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PART |
Item 1. Business
General

OceanFirst Financial Corp. (the “Company”) was orged by the Board of Directors of OceanFirst B&hle “Bank”) for the purpose of acquiring all oktbapital
stock of the Bank issued in connection with thelBsuwsonversion from mutual to stock form, which wasnpleted on July 2, 1996. On August 18, 200(Biek
acquired Columbia Home Loans, LLC (“Columbia”), anigage banking company based in Westchester ColNety York in a transaction accounted for as a
purchase. On July 15, 2004, Columbia completecdugiisition of a consumer direct lending operatiased in Kenilworth, New Jersey. At December 3D52the
Company had consolidated total assets of $2.®bikind total stockholders’ equity of $138.8 millidihe Company was incorporated under Delaware fahiga
savings and loan holding company subject to reguldiy the Office of Thrift Supervision (“OTS"), ¢hFederal Deposit Insurance Corporation (“FDIC) &me
Securities and Exchange Commission (“SEC”). Culyettie Company does not transact any materiahessi other than through its subsidiary, the Bank.

The Bank was originally founded as a state-chadtbrelding and loan association in 1902, and caeeketo a federal savings and loan association 451%he Bank
became a Federally-chartered mutual savings bah®88. The Bank’s principal business has been antiruies to be attracting retail deposits fromdbaeral
public in the communities surrounding its branckices and investing those deposits, together witid$é generated from operations and borrowings,gifynin
single-family, owner-occupied residential mortgdgens. To a lesser extent, the Bank invests inrdjfpes of loans including commercial real estatalti-family,
construction, consumer and commercial loans. Th&Béso invests in mortgage-backed securities,rig@siissued by the U.S. Government and agenb&®of,
corporate securities and other investments perityeapplicable law and regulations. As a mortdagyeking subsidiary of the Bank, Columbia originatedls and
services a full product line of residential mortgdgans. Columbia sells virtually all loan prodoctinto the secondary market, except that the Bahloften
purchase adjustable-rate and fixed-rate mortgaayesloriginated by Columbia for inclusion in itsngaortfolio. The Bank also periodically sells pafits mortgage
loan production in order to manage interest ratle and liquidity. Presently, servicing rights ag¢ained in connection with most loan sales. ThekBarevenues are
derived principally from interest on its loans, andx lesser extent, interest on its investmentraodgage-backed securities. The Bank also recéneesne from
fees and service charges on loan and deposit pioduod from the sale of trust and asset manageseevites and alternative investment products, magtual funds
annuities and life insurance. The Bank’s primarnyrses of funds are deposits, principal and intggagtnents on loans and mortgage-backed securiisy”),
proceeds from the sale of loans, Federal Home Bzark (“FHLB”) advances and other borrowings ane tesser extent, investment maturities.

The Company’s Internet website address is www.dasagom. The Company’s annual report on Form 10-K, qubrteports on Form 10-Q, current reports on
Form 8-K and all amendments to those reports aadadle free of charge through its website, as smoreasonably practicable after such materidedrenically
filed with, or furnished to, the SEC. The Compariyiernet website and the information containedeimeor connected thereto are not intended to berporated
into this Annual Report on Form 10-K.

In addition to historical information, this Form-K0contains certain forward-looking statements whace based on certain assumptions and describe fpians,
strategies and expectations of the Company. Theeafd-looking statements are generally identifigdise of the words “believe,” “expect,” “intenddnticipate,”
“estimate,” “project,” or similar expressions. TBempany'’s ability to predict results or the actefiéct of future plans or strategies is inherenthgertain. Factors
which could have a material adverse effect on therations of the Company and its subsidiaries dwlbut are not limited to, changes in interesis;ageneral
economic conditions, legislative/regulatory changesnetary and fiscal policies of the U.S. Governtnicluding policies of the U.S. Treasury and Eegleral
Reserve Board, the quality or composition of thenlor investment portfolios, demand for
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loan products, deposit flows, competition, demandihancial services in the Company’s market aed accounting principles and guidelines. Thedes @sd
uncertainties should be considered in evaluatingdeod-looking statements and undue reliance shooide placed on such statements. The Companyndbes
undertake and specifically disclaims any obligatompublicly release the result of any revisionsailmay be made to any forward-looking statememteflect
events or circumstances after the date of sucarsttts or to reflect the occurrence of anticipatednanticipated events.

Market Area and Competition

The Bank is a communitgriented financial institution, offering a wide ety of financial services to meet the needs ofdi@munities it serves. The Bank condi
its business through an administrative and brafffibedocated in Toms River, New Jersey, and sexemiadditional branch offices. Fourteen of the teigh branch
offices are located in Ocean County with three tedan Monmouth County and one located in Middle€exinty, New Jersey. The Bank’s deposit gatheraeghbs
concentrated in the communities surrounding it&ceff. While the Bank’s lending activities are cantcated in the sub markets served by its brandheoffetwork,
lending activities extend throughout New Jersey, tana lesser extent, adjacent markets served hyn@aa. Lending activities are supported by loandurction
offices in Red Bank and Kenilworth, New Jersey.uBabia’s loan volume is primarily derived from thiedtate area around New York City. Columbia cortduc
business through an administrative and productfboeoin Valhalla, New York and satellite produgtioffices in adjacent markets.

The Bank is the oldest and largest community-bdiseacial institution headquartered in Ocean CouNtyw Jersey, which is located along the central Nersey
shore. Ocean County is among the fastest growipglption areas in New Jersey and has a significamtber of retired residents who have traditionphgvided th
Bank with a stable source of deposit funds. Theneot in the Bank’s primary market area is basechummixture of service and retail trade. Other eyplent is
provided by a variety of wholesale trade, manufasty Federal, state and local government, hospéatl utilities. The area is also home to commuterking in
New Jersey suburban areas around New York anddefplaia.

The Bank faces significant competition both in nmgkioans and in attracting deposits. The Stateesf Nersey has a high density of financial institusi, many of
which are branches of significantly larger insiitas headquartered out-of-market which have grdatancial resources than the Bank, all of which eempetitors
of the Bank to varying degrees. The Bank’s comipetitor loans comes principally from commercial kansavings banks, savings and loan associatioedit c
unions, mortgage banking companies and insurano@anies. Its most direct competition for deposis historically come from commercial banks, savipasks,
savings and loan associations and credit uniohsadth the Bank also faces increasing competitionléposits from short-term money market funds, otioeporate
and government securities funds, internet only joleng and from other financial service institutiGugh as brokerage firms and insurance companies.

Lending Activities

Loan Portfolio Composition The Bank'’s loan portfolio consists primarily afrventional first mortgage loans secured by onftw-family residences. At
December 31, 2005, the Bank had total loans outstgrof $1.700 billion, of which $1.187 billion 69.8% of total loans were one-to-four family, resital
mortgage loans. The remainder of the portfolio exind of $278.9 million of commercial real estateylti-family and land loans, or 16.4% of total lsa$22.7
million of real estate construction loans, or 1.8ftotal loans; $146.9 million of consumer loanspyarily home equity loans and lines of credit808% of total
loans; and $64.3 million of commercial loans, @9%8.of total loans. Included in total loans are $32illion in loans held for sale at December 31020At that
same date, 57.4% of the Bank’s total loans hadsalple interest rates.
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The types of loans that the Bank may originatesatgect to federal and state law and regulationierést rates charged by the Bank on loans aretafdy the
demand for such loans and the supply of money adailfor lending purposes and the rates offeredobypetitors. These factors are, in turn, affectgcaimong
other things, economic conditions, monetary pali@éthe Federal government, including the Fedeeslerve Board, and legislative tax policies.

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

Real estate
One-to-four family
Commercial real estate,
multi family and lanc
Constructior
Consumer (1
Commercial
Total loans

Loans in proces
Deferred origination costs, n
Unamoritized (discount) premium, r
Allowance for loan losse

Total loans, ne
Less:

Mortgage loans held for sg
Loans receivable, ni

Total loans:
Adjustable rate
Fixed rate

At December 31

2005 2004 2003 2002

2001

Percent
of Total

Percent
of Total

Percent

Amount Amount Amount of Total Amount

Percent
of Total

Percent

of Total Amount

(Dollars in thousands)

$1,187,221  69.8% $1,126,58' 72.7(% $1,081,90. 75.5(% $1,101,90. 77.9%% $1,110,28, 82.2%
278,92, 16.41 243,29¢ 15.7( 205,06( 14.31 146,14¢  10.3¢ 112,31¢ 8.3z
22,73¢ 1.3/ 19,18¢  1.2¢ 11,27 .79 11,07¢ .78 9,08 .67
146,91  8.6¢ 99,27¢  6.41 81,45:  5.6¢ 80,21¢  5.67 67,03¢  4.9¢
64,30  3.7¢ 61,29  3.9¢ 53,23.  3.72 74,545  5.27 51,75¢  3.87

1,700,09° 100.0(% 1,549,64: 100.0(% 1,432,92 100.0% 1,413,89' 100.0% 1,350,47 100.0%
(7,646) (5,970 (3,829 (3,531 (2,45¢)
4,59¢ 3,88¢ 4,13¢ 2,23¢ 1,04¢

— (4) (5) (5) 1
(10,460 (10,68%) (10,80%) (10,07 (10,35

1,686,58 1,536,86: 1,422,42 1,402,52: 1,338,71
32,04 63,961 33,20; 66,62¢ 37,82¢

$1,654,54. $1,472,90 $1,389,22 $1,335,89: $1,300,88!

$ 97567. 57.3% $ 849,03« 54.7% $ 670,39 46.7% $ 622,34¢ 44.0% $ 591,72 43.8%
724,42¢ 42.6] 700,60¢ 45.21 762,52 53.21 791,54 55.9¢ 758,75. 56.1¢

$1,700,091 100.0% $1,549,64. 100.0(% $1,432,92° 100.0(% $1,413,89!

100.0(% $1,350,47 100.0(%

(1) Consists primarily of home equity loans and linésredit, and to a lesser extent, loans on savégsunts, automobile and student lo:
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Loan Maturity. The following table shows the contractual majuoit the Bank’s total loans at December 31, 200% #ble does not include principal repayments.
Principal repayments, including prepayments orl totns was $444.0 million, $443.6 million and $3 fnillion for the years ended December 31, 200942and
2003, respectively.

At December 31, 200!

Commercial
real estate,
multi- Total
One-to family Loans
Four- Family and land Construction Consumer Commercial Receivable
(In thousands)
One year or les $ 14,88( $ 49,01: $ 22,73¢ $ 97¢ $ 18,62t $ 106,23¢
After one year
More than one year to three ye 4,28¢ 45,38¢ — 2,01¢ 15,56( 67,25¢
More than three years to five yei 4,76¢ 83,66¢ — 5,521 18,06: 112,01¢
More than five years to ten yee 58,46 67,76¢ — 23,50¢ 10,907 160,64(
More than ten years to twenty ye. 291,31¢ 23,27¢ — 114,88¢ 1,147 430,63:
More than twenty yeai 813,51: 9,811 — — — 823,32:
Total due after December 31, 2C 1,172,341 229,90¢ — 145,93: 45,67¢ 1,593,86:
Total amount du $1,187,221 $278,92: $ 22,73¢ $146,91: $ 64,30( 1,700,09:
Loans in proces (7,646
Deferred origination costs, n 4,59¢
Allowance for loan losse (10,460
Total loans, ne 1,686,58:
Less: Mortgage loans held for si 32,04«
Loans receivable, ni $1,654,54
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The following table sets forth at December 31, 2008 dollar amount of total loans receivable cactwally due after December 31, 2006, and whethehr kbans
have fixed interest rates or adjustable interdssra

Due After December 31, 200!
Fixed Adjustable Total
(In thousands)

Real estate loan

One-to-four family $467,15. $705,19. $1,172,34
Commercial real estate, mi-family and lanc 138,41¢ 91,49( 229,90¢
Consume! 62,60¢ 83,32¢ 145,93:
Commercial 28,64: 17,03: 45,67¢
Total loans receivabl $696,81¢ $897,04« $1,593,86;

Origination, Sale, Servicing and Purchase of LadFise Bank’s residential mortgage lending actigittge conducted primarily by commissioned loanegsgntatives
in the exclusive employment of the Bank. The Barginates both adjustable-rate and fixed-rate lodihe type of loan originated is dependent uporrétetive
customer demand for fixed-rate or adjustable-rateigage (“ARM”) loans, which is affected by the @nt and expected future level of interest ratedu@bia, as a
mortgage banker, sells virtually all loan productexcept that the Bank may purchase adjustablearatdixed-rate mortgage loans originated by Colianfidr
inclusion in its loan portfolio. Based upon availip and best execution Columbia sells its loandarction on both a servicing released and servitejned basis.
The Bank also periodically sells part of its moggaroduction in order to manage interest ratearsk liquidity. See “Loan Servicing.” At Decembdr, 2005 there
were $32.0 million in loans categorized as heldsfle.

The following table sets forth the Bank’s loan am@tions, purchases, sales, principal repaymertsaam activity, including loans held for sale, the periods
indicated.

For the Year December 31
2005 2004 2003
(In thousands)

Total loans:
Beginning balanc $1,549,64; $1,432,92 $1,413,89!
Loans originated
One-to-four family 1,008,34; 817,19¢ 1,057,33
Commercial real estate, mi-family and lanc 83,51 88,75¢ 34,65(
Constructior 9,617 17,32( 12,667
Consumel 172,14¢ 76,84+ 23,697
Commercial 32,82( 59,90¢ 30,85¢
Total loans originate 1,306,43! 1,060,02! 1,159,20!
Total 2,856,07! 2,492,95I 2,573,101
Less:
Principal repayment 444 ,02¢ 443,63 519,17¢
Sales of loan 711,95 499,39! 620,73:
Transfer to REC — 28¢€ 264
Total loans $1,700,09¢ $1,549,64. $1,432,92




Table of Contents

Oneto-Four Family Mortgage LendingThe Bank offers both fixed-rate and adjustabte-raortgage loans secured by one-to-four familidesges with maturities
up to 30 years. The majority of such loans arergethy property located in the Bank’s primary madeea. Loan originations are typically generated b
commissioned loan representatives and their canteith the local real estate industry, membersefibcal communities and the Bank’s existing ott gastomers.

At December 31, 2005, the Bank’s total loans outditeg were $1.700 billion, of which $1.187 billioor, 69.8%, were one-to-four family residential ngaige loans,
primarily single-family and owner-occupied. To ader extent and included in this activity are restthl mortgage loans secured by seasonal secandshand non-
owner occupied investment properties. The averageos the Bank’s one-to-four family mortgage loaas approximately $173,000 at December 31, 2008. Th
Bank currently offers a number of ARM loan programith interest rates which adjust every one-, thréee- or ten-years. The Bar&kkARM loans generally provic
for periodic (not less than 2%) and overall (notenthan 6%) caps on the increase or decrease inttrest rate at any adjustment date and ovédiféhef the loan.
The interest rate on these loans is indexed tapipdicable one-, three-, five- or ten-year U.S .abrgy constant maturity yield, with a repricing giarwhich ranges
generally from 2.50% to 3.25% above the index. Bhak also offers three-, five-, seven and ten-ydRM loans which operate as fixed-rate loans foehffive,
seven or ten years and then convert to one-year ARNE for the remainder of the term. The ARM loaresthen indexed to a margin of generally 2.50%.256%
above the one-year U.S. Treasury constant matyietgl.

Generally, ARM loans pose credit risks differergrttrisks inherent in fixed-rate loans, primarilychese as interest rates rise, the payments ofottnevker rise,
thereby increasing the potential for delinquency default. At the same time, the marketabilityle# inderlying property may be adversely affectedigper
interest rates. In order to minimize risks, borresvef one-year ARM loans with a loan-to-value ratfd’5% or less are qualified at the fully-indexate (the
applicable U.S. Treasury index plus the marginndmd to the nearest one-eighth of one percent)bamdwers of one-year ARM loans with a loan-towatatio
over 75% are qualified at the higher of the fulidéxed rate or the initial rate plus the 2% anintatest rate cap. The Bank does not originate ABah$ which
provide for negative amortization. The Bank dodserahterest-only ARM loans in which the borroweakes only interest payments for the first five,eseor ten
years of the mortgage loan term and then convextftdly amortizing loan until maturity. Borrowefsr interestenly ARM loans originated for portfolio are quadil
based on the same payment used to qualify foladuahortizing ARM loan. The interest-only featurd@lwesult in future increases in the borrower'sorepayment
when the contractually required payments increasetd the required amortization of the principabamt. These payment increases could affect a ben's\vability
to repay the loan. The amount of interest-only tmtsur-family mortgage loans at December 31, 2885 $199.4 million.

The Bank’s fixed-rate mortgage loans currentlyrasele for terms from 10 to 30 years. The normal sefion fixed-rate loan commitments provide for a maxm of
60 days rate lock upon receipt of a 1.0% fee clthogethe mortgage amount which typically becomesmdundable in the event the loan does not clome fo
expiration of the rate lock. The Bank may periotlicaell part of the fixed-rate residential mortgel@ans that it originates. The Bank retains theisiag on all
loans sold. The Bank generally retains for its fotid shorter term, fixed-rate loans and certainger term fixed-rate loans, generally consistingpahs to facilitate
the sale of Real Estate Owned (“REQ”), loans ticeff, directors or employees of the Bank and “jatnbr non-conforming loans (i.e., loans which ace eligible
for purchase by the Federal National Mortgage Aission (“FNMA”) or the Federal Home Loan Mortgager@oration (“FHLMC”) because of loan size or credit
underwriting criteria). The Bank may retain a pomtof its longer term fixed-rate loans after coesiidg volume and yield and after evaluating interate risk and
capital management considerations. The retentidixed-rate mortgage



Table of Contents

loans may increase the level of interest rateeighosure of the Bank, as the rates on these lodinsotvadjust during periods of rising interestasand the loans c
be subject to substantial increases in prepaynuemisg periods of falling interest rates.

The Bank’s policy is to originate one-to-four faynikesidential mortgage loans in amounts up to 80%elower of the appraised value or the sellinggof the
property securing the loan and up to 97% of theaiped value or selling price if private mortgagsurance is obtained (up to 100% for certain Comtyun
Reinvestment Act related programs covered by pivadrtgage insurance). Generally, independent eggisaare obtained for loans secured by real ptgpper
however, as allowed by the Financial Institutiored®m, Recovery and Enforcement Act of 1989 (“FIRRE under certain defined circumstances, a retdtes
collateral analysis is obtained instead. The awetagn-to-value ratio of the Bank’s one-to-four fgnmortgage loans was 60% at December 31, 20GE Ti
insurance is required for all first mortgage loavisrtgage loans originated by the Bank include doesale clauses which provide the Bank with the cadi right
to declare the loan immediately due and payabtkdarevent the borrower transfers ownership of topgrty without the Bank’s consent. Due-on-saleisées are an
important means of adjusting the rates on the Bafikéd-rate mortgage loan portfolio and the Baak benerally exercised its rights under these etaus

Commercial Real Estate, Muliamily and Land LendingThe Bank originates commercial real estate Ithasare secured by properties, or properties under
construction, generally used for business purpsselk as small office buildings or retail faciliti¢ge majority of which are located in the Bankigary market
area. The Bank’s underwriting procedures provide tommercial real estate loans may be made in atsaip to 80% of the appraised value of the prgp@tie
Bank currently originates commercial real estatefowith terms of up to twenty five years with fixer adjustable rates which are indexed to a maigove the
corresponding U.S. Treasury constant maturity yi€lte loans typically contain prepayment penalbiesr the initial three to five years. In reachitgydecision on
whether to make a commercial real estate loanB#rk considers the net operating income of the gntgmnd the borrower’s expertise, credit histprpfitability
and the term and quantity of leases. The Bank basmglly required that the properties securing cencial real estate loans have debt service covesdgs of at
least 130%. The Bank typically requires the persgnarantee of the principal borrowers for all coernial real estate loans. The Bank’s commercidlesgte loan
portfolio at December 31, 2005 was $268.3 million15.8% of total loans. The largest commercial estate loan in the Bank’s portfolio at Decembgy 2005 was
a performing loan for which the Bank had an outdiiag carrying balance of $8.8 million, secured Hyrgt mortgage on commercial real estate usedresith care
facility. The average size of the Bank’s commeroiall estate loans at December 31, 2005 was appately $594,000.

The commercial real estate portfolio includes lommghe construction of commercial properties. itaflly, these loans are underwritten based upomeerial
leases in place prior to funding. In many casesjmercial construction loans are extended to owthextsintend to occupy the property for businesgatgens, in
which case the loan is based upon the financiaagpof the related business and the owner obtisness. At December 31, 2005, the Bank had astamding
balance in commercial construction loans of $20il8an.

The Bank also originates multi-family mortgage Isamd land loans on a limited and highly seledbiasis. The Bank’s multi-family loans and land loahs
December 31, 2005, totaled $3.3 million and $7.Boni, respectively.

Loans secured by commercial real estate and nautity residential properties are generally larged avolve a greater degree of risk than one-ta-family
residential mortgage loans. Because payments on
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loans secured by multi-family properties are oftependent on successful operation or manageméin¢ giroperties, repayment of such loans may besstity) a
greater extent to adverse conditions in the reatesnarket or the economy. The Bank seeks to nrithese risks through its underwriting policiesjch require
such loans to be qualified at origination on thsidaf the property’s income and debt coveragerati

Construction Lending At December 31, 2005, residential constructi@nitotaled $22.7 million, or 1.3%, of the Bantotal loans outstanding. The Bank origin
residential construction loans primarily on a camgion/permanent basis with such loans convettrgn amortizing loan following the completion bét
construction phase. Most of the Bank’s construcliams are made to individuals building their pniyneesidence, while, to a lesser extent, loansraée to finance
a second home or to developers known to the Baokdar to build single-family houses for sale, whiocans become due and payable over terms genexlly
exceeding 18 months. The current policy of the Biarth charge interest rates on its constructi@am$owhich float at margins which are generally 16%.0% above
the prime rate (as published in thall Street Journal ). The Bank’s construction loans increase the @serate sensitivity of its earning assets. At Deoer 31,
2005, the Bank had 47 residential constructiondparith the largest loan commitment being $2.6iomll The Bank may originate construction loanshdividuals
and contractors on approved building lots in amsaypically no greater than 75% of the appraisddevaf the land and the building. Once construcisocomplete,
the loans are either paid in full or converted ¢onpanent amortizing loans with maturities simitathe Bank’s other one-timur family mortgage products. The Be
requires an appraisal of the property, credit resp@nd financial statements on all principals gadrantors, among other items, for all construchi@ms.

Construction lending, by its nature, entails addidl risks compared to one-to-four family mortgéggeling, attributable primarily to the fact thahfls are advanced
based upon a security interest in a project wrsafot yet complete. As a result, construction legdiften involves the disbursement of substantiati with
repayment dependent on the success of the ultipnaject and the ability of the borrower or guararntorepay the loan. Because of these factorsatiadysis of
prospective construction loan projects requiresxpertise that is different in significant respefoten that which is required for residential moggdending. The
Bank seeks to address these risks through its wnitieg procedures.

Consumer LoansThe Bank also offers consumer loans. At DecerBheP005, the Bank’s consumer loans totaled $146ll®n, or 8.6% of the Bank’s total loan
portfolio. Of that amount, home equity loans cormed $62.1 million, or 42.3%; home equity lines & dit comprised $83.9 million, or 57.1%; loans emiags
accounts totaled $556,000, or .4%; and automadtillent and overdraft line of credit loans tote$2@5,000 or .2%.

The Bank originates home equity loans typicallyused by second liens on one-to-four family resi@snd hese loans are originated as either adjustatdeor
fixed-rate loans with terms ranging from 5 to 2@rge Home equity loans are typically made on owotaupied, one-to-four family residences and gehetalBank
customers. Generally, these loans are subjecB@¥@loan-to-value limitation, including any othernstanding mortgages or liens, although the Barkalgo
originate loans with loan-to-value limitations qf to 90%, subject to more restrictive underwritiequirements.

The Bank also offers a variable-rate home equity bf credit which extends a credit line basedhenapplicant’s income and equity in the home. Gaherthe
credit line, when combined with the balance offitet mortgage lien, may not exceed 80% of the ajged value of the property at the time of the loammitment,
although the Bank will also originate loans witlamsto-value limitations of up to 90%, subject tormeestrictive underwriting requirements. Home gglines of
credit are secured by a
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mortgage on the underlying real estate. The Baakegntly charges no origination fees for these ldamsmay in the future charge origination feesif®home equit
lines of credit. The Bank does, however, charglyéarmination fees should a line of credit be eldsvithin three years of origination. A borrowerésgjuired to
make monthly payments of principal and interesg atinimum of $50, based upon a 10, 15 or 20 yeenrtization period. The Bank also offers home gglinites of
credit which require the payment of interest onlying the first five years with fully amortizing paents thereafter. Generally, the adjustable rateterest charged
is based upon the prime rate of interest (as pudxdisn theWall Sreet Journal ), although the range of interest rates chargedyaayfrom 1.0% below prime to
1.5% over prime. The loans have an 18% lifetimeaajnterest rate adjustments.

Commercial Lending At December 31, 2005, commercial loans totaletl Bénillion, or 3.8% of the Bank’s total loans datsding. The Commercial Lending
group’s primary function is to service the businessimunities’ banking and financing needs in thelBsprimary market area. The Commercial Lendingugr
originates both commercial real estate loans amthoercial loans (including loans for working capitated asset purchases; and acquisition, receivabtl
inventory financing). Credit facilities such asdsof credit and term loans will be used to faaiifitthese requests. In all cases, the Bank wikweand analyze
financial history and capacity, collateral valueesgth and character of the principals, and gémargment history of the borrower and principal€@ming to a
credit decision.

A well-defined credit policy has been approved liby Bank’s Board of Directors. This policy discowgadnigh risk credits, while focusing on quality endriting,
sound financial strength and close monitoring. Camuial business lending, both secured and unsecisrgénerally considered to involve a higher degrrisk
than secured residential real estate lending. &iséss on a commercial business loan is deperideggly on the borrower’s ability to remain finaakly able to
repay the loan out of ongoing operations. If thalBs estimate of the borrower’s financial abiligyinaccurate, the Bank may be confronted with a tdrincipal
on the loan. The Bank’s largest commercial loaDetember 31, 2005 had an outstanding balance dffilion and was secured by a first lien on alipmrate
assets. The average size of the Bank’'s commeoaaklat December 31, 2005 was approximately $102,00

Loan Approval Procedures and Authorityhe Board of Directors establishes the loan apdrpolicies of the Bank based on total exposurta¢andividual
borrower. The Board of Directors has authorizedabgroval of loans secured by real estate up atehéxposure of $3.0 million and unsecured logn#oua total
exposure of $1.0 million by various employees @f Bank, on a scale which requires approval by persiowith progressively higher levels of resporgipas the
loan amount increases. A minimum of two employsgatures are required to approve residentialsl@mer conforming loan limits. Loans secured by estate ir
amounts over a total exposure of $3.0 million fewrborrowers and a total exposure of $5.0 milliondxisting borrowers and loans not secured byestte over a
total exposure of $1.0 million require approvaltbg Loan Committee of the Board of Directors. Losesured by real estate in excess of a total expafu$5.0
million for new borrowers and a total exposure 8f@million for existing borrowers require approv the Board of Directors. Pursuant to OTS reguofet, loans t
one borrower generally cannot exceed 15% of th&kBamimpaired capital, which at December 31, 286®unted to $19.2 million. At December 31, 2008, th
Bank’s maximum loan exposure to a single borrowas %10.5 million, which is consistent with the Bankonservative lending approach. This relationship
comprises eight separate notes and several otliléiés have separate and distinct guarantors.

Loan Servicing Loan servicing includes collecting and remittlogn payments, accounting for principal and inten@sking inspections as required of mortgaged
premises, contacting delinquent borrowers, supegyiforeclosures and property dispositions in then¢ of unremedied defaults, making certain
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insurance and tax payments on behalf of the bom®aed generally administering the loans. The Bals& services mortgage loans for others. All ofltfzns
currently being serviced for others are loans wihiate been sold by the Bank. At December 31, 2@5Bank was servicing $910.3 million of loans d¢iners. For
the years ended December 31, 2005, 2004 and 2888skrvicing income (loss), net of related amati@n and write down of the loan servicing asssgled
$280,000, $328,000 and ($2,654,000), respectiVidig.loss in 2003 was due to the recognition ofnapairment to the loan servicing asset for $2,173f00 the
year ended December 31, 2003. The Company evaloetggage servicing rights for impairment on a ¢gery basis. The valuation of mortgage servicinghts is
determined through a discounted analysis of futasth flows, incorporating numerous assumptions lware subject to significant change in the neanter
Generally, a decline in market interest rates géllse expected repayment speeds to increasemgduolt lower valuation for mortgage servicing tgghnd
ultimately lower future servicing fee income.

Delinquencies and Classified Assefghe Board of Directors performs a monthly revigiall delinquent loan totals which includes loangy days or more past
due, and the detail of each loan thirty days orempast due that was originated within the past.yeaaddition, the Chief Risk Officer compiles aagerly list of all
classified loans and a narrative report of clasdifommercial, commercial real estate, multi-fapidyd and construction loans. The steps takemé&yank with
respect to delinquencies vary depending on the@aatiuthe loan and period of delinquency. When mdweer fails to make a required payment on a lola@ Bank
takes a number of steps to have the borrower berdelinquency and restore the loan to currenistdthe Bank generally sends the borrower a writtgite of
non-payment after the loan is first past due. tneélient payment is not then received, additiorisre and phone calls generally are made. If tha Ie still not
brought current and it becomes necessary for tim Batake legal action, which typically occurseafa loan is delinquent at least 90 days or mbeeBank will
commence foreclosure proceedings against any repepty that secures the loan. If a foreclosur@ads instituted and the loan is not brought cuotreaid in full,
or an acceptable workout accommodation is not agupen before the foreclosure sale, the real ptgercuring the loan generally is sold at forectesu

The Banks Internal Asset Classification Committee, whickhsired by the Chief Risk Officer who reports dthe to the Audit Committee of the Board of Direxg
reviews and classifies the Bank’s assets quargertyreports the results of its review to the BadrDirectors. The Bank classifies assets in acawdavith certain
regulatory guidelines established by the OTS whiehapplicable to all savings institutions. At Dater 31, 2005, the Bank had $2.2 million of assatduding all
REO, classified as Substandard, $59,000 of askessified as Doubtful and no assets classifiedass LLoans and other assets may also be placedvatch list as
“Special Mention” assets. Assets which do not autyeexpose the insured institution to sufficieiskrto warrant classification in one of the aforemiened
categories but possess weaknesses are requireddesltynated “Special Mention.” Special Mentioretéssotaled $15.5 million at December 31, 2005.risoare
classified as Special Mention due to past delingesnar other identifiable weaknesses. The Substdrdassification consists primarily of one-to-fdamily
residential loans, home equity lines and real esiained. The largest loan relationship classifie@pecial Mention is represented by a balance & $dlion, net o
a $4.5 million participation sold. The relationskipnsists of eleven loans and is secured by lieral@orporate assets, including mortgages on cercia real
estate used as a locally-owned grocery store @rairby residential property of the principals. Téens were current as to payments, but were cledsak Special
Mention due to shrinking profit margins and increbbalance sheet leverage.
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Nor-Accrual Loans and REO

The following table sets forth information regamlimon-accrual loans and REO. The Bank had no tealabébt restructured loans and one REO property at
December 31, 2005. It is the policy of the Bankéase accruing interest on loans 90 days or matedpa or in the process of foreclosure. For theegyended
December 31, 2005, 2004, 2003, 2002 and 2001, cteply, the amount of interest income that wouddvé been recognized on non-accrual loans if suatsldad
continued to perform in accordance with their cactnal terms was $115,000, $128,000, $96,000, $874nd $379,000.

December 31
2005 2004 2003 2002 2001
(Dollars in thousands)

Nonr-accrual loans

Real estate
One-to-four family $ 1,08 $ 1,337 $ 1,712 $ 2,222 $ 3,661
Commercial real estate, mi-family and lanc — 744 242 74 —
Consumel 29¢ 784 90 95 151
Commercial 21z 623 11€ 297 2,36¢
Total 1,59t 3,48¢ 2,162 2,68¢ 6,18(
REO, net(1 27¢ 28€ 257 141 138
Total nor-performing assel $ 1,872 $ 3,77¢ $ 2,41¢ $ 2,82¢ $ 6,312
Allowance for loan losses as a percent of totah$ogeceivable (2 .62% .69% 5% 71% T7%
Allowance for loan losses as a percent of tota-performing loans (3 655.8( 306.4: 499.6: 374.7¢ 167.4¢
Non-performing loans as a percent of total loans red#e(2)(3) .0¢ .23 15 1€ A€
Non-performing assets as a percent of total asse .0¢ .20 14 1€ .3€

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

(2) Total loans includes loans receivable and mortdaaes held for sale

(3) Non-performing assets consist of non-performing lcamg REO. Non-performing loans consist of all lo@slays or more past due and other loans in the
process of foreclosur

Allowance for Loan LossesThe allowance for loan losses is a valuation antthat reflects probable incurred losses in tfz Iportfolio based on management’s
evaluation of the risks inherent in its loan pditf@nd the general economy. The Bank maintainsatloevance for loan losses through provisions éaml losses that
are charged to income. Charge-offs against thevaliae for loan losses are taken on loans where geament determines that the collection of loan fpialds
unlikely. Recoveries made on loans that have bbarged-off are credited to the allowance for lazssés.

11
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The allowance for loan losses is maintained atmaousmt management considers sufficient to providefobable losses based on evaluating known areténky
risks in the loan portfolio resulting from manager'e continuing analysis of the factors underlythg quality of the loan portfolio. These factorslirde changes in
the size and composition of the loan portfoliopatioan loss experience, current economic conttidetailed analysis of individual loans for whfah

collectibility may not be assured, and the deteatiom of the existence and realizable value ofcthiateral and guarantees securing the loan.

The Bank’s allowance for loan losses consists sgexific allowance and a general allowance, eadatepd on a quarterly basis. A specific allowanageigrmined
for all assets classified as substandard, doubtfldss where the value of the underlying colldteam reasonably be evaluated; generally thosesleaoured by real
estate. The Bank obtains an updated appraisal wheadoan secured by real estate becomes 90 @dipggent. The specific allowance represents tfferénce
between the Bank’s recorded investment in the &yahthe fair value of the collateral, less estidatisposal costs. A general allowance is determfoedll other
classified and non-classified loans. In determirtimgylevel of the general allowance, the Bank segsie loan portfolio into various risk trancheséd on
classification (special mention, substandard anditfal); type of loan (mortgage, consumer and comaiad); and certain underwriting characteristics éstimated
loss factor is then applied to each risk tranchee [bss factors are determined based upon histéoera loss experience, current economic conditionslerwriting
standards, internal loan review results and othetofs.

An overwhelming percentage of the Bank’s loan mdidf whether one-to-four family, consumer or comnaia, is secured by real estate. Additionally, tafshe
Bank’s borrowers are located in Ocean and Monm@atinties, New Jersey and the surrounding area €Td@mwentrations may adversely affect the Bsufdén los
experience should local real estate values deolishould the markets served experience an adeesemic shock.

Management believes the primary risks inherenténpibrtfolio are possible increases in interestsiaedecline in the economy, generally, and a dedfi real estate
market values. Any one or a combination of thesnt/may adversely affect the borrowers’ abilityepay the loans, resulting in increased delingigsnéoan
losses and future levels of provisions. Accordinghe Bank has provided for loan losses at theectitevel to address the current risk in the loartfplio.

Although management believes that the Bank hablesttad and maintained the allowance for loan Issge@adequate levels to reserve for inherent Iqgasdsble in
its loan portfolio, additions may be necessaryifife economic and other conditions differ subsadiptfrom the current operating environment. Irddithn, various
regulatory agencies, as an integral part of thearménation process, periodically review the Barddlswance for loan losses. Such agencies may redfuér Bank to
make additional provisions for loan losses baseshupformation available to them at the time ofitlexamination. Although management uses the béstrnation
available, future adjustments to the allowancddan losses may be necessary due to economic,topgneegulatory and other conditions beyond thalBa control

As of December 31, 2005 and 2004, the Bank’s alimedor loan losses was .62% and .69%, respectivélptal loans. The Bank had non-accrual loan$106
million and $3.5 million at December 31, 2005 af®d2, respectively. The Bank will continue to monidgmd modify its allowance for loan losses as cboais
dictate.

12
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The following table sets forth activity in the Baskllowance for loan losses for the periods sethfmm the table.

At or for the Year Ended

2005 2004 2003 2002 2001
(Dollars in thousands)
Balance at beginning of ye $10,68¢ $10,80: $10,07+ $10,35: $ 9,13¢
Chargeoffs:
Real Estate
One-to-four family 11 17¢ 78 14¢ 98
Commercial real estate, mi-family and lanc — — — — —
Consume| — — — 2 —
Commercial 673 312 18C 2,36¢ —
Total 684 487 25¢& 2,51¢ 98
Recoveries 10€ 73 29¢€ 592 61
Net charg-offs 57¢ 414 (40 1,92 37
Provision for loan losse 35C 30C 68¢€ 1,65( 1,25(
Balance at end of ye. $10,46( $10,68¢ $10,80: $10,07+ $10,35:
Ratio of net char¢-offs during the year to average net loans outstenduring the yee .04% .03% .0C% 14% .0C%
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The following table sets forth the Basipercent of allowance for loan losses to totavedince and the percent of loans to total loansaah ®f the categories listec
the dates indicated (Dollars in thousands).

At December 31,

2005

2004

2003

2002 2001
Percent o Percent o Percent o Percent o Percent o
Percent ol Percent of Percent ot Percent of Percent ot
Loans in Loans in Loans in Loans in Loans in
Allowance Each Allowance Each Allowance Each Allowance Each Allowance Each
Category Category Category Category Category
to Total to Total to Total to Total to Total to Total to Total to Total to Total to Total
Amount _ Allowance Loans Amount_ Allowance Loans Amount_ Allowance Loans Amount  Allowance Loans Amount_ Allowance Loans
One- to
four-
family $ 2,181 20.80% 69.89%% 1,94( 18.1% 72.7(%$ 1,97¢ 18.31% 75.5(%$ 2,417 23.9% 77.9%% 2,547 24.6(% 82.22%
Commercial
real
estate,
multi-
family
and lanc  3,08( 29.4¢ 16.41 3,89t 36.4¢ 15.7C 4,347 40.2¢ 14.31 3,341 33.1% 10.3¢ 1,867 18.0¢ 8.3
Constructiol 113 1.0€ 1.34 144 1.3 1.2¢ 81 75 7S 83 .82 7€ 68 .6€ .67
Consume! 1,14¢ 10.9¢ 8.64 1,037 9.7C 6.41 781 7.2% 5.6¢ 754 7.4¢ 5.67 62t 6.04 4.9¢€
Commercial 1,90¢ 18.2¢ 3.7¢ 1,97C 18.4< 3.9€ 1,415 13.1C 3.7z 1,42: 14.1% 5.27 2,461 23.7¢ 3.8¢
Unallocatec 2,031 19.4:Z — 1,70z  15.9¢ — 2,200  20.3% — 2,056 20.41 — 2,787  26.8¢ —
Total $10,46( 100.0% 100.00%$10,68¢ 100.0% 100.0(%$10,80: 100.0% 100.0(% $10,07¢ 100.0(% 100.0(% $10,35. 100.0(% 100.0(%
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Investment Activities

Federally-chartered savings institutions have titb@ity to invest in various types of liquid assencluding United States Treasury obligationsusigies of various
Federal agencies, certificates of deposit of indin@nks and savings institutions, bankers’ accepwmepurchase agreements and Federal funds cBttjarious
restrictions, Federally-chartered savings institosi may also invest their assets in commercial papeestment-grade corporate debt securities aumtdiah funds
whose assets conform to the investments that ar&lgdehartered savings institution is otherwis¢hauized to make directly.

The investment policy of the Bank as establishethbyBoard of Directors attempts to provide andntzén liquidity, generate a favorable return onestments
without incurring undue interest rate and credik riand complement the Bank’s lending activitigge&fically, the Bank’s policies generally limitiastments to
government and Federal agency-backed securitiestaed non-government guaranteed securities, imjucorporate debt obligations, that are investngeatie.
The Bank’s policies provide that all investmentghases must be approved by two officers (eithelMthe President/Treasurer, Executive Vice Presihief
Financial Officer or the President/Chief Execut®ficer) and must be ratified by the Board of Dias.

Investment and mortgage-backed securities idedtdieheld to maturity are carried at cost, adjukiedmortization of premium and accretion of dise which are
recognized as adjustments to interest income. Mamagt determines the appropriate classificatiosectirities at the time of purchase. If the Bankthasntent an
the ability at the time of purchase to hold se@siuntil maturity, they are classified as helantaturity. Securities to be held for indefinite pei$ of time, but not
necessarily to maturity are classified as availfdnesale. Securities available for sale includeusities that management intends to use as pétg afset/liability
management strategy. Such securities are carridt &alue and unrealized gains and losses, netlafed tax effect, are excluded from earnings ao@ included as
a separate component of stockholders’ equity. Atdbeber 31, 2005, all of the Bank’s investment andtgage-backed securities were classified as dlaifar
sale.

Mortgagebacked SecuritiesMortgage-backed securities represent a participatterest in a pool of single-family or multirfaly mortgages, the principal and
interest payments on which, in general, are passetthe mortgage originators, through intermeeiathat pool and repackage the participation isteri@ the forn
of securities, to investors such as the Bank. Suelhmediaries may be private issuers, or agene@gding FHLMC, FNMA and the Government National
Mortgage Association (“GNMA”) that guarantee the pant of principal and interest to investors. Moggdacked securities typically are issued withestat
principal amounts, and the securities are backegbloys of mortgages that have loans with interagtsrthat are within a certain range and with veyynaturities.
The underlying pool of mortgages can be composeditioér fixed-rate 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 shorten the life of trmuséy, thereby affecting its yield to maturity atitk related market value of the mortgage-backedritg. The
prepayments of the underlying mortgages dependamyrfactors, including the type of mortgages, thepon rates, the age of mortgages, the geograghizgion
of the underlying real estate collateralizing thertgages, the general levels of market interessratnd general economic conditions. GNMA mortdaaeked
securities that are backed by assumable FederaiktpAuthority (“FHA”) or Department of Veterans fafrs (“VA”) loans generally have a longer life tha
conventional non-assumable loans underlying FHLM@& BNMA mortgage-backed securities. During periods o
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falling mortgage interest rates, prepayments géigenerease, as opposed to periods of increagiteyest rates when prepayments generally decriddBe.interest
rate of underlying mortgages significantly excettisprevailing market interest rates offered fortgage loans, refinancing generally increases andlerates the
prepayment of the underlying mortgages. Prepaymenerience is more difficult to estimate for adfdé-rate mortgage-backed securities.

The Bank has significant investments in mortghgeked securities and has utilized such investnterdemplement its lending activities. The Bankests in a larg
variety of mortgage-backed securities, includingWmalloon and fixed-rate mortgage-backed secuwritiee majority of which are directly insured oaganteed by
FHLMC, FNMA and GNMA. At December 31, 2005, mortgalgacked securities totaled $85.0 million, or 4 8®otal assets. The Bank held no collateralized
mortgage obligations (“CMOs") at December 31, 200 Bank has previously invested in U.S. Goverrtragency and government sponsored enterprise CMOs
and privately-issued CMOs.

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

For the Year Ended December 31

2005 2004 2003
(In thousands)

Beginning balanc $124,47¢ $ 86,93¢ $ 138,65
Mortgage-backed securities purchas 7,704 82,84« 70,58
Less: Principal repaymen (37,479 (43,47%) (118,85))

Amortization of premiurn (871) (2,359 (1,387

Sales (7,745 — —
Change in net unrealized loss on mort¢-backed securities available for s (1,06¢) (473) (2,056
Ending balanc $ 85,02t $124,47¢ $ 86,93¢
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The following table sets forth certain informatimgarding the amortized cost and market value®Bthnk’s mortgage-backed securities at the datbeated.

At December 31,

2004 2003
Estimated Amortized Estimated
Amortized Market Market
Cost Value Cost Value

(In thousands)

$ 17,72¢ $ 17,76¢ $ 6,58¢ $ 6,67¢
103,29° 102,70: 72,24¢ 71,86¢
3,72¢ 4,00¢ 6,71¢ 7,202
— — 1,19¢ 1,19¢

2005
Estimated

Amortized Market

Cost Value

Mortgage-backed securities

FHLMC $10,96¢ $10,80¢
FNMA 72,86 71,53
GNMA 2,54t 2,68t

CMOs — —
Total mortgag-backed securitie $86,37( $85,02¢

$124,75¢ $124,47¢ $86,74: $86,93¢

Investment SecuritiesThe following table sets forth certain informaticegarding the amortized cost and market valuéseoCompanys investment securities at 1

dates indicated.

At December 31,

2005 2004 2003
Estimated Estimated Estimated
Amortized Amortized
Market Amortized Market Market
Cost Value Cost Value Cost Value
(In thousands)
Investment securitie:

U.S. Government obligatior $ — $ — $ 99¢ $ 992 $ 99%€ $ 99¢
U.S. Agency obligation 201 20C 20¢ 20t 214 214
State and municipal obligatiol 4,131 4,157 3,812 3,862 5,56¢ 5,62¢
Corporate debt securitit 75,52¢ 73,63( 75,44¢ 73,17¢ 75,36¢ 67,94«
Equity investment 4,724 5,87¢ 4,344 5,72¢ 4,26% 5,67¢
Total investment securitie $84,58¢ $83,86. $84,81. $83,96( $86,40: $80,45¢
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The table below sets forth certain information reigag the amortized cost, weighted average yields@ntractual maturities, excluding scheduledgpial
amortization, of the Bank’s investment and mortghgeked securities, excluding equity securitiexfd83ecember 31, 2005. Actual maturities will diffeom
contractual maturities because borrowers may Haveight to call or prepay obligations with or vatit call or prepayment penalties.

At December 31, 200!

One Year or Les:

Amortized Cost

Investment securitie!

U.S. agency obligatior $ 201
State and municipal obligatio
@) 2,38¢

Corporate debt securities ( —
Total investment securitie $ 2,58t
Weighted average vyie! 4.28%
Mortgage-backed securities

FHLMC $ 2

FNMA 43

GNMA —
Total mortgag-backed securitie $ 45
Weighted average vyie! 7.0€%

More than One
Year to Five Years

Amortized Cost

More than Five
Years to Ten Year:

Amortized Cost

$ — $ —
$ 26 $ 21
72 11
22 43
$ 12C $ 75
8.52% 11.71%

(1) State and municipal obligations are reported aetpxivalent yield
(2) All of the Bank's corporate debt securities with maturities over pear carry interest rates which adjust to a shoear LIBOR on a quarterly bas
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More than Ten

Years

Amortized Cosl
(Dollars in thousands)

$

1,745

75,52¢

77,27¢

5.0(%

10,91¢
72,73t

2,48(

86,13(

4.5(%

Total
Estimated
Amortized Cost Market Value
$ 201 $ 20C
4,131 4,157
75,52¢ 73,63(
4.98%
$ 10,96¢ $ 10,80¢
72,86 71,53
2,54¢ 2,68t
$ 86,37( $ 85,02t
4.51%
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Sources of Funds

General Deposits, loan and mortgage-backed securitiemyrapnts and prepayments, proceeds from salesrmsd,|gavestment maturities, cash flows generatem fro
operations and FHLB advances and other borrowirgshe primary sources of the Bank’s funds forindending, investing and for other general purpose

Deposits. The Bank offers a variety of deposit accounthwirange of interest rates and terms. The Bardpssits consist of money market accounts, savings
accounts, interest-bearing checking accounts,intmest bearing accounts and time deposits. Foydlar ended December 31, 2005, time depositsitdast35.8%
of total average deposits. The flow of depositafisienced significantly by general economic coiutiis, changes in money market rates, prevailingrést rates and
competition. The Bank’s deposits are obtained pradantly from the areas in which its branch offiees located. The Bank relies on its community-fragmkocus
stressing customer service and long-standing oelstips with customers to attract and retain tllep®sits; however, market interest rates and odtesed by
competing financial institutions significantly aftethe Bank’s ability to attract and retain depasithe Bank does not use brokers to obtain deposits

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

For the Year Ended December 31

2005 2004 2003
(In thousands)
Net deposits (withdrawal $63,91¢ $111,76' $(57,107)
Interest credited on deposit accou 22,11« 14,56¢ 16,47¢
Total increase (decrease) in deposit acca $86,03: $126,33( $(40,63))
At December 31, 2005, the Bank had $110.5 milliotime deposits in amounts of $100,000 or more niragLas follows:
Weighted
Average
Maturity Period Amount Rate
(Dollars in thousands)
Three months or les $ 34,69( 3.4%%
Over three through six mont 21,84: 3.5¢
Over six through 12 montt 25,181 3.61
Over 12 month: 28,77( 4.0€
Total $110,48t¢ 3.67
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The following table sets forth the distributiontbé Bank’s average deposit accounts for the peiiatisated and the weighted average interest edtése end of
each period, on each category of deposits presented

Money market deposit accour
Savings accoun
Interes-bearing checking accour
Nor-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

2005 2004 2003
Percent Percent Percent
of 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)
$ 135,90° 10.1(% 1.34% $ 143,06« 11.88% 1.01% $ 132,49: 11.3(% .9C%
260,65! 19.3¢ 73 263,137 21.8¢ .5C 253,93 21.6¢ A4S
350,83¢ 26.0¢ 1.7¢ 272,07¢  22.61 .81 262,54. 22.3¢ A7
115,68: 8.6( — 111,13! 9.2¢ — 102,29: 8.7: —
863,08. 64.17 1.1¢ 789,40¢  65.5¢ .64 751,26¢ 64.0¢ A4S
77,12( 5.74 3.13 68,05¢ 5.6E 1.9t 64,54« 5.5C 1.0t
76,61¢ 5.7C 3.4z 67,61( 5.62 1.6¢ 79,92: 6.82 1.32
109,37 8.1: 3.37 67,65¢ 5.62 2.12 76,51( 6.52 1.94
130,84! 9.7:2 3.6¢ 123,58t 10.27 3.6¢ 98,07: 8.3€ 4.41
87,63 6.58 3.5t 87,48: 7.2€ 3.1C 102,11( 8.71 3.2¢
481,58!  35.8¢ 3.4¢ 414,390 34.42 2.67 421,15  35.97 2.7z
$1,344,66° 100.0(% 2.01% $1,203,80: 100.0(% 1.40% $1,172,42. 100.0(% 1.2%
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Borrowings. From time-to-time the Bank has obtained term adea from the Federal Home Loan Bank of New YoRHEB-NY”) as an alternative to retail
deposit funds and may do so in the future as gat$ operating strategy. FHLBFY term advances may also be used to acquire nesther assets as may be dee!
appropriate for investment purposes. These terrarazhs are collateralized primarily by certain & Bank’'s mortgage loans and investment and mortgagked
securities and secondarily by the Bank’s investniepgpital stock of the FHLB-NY. In addition, tiBank has an available overnight line of credit wite FHLB-
NY for $100 million which expires July 31, 2006.8Bank also has available from the FF-NY a one-month, overnight repricing line of crefiit $100 million
which also expires on July 31, 2006. The Bank etgpleoth lines to be renewed upon expiration. Whéized, both lines carry a floating interest rafel0-15 basis
points over the current Federal funds rate andecared by the Bank’s mortgage loans, mortgagedubs&curities, U.S. Government and agency secstid
FHLB-NY stock. The maximum amount that the FHLB-MMI advance to member institutions, including Bank, fluctuates from time to time in accordancéhwi
the policies of the OTS and the FHLB-NY. At DecemB#, 2005, the Bank had $51.9 million borrowedemitie FHLBNY lines of credit and $303.0 million unc
various term advances.

The Bank also borrows funds using securities soltbu agreements to repurchase. Under this fornowbtving specific U.S. Government agency, corparated/or
mortgage-backed securities are pledged as collatesacure the borrowing. These pledged secu@tiesot under the Bank’s control. At December22D5, the
Bank had borrowed $113.3 million through securiiel under agreements to repurchase. (See notth® tonsolidated financial statements in the 2805ual
Report to Stockholders.)

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

Columbia Home Loans, LLC was acquired by the Bami\aogust 18, 2000 and operates as a mortgage kpekbysidiary based in Westchester County, New York.
Columbia originates, sells and services a full patdine of residential mortgage loans primarilyNew York and New Jersey. Loans are originatedutjinoretail
branches and to a lesser extent, a web site artherk of independent mortgage brokers. Additionah July 15, 2004, Columbia completed the actjaisiof a
consumer direct lending operation based in Kenilludlew Jersey. The unit specializes in the origgmaof conventional and non-conforming mortgagens
through marketing agreements with internet-basad ¢generators. Columbia sells virtually all loandarction into the secondary market or, to a lesgtant, the
Bank.

OceanFirst Services, LLC was originally organized 982 under the name Dome Financial Services, tmengage in the sale of all-savers life insueafgior to
1998 the subsidiary was inactive, however, in 1988 Bank began to sell non-deposit investmentyxtsd(annuities, mutual funds and insurance) thnauthird-
party marketing firm to Bank customers through ghbsidiary, recognizing fee income from such sa¥<B Reinsurance, Ltd., was established in 2002 as
subsidiary of OceanFirst Services, LLC to reinsupercentage of the private mortgage insurance dekone-to-four family residential mortgages ovided by the
Bank and Columbia.

OceanFirst REIT Holdings, Inc., was establishe@(A1 and acts as the holding company for OceanReatty Corp. OceanFirst Realty Corp. was estadtish
1997 and is intended to qualify as a real estatesitment trust, which may, among other things,tbized by the Company to raise capital in the fetWpon
formation of OceanFirst Realty Corp., the Bank $farred $668 million of mortgage loans to this sdiasy.

Personnel

As of December 31, 2005, the Bank had 466 full-tengloyees and 74 part-time employees. The empsogeenot represented by a collective bargainirigaunal
the Bank considers its relationship with its empley to be good.
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REGULATION AND SUPERVISION
General

As a savings and loan holding company, the Commrgquired by Federal law to file reports withdamtherwise comply with, the rules and regulatiohthe OTS
The Bank is subject to extensive regulation, exatimm and supervision by the OTS, as its primanyefal regulator, and the FDIC, as the deposit grsdhe Bank
is a member of the Federal Home Loan Bank Systemwith respect to deposit insurance, of the Savigsociation Insurance Fund (“SAIF") managed tgy th
FDIC. The Bank must file reports with the OTS ahe EDIC concerning its activities and financial dition in addition to obtaining regulatory approvakior to
entering into certain transactions such as mengihs or acquisitions of, other savings institusohe OTS and/or the FDIC conduct periodic exatiina to test
the Bank’s safety and soundness and compliancevaribus regulatory requirements. This regulatiod aupervision establishes a comprehensive franieafor
activities in which an institution can engage amthtended primarily for the protection of the irmce fund and depositors. The regulatory strudlse gives the
regulatory authorities extensive discretion in agetion with their supervisory and enforcement atiéig and examination policies, including policiegh respect to
the classification of assets and the establishwieatequate loan loss reserves for regulatory magoAny change in such regulatory requirementgaltides,
whether by the OTS, the FDIC or the Congress, cbaldce a material adverse impact on the CompanyBané and their operations. Certain of the regulato
requirements applicable to the Bank and to the Gompare referred to below or elsewhere herein.deseription of statutory provisions and regulatiapglicable
to savings institutions and their holding comparsiessforth in this Form 10-K does not purport toebeomplete description of such statutes and régokand their
effects on the Bank and the Company and is qudlifigts entirety by reference to the actual lawd eegulations involved.

Holding Company Regulation

The Company is a nondiversified unitary savings laad holding company within the meaning of Fed&al. Under prior law, a unitary savings and loatding
company, such as the Company, was not generaliyctesl as to the types of business activities lniclv it may engage, provided that the Bank contintoebe a
qualified thrift lender (“QTL"). See “Federal Sags Institution Regulation - QTL Test.” The Grammalké-Bliley Act of 1999 provides that no company may
acquire control of a savings association after Mia¥999 unless it engages only in the financiaviigs permitted for financial holding companiesder the law or
for multiple savings and loan holding companiediescribed below. Further, the Gramm-Le&tiey Act specifies that existing savings and |daiiding companie
may only engage in such activities. The Gramm-LeBldey Act, however, grandfathered the unrestidcgaithority for activities with respect to unitagvings and
loan holding companies existing prior to May 4, 998uch as the Company, so long as the Bank castittucomply with the QTL test. The Company quedifior
the grandfather provision. Upon any nsumpervisory acquisition by the Company of anotlasirggs institution or savings bank that meets ti& @st and is deeme
to be a savings institution by the OTS, the Compaayld become a multiple savings and loan holdimggany (if the acquired institution is held as pasate
subsidiary) and would generally be limited to aitité permissible for bank holding companies urection 4(c)(8) of the Bank Holding Company Actjsat to
the prior approval of the OTS, and certain actgtauthorized by OTS regulation. However, the OdSiksued an interpretation concluding that métgalvings ar
loan holding companies may also engage in actsvfiiermitted for financial holding companies.

A savings and loan holding company is prohibitexrfy directly or indirectly, acquiring more than Sfftthe voting stock of another savings institut@mrsavings an
loan holding company without prior written approefithe OTS and from acquiring or retaining contsbh depository institution that is not insuredtbg FDIC. In
evaluating applications by holding companies toueregsavings institutions, the OTS considers tharftial and managerial resources and future prespéthe
company and institution involved, the effect of #egjuisition on the risk to the deposit insurangedf, the convenience and needs of the commuritg@ampetitive
factors.
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The OTS may not approve any acquisition that woetdllt in a multiple savings and loan holding compeontrolling savings institutions in more thareastate,
subject to two exceptions: (i) the approval of istate supervisory acquisitions by savings and le@ding companies and (ii) the acquisition of =isgs institution
in another state if the laws of the state of tmgetsavings institution specifically permit suduyaisitions. The states vary in the extent to whigy permit intersta
savings and loan holding company acquisitions.

Although savings and loan holding companies aresabject to specific capital requirements or specéstrictions on the payment of dividends or ottepital
distributions, Federal regulations do prescribehgestrictions on subsidiary savings institutioeslascribed below. The Bank must notify the OT$&@s before
declaring any dividend to the Company. In addititve, financial impact of a holding company on itbsidiary institution is a matter that is evaluabgdhe OTS
which has the authority to order cessation of @@ or divestiture of subsidiaries deemed to posereat to the safety and soundness of thedtistit

Acquisition of the CompanyUnder the Federal Change in Bank Control Act (G28), a notice must be submitted to the OTS if @eyson (including a company),
or group acting in concert, seeks to acquire 10¥hare of the Company’s outstanding voting stockessithe OTS has found that the acquisition witlnesult in a
change of control of the Company. Under CBCA, tfie&Sas 60 days from the filing of a complete not&act, taking into consideration certain factans/uding
the financial and managerial resources of the aegand the anti-trust effects of the acquisitidny company that so acquires control would thesidigect to
regulation as a savings and loan holding company.

Federal Savings Institution Regulation

Business Activities The activities of Federal savings institutions gogerned by Federal law and regulations. These éawlsregulations delineate the nature and
extent of the activities in which Federal savingaks may engage. In particular, many types of legnduthority for Federal savings banks, .e.gommercial, non-
residential real property loans and consumer loargslimited to a specified percentage of the tastin’s capital or assets.

Capital RequirementsThe OTS capital regulations require savings tiatins to meet three minimum capital standards5&o tangible capital ratio, a 4% leverage
ratio (3% for institutions receiving the highestimg on the CAMELS examination rating system) and8o risk-based capital ratio. In addition, therppd

corrective action standards discussed below alsblésh, in effect, a minimum 2% tangible capit@rslard, a 4% leverage ratio (3% for institutiogseiving the
highest rating on the CAMELS examination ratingtegs), and, together with the risk-based capitaidaad itself, a 4% Tier 1 risk-based capital stadd&he OTS
regulations also require that, in meeting the talegieverage and risk-based capital standardstutisns must generally deduct investments in lahs to
subsidiaries engaged in activities as principal #na not permissible for a national bank.

The risk-based capital standard for savings instits requires the maintenance of Tier 1 (core)tatel capital (which is defined as core capital anpplementary
capital) to risk-weighted assets of at least 4% &% respectively. In determining the amount df-figeighted assets, all assets, including certdialance sheet
activities, are multiplied by a risk-weight factofr0% to 100%, assigned by the OTS capital requidtiased on the risks believed inherent in the offzsset. Core
(Tier 1) capital is defined as common stockholdetglity (including retained earnings), certain nonalative perpetual preferred stock and relateglsar and
minority interests in equity accounts of consol@hsubsidiaries less intangibles other than centeirigage servicing rights and credit card relatfops. The
components of supplementary capital currently idelaumulative preferred stock, loterm perpetual preferred stock, mandatory conertibcurities, subordinat
debt and intermediate preferred stock, the allowdacloan and lease losses limited to a maximuth. 25% of risk-weighted assets and up to 45% odaiired
gains on available-for-sale equity securities wéadily
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determinable fair market values. Overall, the ant@fisupplementary capital included as part ofltctgital cannot exceed 100% of core capital. TR& @as
authority to establish individual minimum capitabuirements in cases where it is determined tpattcular institutions capital level is, or may, become inadeq
in light of the circumstances involved.

The following table presents the Bank’s capitalipos at December 31, 2005. The Bank met eachsafapital requirements at that date.

Capital

Required
Actual Required Excess Actual
Capital Capital Amount Percent Percent
(Dollars in thousands)
Tangible $127,73. $29,787 $97,94 6.45% 1.5(%
Core (Leverage 127,73: 59,57¢ 68,15¢ 6.4: 3.0C
Risk-basec 138,15: 99,927  38,23! 11.0¢ 8.0C

Prompt Corrective Regulatory ActioiThe OTS is required to take certain supervisorioastagainst undercapitalized institutions, theesigy of which depends
upon the institution’s degree of undercapitalizati®@enerally, a savings institution that has arafitotal capital to risk weighted assets of I 8%, a ratio of
Tier 1 (core) capital to risk-weighted assets s&lthan 4% or a ratio of core capital to total ssekless than 4% (3% or less for institutionswifte highest
examination rating) is considered to be “underedigiéd.” A savings institution that has a totakflsased capital ratio less than 6%, a Tier 1 chpit# of less than
3% or a leverage ratio that is less than 3% isidensd to be “significantly undercapitalized” andavings institution that has a tangible capitadgsets ratio equal
to or less than 2% is deemed to be “critically undpitalized.” Subject to a narrow exception, tHESJs required to appoint a receiver or conserviamioan
institution that is “critically undercapitalizedThe regulation also provides that a capital resitmmgplan must be filed with the OTS within 45 dafghe date a
savings institution receives notice that it is “enchpitalized,” “significantly undercapitalized” teritically undercapitalized.” Compliance with tipgan must be
guaranteed by any parent holding company. In additiumerous mandatory supervisory actions becameetiately applicable to an undercapitalized insth
including, but not limited to, increased monitorimg regulators and restrictions on growth, capltatributions and expansion. The OTS could alse taky one of a
number of discretionary supervisory actions, ingigdhe issuance of a capital directive and théament of senior executive officers and direcRigmificantly
and critically undercapitalized institutions ardget to additional mandatory and discretionary suees.

Insurance of Deposit Account§he Bank is a member of the Savings Associatioarbrsce Fund (“SAIF”). The FDIC maintains a risk-edsssessment system by
which institutions are assigned to one of threegaties based on their capitalization and onerektlsubcategories based on examination ratingsthaed
supervisory information. An institution’s assessimate depends upon the categories to which Bsggaed. Assessment rates for SAIF member ingtitatare
determined semiannually by the FDIC and currergttyge from zero basis points of assessable deposttse healthiest institutions to 27 basis pofotsthe riskiest.

In addition to the assessment for deposit insuransétutions are required to make payments ordbassued in the late 1980s by the Financing Catjmor
(“FICO") to recapitalize the predecessor to the BADuring 2005, FICO payments for SAIF members apipnated 1.39 basis points.

The Bank’s assessment rate for fiscal 2005 waslzasis points and the total assessments paidifopdhiod (including the FICO assessment) was $I0(5,The
FDIC has authority to increase insurance assessment
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A significant increase in SAIF insurance premiun@uid likely have an adverse effect on the operatixgenses and results of operations of the Bankalglement
cannot predict what insurance assessment ratebaniii the future.

Insurance of deposits may be terminated by the Ripih a finding that the institution has engagedrnisafe or unsound practices, is in an unsafe sowrd
condition to continue operations or has violatey applicable law, regulation, rule, order or commitimposed by the FDIC or the OTS. The managerogtite
Bank does not know of any practice, condition alation that might lead to termination of deposgurance.

Federal Deposit Insurance Reform Act of 200%ie Federal Deposit Insurance Reform Act of 2@08 “Act”), signed by the President on Februarg®)6, revised
the laws governing the federal deposit insuranstesy. The Act provides for the consolidation of Bank and Savings Association Insurance Fundsartombine(
“Deposit Insurance Fund.”

Under the Act, insurance premiums are to be detexdhby the Federal Deposit Insurance CorporatiBDIC”) based on a number of factors, primarily thsk of
loss that insured institutions pose to the Depasiirance Fund. The legislation eliminates theasurminimum 1.25% reserve ratio for the insurancel§, the
mandatory assessments when the ratio falls bel@®4 and the prohibition on assessing the higheditguanks when the ratio is above 1.25%. Thegkovides
the FDIC with flexibility to adjust the new insuraafund’s reserve ratio between 1.15% and 1.5%gnidipg on projected losses, economic changes aedsment
rates at the end of a calendar year.

The Act increased deposit insurance coverage lifmdta $100,000 to $250,000 for certain types ofifiial Retirement Accounts, 401(k) plans and otie¢éiremen
savings accounts. While it preserved the $100,@@@rmage limit for individual accounts and municigabosits, the FDIC was furnished with the disoreto adjust
all coverage levels to keep pace with inflationibamg in 2010. Also, institutions that become urndgitalized will be prohibited from accepting @@ntemployee
benefit plan deposits.

The consolidation of the Bank and Savings Assamilinsurance Funds must occur no later than teeday of the calendar quarter that begingl@9s after the da
of the Act's enactment, i.e., July 1, 2006. The Alsb states that the FDIC must promulgate finglil&ions implementing the remainder of its pramis not later
than 270 days after its enactment.

At this time, management cannot predict the effiéetny, that the Act will have on insurance premaipaid by the Bank.

Loans to One BorrowerFederal law provides that savings institutionsgeeerally subject to the limits on loans to onerteer applicable to national banks.
Subject to certain exceptions, a savings institutimy not make a loan or extend credit to a singlelated group of borrowers in excess of 15%ofinimpaired
capital and surplus. An additional amount may In¢, lequal to 10% of unimpaired capital and surplfusecured by specified readily-marketable colialteAt
December 31, 2005, the Bank’s limit on loans to baeower was $19.2 million, and the Bank’s largaggregate outstanding balance of loans to onewerrwas
$10.5 million, which is consistent with the Banksnservative lending approach.

QTL Test. The Home Owners Loan Act requires savings ir#ihs to meet a qualified thrift lender test. Unthes test, a savings association is required keeit
qualify as a “domestic building and loan associdtiander the Internal Revenue Code or maintaireast 65% of its “portfolio assets” (total assessi€1) specified
liquid assets up to 20% of total assets; (2) intaleg, including goodwill; and (3) the value of pesty used to conduct business) in certain “quedithrift
investments” (primarily residential mortgages aeldted investments, including certain mortgage-bddecurities) in at least nine months out of d&month
period. Additionally, education loans, credit cérdns and small business loans may be consideredifigd thrift investments.”
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A savings institution that fails the qualified tttdender test is subject to certain operatingrietstns and may be required to convert to a bdrdeter. As of
December 31, 2005, the Bank met the qualifiedttleifder test.

Limitation on Capital DistributionsOTS regulations impose limitations upon all capdiatributions by a savings institution, includiogsh dividends, payments to
repurchase its shares and payments to shareholdensther institution in a cash-out merger. Urttierregulations, an application to and the appro¥#ie OTS is
required prior to any capital distribution if thestitution does not meet the criteria for “expedliteeatment” of applications under OTS regulations. , generally,
examination ratings in the two top categories),tthal capital distributions for the calendar yeaceed net income for that year plus the amourgtafned net
income for the preceding two years, the institutiauld be undercapitalized following the distritmutior the distribution would otherwise be contrarya statute,
regulation or agreement with the OTS. If an appiécais not required, the institution must stilopide prior notice to the OTS of the capital distition if, like the
Bank, it is a subsidiary of a holding company.He event the Bank’s capital fell below its regutgteequirements or the OTS notified it that it viesieed of more
than normal supervision, the Bank’s ability to makgital distributions could be restricted. In didai, the OTS could prohibit a proposed capitatriistion by any
institution, which would otherwise be permittedthg regulation, if the OTS determines that suckribistion would constitute an unsafe or unsouncca. The
OTS has notified the Bank that it does not obje¢he payment of capital dividends, so long asBthek remains well capitalized after each capitsiriiution, and
also maintains a tier one core leverage ratio al6o®¥% and a total risk-based capital ratio above%0after each capital distribution.

AssessmentsSavings institutions are required to pay assessmnerihe OTS to fund the agency’s operations. Bsessments, paid on a seannual basis, are bas
upon the institution’s total assets, including aditiated subsidiaries as reported in the Ban&test quarterly thrift financial report. The @ssments paid by the Be
for the fiscal year ended December 31, 2005 totd83#,000.

Transactions with Related PartieBhe Bank’s authority to engage in transactions waffiliates” ( e.g ., any company that controls or is under commorircbmith
an institution, including the Company and its nenisgs institution subsidiaries) is limited by Fealdaw. The aggregate amount of covered transatiath any
individual affiliate is limited to 10% of the capltand surplus of the savings institution. The aggte amount of covered transactions with alliafék is limited to
20% of the savings institution’s capital and suspl@ertain transactions with affiliates are reqiiite be secured by collateral in an amount andtgpa described in
Federal law. The purchase of low quality assets faffiliates is generally prohibited. The transant with affiliates must be on terms and underuitstances, that
are at least as favorable to the institution asetrevailing at the time for comparable transastioith non-affiliated companies. In addition, s&s institutions are
prohibited from lending to any affiliate that isgaged in activities that are not permissible fankbholding companies and no savings institution parchase the
securities of any affiliate other than a subsidiary

The Sarbanes-Oxley Act of 2002, generally prohiloigsis by the Company to its executive officers dinectors. However, the Act contains a specifieraption for
loans from the Bank to its executive officers aim@ctors in compliance with Federal banking lawader such laws, the Bank’s authority to extend itted
executive officers, directors and 10% sharehol@@msiders”), as well as entities such persons @ints limited. The law limits both the individuahd aggregate
amount of loans the Bank may make to insiders haseghrt, on the Bank’s capital position and regsicertain board approval procedures to be fokbwseich
loans must not involve more than the normal riskeplayment and are required to be made on ternstastlally the same as those offered to unaffitiatelividuals.
except for loans made pursuant to a benefit or @msgtion program that is widely available to alpéwgees of the institution and does not give peafee to
insiders over other employees. Loans to execufifieess are subject to additional restrictions.

Enforcement The OTS has primary enforcement responsibility @aings institutions and has the authority todpantions against the institution and all
institution-affiliated parties, including stockholders, and atiprneys, appraisers and accountants who knoworglecklessly participate in wrongful action likeo
have
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an adverse effect on an insured institution. Fomnébrcement action may range from the issuaneeaaipital directive or cease and desist orderntmval of
officers and/or directors to the institution of eaership, conservatorship or termination of depiosiurance. Civil penalties cover a wide ranggiofations and can
amount to $25,000 per day, or even $1 million @arith especially egregious cases. The FDIC haadutteority to recommend to the Director of the Om&tt
enforcement action be taken with respect to aqdai savings institution. If action is not takenthe Director, the FDIC has authority to take saction under
certain circumstances. Federal law also establistiesnal penalties for certain violations.

Standards for Safety and SoundneBke Federal banking agencies have adopted Intecggguidelines prescribing Standards for Safety @adndness. The
guidelines set forth the safety and soundness atdadhat the Federal banking agencies use toifigantd address problems at insured depositorytirisins before
capital becomes impaired. If the OTS determinesdltgavings institution fails to meet any standambscribed by the guidelines, the OTS may reghieartstitution
to submit an acceptable plan to achieve complianittethe standard.

Federal Home Loan Bank System

The Bank is a member of the Federal Home Loan Esysitem, which consists of 12 regional FHLBs. Eakl B provides member institutions with a centraldite
facility. The Bank, as a member of the FHLB-NY égjuired to acquire and hold shares of capital stotkat FHLB in an amount at least equal to .20%mortgage
related assets and 4.5% of the specified valuerdio transactions with the FHLB. The Bank wasampliance with this requirement with an investmerfEHLB-
NY stock at December 31, 2005 of $21.8 milli

The FHLBs are required to provide funds for thevjines resolution of insolvent thrifts and to cohtrie funds for affordable housing programs. Thesgirements
could reduce the amount of dividends that the FHp8g to their members and could also result irfHeB imposing a higher rate of interest on advarogbeir
members. If dividends were reduced, or intereduture FHLB advances increased, the Bank’s netestencome would likely also be reduced.

Federal Reserve System

The Federal Reserve Board regulations require gavirstitutions to maintain non-interest earningerees against their transaction accounts (prignantérest-
bearing checking and regular checking accountsd.régulations generally provide that reserves bataiaed against aggregate transaction accourftdlaws: a
3% reserve ratio is assessed on net transacti@uaiscup to and including $48.3 million; a 10% reseatio is applied above $48.3 million. The fi$5t8 million of
otherwise reservable balances (subject to adjustnmnthe Federal Reserve Board) are exempt fremetberve requirements. The amounts are adjustechiiy
The Bank complies with the foregoing requirements.

FEDERAL AND STATE TAXATION
Federal Taxation

General. The Company and the Bank report their income oalendar year basis using the accrual methodaafuenting, and are subject to Federal income tamatio
in the same manner as other corporations with sareptions, including particularly the Bank’s regefor bad debts discussed below. The followingussion of
tax matters is intended only as a summary and doggurport to be a comprehensive description eftéx rules applicable to the Bank or the Compahg. Bank
has not been audited by the IRS in over 10 yeansits2005 taxable year, the Bank is subjectteaximum Federal income tax rate of 35.0%.

Distributions. Under the 1996 Act, if the Bank makes “non-dividaistributions” to the Company, such distributiamill be considered to have been made from the
Bank’s unrecaptured tax bad debt reserves (inciudin
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the balance of its reserves as of December 31,)188Fe extent thereof, and then from the Bankjspdemental reserve for losses on loans, to thenéxbhereof, and
an amount based on the amount distributed (buinnmtcess of the amount of such reserves) wilhotited in the Bank’s income. Non-dividend disttibos
include distributions in excess of the Bank’s cotr@nd accumulated earnings and profits, as catifar Federal income tax purposes, distributiomedemption
of stock, and distributions in partial or complétgiidation. Dividends paid out of the Bank’s curt@r accumulated earnings and profits will nosbencluded in
the Bank’s income.

The amount of additional taxable income triggergédmon-dividend is an amount that, when reducethbyax attributable to the income, is equal ]d@mount of
the distribution. Thus, if the Bank makes a noniglbwnd distribution to the Company, approximatelg @md ondzalf times the amount of such distribution (but im
excess of the amount of such reserves) would Bedable in income for Federal income tax purpoassuming a 35% Federal corporate income tax rate BEnk
does not intend to pay dividends that would reisudt recapture of any portion of its bad debt reser

Corporate Alternative Minimum TaxThe Internal Revenue Code of 1986, as amended@bde”) imposes a tax on alternative minimum bHe&ancome (“AMTI")
at a rate of 20%. The excess of the bad debt resiEduction using the percentage of taxable incoettod over the deduction that would have beenvalite
under the experience method is treated as a pnefeigem for purposes of computing the AMTI. On@#® of AMTI can be offset by net operating loss cawers ol
which the Bank currently has none. AMTI is incrahbg an amount equal to 75% of the amount by wihiehBank’s adjusted current earnings exceeds ity IAM
(determined without regard to this preference amaf po reduction for net operating losses). Th@Bdoes not expect to be subject to the AMTI.

Dividends Received Deduction and Other Mattéfee Company may exclude from its income 100%iwfldnds received from the Bank as a member ofémee
affiliated group of corporations. The corporateidiénds received deduction is generally 70% in teeof dividends received from unaffiliated corpiorss with
which the Company and the Bank will not file a aolitated tax return, except that if the CompanyherBank own more than 20% of the stock of a cafan
distributing a dividend then 80% of any dividendseived may be deducted.

State and Local Taxation

New Jersey Taxatio. The Bank files New Jersey income tax returns.Nfew Jersey income tax purposes, savings institsitieere previously taxed at a rate equal
to 3% of taxable income. On July 2, 2002, the Nergdy legislature passed the New Jersey BusinesRdfarm Act (the “Tax Reform Act”). The legislatio
increased the tax rate on savings institutionsh siscthe Bank, from 3% to 9% of taxable income. [Elgéslation was retroactive to January 1, 2002.tkRis purpose,
“taxable income” generally means Federal taxabtenme, subject to certain adjustments (includingtamdof interest income on State and municipaligdtions).

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

The Company is required to file a New Jersey inctemeeturn because it does business in New Jeffegy\New Jersey tax purposes, regular corporatioas
presently taxed at a rate equal to 9% of taxalderre. However, if the Company meets certain reqergs, it may be eligible to elect to be taxed &ew Jersey
Investment Company at a tax rate presently equaldio% (40% of 9%) of taxable income.

On February 6, 2006, the State of New Jersey thddlisegulations to disallow the dividends receigeduction for the direct receipt of a dividend frarReal Estat
Investment Trust (“REIT”) to its corporate parefe regulation will apply to dividends paid on after February 6, 2006. The Company does not extpect
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regulation to impact its operating results for ylear ended December 31, 2006. For the year endeeniier 31, 2007, the Company expects its effestate tax
rate to increase by approximately 3.6% (2.34% détderal benefit).

New York TaxationThe Bank is subject to New York State income téhe Tax is measured by “entire net income” whichésleral taxable income with
adjustments.

Delaware TaxationAs a Delaware holding company not earning incam2elaware, the Company is exempted from Delawarporate income tax but is required
to file an annual report with and pay an annuaidtase tax to the State of Delaware.

Item 1A. Risk Factors

Rising interest rates may hurt profitkiterest rates were recently at historically lewels. However, since June 30, 2004, the FedazséRe has increased its target
for the Federal funds rate several times. If skem interest rates continue to rise or if thedialrve continues to flatten, and if rates on di#p@snd borrowings
reprice upwards faster than the rates on loansravedtments, the Company would experience compmessdiits interest rate spread and net interesgimawhich
would have a negative effect on profitability.

Increased emphasis on commercial lending may exgpesBank to increased lending risk&t December 31, 2005, $343.2 million, or 20.2%the Bank’s total
loans consisted of commercial, multi-family anddaeal estate loans, and commercial business |ddis portfolio has grown in recent years and th@lBintends
to continue to emphasize these types of lendings@&ltypes of loans generally expose a lender tiegresk of non-payment and loss than one-to-family
residential mortgage loans because repayment dbéms often depends on the successful operatithregfroperty and the income stream of the borrsw®uch
loans typically involve larger loan balances tog&nborrowers or groups of related borrowers comegén one-to-four family residential mortgage laafkso, many
of the Bank’s commercial borrowers have more thaa loan outstanding. Consequently, an adverse @@went with respect to one loan or one creditiaiahip
can expose the Bank to a significantly greateroisloss compared to an adverse development wihe to a one-to-four family residential mortgémgn.

A downturn in the local economy or a decline inl estate values could hurt profitdlost of the Bank’s loans are secured by reakestaare made to businesses in
Ocean and Monmouth Counties, New Jersey and thewding area. As a result of this concentratiotip@nturn in the local economy could cause sigaific
increases in nonperforming loans, which would lpuefits. In recent years there has been a sigmificecrease in real estate values in the Bank'ketarea. As a
result of rising home prices, loans have been ealhteralized. A decline in real estate valuesi¢@ause some mortgage loans to become inadequately
collateralized, which would expose the Bank toeaggr risk of loss.

The Bank operates in a highly regulated environmedtmay be adversely affected by changes in lamsegulations The Bank is subject to extensive regulation,
supervision and examination by the Office of Th8ttpervision, the Bank’s chartering authority, &ydhe Federal Deposit Insurance Corporation, sisrér of
deposits. The Company and the Bank are subjeegtadation and supervision by the Office of Thriftg@rvision. Such regulation and supervision govéras
activities in which an institution and its holdiogmpany may engage, and are intended primarilhf@protection of the insurance fund and deposi®egulatory
authorities have extensive discretion in their suigery and enforcement activities, including thgbsition of restrictions on operations, the clisation of assets
and determination of the level of the allowanceléam losses. Any change in such regulation andsaylet, whether in the form of regulatory policggulations,
legislation or supervisory action, may have a niat@npact on operations.

The Companis allowance for loan losses may be inadequate hadvald hurt the Compahy earnings The Company’s allowance for loan losses may ptovee
inadequate to cover actual loan losses and if tragany
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is required to increase its allowance, currentiegsymay be reduced. When borrowers default ambdoepay the loans that the Bank makes to theenCtimpany
may lose money. The Compasyexperience shows that some borrowers eithemailpay on time or will not pay at all, which wiquire the Company to cancel
“charge-off” the defaulted loan or loans. The Compprovides for losses by reserving what it belgei@be an adequate amount to absorb any probdidecint
losses. A “charge-off” reduces the Company’s reséov possible loan losses. If the Company’s resewere insufficient, it would be required to retarlarger
reserve, which would reduce earnings for that gerio

The Companys mortgage servicing rights may become impaireatwbould hurt profits Mortgage servicing rights are carried at the lowfecost or fair value. An
impairment is recognized as a reduction to sergif@® income. In the event that loan prepaymemi®ase due to increased loan refinancing, thevédire of
mortgage servicing rights would likely decline.

Item 1B. Unresolved Staff Comments
None
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Iltem 2. Properties

The Bank conducts its business through its admatise office, which includes a branch office, aWlother full service offices located in Ocean, Mauth and
Middlesex Counties, through loan production offiaesl through the administrative and loan productiffites of Columbia.

Location

Leased ol

Owned

Administrative Office:
975 Hooper Avenu
Toms River, New Jersey 087

Branch Offices
Adamston:
385 Adamston Road Brick,
New Jersey 0872
Berkeley:
Holiday City Plaza
730 Jamaica Boulevard
Toms River, New Jersey 087
Brick:
321 Chambers Bridge Road
Brick, New Jersey 0872
Concordia:
1 Concordia Shopping Mall
1600 Perinneville Road
Monroe, New Jersey 083
Route 37 West:
55 Bananier Drive
Toms River, New Jersey 087
Freehold:
Poet’s Square Shopping Center
48 Thoreau Drive
Freehold, New Jersey 077
Jackson:
260 North County Line Road
Jackson, New Jersey 085
Lacey:
900 Lacey Road
Forked River, New Jersey 087
Lake Ridge:
147 Route 70, Suite 1
Toms River, New Jersey 087
Manahawkin:
205 Route 72 West
Manahawkin, NJ 0805
Pavilion:
70 Brick Boulevard
Brick, New Jersey 0872
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Owned

Leasec

Leasec

Owned

Leasec

Leasec

Leasec

Leasec

Leasec

Leasec

Leasec

Leasec

Original
Leased o Date of
Lease
Acquired Expiration(1)
1995 —
1999 07/31/09
1984 11/30/09
1960 —
1985 07/31/10
2001 06/01/21
2004 01/01/15
2002 05/01/22
1997 01/31/18
1998 01/31/18
2001 09/30/21
1989 09/30/18

Net Book Value of Property ol

Leasehold Improvements at
December 31, 2005

(Dollars in thousands)

$ 7,02%

64

80¢€

1,127
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Location

Point Pleasant Beach:

701 Arnold Avenue

Point Pleasant, New Jersey 087

Point Pleasant Boro:

2400 Bridge Avenue

Point Pleasant, New Jersey 08"

Route 88:

3100 Route 88

Point Pleasant, New Jersey 087

Spring Lake Heights:

2401 Route 71

Spring Lake Heights, New Jersey 07’

Wall Township:

2445 Route 34

Manasquan, New Jersey 087

Whiting:

Whiting Shopping Center

Whiting, New Jersey 087&
Other Properties

730 Brick Boulevard

Brick, New Jersey 0872

331 Newman Springs Road, Suite 131

Red Bank, New Jersey 077
Columbia Home Loans, LLC

400 Columbus Avenue

Valhalla, New York 1059!

2950 S. Expressway, Suite 234

Islandia, New York 1174

1700 Galloping Hill Road (2)

Kenilworth, New Jersey 070:

623 Stewart Avenue

Garden City, New York 1153

(1) The Company may also hold options to renew leaseadditional terms upon expiration of the curieaise.

(2) The property is also used as a residential loadymtion office for the Bank
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Leased o

Owned

Ownec

Ownec

Leasec

Leasec

Leasec

Leasec

Ownec

Leasec

Leasec

Leasec

Leasec

Leasec

Original
Year
Leased o

Acquired
1937

1971

2000

1999

1999

1983

1986

2004

2001
2002
2004

2004

Date of
Lease

Expiration(1)

03/31/50

10/31/09

02/28/10

10/31/07

11/15/09

07/01/12
05/31/09
11/30/06

08/31/09

Net Book Value of Property ol

Leasehold Improvements at
December 31, 2005

(Dollars in thousands)

8

11

152

364

65
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Item 3. Legal Proceedings

The Company and the Bank are not involved in amdpey legal proceedings other than routine legatpedings occurring in the ordinary course of bessn Such
other routine legal proceedings in the aggregadalieved by management to be immaterial to thmg2my’s financial condition or results of operaton

Item 4. Submission of Matters to a Vote of Securitydolders
None.

PART Il

Item 5. Market for Registrant’'s Common Equity, Related Stockholder Matters and Issuer Purchases of Edty Securities

Information relating to the market for Registrardtsmmon equity and related stockholder mattersagspender “Shareholder Information” on the InsideBCover

in the Registrant’s 2005 Annual Report to Stockboddand is incorporated herein by reference.

Information regarding the Company’s common stogurehases for the three month period ended Dece&Ih&005 is as follows:

Shares Purchased ¢

Announced Plans o

Maximum Number
of Shares that May

Yet Be Purchased
Under the Plans o1

Programs

Total
Number of
Shares
Period Purchasec
October 1, 2005 through October 31, 2( -0-
November 1, 2005 through November 30, 2 28,15¢
December 1, 2005 through December 31, Z 50,68¢

138,48¢
110,33«
59,64¢

On October 23, 2003, the Company announced itatioteto repurchase up to 1,341,818 shares, or dd¥s outstanding common stock. On October 1952he
Company announced its intention to repurchase @n tadditional 636,036 shares, or 5%, of its ontlitey common stock upon consummation of the exjstin

program.

Iltem 6. Selected Financial Data

The above-captioned information appears under t&sdeConsolidated Financial and Other Data of tam@any” in the Registrant’s 2005 Annual Report to

Stockholders on pages 9 and 10 is incorporatedrhbyereference.
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Iltem 7. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations

The above-captioned information appears under “Mament’s Discussion and Analysis of Financial Cdodiand Results of Operations” in the Registrap065
Annual Report to Stockholders on pages 11 throBartl is incorporated herein by reference.

Item 7A. Quantitative and Qualitative Disclosures Aout Market Risk

The above captioned information appears under “Mamagt’s Discussion and Analysis of Financial Candiind Results of Operations - Management of Istere
Rate Risk” in the Registrant’s 2005 Annual Repor§tockholders on pages 20 through 23 and is imcated herein by reference.

Iltem 8. Financial Statements and Supplementary Data

The Consolidated Financial Statements of OceanFinstncial Corp. and its subsidiary, together whith report thereon by KPMG LLP appears in the Reggi$'s
2005 Annual Report to Stockholders on pages 241gir@9 and are incorporated herein by reference.

Item 9. Changes In and Disagreements with Accountas on Accounting and Financial Disclosure
None.

Item 9A. Controls and Procedures

Evaluation of Disclosure Controls and ProcedurElse Company’s management, including the Compamyrgipal executive officer and principal finanlotdficer,
have evaluated the effectiveness of the Compami&closure controls and procedures” as such tedefisaed in Rule 13a-15(e) promulgated under treuBges
Exchange Act of 1934, as amended, (the “Exchand8d.Aased upon their evaluation, the principal @xéve officer and principal financial officer cdnded that,
as of the end of the period covered by this reploet, Company’s disclosure controls and procedurse wffective for the purpose of ensuring thatitifiermation
required to be disclosed in the reports that then@my files or submits under the Exchange Act WithSecurities and Exchange Commission (the “SEQ"js
recorded, processed, summarized and reported vtiteitime periods specified in the SEC’s rules famohs, and (2) is accumulated and communicatebteo t
Company’s management, including its principal exeeuand principal financial officers, as appropeito allow timely decisions regarding requirecctisure. In
addition, based on that evaluation, no changearQbmpany'’s internal control over financial repogtoccurred during the year ended December 31, #GQ%as
materially affected, or is reasonably likely to srally affect, the Company’s internal control o¥igancial reporting.

Managemerns Report on Internal Control over Financial RepaytiThe Management Report on Internal Control over férel Reporting and the Report of
Independent Registered Public Accounting Firm appethe Registrant’s 2005 Annual Report to Stoddleos on pages 40 and 41 and are incorporatednhieyei
reference.

Item 9B. Other Information
None

34



Table of Contents

PART Il

Item 10. Directors and Executive Officers of the Rgistrant

The information relating to directors and executificers of the Registrant and the Registrantimipbance with Section 16(a) of the Exchange Acuiesg by Part
Il is incorporated herein by reference from theggR&ant’s Proxy Statement for the Annual Meetifigtockholders to be held on April 20, 2006 at geand 31.

Item 11. Executive Compensation

The information relating to executive compensatiequired by Part 1l is incorporated herein by refece from the Registrant’s Proxy Statement forAhaual
Meeting of Stockholders to be held on April 20, 2@fages 21 through 26.

Item 12. Security Ownership of Certain Beneficial @vners and Management and Related Stockholder Matter

The information relating to security ownership eftain beneficial owners and management and retatedtholder matters required by Part 11l is inagied hereil
by reference from the Registrant’s Proxy Staterf@nthe Annual Meeting of Stockholders to be hatdApril 20, 2006 at pages 8 and 9.

Information regarding the Company’s equity compénsgplans existing as of December 31, 2005 iHs\s:

Number of securities
remaining available for

Number of securities Weightec-average future issuance under
to be issued upon exercise price of equity compensation
exercise of outstanding options plans (excluding
outstanding options, securities reflected in
Plan category warrants and rights (a) warrants and rights column (a))
Equity compensation plans approved by security érs| 1,732,411 $ 16.9C 504,71
Equity compensation plans not approved by sechntgers — — —
Total 1,732,411 $ 16.9C 504,71

Item 13. Certain Relationships and Related Transaabins

The information relating to certain relationshipsl aelated transactions required by Part Ill iomporated herein by reference from the Registrattsxy Statement
for the Annual Meeting of Stockholders to be hetdAgril 20, 2006 at page 31.

Item 14. Principal Accounting Fees and Services

The information relating to the principal accougtfiees and services is incorporated by referentieet®Registrant’s Proxy Statement for the Annuaktitey to be
held on April 20, 2006 at page 18.
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PART IV

Item 15. Exhibits and Financial Statement Schedules
(@) The following documents are filed as a part of tiejgort:
(1) Consolidated Financial Statements of the Compaayreorporated by reference to the following intkcbpages of the 2005 Annual Report to Stockhol

Report of Independent Registered Public Accourfimm %
Consolidated Statements of Financial Condition eténber 31, 2005 and 20 24
Consolidated Statements of Income for

Years Ended December 31, 2005, 2004 and : 25
Consolidated Statements of Changes in Stockh¢ Equity for the Years Ended December 31, 2005, 200#200: 26
Consolidated Statements of Cash Flows for the YEaded December 31, 2005, 2004 and Z 27
Notes to Consolidated Financial Statements folvsars Ended December 31, 2005, 2004 and : 28-38

The remaining information appearing in the 2005 dadrReport to Stockholders is not deemed to bd file part of this report, except as expressly pexvherein.

(2) All schedules are omitted because they areautired or applicable, or the required informati®shown in the consolidated financial statementhie notes
thereto.
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(3)  Exhibits
(@) The following exhibits are filed as part of thipoet.

2.1 Stock Purchase Agreement by and among Richardr8e&&he sole stockholder of Columbia Home Loah€ (formerly Columbia Equities, Ltd.))
and Columbia Home Loans, LLC (formerly Columbia HEigs, Ltd.) and OceanFirst Bank as buyer, dated R¥, 2000 (without exhibits) (.

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

3.2 Bylaws of OceanFirst Financial Corp. |

3.3 Certificate of Ownership Merging Ocean Interim,.limto OceanFirst Financial Corp. (

4.0 Stock Certificate of OceanFirst Financial Corp

10.1  Form of OceanFirst Bank Employee Stock Ownershgmi®l)

10.1(a Amendment to OceanFirst Bank Employee Stock OwrgiBlan (3)

10.2  OceanFirst Bank Employe’ Savings and Profit Sharing Plan

10.3  OceanFirst Bank 1995 Supplemental Executive RegérgrRlan (1

10.4  OceanFirst Bank Deferred Compensation Plan fordbors (1)

10.5 OceanFirst Bank Deferred Compensation Plan forc®fi (1)

10.8 Amended and Restated OceanFirst Financial CorpZ Irg&®ntive Plan (4

10.9 Form of Employment Agreement between OceanFirskBend certain executive officers, including MichdeFitzpatrick, John R. Garbarino and
Robert M. Pardes (.

10.10 Form of Employment Agreement between OceanFirsriial Corp. and certain executi
officers, including Michael J. Fitzpatrick, John ®arbarino and Robert M. Pardes

10.11 Form of Change in Control Agreement between OcaahBank and certain Executive officers, includifwhn K. Kelly and Vito R. Nardelli (¢

10.12 Form of Change in Control Agreement between OceaahFinancial Corp. and certain executive officéms|luding John K. Kelly and Vito R. Narde
(9)

10.13 2000 Stock Option Plan (!

10.14 Form of Employment Agreement between Columbia Hawemns, LLC (formerly Columbia Equities, Ltd.) andlbert M. Pardes (6

10.15 Amendment of the OceanFirst Financial Corp. 20@ZKOption Plan (7

10.16 Form of OceanFirst Financial Corp. 2000 Stock Qpftan No-Statutory Option Award Agreement (

10.17 Form of Amended and Restated OceanFirst Finanagh.(997 Incentive Plan Stock Award Agreement

10.18 Amendment and form of OceanFirst Bank Employee Geve Compensation Plan (7

10.19 Form of OceanFirst Financial Corp. Deferred InoentCompensation Award Program (filed herew

13.0  Portions of 2005 Annual Report to Stockholdersiherewith’

14.0 OceanFirst Financial Corp. Code of Ethics and Stedglof Personal Conduct (

21.0 Subsidiary information is incorporated herein bierence tc“Part |- Subsidiarie”

23.0 Consent of KPMG LLP (filed herewitt

31.1 Rule 13-14(a)/15(-14(c) Certification of Chief Executive Officer @l herewith’

31.2 Rule 13i-14(a)/15«14(c) Certification of Chief Financial Officer (&tl herewith’

32.1 Section 1350 Certifications (filed herewi

(1) Incorporated herein by reference from the ExhituitSorm ¢-1, Registration Statement, effective May 13, 199@mended, Registration No.-80123.
(2) Incorporated herein by reference from the ExhituitEorm &K filed on June 28, 200l

(3) Incorporated herein by reference from the ExhitmtEorm 1¢-K filed on March 25, 1997

(4) Incorporated herein by reference from Forn-A Definitive Proxy Statement filed on March 19, 89

(5) Incorporated herein by reference from Forn-A Definitive Proxy Statement filed on March 17, 20

(6) Incorporated herein by reference from the ExhitmtEorm 1¢-K filed on March 23, 200z

(7) Incorporated herein by reference from the Fori-A Definitive Proxy Statement filed on March 21, 30

(8) Incorporated herein by reference from the ExhituitEorm 1K filed on March 15, 2004

(9) Incorporated herein by reference from Exhibits ¢orf 1(-K filed on March 15, 200:

(10) Incorporated herein by reference from Exhibits éorfr 1(-Q filed on August 9, 200
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CONFORMED

SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the Regigthas duly caused this report to be signedsobehalf
by the undersigned, thereunto duly authorized.

OceanFirst Financial Cor

By: /s/ John R. Garbarin
John R. Garbarin
Chairman of the Board, President
and Chief Executive Officer and Direct

Date: March 8, 200¢

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

Name Date

/sl John R. Garbarino March 8, 2006
John R. Garbarin

Chairman of the Board, President ¢

Chief Executive Office

(principal executive officer

/sl Michael J. Fitzpatrick March 8, 2006
Michael J. Fitzpatricl

Executive Vice President al

Chief Financial Officel

(principal accounting and financial office

/sl Joseph J. Burke March 8, 2006
Joseph J. Burk
Director

/sl Angelo Catania March 8, 2006
Angelo Catanii
Director
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/sl Carl Feltz, Jr.

Carl Feltz, Jr
Director

/s/ John W. Chadwick

John W. Chadwicl
Director

/s/ Donald E. McLaughlin

Donald E. McLaughlir
Director

/sl Diane F. Rhine

Diane F. Rhine
Director

/s/ James T. Snyder

James T. Snyde¢
Director

/s/ John E. Walsh

John E. Walsl
Director
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Exhibit 10.19

OceanFirst Financial Corp.
Deferred Incentive Compensation Award Program

Article 1

Effective Date and Purpose
1.1 Effective Date The OceanFirst Financial Corp. Deferred Incen@eenpensation Award Program (the “Program”) is@ffe as of January 1, 2001.

1.2 Purpose The Program is a deferred compensation plarptiineary purpose of which is to provide OceanFiiisRcial Corp. (the “Company”) and its
affiliates the ability to attract and retain empeg of outstanding competence by providing sucivithaals with deferred compensation in units eqléaato shares
of Company common stock (“Common Stock”).

Article 2
Administration

2.1 The CommitteeThe Program shall be administered by the Humao&ee/Compensation Committee of the Board of Barsaf the Company or any
other successor committee appointed by the BoaBirettors (the “Committee”).

2.2 Authority of the CommitteeThe Committee shall have authority to selectileiigemployees of the OceanFirst Bank (the “Bardt’}ts affiliates for
participation in the Program; determine the termd eonditions of each employee’s participationhie Program; interpret the Program; establish, ammemdaive
rules and regulations for the Program’s adminigtratand, subject to Article 8, amend the terms eomtitions of the Program and any agreement ehtate under
the Program. Further, the Committee shall makethlr determinations which may be necessary osatiie for the administration of the Program. Asyped by
law, the Committee may delegate any of its authapanted under the Program to such other persentiy it deems appropriate, including but notited to, senic
management of the Bank.

2.3 Guidelines Subiject to the provisions herein, the Committes mdopt written guidelines for the implementatom administration of the Program.
2.4 Decisions Binding Subject to the provisions of Article 9, all deténations and decisions of the Committee arisingeuthe Program shall be final,
binding and conclusive upon all parties.
Article 3
Eligibility and Participation

3.1 Eligibility . Subject to Sections 3.2 and 3.3, persons eligibke selected to participate in the Program infestal year shall include full-time, salaried or
commission-based employees of the Bank, its sudrsedi, and affiliates who are key employees, asrde@bed by the Committee in its sole discretion.
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3.2 Limitation on Eligibility. It is the intent of the Company that the Progaguralify for treatment as a “top hat” plan under Braployee Retirement Income
Security Act of 1974, as amended from time to tioveany successor Act thereto (“ERISA”). Accordingb the extent required by ERISA to obtain sutdp‘hat”
treatment, eligibility shall be extended only tosk executives who comprise a select group of neanegt or highly compensated employees. Further, the
Committee may place such additional limitationsetigibility as it deems necessary and appropriatten the circumstances.

3.3 Participation Participation in the Program and the extent ehsparticipation shall be determined by the Conerittased upon the criteria set forth in
Sections 3.1 and 3.2 of the Program. An employee ilchosen to participate in the Program in argr ye “Participant”) shall be so notified in wrigithrough an
agreement evidencing an award under the Progr&befarred Incentive Compensation Award Agreemerlti)the event a Participant selected to particijatbe
Program no longer meets the criteria for partiégatsuch Participant shall become an inactiveiépént, retaining all the rights described under Program until
such time as the Participant again becomes aregletivticipant or receives a distribution of hisedlefd compensation or forfeits his deferred comaiéms under the
Program.

3.4 No Right to ParticipateExcept as otherwise set forth in a Participabeserred Compensation Agreement, no employee bha# the right to be selected
as a Participant, or having been so selected fpgaven year, to be selected again as a Participariny other year.

Article 4
Deferral Opportunity

4.1 DeferralsThe Bank, in it sole discretion, may, but shall betrequired to, credit to a Participant’s accamt amount it determines appropriate, as set
forth in a Deferred Incentive Compensation Awardéanent. The amount so credited, if any, may vamfParticipant to Participant.

4.2 Length of Deferral The deferral periods shall be set forth in théebred Incentive Compensation Award Agreement,ettttp any vesting schedule set
forth in such agreement.

4.3 Distribution of Deferred Amounts

(a) Participants shall receive distribution of defd amounts at the end of the deferral perioddgimgle lump sum distribution or in such other fatrapprove:
by the Committee.



(b) Such distribution shall be made in the fornmbible shares of Common Stock within one hundredteseaity (120) calendar days of the date specifoed f
distribution in the agreement, or as soon thereafiepracticable.

(c) Alternative ScheduleA participant may submit an alternate distribntszhedule to the Committee for approval; providenyever, that no such alternate
schedule shall be permitted unless approved bZtmemittee.

(d) Limitation on Form of Distribution Distributions under this Program shall be madelgan the form of whole shares of Common Stock #me Company
shall be under no obligation to distribute any anton cash.

(e) Death Benefits; Beneficiary Designatiolfia Participant dies before the end of a defgreaiod or prior to termination of employment,adter distribution
of the Participant’s account has commenced but poithe distribution of all amounts to which tharicipant is entitled under the Program, the Bgdint’'s account
shall be distributable or shall continue to berdisted in accordance with this Section 4.3 togheson or persons designated pursuant to this ctidrsée). A
Participant may from time to time designate in ington a form prescribed by the Committee for spgipose a person or persons (named contingently or
successively) to receive benefits distributableanritis Program upon or after the Participant’slile@uch designation may be changed from timente toy the
Participant by filing a new designation. Each deatgn shall revoke all prior designations by thetigipant. In the absence of a valid beneficiaggignation, the
Participant’s benefits shall be distributable te i her surviving spouse, or, if the Participamaét survived by a spouse, to his or her estate.

4.4 Financial HardshipThe Committee shall have the authority to alertiming or form of distribution of deferred amdsiim the event that the Participant
establishes, to the satisfaction of the Commitegere financial hardship. In such event, the Cdtemimay, in its sole discretion:

(a) Authorize the cessation of deferrals on accofitite Participant under the Program, or

(b) Provide that all or a portion of the amountyioesly deferred on account of the Participant lshainediately be paid in a lump sum distributiortte form
of shares of Common Stock; or

(c) Provide for an installment schedule as deenppdogriate by the Committee under the circumstances
For purposes of this Section 4.4, “severe finarnwéatiship”shall be determined by the Committee, in its siderdtion, in accordance with all applicable la

Notwithstanding any other provision of this Prograhe Committe’s decision with respect to the severity of finaidiardship shall be final, conclusive, and not
subject to appeal.



Article 5
Deferred Compensation Accounts

5.1 Participant AccountsThe Company shall establish and maintain an iddal bookkeeping account for deferrals made owaccof each Participant
under Article 4. Each account shall be creditedfdbe date the deferred compensation is grantélget®@articipant, or as otherwise determined irRthgicipant’s
Deferred Incentive Compensation Award Agreement.

5.2 Valuation of Deferred AmountsAmounts credited to a Participant’s deferred cengation account (“Account”) shall be credited kole the form of
“Common Stock Units” with each unit equivalent twea(1) share of Common Stock.

The following additional rules shall apply to Comm8tock Units:

(a) The Participant’s Account shall also be cretlitéth additional Common Stock Units equal to tledlar amount of dividends or other distributionstbe
common stock paid by the Company from time to tdoneng the deferral period on the number of shaféSommon Stock equal to the number of Common Stock
Units then credited to the Participant’s Accountdiéd by the average of the high and low tradiriggs of the Common Stock on the payment date.

(b) In the event of any change in the outstandirayes of the Common Stock by reason of any stodletid or split, recapitalization, merger, consafidn,
spin-off, reorganization, combination or exchan§ehares, change in control or other similar coapchange, then an equitable equivalent adjustshetitbe
made in the Common Stock Units credited to Accountder the Program.

(c) When distribution of a Participant’s Accountacs, such distribution shall be made solely bggfarring to the Participant or beneficiary a numtife
shares of the Common Stock equal to the numbehofewnits then distributable from the Participamtccount. On any distribution date, fractional Goom Stock
Units shall be rounded up to the nearest whole unit

5.3 Charges Against Account3here shall be charged against each Participdaferred compensation Account any distributionslena the Participant or to
his or her beneficiary.

Article 6
Rights of Participants

6.1 Contractual ObligationThe Program shall create a contractual obligatiothe part of the Company to make distributionsifthe Participant's Account
when due.

6.2 Unsecured InteresiNo Participant or party claiming an interest maunts deferred on behalf of a Participant shalehany interest whatsoever in any
specific asset of the Company, the Bank, or thiiliades. To the extent that any party acquiregyat to receive distributions under the Prograogttsright shall be
equivalent to that of an unsecured general credittne Company, the Bank, or their affiliates.
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6.3 Authorization for Trust The Company may, but shall not be required timbdish one or more trusts, with such trustee astbmmittee may approve, for
the purpose of providing for the distribution ofeleed amounts. Such trust or trusts may be irrebte; but the assets thereof shall be subjecEtaldims of the
creditors of the Bank or the Company. To the exségryt amounts deferred under the Program are agtpailll from any such trust, the Company shall havéurther
obligation with respect thereto, but to the exteottso paid, such deferred amounts shall remaioltligation of, and shall be paid by, the Companthe Bank.

6.4 Employment Nothing in the Program shall interfere with nionit, in any way, the right of the Bank or any &a#fie of the Bank to terminate any
Participant’s employment at any time, nor confeorupny Participant any right to continue in the Bmmpf the Bank or any affiliate of the Bank. Nedttthe
Program nor any agreement issued under the Progranssitute or is not intended to constitute a rficalion or waiver of any of the terms containedhie
Company Employee Handbook currently in use andvésigtion of Company policy as set forth in the ldapnok can result in forfeiture of all vested andested
awards subject to this Program.

Article 7
Withholding of Taxes

The Company shall have the right to require Padicts to remit to the Company or its affiliatesaamount sufficient to satisfy any withholding tax
requirements or to deduct from all distributionsdem@ursuant to the Program amounts sufficient isfgawithholding tax requirements.

Article 8
Amendment and Termination

The Company hereby reserves the right to amendifypad terminate the Program at any time by actibthe Board of Directors, provided, however, that
such amendment or termination shall in any maten@hner adversely affect any Participant’s rightarhounts previously deferred hereunder withouttresent of
the Participant.

Article 9
Claims Procedure

(a) Claim. A person who believes that he is being deniedreefit to which he is entitled under this Progrdmaréinafter referred to as a “Claimantipy file &
written request for such benefit with the Compasetting forth his claim. The request must be ada@$o the Secretary of the Board of Directorhi@t@ompany’s
then principal place of business.

(b) Claim Decision Upon receipt of a claim, the Committee shall adithe Claimant that a reply will be forthcomindhin ninety (90) days and shall, in fe
deliver such reply within such period. The Comnatteay, however, extend the reply period for an
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additional ninety (90) days for reasonable caudhel claim is denied in whole or in part, the Coitb@e shall adopt a written opinion, using languegleulated to b
understood by the Claimant, setting forth:

(i) The specific reason or reasons for such denial;
(ii) The specific reference to pertinent provisiaighis Program on which such denial is based;

(i) A description of any additional material afformation necessary for the Claimant to perfestdaim and an explanation why such material ohsuc
information is necessary;

(iv) Appropriate information as to the steps tatéeen if the Claimant wishes to submit the claimrieview; and
(v) The time limits for requesting a review of ttiecision and for review of the decision.

(c) Request for ReviewWithin sixty (60) days after the receipt by the i@lant of the written opinion described above, th&i@ant may request in writing
that the Board of Directors review the determinati the Committee. Such request must be addréssbeé Secretary of the Board of Directors, attien principal
place of business. The Claimant or his duly autteafirepresentative may, but need not, review thinpat documents and submit issues and commentsiting
for consideration by the Board of Directors. If ikaimant does not request a review of the Comeigtdetermination by the Board of Directors witkirch sixty
(60) day period, he shall be barred and stopped fioallenging the Committee’s determination.

(d) Review of Decision Within sixty (60) days after receipt of a requiestreview, the Board of Directors will review ti@ommittee’s determination. After
considering all materials presented by the Claimttuet Board of Directors will provide the Claimarith a written opinion, written in a manner caldeld to be
understood by the Claimant, setting forth the dper@asons for the decision and containing specéferences to the pertinent provisions of thmglPam on which
the decision is based. If special circumstancesiredhat the sixty (60) day time period be extehdke Secretary of the Board will so notify thei@lant and will
render the decision as soon as possible, but eotlen one hundred twenty (120) days after readitite request for review.

Article 10
Miscellaneous

10.1 Notice. Except as otherwise provided herein, any notidding required or permitted to be given to ther@pany under the Program shall be sufficie
in writing and hand delivered, or sent by registieve certified mail to the Secretary of the Compagtice to the Secretary, if mailed, shall be @dded to the
principal executive offices of the Company. Notiailed to a Participant shall be at such addressgisen in the records of the Company. NoticesdIdfe deemed
given as of the date of delivery or, if deliverymsde by mail, as of the date shown on the postimratke receipt for registration or certification.
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10.2 Nontransferability Participant’s rights to deferred amounts creditader the Program may not be sold, transferresigiasd, or otherwise alienated or
hypothecated, other than by will or by the lawsle§cent and distribution. In no event shall the Gamy make any distribution under the Program toassjgnee or
creditor of a Participant.

10.3_Severability In the event any provision of the Program shalhbld illegal or invalid for any reason, the ildity or invalidity shall not affect the
remaining parts of the Program, and the Progrart lseaonstrued and enforced as if the illegalnmalid provision had not been included.

10.4. Costs of the Progranll costs of implementing and administering thredgtam shall be borne by the Company or an afilatthe Company. The
Company may use assets of any trust to pay ang cogixpenses related to trust activities.

10.5 Status under ERISAThe Program is intended to be an unfunded Progrhith is maintained primarily to provide defermampensation benefits for a
select group of “management or highly compensatepl@yees” within the meaning of Sections 201, 201d 401 of ERISA, and to therefore be exempt froen t
provisions of Parts 2, 3, and 4 of Title 1 of ERISA

10.6 Applicable Law The Program shall be governed by and construaddordance with the laws of the State of New Jerse

10.7 SuccessorsAll obligations of the Company, the Bank, or thaffiliates under the Program shall be bindingaog successor to the Company, the Bank,
or their affiliates, whether the existence of saahcessor is the result of a direct or indirectpase, merger, consolidation, or otherwise, obrafiubstantially all of
the business and/or assets of the Bank, the Compaityeir affiliates.



Selected Consolidated Financial and Other Dathe@fXompany

Exhibit 13

The selected consolidated financial and other dfitae Company set forth below is derived in peotf, and should be read in conjunction with the <btidated
Financial Statements of the Company and Notestihv@resented elsewhere in this Annual Report.

At December 31, 2005 2004 2003 2002 2001
(dollarsin thousands)

Selected Financial Condition Data

Total asset $1,985,35 $1,914,27' $1,717,40¢ $1,743,69¢ $1,763,66!
Investment securities available for s 83,86! 83,96( 80,45¢ 91,97¢ 80,017
Federal Home Loan Bank of New York stc 21,79: 21,25( 19,22( 18,70( 23,56(
Mortgage-backed securities available for s 85,02¢ 124,47¢ 86,93¢ 138,65° 233,30:
Loans receivable, n 1,654,54. 1,472,90 1,389,22 1,335,89: 1,300,88!
Mortgage loans held for sg 32,04« 63,96 33,207 66,62¢ 37,82¢
Deposits 1,356,56:i 1,270,53! 1,144,20! 1,184,83! 1,109,04.
Federal Home Loan Bank advanu 354,90( 312,00( 314,40( 214,00( 272,00(
Securities sold under agreements to repurchasetaed borrowings 118,28t¢ 151,07 106,72: 184,58 212,33.
Stockholder’ equity 138,78 137,95t 134,66: 135,30! 146,72¢
For the Year Ended December 31, 2005 2004 2003 2002 2001
(dollarsin thousands; except per share amounts)

Selected Operating Data

Interest incom:e $ 102,79¢ $ 90,95 $ 94,537 $ 108,45t $ 118,16(
Interest expens 41,87: 34,93 36,89 47,62¢ 63,14¢
Net interest incom 60,92¢ 56,02 57,64: 60,83: 55,01:
Provision for loan losse 35C 30C 688 1,65( 1,25(
Net interest income after provision for loan los 60,57¢ 55,72 56,95¢ 59,18: 53,76:
Other income 24,09( 20,74( 18,74¢ 10,857 12,92t
Operating expense 54,83¢ 48,75¢ 44,85 40,14« 39,04¢
Income before provision for income tax 29,83: 27,70 30,84 29,89t 27,63¢
Provision for income taxe 10,33¢ 9,751 10,97¢ 9,752 9,48(
Net income $ 19497 $ 17,94 $ 1987: $ 20,147 $ 18,15¢
Basic earnings per she $ 1.6 § 1.4 % 16z $ 157 §% 1.3C
Diluted earnings per sha $ 16C $ 14z $ 15 §$ 147 $ 1.22

Selected Consolidated Financial and Other Data (comued)
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Selected Consolidated Financial and Other DathefXompanycontinued)

At or For the Year Ended December 31 2005
Selected Financial Ratios and Other Dat&):

Performance Ratios:

Return on average ass 1.0(%
Return on average stockholc’ equity 14.4:
Stockholder’ equity to total asse 6.9¢
Tangible equity to tangible assi 6.9%
Average interest rate spre@d 3.07
Net interest margi® 3.3C
Average intere-earning assets to average inte-bearing liabilities 109.74
Operating expenses to average as 2.81
Efficiency ratio® 64.5(
Asset Quality Ratios:

Non-performing loans as a percent of total loans redse®©) .0¢
Nor-performing assets as a percent of total as8ets .0¢
Allowance for loan losses as a percent of totahéo@ceivablé) .62
Allowance for loan losses as a percent of totakperforming loan$® 655.8(
Per Share Data:

Cash dividends per common sh .8C
Book value per common share at end of pe 10.9:
Tangible book value per common share at end obgr 10.8¢
Number of full-service customer facilities: 18

(1) With the exception of end of year ratios, all ratave based on average daily balan
(2) The average interest rate spread representiffagence between the weighted average yielchterést-earning assets and the weighted averagefcos

interes-bearing liabilities

2004 2003 2002
.98% 1.14% 1.16%
13.3¢ 14.8¢ 14.31
7.21 7.8¢ 7.7€
7.1¢ 7.7¢ 7.6
3.02 3.2¢ 3.41
3.22 3.4¢ 3.7¢
110.2¢ 110.8: 109.7¢
2.67 2.57 2.3z
63.5: 58.7: 56.0(
23 18 4l
20 14 1€
69 75 71
306.4: 499.6¢ 374.7¢
$ .80 $ .78 $ .6C
10.5¢ 10.0¢ 9.8:
10.4¢ 9.9¢ 9.7
17 17 17

(3) The net interest margin represents net interesiiecas a percentage of average int-earning asset:

(4) Efficiency ratio represents the ratio of operataxgpenses to the aggregate of other income andteeést income

(5) Total loans receivable includes loans receivabtelaans held for sal

2001

1.06%
12.01
8.32
8.2z
2.97
3.37
110.3:
2.2¢

57.4¢

4€
.3€
A7
167.4¢

(6) Non-performing assets consist of r-performing loans and real estate acquired throogecfosure“REC”). Non-performing loans consist of all loans 90 d

or more past due and other loans in the procefis@dlosure. It is the Compa’s policy to cease accruing interest on all suchdc
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Management'’s Discussion and Analysis
of Financial Condition and Results of Operations

Overview

OceanFirst Financial Corp. (the “Company” or “OCF@&’the holding company for OceanFirst Bank (tBarik”). On August 17, 1995, the Board of Direct(ife
“Board”) of the Bank adopted a Plan of Convers@smamended, to convert from a Federally-chartengdah savings bank to a Federally-chartered cagitalk
savings bank with the concurrent formation of adivaj company (the “Conversion”).

The Conversion was completed on July 2, 1996 wi¢hissuance by the Company of 25,164,235 shariés @dmmon stock in a public offering to the Baskligible
depositors and the Bank’s employee stock ownenglaip (the “ESOP”). Concurrent with the close of @enversion, an additional 2,013,137 shares of comm
stock (8% of the offering) were issued and donatethe Company to OceanFirst Foundation (the “Fatiod”), a private foundation dedicated to chatiab
purposes within Ocean County, New Jersey and ighbering communities.

On August 18, 2000 the Bank acquired Columbia Hoomens, LLC (formerly Columbia Equities, Ltd.) (“Gohbia”), a mortgage banking company based in
Westchester County, New York in a transaction antedifor as a purchase. Columbia offers a full pobdine of residential mortgage loans with openasi
primarily centered in New York and New Jersey. Loare originated through loan production officegied site and a network of independent mortgagkdso
Additionally, on July 15, 2004, Columbia completbé acquisition of a consumer direct lending openabased in Kenilworth, New Jersey. The unit spliegs in
the origination of conventional and non-conformingrtgage loans through marketing agreements withriiet-, phone- and mail-based lead generators.

The Company conducts business, primarily througlovtnership of the Bank which operates its adnriatiste/branch office located in Toms River and segen
other branch offices. Fourteen of the eighteendirarffices are located in Ocean County, New Jenmséi, three branches in Monmouth County and one in
Middlesex County. The Bank also operates two loalpction offices.

The Company’s results of operations are dependéngply on net interest income, which is the diéface between the interest income earned on thep@uyts
interest-earning assets, such as loans and invetnand the interest expense on its interestigdiebilities, such as deposits and borrowinge Tompany also
generates non-interest income such as income fvtamgales, loan servicing, loan originations, mantitheck card services, deposit accounts, theofaléernative
investments, trust and asset management servidestlaer fees. The Company’s operating expensespitintonsist of compensation and employee benefits
occupancy and equipment, marketing, and other géaad administrative expenses. The Company’stestibperations are also significantly affectedgeyeral
economic and competitive conditions, particulathaeges in market interest rates, government pslaig actions of regulatory agencies.

Strategy

The Company operates as a consumer-oriented béthkastrong focus on its local community. The B#he oldest and largest community-based findncia
institution headquartered in Ocean County, NeweJerShe Company competes with generally largerarebf-market financial service providers throughlocal
focus and the delivery of superior service. Addititly, over the past few years, the Company hasldped a more pro-active sales culture throughweait t
organization.

The Company’s strategy has been to consistenthy grofitability while limiting credit and interesate risk exposure. To accomplish these objectihesCompany
has sought to (1) grow loans receivable througtBiuek’s traditional mortgage portfolio emphasisgemented by the offering of commercial lendingvgas to
local businesses; (2) grow core deposits (defirsealladeposits other than time deposits) throughal® branch expansion and product offerings ajppg#d a
broadened customer base; (3) increase non-iniecshe by expanding the menu of fee-based proguatsservices; and (4) actively manage the Comparaggal
position.

With industry consolidation eliminating most logalheadquartered competitors, the Company saw aorappty to fill a perceived void for locally dekved
commercial loan and deposit services. As suchCtrapany assembled an experienced team of busiaae&smp professionals responsible for offering cormroiad
loan and deposit services and merchant check eavitss to businesses in Ocean County and surmgradimmunities. As a result of this initiative, coercial
loans represented 20.2% of the Bank’s total loansivable at December 31, 2005 as compared to308% at December 31, 1997. Commercial loan growtind
2005 of $38.6 million, or 12.7%, was significanlidgs than the Company’s expectations and lessttiearesults experienced in prior years due to ledfistaff
positions and heightened competition. Althoughfstgfshortfalls have largely been cured entering&Qhe intensified competitive environment mayeagain
keep the Company from attaining its commercial Igeowth targets. The diversification of the Compargan products entails a higher degree of cnesktthan is
involved in one-to four family residential mortgalgeding activity. As a consequence, managemerttragas to employ a well-defined credit policy fomgson
quality underwriting and close management and Boawditoring.

The Company seeks to increase core deposit maraet & its primary market area by expanding thekBabranch network and improving market penetrat@ver
the past eight years, the Company has opened ramelboffices, six in Ocean County and three in Moath County. The Company has committed to the aypeni
of new branches in Barnegat and Little Egg Harbleictv are expected to open in mid 2006. Additionallgw branches in Freehold and Wall are expectegpén in
2007. Finally, in mid 2006, the Whiting branch igpected to be relocated to a more convenient amahipent location. The Company is continually evéhg
additional office sites within its existing marlata.

At December 31, 2005, the nine most recently opémadches maintained an average core deposit mig.6P6. Core account development has also benéfaed
the Company’s efforts to attract business depasitc®njunction with its commercial lending operascand from an expanded mix of retail core accpunducts.
Additionally, marketing and incentive plans haveused on core account growth. As a result of teéfeets the Company’s core deposit ratio has groave4.1% at
December 31, 2005 as compared to only 33.0% atrDeee31, 1997. Core deposits are generally cormideiess expensive and more stable funding solace
certificates of deposit.
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Management'’s Discussion and Analysis
of Financial Condition and Results of Operatigcentinued)

Management continues to diversify the Company’s pcotine in order to enhance non-interest inconfe Tompany offers alternative investment products
(annuities, mutual funds and life insurance) fde $harough its retail branch network. The prodwss non-proprietary, sold through a third partyd@m and provide
the Company with fee income opportunities. The Canypntroduced trust and asset management seimiessly 2000 and has also expanded the non-iriteres
income received from small business relationshipkiding merchant services. During 2002, the Comtablished a captive subsidiary to recognizerfeeme
from private mortgage insurance. As a result of¢hiaitiatives, income from fees and service chatges increased from $1.4 million for the year ende
December 31, 1997 to $9.4 million for the year ehBecember 31, 2005, a 27.2% average annual irerbasarly 2005, the Company entered into a jeémtture
agreement with a title insurance agency to cagiareof the revenue associated with offering tiilurance to the Company’s mortgage loan custoriiéesjoint
venture had little impact on the Company’s opeatigsults for 2005, but is expected to contribatéee income for 2006. Also, in early 2005, themiative
investment program was expanded to add LicenseacBrEmployees which will allow the Company to captmore of the revenue associated with the sale of
investment products.

With post conversion capital levels exceeding 26%&anagement recognized the need to address the @gimpaercapitalized position in order to improwturn on
equity. The capital management plan implemented thespast few years includes the following compuse(1) share repurchases; (2) cash dividends; and

(3) wholesale leverage. During 2005 the Companynaased 690,407 common shares. Under the 10%ctegae program authorized by the Board of Diredtors
October 2003, 59,648 shares remain to be purctesetiDecember 31, 2005. A new repurchase progta@rCompany’s twelfth, was announced on October 19,
2005. Under this 5% repurchase program, an additi®86,036 shares are available for repurchasen Emmversion date through December 31, 2005, thepgaay
has repurchased a total of 16.1 million commones&59.4% of the shares originally issued in thevecsion. The Company has historically targetedshdividenc
payout of 40% to 50% of net income. The dividend imareased by 200% since the initial dividend981 The Company has also used wholesale borrowings
fund purchases of investment and mortgage-bacladites and, in previous years, the retentionoofis 30-year fixed-rate mortgage loans. The adoptidhis
strategy generally increases the Company’s inteagstrisk exposure. As noted below, managemeksdeecarefully monitor and assess the Companyésést rate
risk exposure while actively managing the balarfwses composition.

The capital management plan has successfully redireeCompany’s capital ratio from 19.4% at Decen@ie 1996 to 7.0% at December 31, 2005 while iasirey
the Company’s return on equity from 6.0% for tharyended December 31, 1997 to 14.4% for the yededeBDecember 31, 2005.

Summary

After declining to relatively low levels in early024, interest rates have steadily risen over tisé year, especially at the shorter end of the yielde. The
previously low interest rate environment generbly an adverse effect on the Company’s operatsgtse Prepayments on loans and mortgage-backedtsex
caused asset yields to decline at a faster ratettieacost of liabilities, causing the Company’singerest margin to contract. The more recenhgsate environment
reduced prepayment activity and caused the Compamgt’'interest margin to expand. However, recameases in short-term interest rates have outpaceshses
in longer-term rates resulting in a continued @athg of the interest rate yield curve. The cordiian of a flat yield curve into 2006 is expectechive a negative
impact on the Company’s results of operations atdnerest margin as interest-earning assets,lbatis and securities, are priced against longer-tedices,

while interest-bearing liabilities, primarily deptssand borrowings, are priced against shorter-tedites. The Company has generally not reprickdoaé deposits
in line with the market increases in short-terneiast rates. The likely upward repricing of corpatsts is also expected to have a negative impath® Company’s
results of operations and net interest margin.

The Company continues to focus on growing loansivable, while limiting credit and interest ratekriexposure. The Company opened a joint
residential/commercial loan production office in Meouth County in late 2004. In the third quarte2004, the Company expanded its loan productiorigstat
through the acquisition of a consumer direct legdiperation by Columbia. The acquisition increatsedvolume of loans sold by the Company and thetedlgain
on sale and was also partially responsible foirtheease in operating expenses.

While the Company continues to focus on growingeabeposits the rise in interest rates and the nmetection of competitors to those interest ratenglea provided
the Company with an opportunity to be more comivetiin the market for time deposits within estatdid pricing guidelines. Both core and time deploaiances
increased during 2005. Deposit growth also bergfitem the opening of the Company’s eighteenth dhnaoffice in Freehold late in the first quarter2®05.

Critical Accounting Policies

Note 1 to the Compar's Audited Consolidated Financial Statements ferytbar ended December 31, 2005 contains a sumrhaignificant accounting policies.
Various elements of these accounting policieshieyr thature, are inherently subject to estimatenhbiques, valuation assumptions and other subgeatisessmen
Certain assets are carried in the consolidatedmtaits of financial condition at fair value or tbeer of cost or fair value. Policies with respecthe methodologie
used to determine the allowance for loan lossesy#fuation of Mortgage Servicing Rights and judgteeegarding securities impairment are the mastar
accounting policies because they are importartidgtesentation of the Company’s financial conditod results of operations, involve a higher degfe
complexity and require management to make diffianll subjective judgments which often require aggioms or estimates about highly uncertain matfeng. use
of different judgments, assumptions and estimadetdaresult in material differences in the resoft®perations or financial condition. These critiaacounting
policies and their application are reviewed pegady and, at least annually, with the Audit Contestof the Board of Directors.
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Allowance for Loan Losses

The allowance for loan losses is a valuation actthat reflects probable incurred losses in tha lpartfolio based on management’s evaluation ofitles inherent
in its loan portfolio and the general economy. Twmmnpany maintains the allowance for loan lossesutin provisions for loan losses that are chargedcmme.
Charge-offs against the allowance for loan lossedaken on loans where management determineththabllection of loan principal is unlikely. Re@ries made
on loans that have been charged-off are creditéoetallowance for loan losses. The allowancedanllosses is maintained at an amount managemesitleos
sufficient to provide for probable losses base@waluating known and inherent risks in the loartfpio resulting from management’s continuing arsgyof the
factors underlying the quality of the loan portfolrhese factors include changes in the size amgposition of the loan portfolio, actual loan losperience, current
economic conditions, detailed analysis of individoans for which full collectibility may not be sigred, and the determination of the existence aalizable value
of the collateral and guarantees securing the loan.

The Bank’s allowance for loan losses consists sgexific allowance and a general allowance, eadated on a quarterly basis. A specific allowanaeiermined
for all assets classified as substandard, doubtfldss where the value of the underlying colldteam reasonably be evaluated; generally thosesleaoured by real
estate. The Bank obtains an updated appraisal weeadoan secured by real estate becomes 90 @édipgaent. The specific allowance represents tiferéince
between the Bank’s recorded investment in the &ahthe fair value of the collateral, less estimatisposal costs. A general allowance is determiaedll other
classified and non-classified loans. In determirtimgylevel of the general allowance, the Bank segsiie loan portfolio into various risk trancheséd on
classification (special mention, substandard andtfal); type of loan (mortgage, consumer and conumad; and certain underwriting characteristice éstimated
loss factor is then applied to each risk tranchee [Bss factors are determined based upon histdoia loss experience, current economic conditionslerwriting
standards, internal loan review results and othetiofs.

An overwhelming percentage of the Company’s loamfplio, whether one-to-four family, consumer omemercial, is secured by real estate. Additionatipst of
the Company’s borrowers are located in Ocean CoiNgy Jersey and the surrounding area. These ctvatiens may adversely affect the Company’s loas lo
experience should real estate values decline arldlibe Ocean County area experience an advers@eoo shock.

Management believes the primary risks inherenténpibrtfolio are possible increases in interestsiaedecline in the economy, generally, and a dedfi real estate
market values. Any one or a combination of thesnt/may adversely affect the borrowers’ abilityepay the loans, resulting in increased delingiesnéoan
losses and future levels of provisions. Accordinghe Company has provided for loan losses attinesot level to address the current risk in thelpartfolio.

Although management believes that the Company $tableshed and maintained the allowance for logede at adequate levels, additions may be necesastyre
economic and other conditions differ substantifiiyn the current operating environment. In additiearious regulatory agencies, as an integral gfatteir
examination process, periodically review the Bar#flewance for loan losses. Such agencies maymetjue Bank to make additional provisions for It@sses
based upon information available to them at the tofitheir examination. Although management uses#st information available, future adjustmenth®
allowance may be necessary due to economic, opgraégulatory and other conditions beyond the Camyfs control.

Valuation of Mortgage Servicing Rights (“MSR”)

The estimated origination and servicing costs oftgage loans sold in which servicing rights arairetd is allocated between the loans and the segviights base
on their estimated fair values at the time of thenl sale. Servicing assets are carried at the lofvarst or fair value and are amortized in projorto, and over the
period of, net servicing income. The estimatedalue of MSR is determined through a discounteadyesis of future cash flows, incorporating numerous
assumptions including servicing income, serviciogts, market discount rates, prepayment speeddedadlt rates. Impairment of the MSR is assessat®fair
value of those rights with any impairment recogdias a component of loan servicing fee income.

The fair value of MSR is sensitive to changes suagptions. Fluctuations in prepayment speed assonsptave the most significant impact on the faiue of
MSR. In the event that loan prepayment activitieséase due to increased loan refinancing, thev&ire of MSR would likely decline. In the eventtih@an
prepayment activities decrease due to a declif@aim refinancing, the fair value of MSR would likehcrease. Any measurement of MSR is limited byekisting
conditions and assumptions utilized at a particptnt in time, and would not necessarily be appetg if applied at a different point in time.

Impairment of Securities

On a quarterly basis the Company evaluates whathesecurities are other-than-temporarily impaitednaking this determination, the Company considee
extent and duration of the impairment, the natuet financial health of the issuer, the ability aniént to hold the securities for a period of timudficient to allow
for any anticipated recovery in market value artteofactors relevant to specific securities, suckha credit risk of the issuer and whether a quassor insurance
applies to the security. If a security is deterrdit@ be other-than-temporarily impaired, an impa&ntloss is charged to income during the periodrfpairment
loss is found to exist, resulting in a reductioretonings for that period.

As of December 31, 2005, the Company concludedaimatunrealized losses in the securities availfdileale portfolios were temporary in nature beeahgy were
primarily related to market interest rates andretdted to the underlying credit quality of theuisss of the securities. Additionally, the Compaag the intent and
ability to hold these investments for the time reseey to recover the amortized cost. Future ewbatsvould materially change this conclusion arglinee an
impairment loss to be charged to operations includbange in the credit quality of the issuers.
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Analysis of Net Interest Income
Net interest income represents the difference batviecome on intere-earning assets and expense on interest-bearlilities. Net interest income also depends
upon the relative amounts of interest-earning asmed interest-bearing liabilities and the interatt earned or paid on them.

The following table sets forth certain informatigtating to the Company for each of the years emktember 31, 2005, 2004, and 2003. The yieldsasts are
derived by dividing income or expense by the averiagance of assets or liabilities, respectively tfie periods shown except where noted otheriigerage
balances are derived from average daily balandesyields and costs include fees which are constadjustments to yields.

Years Ended December 31

2005 2004 2003
Average Average Average
Average Yield/ Average Yield/ Average Yield/
(dollarsin thousands) Balance Interest Cost Balance Interest Cost Balance Interest Cost
Assets:
Interes-earning asset:
Interes-earning deposits and sk-term
investments $ 10,79¢ $ 344 3.1% $ 14,527 $ 19C 131% $ 12,11¢ $ 127 1.05%
Investment securitie 85,94: 3,871 4.5C 85,25¢ 2,40 2.81 88,96¢ 2,33¢ 2.65
FHLB stock 20,10¢ 907 4.51 22,357 40t 1.81 19,51¢ 75C 3.84
Mortgage-backed securitie 106,14¢ 3,81¢ 3.5¢ 130,74¢ 4,362 3.3¢ 116,63 4,44( 3.81
Loans receivable, né& 1,624,76. 93,86¢ 5.7¢ 1,479,50 83,594 5.6 1,419,47 86,88: 6.12
Total interes-earning asse! 1,847,75:; 102,79¢ 5.5¢€ 1,732,39! 90,95: 5.2t 1,656,70! 94,537 5.71
Nor-interes-earning asse! 101,35 97,07: 90,69¢
Total asset $1,949,10! $1,829,46 $1,747,40
Liabilities and Equity:
Interes-bearing liabilities:
Money market deposit accour $ 135,90° $ 1,60/ 1.18% $ 143,06 $ 1,35( 94% $ 132,49: $ 1,372 1.0
Savings accouni 260,65! 1,85¢ .71 263,13: 1,31(C .5C 253,93° 1,67¢ .6€
Interes-bearing checking accour 350,83¢ 4,67¢ 1.3z 272,07t 1,55¢ .57 262,54. 1,74: .6€
Time deposit: 481,58! 14,67: 3.0 414,39: 10,97¢ 2.6F 421,15 12,44¢ 2.9¢
Total 1,228,98! 22,80 1.8€ 1,092,661 15,19¢ 1.3¢ 1,070,12 17,24: 1.61
FHLB advance: 320,23: 13,69¢ 4.2¢ 335,91¢ 14,81t 4.41 272,92t 13,33¢ 4.8¢
Securities sold under agreements to repurc 132,52( 5,237 3.9t 142,82: 4,92 3.4t 151,90: 6,31: 4.1¢
Subordinated debentu 2,05t 131 6.37 — — — — — —
Total interes-bearing liabilities 1,683,79. 41,87 2.4¢ 1,571,401 34,93! 2.2z 1,494,95! 36,89« 2.47
Nor-interes-bearing deposit 115,68: 111,13! 102,29
Nor-interes-bearing liabilities 14,49¢ 12,37¢ 16,22¢
Total liabilities 1,813,97: 1,694,91! 1,613,471
Stockholder’ equity 135,13° 134,54 133,93:
Total liabilities and equit $1,949,10! $1,829,46' $1,747,40
Net interest incom $ 60,92¢ $56,02! $57,64:
Net interest rate spre? 3.07% 3.0%% 3.2%%
Net interest margi® 3.3(% 3.22% 3.4&%
Ratio of interest-earning assets to interest-
bearing liabilities 109.7% 110.2% 110.8%

(1) Amountis net of deferred loan fees, undisbdilsan funds, discounts and premiums and estimatedloss allowances and includes loans held fier aad
nor-performing loans

(2) Netinterest rate spread represents the differbateeen 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 rates &iadges in the volume of interest-earning assetsraerest-
bearing liabilities have affected the Company’'iast income and interest expense during the penmticated. Information is provided in each catgguoith
respect to: (i) changes attributable to change®imme (changes in volume multiplied by prior rat@) changes attributable to changes in ratefgles in rate
multiplied by prior volume); and (iii) the net chgan The changes attributable to the combined implacblume and rate have been allocated proportéy#o the
changes due to volume and the changes due to rate.

Year Ended December 31, 200 Year Ended December 31, 200
Compared to Compared to
Year Ended December 31, 2004 Year Ended December 31, 2003
Increase (Decrease) Due t Increase (Decrease) Due t
(in thousands) Volume Rate Net Volume Rate Net
Interest-earning assets
Interes-earning deposits and sh-term investment $ B0 $ 214 $ 154 $ 28 $ 35 $ 63
Investment securitie 19 1,452 1,471 (98) 15¢ 61
FHLB stock (45) 547 50z 97 (442) (34%)
Mortgage-backed securitie (861) 311 (550 50t (582) 77
Loans receivable, ni 8,32( 1,95( 10,27( 3,571 (6,85¢) (3,287
Total interes-earning asse! 7,37¢ 4,472 11,84" 4,102 (7,68¢) (3,585
Interest-bearing liabilities:
Money market deposit accour (72) 32t 254 11C (132) (22
Savings accoun (12 56C 54¢ 58 (427) (369)
Interes-bearing checking accour 55€ 2,562 3,11¢ 60 (247) (187
Time deposit: 1,91: 1,78(C 3,69: (19€) (1,275 (1,477
Total 2,38¢ 5,221 7,61 32 (2,08)) (2,049
FHLB advance: (68E) (432 (1,115 2,87t (1,399 1,477
Securities sold under agreements to repurc (370 68t 31k (367) (2,030 (1,39
Subordinated debentu 131 — 131 — — —
Total interes-bearing liabilities 1,462 5,48( 6,942 2,54¢ (4,509 (1,969
Net change in net interest incol $5,911  $(1,006) $ 4,90f $1,557 $3,179 $(1,629

Comparison of Financial Condition at December 31, @05 and December 31, 2004
Total assets at December 31, 2005 were $1.986mjiltin increase of $71.1 million, compared to $4 Billion at December 31, 2004.

Mortgage-backed securities decreased $39.5 milkoraah flow from these securities was used to foad growth. Loans receivable, net increased byl .8
million to a balance of $1.655 billion at DecemBér 2005, compared to a balance of $1.473 billiobecember 31, 2004. One-to-four family mortgagen®o
increased $89.3 million, or 8.4%. Mortgage loarsand prepayment activity were offset throughréention of $82.1 million in high quality adjustelvate and
short-term fixed-rate loans originated by the Bank'ortgage banking subsidiary. Previously, Columimald have sold these loans into the secondarkehar
Consumer loans grew $47.6 million, or 48.0%, asBaek maintained a renewed emphasis on this lermioguct. Commercial and commercial real estatedoa
outstanding increased $38.6 million, or 12.7%, Wwhi@s less than the Company’s expectations andHaasthe results experienced in prior years dumfiled
staff positions and heightened competition.

Deposit balances increased $86.0 million to $1188ion at December 31, 2005 from $1.271 billionCscember 31, 2004. Core deposits, a key emphasibeé
Company, increased by $72.5 million, while time s increased by $13.5 million.

Total Federal Home Loan Bank borrowings, consistifigecurities sold under agreements to repurcaadedvances, decreased $4.1 million to $413.%omidt
December 31, 2005, compared to a balance of $4a8i6n at December 31, 2004. The Company utilizedess cash and due from bank balances and déposit
to reduce Federal Home Loan Bank borrowings. Dutfiregyear the Company issued subordinated del#5@r million, the proceeds of which were partly dise
fund the Company’s common stock repurchase program.

Stockholders’ equity at December 31, 2005 incre&sé138.8 million, compared to $138.0 million atd@mber 31, 2004. For the year ended Decembe085, 2
the Company repurchased 690,407 shares of comrack at a total cost of $16.0 million. The costlué share repurchases was offset by net incomeg@isdrom
stock option exercises and the related tax bersafit, Employee Stock Ownership Plan amortization.

Comparison of Operating Results for the Years Ende®ecember 31, 2005 and December 31, 2004
General

Net income increased to $19.5 million for the yeaded December 31, 2005, as compared to net inob@tEr.9 million for the year ended December 3142
Diluted earnings per share increased to $1.6thimyear ended December 31, 2005, as compared4d fit.the same prior year period. Earnings peresheas
favorably affected by the Company’s repurchase anog which reduced the average diluted sharesanditg.

Interest Income

Interest income for the year ended December 315 266 $102.8 million, compared to $91.0 million foe year ended December 31, 2004. The yield @nast-
earning assets increased to 5.56% for the yeaideDdeember 31, 2005, as compared to 5.25% foraime prior year period. Average
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interest-earning assets increased by $115.4 miltiothe year ended December 31, 2005, as comparthé same prior year period. The growth was cotnated in
average loans receivable which grew $145.3 millar).8%, for the year ended December 31, 2008papared to the same prior year period.

Interest Expense

Interest expense for the year ended December 35, @@s $41.9 million, compared to $34.9 million foe year ended December 31, 2004. The cost ak#stie
bearing liabilities increased to 2.49% for the yeaded December 31, 2005, as compared to 2.22%te isame prior year period. Average interest-bgdrabilities
increased by $112.4 million for the year ended Ddwer 31, 2005, as compared to the same prior yaarc The growth was concentrated in interestibgar
deposits which grew $136.3 million, or 12.5% foe trear ended December 31, 2005 as compared taite [srior year period.

Net Interest Income

Net interest income for the year ended Decembe2@05 increased to $60.9 million, as compared @GHillion in the same prior year period. The iné¢rest
margin increased to 3.30% for the year ended DeeeBib, 2005 from 3.23% in the same prior year geiNet interest income benefited from the widerintdrest
margin and the increase in average interest-eaasngts as noted above.

Provision for Loan Losses

For the year ended December 31, 2005, the Companyvssion for loan losses was $350,000, as conapar&300,000 for the same prior year period. Tio@hs
receivable increased and net charge-offs for tiae geded December 31, 2005 increased to $578,660$414,000 for the same prior year period, howeaven-
performing loans decreased to $1.6 million at Ddzen31, 2005 from $3.5 million at December 31, 2004

Other Income

Other income was $24.1 million for the year ende¢@&nber 31, 2005, compared to $20.7 million forsttwme prior year period. For the year ended DeceBihe
2005, the Company recorded gains of $13.2 millioritee sale of loans and securities available fla, g8 compared to gains of $10.8 million in thexsarior year
period. For the year ended December 31, 2004, afrean sale of loans and securities includes a ga$#186,000 on the sale of equity securities.tReryear ended
December 31, 2005, the Company received proceedstfre sale of mortgage loans of $726.0 millioc@mpared to $510.0 million for the year ended
December 31, 2004. Loan sales benefited from thgdar impact of the third quarter 2004 acquisitaf a consumer direct lending operation by Colanbhe
volume of mortgage loan originations and relatexthlsale activity is highly dependent on the ovdeakl of interest rates.

Fees and service charges increased $1.1 millioh3 &%, for the year ended December 31, 2005, mpared to the same prior year period primarilytegldo
increases in investment services and trust feemarly 2005 the investment services program waargekgd to add Licensed Branch Employees which aticive
Company to capture more of the revenue associatbdive sale of investment products. Partly assaltef this initiative fee income from investmesaties increase
to $1.2 million for the year ended December 31,52@060.8% increase over the comparable 2004 amount

Operating Expenses

Operating expenses were $54.8 million for the yemted December 31, 2005, as compared to $48.&miilithe same prior year period. The increasepxiasarily
due to the full year effect in 2005 of the costates to the third quarter 2004 acquisition of te@sumer direct lending operation, as well as ewed incentive plan
costs.

Provision for Income Taxes

Income tax expense was $10.3 million for the yealeel December 31, 2005, as compared to $9.8 miiliothe same prior year period. The effectiverate
decreased slightly to 34.6% for the year ended Béee 31, 2005 as compared to 35.2% for the saroe yar period. The Company’s lower average stoidepn
2005 as compared to 2004 decreased that portitmedSOP expense which is not deductible for tapqses.

Comparison of Operating Results for the Years Ende®ecember 31, 2004 and December 31, 2003

General

Net income decreased $1.9 million, or 9.7% to $17illon for the year ended December 31, 2004 aspared to net income of $19.9 million for the yeadec
December 31, 2003. Diluted earnings per share deetk7.2%, to $1.42 for the year ended Decembe®(®Y, as compared to $1.53 for the year ended Dmeedl

2003. The smaller decrease in earnings per shéne igsult of the Company’s common stock repurelpmsgram which reduced the number of shares oualistg
for purposes of calculating earnings per share.

Interest Income

Interest income for the year ended December 314 266 $91.0 million, compared to $94.5 million tbe year ended December 31, 2003, a decreasetf $3.
million. The decrease in interest income was dwe decline in the average yield on interest-earasggts to 5.25% for the year ended December 84, 29
compared to 5.71% for the same prior year perioghtgrepayment levels caused a decrease in theaated on interest-earning assets and an aciefechthe
amortization of net premiums on mortgage-relatesgss
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Interest Expense

Interest expense for the year ended December 34, @8s $34.9 million, compared to $36.9 million foe year ended December 31, 2003, a decrease®f $2
million. The decrease in interest expense was pifyntle result of a decrease in the average costterest-bearing liabilities to 2.22% for the yemded
December 31, 2004, as compared to 2.47% in the paioreyear period. Funding costs decreased dtieettower interest rate environment during 2003 iaia the
first half of 2004 and also due to a change inntlie of deposit balances to lower-costing core dép@s compared to higher-costing time depositse deposits
represented 62.1% of average interest-bearing dsgosthe year ended December 31, 2004, as cadpar60.6% for the same prior year period.

Net Interest Income

For the year ended December 31, 2004 net intaresirie decreased to $56.0 million, as compared Tc6$4hillion for the same prior year period. Althdugverage
interest-earning assets increased for the yeardeddeember 31, 2004 as compared to the prior yle@amnet interest margin declined as compared tedhee prior
year period. The net interest margin decrease®®?38 for the year ended December 31, 2004 from98.48the same prior year period.

Provision for Loan Losses

For the year ended December 31, 2004, the Companggsion for loan losses was $300,000, as conaptar&688,000 for the year ended December 31, 2003.
Although non-performing loans increased $1.3 millat December 31, 2004 from December 31, 2003 ofdke increase was related to loans which were
previously identified and classified at DecemberZ103 and included in the calculation of the allowe for loan losses at December 31, 2003.

Other Income

Other income was $20.7 million for the year ended¢&nber 31, 2004, as compared to $18.7 millionHeryear ended December 31, 2003. The net gaiales of
loans and securities available for sale includgaia of $186,000 on the sale of equity securittegtie year ended December 31, 2004, as compareddm of
$719,000 for the same prior year period. For tter ymded December 31, 2004, the Company recordathaf $10.6 million on the sale of loans held$ate, as
compared to a gain of $11.1 million in the samemyear period. During 2003, loan sales benefitethfthe historically low interest rate environmauritich led to
substantial loan origination volume from refinarmagivity. Most of this volume was in the 30-yeacfl-rate mortgage loan product, much of which thenGany
sells into the secondary market. For the year el mber 31, 2004, the Company received proceedsthe sale of mortgage loans of $510.0 million as
compared to $631.9 million for the year ended Ddmen31, 2003. The volume of mortgage loan origoretiand related loan sale activity is highly degenian the
overall level of interest rates.

Income from loan servicing increased to $328,000He year ended December 31, 2004 as comparebbss af $2.7 million for the same prior year pdridhe los:
was due to the recognition of an impairment toltizen servicing asset of $2.2 million for the yeaded December 31, 2003. The Company evaluates agertg
servicing rights for impairment on a quarterly Isadihe valuation of mortgage servicing rights isedmined through a discounted analysis of futushdiows,
incorporating numerous assumptions which are stibjesignificant change in the near term. Generallgecline in market interest rates will causeeexgd
repayment speeds to increase resulting in a loaderation for mortgage servicing rights and ultinatewer future servicing fee income. Fees and isereharges
increased by $429,000, or 5.5%, for the year efiimbmber 31, 2004, as compared to the same prwmgeiod due to the growth in commercial accoentises,
retail core account balances and trust fees.

Operating Expenses

Operating expenses were $48.8 million for the yeated December 31, 2004, an increase of $3.9 miigocompared to $44.9 million for the year ended
December 31, 2003. Compensation expense increaseih @osts related to the third quarter 2004 aitipm of a consumer direct lending operation byuGia.
The increase was also due to the reduction in rageidoan closings, as refinance activity declimedhfyear ago levels. Higher loan closings in thdiexaperiods
increased deferred loan expenses which were reflexs a reduction to compensation expense. Gearetadministrative expense decreased $1.0 miliothke yea
ended December 31, 2004 as compared to the saareypar period primarily due to lower loan relategbenses.

Provision for Income Taxes

Income tax expense was $9.8 million for the yeaeehDecember 31, 2004, compared to $11.0 milliontHle same prior year period. The effective tae rat
decreased to 35.2% for the year ended Decemb@084, as compared to 35.6% for the same prior yedogh The Company’s lower average stock priceddfas
compared to 2003 decreased that portion of the @agip ESOP expense which is not deductible foptapposes.

Cash Earnings

Stockholders’ equity is a critical measure of a pany’s ability to repurchase shares, pay dividearats continue to grow. Although reported earnings r@turn on
stockholders’ equity are traditional measures ofggeance, the Company believes that the changeotkholders’ equity, or “cash earnings,” and edateturn
measures are also a significant measure of a corfgpperformance. Cash earnings exclude the effgfotarious non-cash expenses, such as the empébyele
plans amortization expense and related tax bemsfitvell as the amortization of intangible asdatthe case of tangible stockholders’ equity (stadlers’ equity
less intangible assets) these items have either fre®iously charged to stockholders’ equity, athecase of employee stock plans amortizationresgethrough
contra-equity accounts, or do not affect tangilibeleholders’ equity, such as the market appreciatioallocated ESOP shares for which the operatiragge is
offset by a credit to additional paid-in capitabantangible asset amortization for which the mdbintangible asset has already been deductee icalbulation of
tangible stockholders’ equity.
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The following table reconciles the Compasylet income with cash earnings. The table is dgrroa calculation which is not in accordance vibnerally Accepte
Accounting Principles.

Year Ended December 31 2005 2004 2003
(in thousands, except share data)
Net income $19,497 $17,94¢ $19,87:
Add: Employee stock plans amortization expe 3,37¢ 3,792 4,07:
Amortization of intangible ass¢ 104 10& 10E
Less: Tax benefif) 49€ 548 592
Cash earning $22,47¢ $21,29: $23,45¢
Basic cash earnings per sh $ 191 $ 17¢ $ 191
Diluted cash earnings per shi $ 184 $ 168 $ 1.8C

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

Liquidity and Capital Resources

The Company’s primary sources of funds are depggitscipal and interest payments on loans and gage-backed securities, proceeds from the saleso$,
FHLB advances and other borrowings and, to a lesdent, investment maturities. While scheduled @izettion of loans is a predictable source of fyrdiposit
flows and mortgage prepayments are greatly infladriny general interest rates, economic conditioscampetition. The Company has other sourcesjofdity if
a need for additional funds arises, including aeroight line of credit and advances from the FHLB.

At December 31, 2005, the Company had outstandmgnight borrowings from the FHLB of $51.9 millioan increase from no overnight borrowings at
December 31, 2004. The Company utilizes the ovatrige from time to time to fund shotérm liquidity needs. Securities sold under agregm repurchase wi
retail customers increased to $54.3 million at Deloer 31, 2005 from $45.1 million at December 31)2Q.ike deposit flows, this funding source is degent upon
demand from the Bank’s customer base. The Complanyhad other borrowings with the FHLB of $362.0liom at December 31, 2005, a decrease from $418.0
million at December 31, 2004. These borrowings wesed to fund loan growth and a wholesale levesaggegy designed to improve returns on investgdala

The Company'’s cash needs for the year ended Deece3tth2005 were primarily provided by principal pants on loans and mortgage-backed securitiegadsed
deposits and total borrowings and proceeds fronsalee of mortgage loans held-for-sale. The cashpsiasipally utilized for loan originations and tperchase of
treasury stock. For the year ended December 34,206 cash needs of the Company were primarilgfgad by principal payments on loans and mortgbgeked
securities, increased deposits and total borrowamgsproceeds from the sale of mortgage loansfoelgale. The cash provided was principally usedtie
origination of loans, the purchase of mortgage-bddiecurities and the purchase of treasury stock.

In the normal course of business, the Companynmelytienters into various commitments, primariatilg to the origination and sale of loans. At Daber 31,
2005, outstanding commitments to originate loatedéd $208.0 million; outstanding unused linesrefd totaled $127.5 million; and outstanding cormeints to
sell loans totaled $41.6 million. The Company expée have sufficient funds available to meet aurmmmitments in the normal course of business.

Time deposits scheduled to mature in one yearssrtietaled $323.9 million at December 31, 2005eBasgon historical experience, management estintades
significant portion of such deposits will remaintlvthe Company.

Under the Company’s stock repurchase programsestdrOceanFirst Financial Corp. common stock neagurchased in the open market and through other
privately negotiated transactions, from time-todjrdepending on market conditions. The repurchabatks are held as treasury stock for general catgase. For
the year ended December 31, 2005, the Company gerd590,407 shares of common stock at a totab€&4t6.0 million compared with purchases of 678,33
shares for the year ended December 31, 2004 aygrgate cost of $16.2 million. At December 31,%2008ere were 59,648 shares remaining to be repsech
under the existing stock repurchase program. A mgarchase program was announced on October 18, Po@er this 5% repurchase program, an additional
636,036 shares are available for repurchase. Gasledds declared and paid during the year endezkdber 31, 2005 were $9.5 million, a decrease $6ri
million from the same prior year period due to tegéuction in common shares outstanding. On Jarl@&r2006, the Board of Directors declared a quigrtarsh
dividend of twenty cents ($.20) per common shahe dividend is payable on February 10, 2006 toktoiclers of record at the close of business onalgrii7,
2006.

The primary source of liquidity for OceanFirst Ficéal Corp., the holding company of OceanFirst Basicapital distributions from the banking subaigti For the
year ended December 31, 2005, OceanFirst FinaGoiqd. received $15.0 million in dividend paymentsi OceanFirst Bank. The Company also received $5.0
million from the issuance of subordinated debt. Phimary use of these funds is the payment of éivés to shareholders and the repurchase of comiock s
OceanFirst Financial Corp.’s ability to continuegk activities is partly dependent upon capitdtitigtions from OceanFirst Bank. Applicable Fedéaal or the
Bank’s regulator, may limit the amount of capitatdbutions OceanFirst Bank may make.
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At December 31, 2005, the Bank exceeded all akigsilatory capital requirements with tangible calpif $127.7 million, or 6.4%, of total adjustedess, which is
above the required level of $29.8 million or 1.586re capital of $127.7 million or 6.4% of total asied assets, which is above the required levg58f6 million, or
3.0%; and risk-based capital of $138.2 million,1&r1% of risk-weighted assets, which is above ¢ugiired level of $99.9 million or 8.0%. The Banlcansidered a
“well-capitalized” institution under the Office dhrift Supervision’s prompt corrective action regfibns.

Off-Balance-Sheet Arrangements and Contractual Obgations

In the normal course of operations, the Companyegeg in a variety of financial transactions thataécordance with generally accepted accountingiples, are
not recorded in the financial statements, or acended in amounts that differ from the notional amts. These transactions involve, to varying degrelements of
credit, interest rate, and liquidity risk. Suchnisactions are used for general corporate purpasies customer needs. Corporate purpose transacéicmused to he
manage credit, interest rate, and liquidity riskamoptimize capital. Customer transactions arel tieenanage customers’ requests for funding. Tfiraacial
instruments and commitments include unused conslinesr of credit and commitments to extend credd are discussed in Note 13 to the Consolidatedrfeial
Statements. The Company also has outstanding conemis to sell loans amounting to $41.6 million.

The following table shows the contractual obliga®f the Company by expected payment period 8eoémber 31, 2005 (in thousands). Further discnssfio
these commitments is included in Notes 9 and 1BeédConsolidated Financial Statements.

More

Less than than 5

Contractual Obligation Total one year 1-3 years 3-5 years years
Long-Term Debt Obligation $367,000 $103,00( $171,000 $73,00( $20,00(
Operating Lease Obligatiol 15,27: 1,82( 3,28¢ 2,38¢ 7,78¢

Purchase Obligatior 6,26( 3,13( 3,13( — —
$388,563: $107,95( $177,41. $75,38: $27,78¢

Long-term debt obligations includes borrowings friita Federal Home Loan Bank, Securities Sold uAdeeements to Repurchase and subordinated debenture
The borrowings have defined terms and under cecie@nmstances are callable at the option of theéde.

Operating leases represent obligations enterecbintbe Company for the use of land and premisks.|l@ases generally have escalation terms basedogp@in
defined indexes.

Purchase obligations represent legally bindingemfdrceable agreements to purchase goods andeefuien third parties and consist primarily of cantual
obligations under data processing servicing agre¢gnéctual amounts expended vary based on transagtlumes, number of users and other factors.

Asset Quality

The following table sets forth information regamglimon-performing assets consisting of non-accreh$ and Real Estate Owned (“REQ”) and activittha
allowance for loan losses. The Bank had no troubisat restructured loans and one REO property aedéer 31, 2005. It is the policy of the Bank tasme
accruing interest on loans 90 days or more pasbdirethe process of foreclosure. For the yeadedrbecember 31, 2005, 2004, 2003, 2002 and 266fectively,
the amount of interest income that would have reengnized on non-accrual loans if such loans loadirmued to perform in accordance with their coctinal terms
was $115,000, $128,000, $96,000, $87,000, and 838@9,
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Management'’s Discussion and Analysis
of Financial Condition and Results of Operatigcentinued)

At or For The Year Ended December 31 2005 2004 2003 2002 2001
(dollarsin thousands)

Nonr-accrual loans

Real estate
One- to four-family $ 1,08¢ $ 1,337 $ 1,712 $ 2,222 $ 3,661
Commercial real estate, mi-family and lanc — 744 24z 74 —
Consumel 29¢ 784 90 95 151
Commercial 212 6232 11€ 297 2,36¢
Total 1,59t 3,48¢ 2,162 2,68¢ 6,18(
REO, nel 27¢ 28¢€ 252 141 138
Total nor-performing asset $ 1,87: $ 3,77¢ $ 2,414 $ 2,82¢ $ 6,31

Allowance for loan losse:

Balance at beginning of ye $10,68t¢ $10,80: $10,07¢ $10,35: $ 9,13¢
Less: Net charc-offs (recoveries 57¢ 414 (40 1,92 37
Add: Provision for loan losse 35C 30C 68¢ 1,65( 1,25(

Balance at end of ye. $10,46( $10,68t¢ $10,80: $10,07« $10,35!
Ratio of net charge-offs (recoveries) during tharye average net loans outstanding

during the yea .04% .03% .0C% 14% .0C%
Allowance for loan losses as percent of total lagteivable® .62 .69 78 71 a7
Allowance for loan losses as a percent of totalperforming loans® 655.8( 306.4: 499.6:¢ 374.7¢ 167.4¢
Non-performing loans as a percent of total loacgitable W@ .0¢ .23 JAE A€ 4€
Non-performing assets as a percent of total a&sets .0¢ .20 14 1€ .3€

(1) Total loans receivable includes loans receivabtklaans held for sals
(2) Non-performing assets consist of 1-performing loans and real estate acquired throoggcfosure. Nao-performing loans consist of all loans 90 days oren
past due and other loans in the process of foreodt is the Compar's policy to cease accruing interest on all suchdc

The Company has developed an internal asset étaggifi system which classifies assets dependingsé&rof loss characteristics. The asset clasgifina comply
with certain regulatory guidelines. At December 2005, the Bank had $2.2 million of assets, inagigdill REO, classified as “Substandard,” $59,008s%ets
classified as “Doubtful” and no assets classifisdlass.” Additionally, “Special Mention” assetdated $15.5 million at December 31, 2005. Thesadame
classified as Special Mention due to past delingesnar other identifiable weaknesses.

The Substandard classification consists primaffilgree-to-four family residential loans, home equitedit lines and real estate owned. The Specialtide
classification includes a commercial business igiahip with an outstanding balance of $8.3 millinat of a $4.5 million participation. The relatahp consists of
eleven loans and is secured by liens on all cotp@ssets, including mortgages on commercial stateeused as a locally owned grocery store chradrbg
residential property of the principals. The loareyevcurrent as to payments, but were classifiegpasial Mention due to shrinking profit margins amcreased
balance sheet leverage.

The provision for loan losses increased by $50f00¢he year ended December 31, 2005, as comparte fprior year. Net charg#fs increased to $578,000 for
year ended December 31, 2005, as compared to $l#Othe same prior year period. Additionallytaidoans receivable increased $150.5 million, @88 at
December 31, 2005, as compared to December 31, Bliigating these increases was a decrease ofr#illién in non-performing loans.

Management of Interest Rate Risk

Market risk is the risk of loss from adverse charigamarket prices and rates. The Company’s maigktarises primarily from interest rate risk inharen its
lending, investment and deposit-taking activitiese Company’s profitability is affected by fluctiats in interest rates. A sudden and substantahgé in interest
rates may adversely impact the Company’s earnimgjset extent that the interest rates borne by sisset liabilities do not change at the same spgedtie same
extent or on the same basis. To that end, manadexotively monitors and manages interest rategigosure.

The principal objectives of the Company’s interage risk management function are to evaluaterttezest rate risk inherent in certain balance saestunts;
determine the level of risk appropriate given tloemPany’s business focus, operating environmenitalagnd liquidity requirements and performanceeakiyes;
and manage the risk consistent with Board apprguédelines. Through such management, the Compagksge reduce the exposure of its operations taggsin
interest rates. The Company monitors its interast risk as such risk relates to its operatingesgias. The Company’s Board of Directors has eistadi an Asset
Liability Committee (“ALCQO") consisting of membeo$ the Company’s management, responsible for remigithe Company’s asset liability policies and iet
rate risk position. ALCO meets monthly and reptnésds and the Company’s interest rate risk posiiiothe Board of Directors on a quarterly baske €xtent of
the movement of interest rates, higher or loweanisincertainty that could have an impact on theiegs of the Company.
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The Company utilizes the following strategies tonamge interest rate risk: (1) emphasizing the oaitiim for portfolio of fixed-rate mortgage loansngeally having
terms to maturity of not more than fifteen yeadjuatable-rate loans, floatimgte and balloon maturity commercial loans, andsaamer loans consisting primarily
home equity loans and lines of credit; (2) holdgmgmarily short-term and/or adjustable- or floatirde mortgage-backed and investment securiti@gt{8mpting to
reduce the overall interest rate sensitivity dbilities by emphasizing core and longer-term degsosind (4) extending the maturities on wholesaledwings for up
to ten years. The Company may also sell fixedratetgage loans into the secondary market. In détémgwhether to retain fixed-rate mortgages, mamagnt
considers the Company’s overall interest rate pisgition, the volume of such loans, the loan yald the types and amount of funding sources. Thepgaay
periodically retains fixed-rate mortgage loan pretitin in order to improve yields and increase bedasheet leverage. During periods when fixed-radggage loan
production is retained, the Company generally gitsrto extend the maturity on part of its wholedalerowings for up to ten years. For the past fearyg, the
Company has sold most 30-year fixed-rate mortgage briginations in the secondary market. In addijtduring 2005 the Company sold a significant ruwf 15-
year fixed-rate mortgage loan originations. The @any currently does not participate in financialfes contracts, interest rate swaps or otheriiefvnvolving
the use of off-balance sheet derivative financiatiuments, but may do so in the future to managgest rate risk.

The matching of assets and liabilities may be aelyby examining the extent to which such assetdiabilities are “interest rate sensitive” andrgnitoring an
institution’s interest rate sensitivity “gap.” Asset or liability is said to be interest rate stwesiwithin a specific time period if it will materor reprice within that
time period. The interest rate sensitivity gapefired as the difference between the amount ofdstesarning assets maturing or repricing withapacific time
period and the amount of interest-bearing lialeditmaturing or repricing within that time periodgap is considered positive when the amount of ésterate
sensitive assets exceeds the amount of interesseasitive liabilities. A gap is considered negatvhen the amount of interest rate sensitivellizds exceeds the
amount of interest rate sensitive assets. Accolglimigiring a period of rising interest rates, astitution with a negative gap position theoretigaould not be in as
favorable a position, compared to an institutiothvei positive gap, to invest in higher-yieldingetss This may result in the yield on the institnt®assets increasil
at a slower rate than the increase in its costtefést-bearing liabilities. Conversely, duringeaipd of falling interest rates, an institution kvé negative gap might
experience a repricing of its assets at a slowerthan its interest-bearing liabilities, whichpsequently, may result in its net interest incommwing at a faster rate
than an institution with a positive gap position.

The following table sets forth the amounts of ie#rearning assets and interest-bearing liabildigstanding at December 31, 2005 which were gatied by the
Company, based upon certain assumptions, to regrigeture in each of the future time periods shotrDecember 31, 2005 the Company’s one year ga&p W
negative 0.02% . Except as stated below, the anufuagsets and liabilities which reprice or matiweing a particular period were determined in adaace with th
earlier of term to repricing or the contractual urdy of the asset or liability. The table is intkd to provide an approximation of the projectegatioéng of assets ar
liabilities at December 31, 2005, on the basisanitactual maturities, anticipated prepayments,sotgduled rate adjustments within a three montiogp@nd
subsequent selected time intervals. Loans recaivalliect principal balances expected to be regegpl@nd/or repriced as a result of contractual imation and
anticipated prepayments of adjustable-rate loaddizad-rate loans, and as a result of contraatatel adjustments on adjustable-rate loans. Loans prejected to
prepay at rates between 3.0% and 35.0% annuallytgsige-backed securities were projected to prepestes between 26.0% and 28.0% annually. Savings
accounts, interest-bearing checking accounts anteynmarket deposit accounts were assumed to decayn-off, at 1.50% per month. Prepayment and yleages
can have a significant impact on the Company’srested gap. There can be no assurance that projgetpdyment rates for loans and mortgage-backedises
will be achieved or that projected decay ratesifgposits will be realized.
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Management'’s Discussion and Analysis
of Financial Condition and Results of Operatigcentinued)

More than More than More than
3 Months 3 Months 1 Year to 3Yearsto £ More than
At December 31, 200! or Less to 1 Year 3 Years Years 5 Years Total
(dollarsin thousands)
Interest-earning asset$V:
Interes-earning deposits and st-term investment $ 514 ¢ — $ — $ — $ — $ 514«
Investment securitie 75,72¢ 2,38¢ — — 6,471 84,58
FHLB stock — — — — 21,79 21,79:
Mortgage-backed securitie 7,504 15,374 26,04t 36,82¢ 61¢ 86,37(
Loans receivabl& 257,13¢ 293,82t 549,35’ 328,40¢ 263,72¢ 1,692,45.
Total interes-earning asse! 345,51: 311,58 575,40: 365,23 292,60° 1,890,34.
Interest-bearing liabilities:
Money market deposit accour 5,54¢ 15,213 31,76: 72,64« — 125,16¢
Savings accoun 10,75¢ 29,49¢ 61,58¢ 140,85( — 242,68¢
Interes-bearing checking accour 16,92 46,40( 96,87 221,58 — 381,78°
Time deposit: 93,84¢ 230,10: 124,44¢ 31,36¢ 6,971 486,73!
FHLB advance: 80,90( 74,00( 115,00( 70,00( 15,00( 354,90(
Securities sold under agreements to repurchasetaed borrowings 54,28¢ — 56,00( 3,00(¢ 5,00(¢ 118,28¢
Total interes-bearing liabilities 262,26! 395,21 485,67 539,45( 26,97: 1,709,56!
Interest sensitivity gaf $ 83,24¢ $(83,62%) $ 89,731 $(174,21) $265,63¢ $ 180,77:
Cumulative interest sensitivity gi $ 83,24¢ $ (382 $ 89,34¢ $ (84,869 $180,77: $ 180,77:
Cumulative interest sensitivity gap as a percernotaf interest-
earning asse! 4.4(% (0.02)% 4.7% (4.49% 9.5€% 9.5¢%
Cumulative interest-earning assets as a percentrofilative interest
bearing liabilities 131.7% 99.9/% 107.8% 94.9€% 110.5% 110.5%

(1) Interest-earning assets are included in thegén which the balances are expected to be regiegland/or repriced as a result of anticipate@ayments,
scheduled rate adjustments and contractual maisu

(2) For purposes of the gap analysis, loans reb&iacludes loans held for sale and non-perfornhiags gross of the allowance for loan losses, wntred
discounts and deferred loan fe

(3) Interest sensitivity gap represents the differdreteveen intere-earning assets and intel-bearing liabilities

Certain shortcomings are inherent in gap analygis example, although certain assets and liakslitiy have similar maturities or periods to repdcithey may
react in different degrees to changes in market@st rates. Also, the interest rates on certgegyf assets and liabilities may fluctuate in adesof changes in
market interest rates, while interest rates onrdifpes may lag behind changes in market intesgssr Additionally, certain assets, such as adjlestate loans,
have features which restrict changes in interdssraoth on a short-term basis and over the lith®fasset. Further, in the event of a changeténest rates,
prepayment and decay rates would likely deviateiggntly from those assumed in the calculatioimally, the ability of many borrowers to serviceihadjustable-
rate loans may be impaired in the event of an ésterate increase.

Another method of analyzing an institution’s exp@sto interest rate risk is by measuring the changlee institution’s net portfolio value (“NPV”)na net interest
income under various interest rate scenarios. NR\e difference between the net present valuessdts, liabilities and off-balance sheet contradte NPV ratio,
in any interest rate scenario, is defined as th¥ MRhat scenario divided by the market value s8eds in the same scenario. The Company'’s intexrgstensitivity
is monitored by management through the use of nest rate risk (“IRR”) model which measures IRRodeling the change in NPV and net interest ineawver
a range of interest rate scenarios. The OfficeloffTSupervision (“OTS”) also produces an NPV oalyalysis using its own model, based upon data #tezhon
the Bank’s quarterly Thrift Financial Reports. Tiesults produced by the OTS may vary from the tegqrbduced by the Company’s model, primarily due t
differences in the assumptions utilized includisgreated loan prepayment rates, reinvestment eatésleposit decay rates. The following table swth the
Company’s NPV and net interest income projecticnefeDecember 31, 2005 and 2004, as calculatetdbZbmpany (in thousands). For purposes of thie téie
Company used prepayment speeds and deposit degeaysnailar to those used in calculating the Corgjzagap.
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At December 31, 2005, the Company’s NPV in a statie environment is greater than the NPV at DeegrBb, 2004 primarily reflecting the continued gtowef
core deposits and the increased value of thosesitepo

December 31, 200!

Net Portfolio Value Net Interest Income
Change in Interest Rates in Basis Points (Rate Shigc Amount % Change I’?\‘;i\é Amount % Change
200 $191,41: (13.9% 10.2% $58,48¢ (1.9%
100 211,51 (4.3 11 59,14’ (0.2)
Static 221,07¢ — 11.2 59,28: —
(100) 220,25 (0.4 11 58,65: 1.1
(200) 208,51t (5.7 10. 56,76¢ 4.2
December 31, 200
Net Portfolio Value Net Interest Income
NPV

Change in Interest Rates in Basis Points (Rate Shigc Amount % Change Ratio Amount % Change
200 $185,99! (9.7% 10.1% $59,96: 1.2%
100 200,16: (2.9) 10.€ 59,66! 1.4
Static 205,86¢ — 10.7 58,85¢ —
(100) 204,58: (0.6) 10.5 57,69¢ 2.9
(200) = = = = =

As is the case with the gap calculation, certanrtslomings are inherent in the methodology usatienNPV and net interest income IRR measuremehis.fodel
requires the making of certain assumptions whick tead to oversimplify the manner in which actuiglgs and costs respond to changes in market Biteates.
First, the model assumes that the composition®ftbmpany’s interest sensitive assets and liasligixisting at the beginning of a period remainsstant over the
period being measured. Second, the model assuraiea farticular change in interest rates is redigemiformly across the yield curve regardlessefduration to
maturity or repricing of specific assets and ligieis. Third, the model does not take into accahatCompanys business or strategic plans. Accordingly, alttnoting
above measurements do provide an indication o€tmapany’s IRR exposure at a particular point irgtisuch measurements are not intended to providecise
forecast of the effect of changes in market inter@gs on the Company’s NPV and net interest ircand can be expected to differ from actual results

Impact of Inflation and Changing Prices

The consolidated financial statements and notestih@resented herein have been prepared in ace®deth GAAP, which require the measurement ddificial
position and operating results in terms of his@rdollar amounts without considering the changethé relative purchasing power of money over titue to
inflation. The impact of inflation is reflected the increased cost of the Company’s operationsk&imdustrial companies, nearly all of the asseid liabilities of
the Company are monetary in nature. As a resuérést rates have a greater impact on the Compaeyfermance than do the effects of general leokisflation.
Interest rates do not necessarily move in the sdireetion or to the same extent as the price oflgand services.

Private Securities Litigation Reform Act Safe Harbao Statement

In addition to historical information, this annuaport contains certain forward-looking statemenvitéch are based on certain assumptions and dedatiloe plans,
strategies and expectations of the Company. Tlesafd-looking statements are generally identigdise of the words “believe,” “expect,” “intenddnticipate,”
“estimate,” “project,” or similar expressions. TBempany'’s ability to predict results or the actefiéct of future plans or strategies is inherenthgertain. Factors
which could have a material adverse effect on thezations of the Company and the subsidiaries d&;lbut are not limited to, changes in interestsageneral
economic conditions, legislative/regulatory changesnetary and fiscal policies of the U.S. Governimincluding policies of the U.S. Treasury and éadl Reserv
Board, the quality or composition of the loan oraatment portfolios, demand for loan products, degtows, competition, demand for financial seesadan the
Company’s market area and accounting principlesgandelines. These risks and uncertainties shoelddmsidered in evaluating forward-looking statets@md
undue reliance should not be placed on such statstriEhe Company does not undertake - and spdbjfitiaclaims any obligation - to publicly releatfe result of
any revisions which may be made to any forward-loglstatements to reflect events or circumstanttes the date of such statements or to reflecotteirrence of
anticipated or unanticipated events. Further desori of the risks and uncertainties to the busiree included in Item 1, BUSINESS of the Compa2@85 Form
10K.
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Consolidated Statements of Financial Condition
(dollarsin thousands, except per share amounts)

December 31, 2005 and 20C 2005 2004
Assets
Cash and due from ban $ 31,106 $ 74,02
Investment securities available for sale (notee % 83,86 83,96(
Federal Home Loan Bank of New York stock, at costé 9) 21,79: 21,25(
Mortgage-backed securities available for sale (notes 4 ai 85,02t 124,47¢
Loans receivable, net (notes 5 anc 1,654,54. 1,472,90
Mortgage loans held for s 32,04« 63,96
Interest and dividends receivable (note 7,08¢ 6,03:
Real estate owned, n 27¢ 28¢
Premises and equipment, net (not: 16,11¢ 16,031
Servicing asset (note 9,73( 8,79(
Bank Owned Life Insurance (BOL 36,00: 34,99(
Intangible asset 1,272 1,37¢
Other assets (note 1 6,494 6,18¢
Total asset $1,985,35  $1,914,27!
Liabilities and Stockholders’ Equity
Deposits (note & $1,356,56¢ $1,270,53!
Securities sold under agreements to repurchaseretdii customers (note 54,28¢ 45,072
Securities sold under agreements to repurchasethétRrederal Home Loan Bank (note 59,00( 106,00(
Federal Home Loan Bank advances (not 354,90( 312,00(
Subordinated debenture (note 5,00(¢ —
Advances by borrowers for taxes and insure 7,69¢ 6,28¢
Other liabilities (note 10 9,117 36,42:
Total liabilities 1,846,57. 1,776,31!
Commitments and contingencies (note
Stockholder’ equity (notes 2, 10, 11 and 1.
Preferred stock, $.01 par value, 5,000,000 sharémezed, no shares issu — —
Common stock, $.01 par value, 55,000,000 sharémaned, 27,177,372 shares issued and 12,698,50%5%024,204 shares
outstanding at December 31, 2005 and 2004, respéc 272 272
Additional paic-in capital 197,62: 193,72
Retained earning 164,61: 157,57!
Accumulated other comprehensive I« (1,229 (667)
Less: Unallocated common stock held by EmployeekS@wnership Pla (7,472 (8,652
Treasury stock, 14,478,867 and 14,153stgé8es at December 31, 2005 and 2004, respec (215,02 (204,29YH
Common stock acquired by Deferred Compensation 1,38: 98€
Deferred Compensation Plan liabil (1,389 (98€)
Total stockholder equity 138,78 137,95t
Total liabilities and stockholde’ equity $1,985,35  $1,914,27!

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

Years Ended December 31, 2005, 2004 and 2(

2005 2004 2003

Interest income:
Loans
Mortgage-backed securitie
Investment securities and ott
Total interest incom
Interest expense
Deposits (note &
Borrowed funds
Total interest expens
Net interest incom
Provision for loan losses (note
Net interest income after provision for loan los
Other income:
Loan servicing income (loss) (note
Fees and service charc
Net gain on sales of loans and securities avaifleale (note 3
Income on Bank Owned Life Insuran
Other
Total other incomi
Operating expenses
Compensation and employee benefits (note
Occupancy (note 1:
Equipment
Marketing
Federal deposit insuran
Data processin
General and administratiy
Total operating expens:
Income before provision for income tax
Provision for income taxes (notel
Net Income

Basic earnings per share (note

Diluted earnings per share (note
Average basic shares outstanding (not
Average diluted shares outstanding (not

See accompanying notes to consolidated financial statements.

$ 93,86¢ $83,59: $86,88:
3,81: 4,362 4,44(
5,127 2,99¢ 3,21¢
102,79¢ 90,95: 94,535

22,807 1519: 17,24
19,06¢ 19,737  19,65'
41,87¢ 34,93 36,89
60,92¢ 56,02. 57,64

35( 30C 68¢
60,57¢ 55,72, 56,95t

28¢ 326 (2,659
943:  828¢  7,86(
13,18: 10,83 11,84
112:  125¢ 1,550
71 35 151
24,09 20,74( 18,74

31,18:  27,24: 22,24
453¢ 3,840 3,59
2,531 2341 2,43
2914 2,020 2,19
507 47¢ 47¢
3,245 295¢ 2,99
9,91€ _ 9,87¢ 10,92¢
54,83:  48,75¢ 44,85;
29,83. 27,70. 30,84
10,33 9,757 10,97

$ 19,497 $17,948 $19,87¢

$ 168 $ 14t $ 16z
$ 160 $ 14z $ 15¢
11,78¢  12,10¢  12,29:

12,21¢ 12,66¢ 13,01;
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Consolidated Statements of Changes in Stockhold@epsity

(dollarsin thousands, except per share amounts)

Common
Stock
Accumulated Employee Acquired by Deferred
Other Stock Deferred Compensatior
Common  Additional Comprehensive Ownership Compensatior
Years Ended December 31, 200 Paid-In Retained Treasury Plan
2004 and 2003 Stock Capital Earnings Loss Plan Stock Plan Liability Total
Balance at December 31, 2C $ 27z $184,93: $14222: $ (3,20)) $(11,249 $(A77,670 $ 25 3 (255) $135,30!
Comprehensive incom
Net income — — 19,87: — — — — — 19,87:
Other comprehensive los
Unrealized gain on securities
(net of tax expense $ 12 — — — 26€ — — — — 268
Reclassification adjustment f
gains included in net income
(net of tax expense of $ 25 — — — (467) — — — — (467)
Total comprehensive incon 19,67+
Acceleration of stock option vestit — 24¢ — — — — — — 24¢
Tax benefit of stock plar — 1,94¢ — — — — — — 1,94¢
Purchase 867,259 shares of common s — — — — — (20,620 — — (20,620
Allocation of ESOP stoc — — — — 1,337 — — — 1,337
ESOP adjustmer — 2,487 — — — — — — 2,487
Cash dividene $.78 per shar — — (9,61¢) — — — — — (9,61¢)
Exercise of stock optior — — (1,675 — — 5,57¢ — — 3,90:
Purchase of stock for the defen
compensation plan, n — — — — — 308 (308) —
Balance at December 31, 2C 27z 189,61! 150,80 (3,400 (9,910) (192,719 563 (563)  134,66:
Comprehensive incom
Net income — — 17,94t — — — — — 17,94t
Other comprehensive incorr
Unrealized gain on securities
(net of tax expense $ 1,95 — — — 2,85¢ — — — — 2,85¢
Reclassification adjustment fo
gains included in net incom
(net of tax expense $ 6 — — — (127) — — — — (121)
Total comprehensive incon — — — — — — — 20,67¢
Stock Award — 202 — — — — — — 202
Tax benefit of stock plar — 1,57¢ — — — — — — 1,57¢
Purchase 674,339 shares of common s — — — — — (16,24 — — (16,249
Allocation of ESOP stoc — — — — 1,25¢ — — — 1,25¢
ESOP adjustmer — 2,331 — — — — — — 2,331
Cash dividene $.80 per shar — — (9,68¢) — — — — — (9,686
Exercise of stock optior — — (2,48¢) — — 4,67( — — 3,182
Purchase of stock for the deferred
compensation plan, n — — — — — — 422 (423) —
Balance at December 31, 20 27z 193,72 157,57! (667) (8,652 (204,29 98€ (98€)  137,95¢
Comprehensive incom
Net income — — 19,49’ — — — — — 19,497
Other comprehensive incorr
Unrealized loss on securiti
(net of tax benefit $ 377 — — — (5449 — — — — (544)
Reclassification adjustment for
gains included in net income
(net of tax expense $ — — — (12) — — — — (12)
Total comprehensive incon — — — — — — — 18,94:
Stock Award — 13C — — — — — — 13C
Tax benefit of stock plar — 1,70¢ — — — — — — 1,70¢
Purchase 690,407 shares of common s — — — — — (15,962 — — (15,962
Allocation of ESOP stoc — — — — 1,18(C — — — 1,18(
ESOP adjustmer — 2,06¢ — — — — — — 2,06¢
Cash dividene $.80 per shar — (9,46¢ — — — — — (9,469
Exercise of stock optior — — (2,990 — — 5,23( — — 2,24(
Purchase of stock for the deferred
compensation plan, n — — — — — — 397 (397) —
Balance at December 31, 2C $ 272 $197,62: $164,61: $ (1,227 $ (7,472 $(215,02) $ 1,38 $ (1,387 $138,78¢

See accompanying notes to consolidated financial statements.
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Consolidated Statements of Cash Flows

(in thousands)

Years Ended December 31, 2005, 2004 and 2( 2005 2004 2003
Cash flows from operating activities:
Net income $ 19,49° $ 17,94¢ $ 19,87¢
Adjustments to reconcile net income to net caskides by operating activitie:
Depreciation and amortization of premises and egait 2,03( 2,05¢ 2,11¢
Amortization of ESOF 1,18C 1,25¢ 1,337
ESOP adjustmer 2,06¢ 2,331 2,487
Stock award: 13C 20z 24¢
Tax benefit of stock plar 1,704 1,57¢ 1,94t
Amortization and impairment of servicing as 2,252 1,90 4,97¢
Amortization of intangible asse 104 10E 10t
Net premium amortization in excess of discount @ion on securitie 793 1,27( 1,287
Net premium (accretion) of deferred fees and dist®on loan: 17¢ a77) (209)
Provision for loan losse 35C 30C 68¢
Deferred taxe 334 (88€) 1,037
Net gain on sale of premises and equipn (28) — —
Net gain on sales of real estate ow — 5) (114)
Net gain on sales of loans and securities availiolsale (13,189 (20,83 (11,849
Proceeds from sales of mortgage loans held for 726,04: 510,04: 631,85
Mortgage loans originated for s¢ (684,157 (533,37) (591,859
Increase in value of Bank Owned Life Insura (1,129 (1,256 (1,550
Proceeds from Bank Owned Life Insurai 11C 214 —
(Increase) decrease in interest and dividendsvaikei (1,05¢€) (55€) 901
(Increase) decrease in other as (261) (94) 53C
(Decrease) increase in other liabilit (27,306 25,15¢ (7,759
Total adjustment 10,16! (76€) 36,19!
Net cash provided by operating activit 29,65¢ 17,17¢ 56,06«
Cash flows from investing activities:
Net increase in loans receival (182,16Y (84,099 (54,059
Proceeds from sales of investment and mort-backed securities available for s 7,82¢ 54& 2,231
Purchase of investment securities available far (4,427 (802) (3,540
Purchase of mortga-backed securities available for s (7,704 (82,844 (70,58)
Proceeds from maturities of investment securitigslable for sale 4,67(C 2,11¢ 15,37
Principal payments on mortge-backed securities available for s 37,47 43,47¢ 118,85
Purchases of Federal Home Loan Bank of New Yor&ke (542) (2,030 (520)
Proceeds from sales of real estate ow 10 257 25t
Proceeds from sale of premises and equipi 49 — —
Purchases of premises and equipn (2,132 (1,617 (883%)
Net cash (used in) provided by investing activi (146,94() (124,999 7,14:%
Cash flows from financing activities:
Increase (decrease) in depo 86,03 126,33( (40,63))
Increase (decrease) in st-term borrowings 61,117 (16,057 16,53¢
Proceeds from Federal Home Loan Bank adva 54,00( 121,00( 70,00(
Repayments of Federal Home Loan Bank Adval (99,000 (89,000 (64,000
Proceeds from securities sold under agreemengptachas: — 44,00( —
Repayments of securities sold under agreemeneptachasi (11,000 (18,000 —
Proceeds from subordinated deben 5,00( — —
Increase in advances by borrowers for taxes anaanse 1,41C 137 20C
Exercise of stock optior 2,24( 3,182 3,90:
Dividends paic (9,469 (9,686 (9,61¢)
Purchase of treasury sto (15,967) (16,24°) (20,620
Net cash provided by (used in ) financing actig 74,36¢ 145,66! (44,227)
Net (decrease) increase in cash and due from t (42,919 37,84¢ 18,98(
Cash and due from banks at beginning of 74,02: 36,17: 17,19:
Cash and due from banks at end of y $ 31,10¢ $ 74,02 $ 36,17:
Supplemental Disclosure of Cash Flow Information
Cash paid during the year fc
Interest $ 42,15¢ $ 34,63( $ 36,88
Income taxe: 19,15! 7,38 8,04¢
Noncash investing activitie
Transfer of loans receivable to real estate ow — 28¢ 264

See accompanying notes to consolidated financial statements.
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Notes to Consolidated Financial Stateme

(1) Summary of Significant Accounting Policies
Principles of Consolidation

The consolidated financial statements include toants of OceanFirst Financial Corp. (the “Comgaand its wholly-owned subsidiary, OceanFirst Bdttle
“Bank”) and its wholly-owned subsidiaries, Columiblame Loans, LLC (“Columbia”), OceanFirst REIT Huigs, Inc., and its wholly-owned subsidiary Oceasi-i
Realty Corp. and OceanFirst Services, LLC, and/ftslly-owned subsidiary OFB Reinsurance, Ltd. Adiréficant intercompany accounts and transactianseh
been eliminated in consolidation.

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

Business

The Bank provides a range of community bankingises/sto customers through a network of branch&cean, Monmouth and Middlesex counties in New Jersey
The Bank is subject to competition from other fici@hinstitutions; it is also subject to the redidas of certain regulatory agencies and undergeesdic
examinations by those regulatory authorities.

Basis of Financial Statement Presentation

The consolidated financial statements have begraped in conformity with accounting principles geaily accepted in the United States of Americapi@paring
the consolidated financial statements, managemeetjuired to make estimates and assumptionsffieat the reported amounts of assets and liatsligie of the
date of the consolidated statement of financiabd@n and revenues and expenses for the periadehded. Actual results could differ significanflgm those
estimates and assumptions.

Material estimates that are particularly susceptiblsignificant change in the near term relatdhtodetermination of the allowance for loan los#ss valuation of
real estate acquired in connection with foreclosurein settlement of loans and the valuation oftgage servicing rights. In connection with theedetination of
the allowances for loan losses and Real Estate @{/REO”), management obtains independent apprafsalsignificant properties.

Cash Equivalents

Cash equivalents consist of interest-bearing déposbther financial institutions and loans of Eeal funds. For purposes of the consolidated statésrof cash
flows, the Company considers all highly liquid detgtruments with original maturities of three mumbr less to be cash equivalents.

Investment and Mortgage-Backed Securities

The Company classifies all investment and mortdaayeked securities as available-for-sale. Secu@eslable-forsale include securities that management inten
use as part of its asset/liability managementeggsatSuch securities are carried at fair valuewamdalized gains and losses, net of related tacgfare excluded
from earnings, but are included as a separate coemp@f stockholders’ equity. Gains or losses @ngddle of such securities are included in othesrime using the
specific identification method. Securities are ea#éd for other-than-temporary impairment on a gulgrbasis.

Loans Receivable

Loans receivable, other than loans held-for-sake stated at unpaid principal balance, plus unaresattpremiums less unearned discounts, net of @eféoan
origination and commitment fees and costs, anafiogvance for loan losses.

Loan origination and commitment fees and certaiadiloan origination costs are deferred and thidageor cost is recognized in interest income gige level-
yield method over the contractual life of the sfieally identified loans, adjusted for actual prgpeents.

Loans on which interest is more than 90 days paet icicluding impaired loans, and other loans enflocess of foreclosure are placed on accrual status. Intere
income previously accrued on these loans, but ebtgceived, is reversed in the current period. hitgrest subsequently collected is credited tonme in the perio
of recovery only after the full principal balancastbeen brought current. A loan is returned touat@tatus when all amounts due have been recaivedhe
remaining principal balance is deemed collectible.

A loan is considered impaired when it is deemedbabde that the Company will not collect all amouthi® according to the contractual terms of the lgneement.
The Company has defined the population of impdmeds to be all non-accrual commercial real estatéti-family, land, construction and commerciaie in
excess of $250,000. Impaired loans are individuadigessed to determine that the loan’s carryingevalnot in excess of the fair value of the cellakor the present
value of the loan’s expected future cash flows. [Bmnhalance homogeneous loans that are collegtehluated for impairment, such as residentialtgage loans
and installment loans, are specifically excludexdirfithe impaired loan portfolio.

Mortgage Loans Held-for-Sale

The Company regularly sells part of its mortgagenloriginations. Mortgage loans held-for-sale angied at the lower of unpaid principal balancd, ne market
value on an aggregate basis.

Allowance for Loan Losses

The adequacy of the allowance for loan lossesssdan management’s evaluation of the Companyslpas loss experience, known and inherent riskbén
portfolio, adverse situations that may affect tbertwer’s ability to repay, estimated value of amgderlying collateral and current economic condgicAdditions to
the allowance arise from charges to operationsutiirahe provision for loan losses or from the rexgwf amounts previously charged off. The alloweiscreduced
by loan charge-offs. Loans are charged-off whenagament believes such loans are uncollectible.

Management believes that the allowance for loarek&sadequate. While management uses availaloleriafion to recognize losses on loans, future amditto the
allowance may be necessary based on changes inre@ooonditions in the Company’s market area. Iditah, various regulatory agencies, as an integaal of
their routine examination process, periodicallyieewvthe Bank’s allowance for loan losses. Such eigsnmay require the Bank to recognize additiorth¢o
allowances based on their judgments about infoonatvailable to them at the time of their examimati

Mortgage Servicing Rights, or MSR

The Company recognizes as a separate asset tie togdervice mortgage loans, whether those rigtgsacquired through purchase or loan originataivities.
MSR are amortized in proportion to and over thenetied period of net servicing income. The estiméa@dsalue of MSR is determined through a discednt
analysis of future cash flows, incorporating nunusrassumptions including servicing income, sergi@osts, market discount rates, prepayment speetdefaull



rates. Impairment of the MSR is assessed on thedhie of those rights with any impairment recagui as a component of loan servicing fee income.
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Real Estate Owned

Real estate owned is carried at the lower of cofdiovalue, less estimated costs to sell. Whenoperty is acquired, the excess of the loan balawer fair value is
charged to the allowance for loan losses. A resknveeal estate owned may be established to peoddsubsequent declines in the fair values operties. Real
estate owned is carried net of any related res@perating results from real estate owned, inclgdental income, operating expenses, and gainsoasds realized
from the sales of real estate owned are recordéttased.

Premises and Equipment

Land is carried at cost and premises and equiprimetiding leasehold improvements, are stated sttless accumulated depreciation and amortizaepreciatior
and amortization are computed using the straigienethod over the estimated useful lives of tisetasor leases. Repair and maintenance items peagad and
improvements are capitalized. Gains and lossesspositions are reflected in current operations.

Income Taxes

The Company utilizes the asset and liability metbbdccounting for income taxes. Under this methitaderred tax assets and liabilities are recogniaethe future
tax consequences attributable to differences betwreefinancial statement carrying amounts of éxgséssets and liabilities and their respectivebases.

Deferred tax assets and liabilities are measuretd) enacted tax rates expected to apply to taxabtame in the years in which those temporary déffees are
expected to be recovered or settled. The effedederred tax assets and liabilities of a changevirates is recognized in income in the period itheludes the
enactment date.

Impact of New Accounting Pronouncements

Financial Accounting Standards Board (“FASB”) Staént No. 123 (revised 2004) addresses the accauftirshare-based payment transactions in which an
enterprise receives employee services in exchargef equity instruments of the enterprise ori@)ilities that are based on the fair value of émerprise’s equity
instruments or that may be settled by the issuafseach equity instruments. Statement 123(R) reguan entity to recognize the grant-date fair-vafustock
options and other equity-based compensation issuethployees in the income statement. The revisai®ent generally requires that an entity accéamhose
transactions using the fair-value-based method etiminates an entity’s ability to account for sitshased compensation transactions using the intrigdice metho
of accounting in APB Opinion No. 25, Accounting f8tock Issued to Employees, which was permitteceuSdatement 123, as originally issued. The revised
Statement requires entities to disclose informatieeded about the nature of the share-based payraesactions and the effects of those transactartbe
financial statements. Statement 123(R) is effedtivéhe Company beginning January 1, 2006. The iz must use either the modified prospective er th
modified retrospective transition method. The adopbf Statement 123(R) will cause the Companyetmgnize additional expense upon the grant of stptions.

FASB Staff Position No. FAS 115-1 and FAS 124-1h&TMeaning of Other-Than-Temporary Impairment @adi\pplication to Certain Investments” (the “FSP”"),
was issued on November 3, 2005 and addressest#renigation of when an investment is consideredaimgal; whether the impairment is other than temyond
how to measure an impairment loss. The FSP alsesasiels accounting considerations subsequent ted¢bgnition of an other-than-temporary impairmemiaadebt
security, and requires certain disclosures aborgalized losses that have not been recognizechas-thtantemporary impairments. The FSP replaces the im gt
guidance in EITF Issue No. 03-1 with referencesxigting authoritative literature concerning otliggn-temporary determinations (principally Statetra#n
Financial Accounting Standards No. 115 and SECf 3ifounting Bulletin 59). Under the FSP, impairmh&sses must be recognized in earnings equaktenkire
difference between the security’s cost and itsvfalue at the financial statement date, withoutsaaering partial recoveries subsequent to that ddte FSP also
requires that an investor recognize an other-tearpbrary impairment loss when a decision to se#@urity has been made and the investor does petethe fair
value of the security to fully recover prior to teepected time of sale. The FSP is effective fporéng periods beginning after December 15, 200 Company
does not expect that the application of the FSPhaile a material impact on its financial conditioesults of operations or financial statementldsares.

In May 2005, the FASB issued Statement of Finankaounting Standards (“SFAS”) No. 154, “Accounti@ganges and Error Corrections, a replacement & AP
Opinion No. 20 and FASB Statement No. 3". SFAS Ne¥ requires retroactive application to prior pdsidinancial statements of a voluntary changecicoanting
principles unless it is impracticable. SFAS No. 1%éffective for accounting changes and correstiofrerrors made in fiscal years beginning aftecddeber 15,
2005, with earlier application permitted to accangtchanges and corrections of errors made inlfiggars beginning after May 31, 2005.

Stock-based Compensation

The Company accounts for stock-based compensagiog the intrinsic value method under Accountingéiples Board No. 25. On December 22, 2005, the
Company accelerated the vesting of 645,535 outstgnthvested stock options awarded to directorsddficers of the Bank. Of the 645,535 stock optifmrswhich
vesting was accelerated 464,516, or 72% were 8mibney” options having exercise prices from $14d3823.23. The remaining 181,019, or 28%, werd tfihe
money” options having exercise prices from $23a1827.11. The acceleration was undertaken in @amaitto eliminate compensation expense that thepaagn
would otherwise be required to recognize with respethese unvested stock options upon adoptiate®ent 123 (R). The Company recognized a prektarge of
$27,000 in the fourth quarter while eliminating @uial pre-tax compensation expense in future pgeraf approximately $2.3 million, of which $1.0 tiah would
have been incurred during the year ended Decemh&0®6. Statement of Financial Accounting Stansi&td. 123, Accounting for Stock-based Compensan
amended by Statement of Financial Accounting Statsdido. 148, Accounting for Stock-based Compensafi@ansition and Disclosure, permits the use of the
intrinsic value method; however, requires the Comypa disclose the pro forma net income and eampey share as if the stock-based compensatiobéwsd
accounted for using the fair value method. Hadctirapensation costs for the Company’s stock optian peen determined based on the fair value methed,
Company'’s net income and earnings per share waud been reduced to the pro forma amounts indidskxv (in thousands except per share data).
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Notes to Consolidated Financial Stateme¢(continued)

2005 2004 2003
Net income:
As reportec $19,497 $17,94¢  $19,87:
Stock-based compensation expense included in reporteidcmne, net of related tax effer 85 131 162
Total stock-based compensation expense determimaef the fair value based method including earnedritive awards
and stock option grants, net of related tax eff (2,450 (711) (666)
Net stockbased compensation expense not included in repoeiiticome, all relating to stock option grants, of relatec
tax effects (2,365) (580) (507)
Pro forma $17,13:  $17,36F  $19,36¢
Basic earnings per shai
As reportec $ 165 $ 148 $ 1.6z
Pro forma 1.4¢ 1.45 1.5¢€
Diluted earnings per shar
As reportec $ 16C $ 14z $ 1.5¢
Pro forma 1.4C 1.37 1.4¢
Weighted average fair value of an option sharetgchduring the yee $ 408 $ 46€ $ 4.4F

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

2005 2004 2003
Risk-free interest rat 3.95% 4.21% 2.7%
Expected option lif¢ 6 year: 6 year: 6 year:

Expected volatility 22% 23% 25%
Expected dividend yiel 3.41% 3.3t% 3.25%

Comprehensive Income

Comprehensive income is comprised of net incomecgimel comprehensive income (loss). Other comp@henncome (loss) includes items recorded directly
equity, such as unrealized gains or losses on isiesuavailable for sale.

Intangible Assets

The Company accounts for intangible assets undasSH2, “Goodwill and Other Intangible Assets.” SFA42 eliminated amortization of goodwill and reqai
that an annual impairment test be performed. Thagamy has determined that there is no impairmegotmwill based on the criteria of SFAS 142. Therpany's
intangible assets, primarily core deposit intarggblre being amortized over a period of ten years.

Bank-Owned Life Insurance

Bank-owned life insurance (BOLI) is accounted feing the cash surrender value method and is redatiés realizable value. The change in the nettagalue is
included in other non-interest income.

Segment Reporting

As a community-oriented financial institution, stértially all of the Bank’s operations involve ttielivery of loan and deposit products to customehe Bank
makes operating decisions and assesses perforrhased on an ongoing review of these community lmgné&perations, which constitute the only operaiegmen
for financial reporting purposes.

Earnings Per Share

Basic earnings per share is computed by dividingnmmme by the weighted average number of shdresromon stock outstanding. Diluted earnings perestis
calculated by dividing net income by the weightedrage number of shares of common stock outstarplirggpotential common stock, utilizing the tregsstock
method. All share amounts exclude unallocated shafretock held by the Employee Stock Ownershim PIBSOP”) and the Incentive Plan.

The following reconciles shares outstanding foiidaad diluted earnings per share for the yearge@mkecember 31, 2005, 2004 and 2003 (in thousands):

Year ended December 31 2005 2004 2003
Weighted average shares outstanc 12,817 13,24. 13,58¢
Less: Unallocated ESOP sha (956) (1,107) (1,259
Unallocated Incentive Award shares and shareskhetteferred compensation pl (75) (32 (39
Average basic shares outstand 11,78¢ 12,10¢ 12,29
Add: Effect of dilutive securities
Stock options 362 532 69E

Incentive Awards and shares held by deferred cosgiem plar 71 25 31
Average diluted shares outstand 12,21¢ 12,66¢ 13,017

(2) Regulatory Matters

Office of Thrift Supervision (“OTS”) regulationsgeire savings institutions to maintain minimum lisvef regulatory capital. Under the regulation®ffect at
December 31, 2005, the Bank was required to maigtaminimum ratio of tangible capital to total e&tpd assets of 1.5%; a minimum ratio of Tier 1€yaapital to
total adjusted assets of 3.0%; and a minimum «Httotal (core and supplementary) capital to riskighted assets of 8.0%.

Under its prompt corrective action regulations, @iES is required to take certain supervisory asti@nd may take additional discretionary actioni# vespect to
an undercapitalized institution. Such actions cdwdde a direct material effect on the institutiofirgncial statements. The regulations establishrmework for the
classification of savings institutions into fivetegories: well capitalized, adequately capitaliaetjercapitalized, significantly undercapitalizadd critically
undercapitalized. Generally an institution is cdeséd well capitalized if it has a Tier 1 ratioatfleast 6.0%; and a total risk-based capital maftiat least 10.0%. At
December 31, 2005 and 2004 the Bank was considezdapitalized.
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The following is a summary of the Bank’s actualitaipamounts and ratios as of December 31, 20052804, compared to the OTS minimum capital adequacy
requirements and the OTS requirements for classifin as a well capitalized institution (in thoudah

To be well
For capital capitalized under
adequacy prompt corrective
Actual purposes action
As of December 31, 200¢ Amount Ratio Amount Ratio Amount Ratio
Tangible capita $127,73. 6.4% $29,787 1E% $ — — %
Core capita 127,73: 6.4 59,57¢ 3.C 99,29: 5.C
Tier 1 risk-based capite 127,73: 10.z 49,96( 4.C 74,94 6.C
Risk-based capite 138,15 11.1 99,92 8.C 124,90: 10.C
As of December 31, 2004 Amount Ratio Amount Ratio Amount Ratio
Tangible capita $118,23: 6.2% $28,67: 15% $ — — %
Core capita 118,23: 6.2 57,34« 3.C 95,57: 5.C
Tier 1 risk-based capite 118,23: 9.7 48,65¢ 4.C 72,98: 6.C
Risk-based capite 128,79 10.¢ 97,31: 8.C 121,63¢ 10.C

OTS regulations impose limitations upon all capitiatributions by savings institutions, like therBasuch as dividends and payments to repurchastherwise
acquire shares. The Company may not declare ocgsty dividends on or repurchase any of its shdresromon stock if the effect thereof would cause
stockholders’ equity to be reduced below applicabtrulatory capital maintenance requirements, thewsnt required for the liquidation account, oruth
declaration and payment would otherwise violatell&mgry requirements.

(3) Investment Securities Available for Sale
The amortized cost and estimated market valuevafsiment securities available for sale at Decer@be2005 and 2004 are as follows (in thousands):

Gross Gross Estimated
Amortized Unrealized Unrealized

Market

December 31, 200! Cost Gains Losses Value
U. S. agency obligatior $ 2010 $ — $ 1 $ 20c
State and municipal obligatio 4,131 26 — 4,157
Corporate debt securitit 75,52¢ — (1,899 73,63(
Equity investment 4,724 1,15(C — 5,87¢

$8458: $ 1,17¢ $ (1,899  $83,86:

Gross Gross Estimated
Amortized Unrealized Unrealized

Market

December 31, 200 Cost Gains Losses Value
U. S. Government obligatior $ 99¢ $ — $ (6) $ 992
U. S. agency obligatior 20¢ — 3 20t
State and municipal obligatio 3,81z 50 — 3,862
Corporate debt securitit 75,44¢ — (2,274 73,17¢
Equity investment 4,344 1,382 — 5,72¢

$84,81: $ 1,43 $(2,28) $83,96(

Gains realized during 2005, 2004 and 2003 on tleeafdanvestment securities available for salelamta$136,000, $186,000 and $719,000, respectilélgre were
no losses realized during 2005, 2004 or 2003 osdles of investment securities available for sale.

The amortized cost and estimated market valuevefsiment securities available for sale, excludiqgity investments, at December 31, 2005 by coniedct
maturity, are shown below (in thousands). Actualuriies will differ from contractual maturities bause issuers may have the right to call or prepéigations
with or without call or prepayment penalties. Atdeeber 31, 2005, investment securities availablsdte with an amortized cost and estimated markiee of
$77,275,000 and $75,402,000, respectively, welaldel prior to the maturity date.

Estimated
Amortized
Market
December 31, 200! Cost Value
Less than one yei $ 2,58 $ 2,58t

Due after one year through five ye. — —
Due after five years through ten ye — —
Due after ten yeal 77,27°¢ 75,40:

The carrying value of investment securities pledagedequired security for deposits and for otheppses required by law amounted to $1,948,000 artb$,000 ¢
December 31, 2005 and 2004, respectively. Additigntne carrying value of investment securitiesqged as collateral for reverse repurchase agrdsragrmountes
to $75,603,000 and $73,175,000 at December 31, 2062004, respectively.

The estimated market value and unrealized losmf@stment securities available for sale at Decer8lhe2005 and 2004, segregated by the duratidmeof
unrealized loss are as follows (in thousands):

December 31, 2005

Less than 12 months 12 months or longer Total
Estimated Estimated Estimated
Unrealized Unrealized Unrealized
Market Market Market
Value Losses Value Losses Value Losses

U.S. agency obligatior $ 20 $ @ $ — $ — $ 20 $ @)
Corporate debt securitit — — 73,63( (1,89¢) 73,63( (1,89¢)




$ 20 $ (1) $73,63( $(1,899 $73,83(  $ (1,899
December 31, 2004
Less than 12 months 12 months or longer Total
Estimated Estimated Estimated
Unrealized Unrealized Unrealized
Market Market Market
Value Losses Value Losses Value Losses
U.S. Government obligatior $ 992 $ ® $ — $ — $ 992 % (6)
U.S. agency obligatior — — 20t ?3) 20t ?3)
Corporate debt securitit — — 73,17¢ (2,279 73,17¢ (2,279
$ 992 $  (6) $73,38( $(2,27) $74,37: $(2,289)
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Notes to Consolidated Financial Stateme¢(continued)

The United States Government and agency obligatiotite tables above are either direct obligatiointhe Unites States Government or are issued byobthe
stockholder-owned corporations chartered by theddnBtates Government, whose debt obligationsadeel IAA or better by one of the internationallyegoized
credit rating services. The Company considers tirealized losses to be the result of changes @nest rates which over time can have both a peséihd negative
impact on the estimated market value of the seearit

The corporate debt securities are issued by otha@ndial institutions each with an investment gradlit rating of BBB or better as rated by onéhef
internationally-recognized credit rating servicEsese floating rate securities were purchased guhie period May 1998 to September 1998 and havkquaipon
interest continuously since issuance. Floating datet securities such as these pay a fixed intessspread over LIBOR. Following the purchasthese securities,
the required spread increased for these typescafiies causing a decline in the market pricehdltgh these investment securities are availablediar, the
Company has the ability to hold these securitig8 omaturity at which time the Company expectseoeive the fully amortized cost.

(4) Mortgage-Backed Securities Available for Sale
The amortized cost and estimated market value ofgage-backed securities available for sale at Bdes 31, 2005 and 2004 are as follows (in thousands

Gross Gross
Unrealized Unrealized Estimated
Amortized Market
December 31, 200! Cost Gains Losses Value
FHLMC $109:¢: $ 61 $ (216 $ 10,80¢
FNMA 72,86 23 (2,359 71,53
GNMA 2,54¢ 14C — 2,68¢

$8637( $ 224 $ (1,569 $ 85,02¢

Gross Gross
Unrealized Unrealized Estimated
Amortized Market
December 31, 200 Cost Gains Losses Value
FHLMC $ 17,72¢ $ 87 $ (48 $ 17,76¢
FNMA 103,29° 91 (687) 102,70:
GNMA 3,72¢ 28C — 4,00¢

$124,75! $  45¢ $ (735 $124,47¢

There were no gains realized on the sale of moetgrgked securities available for sale during 2@094 or 2003. Losses realized during 2005 on dlee af
mortgage-backed securities available for saleedt&ll17,000. There were no losses realized dufifd and 2003 on the sale of mortgage-backed swesurit
available for sale.

The contractual maturities of mortgage-backed sgesiiavailable for sale generally exceed 20 ydaosiever, the effective lives are expected to lmeteh due to
principal prepayments.

The carrying value of mortgage-backed securitiesigebd as required security for deposits and foergilirposes required by law amounted to $6,013aD@0
$14,067,000 at December 31, 2005 and Decembel0B4, Pespectively. The carrying value of mortgageked securities pledged as collateral for reverse
repurchase agreements amounted to $76,274,000181¢1186,000 at December 31, 2005 and 2004, resphcti

The estimated market value and unrealized losmfmtgage-backed securities available for sale @eber 31, 2005 and 2004 segregated by the durmeititne
unrealized loss are as follows (in thousands):

December 31, 2005

Less than 12 months

12 months or longer

Total

Estimated

Estimated

Estimated

Unrealized Unrealized Unrealized

Market Market Market
Value Losses Value Losses Value Losses
FHLMC $ — — $730: $ (21 $730: $ (216
FNMA — — 62,34¢ (1,359 62,34¢ (1,359
$ — $ — $69,65. $ (1,569  $69,65.  $ (1,56

December 31, 2004

Less than 12 months

12 months or longer

Total

Estimated Estimated Estimated
Unrealized Unrealized Unrealized

Market Market Market
Value Losses Value Losses Value Losses
FHLMC $ — $ — $871¢ $ (48 $871¢ $ (49
FNMA — — 87,16¢ (687) 87,16¢ (687)
$ — $ — $95,88: $ (735  $95,888 $ (739

The mortgage-backed securities are issued andmgeachby either FHLMC or FNMA, stockholder-ownedpmrations chartered by the United States Goverhmen
whose debt obligations are rated AA or better by ofithe internationally recognized credit ratiegvices. The Company considers the unrealized dasske the
result of changes in interest rates which over tiane have both a positive and negative impact eresimated market value of the mortgage-backeadtises.
Although these mortgage-backed securities areahlaifor sale, the Company has the ability to bébe securities until maturity at which time then@any
expects to receive the fully amortized cost.

(5) Loans Receivable, Net
A summary of loans receivable at December 31, 20@52004 follows (in thousands):

December 31 2005 2004




Real estate mortgag
One-to-four family
Commercial real estate, mi-family and lanc
FHA insured & VA guarantee

Real estate constructic
Consume|
Commercial

Total loans
Loans in proces
Deferred origination costs, n
Unamortized discour
Allowance for loan losse
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$1,150,44  $1,061,10:
278,92: 243,29
4,73¢ 1,51¢
1,434,10.  1,305,92:
22,73¢ 19,18¢
146,91 99,27¢
64,30( 61,29(
1,668,05  1,485,68:
(7,646) (5,970
4,59¢ 3,88¢

— 4)
(10,46() (10,689
(13,510 (12,779
$1,654,54.  $1,472,90




At December 31, 2005, 2004 and 2003 loans in theuatof $1,595,000, $3,488,000 and $2,162,000 esely, were three or more months delinquennhdhée
process of foreclosure and the Company was notiexgcinterest income. At December 31, 2005, thezeewo impaired loans. At December 31, 2004, tipaired
loan portfolio consisted of one commercial reahtestoan for $744,000 for which general allocatitmthe allowance for loan losses of $149,000 videatified. If
interest income on nonaccrual loans and impairadddiad been current in accordance with theirraigerms, approximately $115,000, $128,000 andGR@6of
interest income for the years ended December 315,2004 and 2003, respectively, would have beeorded. At December 31, 2005, there were no comeritm
to lend additional funds to borrowers whose loamscéassified as nonperforming.

An analysis of the allowance for loan losses ferybars ended December 31, 2005, 2004 and 208Fadi@ws (in thousands):

Year Ended December 31 2005 2004 2003

Balance at beginning of ye $10,68¢  $10,80: $10,07:
Provision charged to operatio 35C 30C 68¢
Chargtoffs (684) (487) (25¢)
Recoveries 10€ 73 29¢€
Balance at end of ye. $10,46( $10,68¢ $10,80:

An analysis of the servicing asset for the yeadedrDecember 31, 2005, 2004 and 2003 is as fol{fowtsousands):

Year Ended December 31 2005 2004 2003

Balance at beginning of ye $8,79C $7,47: $7,90%
Capitalized mortgage servicing rigt 3,192 3,22: 4,54;
Amortization and impairment charg (2,252) (1,905 (4,976
Balance at end of ye. $9,73C $8,79C $7,47:

Loans serviced for others amounted to $910.3 milibDecember 31, 2005, all of which relate todestial loans. The estimated fair value of the isarg asset at
December 31, 2005 was $15,526,000.

(6) Interest and Dividends Receivable
A summary of interest and dividends receivable e¢énber 31, 2005 and 2004 follows (in thousands):

December 31 2005 2004

Loans $6,08C $5,16:
Investment securitie 66C 362
Mortgage-backed securitie 34¢ 50¢

(7) Premises and Equipment, Net
Premises and equipment at December 31, 2005 ari&@@Gummarized as follows (in thousands):

December 31 2005 2004

Land $ 3,198 $ 3,19
Buildings and improvemen 15,50¢ 15,507
Leasehold improvemen 2,187 2,052
Furniture and equipme! 12,70¢ 11,42¢
Automobiles 277 194
Construction in progres 533 2
Total 34,40¢ 32,37¢
Accumulated depreciation and amortizat (18,28%) (16,34)

$16,11¢  $ 16,037

(8) Deposits
Deposits, including accrued interest payable of9$230 and $210,000 at December 31, 2005 and 266gdectively, are summarized as follows (in thousand

2005 2004
Weighted Weighted
Average Average
December 31 Amount Cost Amount Cost
Nor-interest bearing accour $ 120,18¢ — % $ 106,49: — %
Interes-bearing checking accour 381,78 1.7¢ 297,91¢ .81
Money market deposit accour 125,16 1.34 142,89: 1.01
Savings accoun 242,68 73 250,03: .5C
Time deposit: 486,73! 3.4¢ 473,19¢ 2.67
$1,356,56! 2.01% $1,270,53! 1.4(%

Included in time deposits at December 31, 2005204, respectively, is $110,488,000 and $112,4@if@eposits of $100,000 and over.
Time deposits at December 31, 2005 mature as fell@gwthousands):

Year Ended December 31

2006 $323,92!
2007 76,38(
2008 57,65
2009 13,77¢
2010 8,03:
Thereatftel 6,971

$486,73!



Interest expense on deposits for the years endedritger 31, 2005, 2004 and 2003 was as followsh@ndands):

Year Ended December 31

2005

2004 2003

Interes-bearing checking accour
Money market deposit accour
Savings accoun

Time deposit:

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

$ 467¢ $ 1556 $ 1,74
1,60¢ 1,35( 1,372
1,85¢ 1,31(¢ 1,67¢
14,67 10,97¢ 12,44¢

$22,807 $15,19¢ $17,24!

2005 2004
Weighted Weighted
Average Average
December 31 Amount Rate Amount Rate
Federal Home Loan Bank advant $354,90( 4.27% $312,00( 4.32%
Securities sold under agreements to repurc 113,28¢ 4.27 151,07: 3.64
Subordinated debentu 5,00( 6.3 — —
$473,18¢ 4.2% $463,07. 4.1(%
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Notes to Consolidated Financial Stateme¢(continued)

Information concerning Federal Home Loan Bank (“BiLadvances and securities sold under agreememéptirchase (“reverse repurchase agreements”) is
summarized as follows (in thousands):

Reverse Repurchas

FHLB Advances Agreements
2005 2004 2005 2004

Average balanc $320,23: $335,91¢ $132,52( $142,82:
Maximum amount outstanding at any month 363,00( 361,20( 152,44! 159,83!
Average interest rate for the ye 4.28% 4.41% 3.95% 3.45%
Amortized cost of collatera

Corporate securitie — — $ 75,52¢ $ 75,44¢

Mortgage-backed securitie — — 77,64: 101,40¢

Other securitie — — 1,94¢ —
Estimated market value of collater

Corporate securitie — — 73,63( 73,17¢

Mortgage-backed securitie — — 76,27« 101,18t¢

Other securitie — — 1,972 —

The securities collateralizing the reverse repusetegreements are delivered to the lender with wéaeh transaction is executed or to a third parsgadian. The
lender, who may sell, loan or otherwise dispossuch securities to other parties in the normal ®woff their operations, agrees to resell to the gzow substantial
the same securities at the maturity of the revesgarchase agreements.

FHLB advances and reverse repurchase agreemerg<hatractual maturities at December 31, 2005 l&safs (in thousands):

Reverse
FHLB Repurchase
Year Ended December 31 Advances Agreements
2006 $154,90( $ 54,28¢
2007 75,00( 15,00(
2008 40,00( 41,00(
2009 40,00( 3,00(
2010 30,00( —
Thereaftel 15,00( —
$354,90( $113,28¢
Amount callable by lender prior to the maturity el $ 22,000 $ 40,00(

On August 4, 2005, the Company issued $5,000,080drdinated debt at a fixed interest rate of G3&ccrued interest is due quarterly with princigak at the
maturity date of November 23, 2015.

The Bank has an available overnight line of credib the FHLB for $100,000,000 which expires Jully 2006. The Bank also has available from the FHL.Bne-
month overnight repricing line of credit for $2000000 which expires July 31, 2006. When utiliZeath lines carry a floating interest rate of 10bHsis points
over the current Federal funds rate. All FHLB ades) including the lines of credit, are securedhigyBank’s mortgage loans, mortgage-backed seesiaind
FHLB stock. As a member of the FHLB of New Yorket@ompany is required to maintain a minimum investhin the capital stock of the FHLB, at cost, im a
amount equal to 0.20% of the Bank’s mortgage-rdlassets, plus 4.5% of the specified value of teftansactions between the Bank and the FHLB.

(20) Income Taxes
The provision for income taxes for the years eridedember 31, 2005, 2004 and 2003 consists of tf@fiag (in thousands):

Year Ended December 31 2005 2004 2003
Current:
Federa $ 9,50C $10,17¢ $ 9,44¢
State 501 464 48¢
Total Current 10,00! 10,64: 9,937
Deferred:
Federa 71C (62€) 1,297
State (37€) (260C) (260)
Total deferrec 334 (88€) 1,037

$10,33t  $ 9,757 $10,97¢

Included in other comprehensive income (loss)deime tax expense (benefit) attributable to netalimed gains (losses) on securities available dte s the
amount of $(384,000), $1,888,000 and $(129,000)Heryears ended December 31, 2005, 2004 and BB ctively. Included in stockholdeesjuity is income ta
benefit attributable to stock plans in the amour#&1g704,000, $1,575,000 and $1,945,000 for thesyeaded December 31, 2005, 2004 and 2003, regekycti

A reconciliation between the provision for incorages and the expected amount computed by multgpiyicome before the provision for income taxes sinie
applicable statutory Federal income tax rate fentbars ended December 31, 2005, 2004 and 208Fddl@ws (in thousands):

Year Ended December 31 2005 2004 2003
Income before provision for income tax $29,83: $27,70: $30,84
Applicable statutory Federal income tax r 35.(% 35.(% 35.(%
Computec‘expecte” Federal income tax expen $10,44: $ 9,69¢ $10,79¢
Increase(decrease) in Federal income tax expensting from:
ESOP adjustmer 722 81€ 87C
ESOP dividend (369) (317) (290
Earnings on life insuranc (393) (440) (543
State income taxes net of Federal ber 82 132 14¢

Other items, ne (149 (130 (®)




$10,33¢ $ 9,757 $10,97¢

Included in other assets at December 31, 2005 @84 & a net deferred tax asset of $4,054,000 4raD%,000, respectively. In addition, at Decemider2®05 and
2004 the Company recorded a current tax (receiyalalgable of $(2,089,000) and $8,700,000, respelgtiv

The tax effects of temporary differences that gise to significant portions of the deferred tagets and deferred tax liabilities at December 8052and 2004 are
presented below (in thousands):
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December 31 2005 2004
Deferred tax asset

Allowance for loan and real estate owned lossedpeks $ 4,27: $ 4,36¢€
Reserve for uncollected intere 33 62
Deferred compensatic 1,02t 1,017
Premises and equipment, differences in depreci 31C 45
Other reserve 162 95
Stock plans 72 124
ESOP — 59
Unrealized loss on securities available for ! 84t 461
Intangible asset 51 74
Lease termination cos 32 64
Penalty on early extinguishment of d 11 82
Partnership investment incor — 181
State alternative minimum t: 88t 642
State net operating loss carry forwi 1,37¢ 963
Total gross deferred tax ass 9,07¢ 8,23t
Less valuation allowanc 1,37¢ 963
Deferred tax assets, r 7,691 7,27:
Deferred tax liabilities
Excess servicing on sale of mortgage Ic (1,337 (1,146
Investments, discount accreti (280) (24¢)
Deferred loan and commitment costs, (2,000 (1,779
Loans held for sal — (10C)
ESOP (32 —
Total deferred tax liabilitie (3,649 (3,26%¢)
Net deferred tax asse $ 4,05¢ $ 4,00¢

The Company has determined that a valuation alloeahould be established for the state net opgriigs carryforward as it was considered unlikebt the Bank
due to its REIT subsidiary, would have sufficieatréngs to realize the benefit. The Company hasrdehed that it is not required to establish a &abn reserve fc
the remaining net deferred tax asset account sineémore likely than not” that the net deferreck assets will be realized through future reversélkexisting
taxable temporary differences, future taxable ine@nd tax planning strategies. The conclusionithstmore likely than not” that the remaining rdetferred tax
assets will be realized is based on the histosaofings and the prospects for continued growtmadgament will continue to review the tax critegtated to the
recognition of deferred tax assets.

Retained earnings at December 31, 2005 include®zijppately $10,750,000 for which no provision facome tax has been made. This amount represents an
allocation of income to bad debt deductions forpgarposes only. Events that would result in taxatibthese reserves include failure to qualify &suak for tax
purposes, distributions in complete or partialilit@tion, stock redemptions and excess distributtorshareholders. At December 31, 2005 the Compadyan
unrecognized deferred tax liability of $4,391,00@hwespect to this reserve.

(11) Employee Stock Ownership Plan

As part of the Conversion, the Bank establishe&mployee Stock Ownership Plan (‘ESOP”) to proviegrement benefits for eligible employees. All ftithe
employees are eligible to participate in the ES®€T ¢hey attain age 21 and complete one yearrofceduring which they work at least 1,000 ho®8SOP shares
are first allocated to employees who also partieipa the Bank'’s Incentive Savings (401K) Planinsanount equal to 50% of the first 6% of the empbxsy
contribution. During 2005, 2004 and 2003, 18,645409 and 13,802 shares, respectively, were eiheased or committed to be released under thisuiar. The
remaining ESOP shares are allocated among panitsiga the basis of compensation earned duringghe Employees are fully vested in their ESOP antafter
the completion of five years of credited serviceompletely if service was terminated due to detirement, disability, or change in control o tBompany.
ESOP participants are entitled to receive distiidng from the ESOP account only upon terminatioses/ice, which includes retirement and death.

The ESOP originally borrowed $13,421,000 from tlwenPany to purchase 2,013,137 shares of common &se&d in the conversion. On May 12, 1998, theainit
loan agreement was amended to allow the ESOP towa@n additional $8,200,000 in order to fund thiechase of 633,750 shares of common stock. Atdhees
time the term of the loan was extended from thigginiwelve years to thirty years. The amended lisaio be repaid from discretionary contributionstie Bank to
the ESOP trust. The Bank intends to make contdbstio the ESOP in amounts at least equal to fheipal and interest requirement of the debt, assgra fixed
interest rate of 8.25%.

The Bank’s obligation to make such contributionseiduced to the extent of any dividends paid byGbspany on unallocated shares and any investnaenings
realized on such dividends. As of December 31, 200562004 contributions to the ESOP, which werel tedund principal and interest payments on th©ESlebt
totaled $2,127,000 and $2,267,000, respectivelyingu2005 and 2004, $813,000 and $935,000, resgdygtiof dividends paid on unallocated ESOP sham®
used for debt service. At December 31, 2005 and 20@ loan had an outstanding balance of $7,36%0d $8,772,000, respectively, and the ESOP halliogatec
shares of 886,029 and 1,026,060, respectively.gdelnber 31, 2005, the unallocated shares had ealaie of $20,166,000. The unamortized balance®@BSOP i
shown as unallocated common stock held by the E&@Rs reflected as a reduction of stockholdersitgq

For the years ended December 31, 2005, 2004 arg] #@Bank recorded compensation expense relatid tESOP of $3,244,000, $3,590,000 and $3,824,000
respectively, including $2,064,000, $2,331,000 $2d87,000, respectively, representing additionatgensation expense to reflect the increase iavheage fair
value of committed to be released and allocateteshia excess of the Bank’s cost. As of DecembefB@5, 1,635,012 shares had been allocated tipartts and
125,847 shares were committed to be released.

(12) Incentive Plan

The Company has established the Amended and ReQatanFirst Financial Corp. 1997 Incentive Plae (Incentive Plan"Wwhich authorizes the granting of stc
options and awards of Common Stock and the OcestrfHimancial Corp. 2000 Stock Option Plan whicthatizes the granting of stock options. On April 2803
the Company'’s shareholders ratified an amendmetiiteo©ceanFirst Financial Corp. 2000 Stock Optitamvhich increased the number of shares availadudier
option. The purpose of these plans is to attradtratain qualified personnel in key positions, pdevofficers, employees and non-employee diredt®@stside
Directors”) with a proprietary interest in the Coamy as an incentive to contribute to the succetiseo€ompany, promote the attention of managenoeottier
stockholders’ concerns and reward employees fatantling performance. All officers, other employaed Outside Directors of the Company and itsiafék are
eligible to receive awards under the plans.



Annual Report 20050ceanFirst Financial Corp. (OCFC)| 3¢



Notes to Consolidated Financial Stateme¢(continued)

Under the Incentive Plan and the Amended 2000 Siption Plan, the Company is authorized to issutoup153,564 shares subject to option. All optiergire 1C
years from the date of grant and generally veiteatate of 20% per year. The exercise price of eption equals the market price of the Compantgskson the
date of grant.

A summary of option activity for the years endeccBmber 31, 2005, 2004 and 2003 follows:

2005 2004 2003
Weighted Weighted Weighted
Average Average Average
Number of Exercise Number of Exercise Number of Exercise
Shares Price Shares Price Shares Price

Outstanding at beginning of ye 2,21551. $1547 2,291,333 $13.71 2,483,141 $11.5¢
Grantec 18,85( 22.0¢ 395,27¢ 22.51 378,30! 23.51
Exercisec (483,41)  10.2¢ (388,709 10.8¢  (507,99) 9.9C
Forfeited (18,540 223t (82,39)  22.3¢ (62,129  19.3¢
Outstanding at end of ye 1,732,411  $16.9C 2,21551. $1547 2,291,33 $13.71

Options exercisabl 1,723,421 1,337,321 1,521,23:

The following table summarizes information abowic&toptions outstanding at December 31, 2005:

Options Outstanding Options Exercisable
Weighted Weighted Weighted
Average

Remaining Average Average
Number of Contractual Exercise Number of Exercise

Exercise Prices Options Life Price Options Price
$9.6(- 9.87 511,35( 1.09years $ 9.61 511,35( $ 9.61
10.0¢-12.87 128,88: 3.09 11.57 128,88: 11.57
13.0¢-16.96 22,69. 4.86 14.3¢ 22,69: 14.3¢
17.14-17.88 377,94. 6.16 17.8¢ 377,79: 17.8¢
18.64-23.23 387,01¢ 8.42 22.4% 381,70¢ 22.4%
23.44-27.11 304,53( 7.53 23.5( 301,00¢ 23.5(

1,732,411 5.16years $ 16.9C 1,723,421 $ 16.9(

(13) Commitments, Contingencies and Concentrationsf Credit Risk

The Company, in the normal course of businessiity po financial instruments and commitments whiololve, to varying degrees, elements of riskxness of thi
amounts recognized in the consolidated financakstents. These financial instruments and commitsrienlude unused consumer lines of credit and cibmemts
to extend credit.

At December 31, 2005, the following commitments aodtingent liabilities existed which are not refkd in the accompanying consolidated financiakstents (ir
thousands):

December 31 2005
Unused consumer and construction loan lines oficedmarily floating-rate) $69,10¢
Unused commercial loan lines of credit (primarilyattinc-rate) 58,41:
Other commitments to extend cre(
Fixec-Rate 90,42¢
Adjustable-Rate 89,13(
Floatin¢-Rate 28,391

The Company’s fixed-rate loan commitments expirthini90 days of issuance and carried interest rateging from 4.38% to 9.25% at December 31, 2005.

The Company’s maximum exposure to credit lossélsérevent of nonperformance by the other parthésé financial instruments and commitments is sgpreed
by the contractual amounts. The Company uses the seedit policies in granting commitments and ¢timwlal obligations as it does for financial instrants
recorded in the consolidated statements of findicoiadition.

These commitments and obligations do not necegsapresent future cash flow requirements. The Gomvaluates each customer’s creditworthinesscase-
by-case basis. The amount of collateral obtairfetkeémed necessary, is based on management'srassess risk. Substantially all of the unused cansuand
construction loan lines of credit are collateralizzy mortgages on real estate.

At December 31, 2005, the Company is obligated undacancelable operating leases for premises amigment. Rental expense under these leases ageglega
approximately $2,030,000, $1,655,000 and $1,419(060the years ended December 31, 2005, 2004 a8, 28spectively.

The projected minimum rental commitments as of Ddwer 31, 2005 are as follows (in thousands):

Year ended December 31

2006 $ 1,82
2007 1,67(C
2008 1,61z
2009 1,45¢
2010 92t
Thereatftel 7,78€

$15,27:

The Company grants one-to-four family and comméfoist mortgage real estate loans to borrowermprily located in Ocean, Middlesex and Monmouth R@s,
New Jersey and other surrounding areas of New @isk The Company also originates inte-only one-to-four family mortgage loans in whiclethorrower
makes only interest payments for the first fiveseseor ten years of the mortgage loan term. Thatufe will result in future increases in the boret's loan



repayment when the contractually required repaymieictease due to the required amortization optircipal amount. These payment increases couétéf
borrower’s ability to repay the loan. The amountriérest-only one-to-four family mortgage loan®atcember 31, 2005 was $199.4 million. The abdity
borrowers’ to repay their obligations are dependgun various factors including the borrowers’ ine
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and net worth, cash flows generated by the undeglgollateral, value of the underlying collateratigriority of the Company'lien on the property. Such factors
dependent upon various economic conditions andithaal circumstances beyond the Company’s contingl;Company is, therefore, subject to risk of loss.

The Company believes its lending policies and piaces adequately minimize the potential exposusith risks and that adequate provisions for loasds are
provided for all known and inherent risks. Collaleand/or guarantees are required for all loans.
Contingencies

The Company is a defendant in certain claims agdllactions arising in the ordinary course of besg Management and its legal counsel are of timoopthat the
ultimate disposition of these matters will not hawaterial adverse effect on the Company’s codatdd financial condition, results of operationsiquidity.

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

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

Investments and Mortgage-Backed Securities

The fair value of investment and mortgage-backedrsties is estimated based on bid quotations veceirom securities dealers, if available. If a gpgbmarket
price was not available, fair value was estimatgdgiquoted market prices of similar instrument§usted for differences between the quoted instnismand the
instruments being valued.

Federal Home Loan Bank of New York Stock

The fair value for Federal Home Loan Bank of NewRystock is its carrying value since this is theoaimt for which it could be redeemed. There is novaanarket
for this stock and the Company is required to nama minimum investment based upon the outstariutence of mortgage related assets and outstanding
borrowings.

Loans

Fair values are estimated for portfolios of loanthwimilar financial characteristics. Loans argregated by type such as residential mortgage treation,
consumer and commercial. Each loan category isédugegmented into fixed and adjustable rate iatéeems.

Fair value of performing and non-performing loaresvestimated by discounting the future cash flowes pf estimated prepayments, at a rate for whiclia loans
would be originated to new borrowers with similams.
Deposits

The fair value of deposits with no stated matusiych as non-interest-bearing demand depositaigavand interest-bearing checking accounts andeynorarket
accounts are, by definition, equal to the amougtpke on demand. The related insensitivity of tregarity of these deposits to interest rate chamgeates a
significant inherent value which is not reflectedle fair value reported. The fair value of cétifes of deposit is based on the discounted w#lgentractual cash
flows. The discount rate is estimated using thesratirrently offered for deposits of similar reniagnmaturities.

Borrowed Funds
Fair value estimates are based on discounting acil cash flows using rates which approximatedtes offered for borrowings of similar remainimgturities.

Commitments to Extend Credit and Sell Loans

The fair value of commitments to extend creditdsreated using the fees currently charged to eéntersimilar agreements, taking into account threaming terms
of the agreements and the present creditworthioietbee counterparties. For fixed rate loan committegfair value also considers the difference betweurrent
levels of interest rates and the committed rates.

The estimated fair values of the Bank’s finanamstiuments as of December 31, 2005 and 2004 asemtesl in the following tables (in thousands). 8itiee fair
value of off-balance sheet commitments approxirbatek value and are not significant, these disclesare not included.

Book Fair
December 31, 200! Value Value
Financial Assets
Cash and due from ban $ 31,10¢ $ 31,10¢
Investment securities available for s 83,86! 83,86!
Mortgage-backed securities available for s 85,02¢ 85,02¢
Federal Home Loan Bank of New York stc 21,79: 21,79:
Loans receivable and mortgage loans held for 1,686,58: 1,673,671
Financial Liabilities:
Deposits 1,356,56:i 1,350,33
Borrowed funds 473,18¢ 470,00:
Book Fair
December 31, 200 Value Value
Financial Assets
Cash and due from ban $ 74,02: $ 74,02
Investment securities available for s 83,96( 83,96(
Mortgage-backed securities available for s 124,47¢ 124,47¢
Federal Home Loan Bank of New York stc 21,25( 21,25(
Loans receivable and mortgage loans held for 1,536,86: 1,546,28:
Financial Liabilities:
Deposits 1,270,53! 1,267,72;
Borrowed funds 463,07 471,13¢
Limitations

Fair value estimates are made at a specific poititrie, based on relevant market information afiorimation about the financial instrument. Thesénestes do not
reflect any premium or discount that could resudtrf offering for sale at one time the Comp's entire holdings of a particular financial instremh Because n



market exists for a significant portion of the Camnp’s financial instruments, fair value estimatestaased on judgments regarding future expecteddegerience,
current economic conditions, risk characteristitgasious financial instruments, and other factdiisese estimates are subjective in nature andvauahcertainties
and matters of significant judgment and, therefoagnot be determined with precision. Changessnragptions could significantly affect the estimates.

Fair value estimates are based on existing balsimeet financial instruments without attemptinggtireate the value of anticipated future businesktha value of
assets and liabilities that are not considerechfired instruments. Significant assets and lialeiditthat are not considered financial assets dtitiab include the
mortgage banking operation, deferred tax assetspeamises and equipment. In addition, the taxfieations related to the realization of the unraadi gains and
losses can have a significant effect on fair vastémates and have not been considered in theas8m

Annual Report 20050ceanFirst Financial Corp. (OCFC)| 37



Notes to Consolidated Financial Stateme¢(continued)

(15) Parent-Only Financial Information

The following condensed statements of financialditton at December 31, 2005 and 2004 and condesta¢ginents of operations and cash flows for thesyerrded
December 31, 2005, 2004 and 2003 for OceanFirsirigial Corp. (parent company only) reflects the @any’s investment in its wholly-owned subsidiatyg t

Bank, using the equity method of accounting.

CONDENSED STATEMENTS OF FINANCIAL CONDITION
(in thousands)

December 31 2005 2004
Assets
Cash and due from ban $ 7 $ 7
Advances to subsidiary Bal 2,89/ 4,97(
Investment securitie 5,87¢ 5,72¢
ESOP loan receivab 7,36¢ 8,77:
Investment in subsidiary Bar 128,07: 119,00
Total asset $144,21°7 $138,47¢
Liabilities and Stockholde’ Equity
Subordinated debentu 5,00( —
Other liabilities 432 522
Stockholder’ equity 138,78 137,95t
Total liabilities and stockholde’ equity $144,21° $138,47¢
CONDENSED STATEMENTS OF OPERATIONS
(in thousands)
Year ended December 31 2005 2004 2003
Dividend income- Subsidiary Banl $15,00C $20,00(  $25,00(
Dividend income- Investment securitie 477 484 46€
Gain on sal« Investment securitie 13€ 18€ 71¢
Interest incom« Advances to subsidiary Bai 46 47 39
Interest incom+ ESOP loan receivab 724 841 961
Total dividend and interest incor 16,38t 21,55¢ 27,183
Interest expens- subordinated debentu 131 — —
Operating expense 1,167 1,212 1,272
Income before income taxes and undistributed egsfdistributions in excess of earnings) of sulasidBank 15,08¢ 20,34¢ 25,91¢
Provision for income taxe 31 11¢ 39C
Income before undistributed earnings/ (distribusiamexcess of earnings) of subsidiary B. 15,05¢ 20,227 25,52¢
Undistributed earnings/(distributions in excesgafings)of subsidiary Bar 4,44: (2,282 (5,652
Net income $19,497 $17,94¢  $19,87:
CONDENSED STATEMENTS OF CASH FLOWS
(in thousands)
Year ended December 31 2005 2004 2003
Cash flows from operating activitie
Net income $19,497 $17,94f $19,87:
Decrease (increase) in advances to subsidiary 2,07¢ 1,51: (1,02¢)
(Undistributed earnings of) distributions in exce$garnings of subsidiary Bal (4,449 2,28: 5,652
Gain on sale of investment securit (13€) (18€) (719
Increase (decrease) in other liabilit 38 (332) 20E
Net cash provided by operating activit 17,03 21,22 23,98
Cash flows from investing activitie
Proceeds from sale of investment secur 19¢ 54& 2,231
Purchase of investment securit (443) (441) (1,339
Repayments on ESOP loan receive 1,40: 1,42¢ 1,447
Net cash provided by investing activiti 1,15¢ 1,52¢ 2,352
Cash flows from financing activitie
Proceeds from subordinated deben 5,00( — —
Dividends paic (9,469 (9,686 (9,61%)
Purchase of treasury sto (15,967 (16,247 (20,620
Exercise of stock optior 2,24( 3,182 3,90¢
Net cash used in financing activiti (18,19) (22,757 (26,339
Net increase in cash and due from bz — — —
Cash and due from banks at beginning of 7 7 7
Cash and due from banks at end of y $ 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)
2005
Interest incom $27,29( $26,32¢ $24,86( $24,32!



Interest expens 11,88( 10,91¢ 9,931 9,144
Net interest incom 15,41( 15,41( 14,92¢ 15,177
Provision for loan losse — 10C 20C 50
Net interest income after provision for loan los 15,41( 15,31( 14,72¢ 15,127
Other income 5,98¢ 6,31¢ 5,91¢ 5,87¢
Operating expenst 14,11¢ 14,19: 13,157 13,36¢
Income before provision for income tax 7,27¢ 7,43: 7,49( 7,632
Provision for income taxe 2,432 2,602 2,61F 2,68¢
Net Income $ 484¢ $ 4830 $ 4,87F $ 4,94¢
Basic earnings per she $ 41 $ 41 $ 41 $ 42
Diluted earnings per sha $ 40 $ 40 $ 40 $ 40
2004

Interest incomt $23,58¢ $23,187 $22,14f $22,03:
Interest expens 9,107 8,917 8,637 8,27(
Net interest incom 14,48: 14,27( 13,50¢ 13,76:
Provision for loan losse 15C 50 50 50
Net interest income after provision for loan los 14,33: 14,22( 13,45¢ 13,71:
Other income 6,607 4,951 4,51: 4,66¢
Operating expense 13,37 12,27¢ 11,67¢ 11,43
Income before provision for income tax 7,56t 6,89¢ 6,29: 6,94¢
Provision for income taxe 2,572 2,444 2,272 2,46¢
Net Income $ 499 $ 4452 $ 4,021 $ 4,47¢
Basic earnings per she $ 42 $ 37 $ 33 $ .37
Diluted earnings per sha $ 40 $ 3K $ 32 $ .35
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Report of Independent
Registered Public Accounting Firm

The Board of Directors and Stockholders
OceanfFirst Financial Corp.:

We have audited the accompanying consolidatednsates of financial condition of OceanFirst Finah€arp. and subsidiary (the “Company”) as of Decentii,
2005 and 2004, and the related consolidated statsméincome, changes in stockholders’ equity, eah flows for each of the years in the three-peaiod ended
December 31, 2005. These consolidated financitdrsiants are the responsibility of the Company’sagement. Our responsibility is to express an opiwio these
consolidated financial statements based on outsaudi

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamigUnited States). Those standards require thgilan
and perform the audit to obtain reasonable assarabout whether the financial statements are fregaterial misstatement. An audit includes exangnon a test
basis, evidence supporting the amounts and dis@ssn the financial statements. An audit alsoudek assessing the accounting principles usedigmificant
estimates made by management, as well as evaldaBrayerall financial statement presentation. \Wkele that our audits provide a reasonable basisur
opinion.

In our opinion, the consolidated financial statetegeferred to above present fairly, in all matenéspects, the financial position of OceanFirstaficial Corp. and
subsidiary as of December 31, 2005 and 2004, andethults of their operations and their cash fleovgach of the years in the three-year period éridkecember
31, 2005, in conformity with U.S. generally accebéecounting principles.

We also have audited, in accordance with the stasdzf the Public Company Accounting Oversight Bo@snited States), the effectiveness of the Comjzany
internal control over financial reporting as of Batber 31, 2005, based on criteria establishedt@mial Control - Integrated Framework issued byGleenmittee of
Sponsoring Organizations of the Treadway Commis§io@®SQO”), and our report dated March 1, 2006 exgedsan unqualified opinion on management’s
assessment of, and the effective operation offriatecontrol over financial reporting.

/s KPMG LLP

Short Hills, New Jersey
March 1, 2006
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Management Report on Internal Control

Over Financial Reporting

Management of the Company is responsible for estaibly and maintaining effective internal controkofinancial reporting. The Comparsyinternal control syste
was designed to provide reasonable assurance negdhe preparation and fair presentation of ptiglisfinancial statements. All internal control gyss, no matter
how well designed, have inherent limitations. Tleme, even those systems determined to be effectimgprovide only reasonable assurance with regpéictancial
statement preparation and presentation.

Management assessed the Company’s internal comeolfimancial reporting as of December 31, 2005s Hssessment was based on criteria for effeatieerial
control over financial reporting established irelmial Control - Integrated Framework issued byGbenmittee of Sponsoring Organizations of the Treadw
Commission. Based on this assessment, managenmevelsehat, as of December 31, 2005, the Compaaigtained effective internal control over financial
reporting based on those criteria. The Companylspendent registered public accounting firm haseidsan audit report on our assessment of, andfénetiee
operation of, the Company'’s internal control oveancial reporting. This report appears on page 41.
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Report of Independent
Registered Public Accounting Firm

The Board of Directors and Stockholders
OceanfFirst Financial Corp.:

We have audited management’s assessment, inclodbd accompanying Management Report on InternatrGoOver Financial Reporting, that OceanFirst
Financial Corp. and subsidiary (the “Company”) nhaimed effective internal control over financiapogting as of December 31, 2005, based on criestablished
in Internal Control - Integrated Framework issugdhe Committee of Sponsoring Organizations offtreadway Commission (“COSO”). Management of the
Company is responsible for maintaining effectivieinal control over financial reporting and fordssessment of the effectiveness of internal cbower financial
reporting. Our responsibility is to express an apiron management’s assessment and an opinioreceffgctiveness of the Company’s internal contx@ro
financial reporting based on our audit.

We conducted our audit in accordance with the stedsdof the Public Company Accounting Oversightlfiq&@nited States). Those standards require thailare
and perform the audit to obtain reasonable assarabout whether effective internal control ovegfinial reporting was maintained in all materiapesgs. Our aud
included obtaining an understanding of internaltc@rover financial reporting, evaluating managetiseassessment, testing and evaluating the desidmoperating
effectiveness of internal control, and performingtsother procedures as we considered necesstrg gircumstances. We believe that our audit pesvil
reasonable basis for our opinion.

A company'’s internal control over financial repogiis a process designed to provide reasonablesassuregarding the reliability of financial repog and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples. A company'’s internal control ofegrancial
reporting includes those policies and proceduras(tt) pertain to the maintenance of records thagasonable detail, accurately and fairly reftbet transactions
and dispositions of the assets of the companypr@)ide reasonable assurance that transactiome@reded as necessary to permit preparation ofidiahstatemen
in accordance with generally accepted accountiimgiples, and that receipts and expenditures ottmepany are being made only in accordance withaaizations
of management and directors of the company; andr(8)ide reasonable assurance regarding preveatidbmely detection of unauthorized acquisitione usr
disposition of the company’s assets that could lzaneterial effect on the financial statements.

Because of its inherent limitations, internal cohbver financial reporting may not prevent or @¢taisstatements. Also, projections of any evatumatf
effectiveness to future periods are subject tailethat controls may become inadequate becauskaofges in conditions, or that the degree of campé with the
policies or procedures may deteriorate.

In our opinion, management’s assessment that Oasahancial Corp. and subsidiary maintained @ffe internal control over financial reporting @fs
December 31, 2005, is fairly stated, in all mateeapects, based on criteria established in late@ontrol - Integrated Framework issued by the @ttee of
Sponsoring Organizations of the Treadway Commisghsp, in our opinion, OceanFirst Financial Coaipd subsidiary maintained, in all material respesffective
internal control over financial reporting as of Batber 31, 2005, based on criteria establishedt@mial Control - Integrated Framework issued byGleenmittee of
Sponsoring Organizations of the Treadway Commission

We also have audited, in accordance with the stasdz the Public Company Accounting Oversight Bo@nited States), the consolidated statementman€ial
condition of OceanFirst Financial Corp. and sulzsidas of December 31, 2005 and 2004, and theetetainsolidated statements of income, changes in
stockholders’ equity, and cash flows for each efybars in the three-year period ended Decembet(®E, and our report dated March 1, 2006 expreased
unqualified opinion on those consolidated finanstatements.

/s KPMG LLP

Short Hills, New Jersey
March 1, 2006
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Exhibit 23
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors
OceanFirst Financial Corp.:

We consent to incorporation by reference in théstegfion statement (No. 333-42088) on Form S-8ai@ng to the OceanFirst Financial Corp. 2000c&tOption
Plan, and in the registration statement (No. 338434 on Form S-8, pertaining to the OceanFirst e Corp. 1997 Incentive Plan, and in the regisin
statement (No. 333-34145), on Form S-8, pertaitintdpe Retirement Plan for OceanFirst Bank, of @&&at Financial Corp., of our reports dated MarcR006,
with respect to the consolidated statements offire condition of OceanFirst Financial Corp. antsidiary as of December 31, 2005 and 2004 and:taeed
consolidated statements of income, changes in stdd&rs’ equity, and cash flows for each of thergea the three-year period ended December 31,,2005
management’s assessment of the effectivenesseshaitcontrol over financial reporting as of Decem81, 2005, and the effectiveness of internalrobotver
financial reporting as of December 31, 2005, whigghorts are incorporated by reference in the Deee®b, 2005 Annual Report on Form 10-K of OceartFirs
Financial Corp.

KPMG LLP

Short Hills, New Jersey
March 14, 2006



Exhibit 31.1

CERTIFICATION PURSUANT TO
RULE 13a-14(a)/15d-14(c)

I, John R. Garbarino, certify that:

1. | have reviewed this annual report on Forr-K of OceanFirst Financial Corp. and subsidic

2. Based on my knowledge, this report does notatominy untrue statement of a material fact or dngtate a material fact necessary to make the
statements made, in light of the circumstancesuwtiéh such statements were made, not misleaditigrespect to the period covered by this reg

3. Based on my knowledge, the financial statements$ adimer financial information included in this refpdairly present in all material respects

financial condition, results of operations and cfslvs of the registrant as of, and for, the pesipdesented in this repo

4, The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as defined il&xge
Act Rules 13a-15(e) and 15d-15(e)), and internatrod over financial reporting (as defined in Exna Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and havi

a. Designed such disclosure controls and procedureawsed such disclosure controls to be designeerund supervision, to ensure tl
material information relating to the registrangliuding its consolidated subsidiaries, is made kmésvus by others within those entities,
particularly during the period in which this rep@teing preparec

b. Designed such internal control over financiglaing or caused such internal control over finah@porting to be designed under our
supervision, to provide reasonable assurance rieggtioe reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallyedeaccounting principles; al

C. Evaluated the effectiveness of the registratigslosure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and prores] as of the end of the period covered by #psnt based on such evaluation; i
d. Disclosed in this report any change in the tegig’s internal control over financial reportirttat occurred during the registrant’s most recent

fiscal quarter (the registrant’s fourth fiscal cpeaiin the case of an annual report) that has madlieaffected, or is reasonably likely to
materially affect, the registré's internal control over financial reportir

5. The registrant’s other certifying officer antddve disclosed, based on our most recent evaluetimernal control over financial reporting, teet
registran’s auditors and the audit committee of regis’s board of directors (or persons performing thewedent functions)

a. All significant deficiencies and material weakses in the design or operation of internal cortvelr financial reporting which are reasonably
likely to adversely affect the registr’s ability to record, process, summarize and refiahcial information; ant
b. Any fraud, whether or not material, that involveamagement or other employees who have a significéain the registra’s internal contro

over financial reporting

Date: March 8, 2006 /s/ John R. Garbarino
John R. Garbarin
Chief Executive Office
(principal executive officer




Exhibit 31.2

CERTIFICATION PURSUANT TO
RULE 13a-14(a)/15d-14(c)

I, Michael J. Fitzpatrick certify that:
| have reviewed this annual report on Forr-K of OceanFirst Financial Corp. and subsidic

2. Based on my knowledge, this report does notatominy untrue statement of a material fact or dngtate a material fact necessary to make the
statements made, in light of the circumstancesuwtiéh such statements were made, not misleaditigrespect to the period covered by this reg

3. Based on my knowledge, the financial statements$ adimer financial information included in this refpdairly present in all material respects
financial condition, results of operations and cfslvs of the registrant as of, and for, the pesipdesented in this repo

4, The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as defined il&xge
Act Rules 13a-15(e) and 15d-15(e)), and internatrod over financial reporting (as defined in Exna Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and havi

a. Designed such disclosure controls and procedureawsed such disclosure controls to be designeerund supervision, to ensure tl
material information relating to the registrangliuding its consolidated subsidiaries, is made kmésvus by others within those entities,
particularly during the period in which this rep@teing preparec

b. Designed such internal control over financiglaing or caused such internal control over finah@porting to be designed under our
supervision, to provide reasonable assurance rieggtioe reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallyedeaccounting principles; al

C. Evaluated the effectiveness of the registratigslosure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and prores] as of the end of the period covered by #psnt based on such evaluation; i

d. Disclosed in this report any change in the tegig’s internal control over financial reportirttat occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal cpeaiin the case of an annual report) that has madlieaffected, or is reasonably likely to
materially affect, the registré's internal control over financial reportir

5. The registrant’s other certifying officer antddve disclosed, based on our most recent evaluetimernal control over financial reporting, teet
registran’s auditors and the audit committee of regis’s board of directors (or persons performing thewedent functions)

a. All significant deficiencies and material weakses in the design or operation of internal cortvelr financial reporting which are reasonably
likely to adversely affect the registr’s ability to record, process, summarize and refiahcial information; ant

b. Any fraud, whether or not material, that involveamagement or other employees who have a significéain the registra’s internal contro
over financial reporting

Date: March 8, 2006 /sl Michael J. Fitzpatrick
Michael J. Fitzpatricl
Chief Financial Officel
(principal financial officer’




Exhibit 32.1

CERTIFICATION PURSUANT TO
SECTION 1350

In connection with the Annual Report of OceanHhristancial Corp. and subsidiary (the “Company”) anrf 10-K for the period ending December 31, 2006led
with the Securities and Exchange Commission ord#te hereof (the “Report”), the undersigned cerpiyrsuant to 18 U.S.C. §1350, as added by §9@eof
Sarbanes-Oxley Act of 2002, that:

1. The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

2. The information contained in the Report fairhegents, in all material respects, the financialdition and results of operations of the Compangfas
and for the period covered by the Rep

/s/ John R. Garbarino
John R. Garbarin
Chief Executive Office
March 8, 200¢

/sl Michael J. Fitzpatrick
Michael J. Fitzpatricl
Chief Financial Officel
March 8, 200¢




