Amount Loans Loans Amount Loans Loans
One-to
four-
family $ 2,417 23.9% 78.15%3$ 2,54 24.6(% 82.22%% 2,831 30.9&%0 83.9%
Commercia
real estate
multi-
family anc
land 3,341 33.17 9.8¢ 1,867 18.0¢ 8.3z 2,01¢ 22.0¢ 7.57
Constructiol 83 .82 78 68 .6€ .67 38 A2 .67
Consume 754 7.4¢ 5.67 62t 6.04 4.9¢ 58t 6.4C 5.3z
Commercia 1,42: 14.13 5.52 2,461 23.7¢ 3.8¢ 1,282 14.0:2 2.51
Unallocatec 2,05¢ 20.41 — 2.78¢ 26.8¢ — 2,38¢ 26.0¢ —
Total $ 10,07+ 100.0(% 100.00%6$ 10,35: 100.0©6 100.00%6$ 9,13¢ 100.0©%6 100.00%

At December 31,

1999 1998
Percent of Percent of
Loans in Loans in
Percent of Each Percent of Each
Allowance Category Allowance Category
to Total to Total to Total to Total
Amount Loans Loans Amount Loans Loans
One- to four-family $ 2,57 31.3%% 87.02%% 2,82¢ 37.8% 89.1(%
Commercial real estat
multi- family and
land 1,352 16.4¢ 5.4z 99¢ 13.3( 4.3(
Constructior 38 .4€ .74 31 42 .63
Consume 54z 6.6( 5.32 50& 6.77 5.31
Commercial 622 7.57 1.4¢ 22C 2.9t .6€
Unallocatec 3,091 37.5¢ — 2,88 38.7( —
Total $ 8,22: 100.0(% 100.0(%$ 7,46( 100.0(% 100.0(%
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Investment Activities

Federally chartered savings institutions have thtbaity to invest in various types of liquid assencluding United States Treasury
obligations, securities of various federal agendaiestificates of deposit of insured banks andrsgwinstitutions, bankers’ acceptances,
repurchase agreements and federal funds. Subjeatibus restrictions, federally chartered savimg§tutions may also invest their assets in
commercial paper, investment-grade corporate deahtrgies and mutual funds whose assets confotimetinvestments that a federally
chartered savings institution is otherwise autteatito make directly.

The investment policy of the Bank as establishethkyBoard of Directors attempts to provide andntaan liquidity, generate a favorable
return on investments without incurring undue ieg¢rate and credit risk, and complement the Balekiding activities. Specifically, the
Bank’s policies generally limit investments to gowaent and federal agency-backed securities aret atin-government guaranteed
securities, including corporate debt obligatiohsttare investment grade. The Bank’s policiesidethat all investment purchases must be
approved by two officers (either the Vice PresidBrasurer, Executive Vice President/Chief FinadnOidicer or the President and Chief
Executive Officer) and be ratified by the BoardJifectors.

Investment and mortgad®cked securities identified as held to maturigy@arried at cost, adjusted for amortization ofrpten and accretic

of discount, which are recognized as adjustmeniistéoest income. Management determines the apgpteglassification of securities at the
time of purchase. If management has the intentla@ank has the ability at the time of purchaskedld securities until maturity, they are
classified as held to maturity. Securities to blltior 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 sigad of its asset/liability management
strategy. Such securities are carried at fairevalud unrealized gains and losses, net of relatedffect, are excluded from earnings, but are
included as a separate component of stockholdgustye At December 31, 2002, all of the Bank’s istraent and mortgage-backed securities
were classified as available for sale.

Mortgagebacked Securities Mortgage-backed securities represent a partioipanterest in a pool of single-family or mulashily

mortgages, the principal and interest payments luiohyin general, are passed from the mortgagénatiors, through intermediaries that pool
and repackage the participation interests in the fof securities, to investors such as the BankchSntermediaries may be private issuers, or
agencies including FHLMC, FNMA and GNMA that guatesthe payment of principal and interest to inmesst Mortgage-backed securities
typically are issued with stated principal amouats] the securities are backed by pools of mortgHuyse have loans with interest rates that
are within a certain range and with varying maiesit The underlying pool of mortgages can be caagmf either fixed- 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 itelg to maturity and the related market
value of the mortgage-backed security. The preaysnof the underlying mortgages depend on mangradncluding the type of
mortgages, the coupon rates, the age of mortgtgegeographical location of the underlying reshtescollateralizing the mortgages, the
general levels of market interest rates, and géeemmomic conditions. GNMA mortgage-backed samgithat are backed by assumable
Federal Housing Authority (“FHA”) or Department\géterans Affairs (“VA”") loans generally have a lardife than conventional non-
assumable loans underlying FHLMC and FNMA mortghgeked securities. During periods of falling magg interest rates, prepayments
generally increase, as opposed to periods of istrganterest rates when prepayments generallyedser If the interest rate of underlying
mortgages
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significantly exceeds the prevailing market interases offered for mortgage loans, refinancingegally increases and accelerates the
prepayment of the underlying mortgages. Prepaymguerience is more difficult to estimate for atfde-rate mortgage-backed securities.

The Bank has significant investments in mortgageked securities and has utilized such investmentsmplement its lending activities.
The Bank invests in a large variety of mortgagekied securities, including ARM, balloon and fixexter mortgage-backed securities, the
majority of which are directly insured or guaramtdyy FHLMC, FNMA and GNMA. At December 31, 2002¢rgage-backed securities
totaled $138.7 million, or 8.0% of total assets]uning $77.8 million in collateralized mortgageightions (“CMOs"), all of which were
classified as available for sale. CMOs are sdesrireated by segregating or portioning cash flivars mortgage pass-through securities or
from pools of mortgage loans. CMOs provide a bn@axje of mortgage investment vehicles by tailodagh flows from mortgages to meet
the varied risk and return preferences of investditsese securities enable the issuer to “carvethgptash flows from the underlying
securities and thereby create multiple classesafrities with different maturity and risk charagtdcs. The Bank invests in U.S.
Government agency and government sponsored es@iPMOs and privately-issued CMOs.

CMOs issued by FHLMC, FNMA, GNMA and private intste amounted to $27,951,000, $16,021,000, $20,2@5a0hd $13,559,000,
respectively, at December 31, 2002 and $45,338 3 #®) 254,000, $24,328,000 and $64,262,000, resjedgtat December 31, 2001. The
privately-issued CMOs have generally been undetevriby large investment banking firms with the tiyngayment of principal and interest
on these securities supported (credit enhancedjriring degrees by either insurance issued byaméiial guarantee insurer, letters of cred
subordination techniques. Substantially all suedusties are triple “A” rated by one or more oé thationally recognized securities rating
agencies. The privately- issued CMOs are subjecettain credit-related risks normally not assdavith U.S. Government Agency
CMOs. Among such risks is the limited loss pratatgenerally provided by the various forms of éretthancements as losses in excess of
certain levels are not protected. Furthermorectbdit enhancement itself is subject to the creafitiiness of the enhancer. Thus, in the e
a credit enhancer does not fulfill its obligatiottee CMO holder could be subject to risk of losnikir to a purchaser 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.

16



Table of Contents

The following table sets forth the Bank’s mortgdmpesked securities activities for the periods inttida

For the Year
Ended December 31,

2002 2001 2000

(In thousands)

Beginning balanc $ 233,30: $ 268,04: $ 346,18
Mortgagebacked securities Purchas 65,84¢ 49,00¢ 5,05¢
Less: Principal repaymer (156,72) (89,916 (58,909

Mortgage-backed securities so — — (31,919
Amortization of premiun (1,539 (759 (462
Change in net unrealized gain (loss on mortgag&dmc
securities available for sa (2,239 6,92¢ 8,07¢
Ending balanci $ 138,65° $ 233,30 $ 268,04.

The following table sets forth certain informatimgarding the amortized cost and market value@Bink’s mortgage-backed securities at
the dates indicated.

At December 31,

2002 2001 2000

Amortized Market Amortized Market Amortized Market
Cost Value Cost Value Cost Value

(In thousands)

Mortgage-backed

securities
FHLMC $ 14,61 $ 14,85¢ $ 29,65( $ 30,38: $ 48,88¢ $ 48,78
FNMA 31,29 31,65: 22,64¢ 23,08¢ 37,17: 37,00¢
GNMA 13,43: 14,34: 23,22¢ 23,64¢ 34,09: 33,84(
CMOs 77,06¢ 77,80¢ 153,29: 156,18: 150,33! 148,40¢

Total mortgage-backed
securities $ 136,40t $ 138,65 $ 228,81¢ $ 233,30 $ 270,48 $ 268,04.
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Investment SecuritiesThe following table sets forth certain informaticegarding the amortized cost and market valuéiseoBank’s

investment securities at the dates indicated.

Investment securitie:
U.S. Government and
agency obligation
State and municipal obligatiol
Corporate debt securitit
Equity investment

Total investment securitie

At December 31,

2002 2001 2000
Amortized Market Amortized Market Amortized Market
Cost Value Cost Value Cost Value
(In thousands)

$ 1,20C $ 1,21¢ $ 1,20C $ 1,19¢ $ 24,46¢ $ 24,37:
5,562 5,60¢ 5,561 5,313 5,561 5,15¢€
88,43¢ 79,40 75,19¢ 68,25! 75,12¢ 69,61¢
4,44¢ 5,751 3,84¢ 5,25¢ 3,751 4,391
$ 99,65( $ 91,97¢ $ 85,80¢ $ 80,017 $ 10891. $ 103,53t

18



Table of Contents

The table below sets forth certain information relgay the amortized cost, weighted average yietdsantractual maturities, excluding
scheduled principal amortization, of the Bank’sastment and mortgage-backed securities, excludjaiyesecurities, as of December 31,
2002. Actual maturities will differ from contraeumaturities because borrowers may have the tigball or prepay obligations with or

without call or prepayment penalties.

Investment securitie:
U.S. Government and agency obligatit
State and municipal obligations {
Corporate debt securities (

Total investment securitie
Weighted average yiel
Mortgagebacked securitie:

FHLMC

FNMA

GNMA

CMOs

Total mortgag-backed securitie

Weighted average yiel

(1)Tax equivalent yield

At December 31, 2002

More than One
One Year or Year to Five
Less Years

More than Five
Years to Ten
Years

More than Ten
Years

Total

Amortized Cost  Amortized Cost

Amortized Cost

Amortized Cost

Amortized Cost

Market Value

(Dollars in thousands)

$ 1,20C $ — 3 — 3 — 3 1,20C $ 1,21¢

— — — 5,56z 5,56% 5,60¢

13,16( — — 75,27¢ 88,43¢ 79,407

$ 14,36( $ — 3 — 3 80,84: $ 95,20: $ 86,221
2.01% — % — % 2.7% 2.6(%

$ 2,451 $ 3,58¢ § 154 $ 8,42¢ $ 14,61 $ 14,85¢

82¢ 4,42¢ — 26,04( 31,29: 31,65

— 164 43 13,22¢ 13,43: 14,34

— 3,622 — 73,44 77,06¢ 77,80¢

$ 3,27¢ $ 11,798 $ 197 ¢ 121,13' $ 136,40t $ 138,65
6.35% 6.3% 11.0(% 5.28% 5.4(%

(2)All of the Bank’s corporate debt securities withtordies over one year carry interest rates whigjust to a spread over Libor on a

quarterly basis
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Sources of Funds

General Deposits, loan and MBS repayments aeggyments, proceeds from sales of loans, investmatutrities, cash flows
generated from operations and FHLB advances arat btrrowings are the primary sources of the Bahkisls for use in lending, investing
and for other general purposes.

Deposits. The Bank offers a variety of deposit@aots with a range of interest rates and terms Bdnk’s deposits consist of money
market accounts, savings accounts, NOW accountsimerest bearing accounts and time deposits.tifeoyear ended December 31, 2002,
time deposits constituted 43.5% of total averagmdis. The flow of deposits is influenced sigrafitly by general economic conditions,
changes in money market rates, prevailing intesgets and competition. The Bank’s deposits araioetl predominantly from the areas in
which its branch offices are located. The Banlesebn its community banking focus stressing custoservice 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 abjfito attract and retain deposits. The Bank doesisetbrokers to obtain deposits.

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

For the Year Ended December 31,

2002 2001 2000

(In thousands)

Net deposits (withdrawal $ 49,52: $ (34,646 $ 5,294
Interest credited on deposit accou 26,27 39,50: 41,944
Total increase in deposit accou $ 75,79: $ 4,85 $ 47,23¢

At December 31, 2002, the Bank had $69.2 milliotinme deposits in amounts of $100,000 or more niraguas follows:

Weighted
Average
Maturity Period Amount Rate

(Dollars in thousands)

Three months or les $ 29,50t 2.3/%
Over three through six mont 9,84 2.7¢
Over six through 12 montt 8,45z 2.9¢
Over 12 month: 21,36¢ 4.6(
Total $ 69,16¢ 3.1¢
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The following table sets forth the distributiontbé Bank’s average deposit accounts for the pefitdisated and the weighted average
interest rates at the end of each period, on eatglyory of deposits presented.

Money market deposit accout
Savings accoun

NOW accountt
Non-interes-bearing account

Total

Time deposits
Six months or les
Over 6 through 12 montt
Over 12 through 24 montt
Over 24 month:
IRA/KEOGH

Total time deposit

Total average deposi

At or For the Years Ended December 31,

2002 2001 2000
Percent of Percent Percent
Total Weighted of Total Weighted of Total Weighted
Average Average Average Average Average Average Average Average Average
Balance Deposits Yield Balance Deposits Yield Balance Deposits Yield
(Dollars in thousands)
$ 101,81 8.81% 1.36%$ 73,96¢ 6.61% 1.8€%$ 76,57( 7.05% 2.58%
218,27¢ 18.8¢ 1.0C 178,33! 15.9¢ 1.54 170,60 15.61 2.0C
254,14¢ 21.9¢ .9¢ 198,18t 17.7C 1.6C 130,42: 11.9¢ 2.8
78,29 6.77 — 64,33( 5.7¢4 — 43,17 3.97 —
652,53¢ 56.4¢ .94 514,81 45.9¢ 1.41 420,77 38.6¢ 2.1¢
73,93t 6.4C 1.5¢ 112,60¢ 10.0¢ 2.8¢ 91,80! 8.4: 5.5¢
94,32: 8.1¢ 2.0t 108,50° 9.6¢ 3.17 122,54¢ 11.2¢ 5.6¢
114,58: 9.91 2.8¢ 139,87( 12.4¢ 4.5C 201,52- 18.51 5.62
112,43! 9.7% 5.04 137,36( 12.2i 5.9¢ 141,097 12.9¢ 6.22
108,04! 9.3t 4.1¢ 106,48 9.51 5.04 110,94( 10.1¢ 5.87
503,31¢ 43.5¢ 3.3€ 604,83: 54.02 4.3¢ 667,91: 61.3¢ 5.82
$1,155,85! 100.0(% 1.929%%$1,119,65. 100.0(% 2.86%%$1,088,68" 100.0(% 4.31%
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Borrowings. From time to time the Bank has obtaitexth advances from the Federal Home Loan Bank @f Nerk (“FHLB-NY") as
an alternative to retail deposit funds and mayalmghe future as part of its operating strateGiLB-NY term advances may also be use
acquire certain other assets as may be deemedpaigpedfor investment purposes. These term adwaeecollateralized primarily by certi
of the Bank’s mortgage loans and investment andgage-backed securities and secondarily by the 'Bamkestment in capital stock of the
FHLB-NY. In addition, the Bank has an availableemight line of credit with the FHLB-NY for $50 nidn which expires November 25,
2003. The Bank also has available from the FHLB-&Ndhe-month, overnight repricing line of credit 0 million which also expires on
November 25, 2003. When utilized, both lines carfioating interest rate of 10 basis points oherc¢urrent federal funds rate and
secured by the Bank’s mortgage loans, mortgagedubs&curities, U.S. Government and agency secudtid FHLB-NY stock. The
maximum amount that the FHLB-NY will advance to neminstitutions, including the Bank, fluctuatesrfrtime to time in accordance with
the policies of the OTS and the FHLB-NY. At DecamnB1, 2002, the Bank had no outstanding borrowaggsnst the FHLB-NY lines of
credit and $214.0 million under various term adwesnc

The Bank also borrows funds using securities solttuagreements to repurchase. Under this forowbwing specific U.S. Government
agency, corporates and/or mortgage-backed sesusiteepledged as collateral to secure the borrowltgse pledged securities are not under
the Bank’s control. At December 31, 2002, the Bha#t borrowed $184.6 million through securitieslaahder agreements to repurchase.
(See note 10 to the consolidated financial statésriarthe 2002 Annual Report to Stockholders.)

Subsidiary Activities
The Bank owns three subsidiaries — Columbia Ejititd., OceanFirst Services, LLC and OceanFirdffRifoldings, Inc.

Columbia Equities, Ltd. was acquired by the Bankoigust 18, 2000 and operates as a mortgage basubgidiary based in Westchester
County, New York. Columbia originates, sells apdvices a full product line of residential mortgdgans primarily in New York, New
Jersey and Connecticut. Loans are originated gtrdour retail branches and to a lesser extenglasite and a network of independent
mortgage brokers. Columbia sells virtually alldgaroduction into the secondary market or, to adegxtent, the Bank. Presently, servicing
rights are retained in connection with most lodesa

OceanFirst Services LLC was originally organized 82 under the name Dome Financial Servicesténengage in the sale of a&vers life
insurance. Prior to 1998 the subsidiary was imachowever, in 1998, the Bank began to sell nepedit investment products (annuities,
mutual funds and insurance) through a third paryketing firm to Bank customers through this sulasid recognizing fee income from su
sales. OFB Reinsurance, Ltd. was established02 28 a subsidiary of OceanFirst Services LLC ittstge a percentage of the private
mortgage insurance risks on 1-4 family residemtiattgages originated by the Bank and Columbia Eegjittd.

OceanFirst REIT Holdings, Inc. was establisheddf@2and acts as the holding company for OceanReaatty Corp. OceanFirst Realty Cc
was established in 1997 and is intended to quasfg real estate investment trust, which may, armtmer things, be utilized by the Company
to raise capital in the future. Upon formatiorQxfeanFirst Realty Corp., the Bank transferred $68on of mortgage loans to this
subsidiary.
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Personnel

As of December 31, 2002, the Bank had 387 full-teangloyees and 88 part-time employees. The emetogee not 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 te@esive regulation, examination and supervisionhgy@TS, as its primary federal regulator,
and the FDIC, as the deposit insurer. The Bamrkmieember of the Federal Home Loan Bank Systemveititlyespect to deposit insurance, of
the Savings Association Insurance Fund (“SAIF") aged by the FDIC. The Bank must file reports w\lith OTS and the FDIC concerning
its activities and financial condition in addititm obtaining regulatory approvals prior to enterimigp certain transactions such as mergers
with, or acquisitions of, other savings institusonThe OTS and/or the FDIC conduct periodic exatns to test the Bank’s safety and
soundness and compliance with various regulatagyirements. This regulation and supervision esthbB a comprehensive framework of
activities in which an institution can engage améthtended primarily for the protection of the iresuce fund and depositors. The regulatory
structure also gives the regulatory authoritiegesive discretion in connection with their supeswsand enforcement activities and
examination policies, including policies with respto the classification of assets and the estailéent of adequate loan loss reserves for
regulatory purposes. Any change in such regulatguirements and policies, whether by the OTSFDEC or the Congress, could have a
material adverse impact on the Company, the BadKlagir operations. Certain of the regulatory iegmaents applicable to the Bank and to
the Company are referred to below or elsewherehefihe description of statutory provisions angulations applicable to savings
institutions and their holding companies set fantthis Form 10-K does not purport to be a compékscription of such statutes and
regulations and their effects on the Bank and thegany.

Holding Company Regulation

The Company is a nondiversified unitary savings laad holding company within the meaning of feddaml. Under prior law, a unitary
savings and loan holding company, such as the Coypeas not generally restricted as to the typasusfness activities in which it may
engage, provided that the Bank continued to beatifmpd thrift lender. See “Federal Savings Ingtiin Regulation - QTL Test.” The
Gramm-Leach-Bliley Act of 1999 provides that no gany may acquire control of a savings associatitan May 4, 1999 unless it engages
only in the financial activities permitted for fineial holding companies under the law or for midtigavings and loan holding companies as
described below. Further, the Gramm-Leach-Bliley #pecifies that existing savings and loan holdiagpanies may only engage in such
activities. The Gramm-Leach-Bliley Act, howeverangdfathered the unrestricted authority for agggitwith respect to unitary savings and
loan holding companies existing prior to May 4, 998uch as the Company, so long as the Bank cagittucomply with the QTL Test. The
Company qualifies for the grandfather provisionod@ny non-supervisory acquisition by the Compamnother savings institution or
savings bank that meets the qualified thrift lertdst and is deemed to be a savings institutioth®yO TS, the Company would become a
multiple savings and loan holding company (if tequired institution is held as a separate subsifend would generally be limited to
activities permissible for bank holding companiedser Section 4(c)(8) of the Bank Holding Company, Aabject to the prior approval of the
OTS, and certain activities authorized by OTS ratjoh. However, the OTS has issued an interpoetatbncluding that multiple savings and
loan holding companies may also engage in activgermitted for financial holding companies.

23



Table of Contents

A savings and loan holding company is prohibitexnirfy directly or indirectly, acquiring more than 5fftthe voting stock of another savings
institution or savings and loan holding companythaitt prior written approval of the OTS and frongjaicing or retaining control of a
depository institution that is not insured by tH2IE€. In evaluating applications by holding compamnto 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 woesdilt in a multiple savings and loan holding compeontrolling savings institutions in
more than one state, subject to two exceptionshéiapproval of interstate supervisory acquisgiby savings and loan holding companies
and (ii) the acquisition of a savings institutionanother state if the laws of the state of thgeiasavings institution specifically permit such
acquisitions. The states vary in the extent tocithey permit interstate savings and loan holdimgpany acquisitions.

Although savings and loan holding companies aresnbject to specific capital requirements or spec#strictions on the payment of
dividends or other capital distributions, fedeegulations do prescribe such restrictions on sidrgidavings institutions as described below.
The Bank must notify the OTS 30 days before dewpsiny dividend to the Company. In addition, tinarficial 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 safietsoundness of the institution.

Acquisition of the Company Under the Federal Change in Control Act (“CIBGA4 notice must be submitted to the Office of Tthri
Supervision if any person (including a company)gup acting in concert, seeks to acquire 10% arnerof the Company’s outstanding
voting stock, unless the Office of Thrift Supereisihas found that the acquisition will not resalichange of control of the Company.
Under the CIBCA, the Office of Thrift Supervisioa$160 days from the filing of a complete noticatt, taking into consideration certain
factors, including the financial and manageriabreses of the acquirer and the anti-trust effette® acquisition. Any company that so
acquires control would then be subject to regutedis a savings and loan holding company.

Federal Savings Institution Regulation

Business Activities The activities of federal savings institutione governed by federal law and regulations. Thass bnd regulations
delineate the nature and extent of the activitieshich federal savings banks may engage. Inquaati, many types of lending authority for
federal savings banks, e.gcommercial, non-residential real property loand @onsumer loans, are limited to a specified paegge of the
institution’s capital or assets.

Capital Requirements The OTS capital regulations require savingstinstns to meet three minimum capital standara€:.5% tangible
capital ratio, a 4% leverage ratio (3% for instins receiving the highest rating on the CAMELSrak®ation rating system) and an 8% risk-
based capital ratio. In addition, the prompt cctive action standards discussed below also eshalifi effect, a minimum 2% tangible cap
standard, a 4% leverage ratio (3% for institutimtiving the highest rating on the CAMELS exanioratating system), and, together with
the risk-based capital standard itself, a 4% TigsH-based capital standard. The OTS regulat@ss require that, in meeting the tangible,
leverage and risk-based capital standards, institsitmust 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 irgtits requires the maintenance of Tier 1 (core)tatal capital (which is defined as core
capital and supplementary capital) to risk-weigtdassdets of at least 4%
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and 8%, respectively. In determining the amoumnisiweighted assets, all assets, including cedéfibalance sheet assets, are multiplie

a riskweight factor of 0% to 100%, assigned by the OT8tahregulation based on the risks believed inheirethe type of asset. Core (T

1) capital is defined as common stockholders’ gofitcluding retained earnings), certain noncumuaperpetual preferred stock and related
surplus, and minority interests in equity accowdtsonsolidated subsidiaries less intangibles atfe@n certain mortgage servicing rights and
credit card relationships. The components of supplgary capital currently include cumulative prederstock, long-term perpetual preferred
stock, mandatory convertible securities, subordidatebt and intermediate preferred stock, the altm& for loan and lease losses limited to a
maximum of 1.25% of risk-weighted assets and w8 of unrealized gains on available-for-sale goseécurities with readily determinable
fair market values. Overall, the amount of supm@etary capital included as part of total capitairezt exceed 100% of core capital.

The following table presents the Bank’s capitalipms at December 31, 2002. The Bank met eachsafapital requirements at that date.

Capital
Actual Required Excess Actual Required
Capital Capital Amount Percent Percent
(Dollars in thousands)
Tangible $ 115,30 $ 26,13: $ 89,17 6.62% 1.5(%
Core (Leverage 115,30 52,26t 63,03¢ 6.62 3.0C
Risk-basec 125,24( 86,35( 38,89( 11.6(C 8.0C

Prompt Corrective Regulatory ActionThe OTS is required to take certain supervisotipas against undercapitalized institutions, the
severity of which depends upon the instituteodegree of undercapitalization. Generally, arggssinstitution that has a ratio of total capit
risk weighted assets of less than 8%, a ratio ef Ti(core) capital to risk-weighted assets of thas 4% or a ratio of core capital to total
assets of less than 4% (3% or less for institutieitis the highest examination rating) is consideiete “undercapitalized.” A savings
institution that has a total risk-based capitabridss than 6%, a Tier 1 capital ratio of les31tB&6 or a leverage ratio that is less than 3% is
considered to be “significantly undercapitalizedta savings institution that has a tangible chpitassets ratio equal to or less than 2% is
deemed to be “critically undercapitalized.” Subjeca narrow exception, the OTS is required tooagtpa receiver or conservator for an
institution that is “critically undercapitalized.The regulation also provides that a capital resitmmgplan must be filed with the OTS within
days of the date a savings institution receivegadhat it is “undercapitalized,” “significantlyndercapitalized” or “critically
undercapitalized.” Compliance with the plan musgoiaranteed by any parent holding company. litieddnumerous mandatory
supervisory actions become immediately applicabkent undercapitalized institution, including, bot timited to, increased monitoring by
regulators and restrictions on growth, capitalritistions and expansion. The OTS could also talyecme of a number of discretionary
supervisory actions, including the issuance ofptabdirective and the replacement of senior eXeelwfficers and directors.

Insurance of Deposit Accounts The Bank is a member of the SAIF. The FDIC s a risk-based assessment system by which
institutions are assigned to one of three categdrésed on their capitalization and one of thréeategories based on examination ratings
other supervisory information. An institution’ssessment rate depends upon the categories to wisdssigned.
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Assessment rates for SAIF member institutions aterthined semiannually by the FDIC and currenthgeafrom zero basis points of
assessable deposits for the healthiest institutm23 basis points for the riskiest.

In addition to the assessment for deposit insuranestutions are required to make payments ordbassued in the late 1980s by the
Financing Corporation (“FICQO”) to recapitalize theedecessor to the SAIF. During 2002, FICO paymémtSAIF members approximated
1.77 basis points.

The Banks assessment rate for fiscal 2002 was zero basits@nd the total assessments paid for this péimmtliding the FICO assessme
was $194,000. The FDIC has authority to increaserance assessments. A significant increase iR B&urance premiums would likely
have an adverse effect on the operating expenskeaults of operations of the Bank. Managememhotpredict what insurance assessn
rates will be in the future.

Insurance of deposits may be terminated by the Ripi@h a finding that the institution has engagednisafe or unsound practices, is in an
unsafe or unsound condition to continue operatarisas violated any applicable law, regulationeyarder or condition imposed by the
FDIC or the OTS. The management of the Bank doe&mow of any practice, condition or violation timight lead to termination of deposit
insurance.

Loans to One Borrower Federal law provides that savings institutioresgenerally subject to the limits on loans to cogdwer applicable
to national banks. A savings institution may natken a loan or extend credit to a single or relgredip of borrowers in excess of 15% of its
unimpaired capital and surplus. An additional amtauay be lent, equal to 10% of unimpaired caital surplus, if secured by specified
readily-marketable collateral. At December 31,208e Bank’s limit on loans to one borrower wa$.$lmillion, and the Bank’s largest
aggregate outstanding balance of loans to one Wwerrevas $10.2 million of which $2.2 million was daubsequent to year-end consistent
with the Bank’s conservative lending approach.

QTL Test. The HOLA requires savings institutions to mequalified thrift lender test. Under the testaaiags association is required to
either qualify as a “domestic building and loancasation” under the Internal Revenue Code or mairdaleast 65% of its “portfolio

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

A savings institution that fails the qualified ttitender test is subject to certain operatingrietstns and may be required to convert to a bank
charter. As of December 31, 2002, the Bank maiethin excess of 98% of its portfolio assets inlifjgd thrift investments and, therefore,
met the qualified thrift lender test. Recent l&gisn has expanded the extent to which educatiand, credit card loans and small business
loans may be considered “qualified thrift investitseh

Limitation on Capital Distributions OTS regulations impose limitations upon all calpilistributions by a savings institution, inclugiocash
dividends, payments to repurchase its shares andgyds to shareholders of another institution aash-out merger. Under the regulations,
an application to and the prior approval of the Q§ &quired prior to any capital distributionlifet institution does not meet the criteria for
“expedited treatment” of applications under OTSutatjons (i.e., generally, examination ratings in the two topegaties), the total capital
distributions for the calendar year exceed netrimedor that year plus the amount of retained netnme for the preceding two years, the
institution would be undercapitalized following thestribution or the distribution would otherwise bontrary to a statute, regulation or
agreement with OTS. If an application is not regdj the institution must still provide prior naito OTS of the capital distribution if, like
the Bank, it is a subsidiary of a holding company.
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In the event the Ban&'capital fell below its regulatory requirementstar OTS notified it that it was in need of morarimormal supervisio

the Bank’s ability to make capital distributionsuti be restricted. In addition, the OTS could jiodha proposed capital distribution by any
institution, which would otherwise be permittedthe regulation, if the OTS determines that suchribligion would constitute an unsafe or
unsound practice.

Assessments Savings institutions are required to pay assestae the OTS to fund the agency’s operationse d¢sessments, paid on a
semi-annual basis, are based upon the instituttotés assets, including consolidated subsidiagreported in the Bank’s latest quarterly
thrift financial report. The assessments paidigyBank for the fiscal year ended December 31, 20@2d $300,000.

Transactions with Related PartiesThe Bank’s authority to engage in transactiorth Waffiliates” (e.g., any company that controls or is
under common control with an institution, includitigg Company and its non-savings institution subsgk) is limited by federal law. The
aggregate amount of covered transactions with mdiyidual affiliate is limited to 10% of the cagitend surplus of the savings institution.
The aggregate amount of covered transactions Wittfféiates 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 deedrin federal law. The purchase of low
quality assets from affiliates is generally proteldi The transactions with affiliates must beemns and under circumstances, that are at
as favorable to the institution as those prevaitihthe time for comparable transactions with nffiisied companies. In addition, savings
institutions are prohibited from lending to anyilidte that is engaged in activities that are nanpissible for bank holding companies and no
savings institution may purchase the securitiemngfaffiliate other than a subsidiary.

The recently enacted Sarbanes-Oxley Act, genepadiiibits loans by the Company to its executivécefs and directors. However, the Act
contains a specific exemption for loans from th@lB# its executive officers and directors in coiapte with Federal banking laws. Under
such law, the Bank’s authority to extend crediexecutive officers, directors and 10% shareholi&nsiders”), as well as entities such
persons control, is limited. The law limits botle findividual and aggregate amount of loans the Baai make to insiders based, in part, on
the Bank’s capital position and requires certaiardapproval procedures to be followed. Suchdaae required to be made on terms
substantially the same as those offered to ureiti individuals and not involve more than the radrrisk of repayment, except for loans
made pursuant to a benefit or compensation proginatris widely available to all employees of thstitution and does not give preference to
insiders over other employees.

Enforcement The OTS has primary enforcement responsibilitgreavings institutions and has the authority tnghactions 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 institutleormal enforcement action may range from
the issuance of a capital directive or cease asttd@rder to removal of officers and/or directtrénstitution of receivership, conservatorship
or termination of deposit insurance. Civil peradtcover a wide range of violations and can amuu$25,000 per day, or even $1 million |
day in especially egregious cases. The FDIC haaudithority to recommend to the Director of the Qi@ enforcement action to be taken
with respect to a particular savings institutidghaction is not taken by the Director, the FDIGsksuthority to take such action under certain
circumstances. Federal law also establishes caimpi@nalties for certain violations.

Standards for Safety and Soundnesghe federal banking agencies have adopted IrtaagGuidelines prescribing Standards for Safetly an
Soundness. The guidelines set forth the safetysanddness standards that the federal banking iegamse to identify and address problems
at insured depository institutions before capitddmes impaired. If the OTS determines that anga\institution 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 B4rKLB”) System, which consists of 12 regional FH&.BEach FHLB provides
member institutions with a central credit facilitfhe Bank, as a member of the FHLB of New YorkHB-NY"), is required to acquire and
hold shares of capital stock in that FHLB in an amtaat least equal to 1.0% of the aggregate prat@mount of its unpaid residential
mortgage loans and similar obligations at the b@gimof each year, or 1/20 of its borrowings frdm FHLB-NY, whichever is greater. The
Bank was in compliance with this requirement withicvestment in FHLB-NY stock at December 31, 200$18.7 million.

The FHLBs are required to provide funds for thevjmes resolution of insolvent thrifts and to cohtrie funds for affordable housing
programs. These requirements could reduce the minoddividends that the Federal Home Loan Bankstpaheir members and could also
result in the Federal Home Loan Banks imposinggadni rate of interest on advances to their memhédividends were reduced, or interest
on future Federal Home Loan Bank advances incredisedank’s net interest income would likely abtsreduced. Recent legislation has
changed the structure of the Federal Home Loan 8amiding obligations for insolvent thrifts, revikthe capital structure of the Federal
Home Loan Banks and implemented entirely voluntagmbership for Federal Home Loan Banks. Managewgsmiot predict the effect that
these changes may have with respect to its Federak Loan Bank membership.

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 bentaaied against aggregate transaction
accounts as follows: a 3% reserve ratio is assess@et transaction accounts up to and includirgy%#illion; a 10% reserve ratio is applied
above $42.1 million. The first $6.0 million of @twise reservable balances (subject to adjustnisrifse Federal Reserve Board) are
exempted from the reserve requirements. The amauatadjusted annually. The Bank complies wighftilegoing requirements.

FEDERAL AND STATE TAXATION
Federal Taxation

General The Company and the Bank report their incoma oalendar year basis using the accrual methodoofuating, 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 teatters is intended only as a summary and doesunpbp to be a comprehensive
description of the tax rules applicable to the Bankhe Company. The Bank has not been auditatéIRS in over 10 years. For its 2002
taxable year, the Bank is subject to a maximumriddecome tax rate of 35.0%.

Bad Debt ReservesFor fiscal years beginning prior to DecemberI395, thrift institutions which qualified underrtan definitional tests
and other conditions of the Internal Revenue Cdd986 (the “Code”) were permitted to use certaivofrable provisions to calculate their
deductions from taxable income for annual addititontheir bad debt reserve. A reserve could bebéished for bad debts on qualifying real
property loans (generally secured by interesteah property improved or to be improved) undeth@ Percentage of Taxable Income Met
(the “PTI Method”) or (ii) the Experience Metho@he reserve for nonqualifying loans was computgdgithe Experience Method.
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The Small Business Job Protection Act of 1996 (11896 Act”), which was enacted on August 20, 19@@juires savings institutions to
recapture (.e., take into taxable income) certain portions ofrtaecumulated bad debt reserves. The 1996 Aealsphe reserve method of
accounting for bad debts effective for tax yeamgitmeng after 1995. Thrift institutions that woulé treated as small banks are allowed to
utilize the Experience Method applicable to sudiifations, while thrift institutions that are tted as large banks (those generally exceeding
$500 million in assets) are required to use ondygpecific 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 methofdcomputing reserves for bad debts will treat sclthnge as a change in method of
accounting, initiated by the taxpayer, and haviagrbmade with the consent of the IRS. Any SedtRi{(a) adjustment required to be taken
into income with respect to such change generaillyoe taken into income ratably over a six-taxapdar period, beginning with the first
taxable year beginning after 1995, subject to #sidential loan requirement.

Under the 1996 Act, for its current and future tagayears, the Bank is not permitted to make amfustito its tax bad debt reserves. In
addition, the Bank is required to recapture(, take into taxable income) over a six year periaegkcess of the balance of its tax bad debt
reserves as of December 31, 1995 over the baldrseeb reserves as of December 31, 1987. SincBahk satisfied the residential loan
requirement provision for 1996 and 1997 as desdrdtmve, the six year recapture period becametisféeior 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 makes “non-dénd distributions” to the Company, such distribngiavill be considered to
have been made from the Bank’s unrecaptured taxibbtreserves (including the balance of its resseas of December 31, 1987) to the
extent thereof, and then from the Bank’s supplealerterve for losses on loans, to the extent tfieaedd an amount based on the amount
distributed (but not in excess of the amount ohsugserves) will be included in the Bank’s incoflen-dividend distributions include
distributions in excess of the Bank’s current aocuanulated earnings and profits, as calculatedeideral income tax purposes, distributions
in redemption of stock, and distributions in pdrtiacomplete liquidation. Dividends paid out bétBank’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. Thushd Bank makes a non-dividend distribution to tleenpany, approximately one and one-half
times the amount of such distribution (but notieess of the amount of such reserves) would bediatle in income for federal income tax
purposes, assuming a 35% federal corporate incarete. The Bank does not intend to pay dividehdswould result in a recapture of ¢
portion of its bad debt reserves.

Corporate Alternative Minimum Tax The Internal Revenue Code of 1986, as amented @ode”) imposes a tax on alternative minimum
taxable income (“AMTI") at a rate of 20%. The egs®f the bad debt reserve deduction using theeptage 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 operas loss carryovers of which the Bank currently hase. AMTI is increased by an
amount equal to 75% of the amount by which the Baa#ljusted current earnings exceeds its AMTI (aeteed without regard to this
preference and prior to reduction for net operalirsges). The Bank does not expect to be sulgebetAMTI.
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Dividends Received Deduction and Other Mattefithe Company may exclude from its income 100%iwflends received from the Bank as
a member of the same affiliated group of corporestioThe corporate dividends received deductigeierally 70% in the case of dividends
received from unaffiliated corporations with whittte Company and the Bank will not file a consolidbtax 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 Taxatio. The Bank files New Jersey income tax returnst Nlew Jersey income tax purposes, savings institsitvere
previously taxed at a rate equal to 3% of taxamteme. On July 2, 2002, the New Jersey legislgiassed the New Jersey Business Tax
Reform Act (the “Tax Reform Act”). The legislatiémcreased the tax rate on savings institutionsh sis the Bank, from 3% to 9% of taxable
income. The legislation was retroactive to Jandar®002. For this purpose, “taxable income” galhe means federal taxable income,
subject to certain adjustments (including additdbimterest income on State and municipal obligat)o

The Tax Reform Act also provided for an AlternatfMamimum Assessment (AMA) tax based on the lardegross receipts or gross profits,
as defined.

The Company is required to file a New Jersey inctemeeturn because it will be doing business iwNersey. For New Jersey tax purpc
regular corporations are presently taxed at aagtel to 9% of taxable income. However, if the @anmy meets certain requirements, it may
be eligible to elect to be taxed as a New Jersegstment Company at a tax rate presently equab@?3 (40% of 9%) of taxable income.

New York Taxation Columbia is subject to New York State incomedaa rate of 9.95% (including a commuter transpionasurcharge).
The tax is measured by “entire net income” whichesleral taxable income with adjustments.

Delaware Taxation As a Delaware holding company not earning incamigelaware, the Company is exempted from Delawarporate
income tax but is required to file an annual repdth and pay an annual franchise tax to the Stbfgelaware.
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Item 2. Properties

The Bank conducts its business through its admatige office, which includes a branch office, d@lother full service offices located in
Ocean, Monmouth and Middlesex Counties and thradhigladministrative and loan production offices ofuinbia. The Company believes
that the Bank’s current facilities will be adequedeneet the present and immediately foreseealeldsnef the Bank and the Company.

Original Net Book Value of Property
Year or
Leased or Leased or Date of Lease Leasehold Improvements at
Location Owned Acquired Expiration(2) December 31, 2002

(Dollars in thousands)
Administrative Office: Owned 1995 — $ 9,102
975 Hooper Avenue
Toms River, New Jersey 087
Branch Offices
Adamston: Leasec 1999 07/31/09 24C
385 Adamston Road
Brick, New Jersey 0872
Berkeley: Leasec 1984 11/30/04 124
Holiday City Plaze
730 Jamaica Boulevard
Toms River, New Jersey 087.
Brick: Owned 1960 — 1,10¢
321 Chambers Bridge Road
Brick, New Jersey 0872

Concordia: Leasec 1985 07/31/05 60
1 Concordia Shopping Mall

Box 3

Cranbury, New Jersey 085
Route 37 Wesi Leasec 2001 10/31/05 1,38¢

55 Bananier Drive

Toms River, New Jersey 087
Jackson Leasec 2002 05/01/07 1,08:
260 North County Line Road

Jackson, New Jersey 085
Lacey: Leasec 1997 01/31/18 227
900 Lacey Road

Forked River, New Jersey 087
Lake Ridge: Leasec 1998 01/31/18 68
147 Route 70, Suite 1

Toms River, New Jersey 087.
Manahawkir Leasec 2001 10/31/11 924
205 Route 72 West

Manahawkin, NJ 0805
Pavilion: Leasec 1989 09/30/18 33t
70 Brick Boulevard

Brick, New Jersey 0872
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Net Book Value of

Original Property or
Year Leasehold
Leased or Leased or Date of Lease Improvements at
Location Owned Acquired Expiration(2) December 31, 2002

(Dollars in thousands)

Point Pleasant Beac Owned 1937 — 54
701 Arnold Avenue

Point Pleasant, New Jersey 08’
Point Pleasant Bort Owned 1971 — 68¢

2400 Bridge Avenue

Point Pleasant, New Jersey 08"
Route 88 Leasec 2000 03/31/07 734
3100 Route 88

Point Pleasant, New Jersey 08’
Spring Lake Heights Leasec 1999 10/31/09 111
2401 Route 71

Spring Lake Heights, New Jersey 07
Wall Township: Leasec 1999 02/28/10 362
2445 Route 34

Manasquan, New Jersey 087

Whiting: Leasec 1983 10/31/04 53
Whiting Shopping Cente
P. O.Box 20
Whiting, New Jersey 087¢
Other Properties (1 Owned 1986 — 39t

730 Brick Boulevard
Brick, New Jersey 0872
Columbia Equities, Ltd. Leasec 2001 07/01/07 492
400 Columbus Avenue
Valhalla, New York 1059!
2950 S. Expressway, Suite 234
Islandia, New York 1174 Leasec 2002 09/30/03 22

(1) The property was formerly utilized by the Bank, wsa®sequently subleased and is now var
(2) The Company may also hold options to renew leaseadditional terms upon expiration of the curreasse.

Item 3. Legal Proceedings

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

Item 4. Submission of Matters to a Vote @&ecurity Holders
None.
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PART II

Item 5. Market for Registrant’s Common Equity and Related Stockholder Matter:

Information relating to the market for Registrardmmon equity and related stockholder mattersagpender “Shareholder Information”
on the Inside Back Cover in the Regist’s 2002 Annual Report to Stockholders and is inc@fgal herein by referenc

Item 6. Selected Financial Date

The above-captioned information appears under t&sdeConsolidated Financial and Other Data of tom@any” in the Registrant’s 2002
Annual Report to Stockholders on pages 9 and it@porated herein by referen

Item 7. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations

The above-captioned information appears under “igamgnt’s Discussion and Analysis of Financial Cbadiand Results of Operations”
in the Registrar's 2002 Annual Report to Stockholders on pages rolgih 22 and is incorporated herein by refere

Iltem 7A. Quantitative and Qualitative Disclosures About Market Risk
The above captioned information appears under “ligameent’s Discussion and Analysis of Financial Cbodiand Results of Operations -
Management of Interest Rate Risk” in the Registsa2@02 Annual Report to Stockholders on pageshid@igh 14 and is incorporated
herein by referenct

Item 8. Financial Statements and Supplementary Dat

The Consolidated Financial Statements of OceanFinsincial Corp. and its subsidiary, together wlith report thereon by KPMG LLP
appears in the Registr’s 2002 Annual Report to Stockholders on pages 2Ri¢jn 39 and are incorporated herein by refere

Item 9. Change In and Disagreements with Accountants on Aocinting and Financial Disclosure
None.

PART 1lI

Iltem 10. Directors and Executive Officers of the Registrant

The information relating to Directors and Execut¥icers of the Registrant is incorporated hetgjrreference to the Registrant’s Proxy
Statement for the Annual Meeting of Stockholderbedeld on April 24, 2003, at pages 4 throug
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Item 11. Executive Compensatior

The information relating to directors’ compensatiom executives’ compensation is incorporated hdygireference to the Registrant’s
Proxy Statement for the Annual Meeting of Stockieoddto be held on April 24, 2003, at page 8 aneed@ through 17 (excluding the
Executive Compensation Committee Report and StecfoRfnance Graph

Iltem 12. Security Ownership of Certain Beneficial Owners andvlanagement and Related Shareholder

The information relating to security ownership eftain beneficial owners and management and retdtackholders is incorporated
herein by reference to the Registrant’s Proxy 8tate for the Annual Meeting of Stockholders to keédlon April 24, 2003, at pages 3

and 5 through €

Information regarding the Compé’s equity compensation plans existing as of Decer@bg?002 is as follow:

Number of securities
remaining available for

Number of securities future issuance under
to be issued upon Weighted-average equity compensation
exercise of exercise price of plans (excluding
outstanding options, outstanding options, securities reflected in
Plan category warrants and rights (a) warrants and rights column (a))

Equity compensation plans approve:
by security holder 2,483,141 $ 11.5¢ 443,45(

Equity compensation plans not
approved by security holde —
Total 2,483,141 $ 11.5¢ 443,45(

Iltem 13. Certain Relationships and Related Transaction

The information relating to certain relationshipslaelated transactions is incorporated hereirefgrence to the Registrant’s Proxy
Statement for the Annual Meeting of Stockholderbedeld on April 24, 2003, at page

PART IV

Iltem 14. Controls and Procedures

Evaluation of disclosure controls and procedur@he Company maintains controls and procedursigded to ensure that information
required to be disclosed in the reports that then@my files or submits under the Securities Exchahgt of 1934 is recorded, processed,
summarized and reported within the time periodi§ipe in the rules and forms of the Securities &xdhange Commission. Based upon
their evaluation of those controls and procedussfopmed within 90 days of the filing date of tinkport, the chief executive officer and
the principal financial officer of the Company camted that the Compa’s disclosure controls and procedures were adec
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Changes in internal contral§he Company made no significant changes in fexal controls or in other factors that could #igantly
affect these controls subsequent to the date afithkiation of those controls by the chief exeautificer and principal financial office

Item 15.Exhibits, Financial Statement Schedules, and Repa@ton Form &K
(& The following documents are filed as a part of tiisort:

(1)Consolidated Financial Statements of the Compamyraorporated by reference to the following intkcbpages of the 2002 Annual
Report to Stockholder

PAGE
Independent Audito’ Report 39
Consolidated Statements of Financial Condition etdnber 31, 2002 and 20 23
Consolidated Statements of Income for the Yearefmicember 31, 2002, 2001 and 2 24
Consolidated Statements of Changes in Stockhol&®psity for the Years Ended December 31, 2002,

2001 and 200t 25
Consolidated Statements of Cash Flows for the Eaded December 31, 2002, 2001 and - 26
Notes to Consolidated Financial Statements foivisars Ended December 31, 2002, 2001 and . 27-38

The remaining information appearing in the 2002 éalrReport to Stockholders is not deemed to bd ke part of this report, except as
expressly provided herei

(2) All schedules are omitted because they are noinegtjor applicable, or the required informatiorsiigwn in the consolidated financial
statements or the notes there

(3) Exhibits
€) The following exhibits are filed as part of thipoest.

2.1 Stock Purchase Agreement by and among Richardr8e®&he sole stockholder of Columbia Equities,).and Columbia
Equities, Ltd. and OceanFirst Bank as buyer, datee 27, 2000 (without exhibits) (

3.1 Certificate of Incorporation of OceanFirst Finah&arp. (1)

3.2 Bylaws of OceanFirst Financial Corp. (filed herdw

3.3 Certificate of Ownership Merging Ocean Interim,.liito OceanFirst Financial Corp. (filed herewi

4.0 Stock Certificate of OceanFirst Financial Corp

10.1  Form of OceanFirst Bank EmployStock Ownership Plan (:

10.1(a] Amendment to OceanFirst Bank Employee Stock OwngRlan (3)
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10.2
10.3
104
10.5
10.7
10.8
10.9

10.10
10.11
10.12
10.1¢
10.14
13.C

21.C
23.C

(b)

@)
(2)
(4)

(5)
(6)

OceanFirst Bank Employe’ Savings and Profit Sharing Plan

OceanFirst Bank 1995 Supplemental Executive RegrdgrRlan (1

OceanFirst Bank Deferred Compensation Plan fordbors (1)

OceanFirst Bank Deferred Compensation Plan forcer (1)

OceanFirst Bank Performance Achievement Awardsmarog1)

Amended and Restated OceanFirst Financial Corp/ Ii®ntive Plan (4

Form of Employment Agreement between OceanFirskBawul certain executive officers, including MichdeFitzpatrick and
John R. Garbarino (:

Form of Employment Agreement between OceanFirsdrigial Corp. and certain executive officers, inalgdMichael J.
Fitzpatrick and John R. Garbarino

Form of Change in Control Agreement between OceanBank and certain executive officers, includidghn K. Kelly, Robert
M. Pardes and Karl E. Reinheimer

Form of Change in Control Agreement between OceanFinancial Corp. and certain executive officérsluding John K. Kelly
Robert M. Pardes and Karl E. Reinheimer

2000 Stock Option Plan (!

Form of Employment Agreement between Columbia Eegiit.td. and Robert M. Pardes (

Portions of 2002 Annual Report to Stockholderg(iherewith

Subsidiary information is incorporated herein bigrence tc¢*Part |- Subsidiarie”

Consent of KPMG LLP (filed herewitt

Reports on Form-K

The Company filed a report on Form 8-K with the B&es and Exchange Commission on April 17, 20068icating that the
Board of Directors had declared a 50% stock dividem the common stock of OceanFirst Financial Ciorghe form of a three-
for-two stock split.

The Company filed a report on Form 8-K with the B@es and Exchange Commission on June 26, 200&hwhcluded the text
of a written presentation OceanFirst Financial Corfended to provide to current and prospectivestors,

Incorporated herein by reference from the ExhitaitEorm S-1, Registration Statement, effective NI&y1996 as amended,
Registration No. 3-80123.

Incorporated herein by reference from the ExhitaitEorm K filed on June 28, 200t

Incorporated herein by reference from the Exhitaitorm 1K filed on March 25, 1997

Incorporated herein by reference from Forr-A Definitive Proxy Statement filed on March 19, 89

Incorporated herein by reference from Forr-A Definitive Proxy Statement filed on March 17, 20

Incorporated herein by reference from the Exhitaitorm 1K filed on March 23, 200z
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CONFORMED
SIGNATURES

Pursuant to the requirements of Sect®orl15(d) of the Securities Exchange Act of 1984,Registrant has duly caused this report to
be signed on its behalf by the undersigned, théocedmly authorized.

O ceaN F IRsTF INANCIAL C ORP.

By: /sl JoHN R. G ARBARINO

John R. Garbarino
Chairman of the Board,
President and
Chief Executive Officer and Director

Date: March 19, 200«

Pursuant to the requirements of the SiesiExchange Act of 1934, this report has begned by the following persons in the
capacities and on the dates indicated.

Name Date

/s/ JoHN R. GARBARINO March 19, 200:

John R. Garbarino
Chairman of the Board, President and
Chief Executive Officer
(principal executive officer)

/s/ M IcHAEL J. FITzPATRICK March 19, 200:

Michael J. Fitzpatrick
Executive Vice President and
Chief Financial Officer
(principal accounting and financial officer)

/s/ THomAs F. CURTIN March 19, 200:

Thomas F. Curtin
Director

/s/ CARL FELTZ, JR. March 19, 200«

Carl Feltz, Jr.
Director
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/s/ JouN' W. C HADWICK

John W. Chadwick
Director

/sl DoNALD E. M c L AUGHLIN

Donald E. McLaughlin
Director

/s DIANE F. RHINE

Diane F. Rhine
Director

/s/ FREDERICKE. SCHLOSSER

Frederick E. Schlosser
Director

/s/ JAMES T. SNYDER

James T. Snyder
Director

/s/ JoHN E. W ALSH

John E. Walsh
Director
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CERTIFICATION
I, John R. Garbarino, certify, that:

1. I have reviewed this annual report on Forr-K of OceanFirst Financial Cory

2. Based on my knowledge, this annual report doesamtain any untrue statement of a material factnoit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this annual re

3. Based on my knowledge, the financial statementsofimer financial information included in this amhveport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in
this annual repor

4. The registrant’s other certifying officers and ¢ aesponsible for establishing and maintainingldsae controls and procedures (as
defined in Exchange Act Rules -14 and 15-14) for the registrant and we ha

a. designed such disclosure controls and proceduressiare that material information relating to tegistrant, including its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during theriod in which this annual
report is being prepare

b. evaluated the effectiveness of the registrant'slossire controls and procedures as of a date wabidays prior to the filing date
of this annual report (th*Evaluation Dat"); and

c. presented in this annual report our conclusionsiethe effectiveness of the disclosure controlsanodedures based on our
evaluation as of the Evaluation Da

5. The registrant’s other certifying officers and Vbalisclosed, based on our most recent evaludtidhg registrans auditors and tt
audit committee of registre’s board of directors (or persons performing thevedgent function):

a. all significant deficiencies in the design or opiena of the internal controls which could adversaffect the registrant’s ability to
record, process, summarize and report financia datl have identified for the registrant’s audiemmg material weaknesses in
internal controls; an

b. any fraud, whether or not material, that involveenagement or other employees who have a significémin the registrant’s
internal controls; an

6. The registrant’s other certifying officers and Wbandicated in this annual report whether or heté were significant changes in
internal controls or in other factors that coulghgiicantly affect the internal controls subsequienthe date of our most recent
evaluation, including any corrective actions wiglgard to significant deficiencies and material wessses

Date: March 19, 200« /s/ JoHN R. GARBARINO

John R. Garbarino
Chief Executive Officer
(principal executive officer)
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CERTIFICATION
I, Michael J. Fitzpatrick, certify, that:

1. I have reviewed this annual report on Forr-K of OceanFirst Financial Cory

2. Based on my knowledge, this annual report doesamtain any untrue statement of a material factnoit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this annual re

3. Based on my knowledge, the financial statementsofimer financial information included in this amhveport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in
this annual repor

4. The registrant’s other certifying officers and ¢ aesponsible for establishing and maintainingldsae controls and procedures (as
defined in Exchange Act Rules -14 and 15-14) for the registrant and we ha

a. designed such disclosure controls and proceduressiare that material information relating to tegistrant, including its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during theriod in which this annual
report is being prepare

b. evaluated the effectiveness of the registrant'slossire controls and procedures as of a date wabidays prior to the filing date
of this annual report (th*Evaluation Dat"); and

c. presented in this annual report our conclusionsiethe effectiveness of the disclosure controlsanodedures based on our
evaluation as of the Evaluation Da

5. The registrant’s other certifying officers and Vbalisclosed, based on our most recent evaludtidhg registrans auditors and tt
audit committee of registre’s board of directors (or persons performing thevedgent function):

a. all significant deficiencies in the design or opiena of the internal controls which could adversaffect the registrant’s ability to
record, process, summarize and report financia datl have identified for the registrant’s audiemmg material weaknesses in
internal controls; an

b. any fraud, whether or not material, that involveenagement or other employees who have a significémin the registrant’s
internal controls; an

6. The registrant’s other certifying officers and Wbandicated in this annual report whether or heté were significant changes in
internal controls or in other factors that coulghgiicantly affect the internal controls subsequienthe date of our most recent
evaluation, including any corrective actions wiglgard to significant deficiencies and material wessses

Date: March 19, 200« /s/ M ICHAEL F ITZPATRICK

Michael Fitzpatrick
Chief Financial Officer
(principal financial officer)



Exhibit 3.2
OceanFirst Financial Corp.
BYLAWS

ARTICLE | - STOCKHOLDERS

Section 1 Annual Meeting

An annual meeting of the stockholderstiie election of directors to succeed those wiesas expire and for the transaction of such
other business as may properly come before theimgeshall be held at such place, on such dategasdch time as the Board of Directors
shall each year fix, which date shall be withintdéen (13) months subsequent to the later of tkee afancorporation or the last annual
meeting of stockholders.

Section 2 Special Meetings

Subject to the rights of the holdersmmy alass or series of Preferred Stock of the Catjam, special meetings of stockholders of the
Corporation may be called only by the Board of Bliogs pursuant to a resolution adopted by a mgjofithe total number of directors which
the Corporation would have if there were no vacasmoin the Board of Directors (hereinafter the “Véhdbard”).

Section 3 Notice of Meetings

Written notice of the place, date, amcetiof all meetings of the stockholders shall begj\not less than ten (10) nor more than sixty
(60) days before the date on which the meeting etheld, to each stockholder entitled to votsuah meeting, except as otherwise provided
herein or required by law (meaning, here and haftsn as required from time to time by the Delaav@eneral Corporation Law or the
Certificate of Incorporation of the Corporation).

When a meeting is adjourned to anothaceldate or time, written notice need not be gofehe adjourned meeting if the place, date
and time thereof are announced at the meeting ehwvthe adjournment is taken; provided, howeveat ththe date of any adjourned meeting
is more than thirty (30) days after the date foralitthe meeting was originally noticed, or if a nexgord date is fixed for the adjourned
meeting, written notice of the place, date, anctohthe adjourned meeting shall be given in canftyr herewith. At any adjourned meeting,
any business may be transacted which might have th@esacted at the original meeting.

Section 4 Quorum

At any meeting of the stockholders, thédbars of a majority of all of the shares of thecktentitled to vote at the meeting, present in
person or by proxy (after giving effect to the



provisions of Article FOURTH of the Corporati@anCertificate of Incorporation), shall constitutquorum for all purposes, unless or exce|
the extent that the presence of a larger numberbeagquired by law. Where a separate vote bgssar classes is required, a majority of
the shares of such class or classes present iompersepresented by proxy (after giving effecthte provisions of Article FOURTH of the
Corporation’s Certificate of Incorporation) shatinstitute a quorum entitled to take action withpesgt to that vote on that matter.

If a quorum shall fail to attend any nilegt the chairman of the meeting or the holdera ofajority of the shares of stock entitled to
vote who are present, in person or by proxy, maguad the meeting to another place, date, or time.

If a notice of any adjourned special rmegof stockholders is sent to all stockholderstieut to vote thereat, stating that it will be held
with those present in person or by proxy constiut quorum, then except as otherwise requiredwythose present in person or by pro»
such adjourned meeting shall constitute a quorunth,adl matters shall be determined by a majoritthefvotes cast at such meeting.

Section 5 Organization

Such person as the Board of Directors haase designated or, in the absence of such ampdtmChairman of the Board of the
Corporation or, in his or her absence, such peasamay be chosen by the holders of a majority ®&tiares entitled to vote who are present,
in person or by proxy, shall call to order any nmegbf the stockholders and act as chairman ofrteeting. In the absence of the Secretal
the Corporation, the secretary of the meeting sf@Buch person as the chairman appoints.

Section 6 Conduct of Business

(a) The chairman of amgeting of stockholders shall determine the ordéusiness and the procedures at the meeting,
including such regulation of the manner of votimgl ahe conduct of discussion as seem to him oimharer. The date and time of the
opening and closing of the polls for each matteruwhich the stockholders will vote at the meeshgll be announced at the meeting.

(b) At any annual megtof the stockholders, only such business shatidnelucted as shall have been brought before the
meeting (i) by or at the direction of the Boarddifectors or (ii) by any stockholder of the Corptiwa who is entitled to vote with respect
thereto and who complies with the notice procedsetgorth in this Section 6(b). For businessda@loperly brought before an annual
meeting by a stockholder, the business must redadieproper subject matter for stockholder actioth the stockholder must have given timely
notice thereof in writing to the Secretary of ther@ration. To be timely, a stockholder’s noticestbe delivered or mailed to and received
at the principal executive offices of the Corparatnot less than ninety (90) days prior to the d@tdbe annual meeting; provided, however,
that in the event that less than one hundred (d8@3 notice or prior public disclosure of the daftéhe meeting

2



is given or made to stockholders, notice by theldtolder to be timely must be received not latantthe close of business on the 10th day
following the day on which such notice of the dafi¢he annual meeting was mailed or such publiclogire was made. A stockholder’s
notice to the Secretary shall set forth as to eaatier such stockholder proposes to bring befaratinual meeting: (i) a brief description of
the business desired to be brought before the &nmeeting and the reasons for conducting such basiat the annual meeting, (ii) the name
and address, as they appear on the Corporationlssbof the stockholder proposing such businestie class and number of shares of the
Corporations capital stock that are beneficially owned by ssitcickholder, and (iv) any material interest offsatockholder in such busine:
Notwithstanding anything in these Bylaws to thetcany, no business shall be brought before or cotdliat an annual meeting excep
accordance with the provisions of this Section 6(f)e officer of the Corporation or other persoesiding over the annual meeting shall, if
the facts so warrant, determine and declare toneting that business was not properly broughtrbafte meeting in accordance with the
provisions of this Section 6(b), and if he showdletermine, he shall so declare to the meetingpagdsuch business so determined to be not
properly brought before the meeting shall not begacted.

At any special meeting of the stockhaddenly such business shall be conducted as shadl heen brought before the meeting by or at
the direction of the Board of Directors.

(©) Only persons who aoeninated in accordance with the procedures sttt fio these Bylaws shall be eligible for election
as directors. Nominations of persons for electmthe Board of Directors of the Corporation mayneede at a meeting of stockholders at
which directors are to be elected only: (i) byabthe direction of the Board of Directors, or i any stockholder of the Corporation entitled
to vote for the election of Directors at the megtivho complies with the notice procedures set fortiis Section 6(c). Such nominations,
other than those made by or at the direction oBib&rd of Directors, shall be made by timely notit&vriting to the Secretary of the
Corporation. To be timely, a stockholder’s nostrll be delivered or mailed to and received aptirecipal executive offices of the
Corporation not less than ninety (90) days priathtodate of the meeting; provided, however, thahé event that less than one hundred (
days notice or prior disclosure of the date ofrtteting is given or made to stockholders, noticéhieystockholder to be timely must be so
received not later than the close of business erifith day following the day on which such noti€¢he date of the meeting was mailed or
such public disclosure was made. Such stockhadetice shall set forth: (i) as to each personmwisuch stockholder proposes to nominate
for election or re-election as a director, all imf@tion relating to such person that would indicateh person’s qualification under Article 11,
Section 1, including an affidavit that such persauld not be disqualified under the provisions etton 1(d), and such information that is
required to be disclosed in solicitations of prexier election of directors, or is otherwise regdirin each case pursuant to Regulation 14A
under the Securities Exchange Act of 1934, as agte(idcluding such person’s written consent to ge&iamed in the proxy statement as a
nominee and to serving as a director if elected), @) as to the stockholder giving the notice {tx@ name and address, as they appear on the
Corporation’s books, of such stockholder, and ltg) ¢lass and number of shares of the Corporateap#al stock that are beneficially owned
by such



stockholder. At the request of the Board of Dioestany person nominated by the Board of Diredmrelection as a director shall furnish to
the Secretary of the Corporation that informatiequired to be set forth in a stockholder’s notitaamination which pertains to the
nominee. No person shall be eligible for elecisra director of the Corporation unless nominategttordance with the provisions of this
Section 6(c). The officer of the Corporation dnetperson presiding at the meeting shall, if #etsf so warrant, determine that a nomination
was not made in accordance with such provisionsidhd or she shall so determine, he or she sieadleclare to the meeting and the defe
nomination shall be disregarded.

Section 7 Proxies and Voting

At any meeting of the stockholders, eva&nckholder entitled to vote may vote in persobyproxy authorized by an instrument in
writing filed in accordance with the procedure bbtlned for the meeting. Any facsimile telecomnuation or other reliable reproduction of
the writing or transmission created pursuant te ffaragraph may be substituted or used in liebebtiginal writing or transmission for any
and all purposes for which the original writingtansmission could be used, provided that such,dagpgimile telecommunication or other
reproduction shall be a complete reproduction efdhtire original writing or transmission.

All voting, including on the election directors but excepting where otherwise requirethlyor by the governing documents of the
Corporation, may be made by a voice vote; provitiesyever, that upon demand therefor by a stockih@dttled to vote or his or her proxy,
a stock vote shall be taken. Every stock votel sleataken by ballot, each of which shall staterthme of the stockholder or proxy voting ¢
such other information as may be required undeptbeedures established for the meeting. The Catiom shall, in advance of any meeting
of stockholders, appoint one or more inspectoectat the meeting and make a written report tlier€be Corporation may designate one or
more persons as alternate inspectors to replacaapgctor who fails to act. If no inspector deahate is able to act at a meeting of
stockholders, the person presiding at the meetialj appoint one or more inspectors to act at teetmg. Each inspector, before entering
upon the discharge of his duties, shall take agid ah oath faithfully to execute the duties of exdpr with strict impartiality and according to
the best of his ability.

All elections shall be determined by arality of the votes cast, and except as othervegaired by law or the Certificate of
Incorporation, all other matters shall be determibg a majority of the votes cast.

Section 8 Stock List

A complete list of stockholders entittedvote at any meeting of stockholders, arrangeadphabetical order for each class of stock and
showing the address of each such stockholder andumber of shares registered in his or her nahadl, lse open to the examination of any
such stockholder, for any purpose germane to thetingg during ordinary business hours for a peabdt least ten (10) days prior to the
meeting, either at a place within the city wher th



meeting is to be held, which place shall be spettifin the notice of the meeting, or if not so sfiedj at the place where the meeting is to be
held.

The stock list shall also be kept atifee of the meeting during the whole time theasaf shall be open to the examination of any
such stockholder who is present. This list shedspmptively determine the identity of the stockieos entitled to vote at the meeting and the
number of shares held by each of them.

Section 9 Consent of Stockholders in Lieu of Megt

Subject to the rights of the holders oy alass or series of Preferred Stock of the Catam, any action required or permitted to be
taken by the stockholders of the Corporation mestffiected at an annual or special meeting of stolders of the Corporation and may not
be effected by any consent in writing by such shotiers.

ARTICLE Il - BOARD OF DIRECTORS

Section 1 General Powers, Number and Term ofc®find Qualifications

€)) General Powers. The busiaeskaffairs of the Corporation shall be under tinection of its Board of Directors. The Board of
Directors shall annually elect a Chairman of thefdrom among its members who shall, when pregeeside at its meetings.

(b) Number. The number of direstaho shall constitute the Whole Board shall bénsuanber as the Board of Directors shall
from time to time have designated, except thahinabsence of such designation shall be nine (9).

(c) Term of Office. The directoasher than those who may be elected by the holufeany class or series of Preferred Stock, shall
be divided, with respect to the time for which tlseyerally hold office, into three classes, with tarm of office of the first class to expire at
the first annual meeting of stockholders, the tefraffice of the second class to expire at the ahmeeting of stockholders one year
thereafter and the term of office of the third sl&s expire at the annual meeting of stockholdeosytears thereafter, with each director to |
office until his or her successor shall have bedy dlected and qualified. At each annual meetihgtockholders, directors elected to
succeed those directors whose terms then expitiebghelected for a term of office to expire at thied succeeding annual meeting of
stockholders after their election, with each diset¢b hold office until his or her successor shalve been duly elected and qualified.

(d) Qualifications. No person st eligible for election or appointment to the Bbaf Directors: (i) if such person has, within the
previous 10 years, been the subject of superviactipn by a financial regulatory agency that re=siiih a cease and desist order or an
agreement or other written statement subject tdipdisclosure under 12 U.S.C. 1818(u), or any sssor provision; (ii) if such person has
been convicted of a crime involving dishonesty @ach of trust which is punishable by imprisonnfenta term exceeding one year under
state or federal law; (iii) if such person is cutig charged in any information, indictment, or @tltomplaint with the commission of or
participation in



such a crime. No person may serve on the BoaRirettors and at the same time be a director acafbf another co-operative bank, credit
union, savings bank, savings and loan associdtiast, company, bank holding company or banking @asion (in each case whether
chartered by a state, the federal government oo#ryr jurisdiction) or any affiliate thereof. Nerson shall be eligible for election to the
Board of Directors if such person is the represamar agent of a person or acting in concertifas term is used to describe relationships
involved in either presumptive or actual concedetion under 12 C.F.R. Section 574.4 (d)) with eespo the Corporation or its subsidiaries,
with a person who is ineligible for election to fReard of Directors under this Subsection 1(d). Mémination of any individual who would
not be qualified to be elected or appointed toeovas as a member of the Board of Directors undsrAtticle I, Section 1(d) shall be valid,
accepted or voted upon. The Board of Directord slage the power to construe and apply the prowssiof this Section 1(d) and to make all
determinations necessary to implement such prawssimcluding but not limited to determinations@svhether any persons are a group
acting in concert, as defined by this Section 1(the Board may request from a nominee informatideems relevant to assessing a
nominee’s satisfaction of the requirements of 8astion 1(d).

Section 2 Vacancies and Newly Created Directipsh

Subject to the rights of the holders wf alass or series of Preferred Stock, and unkes8bard of Directors otherwise determines,
newly created directorships resulting from any @ase in the authorized number of directors or @wancies in the Board of Directors
resulting from death, resignation, retirement, daidication, removal from office or other causeynte filled only by a majority vote of the
directors then in office, though less than a quqrand directors so chosen shall hold office fagrantexpiring at the annual meeting of
stockholders at which the term of office of thessléo which they have been elected expires antiswath director’s successor shall have been
duly elected and qualified. No decrease in thebemof authorized directors constituting the whdteard shall shorten the term of any
incumbent director.

Section 3 Regular Meetings

Regular meetings of the Board of Direstsinall be held at such place or places, on suehadalates, and at such time or times as shall
have been established by the Board of Directorspabticized among all directors. A notice of eaebular meeting shall not be required.

Section 4 Special Meetings

Special meetings of the Board of Direstoray be called by one-third (1/3) of the directbien in office (rounded up to the nearest
whole number), by the Chairman of the Board orRhesident and shall be held at such place, ondateh and at such time as they, or he or
she, shall fix. Notice of the place, date, ancetimfi each such special meeting shall be given daebtor by whom it is not waived by maili
written notice not less than five (5) days befdre meeting or by telegraphing or telexing or bysfianile transmission of the same not less
than twenty-four (24) hours before the meeting.leds otherwise indicated in the notice thereof, amy all business may be transacted at a
special meeting.



Section 5 Quorum

At any meeting of the Board of Directaagnajority of the Whole Board shall constituteumigqum for all purposes. If a quorum shall
fail to attend any meeting, a majority of thosesgrg may adjourn the meeting to another place, datene, without further notice or waiver
thereof.

Section 6 Patrticipation in Meetings By Conferenikelephone

Members of the Board of Directors, oanoff committee thereof, may participate in a meedihguch Board or committee by means of
conference telephone or similar communicationspgant by means of which all persons participatmthe meeting can hear each other and
such participation shall constitute presence is@e®at such meeting.

Section 7 Conduct of Business

At any meeting of the Board of Directdrasiness shall be transacted in such order andenas the Board may from time to time
determine, and all matters shall be determinedbybte of a majority of the directors presentegt@s otherwise provided herein or reqt
by law. Action may be taken by the Board of Dimestwithout a meeting if all members thereof consleereto in writing, and the writing or
writings are filed with the minutes of proceedirgshe Board of Directors.

Section 8 Powers

The Board of Directors may, except agntlise required by law, exercise all such powetsdmall such acts and things as may be
exercised or done by the Corporation, includinghwauit limiting the generality of the foregoing, thequalified power:

Q) To declare dividends froméino time in accordance with la
(2) To purchase or otherwise a&egany property, rights or privileges on such tems it shall determini
3) To authorize the creationking and issuance, in such form as it may deterngheritten obligations of every kind,

negotiable or nc-negotiable, secured or unsecured, and to do aljshiecessary in connection therew

(4) To remove any officer of tBerporation with or without cause, and from timeitoe to devolve the powers and dutie
any officer upon any other person for the time bg

(5) To confer upon any officertbé Corporation the power to appoint, remove arsppend subordinate officers, employees
and agents



(6) To adopt from time to timechustock, option, stock purchase, bonus or othempemsation plans for directors, officers,
employees and agents of the Corporation and itsidialoies as it may determin

@) To adopt from time to timechunsurance, retirement, and other benefit planslifectors, officers, employees and ag
of the Corporation and its subsidiaries as it metginine; and

(8) To adopt from time to timguéations, not inconsistent with these Bylaws,tfe management of the Corporation’s
business and affair

Section 9 Compensation of Directars

Directors, as such, may receive, purst@rgsolution of the Board of Directors, fixed $e@nd other compensation for their services as
directors, including, without limitation, their séces as members of committees of the Board ofdiirs.

Section 10. “ Retirement/Director Emeritus

No individual director shall stand forekection to the Board of Directors following hisker 72nd birthday.

Any Director of this Corporation who ceago be such Director and who has attained thefge years with 12 years of continuous
service with the Company or any of its affiliateshas become incapacitated before the age of &2 Jom elected by the Board of Directors
‘Director Emeritus’ and such persons who acceph flection shall serve for life or until removedaalvisors and consultants to the Board of
Directors of this Corporation, and, when invitedaynsit with the Board of Directors at regular megs and discuss any questions under
consideration provided, however, that such DireEimeritus shall cast no vote.”

ARTICLE Ill - COMMITTEES

Section 1 Committees of the Board of Directors

The Board of Directors, by a vote of gangy of the Board of Directors, may from timetime designate committees of the Board,
with such lawfully delegable powers and dutiestdlsareby confers, to serve at the pleasure oBtied and shall, for these committees and
any others provided for herein, elect a directadicgctors to serve as the member or members, misig, if it desires, other directors as
alternate members who may replace any absentqualifed member at any meeting of the committAey committee so designated may
exercise the power and authority of the Board @é€iors to declare a dividend, to authorize theasse of stock or to adopt a certificate of
ownership and merger pursuant to Section 253 oD#laware General Corporation Law if the resolutidrich designates the committee or a
supplemental resolution of the Board of Directdrallso provide. In the absence or
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disqualification of any member of any committee ang alternate member in his or her place, the neembmembers of the committee
present at the meeting and not disqualified fromingy whether or not he or she or they constitutga@um, may by unanimous vote appoint
another member of the Board of Directors to ath@atmeeting in the place of the absent or disqgadliihember.

Section 2 Conduct of Business

Each committee may determine the proaddutes for meeting and conducting its businesssirall act in accordance therewith,
except as otherwise provided herein or requirethlyy Adequate provision shall be made for not@enembers of all meetings; one-third
(1/3) of the members shall constitute a quorumsamtbe committee shall consist of one (1) or twar{gmbers, in which event one (1)
member shall constitute a quorum; and all matteasl be determined by a majority vote of the meralgesent. Action may be taken by any
committee without a meeting if all members themarisent thereto in writing, and the writing or wngs are filed with the minutes of the
proceedings of such committee.

Section 3 Nominating Committee

The Board of Directors shall appoint aNioating Committee of the Board, consisting of less than three (3) members. The
Nominating Committee shall have authority: (ajeeiew any nominations for election to the Boardakctors made by a stockholder of
Corporation pursuant to Section 6(c)(ii) of Arti¢lef these Bylaws in order to determine complianit such Bylaw, and (b) to recommend
to the Whole Board nominees for election to therBax Directors to replace those directors whoseseexpire at the annual meeting of
stockholders next ensuing.

ARTICLE IV - OFFICERS

Section 1 Generally

(a) The Board of &itors as soon as may be practicable after theehmmeeting of stockholders shall choose a Chairman
of the Board and a Chief Executive Officer, a Rtest, one or more Vice Presidents, a Secretaraarréasurer and from time to time may
choose such other officers as it may deem propke Chairman of the Board shall be chosen from antba directors. Any number of
offices may be held by the same person.

(b) The term of offiof all officers shall be until the next annulalcéion of officers and until their respective sessors
are chosen but any officer may be removed fronteféit any time by the affirmative vote of a majodf the authorized number of directors
then constituting the Board of Directors.

(c) All officers cben by the Board of Directors shall have such pswaad duties as generally pertain to their respecti
offices, subject to the specific provisions of this



ARTICLE IV. Such officers shall also have such gosvand duties as from time to time may be condieosethe Board of Directors or by a
committee thereof.

Section 2 Chairman of the Board of Directors

The Chairman of the Board shall, subje¢he provisions of these Bylaws and to the dioacof the Board of Directors, unless the
Board has designated another person, when preseatitpreside at all meetings of the stockholdéth® Corporation. The Chairman of the
Board shall perform all duties and have all powehnich are commonly incident to the office of theaiman of the Board or which are
delegated to him or her by the Board of Directdfi® or she shall have power to sign all stock fiesties, contracts and other instruments of
the Corporation which are authorized.

Section 3 President and Chief Executive Officer

The President and the Chief Executived®ff(the “President”) shall have general respadlisilfor the management and control of the
business and affairs of the Corporation and steaflopm all duties and have all powers which are wamly incident to the offices of
President and Chief Executive Officer or which deéegated to him or her by the Board of Directd®sibject to the direction of the Board of
Directors, the President and Chief Executive Offglgall have power to sign all stock certificatemntracts and other instruments of the
Corporation which are authorized and shall haveegdrsupervision of all of the other officers (atligan the Chairman of the Board),
employees and agents of the Corporation.

Section 4 Vice President

The Vice President or Vice Presidentdl gleaform the duties of the President in his aleseor during his inability to act. In addition,
the Vice Presidents shall perform the duties artase the powers usually incident to their respediffices and/or such other duties and
powers as may be properly assigned to them by tlaedBof Directors, the Chairman of the Board orRhesident. A Vice President or Vice
Presidents may be designated as Executive Vicédergr Senior Vice President.

Section 5 Secretary

The Secretary or Assistant Secretaryl gmle notices of meetings, shall keep their nasushall have charge of the seal and the
corporate books, shall perform such other dutiesex@rcise such other powers as are usually inttdesuch office and/or such other duties
and powers as are properly assigned thereto bBdhed of Directors, the Chairman of the Board @ Bresident. Subject to the direction of
the Board of Directors, the Secretary shall haeeptbwer to sign all stock certificates.

Section 6 Treasurer
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The Treasurer shall be the ComptrollethefCorporation and shall have the responsitititynaintaining the financial records of the
Corporation. He or she shall make such disbursesyadrthe funds of the Corporation as are authdramed shall render from time to time an
account of all such transactions and of the firglramndition of the Corporation. The Treasuretlsiiao perform such other duties as the
Board of Directors may from time to time prescrilf&ubject to the direction of the Board of Direstdhe Treasurer shall have the power to
sign all stock certificates.

Section 7 Assistant Secretaries and Other Officer

The Board of Directors may appoint onenoire assistant secretaries and such other offrdeosshall have such powers and shall
perform such duties as are provided in these Bylaves may be assigned to them by the Board otclirs, the Chairman of the Board or
President.

Section 8 Action with Respect to Securities ohé&tCorporations

Unless otherwise directed by the BoarBioéctors, the President or any officer of the @wation authorized by the President shall
have power to vote and otherwise act on behali@Qorporation, in person or by proxy, at any nmgetif stockholders of or with respect to
any action of stockholders of any other corporatiowhich this Corporation may hold securities atiderwise to exercise any and all rights
and powers which this Corporation may possess désoreof its ownership of securities in such otleeparation.

ARTICLE V - STOCK

Section 1 Certificates of Stock

Each stockholder shall be entitled t@dificate signed by, or in the name of the Corfioraby, the Chairman of the Board or the
President, and by the Secretary or an Assistamegayg, or any Treasurer or Assistant Treasuretifyiag the number of shares owned by
him or her. Any or all of the signatures on theifieate may be by facsimile.

Section 2 Transfers of Stock

Transfers of stock shall be made onlynugh@ transfer books of the Corporation kept abféine of the Corporation or by transfer
agents designated to transfer shares of the sfdble €orporation. Except where a certificates®lied in accordance with Section 4 of Art
V of these Bylaws, an outstanding certificate fir humber of shares involved shall be surrendenedaincellation before a new certificate is
issued therefor.

Section 3 Record Date
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In order that the Corporation may detamrthe stockholders entitled to notice of or teevatt any meeting of stockholders, or to receive
payment of any dividend or other distribution dothent of any rights or to exercise any rightsdéapect of any change, conversion or
exchange of stock or for the purpose of any othwful action, the Board of Directors may fix a retdate, which record date shall not
precede the date on which the resolution fixingréeard date is adopted and which record date sbalbe more than sixty (60) nor less than
ten (10) days before the date of any meeting ak$tolders, nor more than sixty (60) days priorie time for such other action as
hereinbefore described; provided, however, thabifecord date is fixed by the Board of Directting, record date for determining
stockholders entitled to notice of or to vote ateeting of stockholders shall be at the close sfriass on the day next preceding the day on
which notice is given or, if notice is waived, hétclose of business on the next day precedinddii®n which the meeting is held, and, for
determining stockholders entitled to receive paynoéany dividend or other distribution or allotmem rights or to exercise any rights of
change, conversion or exchange of stock or foradhgr purpose, the record date shall be at the dbbusiness on the day on which the
Board of Directors adopts a resolution relatingete

A determination of stockholders of recerditled to notice of or to vote at a meetingtotkholders shall apply to any adjournment of
the meeting; provided, however, that the Board iné®@ors may fix a new record date for the adjodrmeeting.

Section 4 Lost, Stolen or Destroyed Cetrtificates

In the event of the loss, theft or degtinn of any certificate of stock, another may $&uied in its place pursuant to such regulations as
the Board of Directors may establish concerningpad such loss, theft or destruction and concegnire giving of a satisfactory bond or
bonds of indemnity.

Section 5 Regulations

The issue, transfer, conversion and tedien of certificates of stock shall be goverfgdsuch other regulations as the Board of
Directors may establish.

ARTICLE VI - NOTICES

Section 1 Notices

Except as otherwise specifically providedein or required by law, all notices requiredéogiven to any stockholder, director, officer,
employee or agent shall be in writing and may iargunstance be effectively given by hand delivieryhe recipient thereof, by depositing
such notice in the mails, postage paid, or by senduch notice by prepaid telegram or mailgramtioeiocourier. Any such notice shall be
addressed to such stockholder, director, officgpleyee or agent at his or her last known addreskeasame appears on the books of the
Corporation.
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The time when such notice is received, if handvéetid, or dispatched, if delivered through the sailby telegram or mailgram or other
courier, shall be the time of the giving of theioet

Section 2 Waivers

A written waiver of any notice, signed dgtockholder, director, officer, employee or agemether before or after the time of the e'
for which notice is to be given, shall be deemeudivexient to the notice required to be given to ssitkholder, director, officer, employee or
agent. Neither the business nor the purpose ofresting need be specified in such a waiver.

ARTICLE VII - MISCELLANEOUS

Section 1 Facsimile Signatures

In addition to the provisions for usefadsimile signatures elsewhere specifically auttetiin these Bylaws, facsimile signatures of
officer or officers of the Corporation may be usdienever and as authorized by the Board of Dirsatol committee thereof.

Section 2 Corporate Seal

The Board of Directors may provide aahli¢ seal, containing the name of the Corporatidrich seal shall be in the charge of the
Secretary. If and when so directed by the Boardigdctors or a committee thereof, duplicates efgkal may be kept and used by the
Treasurer or by an Assistant Secretary or an assigi the Treasurer.

Section 3 Reliance Upon Books, Reports and Risor

Each Director, each member of any conamittesignated by the Board of Directors, and eHidepof the Corporation shall, in the
performance of his or her duties, be fully protddterelying in good faith upon the books of accooinother records of the Corporation and
upon such information, opinions, reports or statesmeresented to the Corporation by any of itscefi or employees, or committees of the
Board of Directors so designated, or by any otleesgn as to matters which such director or comeittember reasonably believes are w
such other person’s professional or expert competand who has been selected with reasonable ganedn behalf of the Corporation.

Section 4 Fiscal Year

The fiscal year of the Corporation shwllas fixed by the Board of Directors.
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Section 5 Time Periods

In applying any provision of these Bylawisich requires that an act be done or not be dsecified number of days prior to an event
or that an act be done during a period of a smetiiumber of days prior to an event, calendar dhgh be used, the day of the doing of the
act shall be excluded, and the day of the everitishancluded.

ARTICLE VIII - AMENDMENTS

The Board of Directors may amend, alterepeal these Bylaws at any meeting of the Bganayided notice of the proposed change
was given not less than two days prior to the mgetiThe stockholders shall also have power to d@malter or repeal these Bylaws at any
meeting of stockholders provided notice of the psgal change was given in the notice of the meepirayided, however, that,
notwithstanding any other provisions of the Bylawany provision of law which might otherwise permiesser vote or no vote, but in
addition to any affirmative vote of the holdersaalfy particular class or series of the voting st@cjuired by law, the Certificate of
Incorporation, any Preferred Stock designatiorhesé Bylaws, the affirmative votes of the holddratdeast 80% of the voting power of all
the then-outstanding shares of the Voting Stockngdogether as a single class, shall be requoedter, amend or repeal any provisions of
these Bylaws.

The above Bylaws are effective as of Nober 21, 1995, the date of incorporation of Oceaartcial Corp., as amended June 16, 1999
to change the corporate title from Ocean Finar@@p. to OceanFirst Financial Corp. as amended May000 to add director qualificatio
and as amended January 22, 2003 to add mandativeyrrent requirement for directors.

/s/ JoHNK. K ELLY

John K. Kelly
Corporate Secretary

January 22, 200

Date
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Exhibit 3.3

CERTIFICATE OF OWNERSHIP
MERGING
OCEAN INTERIM, INC.
INTO
OCEAN FINANCIAL CORP.
(PURSUANT TO SECTION 253 OF THE
CORPORATION LAW OF DELAWARE)

Ocean Financial Corp., a corporation iposated on the 2% day of November, 1995, pursuant to the provisidrta® Generall
Corporation Law of the State of Delaware does heoeltify that this corporation owns all the capgtock of Ocean Interim, Inc., a
corporation incorporated under the laws of theestdtDelaware, and that this corporation, by resmhs of its Board of Directors duly
adopted at a meeting held on theday of June 1999, and attached hereto, determinadd did merge into itself said Ocean Interim, Inc
which resolutions are in the following word to wit:

WHEREAS, Ocean Financial Corp. (the “Camyg’), a corporation organized and existing untlerlaws of the State of Delaware
lawfully owns all of the outstanding stock of itghsidiary, Ocean Interim, Inc. (the “Subsidiaryéhd

WHEREAS, the Board of Directors of then@fmny and the Subsidiary have deemed it to beeibéist interests of both the Company
and its Subsidiary for the Subsidiary to merge \aitkl into the Company (the “Subsidiary Merger”)lan

WHEREAS, it is the understanding of theaRl that pursuant to the Subsidiary Merger, Odetamim, Inc. will merge with and into tf
Company, with the Company being the surviving gntind the Company will continue its existence unlle laws of the State of Delaware;
and

WHEREAS, it is also understood by the Blafat pursuant to §253(b) of the General Corpamdtaw of the State of Delaware, the
Company will change its corporate name to “OceamfFmancial Corp.” and that it will continue toeypte under its Certificate of
Incorporation and Bylaws in effect as of the effexztdate of the Subsidiary Merger; and

WHEREAS, all assets and property (reatspnal, and mixed, tangible and intangible, cheaseaction, rights, and credits) owned by
Ocean Interim, Inc. at the effective date of théssdiary Merger shall immediately become the propef the Company, and the Company
shall be deemed to be a continuation of Oceaniinténc., the rights and obligations of which ahd tuties and liabilities connected
therewith shall succeed to the Company; and

WHEREAS, the Subsidiary Merger does ffifgiot any reclassification or change of any outdiag stock of the Company, and no
shares of the Company’s stock are to be issueéliveded in the Subsidiary Merger.
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NOW THEREFORE, BE IT RESOLVED, that thebSidiary Merger be, and hereby is, approved aogtad in accordance with the
foregoing terms and effective upon the date thaQhrtificate of Ownership is filed with the Seargtof the State of Delaware, and that the
President and Chief Executive Officer, and sucleottificers as he designates (the “Officers”),aunthorized and directed to make, execute
and file said Certificate of Ownership; and

BE IT FURTHER RESOLVED, that the Officaakthe Company be, and hereby are, authorizedlaadted to take all action necess
and proper to effect the Subsidiary Merger; and

BE IT FURTHER RESOLVED, that any actidaken by the Officers of the Company prior hereteeilation to the Subsidiary Merger
are ratified, approved and confirmed; and

BE IT FURTHER RESOLVED, that pursuanSection 253(b) of the General Corporation Law ef $tate of Delaware, the corporate
title of the Company upon the filing of the Cer#ie of Ownership shall be changed to “OceanFirgtrieial Corp.”

IN WITNESS THEREOF, the Company has cdubés certificate to be signed by its Executived/President and attested by its
secretary, and its corporate seal to be hereteeaffithe 9" day of September, 1999.

By: /sl MICHAEL J. FITZPATRICK

Michael J. Fitzpatrick
Executive Vice President,

Chief Financial Officer

ATTEST:
/s/ JonN K. K ELLY
John K. Kelly
Secretary
(Seal)



RESOLUTIONS OF THE BOARD OF DIRECTORS OF OCEAN FINEIAL CORP.
TO CHANGE CORPORATE TITLE THROUGH A SHORT FORM MEER

WHEREAS, for the benefit of the Institution, itsaskholders, employees and community members, thedBd Directors and Senior
Management of Ocean Federal Savings Bank (the “Baallong with professional consultants retainediry Bank, have been conducting
ongoing analysis and research into how to bettatify and associate the name and image of th& Barsubsidiaries, Website and the
products and services it offers with the membethefcommunities within which it conducts its buesis; and

WHEREAS, at the request of the Bank,Bbard of Directors has approved a change to thé&’Baorporate title from Ocean Federal
Savings Bank to OceanFirst Bank; and

WHEREAS, the Bank has approved a changleet corporate titles of its subsidiaries to likewcorrespond to the Bank’s corporate
title; and

WHEREAS, the Board of Directors is of thj@nion that it is in the best interests of Oc&arancial Corp. (the “Company”) that a
change to the Company’s corporate title be adojotée consistent with the corporate title of th@Band its subsidiaries; and

WHEREAS, the Board of Directors has deiaed that, to avoid the expense of holding a stolder vote on an amendment to the
Company’s Certificate of Incorporation, it is iretbest interests of the Company to create a salpgidf the Company (the “Subsidiary”) and
subsequently to merge the Subsidiary with andtimoCompany, pursuant to Section 253 of the Delav@aneral Corporation Law, which
permits the Company as the surviving corporatiosumh a merger to change its corporate title withlog need for a vote of stockholders of
the Company; and

WHEREAS, the Board of Directors of then@mny is also of the opinion that to advance tHdippurposes for which the Ocean
Federal Foundation (the “Foundation”) was establislas well as insure consistency and avoid comfiugi would be appropriate to
recommend to the Board of Directors of the Fourmaetinat the Foundation change its corporate titleotrrespond to the corporate title
changes to the Company, the Bank and its subsadiari

ON MOTION DULY MADE, SECONDED AND UNANIMDUSLY CARRIED, it was

RESOLVED, that the Certificate of Incoration and Bylaws of Ocean Financial Corp. (the fgany”) be amended to change the
corporate title from Ocean Financial Corp. to Odeest Financial Corp., subject to compliance wiik tequirements of the General
Corporation Law of the State of Delaware.

FURTHER RESOLVED, that the Board of Diaes hereby approves the creation of a subsidiitgeoCompany under Delaware law
and a merger between the Company and the substdidey created for the sole purpose of effectimgriime change.

FURTHER RESOLVED, that the President @mif Executive Officer or his designees is dirddietake any and all actions necessary
to establish a subsidiary of the Company for thegppse of merging with and into the Company so affectuate the change in the corporate
titte of the Company; and



FURTHER RESOLVED, that the President @mief Executive Officer or his designees be, angélweis authorized to execute, deliver
and file any agreement, instrument, certificatamy other document and to take any other actionstizh officer may deem necessary,
convenient or appropriate in order to carry outititent and purpose of the preceding resolutiontareffectuate the transactions
contemplated thereby, including selecting and xéisgra corporate name for the Subsidiary; and

FURTHER RESOLVED, that the Company ishatized to subscribe for ten shares of Common Steakvalue $0.01 per share, of the
Subsidiary upon its organization.

FURTHER RESOLVED, that a recommendatiersbbmitted to the Board of Directors of the Oceaderal Foundation by the
Company that the Foundation’s corporate title kengied to correspond to the corporate title of OeganFinancial Corp., OceanFirst Bank
and its subsidiaries.

SECRETARY'S CERTIFICATE

The undersigned hereby certifies thaishtbe Corporate Secretary of Ocean Financial Carporporation organized and existing under
the laws of the State of Delaware; that the fonegas a true and correct copy of resolutions adbptea meeting of the Board of Directors of
said corporation held on June 16, 1999, at whichtimg a quorum was at all times present and activai;the passage of said resolutions
in all respects legal; and that said resolutioesimfull force and effect.

Date: June 16, 19¢ /s/ JouNK. K ELLY

John K. Kelly
Secretary



Financial Highlights
(dollars in thousands, except per share amounts)

At or For The Year Ended December 31, 2002 2001 2000

Selected Financial Condition Data:

Total asset $ 1,743,669 $ 1,763,661 $ 1,640,21
Loans receivable, ni 1,335,89! 1,300,88 1,136,87!
Deposits 1,184,83i 1,109,04. 1,104,18:
Stockholder' equity 135,30! 146,72¢ 157,73t
Selected Operating Data

Net interest incom 60,83: 55,01: 49,69
Nor-interest incomt 10,857 12,92t 6,14¢
Non-interest expens 40,14 39,04¢ 31,64¢
Net income 20,14 18,15¢ 16,38:
Diluted earnings per sha 1.47 1.2 1.0Z
Selected Financial Ratios

Stockholder equity per common sha 9.8: 9.92 9.4¢
Cash dividend per sha .69 .5€ A8
Stockholder equity to total assets (capital rat 7.7¢% 8.32% 9.62%
Return on average ass 1.1¢ 1.0¢ 1.01
Return on average stockholc’ equity 14.31 12.01 10.4¢
Average interest rate spre 3.4z 2.97 2,78
Net interest margil 3.7C 3.37 3.2C
Operating expenses to average as 2.32 2.2¢ 1.9¢
Operating efficiency rati 56.0( 57.4¢ 56.61
Non-performing loans to total loans receiva A8 A€ .25
Actual contributions to stockholders’ equity and resultant cash earnings datd?:

Cash earning $ 23,29¢ $ 21,95 $ 19,42¢
Diluted cash earnings per shi 1.7C 1.4¢ 1.21
Return on average ass 1.35% 1.2% 1.2(%
Return on average stockholc’ equity 16.5¢ 14.52 12.3¢
Operating efficiency rati 50.7¢ 49,9« 48.9¢

(1) Cash earnings are determined by adding (net ofgpt@reported earnings the noncash expenses stegrfroim the amortization and
appreciation of allocated shares in the Comy’s stocl-related benefit plans and the amortization of irgidfate assets

Earnings Per Share(EPS)
[GRAPHIC APPEARS HERE]

Return On Equity (ROE)
[GRAPHIC APPEARS HERE]
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Letter to our Shareholders
March 21, 2003

DEAR FELLOW SHAREHOLDERS:

Throughout 2002, OceanFirst Financial stayed fotwseits mission of building value for its shareters. Although the year was turbulent,
we again delivered strong financial results andegally surpassed the targets we had set, solidjifgur position as the preeminent provide
financial services to the Central Jersey Shore conityn Additionally, in response to some troublingtances of corporate malfeasance
across the nation, we bolstered our corporate gavee practices. | am pleased to review theseeements with you, as well as discuss our
plans to build additional value for your OceanFinstestment.

HITTING OUR TARGETS

Consistently hitting our annual financial targess Ibuilt credibility with our investors and marlosiservers. A perennial target of our
business plan is earnings per share (EPS) grovatheatb%. We surpassed it, posting growth of 19.5%t income grew to $20.1 million
and return on average stockholders’ equity readde8?. Both were new records. This strong peréoroe funded two increases in our
quarterly cash dividend and fostered market re¢mgnof our consistent earnings growth. The resals a 39.4% appreciation in the market
price of our shares during the year. Share pppeexiation and dividends combined to producea &itareholder return for the year of
44.9% - which was especially satisfying becauseynsamilar financial companies reported flat or niagatotal returns.

Core deposit growth also surpassed our targegasing by 25.6%, a total of $144.1 million, angedr-end represented 59.6% of our deposit
base versus only 33.0% in 1997. Especially inlthisinterest rate environment, core deposits @ss interest-rate-sensitive than CDs and
have long been targeted as a stable source ofrfgridi our operations.

Commercial loans outstanding grew 32.6%, on taiarehe year, and continued to move our loan pbafcomposition toward a more
desirable mix of credits.

Annual Cash Dividends Per Share
[GRAPHIC APPEARS HERE]

Core Deposit Ratio
[GRAPHIC APPEARS HERE]
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Hitting the mark . In 2002, we surpassed our target goals in manfppnance areas despite a volatile financial déndy consistently
concentrating on core strengths and zeroing inoompetitive opportunities, OceanFirst once agaiivdetd what was promised.

“... diversifying the loan portfolio enhances our taleasset yield and decreases our sensitivityptierést rate risk.”

Commercial loans comprised 16.2% of total loangeatr-end compared to just 3.6% in 1997, tempetieglbminant position of our single-
family residential mortgages. This strategy ofedsifying the loan portfolio enhances our overafiet yield and decreases our sensitivity to
interest rate risk. As for residential mortgagesprd originations during the year generated ksafes of mortgage loans into the secondary
market. We used these funds to reduce and reasteustir wholesale borrowings, thereby further mamgagur exposure to the potential for
increased interest rates.

Non-performing assets decreased over the year, keepingsset quality pristine. At December 31, 20@®-performing assets represented
only 0.16%
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“Our Board also responded to the scandals repattether companies, adopting a ‘best practicestagmh that reinforced our emphasis on
maintaining the highest ethical standards at OdesiriF

of total assets. Our allowance for loan lossesdoe374.8% of non-performing loans at year-enthding our reserves to a much stronger
position.

We also achieved our goal of expanding top-linenexe, which is critical for sustaining earningsvgfta Net interest income rose an
impressive 10.6%. And our average net interesgimgnet interest income as a percentage of avenagest-earning assets) grew to 3.70%
from 3.37% in what was a very difficult operatingvgonment. These gains brought new strength tarmome statement.

FOCUS ON CORPORATE GOVERNANCE

In response to several corporate fraud and acewystiandals that came to light last year, Congrassed the Sarbanes-Oxley Act of 2002.
This legislation set forth new requirements for Ipzip traded companies in the areas of corporaiegtance and reporting. Our Board also
responded to the scandals reported at other coemaadopting a “best practices” approach thatoetefd our emphasis on maintaining the

highest ethical standards at OceanFirst.

Fully recognizing its obligation to act in the begtrests of the stockholders, the Board draftetted and adopted a formal Corporate
Governance Policy. The policy sets forth the dugied responsibilities of the Board itself, as waslthose of its various committees and each
individual director. It further provides for a ndatory director retirement policy, which prohibit88oard member from standing for election
following his or her 72nd birthday. The policy té@s annual self-assessment of the Board’s pediooa, and recognizes the overriding
importance of ensuring that Board members are ctenpevell informed and independent.

As a corollary to this policy, the Board has alstablished a new standing Board committee to deatttly with corporate governance matt
on a continuing basis. The charter for the newrodtee-along with redrafted charters for the
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Earning your trust. Regrettably, fraud and accounting scandals uncavareughout the year left many Americans worribdw their
financial future. In addition to our long-standirgputation for sound, best practices managememtDteanFirst Financial Corp. Board has
established a Corporate Governance Committee tatongerformance, legal and regulatory compliance.

[PHOTO OF JOHN R. GARBARINO]
[PHOTO OF JOHN E. WALSH]
[PHOTO OF DONALD E. MCLAUGHLIN, CPA]

John R. Garbarino
Chairman of the Board,
President & CEO

John E. Walsh
Chairman, Corporate
Governance Committee

Donald E. McLaughlin, CPA
Chairman,
Audit Committee

Board’s Audit and Human Resources/Compensation Atees-all have been crafted to clearly define aotability and ensure that sound,
effective governance procedures are employed aaribdest Financial.

| am also proud to report that the Board has maitdid itself to merely following the strict requinents of the Sarbanes-Oxley Act and the
SEC and NASDAQ rules emerging from that legislatidime Board has taken bold steps beyond basiclémmep. Good governance has
become a key strategy for OceanFg®0oard, and shareholders can take comfort in kmgwhat not just the letter but also the spirit ardnt
of the law are recognized at the Company.
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“...we have bolstered our credibility by establishgigar goals and then consistently achieving them.”
LOOKING AHEAD

Since our 1996 initial public offering, OceanFiFshancial has achieved some measure of succesmsfdrming itself into a high-
performing, community-focused financial servicegasization. We have discussed how we have botstarecredibility by establishing
clear goals and then consistently achieving theooking ahead, we intend to focus on several keytesgic and financial targets that will
keep us moving forward.

e Annual EPS Growth in Excess of 15%Consistent EPS growth of this magnitude has alvoagn a critical component of our equation
for creating shareholder value. Since becomingldipcompany, OceanFirst has increased EPS ana@ond annual rate of 20%,
generating substantial shareholder value.

e Ongoing Balance Sheet Restructuring Growing core deposits and making commercial tsealiarger share of our loan portfolio
remain central to our operating philosophy. Thelittonal strategy for our community bank has bieefulfill the financial needs of our
consumer banking market. However, in our constiidanarkets, we also have achieved good resutts aur supplemental strategy of
establishing new relationships in the businessgamvernment community to drive balance sheet groMife are continuing to execute this
strategy in a disciplined manner, and over timeewgect to see core deposits and commercial loacanie 70% and 20% of their respective
total portfolios.

» Risk Management.Controlling its exposure to credit risk and inténmede risk is vital to the Company’s long-termbildy and earnings
performance. Particularly in the current operatngironment, it will be crucial both to maintaimpgrior credit quality in our portfolio and
retain our broadened flexibility to adjust to econio uncertainties. Our Asset and Liability grovatid changing composition strategies will
facilitate our achievement of these goals.

Loans Receivable
[GRAPHIC APPEARS HERE]
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The test of time.Since 1902, OceanFirst has held strong throughgeharhallenges and continued growth. Today, akatigest full-service
financial institution headquartered along New Jgsseentral coast, we continue to serve our custerard shareholders alike with our rock-
steady commitment to helping you reach your goals.

» Community Involvement. Participation in our community has been one oftfamiimarks, and local involvement must continue¢ab
primary component of our annual plans. In 2002yweee honored and proud to have been hamed Coephéianthropist of the Year by the
New Jersey Community Foundation in recognitionhefwork of our OceanFirst Foundation. The Compaestgblished the foundation

1996. During the past six years, the foundatianfhaneled more than $7 million back into the comitythrough grants. During 2003,
OceanFirst Foundation expects to commit up to aitiadal $2 million of aid to community organizatie. But the Company’s involvement
is not limited to the financial. It's personalasll, since OceanFirst officers and staff take
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Giving back to the community.Joining the ranks of prior honorees like AT&T, Carep) Soup Company, Johnson & Johnson, and Novartis.
OceanFirst Bank was named 2002 Corporate Philgpititrof the Year by the Community Foundation of Niswsey. Since 1996, OceanFirst
has set a new standard for community support arbangs throughout the nation.

a leadership role in many local organizations.alA®f these contributions demonstrate, OceanFérsiains dedicated to taking care of more
than money in the communities it serves.

We are pleased that you have chosen to investishhres of OceanFirst Financial, and we remaimutied to enhancing the value of your
investment. Hitting our financial and strategiytts, taking the initiative to employ best praesién the pursuit of sound corporate
governance, and giving back to the communities ereeshave universally proven to be successfulesiras for us in the past. We expect
these strategies to continue facilitating our noisf building shareholder value.

As always, on behalf of our directors, officers @amdployees, | thank you for your continued support.
Very truly yours,

/s/ JoHN R. GARBARINO

John R. Garbarino
Chairman, President
and Chief Executive Officer
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Selected Consolidated Financial and Other Data ohe Company

The selected consolidated financial and other ofithe 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 elsewheresidtinual Report.

At December 31, 2002 2001 2000 1999 1998

(dollars in thousands)
Selected Financial Condition Data:

Total asset $ 1,743,69: $ 1,763,661 $ 1,640,21 $ 1,590,90 $ 1,561,74.
Investment securities available for s 91,97¢ 80,017 103,53¢ 120,78 137,40!
Federal Home Loan Bank of New York stc 18,70( 23,56( 20,00( 16,80( 16,80(
Mortgagebacked securities available for s 138,65 233,30: 268,04 346,18: 381,84(
Loans receivable, ni 1,335,89: 1,300,88! 1,136,87! 1,042,97! 941,01:
Mortgage loans held for sa 66,62¢ 37,82¢ 35,58¢ — 25,14(
Deposits 1,184,83! 1,109,04. 1,104,18: 1,056,95! 1,035,25:
Federal Home Loan Bank advan 214,00( 272,00( 127,50( 115,00 40,00(
Securities sold under agreements to repurc 184,58« 212,33. 236,49: 239,86 272,10¢
Stockholder equity 135,30! 146,72¢ 157,73t 167,53( 197,74(
For the Year Ended December 31, 2002 2001 2000 1999 1998

(dollarsin thousands; except per share amounts)
Selected Operating Data

Interest incom: $ 108,45t $ 118,16( $ 116,10! $ 107,34" $ 105,55°
Interest expens 47,62¢ 63,14¢ 66,41: 58,80¢ 61,39¢
Net interest incom 60,83: 55,012 49,69: 48,53¢ 44,15¢
Provision for loan losse 1,65( 1,25( 98t 90cC 90C
Net interest income after provision for loan los 59,18: 53,76: 48,70¢ 47,63¢ 43,25¢
Other income 10,857 12,92 6,14~ 5,22¢ 2,411
Operating expens 40,14« 39,04¢ 31,64t 27,85: 25,45]
Income before provision for income tay 29,89t 27,63¢ 23,20¢ 25,01: 20,21:
Provision for income taxe 9,752 9,48( 6,82¢ 8,66t 7,24(
Net income $ 20,14: $ 18,15¢ $ 16,38: $ 16,347 $ 12,97:
Basic earnings per she $ 157 $ 1.3C $ 1.0€ $ 91 $ .65
Diluted earnings per sha $ 147 $ 12t $ 1.0z $ 8¢ $ .63

Selected Consolidated Financial and Other Datatifuoed)
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Selected Consolidated Financial and Other Data ohe Company (continued)

At or For the Year Ended December 31, 2002 2001 2000 1999 1998

Selected Financial Ratios and Other Datéb:
Performance Ratios:

Return on average ass 1.16% 1.06% 1.01% 1.04% 0.85%
Return on average stockholc’ equity 14.31 12.01 10.4¢ 8.9(C 6.3€
Stockholder' equity to total asse 7.7¢€ 8.32 9.62 10.5: 12.6¢€
Tangible equity to tangible ass: 7.67 8.2 9.52 10.4¢ 12.61
Average interest rate spre&d 3.4z 2.97 2.7¢ 2.7¢ 2.3¢
Net interest margi(®) 3.7¢ 3.37 3.2C 3.2 2.9¢
Average interest-earning assets to average inter

bearing liabilities 109.7¢ 110.3: 110.3¢ 112.9¢ 114.3¢
Operating expenses to average as 2.32 2.2¢ 1.9¢ 1.7¢ 1.6€
Operating efficiency ratié" 56.0( 57.4¢ 56.67 51.8( 54.67

Asset Quality Ratios:
Non-performing loans as a percent of total loans

receivable®)(©) 0.1¢ 0.4€ 0.2t 0.2¢ 0.5¢€
Non-performing assets as a percent of total as¥ets 0.1¢ 0.3¢€ 0.1¢ 0.21 0.3
Allowance for loan losses as a percent of totah$o

receivable® 0.71 0.77 0.77 0.7¢ 0.7€
Allowance for loan losses as a percent of totalknon

performing loans® 374.7¢ 167.4¢ 312.6: 275.4¢ 137.5¢
Per Share Data
Dividends per common sha $ 6S $ 5€ $ A48 $ 3€ $ .31
Book value per common share at end of pe 9.8: 9.92 9.4¢ 8.8t 9.01
Tangible book value per common share at end of

period 9.72 9.81 9.3¢ 8.8( 8.97
Number of full-service customer facilities 17 16 14 13 11

(1)  With the exception of end of year ratios, all ratéve based on average daily balan

(2) The average interest rate spread represents fieectli€e between the weighted average yield ondsterarning assets and the
weighted average cost of intel-bearing liabilities

(3) The netinterest margin represents net intereshiiecas a percentage of average int-earning asset

(4) Operating efficiency ratio represents the ratiopérating expenses to the aggregate of other inemmaet interest incom

(5) Total loans receivable includes loans receivabtklaans held for sale, net of undisbursed loanduddferred loan fees and
unamortized discounts/premiun

(6) Non-performing assets consist of non-performing lcamd real estate acquired through foreclosure (“RE®lbn-performing loans
consist of all loans 90 days or more past due &mer doans in the process of foreclosure. It s@ompany’s policy to cease accruing
interest on all such loan
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Management’s Discussion and Analysis of Financial@dition and Results of Operations

General

OceanFirst Financial Corp. (the “Company” or “OCK@&'the holding company for OceanFirst Bank (tBarik”). On August 17, 1995, the
Board of Directors (the “Board”) of the Bank adapte Plan of Conversion, as amended, to convert &dederally chartered mutual savings
bank to a federally chartered capital stock saviaysk with the concurrent formation of a holdingngany (the “Conversion”).

The Conversion was completed on July 2, 1996 wighissuance by the Company of 25,164,235 shariés @dmmon stock in a public
offering to the Bank’s eligible depositors and Benk’'s employee stock ownership plan (the “ESORZhncurrent with the close of the
Conversion, an additional 2,013,137 shares of comstack (8% of the offering) were issued and dahatethe Company to OceanFirst
Foundation (the “Foundation”), a private foundatiedicated to charitable purposes within Ocean §oiNew Jersey and its neighboring
communities.

On August 18, 2000 the Bank acquired Columbia Eegiittd. (“Columbia”), a mortgage banking compdaged in Westchester County,
New York in a transaction accounted for as a pugehaolumbia offers a full product line of resiti@hmortgage loans in New York, Ne
Jersey and Connecticut. Loans are originated gtrdour retail branches, a web site and a netwbrkdependent mortgage brokers. The
fourth office, in Islandia, New York on Long Islamés added in September 2002. The Company’s ddasedl results of operations include
Columbia’s results commencing on August 18, 2000.

The Company conducts business, primarily througjlovtnership of the Bank which operates its admtisie/branch office located in Toms
River and sixteen other branch offices. Fourtdeh@seventeen branch offices are located in OCGzamty, New Jersey, with two branches
in Monmouth County and one in Middlesex County.

Strategy

The Company operates as a consumer-oriented bahkastrong focus on its local community. The B@nthe oldest and largest
community-based financial institution headquartere@cean County, New Jersey. The Company compategenerally larger and out-of-
market financial service providers through thisaldocus and the delivery of superior service. ifiddally, over the past few years, the
Company has developed a more pro-active salesreuhlitoughout the organization.

The Company’s strategy has been to consistenthy grofitability while limiting credit and interesate risk exposure. To accomplish these
objectives, the Company has sought to (1) growdaaneivable through the Bank’s traditional mortgagrtfolio emphasis supplemented by
the offering of commercial lending services to ldmasinesses; (2) grow core deposits (definedlateabsits other than certificates) through
de novo branch expansion and product offerings @pyeto a broadened customer base; (3) increasémerest income by expanding the
menu of fee-based products and services; and {@eBcmanage the Company’s capital position.

With industry consolidation eliminating most logaleadquartered competitors, the Company saw aortymity to fill a perceived void for
locally delivered commercial loan and deposit s@si As such, over the past few years the Compasiyassembled an experienced team of
business banking professionals responsible foriaffecommercial loan and deposit services and nagrictredit card services to businesse
Ocean County and surrounding communities. As @tre§this initiative, commercial loans represehfis.2% of the Bank’s total loans
receivable at December 31, 2002 as compared to308®% at December 31, 1997. The diversificatiothefCompany’s loan products entails
a higher degree of credit risk than is involveaire- to four-family residential mortgage lendingidty. As a consequence of this strategy,
management has developed a well-defined credityfdicusing on quality underwriting and close maragnt and Board monitoring.

The Company seeks to increase core deposit mdrlet i its primary market area by expanding thekBabranch network and improving
market penetration. Over the past six years, thragany has opened eight new branch offices, sixd@an County including a néwanch ir
Jackson which opened during 2002 and two in SontheEmmouth County, the Compagyfirst branches in this county. The Company$s
evaluating additional office sites within its exigf market area.

At December 31, 2002, the eight new branches ningdaan average core deposit mix of 82.3%. Cotewntt development has also
benefited from the Company’s efforts to attractibeiss deposits in conjunction with its commeraéalding operations and from an expanded
mix of retail core account products. As a restithese efforts the Company’s core deposit rat®drawn to 59.6% at December 31, 2002 as
compared to only 33.0% at December 31, 1997. @epesits are generally considered a less expeasiyenore stable funding source than
certificates of deposit.

Management continues to diversify the Companyailretoduct line in order to enhance non-interasbme. During 1998, the Company
began offering alternative investment products @@res and mutual funds) for sale through its teéieanch network. The products are non-
proprietary, sold through a third party vendor, anovide the Company with fee income opportunitigs 1999, the menu of alternative
investment products was expanded to include Igeriance and the Company introduced trust and as®gement services in early 2000.
Finally, the Company has also expanded the nomeisténcome received from small business relatigssincluding merchant services.

Fees and Service Charges
[GRAPHIC APPEARS HERE



OceanFirst Financial Corp. (OCFC) 2002 Annualdre

11



Management’s Discussion and Analysis of Financial@dition and Results of Operationgcontinued)

With post conversion capital levels exceeding 26%nagement recognized the need to address the @gtwpaercapitalized position in
order to improve return on equity. The capital agement plan implemented over the past few yeahsdas the following components: (1)
share repurchases; (2) cash dividends; and (3)eshld leverage. During 2002 the Company complitednth common stock repurchase
program and in August 2002 the Board of Directartharized a tenth repurchase plan for 10% of thetanding common shares, or
1,406,421 shares. From conversion date througlermbker 31, 2002, the Company has repurchased afdtdl0 million common shares,
51.3% of the shares originally issued in the cosieer. The Company has historically targeted a dagtlend payout of 40% to 50% of net
income. The dividend has increased by 170% simeénitial dividend in 1997. The Company has alsed wholesale borrowings to fund
purchases of investment and mortgage-backed sesuaitd, in previous years, the retention of sofgear fixed-rate mortgage loans. The
adoption of this strategy generally increases thm@any’s interest rate risk exposure. As notedwgemanagement seeks to carefully
monitor and assess the Company’s interest rateexgksure while actively managing the balance stw@position.

The capital management plan has successfully reldiheeCompany’s core capital ratio from 19.4% at&msber 31, 1996 to 7.8% at
December 31, 2002 while increasing the Companyigmeon equity from 6.0% for the year ended Decandlie 1997 to 14.3% for the year
ended December 31, 2002. Management believepthdént loan underwriting standards, the contirhigh concentration of lower-risk tb-
4-family mortgage loans, and other effective riskmagement practices will allow the Company to cargito reduce capital levels in the
foreseeable future.

The Company’s results of operations are dependéntgly on net interest income, which is the diffece between the interest income
earned on the Company’s interest-earning asseis,asiloans and investments, and the interest egpanits interest-bearing liabilities, such
as deposits and borrowings. The Company also gesenon-interest income such as income from labes sloan servicing, loan

originations, merchant credit card services, dé@asiounts, the sale of alternative investmentst tind asset management services and othe
fees. The Company’s operating expenses primaoifgist of compensation and employee benefits, @mypand equipment, marketing, and
other general and administrative expenses. Thep@owis results of operations are also significaaffected by general economic and
competitive conditions, particularly changes in kediiinterest 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 maisletrises primarily from interest rate
risk inherent in its lending, investment and deptasiing activities. The Comparsg/profitability is affected by fluctuations in imest rates. s
sudden and substantial change in interest ratesachagrsely impact the Compasyéarnings to the extent that the interest rateseboy asse
and liabilities do not change at the same spedtietsame extent or on the same basis. To thaneathgement actively monitors and
manages interest rate risk exposure.

The principal objectives of the Company’s intemagé risk management function are to evaluaterttezest rate risk included in certain
balance sheet accounts; determine the level obipgkopriate given the Company’s business focusratimg environment, capital and
liquidity requirements and performance objectivaas] manage the risk consistent with Board approuédelines. Through such
management, the Company seeks to reduce the vhilityraf its operations to changes in interesesat The Company monitors its interest
rate risk as such risk relates to its operatingtsties. The Company’s Board of Directors hashéisteed an Asset/Liability Committee
(“ALCO Committee”) consisting of members of the Qmeny’s management, responsible for reviewing the@amy’s asset/liability policies
and interest rate risk position. The ALCO Comneitteeets monthly and reports trends and the Compamigrest rate risk position to the
Board of Directors on a quarterly basis. The extéithe movement of interest rates, higher or lgugean uncertainty that could have a
negative impact on the earnings of the Company.

The Company utilizes the following strategies taange interest rate risk: (1) emphasizing the oagim for portfolio of fixed-rate mortgage
loans having terms to maturity of not more thateéh years, adjustable-rate loans, floating-rateb@toon maturity commercial loans, and
consumer loans consisting primarily of home eqlagns and lines of credit; (2) holding primarilyostiterm and/or adjustable- or floating-
rate mortgage-backed and investment securitiegit{8npting to reduce the overall interest ratesisi@ity of liabilities by emphasizing core
and longer-term deposits; and (4) extending theuriiggs on wholesale borrowings for up to ten yearee Company may also sell 30-year
fixed-rate mortgage loans into the secondary marketletermining whether to retain 30-year fixatie mortgages, management consider
Company’s overall interest rate risk position, Woéume of such loans, the loan yield and the tygesamount of funding sources. The
Company periodically retains 30-year fixed-rate tgage loan production in order to improve yieldd arcrease balance sheet leverage.
During periods when fixed-rate mortgage loan préiduds retained, the Company attempts to exteedhihaturity on part of its wholesale
borrowings for up to ten years. With the substdmtecline in interest rates during 2002, the Camypasumed its practice of selling most 30-
year fixec-rate mortgage loans into the secondary markee Gdmpany currently does not participate in hedgirtgrams, 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 awal\by examining the extent to which such assetdiahilities are “interest rate sensitive”
and by monitoring an institution’s interest ratesvity “gap.” An asset or liability is said tme interest rate sensitive within a specific time
period if it will mature or reprice within that tienperiod. The interest rate sensitivity gap israef as 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 pwsitvhen the amount of interest rate sensitivetasseceeds the amount of interest |



sensitive liabilities. A gap is considered negatileen the amount of interest rate sensitive liilefiexceeds the amount of interest rate
sensitive assets. Accordingly, during
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a period of rising interest rates, an institutiothva negative gap position theoretically would betin as favorable a position, compared to an
institution with a positive gap, to invest in highgelding assets. This may result in the yieldtloa institution’s assets increasing at a slower
rate than the increase in its cost of intetessdring liabilities. Conversely, during a periddailing interest rates, an institution with a a¢ige
gap might experience a repricing of its assetssé\aer rate than its interest-bearing liabilitie$iich, consequently, may result in its net
interest income growing at a faster rate than atitirtion with a positive gap position.

The following table sets forth the amounts of iatrearning assets and interest-bearing liabildigstanding at December 31, 2002 which
were anticipated by the Company, based upon ceasumptions, to reprice or mature in each ofuheré time periods shown. At Decem
31, 2002 the Company’s one year gap was positiv@s2. Except as stated below, the amount of aaseltsiabilities which reprice or
mature during a particular period were determimeddcordance with the earlier of term to repriainghe contractual maturity of the asset or
liability. The table is intended to provide an egppmation of the projected repricing of assets Baidilities at December 31, 2002, on the
basis of contractual maturities, anticipated prepayts, and scheduled rate adjustments within & thmanth period and subsequent selected
time intervals. Loans receivable reflect principalances expected to be redeployed and/or repag@dresult of contractual amortization .
anticipated prepayments of adjustable-rate loaddiaad-rate loans, and as a result of contractatel adjustments on adjustable-rate loans.
Loans were projected to prepay at rates betweén &rid 66.6% annually. Mortgage-backed securitis®wrojected to prepay at rates
between 11.0% and 70.0% annually. Savings accone¢mtiable order of withdrawal (“NOW”) and monmnarket deposit accounts were
assumed to decay, or run-off, at 1.75% per moRtlepayment and decay rates can have a significgradt on the Compang/estimated gay
There can be no assurance that projected prepayatentfor loans and mortgage-backed securitiddwiichieved or that projected decay
rates will be realized.

More than More than More than
3 Months 3 Months 1 Year to 3 Years to More than
At December 31, 2002 or Less to 1 Year 3 Years 5 Years 5 Years Total
(dollarsin thousands)
Interest-earning assetsl) :
Interest-earning deposits and
shor-term investment $ 5,18¢ $ —  $ — 8 —  $ —  $ 5,18¢
Investment securitie 88,43¢ 1,20( — — 10,01: 99,65(
FHLB stock 18,70( 18,70(
Mortgage-backed securitie 29,51( 51,28t 43,42: 9,52 2,662 136,40¢
Loans receivablé&) 268,89( 251,25 442,98: 263,59¢ 183,64( 1,410,36.
Total interest-earning
asset: 392,02! 303,73 486,40t 273,12! 215,01¢ 1,670,30!
Interest-bearing liabilities:
Money market deposit
accounts 6,39¢ 17,27: 34,64 65,65: — 123,96(
Savings account 12,13: 32,76¢ 65,71¢ 124,37¢ — 234,99!
NOW accountt 13,44¢ 36,32¢ 72,85! 138,13¢ — 260,76:
Time depositt 122,63t 187,27( 125,30( 30,62( 13,00: 478,82
FHLB advance! — 30,00( 94,00( 70,00( 20,00( 214,00(
Securities sold under
agreements to repurche 44,58¢ 25,00( 45,00( 35,00( 35,00( 184,58«
Total interest-bearing
liabilities 199,19¢ 328,63 437,51 463,78« 68,00 1,497,13
Interest sensitivity gafy $ 192,82 $ (24,89) $ 48,89: $ (190,659 $ 147,01: $ 173,17¢
Cumulative interest sensitivit
gap $ 192,82° $ 167,93( $ 216,82 $ 26,16¢ $ 173,17¢ $ 173,17¢
Cumulative interest sensitivit
gap as a percent of total
interes-earning asse! 11.5/% 10.05% 12.9¢% 1.57% 10.31% 10.31%

Cumulative interest-earning
assets as a percent of
cumulative interest-bearing
liabilities 196.8(% 131.82% 122.4¢% 101.8%% 111.5% 111.5%



(1) Interest-earning assets are included in the pémiechich the balances are expected to be redeplagdfbr repriced as a result of
anticipated prepayments, scheduled rate adjustireamdscontractual maturitie

(2) For purposes of the gap analysis, loans receivabledes loans held for sale and non-performingdogross of the allowance for loan
losses, unamortized discounts and deferred loam

(3) Interest sensitivity gap represents the differdmat@veen intere-earning assets and inter-bearing liabilities
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Management’s Discussion and Analysis of Financial@dition and Results of Operationgcontinued)

Certain shortcomings are inherent in gap analys@. example, although certain assets and ligdslithay have similar maturities or period
repricing, they may react in different degreeshanges in market interest rates. Also, the inteeges on certain types of assets and liabi
may fluctuate in advance of changes in market ésterates, while interest rates on other types lagpehind changes in market interest
rates. Additionally, certain assets, such as galjlis-rate loans, have features which restrict ghaiin interest rates both on a shertn basit
and over the life of the asset. Further, in thentwf a change in interest rates, prepayment andydrates would likely deviate significantly
from those assumed in the calculation. Finallg,dbility of many borrowers to service their adidé-rate loans may be impaired in the
event of an interest rate increase.

Another method of analyzing an institution’s exp@sto interest rate risk is by measuring the chandie institution’s net portfolio value
(“NPV") and net interest income under various iatt rate scenarios. NPV is the difference betvteemet present value of assets, liabilities
and offbalance sheet contracts. The NPV ratio, in arerést rate scenario, is defined as the NPV indtenario divided by the market va

of assets in the same scenario. The Company'®estiteate sensitivity is monitored by managemeriubh the use of an interest rate risk
(“IRR”) model which measures IRR by modeling the chand¢A% and net interest income over a range of inteets scenarios. The Offi

of Thrift Supervision (“OTS”) also produces an NBRly analysis using its own model, based upon sialtenitted on the Bank’s quarterly
Thrift Financial Reports. The results producedhsy OTS may vary from the results provided by tloenBany’s model, primarily due to
differences in the assumptions utilized includistireated loan prepayment rates, reinvestment eatégleposit decay rates. The following
table sets forth the Company’s NPV and net intérestme as of December 31, 2002 and 2001, as esdclby the Company. For purposes
of this table, the Company used prepayment speetideposit decay rates similar to those used putaing the Company’s gap.

December 31, 2002

Net Portfolio Value Net Interest Income
NPV
Change in Interest Rates in Basis Points (Rate SHoc Amount % Change Ratio Amount % Change
200 $ 151,54¢ (7.1% 8.9%$ 60,49: 2.1%
100 163,72¢ 04 9.4 60,23¢ 1.7
Static 163,12 — 9.2 59,23( —
(100) 150,42 (7.9 8.4 56,527 (4.6)

December 31, 2001

Net Portfolio Value Net Interest Income
NPV
Change in Interest Rates in Basis Points (Rate SHoc Amount % Change Ratio Amount % Change
200 $ 118,00t (22.0)% 7.C%$ 58,36¢ (5.9%
100 141,15 (6.€) 8.2 60,36¢ (2.1)
Static 151,50° — 8.€ 61,64¢ —
(100) 154,72 2.1 8.€ 62,17 9

At December 31, 2002, the Company’s NPV in a statie environment is greater than the NPV at Deeer@lb, 2001 reflecting the
Company’s increased reliance on core depositstamthtreased value of fixed-rate assets. In agisiterest rate environment, the Company
projects a more favorable percent change in NPVnadhterest income at December 31, 2002 thantheasase at December 31, 2001.
Conversely, in a declining interest rate environtnre Company projects an unfavorable percentgdamNPV and net interest income at
December 31, 2002 than was the case at Decemb2031, At December 31, 2002 savings, NOW, norréstebearing and money market
deposit accounts (“core deposits”) were assumel@tay, or runoff, at a slower rate than at DecerteP001. The slower decay rate was
partly responsible for reducing the Company’s niegajap and increasing NPV in a static rate envitent. The increase in core deposit
balances and the decline in time deposit balanmoes December 31, 2001 to December 31, 2002 alswilboted to this trend. Also, assumed
prepayment speeds for mortgage loans and mortgageet securities were higher at December 31, 28@@mpared to December 31, 2001
due to the lower interest rate environment. Fnafiterest rate sensitivity was affected by th@Bs sale of 30-year fixed-rate mortgage
loans during the year ended December 31, 2002.pideeeds from these sales were used to reduceigheborrowings which declined by
$80.0 million from December 31, 2001 to December2gD2.

As is the case with the gap calculation, certaortslomings are inherent in the methodology usatiérNPV and net interest income IRR
measurements. The model requires the making tdineassumptions which may tend to oversimplify thenner in which actual yields and
costs respond to changes in market interest ré&tiest, the model assumes that the compositioh@fdompan’s interest sensitive assets



liabilities existing at the beginning of a periaghrains constant over the period being measuredon8ethe model assumes that a particular
change in interest rates is reflected uniformlyoasrthe yield curve regardless of the durationatunity or repricing of specific assets and
liabilities. Third, the model does not take intttaunt the Company’s business or strategic pléwesordingly, although the above
measurements do provide an indication of the ColyipdRR exposure at a particular point in time, lsnceasurements are not intended to
provide a precise forecast of the effect of charigesarket interest rates on the Company’s netésteéncome and can be expected to differ
from actual results.

Asset Quality

The following table sets forth information regamglimon-performing assets consisting of non-accass and Real Estate Owned (REO) and
activity in the allowance for loan losses. The Baad no troubled-debt restructured loans and d&@ Broperty at December 31, 2002. Itis
the policy of the Bank to cease accruing interedbans 90 days or more past due or in the prawfefeseclosure. For the years ended
December 31, 2002, 2001, 2000, 1999 and 1998, ctgply, the amount of interest income that woudd/dé been recognized on non-accrual
loans if such loans had continued to perform iroed@nce with their contractual terms was $87,0809%00, $132,000, $52,000, and
$270,000.
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At or for the year ended December 31, 2002 2001 2000 1999 1998

(dollarsin thousands)
Nonr-accrual loans

Real estate
One to fou-family $ 2,222 $ 3,661 $ 259 $ 2,401 $ 4,60¢
Commercial real estate, multi-family and
land 74 — — 362 574
Consume 95 151 147 222 24t
Commercial 297 2,36¢ 182 — —
Total 2,68¢ 6,18( 2,92¢ 2,98t 5,42¢
REO, net 141 13¢ 157 29z 43
Total nor-performing assel $ 2,82¢ $ 6,31 $ 3,08 $ 3271 $ 5,467

Allowance for loan losse:!

Balance at beginning of ye $ 10,35. $ 9,13¢ $ 8,22: $ 7,46( $ 6,612
Less: Net char¢-offs 1,92 37 70 137 52
Add: Provision for loan losse 1,65( 1,25( 98t 90C 90C

Balance at end of ye $ 10,07« $ 10,35. $ 9,13¢ $ 8,22: % 7,46(
Ratio of net charge-offs during the year to aver

net loans outstanding during the y 14% .0C% .01% .01% .01%
Allowance for loan losses as percent of total loans

receivable?) 71 77 77 7€ 7€
Allowance for loan losses as a percent of totak

performing loan$? 374.7¢ 167.4¢ 312.6: 275.4¢ 137.5¢
Non-performing loans as a percent of total loans

receivablel)(@) ¢ A€ 25 28 56
Non-performing assets as a percent of total as:

@ 16 36 A¢ 21 35

(1) Total loans receivable includes loans receivabtklaans held for sale, net of undisbursed loanduddferred loan fees and
unamortized discounts/premiun

(2) Non-performing assets consist of non-performing lcamd real estate acquired through foreclosure (“RE®bn-performing loans
consist of all loans 90 days or more past due &mer doans in the process of foreclosure. It s@ompany’s policy to cease accruing
interest on all such loan

The Company’s non-performing assets declined t8 B#lllion at December 31, 2002 as compared to 886liBn at December 31, 2001. The
decrease is primarily due to the first quarter ghaoff of a non-performing commercial loan with@rtstanding balance of $2.4 million. The
loan is a participation interest in a $125 millisimared national credit on a company headquartarBiéw Jersey which is secured by
corporate assets and various commercial real gataperties. The Bank does not participate in@thgr shared national credits. The Bank
has subsequently recovered $585,000 of this chaffgehich increased the allowance for loan lossgzcluding this commercial loan, net
charge-offs for the year ended December 31, 2082t $145,000; and the ratio of net charge-offénduthe year to average net loans
outstanding during the year would have amounteldhliasis point.

The Company has developed an internal asset dtadgih system which classifies assets dependingskrof loss characteristics. The asset
classifications comply with certain regulatory gelides. At December 31, 2002, the Bank had $7Itlomiof assets, including all REO,
classified as “Substandard,” $199,000 of assefssified as “Doubtful” and no assets classifietLass.” Additionally, “Special Mention”
assets totaled $6.4 million at December 31, 200#se loans are classified as Special Mention @padt delinquencies or other identifiable
weaknesses.

The Substandard classification includes a commlertdatgage loan to a marina with an outstandingubeg of $2.1 million which is current
as to payments, but which is classified due to waak operating results. The loan is secured byctwomercial real estate properties with
estimated appraisal values well in excess of thstanding balance. The Special Mention classificaihcludes a commercial loan to a
retailer with an outstanding balance of $2.0 millishich is also current as to payments, but whsatiassified due to weakened operating
results. The loan is well secured by real estatebaisiness asse



The provision for loan losses increased by $400fob€he year ended December 31, 2002, as comparnhe prior year to reflect the growth
in loans receivable and a change in overall loantma greater concentration of commercial loafise determination of the adequacy of the
allowance for loan losses is a critical accounpoticy of the Company. The allowance for loan &ssi&s established through a provision for
loan losses based on management’s evaluation ofsteeinherent in its loan portfolio and the geleconomy. The allowance for loan
losses is maintained at a level management cosssdéficient to provide for estimated losses basedvaluating known and inherent risks in
the loan portfolio based upon management’s contmanalysis of the factors underlying the qualityhe loan portfolio. These factors
include changes in the size and composition ofdae portfolio, actual loan loss experience, curegronomic conditions, detailed analysis of
individual loans for which full collectibility mayot be assured, and the determination of the existand realizable value of the collateral
and guarantees securing the loan. Additions t@llbgrance are charged to earnings. In additioripua regulatory agencies, as an integral
part of their examination process, periodicallyiegwthe Bank'’s allowance for loan losses. Sucheigs may require the Bank to make
additional provisions for loan losses based upéorination available to them at the time of theiamnation. Although management uses
best information available, the level of allowarfigeloan losses remains an estimate which is stibjesignificant judgment and short-term
change. Future adjustments to the allowance manebessary due to economic, operating, regulateayother conditions beyond the
Company’s control.
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Management’s Discussion and Analysis of Financial@dition and Results of Operationgcontinued)

An overwhelming percentage of the Company’s loantfplio, whether one to four-family, consumer omumercial, is secured by real estate.
Additionally, most of the Company’s borrowers azedted in Ocean County, New Jersey and the suriogiagea. These concentrations may
adversely affect the Company’s loan loss experiaheceild real estate values decline or should trea@€ounty area experience an adverse
economic shock.

Analysis of Net Interest Income

Net interest income represents the difference betvicome on intere-earning assets and expense on interest-bearbhilitiées. 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 informatieaating to the Company for each of the years emdsebmber 31, 2002, 2001, and 2000.
The yields and costs are derived by dividing incamexpense by the average balance of assetditiés, respectively, for the periods
shown except where noted otherwise. Average bataare derived from average daily balances. Téldyiand costs include fees which are
considered adjustments to yields.

Years Ended December 31,

2002 2001 2000
Average Average Average

Average Yield/ Average Yield/ Average Yield/
(dollarsin thousands) Balance Interest Cost Balance Interest Cost Balance Interest Cost
Assets:
Interes-earning asset:
Interest-earning deposits and sh

term investment $ 12,25¢ $ 20C 1.62%$ 1,73% $ 51 2.92%% 404 $ 22 5.45%

Investment securitie 80,96¢ 2,99: 3.7C 89,48: 5,08¢ 5.6¢ 120,00( 8,79 7.3
FHLB stock 20,28: 96€ 4.7¢€ 21,33¢ 1,28: 6.01 18,11¢ 1,20z 6.64
Mortgagebacked securitie 184,12¢ 9,87( 5.3€ 268,22 17,02¢ 6.3% 309,92¢ 20,94¢ 6.7¢€
Loans receivable, néy 1,344,911 94,427 7.0z 1,250,04 94,71¢ 7.5¢ 1,105,85. 85,13t 7.7C
Total interes-earning asse! 1,642,54. 108,45t 6.6C 1,630,82. 118,16( 7.24 1,554,30; 116,10! 7.4
Non-interes-earning assel 88,26¢ 75,30: 63,21¢
Total asset $1,730,81! $1,706,12 $1,617,52

Liabilities and Equity:
Interes-bearing liabilities:
Money market deposit accour $ 101,81 $ 1,81: 1.7¢%$ 73,96¢ $ 1,74 2.3t%$ 7657C $  1,99¢ 2.61%

Savings accoun 218,27! 2,95t 1.3t 178,33! 3,34 1.87 170,60: 3,44¢ 2.0z
NOW accountt 254,14¢ 3,61( 1.42 198,18t 4,47¢ 2.2¢ 130,42: 2,53¢ 1.94
Time deposit: 503,31 19,10¢ 3.8( 604,83: 31,927 5.2¢ 667,91: 36,68¢ 5.4¢
Total 1,077,56. 27,48 2.5 1,055,32 41,48¢ 3.9¢  1,045,50i 44.,66¢ 4.27
FHLB advance: 237,98 11,61: 4.8¢ 188,41: 8,91¢ 4.7z 105,45t 6,654 6.31
Securities sold under agreement

repurchasi 180,69: 8,52¢ 4.72 234,60¢ 12,74: 5.42 257,08t 15,09: 5.87

Total interes-bearing liabilities 1,496,24. 47,624 3.1¢ 1,478,34! 63,14¢ 4.27 1,408,05! 66,41: 4.7z

Non-interes-bearing deposit 78,29« 64,33( 43,17
Non-interes-bearing liabilities 15,53 12,31 9,557
Total liabilities 1,590,07. 1,554,98 1,460,78

Stockholder equity 140,73¢ 151,14: 156,73




Total liabilities and equit $1,730,81! $1,706,12 $1,617,52

Net interest incom $ 60,83: $ 55,01: $ 49,69
Net interest rate spre{?) 3.42% 2.97% 2.7%%
Net interest margi(®) 3.7% 3.3%% 3.2(%

Ratio of interest-earning assets t
interes-bearing liabilities 109.79% 110.3% 110.3%

(1) Amountis net of deferred loan fees, undisbursed londs, discounts and premiums and estimateddsarallowances and includes
loans held for sale and r-performing loans

(2) Netinterest rate spread represents the differbatgeen the yield on inter-earning assets and the cost of inte-bearing liabilities

(3) Netinterest margin represents net interest incdivided by average intere-earning asset:
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Rate Volume Analysis. The following table presehts extent to which changes in interest rateschatgiges in the volume of interessrning
assets and interest-bearing liabilities have agfitthe Company’s interest income and interest esodaring the periods indicated.
Information is provided in each category with regye: (i) changes attributable to changes in va@yehanges in volume multiplied by prior
rate); (ii) changes attributable to changes in (elt@nges in rate multiplied by prior volume); giiJ the net change. The changes attributable
to the combined impact of volume and rate have lalenated proportionately to the changes due tarme and the changes due to rate.

Year Ended December 31, 2002 Year Ended December 31, 2001
Compared to Compared to
Year Ended December 31, 2001 Year Ended December 31, 2000
Increase (Decrease) Increase (Decrease)
Due to Due to
(in thousands) Volume Rate Net Volume Rate Net
Interest-earning assets:
Interest-earning deposits and short-
term investment $ 181 % (32)$ 14¢ $ 43 % (19% 29
Investment securitie (449 (1,647) (2,097 (2,970 (1,749 (3,719
FHLB stock (672) (25€) (317 201 (127) 80
Mortgage-backed securitie (4,77¢) (2,37¢) (7,159 (2,70%) (1,219 (3,929
Loans receivable, ni 6,947 (7,239 (297) 10,931 (1,34¢) 9,58:¢
Total interes-earning asse! 1,84( (11,549 (9,709 6,50( (4,445 2,05t
Interest-bearing liabilities:
Money market deposit accour 561 (492) 69 (67) (187) (259)
Savings account 65& (1,047 (387) 15¢ (25€) (209%)
NOW account: 1,06¢ (1,930 (86€) 1,474 46¢ 1,94:
Time deposit: (4,802 (8,020 (12,827 (3,389 (1,379 (4,7672)
Total (2,522 (11,489 (14,00¢) (1,827 (1,350 (3,177)
FHLB advance: 2,40 29C 2,69¢ 4,24¢ (1,98)) 2,26¢
Securities sold under agreement:
repurchas: (2,68%) (1,527%) (4,217 (1,26€) (1,085 (2,357
Total interes-bearing liabilities (2,8079) (22,727 (15,529 1,152 (4,416 (3,269
Net change in net interest incol $ 4,64: $ 1,177 $ 5,82( $ 5,34¢ $ (29)% 5,31¢

Comparison of Financial Condition at December 31,@02 and December 31, 2001
Total assets at December 31, 2002 were $1.744milli decrease of $20.0 million, compared to $1bikién at December 31, 2001.

Mortgage-backed securities available for sale desge by $94.6 million, to $138.7 million at Decem®g, 2002, from $233.3 million at
December 31, 2001 as this portfolio experiencedhpeepayment activity during the year

Loans receivable, net, increased by $35.0 millma balance of $1.336 billion at December 31, 2@86#ypared to a balance of $1.301 billion
at December 31, 2001. Commercial and commercidlestate loans outstanding increased $53.5 milioB32.6%, while one-to four-family
loans declined as the Bank actively sold 30-yeaadfirate mortgage loans during the period. Thgelaolume of loan sales combined with
heavy loan prepayment speeds could have resuldniore significant decline in one-to-four familprtgage loans except for the ability of
the Bank to retain $113.5 million in high qualitfjastable-rate and short-term fixed-rate loansioaigd by its mortgage banking subsidiary.
Previously, Columbia would have sold these loatstine secondary market.

Deposit balances increased $75.8 million to $14iBn at December 31, 2002 from $1.109 billiorDecember 31, 2001, partly due to the
results of new branches opened in late 2001 arg 2602. Core deposit categories, a key emphasithé Company, increased by $144.1
million, or 25.6%, as time deposits declined.

Proceeds from the loan sales and the cash flow fnomgage-backed securities were used to reduakttotrowings (Federal Home Loan
Bank (‘FHLB”) advances and securities sold under agreementpucctease) which declined by $85.7 million, to $89&iillion at Decembe



31, 2002 from $484.3 million at December 31, 20The sale of 30-year fixed-rate mortgage loansthadeduction in total borrowings
reduces the Comparsgyinterest rate risk exposure and better positioe8ank for the higher rate environment geneiyected in late 20C

Stockholders’ equity at December 31, 2002 decrets8d35.3 million, compared to $146.7 million eed@mber 31, 2001 due to the
completion of the Company’s ninth stock repurchamgram and the commencement of the Company’s stottk repurchase program. For
the year ended December 31, 2002, the Companyategeed 1,240,750 shares of common stock at actmgabf $27.4 million. Under the
10% repurchase program authorized by the Boardretirs in August 2002, 949,835 shares remairetpuychased as of December 31,
2002.
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Management’s Discussion and Analysis of Financial@dition and Results of Operationgcontinued)
Comparison of Operating Results for the Years Endedecember 31, 2002 and December 31, 2001

General

Net income increased $2.0 million, or 10.9%, to.$24illion for the year ended December 31, 2002amspared to net income of $1¢

million for the year ended December 31, 2001. @iuearnings per share increased 19.5%, to $1r4fidgear ended December 31, 2002 as
compared to $1.23 for the year ended December(81L,.2The higher percentage increase in earningshaee is the result of the Company’s
common stock repurchase program which reduceduhwar of shares outstanding for purposes of cdlogl@arnings per share.

Interest Income

Interest income for the year ended December 312 2&6 $108.5 million, compared to $118.2 million flee year ended December 31, 2001,
a decrease of $9.7 million. The decrease in isténeome was due to a decline in the yield orr@steearning assets to 6.60% for the year
ended December 31, 2002 as compared to 7.24%¢dattme prior year period. Despite this declinéclvivas reflective of the general
interest rate environment, the asset yield contintoebenefit from the Bank’s loan growth, which wsstly funded by reductions in the
lower-yielding mortgage-backed securities availdbtesale portfolio. For the year ended Decemlder2B02 loans receivable represented
81.9% of average interest-earning assets as cothfamb.7% for the same prior year period.

Interest Expense

Interest expense for the year ended December 82, ®8s $47.6 million, compared to $63.1 million foe year ended December 31, 2001, a
decrease of $15.5 million. The decrease in intenggense was primarily the result of a decreasearaverage cost of interest-bearing
liabilities to 3.18% for the year ended DecemberZflD2, as compared to 4.27% in the same priorge@nd. Funding costs decreased due
to the lower interest rate environment and alsotdube Company’s focus on lower-costing core démwewth. Core deposits (including
non-interest-bearing deposits) represented 56.58ve@rfage deposits for the year ended Decembel082, 2s compared to 46.0% for the
same prior year period.

Provision for Loan Losses

For the year ended December 31, 2002, the Compangigsion for loan losses was $1.7 million, as paned to $1.3 million for the year
ended December 31, 2001. The increased provisitects the growth in loans receivable and a chamgjge overall loan mix to a greater
concentration of commercial loans.

Other Income

Other income was $10.9 million for the year ended¢@&mnber 31, 2002, as compared to $12.9 milliotheryear ended December 31, 2001.
For the year ended December 31, 2002 the Companyded a gain of $4.5 million, on the sale of lgascompared to a gain of $6.0 mill
in the same prior year period. Loan servicing mealecreased by $1.4 million for the year endecebeer 31, 2002, as compared to the
same prior year period due to the recognition ohgmairment to the loan servicing asset for $2.lioni for the year ended December 31,
2002 as compared to a servicing impairment of $BIDjn the same prior year period. The Companjuat@s mortgage servicing rights for
impairment on a quarterly basis. The valuatiomoftgage servicing rights is determined througlsaalinted analysis of future cash flows,
incorporating numerous assumptions which are stijegignificant change in the near term. Gengralldecline in market interest rates will
cause expected repayment speeds to increasemgsult lower valuation for mortgage servicing tighnd ultimately lower future servicing
fee income. Fees and service charges increase@3%aP0, or 17.0% for the year ended December@®12,2as compared to the same prior
year period due to the growth in commercial accaentices, retail core account balances and teest

Operating Expenses

Operating expenses were $40.1 million for the wraled December 31, 2002, as compared to $39.@mibr the year ended December 31,
2001. Operating expenses for the year ended DesreBibh 2001 include a $1.7 million charge resulfiiogn the restructuring of certain
financial liabilities. The Bank prepaid $23.0 nwh of outstanding borrowings with a weighted ageraost of 6.23%, incurring a prepaym
penalty on the early debt extinguishment. The $undre reborrowed at comparable maturities, batsignificantly lower cost. For the year
ended December 31, 2002, the Company incurrecofeesrly debt extinguishment of $72,000. Excludimgrespective prepayment
penalties, operating expenses increased $2.7 mithiothe year ended December 31, 2002, as compatee same prior year period. This
increase was principally due to costs associattitltive opening and operation of the Bank’s sixteemd seventeenth branch offices in
September 2001 and May 2002, as well as higherrelated expenses. Compensation expense bengfitadiie elimination, in February
2002 of the amortization expense relating to tbelsiwards granted under the 1997 Incentive Planstasavings of $1.8 million for the year
ended December 31, 2002 as compared to the saane/par period. This savings was partly offset byrerease in ESOP expense of
$652,000 for the year ended December 31, 2002dltiethigher average market price for OCFC shaneagi 2002.

Provision for Income Taxes

Income tax expense was $9.8 million for the yealeenDecember 31, 2002, compared to $9.5 for the gaior year period. On July 2, 20
the New Jersey legislature passed the New Jersgin@&as Tax Reform Act. The legislation provideddn Alternative Minimum Assessme
(AMA) tax based on either gross receipts or groséifs and also increased the tax rate on savimgfi#tutions, such as the Bank, from 3% to
9%. The legislation was retroactive to Januar®0D2. The net effect of the legislation on the @any was to recognize a tax benefit of
$374,000 for the year ended December 31, 2002 fasrdd tax assets were increased to reflect éxpiected recognition at the higher tax
of 9%. The Company expects the legislation to havsignificant impact on the tax provision in figyperiods
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Comparison of Operating Results for the Years Endedecember 31, 2001 and December 31, 2000

General

Net income increased $1.8 million or 10.8%, to $1@illion for the year ended December 31, 2001cespared to net income of $1¢

million for the year ended December 31, 2000. Riearnings per share increased 20.1%, to $1.28 faar ended December 31, 2001 as
compared to $1.02 for the year ended December(@I0).2Net income for the year ended December 311 s reduced by a prepayment
penalty of $1.1 million net of tax, resulting fraime extinguishment of certain financial liabilitie¥he Bank prepaid $23.0 million of
outstanding borrowings with a weighted average 0b6t23% incurring a prepayment penalty on théyedebt extinguishment. The funds
were reborrowed at comparable maturities, butlaer cost.

Interest Income

Interest income for the year ended December 311 226 $118.2 million, compared to $116.1 million tiee year ended December 31, 2000,
an increase of $2.1 million. The increase in i$eincome was due to an increase in average $tteaening assets of $76.5 million, partly
offset by a decrease in the yield on interest-earassets. The yield on average interest-earsiset® decreased to 7.24% on average for the
year ended December 31, 2001, from 7.47% on avénabe prior year. Despite this decline, whichswaeflective of the lower interest re
environment, the asset yield still benefited frochange in the mix of average interest-earningtagseards a higher concentration of loans
receivable with a corresponding reduction of lowielding investment and mortgage-backed securities. the year ended December 31,
2001 loans receivable represented a 76.7% of agénégrest-earning assets as compared to 71.18%e@ame prior year period.

Interest Expense

Interest expense for the year ended December 82, 28s $63.1 million, compared to $66.4 million foe year ended December 31, 2000, a
decrease of $3.3 million, or 4.9%. The decreasetarest expense was primarily the result of aekee in the average cost of intertesaring
liabilities, which decreased to 4.27% for the yeaded December 31, 2001, as compared to 4.72%daqrior year, partly offset by an
increase in average interest-bearing liabilitiescwiiose by $70.3 million for the year ended Decengii, 2001 as compared to the prior
year. The Compar's focus on lower cost core deposit growth conteloiuto the decrease in interest expense, as cpositerepresented
46.0% of average deposits (including non-interestiag deposits) for the year ended December 311,285 compared to 38.6% for the same
prior year period.

Provision for Loan Losses
For the year ended December 31, 2001, the Companyssion for loan losses was $1.3 million, anr@ase of $265,000, or 26.9% from the
same prior year period to reflect the growth imaeceivable and a change in overall loan mixdceater concentration of commercial loi

Other Income

Other income was $12.9 million for the year ended¢@&nber 31, 2001, as compared to $6.1 millionHersame prior year period. The net
gain (loss) on the sale of loans and securities®8® million gain for the year ended December2Z2)1 as compared to a $41,000 loss for
the prior year. The loss for the year ended Deegr@h, 2000 was due to a loss of $1,636,000 osdhesof $31.9 million in mortgageackec
securities available for sale. For the year eridecember 31, 2001, the Company sold $421.9 milhiamortgage loans at a gain of $6.0
million as compared to the sale of $117.5 milliormortgage loans at a gain of $1.6 million in thiepyear. The increased gains from loan
sales are primarily due to the mortgage bankiniyiies of Columbia. The Bank also periodicallyls&0-year fixed-rate mortgage loans to
assist in the management of interest rate riskh Bwe Bank and Columbia benefited from the loweriest rate environment in effect during
2001, the resulting heavy refinance activity anglriflated gains from the sale of these loans.

Loan servicing income decreased by $1.4 milliontfieryear ended December 31, 2001 as compared fwithr year due to actual
prepayments of the loans underlying the serviciogfplio and the recognition of a $600,000 impairmneharge for the year ended December
31, 2001.

Fees and service charges increased by $1.4 mitioB2.8%, for the year ended December 31, 20@bmpared to the prior year due to fees
associated with the growth in commercial accountises and retail core account balances as we¢lieaaddition of fee income from trust and
asset management services introduced late integfiarter of 2000. Income on Bank Owned Lifaihasice increased by $502,000 for the
year ended December 31, 2001 as compared to threyear primarily due to an increase in the E's investment.

Operating Expenses

Operating expenses were $39.0 million for the yemted December 31, 2001, an increase of $7.4 milionpared to the same prior year
period. The increase was primarily due to the gyerent penalty on the early extinguishment of dejperating expenses associated with
Columbia and the costs associated with the opeamgoperation of the Bargfourteenth, fifteenth and sixteenth branch offiteMay 2000
February 2001 and September 2001, respectivelyuery costs for the year ended December 31, 2064 jnclude $373,000 of lease
termination costs incurred in connection with talcation of Columbia’s corporate headquarters doenefficient office space.
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Management’s Discussion and Analysis of Financial@dition and Results of Operations (continued)

Provision for Income Taxes

Income tax expense was $9.5 million for the yealeenDecember 31, 2001, compared to $6.8 millioriHeryear ended December 31, 2000.
Income tax expense for 2000 included the recognibioa $1.1 million tax benefit relating to the dkeble donation expense associated with
the 1996 formation of the OceanFirst Foundatiohar@able donations are tax deductible subjectlbmidation of 10% of annual taxable
income, however, the Company was able to carrydodvthe unused portion of the deduction for fivargefollowing the year in which the
contribution was made. Based on the Company’sraigstimate of taxable income for 1996 and theydarward period, $4.3 million of
charitable donation expense was considered natdductible because the Company believed it wagelglio realize sufficient earnings o\
the six year period to take the full deduction.teifconsidering the Company’s strong earnings perdoce and expectations for taxable
income through December 31, 2001, the Companyéartird quarter of 2000, estimated that an addti&3.0 million of charitable donation
expense could be recognized for tax purposes, girayfor a tax benefit of $1.1 million. The Compamd a remaining charitable expense
carry forward of $1,229,000 ($430,000 on an aféerbasis) which expired on December 31, 2001.

Cash Earnings

Stockholders’ equity is a critical measure of a pamy’s ability to repurchase shares, pay divideardscontinue to grow. Although reported
earnings and return on stockholders’ equity amitimal measures of performance, the Company edi¢hat the change in stockholders’
equity, or “cash earnings,” and related return messare also a significant measure of a compagrfrmance. Cash earnings exclude the
effects of various nogash expenses, such as the employee stock plamszatian expense and related tax benefit, as agethe amortizatic

of intangible assets. In the cases of tangiblekétolders’ equity (stockholders’ equity less intduhg assets) these items have either been
previously charged to stockholders’ equity, ashimn¢ase of employee stock plans amortization expehough contra-equity accounts, or do
not affect tangible stockholders’ equity, suchtresmarket appreciation of allocated ESOP sharewligch the operating charge is offset by a
credit to additional paid-in capital and intangibkset amortization for which the related intargyddset has already been deducted in the
calculation of tangible stockholders’ equity.

The following table reconciles the Company’s nebime with cash earnings. The table is a pro farateulation which is not in accordance
with GAAP.

Year Ended December 31, 2002 2001 2000

(in thousands, except share data)

Net income $ 20,14: $ 18,15¢ $ 16,38:
Add: Employee stock plans amortization expe 3,64( 4,76 4,20z
Amortization of intangible asse 10t 35¢ 10t

Less: Tax benefit) 59C 1,327 1,26:
Cash earning $ 23,29¢ $ 21,95! $ 19,42¢
Basic cash earnings per sh $ 1.8z $ 15¢ $ 1.2¢
Diluted cash earnings per shi $ 1.7C $ 14¢ $ 1.21

(1) The Company does not receive any tax benefit fair plortion of employee stock plan amortization exggerelating to the ESOP fair
market value adjustmer

Liquidity and Capital Resources

The Company’s primary sources of funds are depgsitscipal and interest payments on loans and gagebacked securities, proceeds fr
the sales of loans, FHLB advances and other bongsvénd, to a lesser extent, investment maturitfékile scheduled amortization of loans
are predictable sources of funds, deposit flowsrantgage prepayments are greatly influenced bgmgéinterest rates, economic conditions
and competition. The Company has other sourcéquoflity if a need for additional funds arisesgluding an overnight line of credit and
advances from the FHLB.

At December 31, 2002, the Company had no outstgraiernight borrowings from the FHLB, a decreasenf$80.0 million at December &
2001. The Company utilizes the overnight line friomme to time to fund short-term liquidity needbhe Company also had other borrowings
of $398.6 million at December 31, 2002, a decréase $484.3 million at December 31, 2001. Thesedwings were used to fund loan
growth and a wholesale leverage strategy desigmadgrove returns on invested capital.
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The Company’s cash needs for the year ended Dece3hh2002 were primarily provided by principal pagnts on loans and mortgage-
backed securities, increased deposits and pro¢erdshe sale of mortgage loans held for sale. ddsh was principally utilized for loan
originations, the purchase of investment and mgegaacked securities, a reduction in total borrgsiand the purchase of treasury stock.
For the year ended December 31, 2001, the casls mé#lce Company were primarily satisfied by proatipayments on loans and mortgage-
backed securities, maturities of investment seiesriproceeds from the sale of mortgage loansfbelshle and increased total borrowings.
The cash provided was principally used for theindagion of loans, the purchase of mortgage-backedrities and the purchase of treasury
stock

At December 31, 2002, the Bank exceeded all aktsilatory capital requirements with tangible calpif $115.3 million, or 6.62%, of total
adjusted assets, which is above the required &E\&26.1 million or 1.5%; core capital of $115.3llfah or 6.62% of total adjusted assets,
which is above the required level of $52.3 million,3.0%; and risk-based capital of $125.2 million11.60% of risk-weighted assets, which
is above the required level of $86.4 million or®.0The Bank is considered a “well capitalized'titegion under the Office of Thrift
Supervision’s prompt corrective action regulations.

Impact of Inflation and Changing Prices

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

Impact of New Accounting Pronouncements

On December 31, 2002, the Financial Accounting @&ieas Board (“FASB”) issued Statement of Finan&iedounting Standards (“SFAS”)
No. 148“Accounting for Stock-based Compensation-Transidod Disclosure, an Amendment of FASB Statementli28.” SFAS 148
amends the disclosure requirements in SFAS 128téok-based compensation for annual periods eradteg December 15, 2002 and for
interim periods beginning after December 15, 208ZAS 148 requires disclosures in both annual atediin financial statements about the
method of accounting for stock-based employee cosgi®n and the effect of the method used on regodsults. The Company has
provided the disclosures required by SFAS 148 @202 Consolidated Financial Statements. SFASalst8provides alternative methods
transition for a voluntary change to the fair valhased method of accounting for stock-based emplogepensation. The Company has
elected to continue to account for its stock-basagloyee compensation using the intrinsic valuehodbt

In October 2002, the FASB issued SFAS No. 147, thAsitjons of Certain Financial Institutions - an Andment to FASB Statements No. 72
and 144 and FASB Interpretation No. 9.” This Steat removes acquisitions of financial institutidrsm the scope of both Statement 72
and Interpretation 9 and requires that those tiimses be accounted for in accordance with FASBegtants No. 141, “Business
Combinations,” and No. 142, “Goodwill and Otherangible Assets.” The provisions of SFAS No. 14at tielate to the application of the
purchase method of accounting apply to all acdaisstof financial institutions, except transactidie$ween two or more mutual enterprises.

SFAS No. 147 clarifies that a branch acquisiticat theets the definition of a business should bewtted for as a business combination,
otherwise the transaction should be accountedsf@naacquisition of net assets that does not rstlie recognition of goodwill. The
provisions of SFAS No. 147 were effective Octobe2d02. The Company has previously purchased dspdsanother financial institution
and recorded a core deposit intangible. This Btetd will have no effect on the accounting or aiatton of the recorded intangible asset.

In July 2002, the FASB issued SFAS No. 146, “Acdammfor Costs Associated with Exit or Disposal iittes.” The standard requires
companies to recognize costs associated with exiisposal activities when they are incurred rathan at the date of a commitment to an
exit or disposal plan. The Statement is to beiagpdrospectively to exit or disposal activitiegiated after December 31, 2002.

In April 2002, the FASB issued SFAS No. 145, “Resimn of FASB Statements No. 4, 44 and 65, AmendofdRASB Statement No. 13,
and Technical Corrections.” The Statement, amahgrahings, rescinds SFAS No. 4, “Reporting Gaind Losses from Extinguishments of
Debt”, as amended. Under SFAS No. 4, as amena@éts gnd losses from the extinguishment of debéeweguired to be classified as an
extraordinary item, if material. Under SFAS No51dains or losses from the extinguishment of debto be classified as a component of
operating income, rather than an extraordinary .it&RAs No. 145 is effective for fiscal years begmny after May 15, 2002, with early
adoption of the provisions related to the rescis®ibSFAS No. 4 encouraged. Upon adoption, congsamiust reclassify prior period
amounts previously classified as an extraordinigny
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Management’s Discussion and Analysis of Financial@dition and Results of Operations (continued)

The Company elected to adopt the provisions relateéle rescission of SFAS No. 4 effective AprikD02. The adoption resulted in a debt

prepayment penalty of $72,000 for the year endezkBéer 31, 2002, being classified in general amdiidtrative expenses. The Company
recognized an extraordinary loss, net of tax 008%,000 for the year ended December 31, 2001 pertato debt prepayment penalties. The
gross prepayment penalty of $1,669,000 has bedassifted as a component of general and adminigtrakpenses in 2001, with the related
tax benefit of $584,000 reported as a componeimaaime tax expense in the consolidated financékstent for the year ending December
31, 2001.

On July 20, 2001, the FASB issued SFAS No. 142 dtfvall and Other Intangible Assets.” SFAS 142 regsithat goodwill and intangible
assets with indefinite useful lives no longer beoetired, but instead tested for impairment at leastually in accordance with the provisions
of SFAS 142. SFAS 142 also requires that intangaskets with definite useful lives be amortizedrdkieir respective estimated useful lives
to their estimated residual values, and reviewetb@eeally for impairment. SFAS 142 requires thabdwill and any intangible asset
determined to have an indefinite useful life acgdiafter June 30, 2001 not be amortized, but coatio be evaluated for impairment in
accordance with the appropriate pre-SFAS 142 adoayliterature. The Company adopted SFAS 142 &ffedanuary 1, 2002. As of
December 31, 2001, the Company had $1.0 milliamiamortized goodwill with annual amortization 0682000 which ceased upon the
adoption of SFAS 142. The cessation of goodwill giration for the year ended December 31, 200hdichave a significant impact on the
Company’s consolidated financial statements as eoetpto the same prior year period. The Companylesmined that there is no
impairment to goodwill based on the criteria of §242. The adoption of SFAS 142 did not signifibaimpact the Company’s accounting
for currently recorded intangible assets, primacidlye deposit intangibles.

On October 3, 2001, the FASB issued SFAS No. 14etbinting for the Impairment or Disposal or Longrd Assets,” which addresses
financial accounting and reporting for the impainner disposal of long-lived assets. While SFAS 4 supersedes SFAS No. 121,
“Accounting for the Impairment of Long-Lived Assetsd for Long-Lived Assets to be Disposed Of,eitains many of the fundamental
provisions of that Statement. The Statement icgffe for fiscal years beginning after December2@)1. The initial adoption of SFAS No.
144 did not have a significant impact on the Conyfsafinancial statements.

In August 2001, the FASB issued SFAS No. 143, “Antiing for Asset Retirement Obligations,” which eskkes financial accounting and
reporting for obligations associated with the mtient of tangible long-lived assets and the aswatasset retirement costs. SFAS No. 143
requires an enterprise to record the fair valuaro@sset retirement obligation as a liability ia freriod in which it incurs a legal obligation
associated with the retirement of tangible longdivassets. The Company is required to adopt thagwns of SFAS No. 143 for fiscal years
beginning after June 15, 2002. The Company doeamntatipate that SFAS No. 143 will significantly pact the Company’s consolidated
financial statements.

Private Securities Litigation Reform Act Safe Harba Statement

In addition to historical information, this annuaport contains certain forwatdeking statements which are based on certain gstsoms anc
describe future plans, strategies and expectatibtiee Company. These forward-looking statemerggganerally identified by use of the
words “believe,” “expect,” “intend,” “anticipate;’estimate,” “project,” or similar expressions. TBempany'’s ability to predict results or the
actual effect of future plans or strategies is iehély uncertain. Factors which could have a materiverse effect on the operations of the
Company and the subsidiaries include, but areimiteld to, changes in interest rates, general animoonditions, legislative/regulatory
changes, monetary and fiscal policies of the U@&@Bment, including policies of the U.S. Treasamngl the Federal Reserve Board, the
quality or composition of the loan or investmenttfaios, demand for loan products, deposit floa@mpetition, demand for financial
services in the Company’s market area and accayptinciples and guidelines. These risks and uac#iés should be considered in
evaluating forward-looking statements and unduamek should not be placed on such statementsCohepany does not undertake - and
specifically disclaims any obligation - to publiaiglease the result of any revisions which may bderto any forward-looking statements to
reflect events or circumstances after the dateic statements or to reflect the occurrence otigatied or unanticipated events. Further
description of the risks and uncertainties to thsitess are included in Iltem 1, BUSINESS of the @amy’s 2002 Form 10-K.
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Consolidated Statements of Financial Condition

December 31, 2002 and 2001
(dollars in thousands, except per share amounts)

Assets

Cash and due from ban

Investment securities available for sale (notead!X0)
Federal Home Loan Bank of New York stock, at costé 10)
Mortgagebacked securities available for sale (notes 5 &)
Loans receivable, net (notes 6 and

Mortgage loans held for sa

Interest and dividends receivable (note

Real estate owned, n

Premises and equipment, net (not:

Servicing asset (note

Bank Owned Life Insuranc

Other assets (note 1

Total asset

Liabilities and Stockholders’ Equity

Deposits (note €

Federal Home Loan Bank advances (note

Securities sold under agreements to repurchase (%)
Advances by borrowers for taxes and insure

Other liabilities (note 11

Total liabilities

Stockholder equity (notes 1, 3, 11, 12 and 1

Preferred stock, $.01 par value, 5,000,000 shargmazed, no shares issu
Common stock, $.01 par value, 55,000,000 sharémaned, 27,177,372 shares issued and 13,75
and 14,791,334 shares outstanding at Decembei082,dhd 2001, respective

Additional paic-in capital
Retained earning
Accumulated other comprehensive |

Less: Unallocated common stock held by Employee Stock €wslmip Plar

Unearned Incentive Awarc

Treasury stock, 13,419,492 and 12,386,038 shai@samber 31, 2002 and 2001,

respectively
Total Stockholdel' equity
Commitments and contingencies (note

Total liabilities and stockholde’ equity

See accompanying notes to consolidated financédstents.

2002

2001

17,19: $ 16,87¢
91,97¢ 80,01
18,70( 23,56(
138,65 233,30:
1,335,89: 1,300,88!
66,62 37,82¢
6,37¢ 7,63z
141 132
17,70¢ 16,73(
7,907 7,62¢
32,30¢ 30,52
10,11¢ 8,547
1,743,69' $  1,763,66!
1,184,83' $  1,109,04:
214,00 272,00
184,58 212,33
5,95z 6,371
19,02 17,191
1,608,39: 1,616,93
272 272
184,93 181,78
142,22 131,65t
(3,20) (824)
(11,249 (12,66
— (161)
(177,670 (153,33()
135,30 146,72
1,743,69' $ 1,763, 66
23
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Consolidated Statements of Income

(in thousands, except per share amounts)

Years Ended December 31, 2002, 2001 and 2000 2002 2001 2000
Interest income:
Loans 94,427 $ 94,71¢ $ 85,13¢
Mortgage¢backed securitie 9,87( 17,02« 20,94¢
Investment securities and ott 4,15¢ 6,41¢ 10,02:
Total interest incom 108,45¢ 118,16( 116,10!
Interest expense
Deposits (note € 27,48 41,48¢ 44,66¢
Borrowed funds 20,14: 21,65¢ 21,74¢
Total interest expens 47,624 63,14¢ 66,41z
Net interest incom 60,83 55,01: 49,69:
Provision for loan losses (note 1,65( 1,25( 98t
Net interest income after provision for loan los 59,18: 53,76 48,70¢
Other income:
Loan servicing (loss) income (note (2,209 (83¢) 51€
Fees and service charc 6,45( 5,51¢ 4,151
Net gain (loss) on sales of loans and securitiedatie for sale (notes 4 and 4,53( 5,95¢ (41)
Net income from other real estate operati 151 271 171
Income on Bank Owned Life Insurance (BO 1,87¢ 1,69¢ 1,19¢
Other 55 327 154
Total other incomi 10,851 12,92t 6,14¢
Operating expenses
Compensation and employee benefits (notes 12 an 20,32« 19,981 17,87(
Occupancy (note 1¢ 3,33( 3,38t 2,261
Equipment 2,281 2,16¢ 1,661
Marketing 1,98¢ 1,711 1,68t
Federal deposit insuran 474 48¢ 47¢
Data processin 2,58¢ 2,12¢ 1,702
General and administratiy 9,091 7,511 5,981
Prepayment penalty on early extinguishment of ¢edte 10) 72 1,66¢ —
Total operating expens 40,14+ 39,04¢ 31,64¢
Income before provision for income ta 29,89t 27,63¢ 23,20¢
Provision for income taxes (note 1 9,752 9,48( 6,82¢
Net Income 20,14: $ 18,15¢ $ 16,38:
Basic earnings per she 157 $ 1.3C $ 1.0¢€
Diluted earnings per sha 147 $ 12 $ 1.0Z




Average basic shares outstanding (not 12,81¢ 13,93: 15,43¢

Average diluted shares outstanding (not 13,69¢ 14,75¢ 15,99¢

See accompanying notes to consolidated financééstents.
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Consolidated Statements of Changes in Stockholdergquity

(dollars in thousands, except per share amounts)

Accumulated Employee
Additional Other Stock Unearned
Years Ended December 31, Common Paid-In Retained Comprehensive Ownership Incentive Treasury
2002, 2001 and 2000 Stock Capital Earnings Loss Plan Awards Stock Total
Balance at December 3
1999 $ 272 $ 178,85( $ 113,07¢ $ (9,56¢) $  (15,72) $ (4,030 % (95,349 $ 167,53
Comprehensive incom
Net income — — 16,38: — — — — 16,38:
Other comprehensive
gain:
Unrealized gain
on securities
(net of tax
expense $2,15: — — — 3,67¢ — — — 3,567¢
Reclassification
adjustment for
losses included
in net income
(net of tax
benefit $573 — — — 1,065 — — — 1,06:
Total comprehensive
income 21,02:
Earned Incentive Awarc — — — — — 1,93¢ — 1,93¢
Tax benefit of stock plat — 25¢ — — — — — 25¢
Purchase 2,422,338
shares of common sta — — — — — — (28,800 (28,800)
Allocation of ESOP stoc — — — — 1,571 — — 1,571
ESOP adjustmet — 697 — — — — — 697
Cash dividend - $.48 per
share — — (7,622 — — — — (7,6272)
Exercise of stock optior — — (192 — — — 1,33 1,14t
Balance at December 3
2000 272 179,80! 121,64t (4,927 (14,156 (2,096 (122,809 157,73t
Comprehensive incom
Net income — — 18,15¢ — — — — 18,15¢
Other comprehensive
gain:
Unrealized gain
on securities
(net of tax
expense $2,40¢ — — — 4,10z — — — 4,10:
Total comprehensive
income 22,26:
Earned Incentive Awarc — — — — — 1,93¢ — 1,93¢
Tax benefit of stock plat — 641 — — — — — 641
Purchase 1,954,714
shares of common sta — — — — — — (31,92) (31,92)
Allocation of ESOP stoc — — — — 1,49: — — 1,49:
ESOP adjustmet — 1,33¢ — — — — — 1,33¢

Cash dividenc- $.56 per



share — — (7,949 — _
Exercise of stock optior — — (207) — —

— (7,949
1,39¢ 1,19

Balance at December 3

2001 272 181,78( 131,65! (8249 (12,667) (1673) (153,33()  146,72!
Comprehensive incom
Net income — — 20,14: — — — — 20,14
Other comprehensive
loss:
Unrealized loss ¢
securities (net ¢
tax benefit
$1,642) — — — (2,377) — — — (2,377)
Total comprehensive
income 17,76¢
Earned Incentive Awarc — — — — — 161 — 161
Tax benefit of stock plar — 1,09( — — — — — 1,09(
Purchase 1,240,750
shares of common sta — — — — — — (27,427 (27,42°)
Allocation of ESOP stoc — — — — 1,41¢ — — 1,41¢
ESOP adjustmer — 2,06¢ — — — — — 2,06¢
Cash dividend - $.69 per
share — — (8,916 — — — — (8,91¢)
Exercise of stock optior — — (65€) — — — 3,081 2,42:
Balance at December 3
2002 $ 272 $ 184,93 $ 142,22: $ (3200 (11,249 % — $ (177,679 $ 135,30!

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

(in thousands)

Years Ended December 31, 2002, 2001 and 2000 2002 2001 2000
Cash flows from operating activities:
Net income 20,14 18,15¢ 16,38:
Adjustments to reconcile net income to net caskigeal by operating activitie:
Depreciation and amortization of premises and egaigt 2,04¢ 1,96( 1,64(
Amortization of Incentive Award 161 1,93¢ 1,93¢
Amortization of ESOF 1,41¢ 1,49: 1,571
ESOP adjustmet 2,06¢ 1,33¢ 697
Tax benefit of stock plar 1,09( 641 25¢
Amortization and impairment of servicing as 4,42: 2,50z 673
Amortization of intangible asse 10t 35¢ 10z
Net premium amortization in excess of discount etien on securitie 1,451 683 384
Net accretion of deferred fees and discounts irexof premium amortization «
loans (469) (407) (280)
Provision for loan losse 1,65( 1,25( 98t
Deferred taxe 554 (1,500 (318
Net gain on sales of real estate ow (14¢) (30¢) (209
Net (gain) loss on sales of loans and securitiedathie for sale (4,530 (5,959 41
Proceeds from sales of mortgage loans held for 459,44( 427,87t 119,13¢
Mortgage loans originated for s¢ (488,410 (424,167 (130,76))
Increase in value of Bank Owned Life Insura (1,879 (1,696 (1,199
Decrease (increase) in interest and dividendsvabks 1,25¢ 1,68¢ (752)
(Increase) decrease in other as (497 (3,989 6,91/
Increase in other liabilitie 1,83( 9,28( 1,39¢
Total adjustment (18,437 12,98¢ 2,22:
Net cash provided by operating activit 1,70€ 31,14« 18,60°¢
Cash flows from investing activities:
Net increase in loans receival (36,807 (165,30) (95,377
Proceeds from sales of investment and mort-backed securities available for s — — 30,27¢
Purchase of investment securities available far (13,759 (1,299 (21,089
Purchase of mortga-backed securities available for s (65,845 (49,006 (5,059
Proceeds from maturities of investment securitigslable for sale — 24,47( 37,70(
Principal payments on mortge-backed securities available for s 156,72: 89,91¢ 58,90:
Purchases (redemptions) of Federal Home Loan BaNkew York stock 4,86( (3,560 (3,200
Proceeds from sales of real estate ow 757 78€ 1,211
Purchases of premises and equipn (3,026 (4,019 (2,109
Purchase of Bank Owned Life Insurar — — (8,000
Acquisition of Columbia Equities, Ltd., net of camhd cash equivalen — — (2,959
Net cash provided by (used in) investing activi 42,90 (108,00 (9,696
Cash flows from financing activities:
Increase in deposi 75,79: 4,85¢ 47,23¢
(Decrease) increase in st-term borrowings (67,749 41,33¢ 50,12%
Proceeds from Federal Home Loan Bank adva 25,00( 155,00( 55,00(
Repayments of Federal Home Loan Bank Adval (43,000 (38,000 (127,699)



Proceeds from securities sold under agreemeneptachas: — 10,00¢( 85,00(

Repayments of securities sold under agreemengeptochast — (48,000 (86,000
Decrease in advances by borrowers for taxes amdanse (419 a7 (73
Exercise of stock optior 2,42z 1,192 1,14t
Dividends paic (8,916 (7,949 (7,622
Purchase of treasury sto (27,427 (31,92) (28,800
Net cash (used in) provided by financing activi (44,299 86,50« (11,687

Net increase (decrease) in cash and due from t 31€ 9,641 (2,772

Cash and due from banks at beginning of 16,87¢ 7,23t 10,001
Cash and due from banks at end of y $ 17,19: $ 16,87¢ $ 7,23¢

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

Interest $ 48,06: $ 64,79¢ $ 66,07

Income taxe: 3,24( 7,60(C 5,31(
Noncash investing activitie

Transfer of loans receivable to real estate ov 617 454 76¢

Mortgage loans securitized into mortg-backed securitie $ 129,62 $ 90,56! $ 23,04:

See accompanying notes to consolidated financééstents.
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Notes to Consolidated Financial Statements

(1) Summary of Significant Accounting Policies

Principles of Consolidation

The consolidated financial statements include tu®ants of OceanFirst Financial Corp. (the “Comgaand its wholly-owned subsidiary,
OceanFirst Bank (the “Bank”) and its wholly-ownadsidiaries, Columbia Equities, Ltd.(“Columbia”)c€anFirst REIT Holdings, Inc.,
OceanFirst Realty Corp. and OceanFirst Service§,. land its whollyewned subsidiary OFB Reinsurance, LTD. All sigrafit intercompan
accounts and transactions have been eliminateohisotidation.

Certain amounts previously reported have beenssifiled to conform to the current year’s preseatati

In April 2002, the FASB issued SFAS No. 145, “Resimin of FASB Statement No. 4, 44 and 65, AmendrmERASB Statement No.13, and
Technical Corrections.” The Statement, among dtfiegs, rescinds SFAS No. 4, “Reporting Gains aodses from Extinguishments of
Debt”, as amended. Under SFAS No. 4, as amendet; gad losses from the extinguishment of debt wegeired to be classified as an
extraordinary item, if material. Under SFAS No. 14d&ins or losses from the extinguishment of debt@be classified as a component of
operating income, rather than an extraordinary .item

The Company elected to adopt the provisions refatele rescission of SFAS No. 4 effective AprikD02. The adoption resulted in a debt

prepayment penalty of $72,000 for the year endezkBéer 31, 2002, being classified in general amdirsidtrative expenses. The Company
recognized an extraordinary loss, net of tax 008%,000 for the year ended December 31, 2001 pertato debt prepayment penalties. The
gross prepayment penalty of $1,669,000 has bedassified as a component of general and administrakpenses in 2001, with the related
tax benefit of $584,000 reported as a componeimaaime tax expense in the consolidated financékstent for the year ending December
31, 2001.

Shares and related share amounts for prior pehiads been adjusted for the 3-for-2 stock splitaéfe in the form of a 50% stock dividend
paid on May 17, 2002.

Business

The Bank provides a range of banking services stocoers through a network of branches in Ocean,nvarth and Middlesex counties in
New Jersey. The Bank is subject to competition fasher financial institutions; it is also subjegtthe regulations of certain regulatc
agencies and undergoes periodic examinations e tregulatory authorities.

Basis of Financial Statement Presentation

The consolidated financial statements have beguaped in conformity with accounting principles geaily accepted in the United States of
America. In preparing the consolidated financiatements, management is required to make estiraateassumptions that affect the repc
amounts of assets and liabilities as of the datbetonsolidated statement of financial conditod revenues and expenses for the period
then ended. Actual results could differ signifidaritom those estimates and assumptions.

Material estimates that are particularly suscegtiblsignificant change in the near term relatin¢éodetermination of the allowance for loan
losses, the valuation of real estate acquired mmection with foreclosures or in settlement of kand the valuation of mortgage servicing
rights. In connection with the determination of #ilewances for loan losses and Real Estate OWRE®], management obtains independent
appraisals for significant properties.

Cash Equivalents

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

Investment and Mortgage-Backed Securities

The Company classifies all investment and mortdaapked securities as available for sale. Secuatiafiable for sale include securities that
management intends to use as part of its assdiffiahanagement strategy. Such securities aréazhat fair value and unrealized gains and
losses, net of related tax effect, are excludesh fearnings, but are included as a separate compohstockholders’ equity. Gains or losses
on the sale of such securities are included inrattt®me using the specific identification method.

Loans Receivable
Loans receivable, other than loans held for satestated at unpaid principal balance, plus undesattpremiums less unearned discounts, net
of deferred loan origination and commitment feed emsts, and the allowance for loan losses.

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 englocess of foreclosure are placec



nonaccrual status. Interest income previously &tton these loans, but not yet received, is redérsthe current period. Any interest
subsequently collected is credited to income inpiiéod of recovery. A loan is returned to accatatus when all amounts due have been
received and the remaining principal balance israkcollectible.

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-accrea@hmercial real estate, multi-family,
land, construction and commercial loans in excé$260,000. Impaired loans are individually asségsedetermine that the loan’s carrying
value is not in excess of the fair value of thdatetal or the present value of the loan’s expefitade cash flows. Smaller balance
homogeneous loans that are collectively evaluaiethfpairment, such as residential mortgage loadsirastallment loans, are specifically
excluded from the impaired loan portfolio.
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Mortgage Loans Held for Sale
The Company regularly sells part of its mortgagmloriginations. Mortgage loans intended for sadecarried at the lower of unpaid
principal balance, net, or market value on an agagieebasis.

Allowance for Loan Losses

The adequacy of the allowance for loan lossessedban management’s evaluation of the Companysigais loss experience, known and
inherent risks in the portfolio, adverse situatitimest may affect the borrower’s ability to repagtimated value of any underlying collateral
and current economic conditions. Additions to theveance arise from charges to operations throhgtprovision for loan losses or from the
recovery of amounts previously charged off. Thevadince is reduced by loan charge-offs. Loans aaegeld-off when management believes
such loans are uncollectible.

Management believes that the allowance for loagel®ss adequate. While management uses availdbienition 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 patteif routine examination process, periodicallyiea/ the Bank’s allowance for loan losses.
Such agencies may require the Bank to recognizii@uklto the allowances based on their judgmebtsibinformation available to them at
the time of their examination.

Mortgage Servicing Rights, or MSR

The Company recognizes as a separate asset tetogdervice mortgage loans, whether those rigtg®cquired through loan purchase or
loan origination activities. MSR are amortized noportion to and over the estimated period of eetising income. The estimated fair value
of MSR is determined through a discounted analysisture cash flows, incorporating numerous asdionp including servicing income,
servicing costs, market discount rates, prepaymeeeds and default rates. Impairment of the MSRsgssed on the fair value of those rights
with any impairment recognized as a componentarf lgervicing fee income through a valuation alloggan

Real Estate Owned

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

Premises and Equipment

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

Income Taxes

The Company utilizes the asset and liability metbhbdccounting for income taxes. Under this methttderred 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 measurid) @hacted tax rates expected to apply to taxabteme in the years in which those
temporary differences are expected to be recovaredttled. The effect on deferred tax assetsiabdities of a change in tax rates is
recognized in income in the period that includeseghactment date.

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. Statement of Financial Accogn8tandards No. 123, Accounting
for Stock-based Compensation as amended by Statefeimancial Accounting Standards No. 148, Acdammfor Stock-based
Compensation-Transition and Disclosure, permitaeof the intrinsic value method; however, reggithe Company to disclose the pro
forma net income and earnings per share as ifttok $ased compensation had been accounted fag trerfair value method. Had the
compensation costs for the Company’s stock optlan peen determined based on the fair value methedZompany’s net income and
earnings per share would have been reduced tadh®mpna amounts indicated below (in thousands jgixper share data):

2002 2001 2000
Net income!
As reportec $ 20,14: $ 18,15¢ $ 16,38:
Stock based employee compensation expense incindegorted net income, all
relating to earned incentive awards, net of relésdeffects 10t 1,257 1,257

Total stocl-based employee compensation expense determined thedeair value



based method, including earned incentive awardsstuk option grants, net of

related tax effect (529 (2,175 (2,140
Net stock based employee compensation expensaaiotied in reported net incon

all relating to stock option grants, net of relataxl effects (41¢) (91¢) (883)
Pro forma $ 19,72 $ 17,24. $ 15,49¢

Basic earnings per shal
As reportec $ 157 $ 1.3C $ 1.0¢
Pro forma 1.54 1.24 1.0C

Diluted earnings per shar

As reportec $ 147 $ 1.2 $ 1.0z
Pro forma 1.44 1.17 .97
Weighted average fair value of an option sharetgohduring the yee $ 48t $ 3.0¢ $ 3.0¢

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

2002 2001 2000
Risk-free interest rat 4.7%% 4.91% 6.0€%
Expected option lif¢ 6 year: 6 year: 6 year

Expected volatility 31% 22% 24%
Expected dividend yiel 3.25% 3.35% 3.25%
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Notes to Consolidated Financial Statementgcontinued)

Comprehensive Income
Comprehensive income is divided into net income@her comprehensive income. Other comprehensaa@me includes items recorded
directly in equity, such as unrealized gains osésson securities available for sale.

Intangible Assets

For the year ended December 31, 2001 and 2000wgibadd core deposit premiums were amortized usimgstraight line method over
periods from five to ten years. Effective Januargd02 the Company adopted SFAS 142 “Goodwill atfte®Intangible Assets.” SFAS 142
established new standards for goodwill acquired lusiness combination. SFAS 142 eliminated anatitia of goodwill and instead requil

a transitional goodwill impairment test to be penfied within six months from the date of adoptiod asquires an annual impairment test be
performed thereafter. As of December 31, 2001 th@ny had $1.0 million in unamortized goodwill véinnual amortization of $253,000,
or $.01 per share, which ceased upon the adoptiBFFAS 142. The cessation of goodwill for the yeaded December 31, 2002 did not have
a significant impact on the Company’s consoliddieadncial statements as compared to the same ye#rperiods. The Company has
determined that there is no impairment to goodidabed on the criteria of SFAS 142. The adopticBFAS 142 did not impact the
Company'’s accounting for currently recorded inthtgyassets, primarily core deposit intangibles Whice being amortized over a period of
ten years.

Segment Reporting

As a community-oriented financial institution, stébgtially all of the Bank’s operations involve ttielivery of loan and deposit products to
customers. The Bank makes operating decisions ssesges performance based on an ongoing revidwess# tommunity banking
operations, which constitute the only operatinghset for financial reporting purposes.

Earnings Per Share

Basic earnings per share is computed by dividirignu®me by the weighted average number of shdresromon stock outstanding. Diluted
earnings per share is calculated by dividing nebrine by the weighted average number of sharesmifnom 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 foiidaad diluted earnings per share for the yearg@mkcember 31, 2002, 2001 and 2000
(in thousands):

Year ended December 31, 2002 2001 2000
Weighted average shares outstant 14,30¢ 15,76¢ 17,64¢
Less: Unallocated ESOP shar (1,419 (1,589 1,770

Unallocated Incentiv

Award share: (68) (24¢) (440
Average basic shares outstand 12,81¢ 13,93: 15,43¢
Add: Effect of dilutive securities

Stock options 822 623 33¢

Incentive Award:s 55 201 22z
Average diluted shares outstand 13,69¢ 14,75¢ 15,99¢

(2) Acquisition

The Bank completed the acquisition of Columbia,atgage brokerage company based in Westchesterty;dew York on August 18, 20!

in a transaction accounted for as a purchase. Aowgly, the assets and liabilities of Columbia wereorded on the books of the Bank at t
fair market values of $37.1 million and $34.1 noiflj respectively. The purchase price was $4 millidre Company’s consolidated results of
operations include Columbia’s results commencing\ogust 18, 2000. Pro-forma financial informatioasanot presented for the period prior
to the acquisition due to the insignificance of @obia’s operating results.

(3) Regulatory Matters

At the time of the conversion to a federally chartiestock savings bank, the Bank established &bdjon account with a balance equal to its
retained earnings at March 31, 1996. The balanteifiquidation account at December 31, 2002 vppsaximately $7.9 million. The
liquidation account will be maintained for the bénef eligible account holders who continue to mtain 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. Subsequeaases will not restore an eligible account hoklerterest in the liquidation account. In
event of a complete liquidation, each eligible astdcholder will be entitled to receive a distritmrtifrom the liquidation account in an amo



proportionate to the current adjusted qualifyintabaes for accounts then held.

Office of Thrift Supervision (OTS) regulations reusavings institutions to maintain minimum levefgegulatory capital. Under the
regulations in effect at December 31, 2002, thekBaas required to maintain a minimum ratio of tdmhgicapital to total adjusted assets of
1.5%; a minimum ratio of Tier 1 (core) capital toal adjusted assets of 3.0%; and a minimum rdtiotal (core and supplementary) capital
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 instin. 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 December2802 and 2001 the Bank was considered

well capitalized.
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The following is a summary of the Bank’s actualit@mmounts and ratios as of December 31, 200280d, compared to the OTS
minimum capital adequacy requirements and the @g8irements for classification as a well capitaligestitution (in thousands).

To be well
For capitalized
capital under prompt
adequacy corrective
Actual purposes action
Amount Ratio Amount Ratio Amount Ratio
As of December 31, 200
Tangible capita 115,30« 6.6%$ 26,13: 1.5%%$ — — %
Core capita 115,30 6.€ 52,26¢ 3.C 87,10¢ 5.C
Tier 1 risk-based capite 115,30« 10.7 43,17 4.C 64,76 6.C
Risk-based capite 125,24( 11.€ 86,35( 8.C 107,93t 10.C
As of December 31, 200
Tangible capita 125,95: 7.2%$ 26,39¢ 1.5%$ — — %
Core capita 125,95: 7.2 52,79: 3.C 87,98t 5.C
Tier 1 risk-based capite 125,95:. 12.C 41,94° 4.C 62,92( 6.C
Risk-based capite 136,22: 13.C 83,89« 8.C 104,86 10.C

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

(4) Investment Securities Available for Sale
The amortized cost and estimated market valuewasiment securities available for sale at Decer@be002 and 2001 are as follows (in
thousands):

Gross Gross Estimated
Amortized Unrealized Unrealized Market
December 31, 2002 Cost Gains Losses Value
United States Government and agency obligai $ 1,20C $ 16 $ — 8 1,21¢
State and municipal obligatiol 5,56z 42 — 5,60¢
Corporate debt securiti 88,43¢ — (9,0372) 79,40"
Equity investment 4,44¢ 1,30z — 5,751
$ 99,65( $ 1,36C $ (9,039 $ 91,97¢
Gross Gross Estimated
Amortized Unrealized Unrealized Market
December 31, 2001 Cost Gains Losses Value
United States Government and agency obligal $ 1,20C $ — 8 2% 1,19¢
State and municipal obligatio 5,561 — (24¥¢) 5,31:
Corporate debt securiti 75,19¢ — (6,94¢€) 68,25
Equity investment 3,84¢ 1,40¢ — 5,25:¢
$ 85,80¢ $ 1,40¢ $ (7,196 $ 80,01"

There were no gains or losses realized on theo§atwestment securities available for sale du20§2, 2001 or 2000.

The amortized cost and estimated market valuewasiment securities available for sale, excludiqgjty investments, at December 31, 2002
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 dut call or prepayment penalties. At December2B02, investment securities available for
sale with an amortized cost and estimated markaew $80,841,000 and $71,851,000, respectivedyeveallable prior to the maturity da



Estimated

Amortized Market
December 31, 2002 Cost Value
Less than one ye: $ 14,36( $ 14,37¢
Due after one year through five ye
Due after five years through ten ye
Due after ten yeal 80,84: 71,85!
$ 95,20 $ 86,221

The carrying value of investment securities pledagedequired security for deposits and for otheppses required by law amounted to
$1,216,000 and $998,000 at December 31, 2002 abt] 28spectively.

(5) Mortgage-Backed Securities Available for Sale
The amortized cost and estimated market value aofgage-backed securities available for sale at Bédes 31, 2002 and 2001 are as follows
(in thousands):

Gross Gross Estimated
Amortized Unrealized Unrealized Market
December 31, 2002 Cost Gains Losses Value
FHLMC $ 14,61 $ 24t $ 43 14,85¢
FNMA 31,29: 362 (3) 31,65
GNMA 13,43: 91C — 14,34:
Collateralized mortgage obligatio 77,06¢ 754 (14) 77,80¢
136,40t 2,272 (1) $ 138,65
Gross Gross Estimated
Amortized Unrealized Unrealized Market
December 31, 2001 Cost Gains Losses Value
FHLMC $ 29,65( $ 733 $ — $ 30,38:
FNMA 22,64¢ 44t (3) 23,08t
GNMA 23,22¢ 42C — 23,64¢
Collateralized mortgage obligatio 153,29: 2,88¢ — 156,18
$ 228,81¢ $ 4,487 $ OF 233,30:

Gross losses on the sale of mortgage-backed desuaitailable for sale of $1,636,000 were realine2D00. There were no gains realized
during 2002, 2001 or 2000.
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Notes to Consolidated Financial Statementgcontinued)

Collateralized mortgage obligations issued by FHLNM&MA, GNMA and private interests amounted to $%1,000, $16,021,000,
$20,275,000 and $13,559,000, respectively, at Dbeeil, 2002 and $45,338,000, $22,254,000, $24)82&nd $64,262,000, respectively,
at December 31, 2001. The privately issued CMOg lggnerally been underwritten by large investmanking firms with the timely
payment of principal and interest on these seegriupported (credit enhanced) in varying degreesther insurance issued by a financial
guarantee insurer, letters of credit or subordimatechniques. Substantially all such securitiestidple “A” rated by one or more of the
nationally recognized securities rating agencié frivately-issued CMOs are subject to certaiditirelated risks normally not associated
with U.S. Government Agency and Government SpomsBrdgerprise CMOs. Among such risks is the limitexk protection generally
provided by the various forms of credit enhancemeastlosses in excess of certain levels are ntggieal. Furthermore, the credit
enhancement itself is subject to the creditwortssnaf the enhancer. Thus, in the event a creddre#r does not fulfill its obligations, the
CMO holder could be subject to risk of loss simtlma purchaser of a whole loan pool. Managemeligves that the credit enhancements are
adequate to protect the Company from losses andhwefore, not provided an allowance for lossegoprivately-issued CMOs.

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

The carrying value of mortgage-backed securitiesgebd as required security for deposits and fagrgiirposes required by law amounted to
$1,141,000 and $3,080,000 at December 31, 200Dandmber 31, 2001, respectively.

(6)Loans Receivable, Net
A summary of loans receivable at December 31, 2002001 follows (in thousands):

December 31, 2002 2001

Real estate mortgag

One to fou-family $ 103324 $ 1,070,09
Commercial real estate, mi-family and lanc 139,65« 112,31¢
FHA insured & VA guarantee 5,107 2,35¢
1,178,00 1,184,77.

Real estate constructic 11,07¢ 9,08z
Consume 80,21¢ 67,03¢
Commercial 77,96¢ 51,75¢
Total loans 1,347,26! 1,312,64

Loans in proces (3,53)) (2,459
Deferred origination costs, n 2,23¢ 1,04¢
Unamortized (discount) premiu ) 1
Allowance for loan losse (10,079 (10,35)
(11,379 (11,760

$ 1,335,89 $ 1,300,88!

At December 31, 2002, 2001 and 2000 loans in theuatof $2,688,000, $6,180,000, and $2,923,00@ecs/ely, were three or more
months delinquent or in the process of foreclosung the Company was not accruing interest incorhe.Jompany had no impaired loans at
December 31, 2002 and 2000. At December 31, 28@lintpaired loan portfolio consisted of one comnatioan for $2,368,000 for which
general and specific allocations to the allowameddan losses of $1,184,000 were identified. 1€fast income on nonaccrual loans and
impaired loans had been current in accordancethvtin original terms, approximately $87,000, $37®,@nd $132,000 of interest income for
the years ended December 31, 2002, 2001 and 28§fkatively, would have been recorded. At DecerBibeP002, there were no
commitments to lend additional funds to borrowehoge loans are classified as nonperforming.

An analysis of the allowance for loan losses ferybars ended December 31, 2002, 2001 and 208Fasi@ws (in thousands):

Year Ended December 31, 2002 2001 2000



Balance at beginning of ye $ 10,35, $ 9,13t $ 8,22
Provision charged to operatio 1,65( 1,25( 98t
Charge-offs (2,519 (98) (92
Recoveries 59z 61 22
Balance at end of ye $ 10,07¢ $ 10,35: $ 9,13¢
An analysis of the servicing asset for the yeadedrDecember 31, 2002, 2001 and 2000 is as fol{pwhousands):
Year Ended December 31, 2002 2001 2000
Balance at beginning of ye $ 7,62¢ $ 6,36 $ 2,24¢
Purchase, net of sal — — 3,481
Capitalized mortgage servicing rigt 4,702 3,76¢ 1,311
Amortization and impairment charg (4,427 (2,509) (673
Balance at end of ye $ 7,907 $ 7,62¢ $ 6,36°
The estimated fair value of the servicing ass&extember 31, 2002 was $8,300,000.
(7) Interest and Dividends Receivable
A summary of interest and dividends receivable etddnber 31, 2002 and 2001 follows (in thousands):
December 31, 2002 2001
Loans $ 528 $ 5,82¢
Investment securitie 32¢ 43€
Mortgagebacked securitie 765 1,367
$ 6,37¢ $ 7,632
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(8) Premises and Equipment, Net
Premises and equipment at December 31, 2002 ariddé28Gummarized as follows (in thousands):

December 31, 2002 2001
Land $ 3,19t $ 3,19t
Buildings and improvemen 15,36¢ 14,20:
Leasehold improvemen 2,04z 1,667
Furniture and equipme 11,65¢ 9,82(
Automobiles 264 164
Construction in progres 36 484
Total 32,55¢ 29,53:
Accumulated depreciation and amortizat (14,85) (12,807
$ 17,70¢ $ 16,73(

(9) Deposits

Deposits, including accrued interest payable oB$10J0 and $560,000 at December 31, 2002 and 288fectively, are summarized as

follows (in thousands):

December 31, 2002 2001

Weighted Weighted

Average Average

Amount Cost Amount Cost
Nor-interest bearing accour $ 86,29( — %$ 73,79¢ — %
NOW account: 260,76: .9¢ 212,32¢ 1.6C
Money market deposit accout 123,96( 1.3¢ 78,90: 1.8¢
Savings accoun 234,99! 1.0C 196,87 1.54
Time deposit: 478,82¢ 3.3¢€ 547,13: 4.3¢
$ 1,184,83 1.92% $ 1,109,04. 2.88%

Included in time deposits at December 31, 20022084, respectively, is $69,168,00 and $82,498,80kposits of $100,000 and over.

Time deposits at December 31, 2002 mature as fel(@wthousands):

Year ended December 31, 2002
2003 $ 309,90¢
2004 106,25¢
2005 19,04:
2006 14,76(
2007 15,86(
Thereaftel 13,00:
$ 478,82¢

Interest expense on deposits for the years endedrbleer 31, 2002, 2001 and 2000 was as followshingands):

Year ended December 31, 2002 2001

2000




NOW account: $ 3,61C $ 4,47¢ $ 2,563¢
Money market deposit accout 1,81: 1,744 1,99¢
Savings accoun 2,95¢ 3,34: 3,44¢
Time deposit: 19,10¢ 31,92% 36,68¢
$ 27,48! $ 41,48¢ $ 44,66¢
(10) Borrowed Funds
Borrowed funds are summarized as follows (in thadsx
December 31, 2002 2001
Weighted Weighted
Average Average
Amount Rate Amount Rate
Federal Home Loan Bank advant $ 214,00( 517% $ 272,00( 3.97%
Securities sold under agreements to repurc 184,58 4.3¢ 212,33. 4.8¢
$ 398,58 4.81% $ 484,33. 4.31%

Information concerning Federal Home Loan Bank (“lB{Ladvances and securities sold under agreememeptirchase (everse repurcha:

agreements”) is summarized as follows (in thousands

Reverse
FHLB Repurchase
Advances Agreements
2002 2001 2002 2001
Average balanc $ 237,98 $ 188,41: $ 180,69: $ 234,60t
Maximum amount outstanding at any month 309,90( 272,00( 190,45! 254,99¢
Average interest rate for the ye 4.88% 4.7% 4.72% 5.4%%
Amortized cost of collatera
Corporate securitie — —  $ 59,43( $ —
Mortgagebacked securitie — — 114,93« 219,54(
Estimated market value of collater
Corporate securitie — — 52,14; —
Mortgage-backed certificate — — 117,05« 223,69:

The securities collateralizing the reverse repwsetagreements are not under the Company’s coagrdhey are delivered to the lender with
whom each transaction is executed. The lender,mdnpsell, loan or otherwise dispose of such saearib other parties in the normal course
of their operations, agree to resell to the Compmamstantially the same securities at the matardfehe agreement.

FHLB advances and reverse repurchase agreemergsbatractual maturities at December 31, 2002 [kmAfe (in thousands):

Reverse
FHLB Repurchase
Advances Agreements
2003 $ 30,00C $ 69,58«
2004 27,00( 45,00(
2005 67,00( —
2006 45,00( 20,00(
2007 25,00( 15,00(
Thereafte 20,00( 35,00(



$ 214,00( $ 184,58

Amount callable by lender prior to the maturity el $ 110,00 $ 105,00(
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In the fourth quarter of 2001, the Bank prepaid,$28,000 of outstanding borrowings with a weighagdrage cost of 6.23%, incurring a
prepayment penalty on the early debt extinguishroéfi,669,000. In the second quarter of 2002 Btek prepaid $8,000,000 of outstand
borrowings with a weighted average cost of 3.70%liring a prepayment penalty of $72,000.

The Bank has an available overnight line of credtih the FHLB for $50,000,000 which expires NovemBB, 2003. The Bank also has
available from the FHLB, a one-month overnight reipg line of credit for $50,000,000 which expifdevember 25, 2003. 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, mortghgekied securities, U.S. Government agency obtigatand FHLB stock. As a member
of the FHLB of New York, the Company is requirecht@intain 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.

(11) Income Taxes

Legislation was enacted in August 1996 which regtédr 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. Thelktga also requires the Company to
recapture its post-1987 additions to the tax bdd dEserve which amounted to $389,000 and $77800&cember 31, 2002 and 2001,
respectively. The Company has accrued for thigliiplin the consolidated financial statements.

Retained earnings at December 31, 2002 include®=aippately $10,750,000 for which no provision facome tax has been made. This
amount represents an allocation of income to bad dieductions for tax purposes only. Events thatld/oesult in taxation of these reserves
include failure to qualify as a bank for tax purgssdistributions in complete or partial liquidatietock redemptions and excess distributions
to shareholders. At December 31, 2002 the Compadyah unrecognized deferred tax liability of $3,800 with respect to this reserve.

The provision for income taxes for the years eridedember 31, 2002, 2001 and 2000 consists of fleiag ( in thousands):

Year Ended December 31, 2002 2001 2000
Current:
Federal $ 8,55¢ $ 10,92: $ 7,091
State 642 58 53
Total Current 9,19¢ 10,98( 7,144
Deferred:
Federal 1,35¢ (1,500 (31¢)
State (807) — —
Total deferrec 554 (1,500 (31¢)
$ 9,752 $ 9,48( $ 6,82¢

On July 2, 2002, the New Jersey legislature passetilew Jersey Business Tax Reform Act. The letiisigprovided for an Alternative
Minimum Assessment (AMA) tax based on either gresgipts or gross profits and also increased theata on savings institutions, such as
the Bank, from 3% to 9%. The legislation was rettive to January 1, 2002. The net effect of théslagjon on the Company was to recog

a tax benefit of $374,000 for the year ended DeerBh, 2002, as deferred tax assets were increasetlect their expected recognition at
the higher tax rate of 9%.

Included in other comprehensive income is incomeetgense (benefit) attributable to net unrealigeiths (losses) on securities available for
sale in the amount of $(1,642,000), $2,409,000%&d26,000 for the years ended December 31, 200, @nd 2000, respectively.

A reconciliation between the provision for incoragds and the expected amount computed by multgpiyicome before the provision for
income taxes times the applicable statutory Fedecaime tax rate for the years ended December@12,2001 and 2000 is as follows (in
thousands):

Year Ended December 31, 2002 2001 2000




Income before provision for income tay
Applicable statutory Federal income tax r
Computec“expecte” Federal income tax expen
Increase(decrease) in Federal income tax expessking from:
Decrease in deferred tax valuation allowance rejatid charitable donatic
ESOP adjustmet
ESOP dividend
Earnings on life insuranc
State income taxes net of Federal ber
Other items, ne

$ 29,89 $ 27,63¢ $ 23,20¢
35.0% 35.0% 35.0%

$ 10,46: $ 9,67¢ $ 8,12¢
— — (1,060)
722 467 244
(229) — —
(65€) (594) (418)
(391) 38 35
(157) (105) (98)

$ 9,75: $ 9,48( $ 6,82¢

Included in other assets at December 31, 2002 @0dl & a net deferred tax asset of $6,257,000 &ra¥$,000, respectively. In addition, at
December 31, 2002 and 2001 the Company recordadent tax payable of $7,519,000 and $2,730,0Gheetively.
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The tax effects of temporary differences that gise to significant portions of the deferred tagets and deferred tax liabilities at December
31, 2002 and 2001 are presented below (in thouyands

December 31, 2002 2001

Deferred tax asset

Allowance for loan and real estate owned lossebpeks $ 4,25¢ $ 3,83¢
Reserve for uncollected intere 44 117
Deferred compensatic 45€ 46(
Premises and equipment, differences in depreci 76¢ 52¢
Other reserve 13€ 16¢
Stock award: 212 713
ESOP 17¢ 17¢€
Unrealized loss on securities available for 2,22( 484
Intangible assel 12¢ 131
Lease termination cos 12¢ 13¢
Penalty on early extinguishment of di 46¢ 607
Partnership investment incor — 223
State alternative minimum t: 29¢ —
Other — 8
Total deferred tax asse 9,291 7,58¢

Deferred tax liabilities

Allowance for loan and real estate owned lossesafopurpose (164) (287)
Excess servicing on sale of mortgage Ic (1,02¢) (882)
Investments, discount accreti (a77) (117)
Deferred loan and commitment costs, (1,665) (1,22¢)
Total deferred tax liabilitie (3,039 (2,519
Net deferred tax asse $ 6,257 $ 5,07t

The Company, as part of the Conversion, recordelthdatable donation expense of $14,258,000 in 199@ler the Internal Revenue Code,
charitable donations are tax deductible subjeatltmitation based on 10% of the Company’s annaxlble income. The Company, however,
was able to carry forward any unused portion ofddéuction for five years following the year in whithe contribution was made. Based on
the Company’s estimate of taxable income for 1986the carry forward period, $4,258,000 of the ithhle donation expense was initially
considered non tax deductible as it was unlikefit the Company would realize sufficient earningsrdtie six year period to take the full
deduction. As a result, the Company establishegfericbd tax valuation allowance of $1,490,000 ne¢ato the nondeductible expense. In
2000, after considering the Company’s actual egsperformance and expectations for taxable indbmoeigh December 31, 2001, the
Company estimated that an additional $3,029,00thafitable donation expense could be recognizethfopurposes, providing for a benefit
of $1,060,000.

The Company has determined that it is not requezktablish a valuation reserve for the remaindiefgrred tax asset account since it is
“more likely than not” that the remaining deferttad assets will be realized through future reversélexisting taxable temporary differences,
future taxable income and tax planning stratedibe. conclusion that it is “more likely than notatithe remaining deferred tax assets will be
realized is based on the history of earnings aagthspects for continued growth. Management wilitimue to review the tax criteria related
to the recognition of deferred tax assets.

(12) Employee Stock Ownership Plan

As part of the Conversion, the Bank establisheBmployee Stock Ownership Plan (“ESOP”) to provieiérement 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. ESOP shaeefirat allocated to employees who also parti@patthe Bank’s Incentive Savings

(401K) Plan in an amount equal to 50% of the f%t of the employees contribution. During 2002, 2@ad 2000, 13,847, 15,565 and 16,291
shares, respectively, were either released or ctiethrto be released under this formula. The remgiESOP shares are allocated among
participants on the basis of compensation earnadglthe year. Employees are fully vested in tBSOP account after the completion of 1
years of credited service or completely if servi@s terminated due to death, retirement, disabiitchange in control of the Compal

ESOP participants are entitled to receive distiimg from the ESOP account only upon terminatiosesfice, which includes retirement ¢



death.

The ESOP originally borrowed $13,421,000 from tloen@any to purchase 2,013,137 shares of common &sw&d in the conversion. On
May 12, 1998, the initial loan agreement was améndellow the ESOP to borrow an additional $8,200,in order to fund the purchase of
633,750 shares of common stock. At the same timéettm of the loan was extended from the initiadltive years to thirty years. The amen
loan is to be repaid from discretionary contribody the Bank to the ESOP trust. The Bank intéaasake contributions to the ESOP in
amounts at least equal to the principal and inteezglirement of the debt, assuming a fixed intenae of 8.25%.

The Banks obligation to make such contributions is reducetthe extent of any dividends paid by the Compamyinallocated shares and
investment earnings realized on such dividendofA3ecember 31, 2002 and 2001, contributions td8&®P, which were used to fund
principal and interest payments on the ESOP detatled $2,548,000 and $2,689,000, respectivelyingu002 and 2001, $1,035,000 and
$935,000, respectively, of dividends paid on urcaited ESOP shares were used for debt service. égrbtger 31, 2002 and 2001, the loan
had an outstanding balance of $11,644,000 and $13Q0, respectively, and the ESOP had unallocgdtaces of 1,333,905 and 1,501,719,
respectively. At December 31, 2002, the unallocatetes had a fair value of $29,946,000. The undeedrbalance of the ESOP is shown as
unallocated common stock held by the ESOP andlexted as a reduction of stockholders’ equity.

For the years ended December 31, 2002, 2001 ar@ #89Bank recorded compensation expense relating tESOP of $3,479,000,
$2,827,000, and $2,268,000, respectively, includip®63,777, $1,334,000 and $697,000, respectivetyesenting additional compensation
expense to reflect the increase in the averageddie of committed to be released and allocatadeshin excess of the Bank’s cost. As of
December 31, 2002, 1,156,174 shares had beentalibimaparticipants and 156,809 shares were coeinitt be released.
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(13) Incentive Plan

On February 4, 1997, a special meeting of the Caoryipahareholders ratified the OceanFirst FinanCi@ip. 1997 Incentive Plan which was
subsequently amended on February 18, 1998. The dedesind Restated OceanFirst Financial Corp. 198htive Plan (the “Incentive
Plan™) authorizes the granting of options to pusgh@ommon Stock, option-related awards and awdr@smmon Stock. On April 19, 2000,
the Company’s shareholders ratified the OceanFirgtncial Corp. 2000 Stock Option Plan (the “St@gkion Plan”) which authorizes the
granting of stock options. The purpose of both plarto attract and retain qualified personnelday gositions, provide officers, employees
and non-employee directors (“Outside Directors™wé proprietary interest in the Company as anritice to contribute to the success of the
Company, promote the attention of management ter aftockholder’'s concerns and reward employeesutstanding performance. All
officers, other employees and Outside DirectorhefCompany and its affiliates are eligible to ree@awards under the plans.

During 1997, the Company acquired 1,006,569 shard® open market at a cost of $10,176,000. Theaees have been awarded to officers
and directors. Such amounts represent deferred @asagion and have been accounted for as a redudtginckholders’ equity. Awards vest
at the rate of 20% per year except that the Compasydetermined that certain awards are also gmritrupon attainment of certain
performance goals by the Company, which performagoeds would be established by a committee of @atBiirectors (“Committee”). The
first and second annual installments vested offiitsteand second anniversary dates of the dateasftgVesting of 25% of the third annual
installment, and 50% of each of the fourth andhféhnual installments, were subject to the attaitroéperformance goals established by the
Committee. The performance goals could be set ®ythmmittee on an individual basis, for all Stockakds made during a given period of
time, or for all Stock Awards for indefinite permdNo Stock Award that was subject to a performayuazg was to be distributed to an
employee until the Committee confirmed that theartyihg performance goal had been achieved. NokS&eeard that was subject to a
performance goal is to be distributed to an OutBidlector until an independent third party confihidat the underlying performance goal
had been achieved. The Committee established mdetals of earnings per share growth as the padace goal for 2001. As a result of the
Company attaining the earnings per share growtbifspe by the Committee, all of the shares in tifitla annual installment vested on
February 4, 2002. The Company recorded compensatipense relating to stock awards of $161,0009351000 and $ 1,934,000 for the
years ended December 31, 2002, 2001 and 2000 ctasghe.

Under the Incentive Plan and Stock Option PlanQbmpany is authorized to issue up to 2,516,42festend 946,500 shares, respectively,
subject to option. All options expire 10 yearaiirthe date of grant and generally vest at theab®9% per year. The exercise price of each
option equals the market price of the Company’skstim the date of grant.

A summary of option activity for the years endecc®mber 31, 2002, 2001 and 2000 follows:

2002 2001 2000
Weighted Weighted Weighted
Number Average Number Average Number Average
of Exercise of Exercise of Exercise
Shares Price Shares Price Shares Price
Outstanding at beginning of ye 2,253,77. $ 10.01 2,348,56 $ 9.9C 2,511,00- $ 9.82
Granted 514,26: 17.9¢ 52,667 15.0¢ 132,66 12.6:
Exercisec (248,667) 9.7t (119,869 9.95 (162,46%) 9.91
Forfeited (36,226 16.5¢ (27,597 12,67 (132,63 10.4¢
Outstanding at end of ye 2,483,141 $ 11.5¢ 2,253,77. $ 10.01 2,348,56" $ 9.9C
Options exercisabl 1,889,42! 1,632,34. 1,282,27.

The following table summarizes information abowicktoptions outstanding at December 31, 2002:

Options Outstanding Options Exercisable
Weighted
Average Weighted
Number Remaining Average Number Weighted
of Contractual Exercise of Average
Exercise Prices Options Life Price Options Exercise Price
$9.29 to $9.8° 1,620,15 4.1C year: $ 9.61 1,616,08' $ 9.61
10.00 to 12.8° 308,34« 5.7¢ 11.21 254,57! 11.0¢

13.06 to 16.9¢ 57,93¢ 7.8¢ 14.2( 18,08¢ 13.91



17.14 to 17.8¢ 483,35t 9.0C 17.8¢ 67¢€ 17.52
18.64 to 22.0: 13.35¢ 9.3¢ 20.4¢ — —

2,483,141 5.3¢ year: $ 11.5¢ 1,889,42' $ 9.8t

(14) Commitments, Contingencies and Concentrationsf Credit Risk

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

At December 31, 2002, the following commitments aadtingent liabilities existed which are not refled in the accompanying consolidated
financial statements (in thousands):

December 31, 2002
Unused consumer and construction loan lines ofitcfedmarily floatinc-rate) $ 56,86¢
Unused commercial loan lines of credit (primarityatinc-rate) 40,16¢

Other commitments to extend cre

Fixec-Rate 109,50:
Adjustable-Rate 34,56¢
Floatin¢-Rate 16,01*
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The Company'’s fixed-rate loan commitments expirthini90 days of issuance and carried interest rateging from 5.5% to 6.75% at
December 31, 2002.

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

These commitments and obligations do not necegsaplresent future cash flow requirements. The Gowmievaluates each customer’s
creditworthiness on a case-by-case basis. The ambgnpllateral obtained, if deemed necessaryased on management’s assessment of
risk. Substantially all of the unused consumer emstruction loan lines of credit are collateradizsy mortgages on real estate.

At December 31, 2002, the Company is obligated undacancelable operating leases for premises gumgrment. Rental expense under
these leases aggregated approximately $1,263,0084 %000 and $843,000 for the years ended DeceBih@002, 2001 and 2000,
respectively.

The projected minimum rental commitments as of Ddmer 31, 2002 are as follows (in thousands):

Year ended December 31,

2003 $ 98¢
2004 99C
2005 765
2006 72C
2007 627
Thereaftel 2,52¢

$ 6,61¢

The Company grants one to four-family and commeéfiri&t mortgage real estate loans to borrowersprily located in Ocean, Middlesex
and Monmouth Counties, New Jersey. Its borrowdsiiti@s to repay their obligations are dependegraruvarious factors including the
borrowers’ income and net worth, cash flows gemeraly the underlying collateral, value of the uhdeg collateral and priority of the
Company’s lien on the property. Such factors apeddent upon various economic conditions and idd& circumstances beyond the
Company’s control; the Company is, therefore, stttije risk of loss.

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

Contingencies

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

(15) Fair Value of Financial Instruments
Fair value estimates, methods and assumptionseaferth below for the Company'’s financial instrume

Cash and Due from Banks
For cash and due from banks, the carrying amoyoapnates fair value.

Investments and Mortgage-Backed Securities

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

Loans



Fair values are estimated for portfolios of loarihwimilar financial characteristics. Loans argregated by type such as residential
mortgage, construction, consumer and commerciah f&sn category is further segmented into fixed adjustable rate interest terms.

Fair value of performing and non-performing loaresvestimated by discounting the future cash flowspf estimated prepayments, at a rate
for which similar loans would be originated to nbarrowers with similar terms.

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 amougtipke on demand. The related insensitivity of tregamity of these deposits to interest rate
changes creates a significant inherent value wikiclot 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 acuol cash flows using rates which approximatedhes offered for borrowings of similar
remaining maturities.
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Commitments to Extend Credit, and to Purchase biS&eurities The fair value of commitments to exteredit is estimated using the fees
currently charged to enter into similar agreemetatdng into account the remaining terms of theeagrents and the present creditworthiness
of the counterparties. For fixed rate loan committagfair value also considers the difference betwaurrent levels of interest rates and the
committed rates.

The estimated fair values of the Bank’s finanaistiuments as of December 31, 2002 and 2001 aserges in the following tables (in
thousands). Since the fair value of off-balanceeshemmitments approximate book value, these disicés are not included.

Book Fair
December 31, 2002 Value Value
Financial Assets
Cash and due from ban $ 17,19: $ 17,19:
Investment securities available for s 91,97¢ 91,97¢
Mortgage-backed securities available for s 138,65 138,65
Federal Home Loan Bank of New York stc 18,70( 18,70(
Loans receivable and mortgage loans held for 1,402,52. 1,444,85!
Financial Liabilities:
Deposits 1,184,83 1,192,41
Borrowed funds $ 398,58: $ 425,12:
Book Fair
December 31, 2001 Value Value
Financial Assets
Cash and due from ban $ 16,87¢ $ 16,87¢
Investment securities available for s 80,01° 80,017
Mortgage-backed securities available for s 233,30: 233,30:
Federal Home Loan Bank of New York stc 23,56( 23,56(
Loans receivable and mortgage loans held for 1,338,71 1,351,53.
Financial Liabilities:
Deposits 1,109,04 1,114,55
Borrowed funds $ 484,33. $ 509,89
Limitations

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

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

(16) Parent-Only Financial Information

The following condensed statements of financialdiion at December 31, 2002 and 2001 and condestageiments of operations and cash
flows for the years ended December 31, 2002, 206@12800 for OceanFirst Financial Corp. (parent camyponly) 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, 2002 2001




Assets

Cash and due from ban
Advances to subsidiary Bal
Investment securitie

ESOP loan receivab
Investment in subsidiary Bar

Total asset
Liabilities and Stockholde’ Equity
Other liabilities

Stockholder equity

Total liabilities and stockholde’ equity

$ 7% 7

5,45t 3,00¢

5,751 5,25%

11,64« 13,11

113,06! 125,93t

$ 135,92 $ 147,31(

$ 617 $ 581

135,30! 146,72¢

$ 135,92 $ 147,31(
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CONDENSED STATEMENTS OF OPERATIONS
(in thousands)

Year ended December 31, 2002 2001 2000
Dividend income- Subsidiary Banl 35,00C $ 15,00 $ 46,00(
Interest incom« Investment securitie 65¢ 14C 144
Interest incom« Advances to subsidiary Ba 57 411 1,22¢
Interest incom« ESOP loan receivab 1,08z 1,20¢ 1,32¢
Total dividend and interest incor 36,79¢ 16,75¢ 48,70
Operating expens¢ 1,29¢ 1,22¢ 1,19¢
Income before income taxes and equity in (distidng in excess) undistributed
earnings of subsidiary Bat 35,49¢ 15,52¢ 47,50:
Provision(benefit) for income tax: 187 15€ (597)
Income before equity in (distributions in excesgwfdistributed earnings of
subsidiary Banl 35,31 15,37: 48,10(
Equity in (distributions in excess of) undistribditearnings of subsidiary Bal (15,169 2,78¢ (31,719
Net income 20,14: $ 18,15¢ $ 16,38:
CONDENSED STATEMENTS OF CASH FLOWS
(in thousands)
Year ended December 31, 2002 2001 2000
Cash flows from operating activitie
Net income 20,14: $ 18,15¢ $ 16,38:
(Increase) decrease in advances to subsidiary (2,452 18,96¢ (16,100
(Equity in) distributions in excess of undistribditearnings of subsidiary Ba 15,16¢ (2,786 31,71¢
Deferred taxe — 1,30¢ (387)
Increase (decrease) in other liabilit 32 (307) 311
Reduction in Incentive Awarc 161 1,93t 1,93¢
Net cash provided by operating activit 33,05: 37,27¢ 33,86¢
Cash flows from investing activitie
Purchase of investment securit (600) (92 (89)
Repayments on ESOP loan receive 1,467 1,48¢ 1,502
Net cash provided by investing activiti 867 1,39: 1,41%
Cash flows from financing activitie
Dividends paic (8,916 (7,949 (7,622
Purchase of treasury sto (27,427 (31,92) (28,800
Exercise of stock optior 2,42z 1,192 1,14¢
Net cash used in financing activiti (33,920 (38,679) (35,277
Net increase in cash and due from be — — —
Cash and due from banks at beginning of 7 7 7
Cash and due from banks at end of 7% 7% 7



SELECTED CONSOLIDATED QUARTERLY FINANCIAL DATA

(Unaudited)

Quarter ended Dec.31 Sept.30 June 30 March 31
(dollarsin thousands, except per share data)

2002

Interest incom 25,90 $ 27,27. $ 26,86¢ $ 28,41«
Interest expens 10,97: 11,69¢ 12,20¢ 12,74¢
Net interest incom 14,92¢ 15,57: 14,66: 15,66¢
Provision for loan losse 40C 37t 37t 50C
Net interest income after provision for loan los 14,52¢ 15,197 14,28¢ 15,16¢
Other income 3,98¢ 1,34( 3,10¢ 2,42¢
Operating expenss 10,55} 9,89¢ 9,81( 9,87¢
Income before provision for income tay 7,95¢ 6,63¢ 7,58¢ 7,71t
Provision for income taxe 2,79( 1,84¢ 2,44¢ 2,66¢
Net Income 5,16¢ $ 4,79C $ 513¢ $ 5,04¢
Basic earnings per she 41 °$ 38 % AC $ .38
Diluted earnings per sha 3¢ $ 3t $ 37 % .3€
2001

Interest incom: 29,48( $ 29,95( $ 29,42( $ 29,31(
Interest expens 14,39( 15,70( 16,47¢ 16,57¢
Net interest incom 15,09( 14,25( 12,94: 12,73:
Provision for loan losse 47C 26% 26C 25k
Net interest income after provision for loan los 14,62( 13,98¢ 12,68: 12,47¢
Other income 4,35% 2,48( 3,29 2,80(
Operating expenst 9,73t 9,471 9,06: 9,11(
Income before provision for income tay 9,23¢ 6,994 6,91( 6,16¢
Provision for income taxe 3,19( 2,312 2,417 2,14¢
Net Income 4,96: $ 4,682 $ 4,49 $ 4,021
Basic earnings per she 37 % 34 $ 31 % .28
Diluted earnings per sha 3E S 32 % 3C $ 27
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Independent Auditors’ Report
The Board of Directors and Stockholders
OceanFirst Financial Corp.:

We have audited the consolidated statements afidinbcondition of OceanFirst Financial Corp. antisidiary as of December 31, 2002 and
2001, and the related consolidated statementxofme, changes in stockholders’ equity, and castsfior each of the years in the three-year
period ended December 31, 2002. These consolifiatattial statements are the responsibility of@rmenpany’s management. Our
responsibility is to express an opinion on thesgsotidated financial statements based on our audits

We conducted our audits in accordance with audiiagdards generally accepted in the United StdtAsnerica. Those standards require
that we plan and perform the audit to obtain reabtmassurance about whether the financial statsnaes free of material misstatement. An
audit includes examining, on a test basis, evidsnpporting the amounts and disclosures in then6iig statements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well asairgj the overall financial statement
presentation. We believe that our audits providesaonable 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 ofeBdxer 31, 2002 and 2001, and the results of tipeirations and their cash flows for each
of the years in the thregear period ended December 31, 2002 in conformitly accounting principles generally accepted inliméted State
of America.

As discussed in Note 1 to the Consolidated Findistetements, the Company adopted Financial Acdogii8tandards No. 145 “Rescission
of FASB Statement No. 4, 44 and 64, Amendment dBB/statement No. 13, and Technical Corrections.”

KPMG LLP

Short Hills, New Jersey
January 23, 2003
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Shareholder Information
ADMINISTRATIVE OFFICES

975 Hooper Avenue

Toms River, NJ 08754-2009
(732) 240-4500
www.oceanfirst.com

ANNUAL MEETING OF SHAREHOLDERS

The Annual Meeting of Shareholders will be heldAgmil 24, 2003 at 10:00 a.m. at Crystal Point MaClub, 3900 River Road, Point

Pleasant, New Jersey.

INVESTOR RELATIONS

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

Sally Dennis, Assistant Vice President, Ext. 7516
sdennis@oceanfirst.com

STOCK TRANSFER AGENT AND REGISTRAR

Shareholders wishing to change the name, addressrarship of stock, to report lost certificates@mronsolidate accounts are asked to

contact the Company’s stock registrar and traregfent directly:

American Stock Transfer & Trust Co.
Shareholder Relations Department
59 Maiden Lane

New York, NY 1003¢

(800) 937-5449

INDEPENDENT AUDITORS

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

SECURITIES COUNSEL

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

Market Information for Common Stock

OceanFirst Financial Corp.’s common stock is tragiedhe Nasdaq Stock Market under the symbol OQmR€é.stock is customarily listed as
OceanF in the Asbury Park Press and the Ocean CQbserver. The table below shows the reported aighlow daily closing prices of the

common stock during the periods indicated in 2002 2001.

First Second Third Fourth
2002 Quarter Quarter Quarter Quarter
High 20.2( 24.1¢ 24.0(C 22.9(
Low 15.97 19.67 19.5¢ 16.9¢
First Second Third Fourth
2001 Quarter Quarter Quarter Quarter
High 16.0( 17.97 17.8( 17.0¢



Low 14.2¢ 14.3¢ 15.61 15.5¢

As of December 31, 2002, the Company had approrimat400 shareholders, including the number oé@es or entities holding stock in
nominee or street name through various brokersanés.



Exhibit 22

INDEPENDENT ACCOUNTANTS® CONSENT

The Board of Directors
OceanFirst Financial Corp.:

We consent to incorporation by reference in théstegfion statement (No. 333-42088) on Form S-&ar@ing to the OceanFirst Financial
Corp. 2000 Stock Option Plan, and in the regisirasitatement (No. 33-34143) on Form S-8, pertaitoriye OceanFirst Financial Corp.
1997 Incentive Plan, and in the registration stat@niNo. 33-34145), on Form S-8, pertaining toRlegirement Plan for OceanFirst Bank, of
OceanFirst Financial Corp., of our report dateduday 23, 2003, relating to the consolidated statamef financial condition of OceanFirst
Financial Corp. and subsidiary as of December 8022nd 2001 and the related consolidated stateméiicome, changes in stockholders’
equity, and cash flows for each of the years irtlihee-year period ended December 31, 2002, wiejgtrt is incorporated by reference in the
December 31, 2002 Annual Report on Form 10-K ofa@Dé&drst Financial Corp.

KPMG LLP
Short Hills, New Jerse

March 25, 200«



