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PART I

Item 1. Business
General

OceanFirst Financial Corp. (the “Company”) was mpooated under Delaware law and has served asofdlng company for OceanFirst Bank
(the “Bank”) since the Bank’s conversion from mutisastock form in 1996. At December 31, 2010, @@mpany had consolidated total assets of
$2.3 billion and total stockholders’ equity of $2Billion. The Company is a savings and loan h@idiompany subject to regulation by the
Office of Thrift Supervision (“*OTS"), the Federakposit Insurance Corporation (“FDIC”) and the Sémg and Exchange Commission (“SEC”).
Currently, the Company does not transact any natesisiness other than through its subsidiary Biek.

The Bank was originally founded as a stelb@rtered building and loan association in 1908, @nverted to a Federal savings and loan assoc
in 1945 and then a Federally-chartered mutual ggvirank in 1989. The Bank’s principal businessh®en and continues to be attracting deposits
from the general public in the communities surrdangdts branch offices and investing those deppsitgether with funds generated from
operations and borrowings, primarily in single-fgmowner-occupied residential mortgage loans. Bhak also invests in other types of loans,
including commercial real estate, multi-family, stmuction, consumer and commercial loans. In aadjtihe Bank invests in mortgage-backed
securities (“MBS”), securities issued by the U.®vErnment and agencies thereof, corporate secudtid other investments permitted by
applicable law and regulations. The Bank periodljcsells part of its mortgage loan production id@rto manage interest rate risk and liquidity.
Presently, servicing rights are retained in corinaavith most loan sales. The Bank’s revenues ar&véd principally from interest on its loans,
and to a lesser extent, interest on its investraedtmortgage-backed securities. The Bank alsowes@icome from fees and service charges on
loan and deposit products, and from the sale of tind asset management services and alternatiestinent products, e.g., mutual funds,
annuities and life insurance. The Bank’s primarnyrses of funds are deposits, principal and intggagments on loans and mortgage-backed
securities, proceeds from the sale of loans, Fétkmae Loan Bank (“FHLB”) advances and other boriroys and to a lesser extent, investment
maturities.

The Company’s website address is www.oceanfirst.cohe Company’s annual report on Form 10-K, qubrteports on Form 10-Q, current
reports on Form 8-K and all amendments to thosertgare available free of charge through its websis soon as reasonably practicable after
such material is electronically filed with, or fished to, the SEC. The Company’s website and tteenration contained therein or connected
thereto are not intended to be incorporated in®Amnual Report on Form 10-K.

In addition to historical information, this Form-K0contains certain forward-looking statements witthe meaning of the Private Securities
Reform Act of 1995 which are based on certain aggiams and describe future plans, strategies apdatations of the Company. These forward-
looking statements are generally identified by ofséhe words “believe,” “expect,” “intend,” “antipate,” “estimate,” “project,” “will,” “should,”
“may,” “view,” “opportunity,” “potential,” or simibr expressions or expressions of confidence. Thepgaay’s ability to predict results or the
actual effect of future plans or strategies is rendly uncertain. Factors which could have a matexdverse effect on the operations of the
Company and its subsidiaries include, but areingtdd to, changes in interest rates, general emdnoonditions, levels of unemployment in the
Bank’s lending area, legislative/regulatory changesnetary and fiscal policies of the U.S. Governmimcluding policies of the U.S. Treasury
and the Board of Governors of the Federal Reseystes (the “FRB”)the quality or composition of the loan or investingartfolios, demand fc
loan products, deposit flows, competition, demandihancial services in the Company’s market aned accounting principles and guidelines.
These risks and uncertainties should be considaredaluating forward-looking statements and undilience should not be placed on such
statements. The Company does not undertake - auifisplly disclaims any obligation - to publiclglease the result of any revisions which may
be made to any forward-looking statements to refl@ents or circumstances after the date of swatbrsents or to reflect the occurrence of
anticipated or unanticipated events.

”ou ” o ”ou ”
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Market Area and Competition

The Bank is a community-oriented financial institat offering a wide variety of financial servicesmeet the needs of the communities it serves.
The Bank conducts its business through an admatigérand branch office located in Toms River, Nlassey, and twenty-two additional branch
offices. Eighteen of the offices are located in @c€ounty with four located in Monmouth County ameé located in Middlesex County, New
Jersey. The Bank’s deposit gathering base is corated in the communities surrounding its officéile the Bank’s lending activities are
concentrated in the sub-markets served by its braffice network, lending activities extend throoghNew Jersey. Lending activities are also
supported by a loan production office in Kenilwgrttew Jersey. The Bank also maintains a trust agalthv management office in Manchester,
New Jersey

The Bank is the oldest and largest community-béisedcial institution headquartered in Ocean CouNtgw Jersey, which is located along the
central New Jersey shore. Ocean County is amonfagivest growing population areas in New Jerseyhasda significant number of retired
residents who have traditionally provided the Baiith a stable source of deposit funds. The econimntlye Bank’s primary market area is based
upon a mixture of service and retail trade. Othepleyment is provided by a variety of wholesalel&amanufacturing, Federal, state and local
government, hospitals and utilities. The areass Alome to commuters working in New Jersey subuab@as around New York and Philadelphia.

The Bank faces significant competition both in nmgkioans and in attracting deposits. The Stateeyf Nersey has a high density of financial
institutions, many of which are branches of siguifitly larger institutions headquartered out-offeamhich have greater financial resources than
the Bank, all of which are competitors of the Bamkarying degrees. The Baiskcompetition for loans comes principally from coaroial banks
savings banks, savings and loan associations temitins, mortgage banking companies and insureoeganies. Its most direct competition for
deposits has historically come from commercial lsaskvings banks, savings and loan associationsradd unions although the Bank also faces
competition for deposits from short-term money nearfkinds, other corporate and government secufitieds, internet-only providers and from
other financial service institutions such as braerfirms and insurance companies.

Lending Activities

Loan Portfolio Composition The Bank’s loan portfolio consists primarily afrtventional first mortgage loans secured by onfstw-family
residences. At December 31, 2010, the Bank hatlléatas outstanding of $1.686 billion, of which $05 million or 56.6% of total loans were
one-to-four family, residential mortgage loans. Témainder of the portfolio consisted of $435. Lligrl of commercial real estate, multi-family
and land loans, or 25.8% of total loans; $13.7iarilbf real estate construction loans, or 0.8%otdItloans; $205.7 million of consumer loans,
primarily home equity loans and lines of credit,1@2% of total loans; and $76.7 million of commakéoans, or 4.6% of total loans. Included in
total loans are $6.7 million in loans held for salddecember 31, 2010. At that same date, 48.4#teoBank’s total loans had adjustable interest
rates.
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The types of loans that the Bank may originatesatgect to Federal and state law and regulatiorierdst rates charged by the Bank on loans are
affected by the demand for such loans and the gugphoney available for lending purposes and thes offered by competitors. These factors
are, in turn, affected by, among other things, ecoin conditions, monetary policies of the Fedemlegnment, including the FRB, and legislative
tax policies.

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

At December 31,

2010 2009 2008 2007 2006
Percent Percent Percent Percent Percent
Amount of Total Amount of Total Amount of Total Amount of Total Amount of Total
(Dollars in thousands)
Real estate
One-to-four
family $ 955,06: 56.62% $ 954,73t 57.92% $1,039,37! 62.52% $1,084,68 64.2(% $1,231,71 68.71%
Commercial ree
estate,
multi-family anc
land 435,12° 25.8( 396,88 24.0¢ 329,84 19.8¢ 326,70 19.3¢ 306,28t 17.1C
Constructior 13,74¢ .82 9,241 .5€ 10,56! .6E 10,81¢ .64 13,47¢ .75
Consumer (1 205,72¢ 12.2C 217,29( 13.1¢ 222,79° 13.4( 213,28: 12.62 190,02¢ 10.61
Commercia 76,69: 4.5k 70,21« 4.2¢ 59,76( 3.5¢ 54,27¢ 3.21 49,69: 2.77
Total
loans 1,686,35' 100.0% 1,648,36: 100.0(% 1,662,333 100.0% 1,689,77. 100.0% 1,791,20. 100.0(%
Loans in proces (4,055 (3,466 (3,586 (2,452 (2,319
Deferred origination
costs, ne 4,862 4,767 5,19 5,14( 5,72%
Allowance for loan
losses (19,700 (14,729 (11,669 (10,469 (10,239
Total
loans,
net 1,667,46: 1,634,94. 1,652,28. 1,681,99: 1,784,36:
Less:
Mortgage loans
held for sale 6,67¢ 5,65¢ 3,902 6,072 82,94:
Loans
receivable
net $1,660,78: $1,629,28: $1,648,37: $1,675,91! $1,701,42!
Total loans:
Adjustable rate $ 816,05¢ 48.3% $ 839,28! 50.9% $ 906,67 54.5/% $ 924,11° 54.6% $ 885,34. 49.4%
Fixed rate 870,29° 51.61 809,07 49.07 755,66 45.4¢ 765,65 45.31 905,85 50.57%

$1,686,35! 100.0(% $1,648,36- 100.0% $1,662,33 100.0(% $1,689,77. 100.0% $1,791,20. 100.0(%

(1) Consists primarily of home equity loans anedirof credit, and to a lesser extent, loans omgawaccounts, overdraft lines of credit and
automobile loans.
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Loan Maturity. The following table shows the contractual mayuoit the Bank’s total loans at December 31, 201t Table does not include
principal repayments. Principal repayments, inclgdirepayments on total loans were $477.6 millg#80.2 million and $410.8 million for the
years ended December 31, 2010, 2009 and 2008 ctasge.

At December 31, 201(

Commercial
One-to- real estate, Total
four multi- family Loans
family and land Construction Consumer Commercial Receivable
(In thousands)
One year or les $ 146 $ 49,85¢ $ 13,74¢ $ 2,98t $ 46,300 $ 113,04
After one year
More than one year to three ye 5,24¢ 99,69t — 6,59¢ 16,69¢ 128,23
More than three years to five yei 5,081 149,75¢ — 11,48¢ 7,444 173,76¢
More than five years to ten yes 96,11¢ 111,69 — 31,187 6,24t 245.24°
More than ten years to twenty ye: 143,05: 22,341 — 153,32¢ — 318,71¢
More than twenty yeal 705,42 1,77¢ — 147 — 707,34
Total due after December 31, 2C 954,91° 385,27: — 202,73¢ 30,38¢ 1,573,31!
Total amount dus $955,06: $435,12° $ 13,74¢ $205,72! $ 76,69: 1,686,35!
Loans in proces (4,05%)
Deferred origination costs, n 4,86%
Allowance for loan losse (19,700
Total loans, ne 1,667,46.
Less: Mortgage loans held for si 6,674
Loans receivable, ni $1,660,78!
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The following table sets forth at December 31, 28 dollar amount of total loans receivable cactinally due after December 31, 2011, and
whether such loans have fixed interest rates arséalple interest rates.

Due After December 31, 201

Fixed Adjustable Total
(In thousands,

Real estate loan
One-to-four family $436,18¢ $ 518,72¢ $ 954,91
Commercial real estate, mi-family and lanc 278,99: 106,28( 385,27:
Consume| 89,85« 112,88! 202,73¢
Commercia 11,541 18,84 30,38¢
Total loans receivabl $816,57: $ 756,74: $1,573,31!

Origination, Sale, Servicing and Purchase of Laafse Bank’s residential mortgage lending actigittge conducted primarily by commissioned
loan representatives in the exclusive employmetti®@Bank. The Bank originates both adjustable-aattfixed-rate loans. The type of loan
originated is dependent upon the relative custatearand for fixed-rate or adjustable-rate mortgd§&¢") loans, which is affected by the
current and expected future level of interest rates

From August 2000 until September 2007, the Banldooted mortgage banking activities through its &liagy, Columbia Home Loans, LLC
(“Columbia”), a mortgage banking company based isthester County, New York. Columbia originatexdid &ind serviced a full product line of
residential mortgage loans. Some of Columbia’s k&le agreements included provisions that may heygired Columbia to repurchase certain
loans previously sold in the event of a breach esentation or warranty or a misrepresentatioing the loan origination process. A portion
of Columbia’s loan production consisted of subprimel ALT-A mortgage loans which were made to indliils whose borrowing needs were
generally not filled by traditional loan productsdause they did not satisfy the credit documentatioother underwriting standards prescribed by
conventional mortgage lenders and loan buyers.dnchlof 2007, Columbia discontinued the originatidisubprime loans and in September 2
the Bank discontinued all loan origination activéttyColumbia. At December 31, 2010, as a resuiepfirchases of Columbia originations, the
Company was holding subprime loans with a grosscjpal balance of $1.9 million and a carrying valnet of reserves and lower of cost or
market adjustment, of $1.5 million. Also, at DecemnB1, 2010, the Company was holding Alt-A loarngioally originated by Columbia, with a
gross principal balance and carrying value of $3ilion.

The Bank also periodically sells part of its moggaroduction in order to manage interest ratearsk liquidity. The Bank also retained
Columbia’s loan servicing portfolio. See “Loan Seimg.” At December 31, 2010, there were $6.7 millin loans categorized as held for sale
which are recorded at the lower of cost or fair keawalue.
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The following table sets forth the Bank’s loan am&tions, purchases, sales, principal repaymertdsaan activity, including loans held for sale,
for the periods indicated.

For the Year December 31
2010 2009 2008
(In thousands)

Total loans:
Beginning balanc $1,648,36: $1,662,33 $1,689,77.
Loans originated
One-to-four family 381,29t 418,44¢ 252,89¢
Commercial real estate, mi-family and lanc 91,14( 114,03¢ 64,92:
Constructior 5,53¢ 4,811 3,021
Consume] 76,84¢ 64,17¢ 79,23¢
Commercia 124,63( 99,86¢ 85,79¢
Total loans originate 679,45: 701,34: 485,87
Total 2,327,81! 2,363,67! 2,175,64!
Loans repurchased from invest — — 96¢
Less:
Principal repayment 477,53t 480,17 410,78:
Sales of loan 162,48: 232,76! 102,02:
Transfer to REC 1,44: 2,37¢ 1,471
Total loans $1,686,35! $1,648,36: $1,662,33

Oneto-Four Family Mortgage LendingThe Bank offers fixed-rate, regular amortizinguathble-rate and interestily mortgage loans secured
one-to-four family residences with maturities uBtbyears. The majority of such loans are secuyaardperty located in the Bank’s primary
market area. Loan originations are typically geteztdoy commissioned loan representatives in thiusixe employment of the Bank and their
contacts within the local real estate industry, bers of the local communities and the Bank’s exgstir past customers.

At December 31, 2010, the Bank’s total loans outiiteg were $1.686 billion, of which $955.1 millicor, 56.6%, were one-to-four family
residential mortgage loans, primarily single fan@lyd owner occupied. To a lesser extent and indlirdéhis activity are residential mortgage
loans secured by seasonal second homes and nom-oeaupied investment properties. The averagedittee Bank’s one-to-four family
mortgage loan was approximately $186,000 at Dece®be2010. The Bank currently offers a number BMloan programs with interest rates
which adjust every one, three, five or ten yeate Bank’s ARM loans generally provide for periodaps of 2% or 3% and an overall cap of 6%
on the increase or decrease in the interest raeyaadjustment date and over the life of the I@d® interest rate on these loans is indexed to the
applicable one-, three-, five- or ten-year U.S.abigy constant maturity yield, with a repricing giarwhich ranges generally from 2.75% to
3.50% above the index. The Bank also offers thifee-, seven- and ten-year ARM loans which opeeatéixed-rate loans for the first three, five,
seven or ten years and then convert to yee-ARM loans for the remainder of the term. THeRM\loans are then indexed to a margin of gene
2.75% to 3.50% above the one-year U.S. Treasurgtaohmaturity yield.

Generally, ARM loans pose credit risks differerdrtrisks inherent in fixed-rate loans, primarilycaase as interest rates rise, the payments of the
borrower rise, thereby increasing the potentialdielinquency and default. At the same time, theketability of the underlying property may be
adversely affected by higher interest rates. Ireptd minimize risks, borrowers of one-year ARMreawvith a loan-to-value ratio of 75% or less
are qualified at the fully-indexed rate (the apglile U.S. Treasury index plus the margin, roundetbuthe nearest oreighth of one percent), al
borrowers of one-year ARM loans with a loan-to-eatatio over 75% are qualified at the higher offtliy-indexed rate or the initial rate plus the
2% annual interest rate cap. The Bank does noinatigg ARM loans which provide for negative amotti@a. The Bank does offer interest-only
ARM loans in which the borrower makes only intenggyments for the first five, seven or ten yearthefmortgage loan term and then convert
fully-amortizing loan until maturity. Borrowers famterest-only ARM loans are qualified at the fullynortized payment. The interest-only feature
will result in future increases in the borrowedsih repayment when the contractually required paysnacrease due to the required amortization
of the principal amount. These payment increasaklaffect a borrower’s ability to repay the lodme amount of interest-only, one-to-four
family mortgage loans at December 31, 2010 and 20(9$80.1 million and $123.0 million, respectivedy 8.4% and 12.9%, respectively, of
total one-to-four family mortgages.
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The Bank’s fixed-rate mortgage loans currentlyraeele for terms from 10 to 30 years. The Bank maipgieally sell some of the fixed-rate
residential mortgage loans that it originates. Bhek retains the servicing on most loans sold. Baek generally retains for its portfolio shorter
term, fixed-rate loans and certain longer ternedixate loans, generally consisting of loans taef§, directors or employees of the Bank. The
Bank may retain a portion of its longer term fixexde loans after considering volume and yield dtet @valuating interest rate risk and capital
management considerations. The retention of foetd-mortgage loans may increase the level oféstaate risk exposure of the Bank, as the
on these loans will not adjust during periods sing interest rates and the loans can be subjettiistantial increases in prepayments during
periods of falling interest rates.

The Bank’s policy is to originate one-to-four fayniksidential mortgage loans in amounts up to 80%elower of the appraised value or the
selling price of the property securing the loan apdo 95% of the appraised value or selling pifiggivate mortgage insurance is obtained.
Generally, independent appraisals performed byaaggirfirms approved by the Bank are obtaineddant secured by real property, however, as
allowed by Federal law, under certain defined aitstances, a real estate collateral analysis isradatanstead. The weighted average loan-to-
value ratio of the Bank’s one-to-four family morggaloans was 58% at December 31, 2010 based oaisglpralues at the time of origination. In
recent years, a decline in real estate valuesiBdnk’s lending area has reduced the collatetakvsupporting the Bank’s loans although the
Bank believes that most borrowers continue to fedexjuate collateral to support their outstandilag loalance. Title insurance is required for all
first mortgage loans. Mortgage loans originatedh®y/Bank include due-on-sale clauses which prothideBank with the contractual right to
declare the loan immediately due and payable irettemt the borrower transfers ownership of the @rypwithout the Bank’s consent. Due-on-
sale clauses are an important means of adjustengates on the Bank’s fixed-rate mortgage loanfplistand the Bank has generally exercised its
rights under these clauses.

The Bank currently obtains full verification of imme on residential borrowers, however, it previpusiginated stated income loans on a limited
basis through November 2010. The Bank previoudigredl stated income loans only to seffiployed borrowers for purposes of financing prin
residences and second home properties. In apprstated income loans, the Bank assessed the rédspess of the stated income as compared
with the borrower’s profession. Borrowers for sthiecome loans generally required good to excelteadit profiles, lower loan-to-value ratios
and a higher level of verified liquidity. The BaoKered stated income loans up to a maximum 75% toavalue for loan amounts up to $500,(
To qualify under this product, the borrower wasuiegd to have a minimum FICO credit score of 700 kauid reserves equal to or greater than
20% of the loan amount. The Bank also offered dtateome loans up to a maximum of 70% loan to véudéoan amounts up to $650,000. To
qualify under this product, the borrower was reggdito show a minimum FICO credit score of 720 ameeHiquid reserves equal to or greater -
20% of the loan amount. The amount of stated inclomes at December 31, 2010 and 2009 was $62.ibmdhd $71.3 million, respectively, or
6.6% and 7.5%, respectively, of total one-to-family mortgages.
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Commercial Real Estate, Muliamily and Land LendingThe Bank originates commercial real estate Idhasare secured by properties, or
properties under construction, generally used tmifess purposes such as small office buildingstail facilities, the majority of which are
located in the Bank’s primary market area. The Baokderwriting procedures provide that commeral estate loans may be made in amounts
up to 80% of the appraised value of the properhe Bank currently originates commercial real edtzes with terms of up to ten years and
amortization schedules up to twenty-five years \iithd or adjustable rates. The loans typicallytagmprepayment penalties over the initial three
to five years. In reaching its decision on whetioemake a commercial real estate loan, the Bankiders the net operating income of the prog
and the borrower’s expertise, credit history, gedfility and the term and quantity of leases. TlaalBhas generally required that the properties
securing commercial real estate loans have debicsetoverage ratios of at least 130%. The Banleg@ly requires the personal guarantee of the
principal for commercial real estate loans. ThelBaoommercial real estate loan portfolio at Decenmil, 2010 was $435.1 million, or 25.8% of
total loans. The largest commercial real estate Indhe Bank’s portfolio at December 31, 2010 waerforming loan for which the Bank had an
outstanding carrying balance of $13.6 million secliby a first mortgage on owner-occupied commereiall estate. The average size of the
Bank’s commercial real estate loans at Decembe2@l) was approximately $711,000.

The commercial real estate portfolio includes lofamghe construction of commercial properties. itgfly, these loans are underwritten based
upon commercial leases in place prior to fundingnbny cases, commercial construction loans aendet to owners that intend to occupy the
property for business operations, in which casddae is based upon the financial capacity of tlated business and the owner of the business.
At December 31, 2010, the Bank had an outstandatenioe in commercial construction loans of $19.[lioni

The Bank also originates multi-family mortgage Isamd land loans on a limited and highly-seledbiaesis. The Bank’s multi-family loans and
land loans at December 31, 2010 totaled $21.3anikdind $13.2 million, respectively.

Loans secured by multi-family residential propextége generally larger and may involve a greatgreseof risk than one-to-four family
residential mortgage loans. Because payments ois ecured by multi-family properties are oftenatefent on successful operation or
management of the properties, repayment of suatslomy be subject to a greater extent to adversgitocans in the real estate market or the
economy. The Bank seeks to minimize these risksutyir its underwriting policies, which require sucans to be qualified at origination on the
basis of the property’s income and debt coveratie.ra

Residential Construction Lending\t December 31, 2010, residential constructianktotaled $13.7 million, or 0.8%, of the Banldtat loans
outstanding. The Bank originates residential carcsion loans primarily on a construction/permargagis with such loans converting to an
amortizing loan following the completion of the ebruction phase. Most of the Bank’s residentialstorction loans are made to individuals
building their primary residence, while, to a lessgtent, loans are made to finance a second hortwedzvelopers known to the Bank in order to
build singlefamily houses for sale, which loans become duepaydble over terms generally not exceeding 12 nsothDecember 31, 2010, t
Bank had 33 residential construction loans, withldrgest exposure relating to a $1.2 million penfiag loan. The Bank may originate
construction loans to individuals and contractarsapproved building lots in amounts typically neaper than 75% of the appraised value of the
land and the building. Once construction is conglte loans are either paid in full or converegeérmanent amortizing loans with maturities
similar to the Bank’s other one-to-four family mgage products. The Bank requires an appraisalkegbtbperty, credit reports, and financial
statements on all principals and guarantors, anotimgr items, for all construction loans.
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Construction lending, by its nature, entails addiéil risks compared to one-to-four family mortgéeding, attributable primarily to the fact that
funds are advanced based upon a security interespioject which is not yet complete. As a resudjstruction lending often involves the
disbursement of funds with repayment dependenhersticcess of the ultimate project and the alwfityhe borrower or guarantor to repay the
loan. Because of these factors, the analysis afpaative construction loan projects requires aregige that is different in significant respects
from that which is required for residential mortgdgnding. The Bank addresses these risks thrasgmderwriting procedures.

Consumer LoansThe Bank also offers consumer loans. At DecerBheR010, the Bank’s consumer loans totaled $208llibn, or 12.2% of the
Bank’s total loan portfolio. Of the total consumer Iqaortfolio, home equity lines of credit comprisedl$10 million, or 55.0%; home equity loe
comprised $92.0 million, or 44.7%; automobile andrdraft line of credit loans totaled $458,000 &%, and loans on savings accounts totaled
$227,000, or 0.1%.

The Bank originates home equity loans typicallyused by second liens on one-to-four family residgsnd hese loans are originated as fixed-rate
loans with terms ranging from 5 to 20 years. Homeity loans are typically made on owner-occupiat-to-four family residences and generally
to Bank customers. Generally, these loans are stutgi@n 80% loan-to-value limitation, includingyasther outstanding mortgages or liens. The
Bank also offers a variable-rate home equity lifieredit which extends a credit line based on thgliaant’s income and equity in the home.
Generally, the credit line, when combined with tfaéance of the first mortgage lien, may not exc@@¥ of the appraised value of the property at
the time of the loan commitment. Home equity linésredit are secured by a mortgage on the undeylsgéal estate. The Bank presently charges
no origination fees for these loans, but may infthere charge origination fees for its home eqliitgs of credit. The Bank does, however, charge
early termination fees should a line of credit kesed within three years of origination. A borrovierequired to make monthly payments of
principal and interest, at a minimum of $50, bagpdn a 10, 15 or 20 year amortization period. ThakBalso offers home equity lines of credit
which require the payment of interest only during first five years with fully amortizing paymeritereafter. Generally, the adjustable rate of
interest charged is based upon the prime ratetefdst (as published in thall Street Journal ), although the range of interest rates charged may
vary from 1.0% below prime to 1.5% over prime. Bank currently maintains a 4.0% floor rate on neiginations. The loans have an 18%
lifetime cap on interest rate adjustments.

Commercial Lending At December 31, 2010, commercial loans totale®l Billion, or 4.6% of the Bank’s total loans datsding. The
Commercial Lending group’s primary function is tngce the business communities’ banking and firenoeeds in the Bank’s primary market
area. The Commercial Lending group originates lgothmercial real estate loans and commercial loaegifing loans for working capital; fixed
asset purchases; and acquisition, receivable amatary financing). Credit facilities such as lirefcredit and term loans will be used to faciktat
these requests. In all cases, the Bank will rexded analyze financial history and capacity, cotltgalue, strength and character of the princj
and general payment history of the borrower andgipals in coming to a credit decision. The Bankegally requires the personal guarantee of
the principal borrowers for all commercial loans.

A well-defined credit policy has been approved iy Bank’s Board of Directors (the “Board”). Thislipg discourages high risk credits, while
focusing on quality underwriting, sound financitkagth and close monitoring. Commercial businesslihg, both secured and unsecured, is
generally considered to involve a higher degresestfthan secured residential real estate lendRigk of loss on a commercial business loan is
dependent largely on the borrower’s ability to remfaancially able to repay the loan from ongoyerations. If the Bank’s estimate of the
borrower’s financial ability is inaccurate, the Bamay be confronted with a loss of principal on lin. The Bank’s largest commercial loan at
December 31, 2010 was a performing loan to findheeconstruction of a dormitory at a major univigréi the Bank’s lending area with an
outstanding balance of $16.5 million. The average sf the Bank’s commercial loans at Decembe2810 was approximately $277,000.
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Loan Approval Procedures and Authorityhe Board establishes the loan approval policfeee Bank based on total exposure to the indafidu
borrower. The Board has authorized the approvidaris by various officers of the Bank or a Managen@redit Committee, on a scale which
requires approval by personnel with progressivéihér levels of responsibility as the loan amomctéases. New borrowers with a total expo:

in excess of $3.0 million require approval by thaddgement Credit Committee. All borrowers with @ltexposure in excess of $7.0 million
require approval by the Board. A minimum of two dayees’ signatures are required to approve resi@dnains over the conforming loan limits
of the Federal Home Loan Mortgage Corporation (“IMHL") and the Federal National Mortgage Associa{itfiNMA”). Pursuant to OTS
regulations, loans to one borrower generally caemoeed 15% of the Bank’s unimpaired capital, wiitBecember 31, 2010 amounted to $30.9
million. At December 31, 2010, the Bank’s maximurarn exposure to a single borrower and relatedastemwas $19.0 million, although the
amount outstanding at December 31, 2010 was $1#i6rmThis previously mentioned loan is to finanthe construction of a dormitory at a
major university in the Bank’s lending area angeésforming.

Loan Servicing Loan servicing includes collecting and remittingn payments, accounting for principal and intenemking inspections as
required of mortgaged premises, contacting delingberrowers, supervising foreclosures and propgiggositions in the event of unremedied
defaults, making certain insurance and tax paymamtsehalf of the borrowers and generally adminiis¢ethe loans. The Bank also services
mortgage loans for others. All of the loans cuilsebeing serviced for others are loans which hasenbsold by the Bank or Columbia. At
December 31, 2010, the Bank was servicing $913l8mbf loans for others. At December 31, 201002@&nd 2008, the balance of mortgage
servicing rights totaled $5.7 million, $6.5 milli@md $7.2 million, respectively. For the years ehBecember 31, 2010, 2009 and 2008, loan
servicing income (loss), net of related amortizatiotaled $292,000, $(18,000) and $385,000, resdgt The Bank evaluates mortgage servicing
rights for impairment on a quarterly basis. No iinp&nt was recognized for the years ended DeceBhe2010 and 2008. For the year ended
December 31, 2009, the Company recognized an impairto the loan servicing asset of $263,000. Tdeation of mortgage servicing rights is
determined through a discounted analysis of futash flows, incorporating numerous assumptions lwvaie subject to significant change in the
near term. Generally, a decline in market interatgts will cause expected prepayment speeds tedserresulting in a lower valuation for
mortgage servicing rights and ultimately lower fietservicing fee income.

Delinquencies and Classified Assetdanagement and the Board performs a monthly wewieall delinquent loan totals which includes lsan
sixty days or more past due, and the detail of éaa thirty days or more past due that was origidavithin the past year. In addition, the Chief
Risk Officer compiles a quarterly list of all cdtzed and classified loans and a narrative redactassified commercial, commercial real estate,
multi-family, land and construction loans. The stégken by the Bank with respect to delinquencéy depending on the nature of the loan and
period of delinquency. When a borrower fails to makrequired payment on a loan, the Bank takesrdbauof steps to have the borrower cilme
delinquency and restore the loan to current stdtus.Bank generally sends the borrower a writtdica@f non-payment after the loan is first past
due. In the event payment is not then receivediiaddl letters and phone calls generally are méuéhe case of residential mortgage loans, the
Bank may offer to modify the terms or take othebfmarance actions which afford the borrower an dppdy to remain in their home and satisfy
the loan terms. The Bank utilizes the HOPE NOW Ioexdification reporting standards as well as theskient's Homeowner Affordability and
Stability Plan and other plans to mitigate forealesactions. HOPE NOW is an alliance between cdarsenortgage market participants and
mortgage servicers to create a unified, coordinpted to reach and help as many homeowners ashfmsi$ithe loan is still not brought current
and it becomes necessary for the Bank to take begjadn, which typically occurs after a loan isidglient at least 90 days or more, the Bank will
commence litigation to realize on the collatenatluding foreclosure proceedings against any regdgrty that secures the loan. If a foreclosure
action is instituted and the loan is not broughteut, paid in full, or an acceptable workout acaomalation is not agreed upon before the
foreclosure sale, the real property securing the lgenerally is sold at foreclosure. The goal eftftomeowner Affordability and Stability Plan ¢
other plans is to incent lenders to engage in sadile mortgage modifications. The plan provideglkrs with incentives to reduce rates on
mortgages to a specified affordability level. Thanpalso provides access to low cost refinancimgdsponsible homeowners affected by falling
home prices.
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The Bank’s internal Asset Classification Committedjch is chaired by the Chief Risk Officer, revieand classifies the Bank’s assets quarterly
and reports the results of its review to the Bo@ite Bank classifies assets in accordance withaicerégulatory guidelines established by the (
which are applicable to all savings institution$.December 31, 2010, the Bank had $90.0 millioassfets, including all REO, classified as
“Substandard,” $1.5 million of assets classified@subtful” and no assets classified as “Loss."Ddcember 31, 2009, the Bank had $71.4
million of assets classified as “Substandard,” $88,classified as “Doubtful” and no assets claasgdifis “Loss.” Loans and other assets may also
be placed on a watch list as “Special Mention” tsssssets which do not currently expose the irsimstitution to sufficient risk to warrant
classification in one of the aforementioned categobut possess weaknesses are required to bedesid Special Mention.” Special Mention
assets totaled $15.5 million at December 31, 288@ompared to $12.0 million at December 31, 2068ns are classified as Special Mention

to past delinquencies or other identifiable weakeesThe largest Special Mention loan relationghgomprised of a commercial mortgage and a
commercial loan totaling $5.6 million to a realastmanagement and commercial construction comyaigh is current as to payments, but was
criticized due to increased vacancies. The loaasacured by commercial real estate and businsstsa$he largest Substandard loan relatior

is comprised of several credit facilities to a dirlg supply company with an aggregate balance d 88llion which was current as to payments,
but criticized due to declining revenue and poarafing results. The loans are well-secured by ceroial real estate and other business assets.
The largest Doubtful loan is a loan for $2.6 mitliof which $1.5 million is classified as Doubtfulch$1.1 million is classified as Substandard.
loan is delinquent and the borrower has filed fankruptcy protection. The loan is secured by coneiakreal estate and also carries a personal
guarantee. The Company has established a $1.@midfiecific reserve for this loan. In additiondar classifications, the Company classified
investment securities with an amortized cost of. 830illion and a carrying value of $20.4 million @sbstandard, which represents the amount of
investment securities with a credit rating beloweistment grade from one of the internationally-gggped credit rating services.

Non-Accrual Loans and REQOThe following table sets forth information regaginonaccrual loans and REO. It is the policy of the Btmkeas
accruing interest on loans 90 days or more pasbdiuethe process of foreclosure. For the yeadedrecember 31, 2010, 2009, 2008, 2007 and
2006, respectively, the amount of interest incohag tvould have been recognized on non-accrual ldaush loans had continued to perform in
accordance with their contractual terms was $1008¥,,$1,441,000, $913,000, $210,000 and $189,000.
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December 31
2010 2009 2008 2007 2006
(Dollars in thousands)

Non-accrual loans

Real estate
One-to-four family $26,571 $19,14: $ 8,69¢ $ 6,62( $ 2,70:
Commercial real estate, mi-family and lanc 5,84¢ 5,152 5,527 1,04( 28€
Constructior 36¢& 36¢& — — —
Consume! 4,62¢ 3,031 1,43t 58€ 281
Commercia 117 627 38¢E 49t 1,25¢
Total 37,53% 28,32( 16,04: 8,741 4,52¢
REO, net (1 2,29t 2,618 1,141 43¢ 28¢
Total nor-performing asset $39,83: $30,93: $17,18¢ $ 9,17¢ $ 4,81:
Allowance for loan losses as a percent of totah$oeeceivable
2 1.17% .89% 7C% .62% .57%
Allowance for loan losses as a percent of totalperforming
loans (3) 52.4¢ 51.9¢ 72.71 119.7¢ 226.2¢
Non-performing loans as a percent of total loacsikable (2)
3) 2.2¢ 1.7z .97 .52 .25
Non-performing assets as a percent of total asse 1.77 1.52 .92 A48 .23

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

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

(3) Non-performing assets consist of non-performing loammd REO. Non-performing loans consist of all lo8Aslays or more past due and
other loans in the process of foreclosi

Included in the non-accrual loan total at Decen#igr2010 was $3.3 million of troubled debt restnuet! loans. The non-performing loan total
also includes $664,000 of repurchased one-to-familf/ and consumer loans and $2.2 million of ondetar family and consumer loans
previously held for sale, which were written dowrtheir fair market value. Of the $2.9 million walns written down to fair market value, $2.6
million were subprime or Alt-A loans. Non-perforngifioans are concentrated in one-to-four family foatich comprise 70.8% of the total. At
December 31, 2010, the average weighted loan-teevatio of non-performing one-to-four family loamas 97% using updated appraisal values.
Included in the allowance for loan losses is a gigeallowance for the difference between the Compa recorded investment in the loan and the
fair value of the collateral, less estimated disphassts. At December 31, 2010, the average weigbtn-to-value of the total one-to-four family
loan portfolio was 58% using appraisal values attitme of origination. Based upon sales data flieen@cean and Monmouth Counties multiple
listing service, home values in the Company’s primmaarket area have declined by approximately 16%nfthe peak of the market, however,
more recently home values appear to have stabiliieere can be no assurance that home valuesatitietline further, possibly resulting in
losses to the Company. The largest non-perfornuag Is a one-to-four family loan for $3.5 milliorhigh is secured by a first mortgage on a
property with a recent appraised value of $3.8iamill The largest commercial real estate non-perfogrfoan is the previously mentioned $2.6
million classified loan for construction of an irmtaennis and exercise facility on which the boreowwas filed for bankruptcy protection. The
Company has established a $1.0 million specifiemesfor this loan.
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Allowance for Loan LossesThe allowance for loan losses is a valuation antthat reflects probable incurred losses in tia Iportfolio based
on management’s evaluation of the risks inhereitsitoan portfolio and the general economy. ThelBmaintains the allowance for loan losses
through provisions for loan losses that are chatgedcome. Charge-offs against the allowancedanllosses are taken on loans where
management determines that the collection of laartipal is unlikely. Recoveries made on loans teate been charged-off are credited to the
allowance for loan losses.

The allowance for loan losses is maintained atraoust management considers sufficient to providegfobable losses. The analysis considers
known and inherent risks in the loan portfolio ddeg from management’s continuing review of thetéas underlying the quality of the loan
portfolio. These factors include delinquency statiedual loan loss experience, current economiditions, detailed analysis of individual loans

for which full collectibility may not be assurechdithe determination of the existence and realeghlue of the collateral and guarantees securing
the loan.

The Bank’s allowance for loan losses consists siexific allowance and a general allowance, eadateg on a quarterly basis. A specific
allowance is determined for all loans which meetdkfinition of an impaired loan where the valuehaf underlying collateral can reasonably be
evaluated. These are generally loans which aresgdiy real estate. The Bank obtains an updatechesapfor all impaired loans secured by real
estate. The appraisal is subsequently updated Byifithe loan remains delinquent for an extengediod. The specific allowance represents the
difference between the Barsktecorded investment in the loan and the fairevalithe collateral, less estimated disposal céstgeneral allowanc

is determined for all other classified and non-giféed loans. In determining the level of the geh@tlowance, the Bank segments the loan
portfolio into various loan segments and classeslasvys:

Loan Portfolio Segmer Loan Clas:

Residential real estat - Loans originated by Bar
- Loans originated by Columb
- Residential constructic

Commercial real estat - Commercia

- Construction and lan
Consumer - Consumel
Commercial: - Commercia

The loan portfolio is further segmented by delimymiestatus and risk rating (special mention, sutwkted and doubtful). An estimated loss factor
is then applied to each risk tranche. If a loaruseat by real estate becomes 90 days delinquenBahk obtains an updated appraisal which is
subsequently updated annually if the loan remadgtisguent for an extended period. For these lotmesestimated loss represents the difference
between the Bank’s recorded investment in the yahthe fair value of the collateral, less estimatelling costs. For loans which are not 90 days
delinquent and secured by real estate, the lossréaare determined based upon historical loandgpsrience, current economic conditions,
regulatory environment, local competition, lendpgrsonnel, loan policies and underwriting standdods review system, delinquency trends,
loss trends, nature and volume of the loan podfalid concentrations of credit.

An overwhelming percentage of the Bank’s loan mdidftotaling 95.4%, whether one-to-four family,msumer or commercial, is secured by real
estate. Additionally, most of the Bank’s borrowars located in Ocean and Monmouth Counties, Neseyeaand the surrounding area. These
concentrations may adversely affect the Bank’s loas experience should local real estate valuelingeor should the markets served experience
an adverse economic shock. See “Risk Factors -nfireed downturn in the local economy or in loclrestate values would hurt profits.”
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Management believes the primary risk charactesgtic each portfolio segment are a continued dedlirthe economy generally, including
sustained unemployment, a decline in real estatketh@alues and possible increases in interess.ratey one or a combination of these events
may adversely affect the borrowers’ ability to replae loans, resulting in increased delinquendoes) losses and future levels of provisions.
Accordingly, the Bank has provided for loan losaethe current level to address the current rigkiénloan portfolio.

The Bank utilizes a rolling four quarter averageofual loan losses as a percent of average lagatanding during the period. The loan loss ratio

is applied, in varying degrees, to each risk trentloan losses for the year ended December 31, 291fortfolio segment were as follows (in
thousands):

Ratio of Loan
Losses to
Amount of Average
Loan Portfolio Segmer Loan Losse Loans Outstandir
Residential real esta $ 1,95¢ .20%
Commercial real esta 324 .08
Consume| 73¢€ .35
Commercia 257 .34

At December 31, 2010 loans were segmented by piorfegment, loan class, delinquency status amkdraigng as described above. Furthermore,
estimated loss factors were determined based upanaysis of the items noted above.

For each loan portfolio segment, loans are chagfeathen management believes such loans are umtiblie. For residential, commercial and
consumer loans secured by real estate, the chéfrgeetaken when the foreclosure process is corepledr unsecured consumer loans the charge-
off is taken when the loan is 180 days past duecBmmercial loans not secured by real estate;hhege-off is taken when full collectability of
the amount due is in doubt after an evaluatiomefdstimated value of the collateral.

Although management believes that the Bank hablégiad and maintained the allowance for loan lesdéeadequate levels to reserve for inhe
losses probable in its loan portfolio, additionsyrba necessary if future economic and other camubtdiffer substantially from the current
operating environment. In addition, various reguigtagencies, as an integral part of their exarmongtrocess, periodically review the Bank’s
allowance for loan losses. Such agencies may reduér Bank to make additional provisions for loassks based upon information available to
them at the time of their examination. Although mg&ment uses what it believes to be the best irftiom available, future adjustments to the
allowance for loan losses may be necessary dueotwoenic, operating, regulatory and other conditibegond the Bank’s control.

As of December 31, 2010 and 2009, the Bank’s alfmedor loan losses was 1.17% and .89% respectigétptal loans. The Bank had non-

accrual loans of $37.5 million and $28.3 millionDecember 31, 2010 and 2009, respectively. The Balhkontinue to monitor its allowance for
loan losses as conditions dictate.
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The following table sets forth activity in the Baskllowance for loan losses for the periods sethfn the table.

At or for the Year Ended

2010 2009 2008 2007 2006
(Dollars in thousands)
Balance at beginning of ye $14,72: $11,66¢ $10,46¢ $10,23¢ $10,46(
Chargeoffs:
Real estate
One-to-four family 1,95¢ 1,60z 884 107 113
Commercial real estate, mi-family and lanc 324 88t — — —
Consume| 73€ 10¢ — — 6
Commercia 257 95 — 37C 45C
Total 3,27¢ 2,68¢ 884 477 56¢
Recoveries 252 46 30€ 7 197
Net charg-offs 3,02¢ 2,64 57¢ 47C 372
Provision for loan losse 8,00( 5,70( 1,77¢ 70C 15C
Balance at end of ye: $19,70( $14,72: $11,66: $10,46¢ $10,23¢
Ratio of net charge-offs during the year to avemgtdoans outstanding
during the yea .18% .16% .02% .02% .02%

Of the $3.0 million and $2.6 million in net charg#s for the years ended December 31, 2010 and,2@8pectively, $1.2 million and $949,000,
respectively, relate to loans originated by Colwmbi
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The following table sets forth the Basipercent of allowance for loan losses to totalvedince and the percent of loans to total loansah @f the
categories listed at the dates indicated (Dollathousands).

At December 31,

2010 2009 2008 2007 2006
;?_rg:g‘t Percent Percent Percent Percent
) of Loans of Loans of Loans of Loans
Percent o (l:r;tEeag((:)r; APltla(:\fvear:]tc(: in Each Percento  in Each Percento  in Each Percento  in Each
Allowance : Categor' Allowance Categor Allowance Categor Allowance Categor
to Total to Total to Total to Total to Total to Total to Total to Total to Total to Total
Amouni  Allowance Loans  Amouni Allowance Loans  Amoun: Allowance Loans  Amoun: Allowance Loans  Amouni Allowance Loans
One- to-
four
family $ 5,59¢ 28.3% 56.62% $ 3,602 24.41% 57.92% $ 3,192 27.31% 62.52% $ 2,23¢ 21.38% 64.2(% $ 2,82¢ 27.62% 68.71%
Commercial
real
estate,
multi-
family
and lanc 6,837 34.71 25.8( 5,04: 34.2¢ 24.0¢ 3,58( 30.6¢ 19.8¢ 3,547 33.8¢ 19.3¢ 3,03¢ 29.6¢ 17.1C
Constructiol 13 .07 .82 51 .35 .5€ 52 AL .65 63 .60 .64 84 .82 NS
Consume| 3,63¢ 18.4¢ 12.2C 2,99¢ 20.3¢ 13.1¢ 1,92¢ 16.4¢ 13.4C 1,587 15.1¢€ 12.62 1,49( 14.5¢ 10.61
Commercia 962 4.8¢ 4.5t 1,72¢ 11.72 4.2¢ 1,44 12.3¢ 3.5¢ 1,32¢ 12.7C 3.21 1,324 12.9¢ 2.7
Unallocatec _ 2,66( 13.5( — 1,302 8.8t — 1,474 12.6¢ — 1,704 16.2¢ — 1,47¢ 14.4¢ —
Total $19,70( 100.0%  100.0(% $14,72: 100.0(%  100.0(% $11,66¢ 100.0%  100.0(% $10,46¢ 100.0(%  100.0(% $10,23¢ 100.0(%  100.0(%
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Reserve for Repurchased Loamst December 31, 2010 and 2009, the Company magdea reserve for repurchased loans of $809,060 an
$819,000, respectively, related to potential logsekans sold which may have to be repurchasedalaeiolation of a representation or
warranty. Provisions for losses are charged to gaisale of loans and credited to the reserve vetuiteal losses are charged to the reserve. The
amount of loans repurchased was $0, $0, and $988;68pectively, for the years ended December 31022009 and 2008. Losses on loans
repurchased were $10,000, $79,000 and $1,007,880ectively, for the years ended December 31, 22009 and 2008. Included in the losses on
loans repurchased are negotiated settlements n®id with several loan investors. These settlemgenerally release Columbia and its
affiliates from certain liabilities in the event aforeach of a representation or warranty undelote sale agreements. However, certain
representations and warranties survive the settieagreements, and therefore, certain investorsremyest Columbia to repurchase loans not in
compliance with the surviving representations amdranties. Included in the losses on loans repgezhare payments for negotiated settlements
of $10,000, $79,000 and $785,000, respectivelyttferyears ended December 31, 2010, 2009 and 20@&cember 31, 2010, there was one
outstanding loan repurchase request on a loanangifincipal balance of $122,000 which the Bankoistesting. There are also seven claims from
one loan investor totaling $2.8 million that then@many believes are covered by a settlement agreeandrrelease between Columbia and the
loan investor executed in August 2007. The Compesyvigorously contested these claims and belithexe are valid defenses including the
settlement and release agreement.

In order to estimate an appropriate reserve fonngmsed loans, the Company considers recent atatibal experience, product type and volume
of recent whole loan sales and the general econemitonment.

The Company modified the method used to deternfieedserve for repurchased loans at December 89, @0)compared to December 31, 2008.
The change in method did not have a significantictjpn the amount of the reserve for repurchasauslo

The method used to calculate the reserve for répiged loans at December 31, 2010 and 2009 canaljgriex described as: volume of loans
multiplied by the estimated percentage of loansrretd for repurchase multiplied by the estimatess joercentage on loans repurchased.

The material assumptions relied on to determine¢lerve for repurchased loans at December 31, 204009 are further described below.

A specific reserve was established for projectedds on outstanding repurchase requests. Theispesiérve was based on the estimated fair
market value of the underlying collateral.

The Company segmented its volume of sold loanstimtoportfolios, Bank originated loans and Columbigginated loans. Each of these
portfolios was further segmented by investor typween loans sold to Government Sponsored Entegp(fGSE”) such as FHLMC and FNMA
and loans sold to non-GSE investors. Based on ldoamrepurchase experience, the Company detechtiveg repurchase requests were most
likely to occur in the first five years of a loadife. Therefore, the Company uses a rolling 20rtpra of loan sale volume to determine its
repurchase exposure. The volume of loan originatinrthe rolling 20 quarter total is net of loardume covered by a prior settlement with the
loan investor, as the risk of future repurchasesifthese loans has been mitigated. Loan balaneggtos prior five year period were assumed to
decay, or run-off, at the rate of 12.5% per yeahasaverage life of the Company’s residential gage portfolio is approximately eight years.

The Company then applied a return factor to theareimg loan sale volume as determined above. Therréactor was determined based on the
Company’s actual experience for repurchase reqosststhe prior five years and is equal to the amad repurchase requests divided by the
amount of loans sold.
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The calculated return factors were as follows:

Non-GSE Exposur GSE Exposur
At December 31
Bank 1% 11% .0C% .0C%
Columbia 97% .1C% .81% .36%

The Company experienced substantial repurchasesegalume for Columbia in 2007 which decreasediB@antly throughout 2008 and into
2009 and 2010. As a result of this trend, the Camigsave more weight to its more recent experiemeel@ss weight to earlier experience.

Finally, to establish the reserve for repurchaseas$, estimated loss factors were applied to tie&®d amount of repurchase requests. The
Company calculated an actual loss experience @n @purchase requests of 16.0% and 15.0%, respbgtat December 31, 2010 and 2009,
although the actual loss factor was modified tosider several economic factors which were likelpadwersely impact the Company’s loss
experience. These factors included continued wesskimethe housing market; a nationwide recessioh significant decline in employment; and,
increasing delinquency and foreclosure rates oglesifamily mortgage loans. Additionally, both FNMe#hd FHLMC and investors in mortgage-
backed securities pools have begun to carefullynéxaloan documentation on loans sold to these@ggiand investors by loan originators, such
as the Bank, with a goal of putting an increasimgant of delinquent loans back to the originatdteAadjustments, the final estimated loss
factors at December 31, 2010 and 2009 were 26.594 8125%, respectively, for the Bank and 29.0% E8%, respectively, for Columbia.

The material assumptions relied on to determine¢berve for repurchased loans at December 31, &@08escribed below.

A specific reserve was established for projectedds on outstanding repurchase requests. Theispesiérve was based on the estimated fair
market value of the underlying collateral.

In addition to the specific reserve, the Compangtdished general reserves for various pools aidamnsidered likely to generate loan
repurchase requests. These pools included: subjrane subject to negotiated settlements; subplidanes sold in a bulk “scratch and dent” sale
(loans with a delinquent history or flaws in thamodocumentation); and the sale of prime loansrofepted return rate and a projected loss on
return was applied to each loan pool to arrive lasa estimate.

Columbia entered into various negotiated settlemesith many loan investors which mitigated oveeaxdposure to various representations and
warranties. The Company estimated a limited retate on these loans and a projected loss on refhmreturn rate and loss on return were
applied to a subset of the total loans subjectfgotiated settlement — the adjustable-rate loatisnate resets through December 31, 2009. These
loans were considered a higher risk level pooltdubeir lower initial teaser rates. Investorshie toans may seek to put delinquent loans back to
Columbia as violations of representations and wiilga may be uncovered. During 2008, there weneparchase requests from investors who
were a party to negotiated settlements.

The bulk scratch and dent sale in June 2007 atsaded various representations and warrantiese@thichasers of these loans. The projected
return rate was consistent with the rate used égotiated settlements. The projected loss on retasset higher than the loss rate on negotiated
settlements since the scratch and dent sale pwoaply consisted of second mortgages on loans &b financing. Due to declining real estate
values, there was likely to be little or no avali¢abollateral coverage. There was one repurchageest relating to this pool of loans during 2008.
The $500,000 loan represented 1.4% of the totatatrand dent loan pool and the loss on repurabiad@8,000 was 19.6% of the loan amount
this instance, the loss related to a first mortgage.
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A reserve for prime loan repurchases was estaklibhsed on the amount of loans sold during 20072808. A projected return rate was applied,
consistent with the rate used for subprime loanprdjected loss on return was assessed at a kseethan the rate used on subprime loans.
Subprime loans typically included no or nominal dopayments while prime loans (primarily those dolé government agency) often required a
20% down payment. As a result, the loss experiengarime loans was projected to be less than tradubprime loans. During 2008, five
repurchase requests were received on prime lodsidgaColumbia. Two of the repurchase requests wetted without a loss. The third
repurchase request on a $230,000 loan resultedealiaed loss of $115,000. The fourth repurchas@est on a $279,000 loan resulted in a
realized loss of $9,000. The fifth repurchase retuas on a $270,000 loan and a specific lossvesd#r$81,000 was established on this loan.
three repurchase requests which incurred a loakethb$779,000 and represented a return rate of dfZbe loan pool. The $205,000 total loss
represented a loss on the repurchase requests38626

The general reserves which were established werergkly higher than actual loss experience, howererstablishing the reserve for repurche
loans the Company also considered several ecorfaetimrs which were likely to adversely impact then@pany’s loss experience. These factors
included continuing weakness in the housing maakelt price declines in the local market; a natiomariecession with significant decline in
employment; and increasing delinquency and forectsates on single-family mortgage loans. Addaityn both FNMA and FHLMC had
indicated their desire to carefully examine loasutaentation on loans sold to these agencies byddgimators, such as the Bank, with a goal of
putting an increasing amount of delinquent loarckka the originator.

Management believes that the Bank has establigidhaintained the reserve for repurchased loaadejuate levels, however, future
adjustments to the reserve may be necessary dagmtmmic, operating or other conditions beyondaek’s control.

Investment Activities

Federally-chartered savings institutions have titb@ity to invest in various types of liquid asséncluding United States Treasury obligations,
securities of various Federal agencies, certifcafedeposit of insured banks and savings institigj bankersacceptances, repurchase agreenr
and Federal funds. Subject to various restrictibeslerally-chartered savings institutions may &lsest in commercial paper, investment-grade
corporate debt securities and mutual funds whosetagsonform to the investments that a Federaliytehed savings institution is otherwise
authorized to make directly.

The investment policy of the Bank as establishethbyBoard attempts to provide and maintain ligyidjenerate a favorable return on
investments without incurring undue interest rate eredit risk, and complement the Bank’s lendiotivities. Specifically, the Bank’s policies
generally limit investments to government and Fabagency-backed securities and other non-goverhguaranteed securities, including
corporate debt obligations that are investmentgtcgurchase. The Bank’s policies provide thainakstment purchases must be approved by
two officers (either the Vice President/Treasutiee, Executive Vice President/Chief Financial Offioe the President/Chief Operating Officer)
and must be ratified by the Board.

Management determines the appropriate classificatiGecurities at the time of purchase. If the IBaas the intent and the ability at the time of
purchase to hold securities until maturity, theyrba classified as held to maturity. Investment amuttgage-backed securities identified as held
to maturity are carried at cost, adjusted for aimation of premium and accretion of discount, which recognized as adjustments to interest
income. Securities to be held for indefinite pesiad time, but not necessarily to maturity are siféeed as available for sale. Securities available
for sale include securities that management intémdse as part of its asset/liability managem#ategy. Such securities are carried at fair value
and unrealized gains and losses, net of relatedffagt, are excluded from earnings, but are inetlds a separate component of stockholders’
equity. At December 31, 2010, all of the Bank’sastment and mortgage-backed securities were dbsis available for sale.
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Investment SecuritiesAt December 31, 2010, the portfolio primarily stsied of $55.0 million of corporate debt secusiti®41.1 million of U.S.
agency obligations and $10.7 million of state andhitipal obligations. Each of the U.S. agency ddtiions are rated AAA by Standard and Psor’
and Aaa by Moody'’s. The state and municipal obiayet are issued by government entities in the Siaew Jersey with current credit ratings
that are considered investment grade ranging framgla of AA+ to a low of A-. The corporate debt gdties are issued by other financial
institutions and consist of eleven $5.0 milliornuies spread between eight issuers. Credit ratimggeritom a high of A2 to a low of BB- as rated
by one of the internationally-recognized creditmgtservices. These floating-rate securities werelpased during the period May 1998 to
September 1998 and have paid coupon interest cmntiity since issuance. Floating-rate debt secsistieh as these pay a fixed interest rate
spread over 90 day LIBOR. Following the purchasthe§e securities, the required spread increasatidee types of securities causing a decline
in the market price. The Company concluded thatalired losses on available for sale securitiegwaty temporary at December 31, 2010. In
concluding that the impairments were only tempartirg Company considered several factors in itéyaisa The estimated market value of the
portfolio improved over the prior year. Additionglthe Company noted that each issuer made atidhtractually due payments when required.
There were no defaults on principal or interestrpagts and no interest payments were deferred.fAleofinancial institutions were also
considered well-capitalized. Based on managemangdysis of each individual security, the issugnsear to have the ability to meet debt service
requirements for the foreseeable future. Furtheemalthough these investment securities are avaifabsale, the Company does not have the
intent to sell these securities and it is moreljikkan not that the Company will not be requiredéll the securities. The Company has held the
securities continuously since 1998 and expectedeive its full principal at maturity in 2028. TR@®mpany has historically not actively sold
investment securities and has not utilized the siesi portfolio as a source of liquidity. The Coamy’s long range liquidity plans indicate
adequate sources of liquidity outside the secuarjiertfolio.

Mortgagebacked SecuritiesMortgage-backed securities represent a participétterest in a pool of single-family or multifaly mortgages, the
principal and interest payments on which, in gehara passed from the mortgage originators, tHnantermediaries that pool and repackage the
participation interests in the form of securitigsinvestors such as the Bank. Such intermedianig be private issuers, or agencies including
FHLMC, FNMA and the Government National Mortgages@siation (“GNMA”) that guarantee the payment dhpipal and interest to investors.
Mortgage-backed securities typically are issuedhwitited principal amounts, and the securitiebacked by pools of mortgages that have loans
with interest rates that are within a certain raagé with varying maturities. The underlying pobhwortgages can be composed of either fixed-
rate or ARM loans.

The actual maturity of a mortgage-backed secuatyes, depending on when the mortgagors repayemayrthe underlying mortgages.
Prepayments of the underlying mortgages may shdhnefife of the security, thereby affecting iteld to maturity and the related market value of
the mortgage-backed security. The prepaymentseofitiderlying mortgages depend on many factorsyding the type of mortgages, the coupon
rates, the age of mortgages, the geographicalitwcaf the underlying real estate collateralizihg tnortgages, the general levels of market
interest rates, and general economic conditiondVi@Mortgage-backed securities that are backed byraable Federal Housing Administration
(“FHA™) or Department of Veterans Affairs (“VA”) lans generally have a longer life than conventiooal-assumable loans underlying FHLMC
and FNMA mortgage-backed securities.
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During periods of falling mortgage interest rafg®payments generally increase, as opposed todsesfdncreasing interest rates when
prepayments generally decrease. If the interestafatinderlying mortgages significantly exceedsptevailing market interest rates offered for
mortgage loans, refinancing generally increasesaandlerates the prepayment of the underlying rageg. Prepayment experience is more
difficult to estimate for adjustable-rate mortgdupeked securities.

The Bank has investments in mortgage-backed seudahd has utilized such investments to compleitetgnding activities. The Bank invests
in a large variety of mortgage-backed securitiesluiding ARM, balloon and fixed-rate securities.Pé¢cember 31, 2010, mortgage-backed
securities totaled $341.2 million, or 15.2% of tatssets, and all were directly insured or guarthtey either FHLMC, FNMA or GNMA.

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

For the Year Ended December 31

2010 2009 2008
(In thousands)

Beginning balanc $213,62. $ 40,80: $ 54,137
Mortgage-backed securities Purchas 193,00: 197,34¢ —
Less: Principal repaymen (69,029 (24,380) (13,43)

Amortization of premiun (1,680 (577) (72)
Change in net unrealized gain on mortgage-backeudtities available
for sale 5,25¢€ 42¢ 167
Ending balanc $341,17! $213,62. $ 40,80

The following table sets forth certain informati@ygarding the amortized cost and market value®B#nk’'s mortgage-backed securities at the
dates indicated.

At December 31,

2010 2009 2008
: Estimated
Estimated Estimated Amortized
Amortized Market Amortized Market Market
Cost Value Cost Value Cost Value

(In thousands)

Mortgagebacked securities

FHLMC $ 19,228 $1959¢ $ 12,42: $ 12,86 $ 959 $ 9,687
FNMA 315,02 320,36 199,38: 199,411 29,59 29,62¢
GNMA 1,037 1,20¢ 1,18¢ 1,344 1,407 1,48¢
Total mortgag-backed securitie $335,28¢  $341,17! $212,98¢ $213,62: $40,597 $40,80:
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Investment SecuritiesThe following table sets forth certain informaticegarding the amortized cost and market valugseo€ompany’s

investment securities at the dates indicated.

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

Total investment securitie

At December 31,

2010 2009 2008
Estimated Estimated .
Amortized . Estimated
Amortized
Amortized Market Market Market
Cost Value Cost Value Cost Value
(In thousands)

$41,14¢ $41,13: $ 301 $ 30€ $ 302 $ 314
10,69( 10,61¢ 30C 30C 15C 15C
55,00( 39,85¢ 55,00( 36,36¢ 55,00( 31,68¢
37C 31t 37C 292 2,19¢ 2,21¢
$107,20¢  $91,91¢ $55,97. $37,267 $57,64¢ $34,36¢
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The table below sets forth certain information relggy the amortized cost, weighted average yietds@ntractual maturities, excluding

scheduled principal amortization, of the Bank’sastment and mortgage-backed securities, excludjngyesecurities, as of December 31, 2010.

Actual maturities will differ from contractual matties because borrowers may have the right toagbrepay obligations with or without call or

prepayment penalties.

Investment securitie!
U.S. agency obligatior
State and municipal obligations (
Corporate debt securities (

Total investment securitie

Weighted average yie

Mortgagebacked securities
FHLMC
FNMA
GNMA

Total mortgag-backed securitie

Weighted average yie

At December 31, 201(

Total
More than
More than Eive
One Year Years to
One Year to Five Ten Years
or Less Years More than
Amortized Amortized Amortized Ten Years Estimated
Amortized Amortized Market
Cost Cost Cost Cost Cost Value
(Dollars in thousands)
$ — $41,14¢ $ — $ — $ 41,14¢ $ 41,13:
514 10,17¢ — — 10,69( 10,61t
— — — 55,00( 55,00( 39,85¢
$ 514 $51,32: $ — $ 55,00( $106,83¢ $ 91,60
1.7%% 1.07% — .88% .98%
$ — $ — $ 13 $ 19,21: $ 19,22¢ $ 19,59¢
— 2 — 315,02: 315,02 320,36¢
— 7 — 1,03( 1,037 1,20¢
$ — $ 9 $ 13 $335,26:- $335,28t $341,17!
— % 12.4¢% 2.45% 3.32% 3.32%

(1) State and municipal obligations are reported attpivalent yield
(2) All of the Bank’s corporate debt securitieshwibaturities over one year carry interest rateckhdjust to a spread over LIBOR on a

quarterly basis
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Sources of Funds

General Deposits, loan and mortgage-backed securitiesyrapnts and prepayments, proceeds from salesm$,loavestment maturities, cash
flows generated from operations and FHLB advanaoesogher borrowings are the primary sources oBaek’s funds for use in lending, investi
and for other general purposes.

Deposits. The Bank offers a variety of deposit accountdaitrange of interest rates and terms to retailegonent and business customers. The
Bank’s deposits consist of money market accouatsngs accounts, interest-bearing checking accouantsinterest-bearing accounts and time
deposits. For the years ended December 31, 201QG0%] time deposits constituted 19.5% and 25.2%pactively, of total average deposits. The
flow of deposits is influenced significantly by gaal economic conditions, changes in money magtesy prevailing interest rates and
competition. The Bank’s deposits are obtained prédantly from the areas in which its branch offiees located. The Bank relies on its
community-banking focus stressing customer seraimtlong-standing relationships with customerdti@et and retain these deposits; however,
market interest rates and rates offered by comgdimancial institutions significantly affect theaBk’s ability to attract and retain deposits. The
Bank does not currently use brokers to obtain di&pos

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

For the Year Ended December 31

2010 2009 2008
(In thousands)

Net new deposits (withdrawal $285,68! $72,30( $(36,03()

Interest credited on deposit accou 14,08¢ 17,765 26,37

Total increase (decrease) in deposit acca $299,76¢ $90,06" $ (9,659

At December 31, 2010, the Bank had $72.3 milliotinme deposits in amounts of $100,000 or more niraguas follows:

Weighted
Average
Maturity Period Amount Rate
(Dollars in thousands)
Three months or les $19,67( .67%
Over three through six montl 15,24¢ 1.0
Over six through 12 montt 4,15¢ 1.31
Over 12 month: 33,18! 3.3€
Total $72,25¢ 2.0z
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The following table sets forth the distributiontbe Bank’s average deposit accounts and the aveaég@aid on those deposits for the periods
indicated.

For the Year Ended December 31

2010 2009 2008
Percent Average Percent Average Percent Average
of Total of Total of Total
Average Average Rate Average Average Rate Average Average Rate
Balance Deposits Paid Balance Deposits Paid Balance Deposits Paid
(Dallars in thousands)
Money market deposit accour $ 104,83 6.82% 57% $ 91,69t 6.76% 74% $ 84,60¢ 6.45%  1.2%
Savings accoun! 241,76: 15.7¢ 72 223,23( 16.4¢ .88 200,76 15.41 1.0C
Interes-bearing checking accour 761,85« 49.65 .84 588,92: 43.41] 1.2C 500,54( 38.4:2 1.9
Nor-interes-bearing account 127,53! 8.31 — 110,74 8.1€ — 107,97¢ 8.2¢ —
Time deposit: 298,53 19.4¢ 1.87 341,99¢ 25.21 2.4z 408,87( 31.3¢ 3.4z
Total average deposi $1,534,511 100.0(% .93 $1,356,58  100.0(% 1.3 $1,302,75. 100.0(% 2.0€
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Borrowings. From time to time the Bank has obtained advafroes the Federal Home Loan Bank of New York (“FHINB¢") for cash
management purposes or as an alternative to defpdsit funds and may do so in the future as gat$ operating strategy. FHLB-NY term
advances may also be used to acquire certain atisets as may be deemed appropriate for invespugmses. Advances are collateralized
primarily by certain of the Bank’s mortgage loamsl énvestment and mortgage-backed securities aswhdarily by the Bank’s investment in
capital stock of the FHLB-NY. The maximum amourdttthe FHLB-NY will advance to member institutioms;luding the Bank, fluctuates from
time to time in accordance with the policies of @€S and the FHLB-NY. At December 31, 2010, the iBhad $265.0 million in outstanding
advances from the FHLB-NY.

The Bank also borrows funds using securities salteuagreements to repurchase. Under this fornowbtving specific U.S. Government ager
and/or mortgagdacked securities are pledged as collateral toreagbe borrowing. These pledged securities are inela third party custodian. /
December 31, 2010, the Bank had borrowed $67.%mithrough securities sold under agreements torobase.

The Bank can also borrow from the Federal Resernrek®f Philadelphia (“Reserve Bank”) under the @uiyncredit program. Primary credit is
available on a short-term basis, typically overhigl a rate above the Federal Open Market Comerstteederal funds target rate. All extensions
of credit by the Reserve Bank must be secured.eéseinber 31, 2010, the Bank had no borrowings oudstg with the Reserve Bank.

Subsidiary Activities

At December 31, 2010, the Bank owned four subsigBar OceanFirst Services, LLC, OceanFirst REITdigs, Inc., 975 Holdings, LLC and
Columbia (inactive).

OceanFirst Services, LLC was originally organized 982 under the name Dome Financial Services, tm@ngage in the sale of all-savers life
insurance. Prior to 1998 the subsidiary was inactiv 1998, the Bank began to sell non-depositstient products (annuities, mutual funds and
insurance) through a third-party marketing firmBank customers through this subsidiary, recogniféegincome from such sales. OFB
Reinsurance, Ltd. was established in 2002 as adiabsof OceanFirst Services, LLC to reinsure ecpatage of the private mortgage insurance
(“PMI") risks on one-to-four family residential migages originated by the Bank and Columbia.

OceanFirst REIT Holdings, Inc. was establishedd@72as an LLC and converted to the corporate fdrowmership on January 1, 2009. It acts as
the holding company for OceanFirst Realty Corp.d»¢grst Realty Corp. was established in 1997, itsvissqualifying mortgage loans and is
intended to qualify as a real estate investmest,tmwhich may, among other things, be utilized iy €Company to raise capital in the future.

975 Holdings, LLC was established in 2010 as a lykmivned service corporation of the Bank for thegmse of taking legal possession of certain
repossessed collateral for resale to third parties.

Columbia is inactive. See “Lending Activities — @iration, Sale, Servicing and Purchase of Loans.”

Personnel

As of December 31, 2010, the Bank had 358 full-tengloyees and 75 part-time employees. The empdogreenot represented by a collective
bargaining unit and the Bank considers its relatiom with its employees to be good.
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REGULATION AND SUPERVISION
General

As a savings and loan holding company, the Compargquired by Federal law to file reports withdaromply with the rules and regulations of
the OTS. The Bank is subject to extensive reguiaxamination and supervision by the OTS, asritagry Federal regulator, and the FDIC, as
the deposit insurer. The Bank is a member of trdeFe Home Loan Bank System and, with respect posieinsurance, of the Deposit Insurance
Fund managed by the FDIC. The Bank must file repaith the OTS and the FDIC concerning its actgtand financial condition in addition to
obtaining regulatory approvals prior to consumntatiertain transactions such as mergers with, aniaitipns of, other insured depository
institutions. The OTS and/or the FDIC conduct paiieexaminations to test the Bank’s safety and doess and compliance with various
regulatory requirements. This regulation and sup&m establishes a comprehensive framework ofisiets in which an institution can engage
and is intended primarily for the protection of theurance fund and depositors and to ensure fheaga sound operation of the Bank. The
regulatory structure also gives the regulatory atitles extensive discretion in connection withittseipervisory and enforcement activities and
examination policies, including policies with respto the classification of assets and the estaflént of adequate loan loss reserves for
regulatory purposes.

The DoddFrank Act. The Dodd-Frank Wall Street Reform and ConsumeteRtion Act (the “Dodd-Frank Act”) was signed inéawv on July 21,
2010. This new law will significantly change ther@ant bank regulatory structure and affect the ilegddeposit, investment, compliance and
operating activities of financial institutions atibir holding companies. The Dodd-Frank Act recaivarious federal agencies to adopt a broad
range of new implementing rules and regulationd, tarprepare numerous studies and reports for @ssgiThe federal agencies are given
significant discretion in drafting the implementinges and regulations, and consequently, mangefietails and much of the impact of the Dodd-
Frank Act may not be known for many months or years

Certain provisions of the Dodd-Frank Act are expddb have a near-term impact on the Company. ¥xample, the new law provides that the
OTS, which is currently the primary federal regatdor the Company and the Bank, will cease totexisJuly 21, 2011. The Office of the
Comptroller of the Currency (the “OCC”), which igreently the primary federal regulator for natiobahks, will become the primary federal
regulator for federal thrifts, including the Barithe FRB will supervise and regulate all savings l@ag holding companies that were formerly
regulated by the OTS, including the Company.

Also effective one year after the date of enactnieatprovision of the Dodd-Frank Act that elimiesithe federal prohibitions on paying interest
on demand deposits, thus allowing businesses te imerest-bearing checking accounts. Dependingpompetitive responses, this significant
change to existing law could have an adverse impathe Company’s interest expense. The Dodd-FAatlalso broadens the base for Federal
Deposit Insurance Corporation insurance assessnfsgessments will now be based on the averag®bdated total assets less tangible equity
capital of a financial institution.

The Dodd-Frank Act also permanently increases tagimmum amount of deposit insurance for banks, ggvinstitutions and credit unions to
$250,000 per depositor, retroactive to Januarf)@92and non-interest bearing transaction acccumits unlimited deposit insurance through
December 31, 2012.

The Dodd-Frank Act creates the Consumer Financ@tkBtion Bureau (“CFPB”) with broad powers to syiee and enforce consumer protection
laws. The CFPB has broad rule-making authorityaferide range of consumer protection laws that afpbll banks and savings institutions,
including the authority to prohibit “unfair, dece or abusive” acts and practices. The CFPB ham@ation and enforcement authority over all
banks and savings institutions with more than $illi@b in assets. Savings institutions such as @E&at Bank with $10 billion or less in assets
will continue to be examined for compliance witle tonsumer laws by their primary bank regulatdtepagh the CFPB will have back-up
authority over such institutions. The Dodd-Frank Also weakens the federal preemption rules thee baen applicable for national banks and
federal savings associations, and gives statenatgergeneral the ability to enforce federal consymnetection laws.
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Additionally, the Dodd-Frank Act includes a serigrovisions covering mortgage loan originatioanstards affecting, among other things,
originator compensation, minimum repayment starslaadd pre-payments. The Dodd-Frank Act also dirét FRB to issue rules to limit debit-
card interchange fees (the fees that issuing belmugie merchants each time a consumer uses acdedbjtcollected by Banks with assets of $10
billion or more. On December 16, 2010, the FRBéska proposed rule which would cap debit-card ait@nge fees to no more than 12 cents per
transaction compared to an industry average ofefdsper transaction. The Bank’s average interahéeg per transaction is 36 cents. The Dodd-
Frank Act exempts from the FRB’s rule banks witkeds less than $10 billion, such as the Bank. Aiginoexempt from the rule, market forces
may result in reduced fees charged by all issueggrdless of asset size, which may result in redlwevenues for the Bank. For the year ended
December 31, 2010, the Bank’s revenue from intarghdees was $1.8 million. The FRB has until AR@lL1 to issue a final regulation, so the
timing and ultimate extent of impact to the Compa@nynknown.

The Dodd-Frank Act will require publicly traded cpamies to give stockholders a non-binding vote xatetive compensation and so-called
“golden parachute” payments, and allow greater sxbg shareholders to the company’s proxy matbyia@uthorizing the SEC to promulgate
rules that would allow stockholders to nominatdrtbevn candidates using a company’s proxy materithe legislation also directs the Federal
banking agencies to promulgate rules prohibitingessive compensation paid to bank executives, dégssr of whether the company is publicly
traded. These rules will require each bank witlegsgreater than $1 billion, such as the Bank,a@eannual confidential disclosures to its
primary Federal regulator detailing incentive comgation plans. The rules will prohibit incentivesbd compensation that would encourage
inappropriate risks by providing excessive comptosar that would expose the bank to inappropriesies by providing compensation that co
lead to a material financial loss.

It is uncertain how the implementation of and pragation of rules under the Dodd-Frank Act, incluglthe Company and the Bank being
regulated by the FRB and the OCC, will affect tlenB. As the OCC and the FRB begin to regulate apérsise savings associations and savings
and loan holding companies, existing regulationy brerepealed or modified. The description of statuprovisions and regulations applicable to
savings institutions and their holding companidsath in this Form 10-K does not purport to beamplete description of such statutes and
regulations and their effects on the Bank and tbeg@any, is subject to change and is qualifiedsreittirety by reference to the actual laws and
regulations 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 loan holding company, such as the Company natigenerally restricted as to the types of busitesivities in which it may engage, provit
that the Bank continued to be a qualified thriftder (“QTL"). See “Federal Savings Institution Ri&gion - QTL Test.” The Gramm-Leach-Bliley
Act of 1999 provides that no company may acquirgrd of a savings association after May 4, 199@ssit engages only in the financial
activities permitted for financial holding compasier for multiple savings and loan holding comparae described below. Further, the Gramm-
Leach-Bliley Act specifies that existing savingsldoan holding companies may only engage in suthities. The Gramm-Leach-Bliley Act,
however, grandfathered the unrestricted authooityattivities with respect to unitary savings aoan holding companies existing prior to May 4,
1999, such as the Company, so long as the Bankcestto comply with the QTL test. The Company digal for the grandfather provision.

Upon any non-supervisory acquisition by the Compafngnother savings institution or savings bank theets the QTL test and is deemed to be a
savings institution by the OTS, the Company wowdddme a multiple savings and loan holding compdriiaé acquired institution is held as a
separate subsidiary) and would generally be limitegctivities permissible for bank holding comgnunder Section 4(c)(8) of the Bank Holding
Company Act, subject to the prior approval of tiHESDand certain activities authorized by OTS retjoia However, the OTS has issued an
interpretation concluding that multiple savings #mah holding companies may also engage in aa#jpermitted for financial holding compan

A savings and loan holding company is prohibitexrfy directly or indirectly, acquiring more than &ffthe voting stock of another savings
institution or savings and loan holding companyhwiit prior written approval of the OTS and from aicpg or retaining control of a depository
institution that is not insured by the FDIC. In kxating applications by holding companies to acgs&vings institutions, the OTS considers the
financial and managerial resources and future matsppof the company and institution involved, tffe@ of the acquisition on the risk to the
deposit insurance funds, the convenience and rafgble community and competitive factors.
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The OTS may not approve any acquisition that woesdilt in a multiple savings and loan holding compeontrolling savings institutions in mc
than one state, subject to two exceptions: (iytheroval of interstate supervisory acquisitionsayings and loan holding companies and (ii) the
acquisition of a savings institution in anothetetéthe laws of the state of the target savimgsitution specifically permit such acquisitionfier
states vary in the extent to which they permitrstite savings and loan holding company acquisition

Capital Requirements and Limitations on Distribn§oAlthough savings and loan holding companies culyeare not subject to specific capital
requirements or specific restrictions on the payneéulividends or other capital distributions, Fede@egulations do prescribe such restrictions on
subsidiary savings institutions as described beldve Bank must notify the OTS 30 days before daaaany dividend to the Company. In
addition, the financial impact of a holding compamyits subsidiary institution is a matter thagigluated by the OTS which has the authority to
order cessation of activities or divestiture ofsdiaries deemed to pose a threat to the safetypamadness of the institution.

The Dodd-Frank Act, however, immediately authoritess OTS and its successor regulator of thrift mgjdompanies, the FRB, to promulgate
capital requirements for all thrift holding compesii including the Company. The Dodd-Frank Act &s@nds the “source of strength” doctrine to
include thrift holding companies, including the Queny. The federal banking regulatory agencieseqaired to issue joint rules within two years
of enactment of the Dodd-Frank act requiring thidb@nk and thrift holding companies serve as a@®of strength for any depository institution
subsidiary.

Five years after the date of enactment of the Dedohk Act, thrift holding companies that were nabject to the authority of the Board of
Governors of the Federal Reserve as of May 19, 2@tuding the Company, will be subject to thdduling (i) minimum capital requirements

for thrift holding companies that can be no lowwsrt the generally applicable capital requiremems were in effect for insured depositories as of
the date of enactment of the Dodd-Frank Act; iy &rust preferred securities issued after May2ld,0 are removed as a permitted component of
a holding company’s Tier 1 capital; (iii) for hotdj companies with $15 billion or more in consolethtissets, any trust preferred securities issued
before May 19, 2010 will no longer be a permittedhponent of a holding company’s Tier 1 capital mft¢hree-year phase-period which begin
January 1, 2013; and (iv) for holding companieshsas the Company, with less than $15 billion insmidated assets, any trust preferred
securities issued before May 19, 2010 may remaiongponent of a holding company’s Tier 1 capitale iew capital requirements are not
expected to have a significant impact on the Compan

Acquisition of the CompanyUnder the Federal Change in Bank Control Act (@28) and OTS regulations, a notice must be subhittethe

OTS if any person (including a company), or groapng in concert, seeks to acquire 10% or mordef@ompany’s outstanding voting stock,
unless the OTS has found that the acquisitionmatlresult in a change of control of the Companydé&l CBCA, the OTS has 60 days from the
filing of a complete notice to act, taking into stheration certain factors, including the finan@at managerial resources of the acquirer and the
anti-trust effects of the acquisition. Any compahgt so acquires control would then be subjecétulation as a savings and loan holding
company.

Federal Savings Institution Regulation

Business Activities The activities of Federal savings institutions governed by Federal law and regulations. These #d regulations deline:
the nature and extent of the activities in whickiéral savings banks may engage. In particular, niygrgs of lending authority for Federal savil
banks, e.g, commercial, non-residential real property loand eonsumer loans, are limited to a specified pgage of the institution’s capital or
assets.

Capital RequirementsThe OTS capital regulations require savings tutins to meet three minimum capital standards5& tangible capital
ratio, a 4% leverage ratio (3% for institutionsa®g the highest rating on the regulatory exariamarating system) and an 8% riblesed capitz
ratio. In addition, the prompt corrective actioarslards discussed below also establish, in efieninimum 2% tangible capital standard, a 4%
leverage ratio (3% for institutions receiving thighest rating on the regulatory examination ragggtem), and, together with the risksed capit:
standard itself, a 4% risk-based capital standend. OTS regulations also require that, in meetirgtangible, leverage and risk-based capital
standards, institutions must generally deduct itmests in and loans to subsidiaries engaged inities as principal that are not permissible for a
national bank.
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The risk-based capital standard for savings irstits requires the maintenance of Core and togtaawhich is defined as core capital and
supplementary capital) to risk-weighted assets tdast 4% and 8%, respectively. In determiningahmunt of risk-weighted assets, all assets,
including certain off-balance-sheet activities, amatiplied by a riskweight factor of 0% to 100%, assigned by the OTj8tahregulation based ¢
the risks believed inherent in the type of asseteCapital is defined as common stockholders’tgqincluding retained earnings), certain
noncumulative perpetual preferred stock and relatedlus, and minority interests in equity accowfitsonsolidated subsidiaries less intangibles
other than certain mortgage servicing rights ardliticard relationships. The components of suppigamg capital currently include cumulative
preferred stock, long-term perpetual preferredistotandatory convertible securities, subordinatelt @nd intermediate preferred stock, the
allowance for loan and lease losses limited to aimam of 1.25% of risk-weighted assets and up %48 unrealized gains on available for sale
equity securities with readily determinable fairrket values. Overall, the amount of supplementapital included as part of total capital cannot
exceed 100% of core capital. The OTS has authtrigstablish individual minimum capital requireneint cases where it is determined that a
particular institution’s capital level is, or m&yecome inadequate in light of the circumstanceslird.

The following table presents the Bank’s capitalipms at December 31, 2010. The Bank met eachsafapital requirements at that date.

Capital
Requiret
Actual Required Excess Actual
Capital Capital Amount Percen Percen
(Dollars in thousands
Tangible $206,16: $33,86¢ $172,29! 9.1:% 1.5(%
Core (Leverage 206,16 90,31f 115,84 9.15 4.0C
Risk-basec 219,39¢ 114,89¢ 104,50( 15.2¢ 8.0C

Prompt Corrective Regulatory ActioThe OTS is required to take certain supervisatioas against undercapitalized institutions, theesity of
which depends upon the institution’s degree of uecalgtalization. Generally, a savings institutibatthas a ratio of total capital to risk-weighted
assets of less than 8%, a ratio of Core capitabksweighted assets of less than 4% or a raticooé capital to total assets of less than 4% (3% or
less for institutions with the highest examinatiating) is considered to be “undercapitalized.”&viggs institution that has a total risk-based
capital ratio less than 6%, a Core capital ratitee$ than 3% or a leverage ratio that is less 88aris considered to be “significantly
undercapitalized” and a savings institution that Adangible capital to assets ratio equal toss fkan 2% is deemed to be “critically
undercapitalized.” Subject to a narrow exceptibe,®TS is required to appoint a receiver or coregenfor an institution that is “critically
undercapitalized.” The regulation also provideg thaapital restoration plan must be filed with @€S within 45 days of the date a savings
institution receives notice that it is “undercafited,” “significantly undercapitalized” or “critally undercapitalized.” Compliance with the plan
must be guaranteed by any parent holding compargddition, numerous mandatory supervisory actimmme immediately applicable to an
undercapitalized institution including, but not ited to, increased monitoring by regulators andrie®ns on growth, capital distributions and
expansion. The OTS could also take any one of deumf discretionary supervisory actions, includihg issuance of a capital directive and the
replacement of senior executive officers and dimextSignificantly and critically undercapitalizadtitutions are subject to additional mandatory
and discretionary measures.

Insurance of Deposit Account®eposit accounts at the Bank are insured by #goBit Insurance Fund (DIF) of the FDIC. The Bardéposits,
therefore, are subject to FDIC deposit insuransessnents and the FDIC has adopted a risk-bastasi@ determining deposit insurance
assessments.
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This assessment is based on the risk categoryeafhitution and currently ranges from 12 to 568iegoints of the institution’s deposits. Federal
law requires that the designated reserve ratith@ideposit insurance fund be established by th€RID1.15% to 1.50% of estimated insured
deposits. If this reserve ratio drops below 1.15%he FDIC expects that it will do so within six mtbs, the FDIC must, within 90 days, establish
and implement a plan to restore the designatedvwesatio to 1.15% of estimated insured deposithiwifive years (absent extraordinary
circumstances).

Recent bank failures coupled with deterioratingnecoic conditions have significantly reduced theadpinsurance fund’s reserve ratio. As a
result of this reduced reserve ratio, on Octobe2068, the FDIC published a proposed rule thatlevoestore the reserve ratio to its required |
of 1.15 percent within five years. On February 2009, the FDIC took action to extend the restoragitan horizon to seven years.

The amended restoration plan was accompanied implr@ile that sets assessment rates and makestraéjuts that improve how the assessment
system differentiates for risk. Currently, most kaare in the best risk category and pay anywhera .2 to 14 cents per $100 of deposits for
insurance. Under the final rule, banks in this gatg will pay initial base rates ranging from 121i cents per $100 on an annual basis, beginning
on April 1, 2009.

In 2009 the FDIC announced increased assessmahthanged a 10 basis point emergency special assagswhich was collected on
September 30, 2009. The Company recorded an expé&#869,000 for the year ended December 31, 2006ftect the special assessment. The
interim rule would also permit the FDIC to imposeamergency special assessment after June 30, @009 to 10 basis points if necessary to
maintain public confidence in federal deposit imswe. These actions significantly increased the fgzmy's non-interest expense in 2009.

In addition, in 2009 the FDIC required insured iitogions to prepay their estimated quarterly rislséd assessments for the fourth quarter of 2009
and for all of 2010, 2011 and 2012. The prepayméassessments would ensure that the deposit mseisystem remains directly funded by
depository institutions and preserves the FDICititglio borrow from the Treasury for emergencysitions. The prepayment of $7.4 million was
collected on December 30, 2009 and was recordadpespaid expense on the Company’s statementaridial condition. The prepaid expense is
periodically amortized into operating expense tiglto2012.

On February 7, 2011 the FDIC Board approved a finlal that changes the assessment base from dordeptisits to average assets minus
average tangible equity, adopts a new large-baickngrassessment scheme, and sets a target siteefBreposit Insurance Fund. The changes are
effective beginning with the second quarter of 200He rule finalizes a target size for the Depb®strance Fund at 2 percent of insured deposits.
It also implements a lower assessment rate schachda the fund reaches 1.15 percent (so that tbeage rate over time should be about 8.5
basis points) and, in lieu of dividends, providesd lower rate schedule when the reserve ratichesa2 percent and 2.5 percent. The rule lowers
overall assessment rates in order to generateathe approximate amount of revenue under the negerdrase as was raised under the old base.
The assessment rates in total would be betweear2l® basis points on the broader base for bantkeitowest risk category, and 30 to 45 basis
points for banks in the highest risk category.

Deposit accounts in the Bank are insured by theO=@Hnerally up to a maximum of $100,000 per sepbraisured depositor and up to a
maximum of $250,000 for self-directed retiremerd@mts. However, pursuant to its statutory autiiptite Board of Directors of the FDIC
increased the deposit insurance available on depesbunts to $250,000 effective until December2BIL2. At that time, deposit insurance
coverage will return to $100,000 for all depositecpries, except for IRAs and certain retiremerbaats that will continue to be insured up to
$250,000 as described above.

The FDIC may terminate the insurance of an institi$ deposits upon a finding that the institutitass engaged in unsafe or unsound practices, is
in an unsafe or unsound condition to continue ap®ra or has violated any applicable law, regulatimle, order or condition imposed by the
FDIC. The management of the Bank does not knowngfpmactice, condition or violation that might lefdtermination of deposit insurance.
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Under the Deposit Insurance Funds Act of 1996 (tauAct”), the assessment base for the paymentswodshissued in the late 1980’s by the
Financing Corporation (“FICQO”) to recapitalize thew defunct Federal Savings and Loan InsurancedZatipn was expanded to include,
beginning January 1, 1997, the deposits of centaiured institutions, including the Bank. The borstsied by FICO are due to mature in 2017
through 2019. The FICO payments are in additiothéodeposit insurance assessment.

The total expense incurred in 2010 and 2009 fod#osit insurance assessment and the FICO paymeast$2.3 million and $2.7 million,
respectively.

Loans to One BorrowerFederal law provides that savings institutiores generally subject to the limits on loans to ooedower applicable to
national banks. Subject to certain exceptionsyaga institution may not make a loan or extendiitr® a single or related group of borrowers in
excess of 15% of its unimpaired capital and surphmsadditional amount may be lent, equal to 10%rmpaired capital and surplus, if secured
by specified readily-marketable collateral. At Dexber 31, 2010, the Bank’s limit on loans to onertwer was $30.9 million. At December 31,
2010, the Bank’s maximum loan exposure to a sihgheower was $19.0 million, although the amounstariding at December 31, 2010 was
$16.5 million.

Qualified Thrift Lender TestThe Home Owners Loan Act requires savings insitis to meet a qualified thrift lender test. Untler test, a
savings association is required to either quakfaddomestic building and loan association” urtierinternal Revenue Code or maintain at least
65% of its “portfolio assets” (total assets led9:qpecified liquid assets up to 20% of total ag9@) intangibles, including goodwill; and (3) the
value of property used to conduct business) irageffualified thrift investments” (primarily reséatial mortgages and related investments,
including certain mortgage-backed securities) ileast nine months out of each 12 month period.ithatdlly, education loans, credit card loans
and small business loans may be considered “gedltfirift investments.”

A savings institution that fails the qualified ttiliender test is subject to certain operatingrietsbns and may be required to convert to a bank
charter. As of December 31, 2010, the Bank mettiaified thrift lender test.

Limitation on Capital DistributionsOTS regulations impose limitations upon all calpitistributions by a savings institution, inclugioash
dividends, payments to repurchase its shares aymdgyes to shareholders of another institution aash-out merger. Under the regulations, an
application to and the approval of the OTS is regplprior to any capital distribution if the instiion does not meet the criteria for “expedited
treatment” of applications under OTS regulationg.(, generally, examination ratings in the two topegaties), the total capital distributions for
the calendar year exceed net income for that Viearthe amount of retained net income for the megetwo years, the institution would be
undercapitalized following the distribution or tHistribution would otherwise be contrary to a stetwegulation or agreement with the OTS. If an
application is not required, the institution must provide prior notice to the OTS of the capithstribution if, like the Bank, it is a subsidiaoy a
holding company. In the event the Bank’s capitiifelow its regulatory requirements or the OTSified it that it was in need of more than
normal supervision, the Bank’s ability to make talpdlistributions could be restricted. In addititiee OTS could prohibit a proposed capital
distribution by any institution, which would othesg be permitted by the regulation, if the OTS datees that such distribution would constitute
an unsafe or unsound practice. If the OTS objectke Bank’s notice to pay a dividend to the Conypéime Company may not have the liquidity
necessary to pay a dividend in the future, paywalend at the same rate as historically paid, lbe brepurchase stock, or to meet current debt
obligations. In addition, capital requirements magelicable to the Company as a result of the Dieiddik Act may limit the Compang’ability to
pay dividends or repurchase stock in the future.

AssessmentsSavings institutions are required to pay assestte the OTS to fund the agency’s operations. ddsessments, paid on a semi-
annual basis, are based upon the institution’s éstsets, including consolidated subsidiaries psrted in the Bank’s latest quarterly thrift
financial report, as well as the institutisimegulatory rating and complexity component. Té&easments paid by the Bank for the fiscal yeaed
December 31, 2010 totaled $399,000.
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Transactions with Related Partiehe Bank’s authority to engage in transactiorth Viaffiliates” (e.g ., any company that controls or is under
common control with an institution, including them@pany and its non-savings institution subsidiaiieémited by Federal law. The aggregate
amount of covered transactions with any individaffiliate is limited to 10% of the capital and slup of the savings institution. The aggregate
amount of covered transactions with all affiliaiesimited to 20% of the savings institution’s cibiand surplus. Certain transactions with
affiliates are required to be secured by collaterain amount and of a type described in Fedeval Tdhe purchase of low quality assets from
affiliates is generally prohibited. The transactiavith affiliates must be on terms and under cirstamces, that are at least as favorable to the
institution as those prevailing at the time for garable transactions with non-affiliated companiesddition, savings institutions are prohibited
from lending to any affiliate that is engaged itivdties that are not permissible for bank holdo@mpanies and no savings institution may
purchase the securities of any affiliate other thaubsidiary.

The Sarbanes-Oxley Act of 2002, generally prohiloitsis by the Company to its executive officers dinelctors. However, the Act contains a
specific exemption for loans from the Bank to keeutive officers and directors in compliance witbderal banking laws. Under such laws, the
Bank’s authority to extend credit to executive ofis, directors and 10% shareholders (“insidees’)well as entities such persons control, is
limited. The law limits both the individual and aggate amount of loans the Bank may make to insidased, in part, on the Bank’s capital
position and requires certain board approval proesito be followed. Such loans must not involveartban the normal risk of repayment and
are required to be made on terms substantiallgdinge as those offered to unaffiliated individuaigept for loans made pursuant to a benefit or
compensation program that is widely available t@alployees of the institution and does not givefgnence to insiders over other employees.
Loans to executive officers are subject to addélaBstrictions.

Enforcement The OTS has primary enforcement responsibilitgr@avings institutions and has the authority togactions against the

institution and all institution-affiliated partieicluding stockholders, and any attorneys, appraiand accountants who knowingly or recklessly
participate in wrongful action likely to have arnvadse effect on an insured institution. Formal ecément action may range from the issuance
capital directive or cease and desist order to vainaf officers and/or directors to the institutiohreceivership, conservatorship or termination of
deposit insurance. Civil penalties cover a wideggeaaf violations and can amount to $25,000 per dagyven $1 million per day in especially
egregious cases. The FDIC has the authority tomegend to the Director of the OTS that enforcemetiba be taken with respect to a particular
savings institution. If action is not taken by Bieector, the FDIC has authority to take such actioder certain circumstances. Federal law also
establishes criminal penalties for certain violasio

Standards for Safety and Soundnefke Federal banking agencies have adopted Irtrcggsuidelines prescribing Standards for Safety an
Soundness. The guidelines set forth the safetysanddness standards that the Federal banking agams to identify and address problems at
insured depository institutions before capital beee impaired. If the OTS determines that a savimgigtution fails to meet any standard
prescribed by the guidelines, the OTS may reqhiednstitution to submit an acceptable plan to @ahicompliance with the standard.

Federal Home Loan Bank System

The Bank is a member of the Federal Home Loan Bystem, which consists of 12 regional FHLBs. EakdlhB provides member institutions
with a central credit facility. The Bank, as a membf the FHLB-NY is required to acquire and hadhdes of capital stock in that FHLB in an
amount at least equal to 0.20% of mortgage relasséts and 4.5% of the specified value of certaimstctions with the FHLB. The Bank was in
compliance with this requirement with an investmierfHLB-NY stock at December 31, 2010 of $16.9liwril.

The FHLBs are required to provide funds for thevimes resolution of insolvent thrifts and to cohtrie funds for affordable housing programs.
These requirements could reduce the amount of elidd that the FHLBs pay to their members and calsh result in the FHLB imposing a
higher rate of interest on advances to their membedividends were reduced, or interest on fute B advances increased, the Bank’s net
interest income would likely also be reduced.
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Federal Reserve System

The Federal Reserve Board regulations require deppdnstitutions to maintain reserves againstrtiansaction accounts (primarily interest-
bearing checking and regular checking accountsy.régulations generally provide that reserves bietaiaed against aggregate transaction
accounts as follows: a 3% reserve ratio is assems@@t transaction accounts up to and includirlg Zillion; a 10% reserve ratio is applied
above $55.2 million. The first $10.7 million of eftwise reservable balances (subject to adjustniiritse Federal Reserve Board) are exempt
from the reserve requirements. The amounts arestdjuannually. The Bank complies with the foregamguirements. For 2011, the Federal
Reserve Board has set the 3% reserve limit at $1holibn and the exemption of $58.8 million.

FEDERAL AND STATE TAXATION
Federal Taxation

General The Company and the Bank report their income calendar year basis using the accrual methodaafuating, and are subject to
Federal income taxation in the same manner as otdrporations with some exceptions, including pattirly the Bank’s reserve for bad debts
discussed below. The following discussion of tattera is intended only as a summary and does nmpopito be a comprehensive description of
the tax rules applicable to the Bank or the Compahg Bank has not been audited by the IRS in @Qgrears. For its 2010 taxable year, the E

is subject to a maximum Federal income tax ratgseh.

Distributions. Under the 1996 Act, if the Bank makes “non-dividedistributions” to the Company, such distributamill be considered to have
been made from the Barkunrecaptured tax bad debt reserves (includingalence of its reserves as of December 31, 1@8thetextent therec
and then from the Bank’s supplemental reserved®sds on loans, to the extent thereof, and an anbased on the amount distributed (but not in
excess of the amount of such reserves) will baiged in the Bank’s income. Non-dividend distribntanclude distributions in excess of the
Bank’s current and accumulated earnings and prefii€alculated for Federal income tax purposesiildlitions in redemption of stock, and
distributions in partial or complete liquidationiviziends paid out of the Barkturrent or accumulated earnings and profitswatibe so include

in the Bank’s income.

The amount of additional taxable income triggergdmon-dividend distribution is an amount thatewheduced by the tax attributable to the
income, is equal to the amount of the distributibinus, if the Bank makes a non-dividend distribatio the Company, approximately one and
one-half times the amount of such distribution (bot in excess of the amount of such reserves)dvoelincludable in income for Federal income
tax purposes, assuming a 35% Federal corporatenitax rate. The Bank does not intend to pay dhddethat would result in a recapture of any
portion of its bad debt reserves.

Corporate Alternative Minimum TaxThe Internal Revenue Code of 1986, as amended@bde”)imposes a tax on alternative minimum taxe
income (“AMTI") at a rate of 20%. The excess of the bad debt reskduction using the percentage of taxable incoethod over the deductic
that would have been allowable under the experiemethod is treated as a preference item for pugoseomputing the AMTI. Only 90% of
AMTI can be offset by net operating loss carryovara/hich the Bank currently has none. AMTI is ieased by an amount equal to 75% of the
amount by which the Bank’s adjusted current easigxgeeds its AMTI (determined without regard tie tireference and prior to reduction for
net operating losses). The Bank does not expdu subject to the AMTI.

Dividends Received Deduction and Other Mattéfrhe Company may exclude from its income 100%iwaflénds received from the Bank as a
member of the same affiliated group of corporatidri®e corporate dividends received deduction isgaly 70% in the case of dividends recei
from unaffiliated corporations with which the Comgaand the Bank will not file a consolidated tatura, except that if the Company or the Bi
own more than 20% of the stock of a corporatiofrithigting a dividend then 80% of any dividends iieed may be deducted.
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State and Local Taxation

New Jersey Taxatio. The Bank files New Jersey income tax returns.Ne@w Jersey income tax purposes, the Bank is sutgjectax rate of 9%
of taxable income. For this purpose, “taxable inedbgenerally means Federal taxable income, subjezrain adjustments (including additior
interest income on State and municipal obligations)

The Company is required to file a New Jersey inctemeeturn because it does business in New JeffeeyNew Jersey tax purposes, regular
corporations are presently taxed at a rate equefdof taxable income. However, if the Company meettain requirements, it may be eligible to
elect to be taxed as a New Jersey Investment Congiamtax rate presently equal to 3.60% (40% of 8ftaxable income.

OceanFirst REIT Holdings, Inc. files a New Jergagoime tax return which includes income earned bya@Eirst REIT Holdings, Inc. and by
OceanFirst Realty Corp. OceanFirst REIT Holdings, Is expected to qualify as a New Jersey Investi@empany and be taxed at a rate
presently equal to 3.60% of taxable income.

New York Taxatior. The Bank, through Columbia, is subject to NewRyState income tax. The tax is measured by “emttencome” which is
Federal taxable income with adjustments.

Delaware Taxation As a Delaware holding company not earning incamigelaware, the Company is exempted from Delawarporate income
tax but is required to file an annual report wittdgay an annual franchise tax to the State ofvieie.

ltem 1A. Risk Factors

The nationwide recession and difficult market ctinds have adversely affected the industfne Bank is exposed to general economic
conditions and downturns in the U.S. housing mafReamatic declines in the national housing mankeecent years, with falling home prices
and increasing foreclosures, unemployment and vacigroyment, have negatively impacted the credifgpmance of mortgage loans and
resulted in significant write-downs of asset valbgdinancial institutions, including governmentesysored entities, major commercial and
investment banks, and regional and community firdmestitutions such as the Company. Reflectingassn about the stability of the financial
markets generally and the strength of counterpamiany lenders and institutional investors hadeiced or ceased providing funding to
borrowers, including to other financial instituterThis market turmoil and tightening of credit bded to an increased level of commercial and
consumer delinquencies, lack of consumer confidenceesased market volatility and widespread reiducdf business activity generally. The
continuing economic pressure on consumers andaacénfidence in the financial markets may adversdiect the Compang’business, financi
condition and results of operations. A worseninghese conditions would likely exacerbate the aslverffects of these difficult market conditions
on the Company and others in the financial instihg industry. In particular, the Company may faeefollowing risks in connection with these
events:

* The Company'’s stock price could be negatively inpéby these events and could remain under presstitea market recovery is
under way

» Increased regulation of the industry. Compliancthwuch regulation may increase costs and limibmpany’s ability to pursue
business opportunitie

» The process used to estimate losses inherent @dhwany’s credit exposure requires subjectiveamplex judgments, including
forecasts of economic conditions and how these@oanconditions might impair the ability of borrovgeto repay their loans. A
continued deterioration in economic conditions radyersely affect future earninc

* Increased levels of nonperforming loans and logede may negatively impact earnin

» The Company may be required to pay significantghler FDIC deposit premiums because market develofnmave significantly
depleted the insurance fund of the FDIC and redtivedatio of reserves to insured depo:

» A further deterioration in consumer confidenceiirahcial institutions which could lead to declinegleposit totals and impact
liquidity.
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A continuation or worsening of current financialnket or economic conditions could materially andexgely affect the Company’s business,
financial condition, results of operations, acdessredit or the trading price of the Company’s coom stock.

A continued downturn in the local economy or indbieal estate values could hurt profitdost of the Bank’s loans are secured by reatesta
are made to businesses in Ocean and Monmouth @suhtew Jersey and the surrounding area. As a @ghis concentration, a downturn in
local economy could cause significant increasewimperforming loans, which would hurt profits. Prio 2007 there was a significant increase in
real estate values in the Bank’s market area. Shatetime, there has been a weakening in the aahomy with rising unemployment coupled
with declining real estate values and increasemimperforming mortgage loans, particularly rest@ggoans. A further decline in real estate
values could cause some residential and commentighage loans to become inadequately collatedhliadich would expose the Bank to a
greater risk of loss.

Changes in interest rates could adversely affesttit®of operations and financial conditiohhe Banks$ ability to make a profit largely depends

net interest income, which could be negatively@#d by changes in interest rates. The intereshirgcearned on interest-earning assets and the
interest expense paid on interest-bearing liabditire generally fixed for a contractual periotirae. Interest-bearing liabilities generally have
shorter contractual maturities than interest-earaissets. This imbalance can create significamiregs volatility, because market interest rates
change over time. In a period of rising interestsathe interest income earned on interest-eaasagts may not increase as rapidly as the interes
paid on interest-bearing liabilities.

In addition, changes in interest rates can affeetaverage life of loans and mortgage-backed g@=urA reduction in interest rates causes
increased prepayments of loans and mortgage-bagadities as borrowers refinance their debt tacedheir borrowing costs. This creates
reinvestment risk, which is the risk that the Bam&y not be able to reinvest the funds from fastepgyments at rates that are comparable to the
rates earned on the prepaid loans or securitiesve®sely, an increase in interest rates generatiyces prepayments. Additionally, increases in
interest rates may decrease loan demand and/or itmakee difficult for borrowers to repay adjustabhte loans.

Changes in interest rates also affect the curremket value of the interest-earning securitiesfpbot Generally, the value of securities moves
inversely with changes in interest rates. Unredlizet losses on securities available for saleeperted as a separate component of equity. To the
extent interest rates increase and the value cdthable for sale portfolio decreases, stockhwfdequity will be adversely affected.

The Bank operates in a highly regulated environmedtmay be adversely affected by changes in laasegulations The Bank is subject to
extensive regulation, supervision and examinatipthle OTS, which is currently its primary federagulator, and by the FDIC, as insurer of
deposits. Such regulation and supervision govdrasdttivities in which an institution and its helgicompany may engage, and are intended
primarily for the protection of the insurance fusad depositors. Regulatory authorities have exterdiscretion in their supervisory and
enforcement activities, including the impositionrestrictions on operations, the classificatiomsdets and determination of the level of the
allowance for loan losses. The purpose of the Ewdsregulations that govern the Bank’s operatioasgiasigned for the protection of depositors
and the public, but not the Company’s stockholders.

In July of 2010, the Dodd-Frank Act was enactece Diodd-Frank Act is a broad legislative initiatihat will significantly change the current
bank regulatory structure and affect the operadictyities of financial institutions and their hald companies. For example, the Dodd-Frank Act
provides that the OTS, which is currently the priynfederal regulator for the Company and the Bavikk,cease to exist in July of 2011. The O(
which is currently the primary federal regulator fational banks, will become the primary fedeegjulator for federal thrifts such as the Bank.
The FRB will supervise and regulate all savings laath holding companies that were formerly regudig the OTS, including the Company. In
addition, the Dodd-Frank Act creates the CFPB Withad powers to supervise and enforce consumesgiion laws. The CFPB has broad rule-
making authority for a wide range of consumer prtom laws that apply to all banks and savingsituisbns, including the authority to prohibit
“unfair, deceptive or abusive” acts and practiddse Dodd-Frank Act also directs the FRB to issdesto limit debit-card interchange fees, (the
fees that issuing banks charge merchants eachatitneasumer uses a debit card) collected by Bantksagsets of $10 billion or more. On
December 16, 2010, the FRB issued a proposed tithwvould cap debit-card interchange fees to neentivan 12 cents per transaction
compared to an industry average of 44 cents pesaion. The Bank’s average interchange fee paséction is 36 cents. The Dodd-Frank Act
exempts from the FRB’s rule banks with assetstleas $10 billion, such as the Bank. Although exefrgrn the rule, market forces may result in
reduced fees charged by all issuers, regardlesssef size, which may result in reduced revenuehéBank. For the year ended December 31,
2010, the Bank’s revenues from interchange feeg 218 million. The FRB has until April 2011 toussa final regulation, so the timing and
ultimate extent of impact to the Company is unknoiiso, effective July 21, 2011 is a provision bé&tDoddFrank Act that eliminates the fede
prohibitions on paying interest on demand depo#itss allowing businesses to have interest-bealfiegking accounts. It is difficult to predict at
this time what specific impact the Dodd-Frank Abg yet to be adopted implementing rules and réiguis, the change in the Company’s and the
Bank’s regulators, or any other changes or lawegulation, will have on the Company and the BandweElver, it is expected that at a minimum
they will increase the Company’s operating and dampe costs and could also increase interest esepand decrease revenue.
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The recently publicized foreclosure issues affecthre natiohs largest mortgage loan servicers could impacB#m& s foreclosure process

Several of the nation’s largest mortgage loan sergihave experienced highly publicized issues wisipect to their foreclosure processes. As a
result, some of these servicers have experiencedtoraums on their foreclosures and have beenubgest of state attorney general scrutiny and
consumer lawsuits. In light of these issues, thekBeas reviewed its foreclosure policies and pracesiand has not found it necessary to interrupt
any foreclosures. Over the past few years, forectomelines have increased significantly dueatnpng other reasons, delays associated wit
significant increase in the number of forecloswases as a result of the economic crisis, additiomasumer protection initiatives related to the
foreclosure process, increased documentary reqaiteand judicial scrutiny, and, voluntary andome cases, mandatory programs intended to
permit or require lenders to consider loan modifares or other alternatives to foreclosure. Thesedlosure process issues and the potential lega
and regulatory responses could impact the foreptogrocess and timing to completion of foreclosdoesesidential mortgage lenders, including
the Bank, which might result in a material advefect on collateral values and the Bank’s abil@tyminimize its losses.

Continued capital and credit market volatility megversely affect the Compaisyability to access capital and may have a matade¢rse effect
on the Comparnig business, financial condition and results of aflens. The capital and credit markets have been expangrvolatility and
disruption in recent years. The markets have predulownward pressure on stock prices and crediliadility for certain issuers without regard
to those issuers’ underlying financial strengttcufrent levels of market disruption and volatilitgntinue or worsen, there can be no assurance
that the Company will not experience an adversecefin its ability to access capital, which migigult in a material adverse effect upon the
Company’s business, financial condition or resafteperations.

Changes in the fair value of securities may reduiocekholders equity and net incomeAt December 31, 2010, the Company maintained a
securities portfolio of $433.1 million all of whiagkias classified as available for sale. The estithfgi value of the available for sale securities
portfolio may increase or decrease depending owrriwdit quality of the underlying issuer, markeuiidity, changes in interest rates and other
factors. Stockholder’s equity is increased or dasee by the amount of the change in the unreatjaedor loss (difference between the estimated
fair value and the amortized cost) of the availdbtesale securities portfolio, net of the related expense or benefit, under the category of
accumulated other comprehensive income/loss. Ttwered decline in the estimated fair value of gustfolio will result in a decline in reported
stockholder’s equity, as well as book value perwmm share. The decrease will occur even thougbkeberities are not sold.

The Company conducts a periodic review and evalnaif the securities portfolio to determine if thecline in the fair value of any security bel

its cost basis is other-than-temporary. Factorshvhre considered in the analysis include, buhatdimited to, the severity and duration of the
decline in fair value of the security, the finad@andition and near-term prospects of the isswbgther the decline appears to be related to issuel
conditions or general market or industry conditiahge intent and ability to retain the security foperiod of time sufficient to allow for any
anticipated recovery in fair value and the likebldoof any near-term fair value recovery. If suchlohe is deemed to be other-than-temporary, the
security is written down to a new cost basis amdrésulting loss is charged to earnings as a coemiaf non-interest income.
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At December 31, 2010, the securities availableséde portfolio included corporate debt securittssied by national and regional banks. The
portfolio consisted of eleven $5.0 million issupsead among eight issuers. At December 31, 20&0sehurities had a book value of $55.0 mil
and an estimated fair value of $39.9 million. Then®any may be required to recognize an other-tearporary impairment charge related to
these securities if circumstances change.

Increased emphasis on commercial lending may exihesBank to increased lending risk&t December 31, 2010, $511.8 million, or 30.4%, o
the Bank’s total loans consisted of commercial essthte, multi-family and land loans, and commémmisiness loans. This portfolio has grown in
recent years and the Bank intends to continue fghesize these types of lending. These types otlganerally expose a lender to greater risk of
non-payment and loss than one-to-four family resiidé mortgage loans because repayment of the loi@s depends on the successful operation
of the property and the income stream of the boerewSuch loans typically involve larger loan baksito single borrowers or groups of related
borrowers compared to one-to-four family residdmtiartgage loans. Also, many of the Bank’s comnaroorrowers have more than one loan
outstanding. Consequently, an adverse developmigmr@spect to one loan or one credit relationslaip expose the Bank to a significantly
greater risk of loss compared to an adverse dexweapwith respect to a one-to-four family residehtinortgage loan.

The Compans allowance for loan losses may be inadequate hadtald hurt the Compahy earnings The Companys allowance for loan loss
may prove to be inadequate to cover actual loaseand if the Company is required to increasalitsvance, current earnings may be reduced.
When borrowers default and do not repay the lohasthe Bank makes to them, the Company may logeemnd he Company’s experience shows
that some borrowers either will not pay on timewill not pay at all, which will require the Compalry cancel or “charge-off’ the defaulted loan
or loans. The Company provides for losses by résgmvhat it believes to be an adequate amountgorébany probable incurred losses. A
“charge-off” reduces the Company’s reserve for fldedoan losses. If the Company’s reserves wesdffitient, it would be required to record a
larger reserve, which would reduce earnings for plesiod.

The Bank or Columbia may be required to repurchasegage loans for a breach of representationsvamdhnties, which could harm the
Companys earnings The Bank and Columbia each entered into loanagieements with investors in the normal courdausfness. The loan si
agreements generally required the repurchase tEindoans previously sold in the event of a vidlatof various representations and warranties
customary to the mortgage banking industry. Remseldemands accelerated industry-wide in recens yAdditionally, FNMA, FHLMC and
investors carefully examine loan documentation wh#h goal of increasing the amount of repurchageasdloan originator. The repurchased
mortgage loans could typically only be resold atgmificant discount to the unpaid principal balenthe Company maintains a reserve for
repurchased loans, however, if repurchase activigjgnificant, the reserve may need to be incidéseover actual losses which could harm
future earnings.

In September 2007, all loan origination activityCatlumbia was discontinued. A portion of Columbilwan production consisted of “subprime”
loans, which are loans made to individuals whosedwing needs are generally not fulfilled by traaiital loan products because they do not
satisfy the credit documentation or other undemgistandards prescribed by conventional mortgagedrs and loan buyers. In March 2007,
Columbia discontinued the origination of sub-prilo@ns. In the event a significant amount of subpricans originated by Columbia are required
to be repurchased, the Company may be requireditbsich loans in portfolio for an extended peddime or to maturity, if such loans cannot
be later resold. Subprime loans generally havgheriincidence of delinquency, foreclosure and haptcy, which may be substantially higher
than that experienced by mortgage loans undenrwrittea more traditional manner. Such risk assodiatith subprime loans may be increased
during periods of economic slow-downs, increasimgriest rates, and events that affect specifitaygeographic areas in which the loans are
made. Moreover, as many of the subprime loans rogd&olumbia have loan-to-value ratios of 100%, ¢heould be little, if any, equity to fully
recover the net carrying value of the loan in thent of default and foreclosure. In such event,Gbenpany may be required to substantially
increase its allowance for loan losses which waettlice earnings for that period. Settlement agre&sren loans originated by Columbia have
been entered into with some investors which mait line obligation to repurchase mortgage loansafbreach of a representation or warranty.
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The Companys mortgage servicing rights may become impairediwbbuld hurt profits Mortgage servicing rights are carried at the loofe
cost or fair value. Any impairment is recognizechagduction to servicing fee income. In the etbat loan prepayments increase due to incre
loan refinancing, the fair value of mortgage sengcaights would likely decline.

The Companis inability to achieve profitability on new bransheay negatively affect earning¥he Bank has expanded its presence within the
market area through de novo branching and contineahluates opportunities for new branches. Thedigability of this expansion strategy will
depend on whether the income from the new branefiesffset the increased expenses resulting frqrarating these branches. It is expected to
take a period of time before these branches obamyches to open can become profitable. Duringahigd, the expense of operating these
branches may negatively affect net income.

Competition from other banks and financial instdos in originating loans, attracting deposits anaviding various financial services may
adversely affect profitability and liquidityThe Company has substantial competition in oatjig loans, both commercial and consumer in its
market area. This competition comes principallyrfrother banks, savings institutions, mortgage brapkbmpanies and other lenders. Many of
these competitors enjoy advantages, including grdatancial resources and access to capital, gémoregulatory ratios and higher lending limits,
a wider geographic presence, more accessible biafich locations, the ability to offer a wider ayrof services or more favorable pricing
alternatives, as well as lower origination and afiag costs. This competition could reduce the Camyfs net income by decreasing the number
and size of loans that the Bank originates andniegest rates charged on these loans.

In attracting business and consumer deposits, timep@ny faces substantial competition from othenried depository institutions such as banks,
savings institutions and credit unions, as welhasitutions offering uninsured investment alteived, including money market funds. Many of its
competitors enjoy advantages, including greaterfamal resources and access to capital, strongatatery ratios, stronger asset quality and
performance, more aggressive marketing campaigttgrtoranch recognition and more branch locatidhese competitors may offer higher
interest rates than the Company, which could deeréize deposits that the Company attracts or redfoér Company to increase its rates to retain
existing deposits or attract new deposits. Increaeposit competition could materially adversefgetfthe Company’s ability to generate the
funds necessary for lending operations. As a regwdtCompany may need to seek other sources défilmat may be more expensive to obtain
which could increase the cost of funds.

The Company must continue to attract and retaitifqgthpersonnel and maintain cost controls aneétgsality. The Company’s ability to
manage growth successfully will depend on its gbib continue to attract and retain managemengggpced in banking and financial services
and familiar with the communities in its marketards the Company grows, the Company must be atdériact and retain qualified additional
management and loan officers with the appropriatellof experience and knowledge about local maakeds to implement the Company’s
operating strategy. The unexpected loss of seofiemy key management personnel, or the inabiitsetruit and retain qualified personnel in the
future, could adversely affect the Company. If @@mpany grows too quickly and is not able to attca@lified personnel and maintain cost
controls and asset quality, this continued grovaild adversely affect the Company.

The Banks ability to originate mortgage loans for portfdtias been adversely affected by the increased ddipeesulting from the
unprecedented involvement of the U.S. governmedt@SEs in the residential mortgage mark®ver the past few years, the Bank has faced
increased competition for mortgage loans due taitiprecedented involvement of the GSEs in the rageggnarket as a result of the recent
economic crisis, which has caused the interestfoatihirty-year fixed-rate mortgage loans thatfmem to GSE guidelines to remain artificially
low. In addition, the U.S. Congress recently exeehthrough September 2011 the expanded conforroamglimits in the Bank’s market, allowing
larger balance loans to continue to be acquireth®YGSES. As a result, more loans in the Bank’sf@ar qualified under the expanded
conforming loan limits and were refinanced into fowming fixed-rate mortgages which the Bank origasabut does not retain for its

portfolio. The Bank expects that one-to-four famitprtgage loan repayments will remain at elevageels and will continue to outpace the
production of loans to be held for portfolio. Asesult of these factors, it may be difficult foetBank to grow the residential mortgage loan
portfolio, which could have a materially adversepant on the Bank’s earnings.
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On February 11, 2011, the Administration releasedeport on restructuring FNMA and FHLMC and ortlier reforming the mortgage and
securitization markets. The report details the Adstration’s intent to “wind down FNMA and FHLMC drshrink the government’s current
footprint in housing finance.” Specifically, thegmosal will increase GSE pricing, reduce conformoan limits by allowing temporary higher
limits to reset downward as of October 1, 2011 seha a minimum 10% down payment requirement fordwers, and shrink the GSE'’s
investment portfolio at a rate of not less than J@®oyear. It is unsure at this time whether thenkstration’s proposal, or any other proposed
reform, affecting the GSEs will be enacted, argbifthe final form and impact on the Bank.

There is no guaranty that the Company will be &ébleontinue to pay a dividend or, if continued Wi able to pay a dividend at the current rate
The Board of Directors of the Company determindssatiscretion if, when and the amount of dividetidat may be paid on the common stocl
making such determination, the Board of Directafsetinto account various factors including econoooieditions, earnings, liquidity needs, the
financial condition of the Company, applicable statw, regulatory requirements and other factoesydl relevant by the Board of Directors.
Although the Company has a history of paying a gubrdividend on its common stock, there is norgaéy that such dividends will continue to
be paid in the future, particularly in the eventhfnges in those factors which may affect the @o&Directors’ determination to pay a dividend.

Deposit insurance assessments may increase sudlyanthich may adversely affect profitd-ederal law requires that the designated regatia
for the deposit insurance fund be established byFDIC at 1.15% to 1.50% of estimated insured dignpd§this reserve ratio drops below 1.15%
or the FDIC expects that it will do so within sbomths, the FDIC must, within 90 days, establish iamglement a plan to restore the designated
reserve ratio to 1.15% of estimated insured depegthin eight years (absent extraordinary circiamses).

Continued bank failures coupled with unsettled eooic conditions have significantly reduced the dsfpimsurance fund’s reserve ratio. In 2009
the FDIC announced increased assessments and dlaildebasis point emergency special assessmeist) whs collected on September 30,
2009. The Company recorded an expense of $869¢0afd year ended December 31, 2009 to reflectpleeial assessment. The interim rule
would also permit the FDIC to impose an emergempecil assessment after June 30, 2009, of up @8 points if necessary to maintain pu
confidence in federal deposit insurance. Theserssignificantly increased the Company’s non-ggeexpense in 2009.

In addition, in 2009 the FDIC, required insureditagions to prepay their estimated quarterly risdsed assessments for the fourth quarter of 200¢
and for all of 2010, 2011 and 2012. The prepayméassessments would ensure that the deposit mseiystem remains directly funded by
depository institutions and preserves the FDICititglio borrow from the Treasury for emergencysitions. The prepayment of $7.4 million was
collected on December 30, 2009 and was recordadaspaid expense on the Company’s statementaridial condition. The prepaid expense is
periodically amortized into operating expense tiglo2012.

On February 7, 2011 the FDIC Board approved a finlgl that changes the assessment base from dordeptisits to average assets minus
average tangible equity, adopts a new large-baickngrassessment scheme, and sets a target siteefBreposit Insurance Fund. The changes are
effective beginning with the second quarter of 200le rule finalizes a target size for the Depbstirance Fund at 2 percent of insured deposits.
It also implements a lower assessment rate schachda the fund reaches 1.15 percent (so that tbeage rate over time should be about 8.5
basis points) and, in lieu of dividends, providesd lower rate schedule when the reserve ratichesa2 percent and 2.5 percent. The rule lowers
overall assessment rates in order to generateathe approximate amount of revenue under the negerdrase as was raised under the old base.
The assessment rates in total would be betweear@l® basis points on the broader base for bartkeitowest risk category, and 30 to 45 basis
points for banks in the highest risk category. Tdased assessment method will likely result ir@duction in the Company’s non-interest expense
in 2011. There can be no assurance, however,htbatdtions of the FDIC will restore the insuranoed balance to the required reserve ratio or
that the FDIC will not be required to take furtlaetions that may have a negative affect on the @moiylp earnings or financial condition.
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Iltem 1B. Unresolved Staff Comments
None

Item 2. Properties

The Bank conducts its business through its admatige office, which includes a branch office, @flother full service offices located in Ocean,
Monmouth and Middlesex Counties, and through a fmaduction office and a trust and wealth manageroffice.

Item 3. Legal Proceedings

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

ltem 4. Reserved

PART II

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Isuer Purchases of Equity Securitie
Market Information for Common Stock

OceanFirst Financial Corp.’s common stock is traoiedhe Nasdaq Stock Market under the symbol OQWRE.table below shows the reported
high and low daily closing prices of the commorcktduring the periods indicated in 2010 and 2009.

2010
First Second Third Fourth
Quarter Quarter Quarter Quarter
High $11.5¢ $13.3¢ $13.17 $13.3¢
Low 9.84 11.4¢ 11.0¢ 11.8¢
2009
First Second Third Fourth
Quarter Quarter Quarter Quarter
High $16.92 $14.2: $13.8: $12.4:
Low 7.2¢ 10.5¢ 10.9¢ 9.4(C

As of December 31, 2010, the Company had approeim& 000 shareholders, including the number ofqes or entities holding stock in
nominee or street name through various brokershanés.

Stock Performance Graph

The following graph shows a comparison of totatkhwmlder return on OceanFirst Financial Corp.’s own stock, based on the market price of
the Company’s common stock with the cumulativeltaturn of companies in the Nasdaq Market Index twe SNL Thrift Index for the period
December 31, 2005 through December 31, 2010. Tégghgnay not be indicative of possible future perfance of the Company’s common stock.
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Cumulative Total Monthly Return Among
OceanFirst Financial Corp. Common Stock,
All Nasdaq U.S. Stocks and SNL Thrift Index

140.0
120.0 | - 1
100.0 “é?,\/\
80.0 | ——— =
60.0 |
40.0 |
20.0 |
0.0 ! ’
12/31/05 12/31/06 12/31/07 12/31/08 12/31/09 1213110
—e— OceanFirst Financial Corp. —s— All NASDAQ US Stocks SML Thrift Index
12/31/05  12/31/0€  12/31/07 12/31/0¢ 12/31/08  12/31/1C
OceanFirst Financial Cor 100.0C 104.3: 75.3¢  83.01 60.37  71.6%
All Nasdaq US Stock 100.0C 110.3¢ 122.1f 73.3z 106.57 125.9:
SNL Thrift Index 100.0C 116.57 69.9¢ 445( 4150 43.3i

Notes:

A. The lines represent annual index levels deriveohfcompounded daily returns that include all divid!
B. The indexes are reweighted daily, using the mar&pitalization on the previous trading d

C. Ifthe annual interval, based on the fiscal yeat, énot a trading day, the preceding trading idaysed
D. The index level for all series was set to $100 2/31/05.

For the years ended December 31, 2010 and 200€,almpany paid an annual cash dividend of $.48 a8@ ger share, respectively.

On July 16, 2006, the Company announced its irdartt repurchase up to 615,883 shares or 5% ofitttanding common stock. Information
regarding the Company’s common stock repurchasefdéahree month period ended December 31, 2048 isllows:

Total

; Total Number of Maximum Numbe
Number o Average Pric Shares Purchased of Shares that Me
Part of Publicly Yet Be Purchased

Shares Paid per Announced Plans Under the Plans «

Perioc Purchase Share Programs Programs
October 1, 2010 through October 31, 2( -0- — -0- 489,06
November 1, 2010 through November 30, 2 -0- — -0- 489,06:
December 1, 2010 through December 31, 2 -0- — -0- 489,06:
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Item 6. Selected Financial Date

The selected consolidated financial and other ditae Company set forth below is derived in peshf, and should be read in conjunction with
the Consolidated Financial Statements of the Compad Notes thereto presented elsewhere in thisiAliReport.

At December 31

2010 2009 2008 2007 2006
(dollars in thousands
Selected Financial Condition Data:
Total asset $2,251,331  $2,030,02!  $1,857,94( $1,927,49° $2,077,00:
Investment securities available for s 91,91¢ 37,267 34,364 57,62t 82,38¢
Federal Home Loan Bank of New York stc 16,92¢ 19,43¢ 20,91( 22,94! 25,34¢
Mortgagebacked securities available for s 341,17! 213,62. 40,801 54,137 68,36
Loans receivable, ni 1,660,78! 1,629,28 1,648,37! 1,675,91! 1,701,42!
Mortgage loans held for sa 6,67¢ 5,65¢ 3,90: 6,072 82,94:
Deposits 1,663,961 1,364,19 1,274,13. 1,283,791 1,372,32
Federal Home Loan Bank advant 265,00( 333,00( 359,90( 393,00( 430,50(
Securities sold under agreements to repurchasetaed borrowing: 95,36¢ 92,07: 89,92 109,30° 102,48:
Stockholder’ equity 201,25: 183,53t 119,78: 124,30¢ 132,32(
For the Year Ended December

2010 2009 2008 2007 2006
(dollars in thousands; except per share amoi
Selected Operating Data
Interest incom $ 101,36° $ 9586 $ 103,40¢ $ 11496: $ 116,56:
Interest expens 24,25 30,39¢ 45,38z 62,04( 58,44:
Net interest incom 77,11« 65,46: 58,02 52,92+ 58,11¢
Provision for loan losse 8,00( 5,70C 1,77¢ 70C 15C
Net interest income after provision for loan los 69,11 59,76: 56,24¢ 52,22¢ 57,96¢
Other income 15,31: 15,58¢ 12,82 2,531 13,60¢
Operating expense¢ 53,64 50,54+ 47,44 53,82( 52,38
Income before provision (benefit) for income ta 30,77¢ 24,80¢ 21,62¢ 93t 19,19¢
Provision (benefit) for income tax: 10,40! 9,15¢ 6,86( (140) 6,56
Net income 20,37¢ 15,65 14,76¢ 1,07t 12,63
Dividends on preferred stock and discount Accre — 3,17( — — —
Net income available to common stockhols $ 2037¢ $ 12,48 $ 14,76¢ $ 1,07t $ 12,63:
Basic earnings per shz $ 1.1z $ 98 3 127 % 08 3 1.0¢
Diluted earnings per sha $ 112  $ 98 3 12¢ % .08 3 1.07
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At or For the Year Ended December

2010 2009 2008 2007 2006

Selected Financial Ratios and Other Data (1
Performance Ratios:
Return on average ass .93% .82% 7% .05% .62%
Return on average stockhold’ equity 10.62 9.3t 11.9¢ .8€ 9.4C
Stockholder' equity to total asse 8.94 9.04 6.4¢ 6.4¢ 6.37
Tangible equity to tangible ass: 8.94 9.04 6.4¢ 6.4t 6.32
Average interest rate spread 3.5€ 3.42 3.0C 2.5C 2.6¢
Net interest margin (= 3.6¢ 3.6 3.24 2.7¢ 2.9¢
Average interest-earning assets to average intbessing

liabilities 111.9¢ 112.3¢ 109.47 108.9¢ 109.5:
Operating expenses to average as 2.44 2.6€ 2.5z 2.7C 2.5€
Efficiency ratio (4) 58.04 62.3¢ 66.97 97.0¢ 73.0:
Asset Quality Ratios:
Non-performing loans as a percent of total loans rexd#és (5)(6) 2.2¢ 1.72 .97 .52 .25
Non-performing assets as a percent of total asse 1.77 1.52 .92 A48 .23
Allowance for loan losses as a percent of totah$oseceivable (5 1.17 .89 .7C .62 .57
Allowance for loan losses as a percent of totalperforming

loans (6) 52.4¢ 51.9¢ 72.71 119.7¢ 226.2¢
Per Share Data:
Cash dividends per common sh $ .48 $ .8C $ .8C $ .8C $ .8C
Stockholder' equity per common share at end of pel 10.6¢ 9.7t 9.6¢ 10.07 10.7¢
Tangible stockholde’ equity per common share at end of pel 10.6¢ 9.7t 9.6¢ 10.07 10.7¢
Number of full-service customer facilities: 23 23 23 20 21

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

(2) The average interest rate spread representiffaeence between the weighted average yielthterést-earning assets and the weighted
average cost of intere-bearing liabilities

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

(4) Efficiency ratio represents the ratio of operatixpenses to the aggregate of other income anateeest income

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

(6) Non-performing assets consist of non-performing loamd real estate acquired through foreclosure. Nofepming loans consist of all
loans 90 days or more past due and other loareiprocess of foreclosure. It is the Company’sgydid cease accruing interest on all such
loans.
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Item 7. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations
Overview

OceanFirst Financial Corp. has been the holdingpzom for OceanFirst Bank since it acquired thekstdfdhe Bank upon the Bank’s conversion
from a Federally-chartered mutual savings bankRkederally-chartered capital stock savings barl9®6 (the “Conversion”).

The Company conducts business, primarily througlevtnership of the Bank which operates its admiaiisie/branch office located in Toms
River and twenty-two other branch offices. Eighteéthe offices are located in Ocean County, Newelg with four branches in Monmouth
County and one in Middlesex County. The Bank alserates one loan production office in KenilwortleviNJersey and a trust and wealth
management office in Manchester, New Jersey.

The Company’s results of operations are dependéntgly on net interest income, which is the difface between the interest income earned on
the Company’s interest-earning assets, such as adhinvestments, and the interest expense artétestbearing liabilities, such as deposits
borrowings. The Company also generates non-intéregine such as income from loan sales, reverségage loan originations, loan servicing,
merchant check card services, deposit accountcgsrihe sale of alternative investments, trustasseét management services and other fees. Th
Companys operating expenses primarily consist of compémsaind employee benefits, occupancy and equiprfextéral deposit insurance, d
processing, marketing, and other general and adtrative expenses. The Company’s results of omeratire also significantly affected by
general economic and competitive conditions, paldity changes in market interest rates, governrpelities and actions of regulatory agencies.

Strategy

The Company operates as a consumer-oriented bathkawtrong focus on its local community. The Banthe oldest and largest community-
based financial institution headquartered in Odegaunnty, New Jersey. The Bank competes with genelaiyjer and out-of-market financial
service providers through its local focus and tekvery of superior service.

The Company’s strategy has been to consistenthy grofitability while limiting credit and interesate risk exposure. To accomplish these
objectives, the Bank has sought to (1) grow comiakl@ans receivable through the offering of comamrlending services to local businesses;
(2) grow core deposits (defined as all depositgothan time deposits) through de novo branch esiparand product offerings appealing to a
broadened customer base; and (3) increase nomshiecome by expanding the menu of fee-based ptedund services.

With industry consolidation eliminating most logatieadquartered competitors, the Company saw aortwppty to fill a perceived void for
locally-delivered commercial loan and deposit sssi As such, the Bank assembled an experiencedailusiness banking professionals
responsible for offering commercial loan and depssivices and merchant check card services to hasgnesses. As a result of this initiative,
commercial loans represented 30.4% of the Bank& toans at December 31, 2010 as compared to 2a8t2%cember 31, 2005 and only 3.6% at
December 31, 1997. Commercial loan growth in 2048 $44.7 million, or 9.6%, as the Bank successfidiypeted for high quality credits from
larger, out-of-market competitors. The diversifioatof the Bank’s loan products entails a highegrde of credit risk than is involved in one-to-
four family residential mortgage lending activifys a consequence, management continues to emplejl-alefined credit policy focusing on
quality underwriting and close management and Boawditoring.

The Bank seeks to increase core deposit market &hdés primary market area by expanding the bnaretwork and improving market
penetration. Over the past fifteen years througbdber 31, 2010, the Bank has opened fifteen brafiides, eleven in Ocean County and four
in Monmouth County. The Bank is continually evaingtadditional office sites within its existing nkat area.

At December 31, 2010, the fifteen most recentlynggebranches maintained an average core depasibfad6.0%. Core account development
has also benefited from Bank efforts to attractiimss deposits in conjunction with its commeraggding operations and from an expanded mix
of retail core account products. Additionally, metikg and incentive plans have focused on coreuataggrowth. As a result of these efforts the
Bank’s core deposit ratio has grown to 82.9% atdbdwer 31, 2010 as compared to 64.1% at Decemb@085,and only 33.0% at December 31,
1997. Core deposits are generally considered algssnsive and more stable funding source thaificates of deposit.
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Management continues to diversify the Bank’s pradine in order to enhance non-interest income. Baek offers alternative investment
products (annuities, mutual funds and life insuegrfor sale through its retail branch network. Pheducts are non-proprietary, sold through a
third party vendor, and provide the Bank with feedme opportunities. In early 2005, the alternaiivestment program was expanded to add
Licensed Bank Employees which allows the Bank tatur@ more of the revenue associated with thecfdatevestment products. The Bank
introduced trust and asset management serviceslin 2000 and has also expanded the non-interestrie received from small business
relationships including merchant services. As alted these initiatives, income from fees and s@ncharges has increased to $11.2 million for
the year ended December 31, 2010 as compared4am#iion for the year ended December 31, 2005 @migl $1.4 million for the year ended
December 31, 1997. During 2003, the Bank begaminffeaeverse mortgage loans. The Bank was prewaagbroved by FNMA and another
institutional investor as a seller/servicer of eemortgage loans. In late 2010, the Bank begéingall reverse mortgage loan production to an
institutional investor with servicing released. Tgan on sale from selling reverse mortgages ided in the net gain on sales of loans and
securities available for sale.

Summary

Throughout 2009, and continuing into 2010, shomAtéterest rates remained low and the interestyeld curve was unusually steep. The
interest rate environment has generally had aigesihpact on the Company’s results of operatiams @et interest margin. Interesarning asset
both loans and securities, are generally pricethagbbnger-term indices, while interest-bearirapllities, primarily deposits and borrowings, are
generally priced against shorter-term indiceshmfourth quarter of 2010, however, the Compangtsimterest margin contracted as compared to
the prior linked quarter-end and the same prior pesiod. The decrease was due to the investmesttarig deposit flows into interest-earning
deposits and investment securities at modest tereist spread. Additionally, high loan refinancéuwee caused yields on loans and mortgage-
backed securities to reset downward. The overathemy remains weak with continued high unemployneenipled with concern surrounding |
housing market. These economic conditions haveahaablverse impact on the Company’s results of dpesaas non-performing loans and the
provision for loan losses have increased.

Highlights of the Company’s operating results waseollows:

Total assets increased to $2,251.3 million at Ddxesr31, 2010, an increase of 10.9% from $2,0301Bomiat December 31, 2009. Loans
receivable, net increased by $31.5 million, or 1,.8841,660.8 million at December 31, 2010, from6®9.3 million at December 31, 2009,
primarily due to increased commercial and commeéreia estate lending. Investment and mortgage-ésslecurities increased by $182.2 million
to $433.1 million at December 31, 2010, from $25@iBion at December 31, 2009.

The increase in assets was funded by increaseditgpwshich grew by 22.0% to $1,664.0 million atd@mber 31, 2010, from $1,364.2 million at
December 31, 2009. Core deposits, defined as pisies excluding time deposits, grew $326.8 millierceeding total deposit growth of $299.8
million. Growing core deposits remains one of tlmrany’s primary goals. Also, as a result of tr@eéase in deposits, Federal Home Loan Bank
advances were repaid and decreased to $265.0malliDecember 31, 2010, from $333.0 million at Delser 31, 2009.

Net income available to common stockholders forythar ended December 31, 2010 was $20.4 millighilat2 per diluted share, as compare
net income available to common stockholders of $iaillion, or $0.98 per diluted share, for the esponding prior year period. For the year
ended December 31, 2010, diluted earnings per shfeets the higher number of average dilutedeshautstanding from the issuance of
additional common shares in November 2009. Foyéa ended December 31, 2010, diluted earningshae includes $922,000, or $.05 per
share, relating to a reduction in the state defieta® valuation allowance.
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Net interest income for the year ended DecembeR@10 increased to $77.1 million, as compared @%illion in the same prior year peric
reflecting greater interest-earning assets anglaehinet interest margin. The net interest mangineased to 3.69% for the year ended
December 31, 2010, from 3.63% in the same prior pesod partly due to the low interest rate envinent.

The provision for loan losses increased to $8.0anifor the year ended December 31, 2010, as cozdpa $5.7 million for the corresponding
prior year period. The provision for loan lossempares favorably with net loan chargffs of $3.0 million for the year ended Decembey 2010
The Company’s non-performing loans totaled $37.Kaniat December 31, 2010, an increase from $a8lBon at December 31, 2009, with the
largest increase of $7.4 million attributable teedn-four family mortgage loans. The overall ingeds reflective of the economic environment
and extended foreclosure timelines.

The Company remains well-capitalized with a targitdmmon equity ratio of 8.94%.

Return on average stockholders’ equity was 10.6@%hfe year ended December 31, 2010, as compaf&83&o for the corresponding prior year.

Critical Accounting Policies

Note 1 to the Compars Audited Consolidated Financial Statements ferytbar ended December 31, 2010 contains a sumrhaignificant
accounting policies. Various elements of these acting policies, by their nature, are inherentlpjsat to estimation techniques, valuation
assumptions and other subjective assessmentsirCastets are carried in the consolidated statemdrfinancial condition at fair value or the
lower of cost or fair value. Policies with resptzthe methodologies used to determine the alloednicloan losses, the reserve for repurchased
loans, the valuation of Mortgage Servicing Rightd aadgments regarding securities impairment agaribst critical accounting policies because
they are important to the presentation of the Camsafinancial condition and results of operatioimsolve a higher degree of complexity and
require management to make difficult and subjegdtidgments which often require assumptions or ettisiabout highly uncertain matters. The
use of different judgments, assumptions and estisnabuld result in material differences in the itssof operations or financial condition. These
critical accounting policies and their applicatiene reviewed periodically and, at least annualiyh the Audit Committee of the Board of
Directors.

Allowance for Loan Losses

The allowance for loan losses is a valuation actthat reflects probable incurred losses in tha lpartfolio based on managemen¢valuation c
the risks inherent in the Bank’s loan portfolio ahd general economy. The Bank maintains the almedor loan losses through provisions for
loan losses that are charged to income. Chargeagfsst the allowance for loan losses are takdbams where management determines that the
collection of loan principal is unlikely. Recovesienade on loans that have been charged-off aréexnled the allowance for loan losses when
payment is received. The allowance for loan lossesaintained at an amount management considdisisnf to provide for probable losses
based on evaluating known and inherent risks ifdae portfolio resulting from management’s contihguanalysis of the factors underlying the
quality of the loan portfolio. These factors inatuchanges in the size and composition of the laatigdio, actual loan loss experience, current
economic conditions, detailed analysis of individoans for which full collectibility may not be sisred, and the determination of the existence
and realizable value of the collateral and guaemgecuring the loan.

The Bank’s allowance for loan losses consists sifexific allowance and a general allowance, eadateg on a quarterly basis. A specific
allowance is determined for all loans which meetdkfinition of an impaired loan where the valuehaf underlying collateral can reasonably be
evaluated; generally those loans secured by réatiee§ he Bank obtains an updated appraisal fomglhired loans secured by real estate. The
specific allowance represents the difference beatviee Bank’s recorded investment in the loan aeddlr value of the collateral, less estimated
disposal costs. A general allowance is determinedlf other classified and narassified loans. In determining the level of tlemeral allowance
the Bank segments the loan portfolio into varicanl segments and classes. The loan portfolio tkdusegmented by delinquency status and risk
rating. An estimated loss factor is then applieddoh risk tranche. If a loan secured by real eftatomes 90 days delinquent, the Bank obtai
updated appraisal which is subsequently updatedadiyn For these loans, the estimated loss repteske difference between the Bamkécorde
investment in the loan and the fair value of thiateral, less estimated selling costs. For loahi&kvare not 90 days delinquent and secured by
real estate, the loss factors are determined hgsem historical loan loss experience, current engo@onditions, regulatory environment, local
competition, lending personnel, loan policies andarwriting standards, loan review system, delimgydrends, loss trends, nature and volum
the loan portfolio and concentrations of credit.
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An overwhelming percentage of the Bank’s loan mbidftotaling 95.4%, whether one-to-four family,sumer or commercial, is secured by real
estate. Additionally, most of the Bank’s borrowars located in Ocean and Monmouth Counties, Neseyeaand the surrounding area. These
concentrations may adversely affect the Bank’s loas experience should real estate values deatisbould the markets served experience an
adverse economic downturn.

Management believes the primary risk charactesgtic each portfolio segment are a continued dedlirthe economy generally, including
sustained unemployment, a decline in real estatketh@alues and possible increases in interess.ratey one or a combination of these events
may adversely affect the borrowers’ ability to ngplae loans, resulting in increased delinquendazs) losses and future levels of provisions.
Accordingly, the Bank has provided for loan losaethe current level to address the current rigkénloan portfolio.

Although management believes that the Bank habléedtad and maintained the allowance for loan lesdedequate levels, additions may be
necessary if future economic and other conditidgfisrdsubstantially from the current operating eoviment. In addition, various regulatory
agencies, as part of their examination proces#dieally review the Bank’s allowance for loan less Such agencies may require the Bank to
make additional provisions for loan losses basazhupformation available to them at the time ofitlexamination. Although management uses
what it believes to be the best information avddafuture adjustments to the allowance may be ssug due to economic, operating, regulatory
and other conditions beyond the Bank’s control.

Reserve for Repurchased Loans

The reserve for repurchased loans relates to pakéwdses on loans sold which may have to be @yasged due to an early payment default, or a
violation of representations and warranties. Piowuss for losses are charged to gain on sale olaal credited to the reserve, which is part of
other liabilities while actual losses are chargethe reserve. In order to estimate an approprégerve for repurchased loans, the Bank considers
recent and historical experience, product typevaidme of recent whole loan sales and the genemi@mic environment. Management believes
that the Bank has established and maintained gewe for repurchased loans at adequate levels\rewfuture adjustments to the reserve may
be necessary due to economic, operating or othetitbtons beyond the Bank’s control.

Valuation of Mortgage Servicing Rights (“MSR”)

The estimated origination and servicing costs oftgeme loans sold in which servicing rights arairetd is allocated between the loans and the
servicing rights based on their estimated fair galat the time of the loan sale. Servicing assetsarried at the lower of cost or fair value arel a
amortized in proportion to, and over the periodnaf, servicing income. The estimated fair valud&R is determined through a discounted
analysis of future cash flows, incorporating nunusrassumptions including servicing income, sergi@osts, market discount rates, prepayment
speeds and default rates. Impairment of the MSRsgssed on the fair value of those rights withimpgirment recognized as a component of
loan servicing fee income.

The fair value of MSR is sensitive to changes suagptions. Fluctuations in prepayment speed assongphave the most significant impact on
the fair value of MSR. In the event that loan psgpant activities increase due to increased loanae€ing, the fair value of MSR would likely
decline. In the event that loan prepayment actigsitiecrease due to a decline in loan refinandimegfdir value of MSR would likely increase.
Additionally, due to the economic downturn, defaalies and servicing costs may increase in futarsg@s which would result in a decline in the
fair value of MSR. Any measurement of MSR is limditey the existing conditions and assumptions tiliat a particular point in time, and would
not necessarily be appropriate if applied at seddifit point in time.
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Impairment of Securities

On a quarterly basis the Company evaluates whethesecurities are other-théemporarily impaired. In making this determinatitine Compan
considers the extent and duration of the impairmtetnature and financial health of the issuer,ahility and intent to hold the securities for a
period of time sufficient to allow for any antictea recovery in market value and other factorsveeieto specific securities, such as the credit
of the issuer and whether a guarantee or insurapigkes to the security. If a security is deterrdit@ be other-than-temporarily impaired, the
impairment is charged to income during the perfaimpairment is found to exist, resulting in auetibn to earnings for that period.

As of December 31, 2010, the Company concludedaimatunrealized losses in the securities availtdleale portfolios were temporary in nature
because they were primarily related to market @gerates, market illiquidity and wider credit spute for these types of securities. Additionally,
the Company does not intend to sell the secutiekit is more likely than not that the Company wilt be required to sell the securities before
recovery of their amortized cost. Future events wauld materially change this conclusion and regain impairment loss to be charged to
operations include a change in the credit qualitthe issuers or a determination that a marketwegoin the foreseeable future is unlikely.

Analysis of Net Interest Income

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

The following table sets forth certain informatiaating to the Company for each of the years emkstember 31, 2010, 2009 and 2008. The
yields and costs are derived by dividing incomexpense by the average balance of assets ortiiediliespectively, for the periods shown except
where noted otherwise. Average balances are defivadaverage daily balances. The yields and dostade fees which are considered
adjustments to yields.
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Years Ended December &

2010 2009 2008
Average Average Average
Average Yield/ Average Yield/ Average Yield/

(dollars in thousands Balance Interest Cost Balance Interest Cost Balance Interest Cost
Assets:
Interes-earning asset:
Interest-earning deposits and short-te

investments $ 11,252 % 28 25% $ - $ — — % $ 10,49¢ $ 191 1.82%
Investment securities (. 65,59¢ 62¢ .9€ 55,85¢ 88¢  1.5¢ 60,95: 2,948  4.84
FHLB-NY stock 20,83¢ 1,02¢ 4.9: 16,43t 86€ 5.27 20,15¢ 1,39¢ 6.9:
Mortgagebacked securities (. 336,28¢ 11,50: 3.42 91,66( 3,51z 3.8: 46,97( 2,21C  4.71
Loans receivable, net (. 1,653,36 88,18( 5.3t 1,639,99. 90,59¢ 5.52 1,653,41. 96,66( 5.8F
Total interes-earning asse! 2,087,33i 101,36° 4.8¢ 1,803,941 95,86! 5.31 1,791,98 103,40' 5.77
Nor-interes-earning asse! 113,68¢ 94,39 93,05¢
Total asset $2,201,02 $1,898,34. $1,885,04.
Liabilities and Equity
Interes-bearing liabilities:
Money market deposit accour $ 104,83 597 57% $ 91,69¢ 67¢ T4% $ 84,60¢ 1,091 1.29%
Savings accouni 241,76: 1,732 72 223,23( 1,97¢ .88 200,76: 2,01« 1.0C
Interes-bearing checking accour 761,85: 6,41¢ .84 588,92: 7,05¢ 1.2C 500,54( 9,68¢ 1.94
Time deposit: 298,53 5,569 1.87 341,99¢ 8,32t 2.4: 408,87( 13,960 3.4z
Total 1,406,98. 14,34C 1.0Z 1,245,84 18,03: 1.4t 1,194,77 26,75¢ 2.24
FHLB advance: 358,35: 8,62¢ 2.41 263,89¢ 10,84¢ 4.11 344,30: 15,97« 4.64
Securities sold under agreements to

repurchas: 70,98: 434 .61 68,27: 58¢ .8€ 69,66 1,20¢ 1.74
Other borrowing 27,50( 85C 3.0¢ 27,50( 926  3.3i 28,23¢ 1,44: 5.11
Total interes-bearing liabilities 1,863,81! 24,25; 1.3(C 1,605,51! 30,39¢ 1.8¢ 1,636,98! 45,38. 2.717
Nor-interes-bearing deposit 127,53¢ 110,74( 107,97¢
Nor-interes-bearing liabilities 17,76¢ 14,69! 16,87¢
Total liabilities 2,009,171 1,730,941 1,761,83:
Stockholder equity 191,91( 167,39 123,21(
Total liabilities and equit $2,201,02 $1,898,34. $1,885,04.
Net interest incom $ 77,11« $65,46: $ 58,02
Net interest rate spread ( 3.56% 3.42% 3.0(%
Net interest margin (4 3.65% 3.65% 3.24%
Ratio of interest-earning assets to

interes-bearing liabilities 111.9% 112.3¢% 109.4%

(1) Amounts are recorded at average amortized

(2) Amount is net of deferred loan fees, undishdilean funds, discounts and premiums and estimatadloss allowances and includes loans

held for sale and n-performing loans

(3) Netinterest rate spread represents the differbatgeen the yield on inter-earning assets and the cost of inte-bearing liabilities
(4) Netinterest margin represents net interest incdivided by average intere-earning asset:

Rate Volume Analysis

The following table presents the extent to whichraffes in interest rates and changes in the voldiméepest-earning assets and interest-bearing
liabilities have affected the Company’s interesime and interest expense during the periods iteticénformation is provided in each category
with respect to: (i) changes attributable to charigevolume (changes in volume multiplied by priate); (ii) changes attributable to changes in
rate (changes in rate multiplied by prior volume)d (iii) the net change. The changes attributabbtbe combined impact of volume and rate have
been allocated proportionately to the changes dwelume and the changes due to rate.
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Year Ended December 31, 2010 Year Ended December 31, 2009
Compared to Compared to
Year Ended December 31, 20 Year Ended December 31, 20
Increase (Decrease) Increase (Decrease)
Due to Due to
(in thousands Volume Rate Net Volume Rate Net
Interes-earning asset:
Interes-earning deposits and sh-term investment $ 28 $ — $ 28 $ (95 $ (96 $ (19)
Investment securitie 13€ (39¢€) (260) (22¢) (1,8372) (2,060
FHLB-NY stock 221 (59 162 (231 (299 (530
Mortgage-backed securitie 8,40t (4149 7,991 1,77¢ (477) 1,30z
Loans receivable, ni 731 (3,146 (2,415 (769 (5,3072) (6,065)
Total interes-earning asse! 9,521 (4,015 5,50¢ 462 (8,00¢) (7,549
Interes-bearing liabilities:
Money market deposit accour 89 (170 (81) 85 (49¢) (419
Savings accoun! 14¢ (391) (243) 214 (253%) (39
Interes-bearing checking accour 1,782 (2,420) (63¢) 1,511 (4,14%) (2,6372)
Time deposit: (970 (1,760) (2,7300  (2,03¢) (3,609 (5,640
Total 1,04¢ (4,74)) (3,692) (22¢) (8,499¢) (8,729
FHLB advance: 3,13 (5,359 (2,220 (3,442 (1,689 (5,125
Securities sold under agreements to repurc 22 a77) (155) (24) (596 (620)
Other borrowing — (78) (798) (37) (47¢) (515)
Total interes-bearing liabilities 4,204 (10,349 (6,145) (3,729 (11,255 (14,98
Net change in net interest incol $5,317 $ 6,33¢ $11,65. $4,191 $ 3,24¢ $ 7,44C

Comparison of Financial Condition at December 31,210 and December 31, 2009
Total assets at December 31, 2010 were $2.25bmjléin increase of $221.3 million or 10.9%, com@dce$2.030 billion at December 31, 2009.

Investment securities available for sale incredsetl46.6%, to $91.9 million at December 31, 20K¢@mpared to $37.3 million at December
2009, due to purchases of government agency anétipahsecurities, as the Company invested patthefunds received from strong deposit
flows. Mortgage-backed securities available foesatreased by 59.7%, to $341.2 million at Decen®ie2010, as compared to $213.6 million at
December 31, 2009, primarily due to purchases 88%Lmillion in mortgage-backed securities andatelalized mortgage obligations issued by
U.S. government sponsored enterprises.

Loans receivable, net increased by $31.5 millior,.8%, to $1.661 billion at December 31, 2010c@wmpared to a balance of $1.629 billion at
December 31, 2009. The growth was concentratedrimeercial real estate and commercial loans, whigkther increased a total of $44.7
million, or 9.6%.

The increase in assets was funded by increaseditepdiich grew $300.0 million, or 22.0%, to $1.68Hion at December 31, 2010, from $1.2
billion at December 31, 2009. Core deposits, defia® all deposits excluding time deposits, incré&326.8 million partly offset by a $27.0

million decrease in time deposits as the Bank ooetil to moderate its pricing for this product. Alas a result of the increase in deposits, Federal
Home Loan Bank advances decreased by $68.0 mith&265.0 million at December 31, 2010, as comp&reB33.0 million at December 31,
20009.
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Stockholders’ equity at December 31, 2010 incre&se@. 7%, to $201.3 million, as compared to $188illion at December 31, 2009 primarily
due to net income and a reduction in accumulatedratomprehensive loss partly offset by the casileihd on common stock.

Comparison of Operating Results for the Years Endedecember 31, 2010 and December 31, 2009
General

Net income available to common stockholders inadds $20.4 million for the year ended December2B10, as compared to $12.5 million

the year ended December 31, 2009, an increase 2#6®iluted earnings per share increased to $brlthe year ended December 31, 2010, as
compared to $.98 for the same prior year periotut®il earnings per share reflects the higher nummbaverage diluted shares outstanding from
the issuance of an additional 6,389,400 commoresharNovember 2009. Additionally, diluted earnimgs share includes $922,000, or $0.05
share, relating to a reduction in the state defieta® valuation allowance.

Interest Income

Interest income for the year ended December 310 2@k $101.4 million, as compared to $95.9 milfionthe year ended December 31, 2009
reflecting greater interest-earning assets. Avenatgeest-earning assets increased $283.4 milbothie year ended December 31, 2010, as
compared to the same prior year period. The inereass primarily in average mortgage-backed seesritihich rose $244.6 million.

Interest Expense

Interest expense for the year ended December 3D, &8s $24.3 million, as compared to $30.4 milfionthe year ended December 31, 2009.
cost of interest-bearing liabilities decreased.80% for the year ended December 31, 2010, as ceaipa 1.89%, for the prior year due to the
lower interest rate environment. Average interesaring liabilities increased by $258.3 million foe year ended December 31, 2010, as
compared to the prior year. The increase was pifynaraverage core deposits which increased $264ligon and average FHLB advances wh
increased $94.5 million partly offset by a decreasaverage time deposits of $43.5 million. Theéase in average core deposits and average
borrowings were primarily used to fund the increimsaverage mortgage-backed securities.

Net Interest Income

Net interest income for the year ended Decembe2@10 increased to $77.1 million, as compared @%illion in the prior year reflecting
higher net interest margin and higher levels ofri@st-earning assets. The net interest marginaseckto 3.69% for the year ended December 31,
2010 from 3.63% in the prior year.

Provision for Loan Losses

For the year ended December 31, 2010, the Compangission for loan losses was $8.0 million, as paned to $5.7 million for the prior year
primarily due to the increase in non-performingisacontinued economic stress and higher loan basamNon-performing loans increased $9.2
million, or 32.5%, to $37.5 million at December 2010, from $28.3 million at December 31, 2009aiily due to increased delinquencies in
residential mortgages caused by continued high pi@ment and the difficult economic environmentt Miearge-offs increased to $3.0 million
for the year ended December 31, 2010, as compar®2.6 million for the same prior year period. Nbeargeeffs for the year ended December
2010 include $1.2 million relating to loans origied by Columbia, the Company’s mortgage bankingisiidry which was shuttered in 2007.
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Other Income

Other income was $15.3 million for the year ended¢@nber 31, 2010, as compared to $15.6 milliothferprior year. Loan servicing income
(loss) increased to income of $292,000 for the weaied December 31, 2010 from a loss of $18,00¢h&oprior year due to an impairment to the
loan servicing asset of $263,000 recognized irfiteequarter of 2009. Fees and service chargegsased to $11.2 million for the year ended
December 31, 2010, as compared to $10.5 milliontferprior year. The increase was due to higher fisen merchant services, commercial
checking accounts and trust services partly offged reduction in private mortgage insurance feernme of $146,000 related to several rescission
claims. The net gain on sales of loans decreas$d.tomillion as compared to $3.9 million for theéop year due to a decline in the volume of
loans sold partly offset by a higher gain on sategin. The net loss from other real estate oparatiwas $701,000 for the year ended

December 31, 2010 as compared to a loss of $2r00iprior year due to current period write-downthe value of properties previously
acquired. Other income decreased $372,000 fore¢he gnded December 31, 2010, as compared to threypar due to the prior year recovery of
$367,000 on borrower escrow funds at Columbia.

Operating Expenses

Operating expenses increased 6.1%, to $53.6 millinthe year ended December 31, 2010, as compai®s0.5 million for the prior year
primarily a result of increased compensation antegal and administrative expense partially offsetibcreases in occupancy, federal deposit
insurance and merger related expenses. Compensaiibemployee benefits costs increased due to higbentive compensation, salary and
stock plan expense. The increase was also due tetluction in mortgage loan closings from pricarylevels. Fewer loan closings in the current
year decreased deferred loan expense which rés@tsincrease to compensation expense. Occupapense decreased by $490,000 for the
ended December 31, 2010, as compared to the graordue to a $556,000 charge in the second quarB09 relating to the termination of all
remaining lease obligations of Columbia. Federglodé insurance expense for the year ended Decedih@010 decreased by $394,000 from
prior year primarily due to a special assessmef$868,000 in 2009, partly offset by additional irece resulting from higher deposit balances.
Merger related expenses for the year ended Decedib@009 totaled $1.3 million, which related te Bompany’s announced, but subsequently
terminated, merger with Central Jersey Bancorp.eG#rand administrative expense increased for ¢z gnded December 31, 2010, over the
prior year partly due to higher loan related expsn#élthough loan closings have decreased fronr ggar levels, the marginal cost to originate
each loan in the current regulatory and economitrenment has increased and the Company has alsor@d increased costs relating to loan
applications which may not result in a closed loan.

Provision for Income Taxes

The provision for income taxes was $10.4 milliontfee year ended December 31, 2010, as compaf&@l 2anillion for the prior year. The
effective tax rate decreased to 33.8% for the gadied December 31, 2010, as compared to 36.9% ipritr year. The decrease in the effective
tax rate was due to a reduction in the state desdeax valuation allowance of $922,000.

Dividends on Preferred Stock and Discount Accretion

Dividends on preferred stock and discount accretiteled $3.2 million for the year ended Decemtier2®09 as compared to no amount in the
current year period. The preferred stock was reéeleom December 30, 2009 and the related warrantepaschased on February 3, 2010. The
warrant repurchase had no effect on net incomdadblaito common stockholders for the year endeceboer 31, 2010.

Comparison of Operating Results for the Years Endedecember 31, 2009 and December 31, 2008
General

Net income available to common stockholders deeetss $12.5 million for the year ended December2BD9, as compared to $14.8 million

the year ended December 31, 2008. Diluted earrmrgshare decreased to $.98 for the year endechibere31, 2009, as compared to $1.26 for
the same prior year period partly due to the isseaf an additional 6,389,400 common shares in Kiex 2009. Additionally, diluted earnings
per share was adversely affected by a $1.1 miliimm-cash charge relating to the accelerated retograf unaccreted discount upon redemption
of the preferred stock.
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Interest Income

Interest income for the year ended December 319 26% $95.9 million, as compared to $103.4 milfionthe year ended December 31, 2008.
The yield on interesearning assets decreased to 5.31% for the yead é@eleember 31, 2009, as compared to 5.77% forathee prior year peric
due to the lower interest rate environment. Avelatgrest-earning assets increased $12.0 milliothfe year ended December 31, 2009, as
compared to the same prior year period. The inereas in average mortgage-backed securities wbidh $44.7 million due to investment of the
preferred stock proceeds from the Treasury’s CBpitechase Program in January 2009 and the cominok sffering in November 2009.

Interest Expense

Interest expense for the year ended December 8B, ®8s $30.4 million, as compared to $45.4 milfionthe year ended December 31, 2008.
cost of interest-bearing liabilities decreased.89% for the year ended December 31, 2009, as cemipa 2.77%, in the same prior year period
due to the lower interest rate environment. Avelatgrest-bearing liabilities decreased by $31.Bioni for the year ended December 31, 2009, as
compared to the same prior year period. Averagmla@d funds decreased $82.5 million for the yeaiednDecember 31, 2009, as compared to
the same prior year period due to an increaseensge deposits as a funding source.

Net Interest Income

Net interest income for the year ended Decembe2@19 increased to $65.5 million, as compared gGillion in the same prior year peri
reflecting a higher net interest margin and higbeels of interest-earning assets. The net inten@sgin increased to 3.63% for the year ended
December 31, 2009 from 3.24% in the same prior pedaod. The steep interest rate yield curve catisedecrease in the cost of interest-bearing
liabilities to outpace the decrease in the yieldraerest-earning assets.

Provision for Loan Losses

For the year ended December 31, 2009, the Compangission for loan losses was $5.7 million, as paned to $1.8 million for the same prior
year period. Non-performing loans increased to $28llion at December 31, 2009 from $16.0 millianDecember 31, 2008. Net charge-offs
increased to $2.6 million for the year ended Decandi, 2009, as compared to $578,000 for the saineygar period. Net charge-offs for the
year ended December 31, 2009 include $949,000rrglad loans originated by Columbia. Additional$§797,000 relates to a charg#-of a single
commercial real estate loan for which the realtestallateral was devalued based on limited uggraperty. Loans receivable, net decreased ¢
million at December 31, 2009, as compared to Deeer@b, 2008. The increase in the provision for llmesses was primarily due to the increas
non-performing loans and the increase in net chaffge

Other Income

Other income was $15.6 million for the year ended¢@nber 31, 2009, as compared to $12.8 milliothfersame prior year period. Loan servic
income (loss) decreased to a loss of $18,000 foydar ended December 31, 2009 from income of $885pr the corresponding prior year
period due to an impairment to the loan servicisgeaof $263,000 and increased amortization ofoéue servicing asset due to higher levels of
prepayments. The net gain on the sale of loanseaadrities available for sale was $3.9 millionttee year ended December 31, 2009, as
compared to a net gain of $799,000 in the same peiar period. The net gain for the year ended Béeg 31, 2008 includes a $902,000 net loss
on investment securities transactions. For the gaded December 31, 2009 the net gain on the §&ars includes a reversal of the provision
repurchased loans of $245,000, as compared toeasaof $248,000 for the corresponding prior yeaiod. Fees and service charges decreased
$332,000 for the year ended December 31, 200Qrapared to the same prior year period primarily tua decrease in trust revenue.

Income from Bank Owned Life Insurance (“BOLI") imased by $130,000 for the year ended Decembei0B9, & compared to the same prior
year period. The results for the year ended DeceBihe2008 were adversely affected by a $568,0@aimrment to certain investment securities
held by the BOLIS underlying investment fund. Excluding the impan income from Bank Owned Life Insurance decrédisem the prior yea
due to a decline in the crediting rate in the lowéerest rate environment. Other income for tharynded December 31, 2009 increased over the
same prior year period due to the recovery of $B8Yjn borrower escrow funds for Columbia.
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Operating Expenses

Operating expenses were $50.5 million for the wrated December 31, 2009, as compared to $47.4mitlithe same prior year period. Federal
deposit insurance increased to $3.1 million forytbar ended December 31, 2009, as compared tawillidn in the same prior year period due to
an increase in the assessment rate for FDIC depssitance effective January 1, 2009 and a spassdssment of $869,000 for the year ended
December 31, 2009. Occupancy expense for the yelerdeDecember 31, 2009 was adversely affecteddmarme of $556,000 relating to all
remaining lease obligations of Columbia. In lightlee economic downturn and weak real estate mattketCompany no longer expected to be
able to sublet the vacant office space. Operatipgeses for the year ended December 31, 2009 ieslddl.3 million of costs related to the
Company'’s previously announced, but since termdhateerger with Central Jersey Bancorp. Operatimeesges for the year ended December 31,
2009 also include costs relating to the openingvofnew branches in the latter part of 2008.

Provision for Income Taxes

Income tax provision was $9.2 million for the yeaded December 31, 2009, as compared to a prowasidd.9 million for the same prior year
period. The effective tax rate increased to 36.8#4te year ended December 31, 2009, as compad 166 in the same prior year period
primarily due to an increase in state tax expeAdditionally, the provision for income taxes foetlgear ended December 31, 2008 benefited
$524,000 in state tax refunds relating to OceatRiealty Corp. for the years 2002 through 2006.

Dividends on Preferred Stock and Discount Accretion

Dividends on preferred stock and discount accretiteled $3.2 million for the year ended Decemtier2®09 as compared to no amount in the
corresponding prior year period. The amount forythar ended December 31, 2009 includes $1.1 mitktating to the accelerated recognition of
unaccreted discount upon redemption of the Compamytstanding preferred stock.

Liquidity and Capital Resources

The Company’s primary sources of funds are depqgmitiscipal and interest payments on loans and gage-backed securities, proceeds from the
sales of loans, FHLB advances and other borrowangks to a lesser extent, investment maturities.|&\8theduled amortization of loans is a
predictable source of funds, deposit flows and gegée prepayments are greatly influenced by geirgeakst rates, economic conditions and
competition. The Company has other sources ofdituif a need for additional funds arises, inchgliadvances from the FHLB.

At December 31, 2010, the Bank had no outstandiegmight borrowings from the FHLB as compared t@.$8nillion in overnight borrowings .
December 31, 2009. The Bank utilizes overnightdwwimgs from time-to-time to fund short-term liquigheeds. FHLB advances, including
overnight borrowings, totaled $265.0 million at Betber 31, 2010, a decrease from $333.0 millionestenber 31, 2009. Securities sold under
agreements to repurchase with retail customersased to $67.9 million at December 31, 2010 frosh&énillion at December 31, 2009. Like
deposit flows, this funding source is dependentugemand from the Bank’s customer base.

For the year ended December 31, 2010, the casls méd¢iole Company were primarily satisfied by pnradipayments on loans and mortgage-
backed securities, proceeds from the sale of mgetf¢mans held for sale and increased depositscasie was principally utilized for loan
originations, the purchase of investment and mgegaacked securities and the repayment of borravifige Company’s cash needs for the year
ended December 31, 2009 were primarily satisfiegrdncipal payments on loans and mortgage-backedriies, proceeds from the sale of
mortgage loans held for sale, increased depositpeoteeds from the issuance of common stock. &bk was principally utilized for loan
originations, the purchase of mortgage-backed &exziand to reduce FHLB borrowings.
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In the normal course of business, the Bank routieeters into various commitments, primarily reigtio the origination and sale of loans. At
December 31, 2010, outstanding commitments torwaigi loans totaled $62.2 million; outstanding udusees of credit totaled $205.5 million;
and outstanding commitments to sell loans totaled ¥ million. The Bank expects to have sufficiamds available to meet current commitments
in the normal course of business.

Time deposits scheduled to mature in one yearssrittaled $173.5 million at December 31, 2010eBagon historical experience, management
estimates that a significant portion of such degosill remain with the Bank.

Cash dividends on common stock declared and paidgithe year ended December 31, 2010 were $81®mihs compared to $9.4 million for
the same prior year period. On January 19, 20E1Btrard of Directors declared a quarterly cashdéind of twelve cents ($0.12) per common
share. The dividend was payable on February 111 B@tommon stockholders of record at the clodeusfness on January 31, 2011.

The primary source of liquidity specifically avdla to the Company are capital distributions frém banking subsidiary and the issuance of
preferred and common stock and long-term debtitt@year ended December 31, 2010, the Companyeeteb dividend payment from the
Bank. The Company'’s ability to continue to pay damds will be partly dependent upon capital distitns from the Bank which may be
adversely affected by capital restraints imposethieyBank’s primary regulator. Pursuant to cur@ms regulations, a notice is required to be
filed with the OTS prior to the Bank paying a dieidl to the Company. The OTS has the regulatoryoaitittto require the Bank to maintain tier
one core and total risk-based capital ratios thahagher than those required to be “well-capitdiZ which may restrict the Bank’s ability to pay
dividends to the Company. If the Company requiigigldnds from the Bank to meet its liquidity neeilsyill file the required notice with the
OTS; however, the Company cannot predict whetre QS will approve the Bank’s request to pay ad#ind to the Company. The OTS may
object to a proposed dividend, notwithstandingBhek’s compliance with its capital requirementghié dividend raises safety and soundness
concerns or if the dividend would violate a protidn contained in any statute, regulation or agre@nbetween the Bank and the OTS or a
condition imposed on the Bank by the OTS. If theSbjects to the Bank'request to pay a dividend to the Company, thegaomy may not hav
the liquidity necessary to pay a dividend in thifa or pay a dividend at the same rate as histiyipaid, or be able to meet current debt
obligations. At December 31, 2010, OceanFirst FiredrCorp. held $20.9 million in cash and $316,@dthvestment securities available for sale.

At December 31, 2010, the Bank exceeded all akigsilatory capital requirements with tangible calpitf $206.2 million, or 9.1%, of the Bank’s
total adjusted assets, which is above the requénezl of $33.9 million or 1.5%; core capital of $28 million or 9.1% of the Bank’s total adjusted
assets, which is above the required level of $80lBon, or 4.0%; and risk-based capital of $21e#lion, or 15.3% of the Bank's risk-weighted
assets, which is above the required level of $1dlion or 8.0%. The Bank is considered a “welp#alized” institution under the Office of
Thrift Supervision’s prompt corrective action regfibns.

At December 31, 2010, the Company maintained td@gibmmon equity of $201.3 million for a tangiblenemon equity to assets ratio of 8.94%.

Off-Balance-Sheet Arrangements and Contractual Obgations

In the normal course of operations, the Bank engj@ga variety of financial transactions that, ac@rdance with generally accepted accounting
principles, are not recorded in the financial stegats, or are recorded in amounts that differ ftbennotional amounts. These transactions inv

to varying degrees, elements of credit, interest, i@nd liquidity risk. Such transactions are usedjeneral corporate purposes or for customer
needs. Corporate purpose transactions are usedptartanage credit, interest rate, and liquiditik osto optimize capital. Customer transactions
are used to manage customers’ requests for fundimgse financial instruments and commitments ineludused consumer lines of credit and
commitments to extend credit and are discussedie 14 to the Consolidated Financial Statements.Hdnk also has outstanding commitments
to sell loans amounting to $41.3 million.

The Bank and Columbia have each entered into laEnagreements with investors in the normal coafdrisiness. The loan sale agreements
generally require the Bank or Columbia to repuretaans previously sold in the event of an earlynpent default or a violation of various
representations and warranties customary to thégage banking industry. In the opinion of managetthie potential exposure related to the
loan sale agreements is adequately provided firameserve for repurchased loans included in didleitities. At December 31, 2010 and 2009
the reserve for repurchased loans amounted to 80&nd $819,000, respectively.
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The following table shows the contractual obligat®f the Bank by expected payment period as oeBer 31, 2010 (in thousands). Further
discussion of these commitments is included in Bld@and 14 to the Consolidated Financial Statesnent

More thar
Less than
Contractual Obligatiol Total one yeal 1-3 years 3-5 years 5 years
Long-Term Debt Obligation $292,50(  $54,00C $107,00C $109,00( $22,50(
Operating Lease Obligatiol 20,26: 1,56% 2,73¢ 2,491 13,47:
Purchase Obligatior 4,35 3,03t 1,313 — —

Long-term debt obligations include borrowings frtime Federal Home Loan Bank and other borrowingsheavé defined terms.

Operating leases represent obligations enterecintbe Bank for the use of land and premises.l&ages generally have escalation terms based
upon certain defined indexes.

Purchase obligations represent legally bindingemfdrceable agreements to purchase goods andeefuien third parties and consist primarily
of contractual obligations under data processimgiciag agreements. Actual amounts expended vasgdan transaction volumes, number of
users and other factors.

Impact of New Accounting Pronouncements

Accounting Standards Certification (“ASC”) 810¢nsolidation , replaces the quantitative-based risks and rewealdsilation for determining
which enterprise, if any, has a controlling finalénterest in a variable-interest entity with gpeoach focused on identifying which enterprise
has the power to direct the activities of a vaegaibterest entity that most significantly effece thntity’s economic performance and (i) the
obligation to absorb losses of the entity or (i tight to receive benefits from the entity. Therpuncement was effective January 1, 2010 and
did not have a significant effect on the Comparmgasolidated financial statements.

ASC 860, Transfers and Servicing , improves the information a reporting entity pies in its financial statements about a transféinafcial
assets, including the effect of a transfer on aiyémfinancial position, financial performancechnash flows and the transferor’s continuing
involvement in the transferred assets. ASC 860ieréitas the concept of a qualifying, special-purpastity and changes the guidance for
evaluation for consolidation. This pronouncemens wHective January 1, 2010 and did not have &ffignt effect on the Company’s
consolidated financial statements.

Accounting Standards Update No. 200®under ASC 820 requires new disclosures andielaucertain existing disclosure requirements alfain
value measurements. Specifically, the update requn entity to disclose separately the amoundgofficant transfers in and out of Level 1 and
Level 2 fair value measurements and describe @ores for such transfers. A reporting entity isunel to present separately information about
purchases, sales, issuances, and settlementsriecthreciliation for fair value measurements usieyé! 3 inputs. In addition, the update clarifies
the following requirements of the existing disclisy(i) for the purposes of reporting fair valueaserement for each class of assets and liabil
a reporting entity needs to use judgment in deteingithe appropriate classes of assets; and (@parting entity is required to include disclosures
about the valuation techniques and inputs usede@snore fair value for both recurring and non-rengrfair value measurements. The
amendments are effective for interim and annuadntépy periods beginning after December 15, 2088ept for the separate disclosures of
purchases, sales, issuances, and settlementsriolltfrerward of activity in Level 3 fair value mearements. Those disclosures are effective for
fiscal years beginning after December 15, 2010,fandhterim periods within those fiscal years. Thew guidance did not have a significant
impact on the Company’s consolidated financialestants other than additional disclosures.
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Accounting Standards Update 2010-20, amends ASQRé&€Ceivables) to require significant new disclesuabout the credit quality of financial
receivables/loans and the allowance for creditdss$he objective of the new disclosures is to owprfinancial statement users’ understanding of
(1) the nature of an entity’s credit risk assodatath its financing receivables, and (2) the grdissessment of that risk in estimating its
allowance for credit losses, as well as changésdrallowance and the reasons for those changesdiSblosures are to be presented at the le\
disaggregation that management uses when assesglngonitoring the portfolio’s risk and performarfeéher by portfolio segment or by class

of financing receivables). The required disclostnetude, among other things, a rollforward of tllewance for credit losses by portfolio
segment, as well as information about credit quatidicators and modified, impaired, non-accrual past due loans. The disclosures related to
period-end information (e.g., credit-quality infaation and the ending financing receivables balaeggegated by impairment method) is required
in all interim and annual reporting periods endimgor after December 15, 2010 and is included énGbmpany’s December 31, 2010
consolidated financial statements. Disclosuresctifigy that occurs during a reporting period (elgan modifications and the rollforward of the
allowance for credit losses by portfolio segmernit) e required in interim or annual periods begimgon or after December 15, 2010 (January 1,
2011 for the Company).

Impact of Inflation and Changing Prices

The consolidated financial statements and notestih@resented herein have been prepared in acwadeth GAAP, which require the
measurement of financial position and operatingltesn terms of historical dollar amounts with@oinsidering the changes in the relative
purchasing power of money over time due to inflatibhe impact of inflation is reflected in the ieased cost of the Company’s operations.
Unlike industrial companies, nearly all of the dssend liabilities of the Company are monetaryatune. As a result, interest rates have a greater
impact on the Company’s performance than do theceffof general levels of inflation. Interest redesnot necessarily move in the same direction
or to the same extent as the price of goods anitssr

Iltem 7A.  Quantitative and Qualitative Disclosures About Market Risk
Management of Interest Rate Risk (“IRR”)

Market risk is the risk of loss from adverse chanigemarket prices and rates. The Compamyarket risk arises primarily from IRR inherenits
lending, investment and deposit-taking activitielse Company'’s profitability is affected by fluctiats in interest rates. A sudden and substantial
change in interest rates may adversely impact tirapgainy’s earnings to the extent that the intewgsisrborne by assets and liabilities do not
change at the same speed, to the same extenttioe same basis. To that end, management activahjton® and manages IRR.

The principal objectives of the Company’s IRR masragnt function are to evaluate the IRR inheremginain balance sheet accounts; determine
the level of risk appropriate given the Companyisihess focus, operating environment, capital anddity requirements and performance
objectives; and manage the risk consistent withrapaproved guidelines. Through such managementCttmpany seeks to reduce the exposure
of its operations to changes in interest rates. Gtimpany monitors its IRR as such risk relatesstoperating strategies. The Bank’s Board has
established an Asset Liability Committee (“ALCOresisting of members of the Bank’s managementoresiple for reviewing the asset liability
policies and IRR position. ALCO meets monthly aagdarts trends and the Company’s IRR position tdBtbard on a quarterly basis. The extent
of the movement of interest rates, higher or lowsean uncertainty that could have an impact oretir@ings of the Company.

The Bank utilizes the following strategies to mam#igR: (1) emphasizing the origination for portfobf fixed-rate mortgage loans generally
having terms to maturity of not more than fifteexays, adjustable-rate loans, floating-rate andbalmaturity commercial loans, and consumer
loans consisting primarily of home equity loans &nds of credit; (2) attempting to reduce the @llenterest rate sensitivity of liabilities by
emphasizing core and longer-term deposits; anché8)aging the maturities of wholesale borrowings Blank may also sell fixed-rate mortgage
loans into the secondary market. In determiningttveto retain fixed-rate mortgages or to purcHesal-rate mortgage-backed securities,
management considers the Bank’s overall IRR pasitive volume of such loans originated or the arhofiivViBS to be purchased, the loan or
MBS yield and the types and amount of funding sesird@he Bank periodically retains fixed-rate mogegéoan production or purchases fixed-rate
MBS in order to improve yields and increase balasteeet leverage. During periods when fixate mortgage loan production is retained, the |
generally attempts to extend the maturity on phitsovholesale borrowings. For the past few yetirg,Bank has sold most 30 year fixed-rate
mortgage loan originations in the secondary maikiee. Company currently does not participate inrfirial futures contracts, interest rate sway
other activities involving the use of off-balandeest derivative financial instruments, but may dansthe future to manage IRR.
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The matching of assets and liabilities may be alyby examining the extent to which such assetdiabilities are “interest rate sensitive” and
by monitoring an institution’s interest rate seingty “gap.” An asset or liability is said to be interest rata@stive within a specific time period if
will mature or reprice within that time period. Therest rate sensitivity gap is defined as tlifedince between the amount of interest-earning
assets maturing or repricing within a specific tipggiod and the amount of interdstaring liabilities maturing or repricing withinahtime period
A gap is considered positive when the amount aregt rate sensitive assets exceeds the amourteodst rate sensitive liabilities. A gap is
considered negative when the amount of interestsasitive liabilities exceeds the amount of ggérate sensitive assets. Accordingly, during a
period of rising interest rates, an institutiontwé negative gap position theoretically would neirbas favorable a position, compared to an
institution with a positive gap, to invest in highgelding assets. This may result in the yieldtla institution’s assets increasing at a slower rat
than the increase in its cost of interest-beaiigjlities. Conversely, during a period of fallingerest rates, an institution with a negative gap
might experience a repricing of its assets at wataate than its interest-bearing liabilities, ahjiconsequently, may result in its net interest
income growing at a faster rate than an institutigth a positive gap position.

The Company’s interest rate sensitivity is monitbiierough the use of an IRR model. The followingl¢asets forth the amounts of interest-
earning assets and interest-bearing liabilitiestantding at December 31, 2010, which were antiegbay the Company, based upon certain
assumptions, to reprice or mature in each of tharéutime periods shown. At December 31, 2010Qbmpany’s one-year gap was positive .25%
as compared to positive .04% at December 31, 200&pt as stated below, the amount of assets abidities which reprice or mature during a
particular period were determined in accordancé thie earlier of term to repricing or the contrattoaturity of the asset or liability. The table is
intended to provide an approximation of the pradatepricing of assets and liabilities at Decen#igr2010, on the basis of contractual maturi
anticipated prepayments, and scheduled rate adjmssrwithin a three month period and subsequeattss time intervals. Loans receivable
reflect principal balances expected to be redepl@real/or repriced as a result of contractual amatitn and anticipated prepayments of
adjustable-rate loans and fixed-rate loans, ararasult of contractual rate adjustments on adplsteate loans. Loans were projected to prepay at
rates between 3.0% and 25.0% annually. Mortgagkdubsecurities were projected to prepay at ratesdsn 7.0% and 18.0% annually. Savings
accounts, interest-bearing checking accounts anteynmarket deposit accounts were assumed to decayn-off, at 1.5% per month.
Prepayment and decay rates can have a significgratat on the Company’s estimated gap.

There can be no assurance that projected prepayatestfor loans and mortgage-backed securitids@ifichieved or that projected decay rates
for deposits will be realized.
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More than

3 Months t¢ More than More than
3 Months 1 Yearto 3 Yearsto More than
At December 31, 201 or Less 1 Year 3 Years 5 Years 5 Years Total
(dollars in thousand:
Interes-earning assets (1
Interest-earning deposits and short-term
investments $ 13,51« $ — $ — $ — $ — $ 13,51
Investment securitie 55,00( 514 51,32: — 37C 107,20¢
FHLB stock — — — — 16,92¢ 16,92¢
Mortgage-backed securitie 46,11( 52,28( 111,04¢ 79,43 46,41 335,28¢
Loans receivable (Z 280,29 452,72¢ 536,16¢ 214,68: 198,42 1,682,301
Total interes-earning asse! 394,92: 505,52: 698,53 294,11 262,13° 2,155,23.
Interes-bearing liabilities:
Money market deposit accour 4,92¢ 14,78¢ 39,42¢ 49,28: — 108,42:
Savings account 10,13¢ 31,01 81,11 101,38¢ — 223,65(
Interes-bearing checking accour 448,97¢ 67,31 179,50: 224,53( — 920,32
Time deposit: 63,02¢ 110,51( 59,54: 23,45¢ 28,60¢ 285,14«
FHLB advance: 31,00( 23,00( 107,00( 104,00( — 265,00(
Securities sold under agreements to repurchas
other borrowing: 90,36¢ — — — 5,00(C 95,36«
Total interes-bearing liabilities 648,43¢ 246,61¢ 466,58 502,65¢ 33,60¢ 1,897,90.
Interest sensitivity gap (¢ $(253,519) $258,90:- $231,95¢ $(208,54)  $228,53. $ 257,33
Cumulative interest sensitivity g: $(253,519) $ 5,38¢ $237,34- $ 28,79¢ $257,33: $ 257,33:
Cumulative interest sensitivity gap as a percent of
total interes-earning asse! (11.76% .25% 11.01% 1.34% 11.9%0% 11.9%0%

(1) Interest-earning assets are included in th@én which the balances are expected to be regeedland/or repriced as a result of anticipated
prepayments, scheduled rate adjustments and ctrdatawaturities

(2) For purposes of the gap analysis, loans reb&hiacludes loans held for sale and non-perfornhiagms gross of the allowance for loan
losses, unamortized discounts and deferred loan

(3) Interest sensitivity gap represents the differémetveen 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
repricing, they may react in different degreesharnges in market interest rates. Also, the intageges on certain types of assets and liabilitiag
fluctuate in advance of changes in market intawgsts, while interest rates on other types may#gnd changes in market interest rates.
Additionally, certain assets, such as adjustakltiedzans, have features which restrict changestarést rates both on a short-term basis and over
the life of the asset. Further, in the event ohange in interest rates, prepayment and decaywatelsl likely deviate significantly from those
assumed in the calculation. Finally, the abilitynodiny borrowers to service their adjustable-rasesomay be impaired in the event of an interest
rate increase.

Another method of analyzing an institution’s exp@sto IRR is by measuring the change in the institts net portfolio value (“NPV”) and net
interest income under various interest rate scesaaNPV is the difference between the net presaluievof assets, liabilities and off-balance sheet
contracts. The NPV ratio, in any interest rate adenis defined as the NPV in that scenario digidg the market value of assets in the same
scenario. The Company’s interest rate sensitigityponitored by management through the use of annie&el which measures IRR by modeling
the change in NPV and net interest income ovengea®f interest rate scenarios. The OTS also peslan NPV only analysis using its own
model, based upon data submitted on the Bank’sephai hrift Financial Reports. The results proddity the OTS may vary from the results
produced by the Company’s model, primarily dueifecences in the assumptions utilized includingreated loan prepayment rates,
reinvestment rates and deposit decay rates. Ttomioly table sets forth the Company’s NPV and nétriest income projections as of

December 31, 2010 and 2009, as calculated by thep@oy (in thousands). For purposes of this table Gompany used prepayment speeds and
deposit decay rates similar to those used in calitig the Company’s gap.
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At December 31, 2010, the CompasiNPV in a static rate environment is relativelghanged from the NPV at December 31, 2009. Thease
in the percentage change in NPV in the +200 basis pate shock is a result of an increase in & figed-rate mortgage-backed securities and
fixed-rate investment securities. The changes frpadfolio value and net interest income are witthie limitations established by management
and approved by the Board of Directors.

December 31, 201! December 31, 200!

Change Change
in in
Interest Interest
Rates in Rates in
Basis Net Interest Basis Net Interest
Points Net Portfolio Value Income Points Net Portfolio Value Income

% NPV % % NPV %
(Rate Shock Amount Changi Ratio Amount Changt (Rate Shock Amount Changt Ratio Amount Chang
200 $181,25. (17.9% 8.4% $74,887 (5.89% 200 $192,77. (12.6% 9.9% $68,80: (7.0%
100 204,94( (6.6 9.3  77,51¢ (25 100 209,880 (4.8 10.e  71,77¢ (3.0
Static 219,40¢ — 9.7 79,49¢ — Static 220,45: — 10.€ 74,00¢ —
(100) 226,79¢ 3.4 9.¢ 76,397 (3.9  (100) 216,49 (1.9 10.E  70,66! (4.5
(200) 24414 117 10.6  72,48: (8.8) (200) 206,58" (6.3 10.1 65,067 (12.1)

As is the case with the gap calculation, certabrtslomings are inherent in the methodology usatiélNPV and net interest income IRR
measurements. The model requires the making ddioeassumptions which may tend to oversimplifyritenner in which actual yields and costs
respond to changes in market interest rates. Birstnodel assumes that the composition of the @owip interest sensitive assets and liabilities
existing at the beginning of a period remains camsover the period being measured. Second, thelnagdumes that a particular change in
interest rates is reflected uniformly across thedycurve regardless of the duration to maturityepricing of specific assets and liabilities. Thir
the model does not take into account the Companysiess or strategic plans. Accordingly, althotighabove measurements do provide an
indication of the Company’s IRR exposure at a patér point in time, such measurements are nohdwd to provide a precise forecast of the
effect of changes in market interest rates on thie@any’s NPV and net interest income and can beagd to differ from actual results.
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Item 8. Financial Statements and Supplementary Dat
Report of Independent Registered Public AccourfEinm

The Board of Directors and Stockholders
OceanFirst Financial Corp.:

We have audited the accompanying consolidatednséatts of financial condition of OceanFirst Finah&arp. and subsidiary (the “Company”)
as of December 31, 2010 and 2009, and the relatesblidated statements of income, changes in stdd&rs’ equity, and cash flows for each of
the years in the three-year period ended Decenthe2®.0. These consolidated financial statememtshar responsibility of the Company’s
management. Our responsibility is to express aniopion these consolidated financial statementedas our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighamlaUnited States). Those standards
require that we plan and perform the audit to abtaasonable assurance about whether the finastaieinents are free of material misstatement.
An audit includes examining, on a test basis, exddesupporting the amounts and disclosures initlaadial statements. An audit also includes
assessing the accounting principles used and &gnifestimates made by management, as well agaira) the overall financial statement
presentation. We believe that our audits provideagonable basis for our opinion.

In our opinion, the consolidated financial statetageferred to above present fairly, in all matenégpects, the financial position of OceanFirst
Financial Corp. and subsidiary as of December 810Zand 2009, and the results of their operatiostiaeir cash flows for each of the years in
the three-year period ended December 31, 201@rifoomity with U.S. generally accepted accountimiggiples.

We also have audited, in accordance with the stasdz the Public Company Accounting Oversight Bo@snited States), the Company’s
internal control over financial reporting as of Betber 31, 2010, based on criteria establishedtérial Control-Integrated Framework issued by
the Committee of Sponsoring Organizations of theaflivay Commission (“COSQ”), and our report dateddtd 5, 2011 expressed an
unqualified opinion on the effectiveness of the @amy’s internal control over financial reporting.

/sl KPMG LLP

Short Hills, New Jerse
March 15, 201:
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Report of Independent Registered Public Accountingrirm

The Board of Directors and Stockholders
OceanFirst Financial Corp.:

We have audited OceanFirst Financial Corp.’s amdigliary (the “Company”) internal control over fimdal reporting as of December 31, 2010,
based on criteria established in Internal Contntédrated Framework issued by the Committee of Sgamg Organizations of the Treadway
Commission (“COSO”). The Company’s managementspaesible for maintaining effective internal cohwweer financial reporting and for its
assessment of the effectiveness of internal contret financial reporting, included in the accomyag Management Report on Internal Control
Over Financial Reporting. Our responsibility isetgpress an opinion on the Companiriternal control over financial reporting basedoar audit

We conducted our audit in accordance with the stedelof the Public Company Accounting Oversighti8d&@nited States). Those standards
require that we plan and perform the audit to abtaasonable assurance about whether effectivenaiteontrol over financial reporting was
maintained in all material respects. Our auditudeld obtaining an understanding of internal cordx@r financial reporting, assessing the risk
a material weakness exists, and testing and evduiite design and operating effectiveness of iratecontrol based on the assessed risk. Our
audit also included performing such other proceslaewe considered necessary in the circumstavwmbelieve that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial repogiis a process designed to provide reasonableasmsuregarding the reliability of financial
reporting and the preparation of financial statetméor external purposes in accordance with gelyeaatepted accounting principles. A
company’s internal control over financial reportingludes those policies and procedures that (ftajmeto the maintenance of records that, in
reasonable detail, accurately and fairly refleettilansactions and dispositions of the assetseofdmpany; (2) provide reasonable assurance that
transactions are recorded as necessary to perepiaation of financial statements in accordanch generally accepted accounting principles,
and that receipts and expenditures of the compenpeing made only in accordance with authorizatiohmanagement and directors of the
company; and (3) provide reasonable assurancediaggrrevention or timely detection of unauthorizedjuisition, use, or disposition of the
company’s assets that could have a material effethe financial statements.

Because of its inherent limitations, internal cohbver financial reporting may not prevent or @¢taisstatements. Also, projections of any
evaluation of effectiveness to future periods atgect to the risk that controls may become inadégbecause of changes in conditions, or that
the degree of compliance with the policies or pdoces may deteriorate.

In our opinion, OceanFirst Financial Corp. and gliesy maintained, in all material respects, effezinternal control over financial reporting as
of December 31, 2010, based on criteria establigh&tternal Control-Integrated Framework issuedhry Committee of Sponsoring
Organizations of the Treadway Commission.

We also have audited, in accordance with the stalsda# the Public Company Accounting Oversight Bo@nited States), the consolidated
statements of financial condition of OceanFirstaficial Corp. and subsidiary as of December 31, 2002009, and the related consolidated
statements of income, changes in stockholderstgcamd cash flows for each of the years in thedhyear period ended December 31, 2010, and
our report dated March 15, 2011 expressed an uifigdabpinion on those consolidated financial sta¢ets.

/s KPMG LLP

Short Hills, New Jerse
March 15, 201:
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OCEANFIRST FINANCIAL CORP.
Consolidated Statements of Financial Condition
(dollars in thousands, except per share amounts)

December 31 December 31
2010 2009
Assets
Cash and due from ban $ 3145 $ 23,01¢
Investment securities available for sale (encunmb&641,163 in 2010 and $306 in 2009) (notes 3, 1&rid 15 91,91¢ 37,267
Federal Home Loan Bank of New York stock, at casté 10) 16,92¢ 19,43¢
Mortgage-backed securities available for sale (erbmred $279,841 in 2010 and $82,382 in 2009) (nhtés, 11
and 15) 341,17! 213,62:
Loans receivable, net (notes 5, 10 and 1,660,78! 1,629,28
Mortgage loans held for sa 6,67 5,65¢
Interest and dividends receivable (note 6,44¢ 6,05¢
Real estate owned, n 2,29t 2,61:
Premises and equipment, net (not 22,48¢ 22,08¢
Servicing asset (note 5,65: 6,51¢
Bank Owned Life Insuranc 40,81t 39,97(
Other assets (note 1 24,69t 24,50:
Total asset $2,251,331  $2,030,02!
Liabilities and Stockholders’ Equity
Deposits (note ¢ $1,663,96:  $1,364,19
Securities sold under agreements to repurchaseretili customers (note 1 67,86¢ 64,57:
Federal Home Loan Bank advances (note 265,00( 333,00
Other borrowings (note 1! 27,50( 27,50(
Due to broker: — 40,68
Advances by borrowers for taxes and insure 6,941 7,45%
Other liabilities (note 14 18,80( 9,08:
Total liabilities 2,050,07! 1,846,49.
Commitments and contingencies (note
Stockholder' equity: (notes 2, 11, 12, 13 and :
Preferred stock, $.01 par value, $1,000 liquidafioeference, 5,000,000 shares authorized, no shssuesc — —
Common stock, $.01 par value, 55,000,000 sharémened, 33,566,772 shares issued and 18,822,556 ¢
18,821,956 shares outstanding at December 31, 20d@ecember 31, 2009, respectiv 33€ 33€
Additional paic-in capital 260,73 260,13(
Retained earning 174,67 163,06:
Accumulated other comprehensive i (5,560 (10,759
Less: Unallocated common stock held by EmployeelS@wnership Plal (4,489 (4,776
Treasury stock, 14,744,216 and 14,744,816 shaf@s@mber 31, 2010 and December 31, 2009,
respectively (224,45") (224,46,
Common stock acquired by Deferred Compensation 94¢€ 98€
Deferred Compensation Plan Liabil (946€) (986€)
Total stockholder’ equity 201,25: 183,53t
Total liabilities and stockholde’ equity $2,251,331  $2,030,02

See accompanying notes to consolidated financiabgtments.
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OCEANFIRST FINANCIAL CORP.
Consolidated Statements of Income
(in thousands, except per share amounts)

Years Ended December &

2010 2009 2008
Interest income:
Loans $ 88,18(  $90,59¢ $ 96,66(
Mortgage-backed securitie 11,50: 3,512 2,21C
Investment securities and otf 1,68¢ 1,754 4,53¢
Total interest incom 101,36 95,86! 103,40!
Interest expense:
Deposits (note ¢ 14,34( 18,03: 26,75¢
Borrowed funds (note 1( 9,91 12,36¢ 18,62¢
Total interest expens 24,25 30,39¢ 45,38:
Net interest incom 77,11 65,46 58,02:
Provision for loan losses (note 8,00( 5,70( 1,77¢
Net interest income after provision for loan los 69,11« 59,76: 56,24¢
Other income:
Loan servicing income (loss) (note 292 (198) 38t
Fees and service charg 11,21 10,50¢ 10,83¢
Net gain on sales of loans available for sale (A 3,657 3,89¢ 1,701
Net loss on sales of securities available for gadte 3) — (4) (902
Income from Bank Owned Life Insuran 84t 83t 70t
Net (loss) gain from other real estate operat (701) 2 72
Other 5 377 24
Total other incom 15,31: 15,58¢ 12,82¢
Operating expenses:
Compensation and employee benefits (notes 1 an 28,14¢ 24,01« 24,27(
Occupancy (note 1« 5,501 5,991 5,481
Equipment 2,19¢ 2,141 1,981
Marketing 1,74¢ 1,767 1,83:
Federal deposit insuran 2,70t 3,09¢ 1,104
Data processin 3,42¢ 3,38¢ 3,17¢
Legal 1,06¢ 1,46¢ 2,11¢
Check card processir 1,25(C 1,07¢ 1,05¢
Accounting and aud 624 68¢ 921
Merger related expens — 1,28¢ —
General and administrati\ 6,98¢ 5,621 5,50
Total operating expens: 53,641 50,54« 47,447
Income before provision for income tay 30,77¢ 24,80¢ 21,62«
Provision for income taxes (note 1 10,40: 9,15¢ 6,86(
Net income 20,37¢ 15,65:¢ 14,76¢
Dividends on preferred stock and discount accreftarte 18) — 3,17(C —
Net income available to common stockholc $ 20,37¢  $12,48: $ 14,76/
Basic earnings per shz $ 11z $ 98 $ 127
Diluted earnings per sha $ 11z $ 98 $ 1.2¢
Average basic shares outstanding (not 18,14 12,735 11,665
Average diluted shares outstanding (not 18,19 12,78¢ 11,75¢

See accompanying notes to consolidated financiabstments.
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OCEANFIRST FINANCIAL CORP.
Consolidated Statements of Changes in StockholderEquity
(dollars in thousands, except per share amounts)

Years Ended December 31, 2010, 2009 and 2008

Employee
Accumulated Stock

Other
Commor  Additional Comprehensiv
Preferred Paid-In Retained Treasury
Stock Stock Capital Earnings Loss Plan Stock

Ownershi}

Common Stoc

Acquired by Deferred
Deferred Compensatia
Compensation
Plan Plan Liability Total

Balance at December 31,
2007 $ — $ 272 $203,53. $154,92¢ $ (3,21)) $(5,360) $(225,85¢)
Comprehensive incom:
Net income — — — 14,76¢ — — —
Other comprehensi\
income
Unrealized
holding loss
on securitie:
(net of tax
benefit
$7,232) — — — — (11,810 — —
Reclassificatio
adjustment
for losses
included in
net income
(net of tax
benefit
$343) — — — — 55¢ — —
Total comprehensive
income
Stock award: — — 581 — — — —
Treasury stock allocated 1
restricted stock pla — — (a72) (24) — — 19¢€
Tax benefit of stock plar — — 51
Allocation of ESOP stoc — — — — — 291 —
ESOP adjustmer — — 30€ — — — —
Cash dividend - $0.80 pe
share — — — (9,36¢€) — — —
Exercise of stock optior — — — (36) — — 137
Sale of stock for the
deferred compensatior
plan, nel — — — — — — —

$ 1,307 $ (1,307 $124,30¢

— — 14,76¢

— — (11,810

(326) 32€ —

Balance at December 31,
2008 — 27z 204,29¢ 160,26 (14,467 (5,069 (225,52)

981 (981) 119,78

Comprehensive incom:
Net income — — — 15,65: — — —
Other comprehensiy
income
Unrealized gai
on securitie:
(net of tax
expense
$1,300) — — — — 3,70¢ — —
Total comprehensive
income —
Proceeds from issuance of
preferred stock and
warrants 36,92 — 1,34z — — — —
Redemption of preferred
stock (38,267) — — — — — —
Net proceeds fror
common stock offerin — 64 54,18 — — — —

— — 15,65

— — 3,70¢

19,36:

— — 38,26
— — (38,269

— — 54,24



Accretion of discount on
preferred stock and
redemption charg

Treasury stock allocated to
restricted stock Pla

Stock award:

Tax benefit of stock plar

Allocation of ESOP stoc

ESOP adjustmer

Cash dividend - $0.80 pe
share

Cash dividend on preferred
stock

Exercise of stock optior

Sale of stock for the
deferred compensation
plan, net

Balance at December 31,
2009

1,34: — — (1,342) — — — — — —
— — (694) (221) — — 91F — — —
— — 734 — — — — — — 734
— — 15C — — — — — — 15C
— — — — — 292 — — — 292
— — 11€ — — — — — — 11€
— — — (9,41 — — — — — (9,417
— — — (1,829) — — — — — (1,829)
— — — (49) — — 144 — — 95
— — — — — — — 5 (5) —
— 33€  260,13( 163,06: (10,759 (4,776 (224,46 98¢ (98€) 183,53
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Common Stoc

Accumulated Erggl)g{ee )
Preferre Commor  Additional Comgrtgﬁcrensi\ Ownershij A(I:qul;grerié]y Co?ne;:gsegtio
Paid-In Retained Treasury Compensation
Stock Stock Capital Earnings Loss Plan Stock Plan Plan Liability Total
Comprehensive incom:
Net income — — — 20,37¢ — — — — — 20,37¢
Other
comprehensive
income
Unrealized
gain on
securities
(net of
tax
expense
$3,478) — — — — 5,192 — — — — 5,192
Total comprehensive
income 25,571
Redemption of warran — — (437) — — — — — — (437)
Expenses of common
stock offering — — (20¢) — — — — — — (10¢)
Stock award: — — 1,047 — — — — — — 1,047
Tax expense of stock
plans — — (23) — — — — — — (23
Allocation of ESOP
stock — — — — — 292 — — — 292
ESOP adjustmer — — 124 — — — — — — 124
Cash dividend - $0.48
per share — — — (8,769 — — — — — (8,769
Exercise of stock
options — — — — — — 7 — — 7
Sale of stock for the
deferred
compensation plan,
net — — — — — — — (40) 40 —
Balance at December :
2010 $ — & 33€ $260,73¢ $17467 $ (5,560 $(4,489) $(224,45) $ 94€ $ (94€) $201,25:

See accompanying notes to consolidated financiabstments.
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OCEANFIRST FINANCIAL CORP.
Consolidated Statements of Cash Flows
(in thousands)

Years Ended December &

2010 2009 2008
Cash flows from operating activities:
Net income $ 20,37¢ $ 15,65: $ 14,764
Adjustments to reconcile net income to net caskigea by operating activitie:
Depreciation and amortization of premises and egaigt 2,15¢ 1,98t 1,752
Amortization of ESOF 292 298 291
ESOP adjustmer 124 11€ 30€
Stock award: 1,047 734 581
Amortization and impairment of servicing as 2,01¢ 2,37¢ 2,09t
Net premium amortization in excess of discount@iion on securitie 1,80¢ 57¢ 24
Net premium amortization of deferred fees and dist®on loan: 99¢ 9332 982
Provision for loan losse 8,00( 5,70C 1,77¢
(Recovery) provision for repurchased loi — (24%) (24¢)
Deferred tax (benefit) expen (4,907%) (2,955 4,38¢
Net loss (gain) from sale of premises and equipr 9 6 (5)
Net loss (gain) on sales of real estate ow 47€ (16€) (149
Net gain on sales of loans and securities avaifainleale (3,657 (3,646 (557)
Proceeds from sales of mortgage loans held for 166,82( 235,00( 103,09:
Mortgage loans originated for st (165,33Y) (234,76%) (99,857
Increase value of Bank Owned Life Insural (845) (83%) (70%)
(Increase) decrease in interest and dividendsvaicks (387) 23¢ 617
Decrease (increase) in other as: 1,231 (7,87)) (2,829
Increase (decrease) in other liabilit 9,71 2,70( (1,625)
Total adjustment 19,56: 1,17¢ 9,944
Net cash provided by operating activit 39,94 16,82¢ 24,70¢
Cash flows from investing activities:
Net (increase) decrease in loans receiv (41,945 10,08t 23,27«
Loans repurchase — — (96¢)
Proceeds from sales of investment securities ayaifar sale — 1,822 3,12:
Purchase of investment securities available far (52,959 (300) (1,087)
Purchase of mortga-backed securities available for s (233,68 (156,665 —
Proceeds from maturities or calls of investmentig&es available for sal 1,60( 15C 2,06t
Principal payments on mortge-backed securities available for s 69,02 24,38( 13,43!
Decrease in Federal Home Loan Bank of New Yorkks 2,50¢ 1,47¢ 2,031
Net proceeds from sale and acquisition of realtestnec 1,28t 1,07C 917
Proceeds from sale of premises and equipt — — 5
Purchases of premises and equipn (2,567%) (2,747) (5,206)
Net cash (used in) provided by investing activi (256,73") (120,72 37,58¢
Cash flows from financing activities:
Increase (decrease) in depo: 299,76 90,067 (9,65¢)
( Decrease) increase in short-term borrowings inalgighort-term Federal Home Loan Bank
advance:! (133,709 5,251 18,51t
Proceeds from Federal Home Loan Bank adva 154,00( 78,00( 57,00(
Repayments of Federal Home loan Bank adva (85,000 (108,000 (116,000
Repayments of securities sold under agreementeptachas: — — (22,000
Decrease in advances by borrowers for taxes amdanse (50€) (128 @)
Tax (expense) benefit of stock ple (29 15C 51
Exercise of stock optior 7 95 101
Dividends paic— common stocl (8,764 (9,417 (9,366
Dividends paic- preferred stocl — (1,829 —
Proceeds from issuance of preferred stock and wi — 38,26: —
Redemption of warrants and preferred st (431) (38,267) —
(Expenses) net proceeds from common stock isst (10€) 54,24¢ —
Net cash provided by financing activiti 225,23! 108,43t (71,369
Net increase (decrease) in cash and due from t 8,43¢ 4,541 (9,072
Cash and due from banks at beginning of 23,01¢ 18,47¢ 27,54
Cash and due from banks at end of y $ 31,45¢ $ 23,01¢ $ 1847

Supplemental disclosure of cash flow information
Cash paid during the year fc



Interest $ 24,27¢ $ 30,92! $ 45,91!

Income taxe: 10,50¢ 9,86¢ 5,02¢
Non-cash investing activitie!
Transfer of loans receivable to real estate ow 1,44: 2,37¢ 1,471

See accompanying notes to consolidated financiabstments.
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Notes to Consolidated Financial Statements
(1) Summary of Significant Accounting Policies
Principles of Consolidation

The consolidated financial statements include tomants of OceanFirst Financial Corp. (the “Comgaand its wholly-owned subsidiary,
OceanFirst Bank (the “Bank”) and its wholly-owneudbsidiaries, Columbia Home Loans, LLC (“Columbiad¢eanFirst REIT Holdings, Inc, and
its wholly-owned subsidiary OceanFirst Realty CpofpceanFirst Services, LLC and its wholly-ownedsidiary OFB Reinsurance, Ltd. and 975
Holdings, LLC which was established in 2010 as alyhowned service corporation of the Bank for thepose of taking legal possession of
certain repossessed collateral for resale to fharties. All significant intercompany accounts arahsactions have been eliminated in
consolidation.

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

Business

The Bank provides a range of community bankingisesvto customers through a network of branch&ciean, Monmouth and Middlesex
counties in New Jersey. The Bank is subject to aditipn from other financial institutions; it issal subject to the regulations of certain regula
agencies and undergoes periodic examinations lsettegulatory authorities.

Basis of Financial Statement Presentation

The consolidated financial statements have begraped in conformity with U.S. generally acceptedaamting principles. The preparation of the
accompanying consolidated financial statement®ifarmity with these accounting principles requinesnagement to make estimates and
assumptions about future events. These estimatetharunderlying assumptions affect the amountsséts and liabilities reported, disclosures
about contingent assets and liabilities, and regloaimounts of revenues and expenses. Materialaesnthat are particularly susceptible to
significant change in the near term relate to thtegnination of the allowance for loan losses,dbtermination of the reserve for repurchased
loans, the valuation of mortgage servicing rightd the evaluation of securities for other-than-terapy impairment. These estimates and
assumptions are based on management’s best estiaratgudgment. Management evaluates its estimattassumptions on an ongoing basis
using historical experience and other factors udicig the current economic environment, which managnt believes to be reasonable under the
circumstances. Such estimates and assumptionsljaisgead when facts and circumstances dictate. Theamic downturn, decline in consumer
spending and declining real estate values have icattio increase the uncertainty inherent in sistimates and assumptions. As future events
and their effects cannot be determined with prenisactual results could differ significantly fratrese estimates. Changes in those estimates
resulting from continuing changes in the economiinment will be reflected in the financial staents in future periods.

Cash Equivalents

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

Investment and Mortgage-Backed Securities

The Company classifies all investment and mortdaaked securities as available for sale. Secuatiefiable for sale include securities that
management intends to use as part of its assdifiiahanagement strategy. Such securities araezhat fair value and unrealized gains and
losses, net of related tax effect, are excludeah fearnings, but are included as a separate compohstockholders’ equity and as part of
comprehensive income. In general, fair value iebagpon quoted market prices, where availablaudhsjuoted market prices are not available,
fair value is based upon internally developed med®ht primarily use, as inputs, observable mabketd parameters. Valuation adjustments may
be made to ensure that financial instruments arerded at fair value. While management believetimpany’s valuation methodologies are
appropriate and consistent with other market pgéitts, the use of different methodologies or aggtions to determine the fair value of certain
financial instruments could result in a differestimate of fair value at the reporting date. Mdsthe Company’s investment and mortgdipekec
securities are fixed income instruments that ategooted on an exchange, but are bought and saldtive markets. Prices for these instruments
are obtained through third party pricing vendorsecurity industry sources that actively partiogiat the buying and selling of securities. Prices
obtained from these sources include market quatsitémd matrix pricing. Matrix pricing is a matheroat technique used principally to value
certain securities without relying exclusively amoted prices for the specific securities, but conmgathe securities to benchmark or comparable
securities. Gains or losses on the sale of sualrities are included in other income using the Hjeidentification method. Securities are
evaluated for other-than-temporary impairment quarterly basis.
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Other-Than-Temporary Impairments on Available for Sale Securities

One of the significant estimates related to avéldtr sale securities is the evaluation of investts for other-than-temporary impairments. If a
determination is made that a debt security is ethan-temporarily impaired, the Company will estimthe amount of the unrealized loss that is
attributable to credit and all other non-crediatetl factors. The credit related component wiltdmognized as an other-than-temporary
impairment charge in non-interest income as a corapbof gain (loss) on securities, net. The nowlitrelated component will be recorded as an
adjustment to accumulated other comprehensive ipcoet of tax.

The evaluation of securities for impairments isuamfitative and qualitative process, which is sciaje risks and uncertainties and is intended to
determine whether declines in the fair value okstments should be recognized in current periodiegs. The risks and uncertainties include
changes in general economic conditions, the issdieancial condition and/or future prospects, éffects of changes in interest rates or credit
spreads and the expected recovery period.

On a quarterly basis the Company evaluates theisesiportfolio for other-than-temporary impairmeSecurities that are in an unrealized loss
position are reviewed to determine if an other-ttemporary impairment is present based on certaémtitative factors. The primary factors
considered in evaluating whether a decline in v@ugther-than-temporary include: (a) the lengthiroe and extent to which the fair value has
been less than cost or amortized cost and the ®geecovery period of the security, (b) the finahcondition, credit rating and future prospects
of the issuer, (c) whether the debtor is currentamtractually obligated interest and principal payts and (d) whether the Company intends to
sell the security and whether it is more likelyrthreot that the Company will not be required to #edl security. At December 31, 2010, the
Company concluded that unrealized losses on avaifabsale securities were only temporarily impdir

Loans Receivable

Loans receivable, other than loans held for satestated at unpaid principal balance, plus unameattpremiums less unearned discounts, net of
deferred loan origination and commitment fees asgls; and the allowance for loan losses.

Loan origination and commitment fees and certaiaafiloan origination costs are deferred and thide®eor cost is recognized in interest income
using the levelrield method over the contractual life of the sfieally identified loans, adjusted for actual prgpeents. For each loan class, a |

is considered past due when a payment has notrbeeived in accordance with the contractual tetrnans which are more than 90 days past
due, including impaired loans, and other loanfiengrocess of foreclosure are placed on non-acstatls. Interest income previously accrued on
these loans, but not yet received, is reverseddrctrrent period. Any interest subsequently ctdléés credited to income in the period of
recovery only after the full principal balance legn brought current. A loan is returned to accstetlis when all amounts due have been rec
and the remaining principal balance is deemed ciiffiie.

A loan is considered impaired when it is deemedbabde that the Company will not collect all amouthte according to the contractual terms of
the loan agreement. The Company has defined thelgiign of impaired loans to be all non-accrual coencial real estate, multi-family, land,
construction and commercial loans in excess of 8D Impaired loans are individually assessedeterdhine that the loas’carrying value is nq
in excess of the fair value of the collateral @ fresent value of the loanéxpected future cash flows. Smaller balance hemagus loans that ¢
collectively evaluated for impairment, such asdestial mortgage loans and installment loans, peeifically excluded from the impaired loan
portfolio, except when they are modified in a trieutdebt restructuring.
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Mortgage Loans Held for Sale

The Company regularly sells part of its mortgageloriginations in order to manage interest ratle aind liquidity. The Bank has generally sold
fixed-rate mortgage loans with final maturitieseixcess of 15 years and, occasionally adjustabéeloans.

In determining whether to retain mortgages, managgrmonsiders the Company’s overall interest rigteposition, the volume of such loans, the
loan yield and the types and amount of funding sesirThe Company may also retain mortgage loaruptimh in order to improve yields and
increase balance sheet leverage.

Mortgage loans held for sale are carried at theetovf unpaid principal balance, net, or market gadn an aggregate basis. Estimated market
is determined based on bid quotations from seesridealers.

Allowance for Loan Losses

The adequacy of the allowance for loan lossessedan management’s evaluation of the Companyslpas loss experience, known and
inherent risks in the portfolio, adverse situatitinst may affect the borrower’s ability to repagtimated value of any underlying collateral and
current economic conditions. Additions to the aldmwe arise from charges to operations throughrégion for loan losses or from the recovery
of amounts previously charged-off. The allowanceduced by loan charge-offs.

The allowance for loan losses is maintained atraoust management considers sufficient to providegfobable losses. The analysis considers
known and inherent risks in the loan portfolio déag from management’s continuing review of thetéas underlying the quality of the loan
portfolio. These factors include delinquency staaigdual loan loss experience, current economiditions, detailed analysis of individual loans

for which full collectibility may not be assureddithe determination of the existence and realesahblue of the collateral and guarantees securing
the loan.

The Bank’s allowance for loan losses consists siexific allowance and a general allowance, eadateg on a quarterly basis. A specific
allowance is determined for all loans which meetdkfinition of an impaired loan where the valuehaf underlying collateral can reasonably be
evaluated. These are generally loans which aresgdy real estate. The Bank obtains an updatediapfor all impaired loans secured by real
estate. The appraisal is subsequently updated Hyifithe loan remains delinquent for an extengediod. The specific allowance represents the
difference between the Barskfecorded investment in the loan and the fairevalithe collateral, less estimated disposal céstgeneral allowanc

is determined for all other classified and non-giféed loans. In determining the level of the geh@tlowance, the Bank segments the loan
portfolio into various loan segments and classdslasvs:

Loan Portfolio Segmer Loan Clas:
Residential real estat - Loans originated by Bar
- Loans originated by Columb
Commercial real estat - Commercia
- Constructior
- Land
Consumer - Consumel
Commercial: - Commercia

- Small busines

The loan portfolio is further segmented by delimypiestatus and risk rating (special mention, sutekted and doubtful). An estimated loss factor
is then applied to each risk tranche. If a loaruseat by real estate becomes 90 days delinquenBahk obtains an updated appraisal which is
subsequently updated annually as foreclosure tiraglhave recently increased significantly. ForeHeans, the estimated loss represents the
difference between the Bank’s recorded investmetiié loan and the fair value of the collateraslestimated selling costs. For loans which are
not 90 days delinquent and secured by real edtadoss factors are determined based upon hiatdoian loss experience, current economic
conditions, regulatory environment, local competitilending personnel, loan policies and undemgistandards, loan review system,
delinquency trends, loss trends, nature and volofntiee loan portfolio and concentrations of credit.
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The Bank utilizes a rolling four quarter averagecfual loan losses as a percent of average lagetanding during the period. The loan loss ratio
is applied, in varying degrees, to each risk trentlman losses for the year ended December 31, @pportfolio segment were as follows (in
thousands):

Ratio of Loan
Losses to
Amount of Average
Loan Portfolio Segmer Loan Losse Loans Outstandir
Residential real esta $ 1,95¢ .20%
Commercial real esta 324 .08
Consume| 73€ .35
Commercia 257 .34

Existing economic conditions which the Bank congédeto estimate the allowance for loan losses delocal trends in economic growth,
unemployment and real estate values.

For each loan portfolio segment, loans are chagfeathen management believes such loans are umtiblie. For residential, commercial and
consumer loans secured by real estate, the chéfrgetaken when the foreclosure process is corepleor unsecured consumer loans the charge-
off is taken when the loan is 180 days past duecBmmercial loans not secured by real estategltiaegeeff is taken when full collectability is i
doubt after an evaluation of the estimated valughefcollateral.

An overwhelming percentage of the Bank’s loan mbidftotaling 95.4%, whether one-to-four family,sumer or commercial, is secured by real
estate. Additionally, most of the Bank’s borrowars located in Ocean and Monmouth Counties, Neseyeaand the surrounding area. These
concentrations may adversely affect the Bank’s loas experience should local real estate valuelsngeor should the markets served experience
an adverse economic shock.

Management believes the primary risk charactesgtic each portfolio segment are a continued dedlirthe economy generally, including
sustained unemployment, a decline in real estatkeh@alues and possible increases in interess.ratey one or a combination of these events
may adversely affect the borrowers’ ability to replae loans, resulting in increased delinquendaes) losses and future levels of provisions.
Accordingly, the Bank has provided for loan losaethe current level to address the current rigkiénloan portfolio.

Management believes that the allowance for loasdess adequate. While management uses availdbtenition to recognize losses on loans,
future additions to the allowance may be necedsasgd on changes in economic conditions in the @ogip market area. In addition, various
regulatory agencies, as an integral part of thmitine examination process, periodically review Baak’s allowance for loan losses. Such
agencies may require the Bank to recognize additiotthe allowances based on their judgments @bfarmation available to them at the time of
their examination.

Reserve for Repurchased Loans

The reserve for repurchased loans relates to pakémdses on loans sold which may have to be mdyasged due to a violation of representations
and warranties. Provisions for losses are chamegin on sale of loans and credited to the resghile actual losses are charged to the reserve.
The reserve represents the Company’s estimateedbthl losses expected to occur and is considerbd adequate by management based upon
the Company’s evaluation of the potential exposalated to the loan sale agreements over the peficeburchase risk. The reserve for
repurchased loans is included in other liabilibesthe Company’s consolidated statement of findreciadition.
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Mortgage Servicing Rights, or MSR

The Company recognizes as a separate asset the tagdervice mortgage loans, whether those rigtgsacquired through purchase or loan
origination activities. MSR are amortized in protam to and over the estimated period of net s@rgilmcome. The estimated fair value of MSR
is determined through a discounted analysis ofréubash flows, incorporating numerous assumptiodsiding servicing income, servicing costs,
market discount rates, prepayment speeds and tedtes. Impairment of the MSR is assessed onain@dlue of those rights with any
impairment recognized as a component of loan segyie income.

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
balance over fair value is charged to the allowdncéoan losses. Operating results from real estatned, including rental income, operating
expenses, and gains and losses realized from lie &fareal estate owned are recorded as incurred.

Premises and Equipment

Land is carried at cost and premises and equiprmahtding leasehold improvements, are stated sttless accumulated depreciation and
amortization. Depreciation and amortization are potad using the straight-line method over the eatioh useful lives of the assets or leases.
Depreciable lives are as follows: computer equipm@myears; furniture, fixtures and other electoefuipment: 5 years; building improvements:
10 years; and buildings: 30 years. Repair and raartce items are expensed and improvements atelizzgul. Gains and losses on dispositions
are reflected in current operations.

Income Taxes

The Company utilizes the asset and liability methbdccounting for income taxes. Under this mettdsderred tax assets and liabilities are
recognized for the future tax consequences atadatto differences between the financial statemanting amounts of existing assets and
liabilities and their respective tax bases. Defétexx assets and liabilities are measured usingtetidax rates expected to apply to taxable income
in the years in which those temporary differenaesexpected to be recovered or settled. The effecteferred tax assets and liabilities of a ch

in tax rates is recognized in income in the pethat includes the enactment date. Any interestpmdlties on taxes payable are included as part
of the provision for income taxes.

Impact of New Accounting Pronouncements

Accounting Standards Certification (“ASC”) 810gnsolidation , replaces the quantitative-based risks and rewealdsilation for determining
which enterprise, if any, has a controlling finalénterest in a variable-interest entity with gpeoach focused on identifying which enterprise
has the power to direct the activities of a vaegaibkterest entity that most significantly effece thntity’s economic performance and (i) the
obligation to absorb losses of the entity or (i tight to receive benefits from the entity. Therpuncement was effective January 1, 2010 and
did not have a significant effect on the Compamgasolidated financial statements.

ASC 860, Transfers and Servicing , improves the information a reporting entity piaes in its financial statements about a transfdinafcial
assets, including the effect of a transfer on diyemfinancial position, financial performancedanash flows and the transferor’s continuing
involvement in the transferred assets. ASC 860iréies the concept of a qualifying, special-purpastity and changes the guidance for
evaluation for consolidation. This pronouncemens wHective January 1, 2010 and did not have dffignt effect on the Company’s
consolidated financial statements.

Accounting Standards Update No. 200®under ASC 820 requires new disclosures andielaucertain existing disclosure requirements alfain
value measurements. Specifically, the update requin entity to disclose separately the amourdgofficant transfers in and out of Level 1 and
Level 2 fair value measurements and describe #@msores for such transfers. A reporting entity isuneggl to present separately information about
purchases, sales, issuances, and settlementsriecthrciliation for fair value measurements usieyel 3 inputs. In addition, the update clarifies
the following requirements of the existing disclasy(i) for the purposes of reporting fair valueaserement for each class of assets and liabil
a reporting entity needs to use judgment in deteimgithe appropriate classes of assets; and (@parting entity is required to include disclosures
about the valuation techniques and inputs usede@sore fair value for both recurring and non-rangrfair value measurements. The
amendments are effective for interim and annuadntepy periods beginning after December 15, 20@8ept for the separate disclosures of
purchases, sales, issuances, and settlementsriolitfrarward of activity in Level 3 fair value mearements. Those disclosures are effective for
fiscal years beginning after December 15, 2010,fanthterim periods within those fiscal years. Thiew guidance did not have a significant
impact on the Company’s consolidated financialstegnts other than additional disclosures.
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Accounting Standards Update 2010-20, amends ASQRé&€Ceivables) to require significant new disclesuabout the credit quality of financial
receivables/loans and the allowance for creditdss$he objective of the new disclosures is to owprfinancial statement users’ understanding of
(1) the nature of an entity’s credit risk assodatath its financing receivables, and (2) the grdissessment of that risk in estimating its
allowance for credit losses, as well as changésdrallowance and the reasons for those changesdiSblosures are to be presented at the le\
disaggregation that management uses when assesglngonitoring the portfolio’s risk and performarfeéher by portfolio segment or by class

of financing receivables). The required disclostnetude, among other things, a rollforward of tllewance for credit losses by portfolio
segment, as well as information about credit quatidicators and modified, impaired, non-accrual past due loans. The disclosures related to
period-end information (e.g., credit-quality infaation and the ending financing receivables balaeggegated by impairment method) is required
in all interim and annual reporting periods endimgor after December 15, 2010 and is included énGbmpany’s December 31, 2010 financial
statements. Disclosures of activity that occursrdua reporting period (e.g., loan modificationsl dine rollforward of the allowance for credit
losses by portfolio segment) will be required iteiim or annual periods beginning on or after Deoeni5, 2010 (January 1, 2011 for the
Company).

Stock-based Compensation

The Company recognizes the grant-date fair valustarfk options and other stock-based compensasued to employees in the income
statement. The modified prospective transition métivas adopted and, as a result, the income staténwdudes $578,000, $481,000 and
$445,000, respectively, of expense for stock opgiants for the years ended December 31, 2010, 20822008, respectively. At December 31,
2010, the Company had $1.0 million in compensatiost related to non-vested awards not yet recodnifeis cost will be recognized over the
remaining vesting period of 1.6 years.

The fair value of stock options granted by the Campwas estimated through the use of the Black48shaption pricing model applying the
following assumptions:

2010 2009 2008
Risk-free interest rat 3.3t% 3.0&% 3.71%
Expected option lif¢ 7 year: 7 year: 7 year:
Expected volatility 28% 25% 22%
Expected dividend yiel 4.8(% 4.9% 4.88%
Weighted average fair value of an option sharetgdhduring the yee $ 1.84 $ 1.84 $ 2.3¢
Intrinsic value of options exercised during therygathousands — 7 30

The risk-free interest rate is based on the U.8a3ury rate with a term equal to the expected opifie. The expected option life conforms to the
Company’s actual experience. Expected volatilithased on actual historical results. Compensatishis recognized on a straight line basis over
the vesting period.

Comprehensive Income

Comprehensive income is comprised of net incomeadinel comprehensive income (loss). Other compreEherncome (loss) includes items
recorded directly in equity, such as unrealizechga@rr losses on securities available for sale.
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Bank Owned Life Insurance

Bank owned life insurance (“BOLI") is accounted fming the cash surrender value method and isdedat its realizable value. The Company’s
BOLI is invested in a separate account insuranodumt which is invested in a fixed income portfoliine separate account includes stable value
protection which maintains realizable value at beakie with investment gains and losses amortized future periods. The change in the net
asset value is included in other non-interest ineom

Exit Activities

During 2007, the Bank exited the mortgage bankingjriess operated by Columbia. All loan originagativity was ceased, although the Bank
retained Columbia loan servicing portfolio. The exit was due to $ignificant operating losses incurred by Columibithe fourth quarter of 20(
and the first quarter of 2007 and was completear fto the end of 2007. Occupancy expenses fordhesyended December 31, 2010, 2009 and
2008 include $-0-, $593,000 and $659,000 for l¢asaination costs related to the exit activitiesarordance with Financial Accounting
Standards Board Statement No. 146, “AccountindCfosts Associated with Exit or Disposal Activities.”

Segment Reporting

As a community-oriented financial institution, stebgtially all of the Bank’s operations involve ttelivery of loan and deposit products to
customers. The Bank makes operating decisions ssebges performance based on an ongoing revidwesd tommunity banking operations,
which constitute the only operating segment foafficial reporting purposes.

Earnings Per Share

Basic earnings per share is computed by dividirngno®me available to common stockholders by thighted average number of shares of
common stock outstanding. Diluted earnings perestsacalculated by dividing net income availabledonmon stockholders by the weighted
average number of shares of common stock outstgmudirs potential common stock, utilizing the tregsstock method. All share amounts
exclude unallocated shares of stock held by thel&ep Stock Ownership Plan (“ESOP”) and the IncenRlan.

The following reconciles shares outstanding folibasd diluted earnings per share for the yeare@mecember 31, 2010, 2009 and 2008 (in
thousands):

Years Ended December &

2010 2009 2008

Weighted average shares outstanc 18,82: 13,40¢ 12,36(

Less: Unallocated ESOP sha (549) (584) (618)

Unallocated Incentive award shares and shareshyealigéferred compensation

plan (137) (85) (75)

Average basic shares outstand 18,14: 12,731 11,66
Add: Effect of dilutive securities

Stock options — — 42

Incentive Awards and shares held by deferred cosgt@m plar 49 47 49

Average diluted shares outstand 18,19 12,78¢ 11,75¢

For the years ended December 31, 2010, 2009 art] 20854,000 1,626,000 and 1,325,000, respectiaglydilutive stock options were excluded
from earnings per share calculations.
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(2) Regulatory Matters

Office of Thrift Supervision (“*OTS”) regulationsgaire savings institutions to maintain minimum lisvef regulatory capital. Under the
regulations in effect at December 31, 2010, thekBaas required to maintain a minimum ratio of tdohgicapital to total adjusted assets of 1.5
minimum ratio of Core capital to total adjustedeasof 4.0%; and a minimum ratio of total (core angplementary) capital to risk-weighted
assets of 8.0%.

Under its prompt corrective action regulations, @ES is required to take certain supervisory asti@nd may take additional discretionary
actions) with respect to an undercapitalized ing8tih. Such actions could have a direct materi@otfon the institution’s financial statements. The
regulations establish a framework for the clasatfan of savings institutions into five categoriesll-capitalized, adequately capitalized,
undercapitalized, significantly undercapitalizedd aritically undercapitalized. Generally an ingibn is considered well capitalized if it has a
Tier 1 ratio of at least 6.0%; and a total riskdzhsapital ratio of at least 10.0%. At December28L0 and 2009, the Bank was considered well-
capitalized.

The following is a summary of the Bank’s actualitapamounts and ratios as of December 31, 201®808 compared to the OTS minimum
capital adequacy requirements and the OTS requirenfier classification as a well-capitalized ingiibn (in thousands).

To be well capitalized

For capital adequacy under prompt
Actual Purpose: corrective actior
As of December 31, 201 Amount Ratio Amount Ratic Amount Ratio
Tangible capita $206,16: 9.1% $33,86¢ 15% $ «— — %
Core capita 206,16: 9.1 90,31¢ 4.C 112,89: 5.C
Tier 1 risk-based capite 206,16. 14.4 57,45( 4.C 86,17 6.C
Risk-based capite 219,39¢ 15.2 114,89¢ 8.C 143,62- 10.C
To be well capitalized
For capital adequacy under prompt
Actual Purpose: corrective actior
As of December 31, 20C Amount Ratio Amount Ratic Amount Ratio
Tangible capita $183,10¢ 9.0% $ 30,62¢ 1% $ — — %
Core capita 183,10¢ 9.C 81,67( 4.C 102,08 5.C
Tier 1 risk-based capite 183,10¢ 13.4 54,77¢ 4.C 82,16¢ 6.0
Risk-based capite 193,33t 14.1 109,55’ 8.C 136,94 10.C

OTS regulations impose limitations upon all capilistributions by savings institutions, like therfasuch as dividends and payments to
repurchase or otherwise acquire shares. The Baglkotadeclare or pay cash dividends on or repuhay of its shares of common stock if the
effect thereof would cause stockholders’ equitheéaeduced below applicable regulatory capital tesiance requirements or if such declaration
and payment would otherwise violate regulatory negments.
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(3) Investment Securities Available for Sale

The amortized cost and estimated market valuewafsiment securities available for sale at Decer@heR010 and 2009 are as follows (in
thousands):

December 31, 201

Gross

Unrealizet Gross Estimatec

Amortized Unrealizec Market

Cost Gains Losses Value
U.S. agency obligatior $ 41,14¢ $ 41 $ (55 $41,13:
State and municipal obligatiol 10,69( — (75) 10,61t
Corporate debt securitit 55,00( — (15,144 39,85¢
Equity investment 37C — (55) 31E

$107,20¢ $ 4 $(15,329) $91,91¢

December 31, 200

Gross

Unrealizer Gross Estimatec

Amortized Unrealizec Market

Cost Gains Losses Value
U.S. agency obligatior $ 301 $ 5 $ — $ 30€
State and municipal obligatiol 30C — — 30C
Corporate debt securitit 55,00( — (18,63)) 36,36¢
Equity investment 37C — (78) 292

$ 55,97 $ 5 $(18,709 $37,26

Gains realized during 2010, 2009 and 2008 on tleeafanvestment securities available for saleleatas-0-, $-0-, and $239,000, respectively.
Realized losses during 2010, 2009 and 2008 onalleeo$ investment securities totaled $-0-, $4,000 $1,141,000, respectively.

The amortized cost and estimated market valuevafstment securities available for sale, excludiggjty investments, at December 31, 2010 by
contractual maturity, are shown below (in thousanéstual maturities will differ from contractualaturities because issuers may have the rig
call or prepay obligations with or without call prepayment penalties. At December 31, 2010, investreecurities available for sale with an
amortized cost and estimated market value of $8500@ and $39,856,000, respectively, were callpbte to the maturity date.

Estimatec
Amortized Market
Cost Value
Less than one ye:i $ 514 $ 514
Due after one year through five ye. 51,32: 51,23
Due after five years through ten ye — —
Due after ten yeal 55,00( 39,85¢

$106,83t $91,60¢

The estimated market value (carrying amount) oéstment securities pledged as required securitgdposits and for other purposes required by
law amounted to $31,163,000 and $306,000 at Dece®1h010 and 2009, respectively. Additionallye #stimated market value (carrying
amount) of investment securities pledged as coliafer reverse repurchase agreements amounte®i@fd $-0- at December 31, 2010 and
2009, respectively.
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The estimated market value and unrealized losmf@stment securities available for sale at DecerBhe2010 and 2009, segregated by the
duration of the unrealized loss are as followgtmusands):

December 31, 201

Less than 12 montt 12 months or longe Total
Estimatec Unrealize Estimatec Estimatec

Market Market Unrealizec Market Unrealizec

Value Losses Value Losses Value Losses
U.S. Agency obligation $20,74. $ (55 $ — $ — $20,74. $ (55
State and Municipal Obligatior 9,73¢ (75) — — 9,73¢ (75)
Corporate Debt Securiti¢ — — 39,85¢ (15,149 39,85¢ (15,144
Equity investment 104 (16) 211 (39) 31t (55)

$30,58. $ (14€) $40,067 $(15,18) $70,65! $(15,329

December 31, 20C

Less than 12 montt 12 months or longe Total
Estimatec Unrealize Estimatec Estimatec
Market Market Unrealizec Market Unrealizec
Value Losses Value Losses Value Losses
Corporate debt securitit $ — $ — $36,36¢ $(18,637) $36,36¢ $(18,63))
Equity investment 292 (78) — — 292 (78)

$ 292 $ (78 $36,36¢ $(18,63) $36,66 $(18,709

At December 31, 2010, the amortized cost, estimataxdket value and credit rating of the individuaigorate debt securities in an unrealized loss
position for greater than one year are as follawshousands):

Estimated Credit Rating
Security Descriptiol Amortized Cos Market Value Moody’'s/S&P
BankAmerica Capite $ 15,00( $ 10,40¢ Baa3/BBH+
Chase Capite 10,00(¢ 7,90¢ A2/BBB+
Wells Fargo Capite 5,00(C 3,76( A3/A-
Huntington Capita 5,00( 2,84¢ Bal/BE-
Keycorp Capita 5,00( 3,531 Baa3/BE
PNC Capita 5,00(C 3,841 Baa2/BBE
State Street Capiti 5,00(C 3,91¢ A3/BBB+
SunTrust Capits 5,00( 3,644 Baa3/BE

$ 55,00( $ 39,85¢

At December 31, 2010, the market value of eacharatp debt security was below cost. However, thienated market value of the corporate ¢
securities portfolio increased over the prior y8dre corporate debt securities are issued by dithemcial institutions with credit ratings ranging
from a high of A2 to a low of BB- as rated by orfétee internationally-recognized credit rating Sees. These floating-rate securities were
purchased during the period May 1998 to Septem®@8 ind have paid coupon interest continuouslyesisguance. Floating-rate debt securities
such as these pay a fixed interest rate spreadléB&R. Following the purchase of these securitibe,required spread increased for these types
of securities causing a decline in the market pfidee Company concluded that unrealized lossewvaitehle for sale securities were only
temporarily impaired at December 31, 2010. In codirlg that the impairments were only temporary,Geenpany considered several factors i
analysis. The Company noted that each issuer mhtte &ontractually due payments when requirecer&€hwere no defaults on principal or
interest payments and no interest payments weerrgef All of the financial institutions were alsonsidered well-capitalized. Based on
management’s analysis of each individual secutfity issuers appear to have the ability to meet simvice requirements for the foreseeable
future. Furthermore, although these investmentrigzsiare available for sale, the Company doeshawe the intent to sell these securities and it
is more likely than not that the Company will netfequired to sell the securities. The Companyhledd the securities continuously since 1998
and expects to receive its full principal at matuim 2028. The Company has historically not adgivaold investment securities and does not
utilize the securities portfolio as a source ofiidity. The Company’s long range liquidity planslicate adequate sources of liquidity outside the
securities portfolio.
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Capital markets in general and the market for tlvesporate securities in particular have been gigdisince the second half of 2007. In its
analysis, the Company considered that the sevanidyduration of unrecognized losses was at leay phue to the illiquidity caused by market
disruptions. Steps taken by the U.S. Treasuryftaeral Reserve Bank, the Federal Deposit Insur@ogeoration and foreign central banks,
among others, have been a positive force in regjdiguidity and confidence in the capital markdtse ability of each of these issuers to raise
capital during 2009 and 2010 was a testament teffleetiveness of these actions.

Due to the reasons noted above, especially théncimg restoration of the capital markets, the ioyad valuation of the corporate securities
portfolio, the capital position of the issuers, thenterrupted payment of all contractually dueiast, management has determined that only a
temporary impairment existed at December 31, 2010.

(4) Mortgage-Backed Securities Available for Sale

The amortized cost and estimated market value ofgage-backed securities available for sale at Bddee 31, 2010 and 2009 are as follows (in
thousands):

December 31, 201

Gross Gross
Unrealizer Unrealizet Estimated
Amortized Market
Cost Gains Losses Value
FHLMC $ 19,22¢ $ 38¢ $ (13 $ 19,59¢
FNMA 315,02 5,34¢ — 320,36¢
GNMA 1,037 172 — 1,20¢

$33528¢ $590. $ (13)  $341,17!

December 31, 20C

Gross Gross
Unrealizer Unrealizer Estimated
Amortized Market
Cost Gains Losses Value
FHLMC $ 12,42 $ 44z $ — $ 12,86¢
FNMA 199,38: 1,517 (1,485) 199,41
GNMA 1,18¢ 15¢ — 1,34¢

$212,98¢  $ 2116  $(1,48)  $213,62:

There were no gains or losses realized on theo$a®rtgage-backed securities available for satindu2010, 2009 or 2008.

The contractual maturities of mortgage-backed stesiiavailable for sale generally exceed 15 yaapurchase; however, the effective lives are
expected to be shorter due to principal prepayments

The estimated market value (carrying amount) oftgage-backed securities pledged as required sgdaritleposits and for other purposes
required by law amounted to $202,678,000 and $402®0at December 31, 2010 and 2009, respectivély.€Btimated market value (carrying
amount) of mortgage-backed securities pledged kemt@al for reverse repurchase agreements amotot®d7,163,000 and $78,152,000 at
December 31, 2010 and 2009, respectively.
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The estimated market value and unrealized losmfotgagebacked securities available for sale at DecembgP@10 and 2009, segregated by
duration of the unrealized loss are as followgtfmusands):

December 31, 201

Less than 12 montt 12 months or longe Total
Estimate:
Estimatec Unrealizet Unrealize Estimatec Unrealizet
Market Market Market
Value Losses Value Losses Value Losses
FHLMC $498. $ (13 $ — $ — $498 $ (13
$498: $ (13 $ — $ — $498 $ (13
December 31, 20C
Less than 12 montt 12 months or longe Total
Estimate:
Estimatec Unrealize« Unrealize( Estimatec Unrealize«
Market Market Market
Value Losses Value Losses Value Losses
FNMA $95,65¢ $(1,48) $ — $ —  $95,65° $(1,489
$95,65¢ $(1,48) $ — $ —  $9565° $(1,489

The mortgage-backed securities are issued andmjearhby either FHLMC or FNMA, corporations whiate @hartered by the United States
Government and whose debt obligations are typicallgd AAA by one of the internationally recognizgddit rating services. FHLMC and
FNMA have been under the conservatorship of thefdHousing Financial Agency since September 882The conservatorships have no
specified termination date. Also, FHLMC and FNMAvkaentered into Stock Purchase Agreements whidbviolg the issuance of Senior
Preferred Stock and Warrants to the United Stateasliry provide FHLMC and FNMA funding commitmefrtem the United States Treasury.
The Company considers the unrealized losses thébeetsult of changes in interest rates which dwee tan have both a positive and negative
impact on the estimated market value of the morgaarked securities. Although these mortgage-baskedrities are available for sale, the
Company does not intend to sell the securitiesiisdnore likely than not that the Bank will nat bequired to sell the securities before recovery
of their amortized cost. As a result, the Compamyctuded that unrealized losses on available fier securities were only temporarily impaired at
December 31, 2010.

(5) Loans Receivable, Net
A summary of loans receivable at December 31, 201tD2009 follows (in thousands):

December 31

2010 2009

Real estate mortgag
One-to-four family $ 944,84 $ 942,57
Commercial real estate, mi-family and lanc 435,12° 396,88:
FHA insured & VA guarantee 3,54¢ 6,50¢
Residential constructic 13,74¢ 9,241
1,397,26. 1,355,20:
Consume] 205,72! 217,29(
Commercia 76,69: 70,21«
Total loans 1,679,68 1,642,70
Loans in proces (4,05%) (3,466
Deferred origination costs, n 4,862 767
Allowance for loan losse (19,700 (14,729
(18,897 (13,427
$1,660,78! $1,629,28

At December 31, 2010, 2009 and 2008 loans in theuatnof $37,537,000, $28,320,000 and $16,043,68pectively, were three or more months
delinquent or in the process of foreclosure anddbmpany was not accruing interest income. Thenme we loans ninety days or greater past due
and still accruing interest. Non-accrual loansudel both smaller balance homogenous loans thaiofietively evaluated for impairment and
individually classified impaired loans.
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The Company classifies certain loans as troubléd structurings (“TDR”) when credit terms to attmaver in financial difficulty are modified.
The modifications typically include a reductionrate, an extension in term and/or the capitalizatibpast due amounts. Included in the non-
accrual loan total at December 31, 2010 and 2002 %&,318,000 and $1,592,000, respectively, oftiexdi debt restructurings. There was no non-
accrual TDRs at December 31, 2008. At Decembe2@10, 2009 and 2008 the Company has allocated @869$175,000 and $0 of specific
reserves to loans which are classified as trouthddad restructurings. Non-accrual loans which bectmowbled debt restructurings are returned to
accrual status after six months of performancenkadassified as a troubled debt restructuringsitidaccruing at December 31, 2010, 2009 and
2008 were $12,529,000, $8,723,000 and $-0-.

At December 31, 2010, the impaired loan portfobasisted of four commercial real estate loansitwga$4,673,000 for which there was a spec
allocation in the allowance for loan losses of $8,800. At December 31, 2009, the impaired loartfplos consisted of six commercial real est
loans and one commercial loan totaling $4,991,@@@vhich there was a specific allocation in theaknce for loan losses of $582,000. The
average balance of impaired loans for the years@&ibecember 31, 2010, 2009 and 2008 was $5,172380189,000 and $3,781,000,
respectively. If interest income on non-accruahmand impaired loans had been current in accoedaith their original terms, approximately
$1,467,000, $1,441,000 and $913,000 of interesinmecfor the years ended December 31, 2010, 2002@0#] respectively, would have been
recorded. At December 31, 2010, there were no comemits to lend additional funds to borrowers whos@s are in non-accrual status.

An analysis of the allowance for loan losses ferykars ended December 31, 2010, 2009 and 208&adiawvs (in thousands):

Years Ended December @

2010 2009 2008

Balance at beginning of ye $14,72: $11,66¢ $10,46¢
Provision charged to operatio 8,00 5,70C 1,77
Charge-offs (3,27¢) (2,68¢) (8849
Recoveries 258 46 30€
Balance at end of ye: $19,70( $14,72: $11,66¢
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The following table presents the balance in thevedince for loan loses and the recorded investnneloins by portfolio segment and based on
impairment method as of December 31, 2010 (in thods):

Commerciz
Residential
Real Estat Real Estat Consume Commercie Unallocate: Total
Allowance for loan losse:
Ending allowance balance attributed to lo¢
Individually evaluated for impairme: $ — $ 198 $ — $ — $ — $ 1,98t
Collectively evaluated for impairme 5,601 4,84¢ 3,63¢ 962 2,66( 17,71
Total ending allowance balan $ 5607 $ 683 $ 3632 $ 962 $ 266( $ 19,70(
Loans:
Loans individually evaluated for impairme $ — $ 4670 $ — $ — $ — $ 4,67
Loans collectively evaluated for impairme 962,13 430,45: 205,72! 76,69: — 1,675,00:
Total ending loan balanc $962,13° $435,12° $205,72! $76,69: $ — $1,679,68
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A summary of impaired loans at December 31, 201D2009 is as follows (in thousands):

December 31

2010 2009
Year-end impaired loans with no allocated allowanceddan losse: $ — $3,91(
Yeal-end impaired loans with allocated allowance fonlt@sses 4,67% 1,081

$4,67:% $4,991

Amount of the allowance for loan losses allocz $1,98¢ $ 582

The summary of loans individually evaluated for avment by class of loans as of December 31, 26lléws (in thousands):

Plﬂ::]%?,g Allowance fo
Recorded Loan Losses
Balance Investmer Allocated
With no related allowance recorde
Commercial real estat
Commercia $ — $ — $ —
Construction and Lan — — —
Commercia — — —
$ — $ — $ —
With an allowance recorde
Commercial real estat
Commercia $2,10¢ $ 2,10 $ 98¢
Construction and Lan 2,56¢ 2,56¢ 1,00(
Commercia — — —
$4,67: $ 4,67¢ $ 1,98¢

The following table presents the recorded investritenon-accrual loans by class of loans as of Bam 31, 2010 (in thousands):

Recorded
Investment in
Non-accrual Loan

Residential real estat

Originated by Banl $ 22,707

Originated by Columbii 3,87(

Residential constructio 36¢
Commercial real estat

Commercia 3,28(

Construction and Lan 2,56¢
Consumel 4,62¢
Commercia 117

The residential real estate originated by the Bankides purchased loans which were originated utigeBank’s underwriting guidelines.
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The following table presents the aging of the rdedrinvestment in past due loans as of Decembe&t@1) by class of loans (in thousands):

Greater
60-89 than
30-59 Days 90 Days Total
Days Past Past Past Loans Not
Past Due Due Due Due Past Due Total
Residential real estat
Originated by Banl $ 9,232 $1,95¢ $20,97: $32,167 $ 909,43t $ 941,59°
Originated by Columbii 958 1,532 3,24( 5,72¢ 1,067 6,792
Residential constructio — — 36¢ 368 13,38( 13,74¢
Commercial real estat
Commercia 87C — 2,611 3,481 406,54¢ 410,03(
Construction and Lan — — 2,56¢ 2,56¢ 22,52¢ 25,097
Consumel 2,03¢ 241 4,092 6,37( 199,35! 205,72!
Commercia — — 117 117 76,57°¢ 76,69
$13,097 $3,731 $33,96¢ $50,791 $1,628,89 $1,679,68:

The Company categorizes all commercial and commlereal estate loans into risk categories baseglenant information about the ability of
borrowers to service their debt such as: curreraritial information, historical payment experiemmredit documentation and current economic
trends, among other factors. This analysis is peréal on a quarterly basis. The Company uses thenfiolg definitions for risk ratings:

Special Mention. Loans classified as special merti@ave a potential weakness that deserves managermese attention. If left
uncorrected, these potential weaknesses may ragldterioration of the repayment prospects forltlaa or of the Bank’s credit position at

some future date.

Substandard. Loans classified as substandard alednately protected by the current net worth ayihg capacity of the borrower or of
the collateral pledged, if any. Loans so classifiade a well-defined weakness or weaknesses thaaijdize the liquidation of the debt.
They are characterized by the distinct possibiligt the Company will sustain some loss if thedeficies are not corrected.

Doubtful. Loans classified as doubtful have all eaknesses inherent in those classified as suds@nwith the added characteristic that
the weaknesses make collection or liquidation Ih fun the basis of currently existing facts, cdidis, and values, highly questionable and

improbable.

Loans not meeting the criteria above that are aealyndividually as part of the above describectpss are considered to be pass related loans.
Loans not rated are included in groups of homogesémans. As of December 31, 2010, and based omdisé recent analysis performed, the risk

category of loans by class of loans is as follomwdHousands):

Commercial real estat
Commercia
Construction and Lan

Commercia
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$376,90. $10,85¢ $ 22,27 $ — $410,03(
22,52¢ — 1,10C 1,46¢ 25,09
71,79 1,97¢ 2,921 — 76,69:
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The Company considers the performance of the loatiglio and its impact on the allowance for loasdes. For residential and consumer loan
classes, the Company also evaluates credit quzggd on the aging status of the loan, which waxgquisly presented, and by payment activity.
The following table presents the recorded investrireresidential and consumer loans based on payawtivity as of December 31, 2010 (in
thousands):

Residential Real Esta

Originated Originated Residentia

by Bank by Columbii constructiol Consume|
Performing $918,89( $ 2,92¢ $ 13,38( $201,09¢
Non-performing 22,70 3,87( 36€ 4,62¢

$941,59° $ 6,792 $ 13,74¢ $205,72!

The Bank’s mortgage loans are used to secure FHvBreces.

(6) Servicing Asset
An analysis of the servicing asset for the yeadedrDecember 31, 2010, 2009 and 2008 is as fol{owbsousands):

Years Ended December @

2010 2009 2008
Balance at beginning of ye $ 6,51¢ $ 7,22¢ $ 8,94(
Capitalized mortgage servicing rigt 1,15¢€ 1,66( 384
Amortization (2,019 (2,117 (2,095
Impairment — (267%) —

Balance at end of ye: $ 5,65:¢ $ 6,51¢ $7,22¢

Loans serviced for others amounted to $913,778a0@0$952,871,000 at December 31, 2010 and 20Q%cteeely, all of which relate to
residential loans. At December 31, 2010, the sengiasset had an estimated fair value of $8,611a0@0was valued based on expected future
cash flows considering a weighted average discatatof 9.6%, a weighted average constant prepayratnon mortgages of 11.9% and a
weighted average life of 7.4 years. At December2BD9, the servicing asset had an estimated faiewa $9,044,000 and was valued based on
expected future cash flows considering a weightextame discount rate of 9.6%, a weighted averagstant prepayment rate on mortgages of
12.0% and a weighted average life of 7.3 yearfA3ecember 31, 2010, estimated future servicingrézation through 2015 based on the
prepayment assumptions utilized in the Decembe@10 valuation, is as follows: $1,695,000 for 2081,198,000 for 2012, $902,000 for 2013,
$655,000 for 2014 and $439,000 for 2015. Actualiteswill vary depending upon the level of repayitsesn the loans currently serviced.

(7) Interest and Dividends Receivable
A summary of interest and dividends receivable e¢énber 31, 2010 and 2009 follows (in thousands):

December 31

2010 2009
Loans $5,177 $5,40(
Investment securitie 23€ 55
Mortgagebacked securitie 1,03: 604

$6,44¢ $6,05¢
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(8) Premises and Equipment, Net

Premises and equipment at December 31, 2010 argld28Gummarized as follows (in thousands):

December 31

2010 2009
Land $ 4,25¢ $ 3,94t
Buildings and improvemen 24,00¢ 23,13
Leasehold improvemen 2,07¢ 2,22¢
Furniture and equipme 18,26( 16,78(
Automobiles 34z 34z
Construction in progres 113 173
Total 49,05! 46,59¢
Accumulated depreciation and amortizat (26,569 (24,509

$ 22,48¢ $ 22,08t¢

(9) Deposits

Deposits, including accrued interest payable of @33 and $39,000 at December 31, 2010 and 2008 ctgely, are summarized as follows (in

thousands):
December 31
2010 2009
Weightec Weightec
Average Average
Amount Cost Amount Cost

Non-interes-bearing account $ 126,42 — % $ 107,72: — %

Interes-bearing checking accour 920,32« .68 615,34 .93

Money market deposit accour 108,42: 41 96,88t¢ .58

Savings accoun! 223,65( .36 232,08: .82

Time deposit: 285,14« 1.81 312,16 1.9¢
$1,663,96! 76% $1,364,19 1.0€%

Included in time deposits at December 31, 20102809, respectively, is $72,254,000 and $66,564i0@@posits of $100,000 and over.

Time deposits at December 31, 2010 mature as fell@gwthousands):

Year Ended December 3

2011 $173,53¢
2012 45,22:
2013 14,31¢
2014 11,06¢
2015 12,391
Thereaftel 28,60°"

$285,14:

Interest expense on deposits for the years endedrblger 31, 2010, 2009 and 2008 is as follows @ushands):

Years Ended December &

2010 2009 2008
Interes-bearing checking accour $ 6,41¢ $ 7,057 $ 9,68¢
Money market deposit accour 597 67¢ 1,091
Savings account 1,732 1,974 2,01
Time deposit: 5,59:¢ 8,32 13,96:

$14,34(  $18,03:  $26,75¢
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(10) Borrowed Funds
Borrowed funds are summarized as follows (in thadsx

December 31

2010 2009
Weightec Weightec
Average Average
Amount Rate Amount Rate
Federal Home Loan Bank advant $265,00( 2.86% $333,00( 2.66%
Securities sold under agreements to repurc 67,86¢ A€ 64,57: .73
Other borrowing 27,50( 2.7¢ 27,50( 2.8C
$360,36- 2.4(% $425,07: 2.3%%

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

Reverse
FHLB Repurchase
Advances Agreements
2010 2009 2010 2009
Average balanc $358,35: $263,89¢ $70,98: $68,27:
Maximum amount outstanding at any month 521,00( 333,00( 75,107 77,24¢
Average interest rate for the ye 2.41% 4.11% .61% .86%
Amortized cost of collatera
Corporate securitie — — $ — $ —
Mortgage-backed securitie — — 74,93 76,827
Estimated market value of collater
Corporate securitie — — — —
Mortgage-backed securitie — — 77,16 78,152

The securities collateralizing the reverse repuelagreements are delivered to the lender with wéach transaction is executed or to a third
party custodian. The lender, who may sell, loantherwise dispose of such securities to othergmiti the normal course of their operations,
agrees to resell to the Company substantially éineessecurities at the maturity of the reverse @mge agreements. (See notes 3 and 4.)

FHLB advances and reverse repurchase agreemergsbatractual maturities at December 31, 2010 lé&safe (in thousands):

Reverse

Repurchas
FHLB
Year Ended December & Advances Agreement
2011 $ 54,00( $ 67,86«
2012 41,00( —
2013 66,00( —
2014 40,00( —
2015 64,00( —
$265,00( $ 67,86¢

Amount callable by lender prior to the maturity el — —

During 2007, the Company issued $10 million of tqueferred securities which carry a floating ratd 75 basis points over 3 month LIBOR
adjusted quarterly. Accrued interest is due quigrteith principal due at the maturity date of Sepber 1, 2037. During 2006, the Company is¢
$12,500,000 of trust preferred securities. Thettpusferred securities carry a floating rate of ba8is points over 3 month LIBOR adjusted
quarterly. Accrued interest is due quarterly witmpipal due at the maturity date in 2036. On AugL2005, the Company issued $5,000,000 of
subordinated debt at a fixed interest rate of 6.3886rued interest is due quarterly with princigake at the maturity date of November 23, 2015.
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Interest expense on borrowings for the years efa@mber 31, 2010, 2009 and 2008 is as followthfnsands):

Years Ended December

2010 2009 2008
Federal Home Loan Bank advan $8,62¢ $10,77: $15,87:
Securities sold under agreements to repurc 434 58¢ 1,20¢
Other borrowing 85( 1,00t 1,544

$9,91: $12,36¢ $18,62¢

All FHLB advances are secured by the Bank’s morgagns, mortgage-backed securities and FHLB stska member of the FHLB of New
York, the Company is required to maintain a minimarestment in the capital stock of the FHLB, astcén an amount equal to 0.20% of the
Bank’s mortgage-related assets, plus 4.5% of teeipd value of certain transactions between thekBand the FHLB.

(11) Income Taxes
The provision (benefit) for income taxes for thasseended December 31, 2010, 2009 and 2008 coositts following (in thousands):

Years Ended December &

2010 2009 2008
Current:
Federal $13,01¢ $ 9,63¢ $2,88¢
State 2,28¢ 1,474 (419
Total curren 15,30¢ 11,11( 2,471
Deferred:
Federal (2,619 (1,780 4,12(
State (2,289 (175) 26¢
Total deferrec (4,907) (1,955 4,38¢

$10,40: $ 9,15¢ $6,86(

Included in other comprehensive income (loss) éeine tax expense (benefit) attributable to netalimed gains (losses) on securities available
for sale in the amount of $3,478,000, $1,300,000%(6,889,000) for the years ended December 310,209 and 2008, respectively. Included
in stockholders’ equity is income tax (expense)dfierttributable to stock plans in the amount (€35000), $150,000 and $51,000 for the years
ended December 31, 2010, 2009 and 2008, respsctivel
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A reconciliation between the provision for incorages and the expected amount computed by multiplyicome before the provision for income
taxes times the applicable statutory Federal inctareate for the years ended December 31, 20109 2ad 2008 is as follows (in thousands):

Years Ended December &

2010 2009 2008
Income before provision for income tay $30,77¢ $24,80¢ $21,62¢
Applicable statutory Federal income tax r 35.(% 35.(% 35.(%
Computec‘expecte” Federal income tax expen $10,77: $ 8,68: $ 7,56¢
Increase (decrease) in Federal income tax expesséing from:
ESOP adjustmer 43 41 107
ESOP dividend (23¢) (374) (380)
Earnings on life insuranc (295) (292) (247)
State income taxes net of Federal ber 921 844 (94)
Reversal of valuation allowance on
state deferred tax bene (922) — —
Other items, ne 11¢ 258 (99
$10,40: $ 9,15¢ $ 6,86(

Included in other assets at December 31, 2010 @68 & a net deferred tax asset of $13,243,0005a4¢B18,000, respectively.

The tax effects of temporary differences that gise to significant portions of the deferred tagets and deferred tax liabilities at December 31,
2010 and 2009 are presented in the following téhléhousands):

December 31

2010 2009
Deferred tax asset
Allowance for loan and real estate owned lossedpeks $ 8,047 $ 6,014
Reserve for repurchased loe 33C 33t
Valuation allowances for repurchased lo 94 95
Reserve for uncollected intere 1,03( 72¢
Incentive compensatic 1,05¢ 11¢
Deferred compensatic 74¢ 71¢€
Other reserve 40 40
Stock plans 94¢€ 672
Unrealized loss on securities available for : 3,84( 7,31¢
Intangible asset 241 307
Lease termination cos 284 398
Real estate owne 18t 89
State alternative minimum t: 1,16( 1,16(
Total gross deferred tax ass 18,00¢ 17,98¢
Less valuation allowanc — (922)
Deferred tax assets, r 18,00¢ 17,061
Deferred tax liabilities
Excess servicing on sale of mortgage lc (80) (442)
Investments, discount accreti (4349) (439
Deferred loan and commitment costs, (2,009 (1,986
ESOP (24) (83)
Premises and equipment, differences in depreci (715) (575)
Undistributed REIT incom (1,505 (1,737
Total deferred tax liabilitie (4,762 (5,249
Net deferred tax asse $13,24: $11,81¢
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At December 31, 2009, the Company determined thatuation allowance should be established foesfeferred tax assets other than the
alternative minimum tax as it was considered mikedyt than not that the Bank, based on anticipateehges to its corporate structure, would not
have sufficient earnings to realize the benefitD&tember 31, 2010, the Company determined thest“more likely than not” that the state
deferred tax assets will be realized through futexersals of existing taxable temporary differendeture taxable income and tax planning
strategies. The change in status from 2009 to 284@ted from a year-end 2010 dividend from OceatREIT Holdings, Inc. to the Bank which
utilized all existing net operating losses credigatock option exercises. There was no tax berafiignized relating to the utilization of these
operating losses. The recognition of cumulativeedtefl state tax assets which existed at the begjrofithe year provided the Company with a
benefit of $922,000 for the year ended DecembeRB10. The Company determined that it is not rexglito establish a valuation reserve for the
remaining net deferred tax asset since it is “nikkedy than not” that the net deferred tax assetkbe realized through future reversals of exigtin
taxable temporary differences, future taxable ine@nd tax planning strategies. The conclusionith&tmore likely than not” that the remaining
net deferred tax assets will be realized is basetthe history of earnings and the prospects fotisoad growth. Management will continue to
review the tax criteria related to the recognitifrdeferred tax assets.

Retained earnings at December 31, 2010 includemzippately $10,750,000 for which no provision facome tax has been made. This amount
represents an allocation of income to bad debtctémhs for tax purposes only. Events that wouldiltas taxation of these reserves include fai

to qualify as a bank for tax purposes, distribusiomcomplete or partial liquidation, stock redeiops and excess distributions to shareholders. At
December 31, 2010 the Company had an unrecognéfedreld tax liability of $4,391,000 with respectliis reserve.

A reconciliation of the amount of unrecognized lexefits for the years ended December 31, 201(® aad 2008 follows (in thousands). The
unrecognized tax benefits for the year ended Deee®b, 2008 would affect the effective income taterif recognized.

Years Ended December &

2010 2009 2008
Balance at beginning of ye $— $— $ 33¢
State tax benefits (settled) origina — — (33§
Balance at end of ye: $— $— $—

The tax years that remain subject to examinatiothbyFederal government include the year endedrbleee31, 2007 and forward. The tax years
that remain subject to examination by the Statédesf Jersey and New York include the years endexkiber 31, 2006 and forward.

(12) Employee Stock Ownership Plan

As part of the Conversion, the Bank establishe&mployee Stock Ownership Plan and in 2006 the Retéblished a Matching Contribution
Employee Stock Ownership Plan (collectively the E8) to provide retirement benefits for eligible glmyees. All full-time employees are
eligible to participate in the ESOP after theyiattge 21 and complete one year of service durihigmthey work at least 1,000 hours. ESOP
shares are allocated among participants on the basompensation earned during the year. Emplogeefully vested in their ESOP account
after the completion of five years of credited $&z\or completely if service was terminated dudeath, retirement, disability, or change in
control of the Company. ESOP participants are ledtito receive distributions from the ESOP accanty upon termination of service, which
includes retirement and death except that a ppatitimay elect to have dividends distributed aashh payment on a quarterly basis.

The ESOP originally borrowed $13,421,000 from tleenPany to purchase 2,013,137 shares of common &se&d in the conversion. On

May 12, 1998, the initial loan agreement was améndellow the ESOP to borrow an additional $8,200,in order to fund the purchase of
633,750 shares of common stock. At the same timéetim of the loan was extended from the initiadltve years to thirty years. As part of the
establishment of the Matching Contribution Emplogeck Ownership Plan the term of the loan wascgediby one year and now expires in
2026. The amended loan is to be repaid from cantichs by the Bank to the ESOP trust. The Bankdgiired to make contributions to the ESOP
in amounts at least equal to the principal and-ésterequirement of the debt, assuming a fixed@sterate of 8.25%.
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The Bank’s obligation to make such contributionseiduced to the extent of any dividends paid byGbenpany on unallocated shares and any
investment earnings realized on such dividendfA3ecember 31, 2010 and 2009 contributions td88®P, which were used to fund principal
and interest payments on the ESOP debt, totaled,$8Q for each year. During 2010 and 2009, $2710@D$486,000, respectively, of dividends
paid on unallocated ESOP shares were used forséelite. At December 31, 2010 and 2009, the lodnainaoutstanding balance of $4,400,000
and $4,547,000, respectively, and the ESOP hadogastd shares of 531,727 and 566,365, respectidélpecember 31, 2010, the unallocated
shares had a fair value of $6,843,000. The unansattbalance of the ESOP is shown as unallocatedhoonstock held by the ESOP and is
reflected as a reduction of stockholders’ equity.

For the years ended December 31, 2010, 2009 aritA8Bank recorded compensation expense relatie 6§SOP of $416,000, $409,000 and
$597,000, respectively, including $124,000, $116,80d $306,000, respectively, representing additioaompensation expense to reflect the
increase in the average fair value of committeldeaeleased and allocated shares in excess ofathieBcost. As of December 31, 2010,
2,080,523 shares had been allocated to particigents84,637 shares were committed to be released.

(13) Incentive Plan

The Company has established the Amended and Re&QaeanFirst Financial Corp. 1997 Incentive Plae (incentive Plan”) which authorizes
the granting of stock options and awards of Com®&tmtk and the OceanFirst Financial Corp. 2000 S@gton Plan which authorizes the
granting of stock options. On April 24, 2003 then@mny’s shareholders ratified an amendment of thea@First Financial Corp. 2000 Stock
Option Plan which increased the number of sharaable under option. On April 20, 2006 the OceastHrinancial Corp. 2006 Stock Incentive
Plan was approved which authorizes the grantirgjaxfk options or awards of common stock. The pwmdthese plans is to attract and retain
qualified personnel in key positions, provide offis, employees and non-employee directors (“OuBidectors”)with a proprietary interest in tl
Company as an incentive to contribute to the siscoéthe Company, align the interests of managemvéhtthose of other stockholders’ and
reward employees for outstanding performance. #iters, other employees and Outside Directordhief€ompany and its affiliates are eligible
receive awards under the plans.

Under the 2006 Stock Incentive Plan, the Comparmyiborized to issue up to an additional 1,0004¢dres subject to option of which 341,244
shares remain to be issued at December 31, 201i@ulof options, up to 333,333 shares in the fofretock awards may be issued. All options
expire 10 years from the date of grant and genevalst at the rate of 20% per year. The exerciee f each option equals the closing market
price of the Company'’s stock on the date of graihe Company typically issues Treasury shares tsfgattock option exercises.

A summary of option activity for the years endedcBraber 31, 2010, 2009 and 2008 follows:

2010 2009 2008

Weightec Weightec Weightec
Number Average Number Average Number Average
of Exercise Of Exercise of Exercise

Shares Price Shares Price Shares Price
Outstanding at beginning of ye 1,636,881 $20.1C 1,557,11: $20.5¢ 1,385,20: $21.1C
Granted 300,74! 10.0¢ 97,87¢ 12.2¢ 217,64 16.87
Exercisec (600)  12.2¢ (7,869  12.01 (8,410  14.0:
Forfeited (34,30  15.9¢ (8,617  21.4f (37,32  21.7¢

Expired (47,610  12.4¢ (1,630 9.87 — —
Outstanding at end of ye 1,855,11: $18.7¢ 1,636,881 $20.1( 1,557,11. $20.5¢

Options exercisabl 1,255,70. 1,167,74 1,062,00-

91



Table of Contents

The following table summarizes information abowic&toptions outstanding at December 31, 2010:

Options Outstandin Options Exercisabl
Weighted Weighted

Average Weightec Average Weightec
Number Remaining Average Number Remaining Average
Exercise of Contractual Exercise of Contractual Exercise

Prices Options Life Price Options Life Price
$10.00 to 12.2 382,69¢ 8.95 year $10.68 18,97¢ 8.25 year $12.2¢
14.33 to 15.0¢ 7,42¢ 0.1¢ 14.5¢ 7,42¢ 0.1¢ 14.5¢
16.81 to 17.8¢ 512,80( 3.5¢ 17.4¢ 388,96t 2.44 17.6¢
18.64 to 23.2¢ 515,43 4.47 22.12 441,00! 4.1¢ 22.22
23.44 to 27.1. 436,75 3.7C 23.4¢ 399,33 3.5€ 23.4¢
1,855,11. 4.95 year $18.7¢ 1,255,70: 3.47 year $21.02

The aggregate intrinsic value for stock optionsstanding and stock options exercisable at DeceBibe2010 is $851,000 and $11,000,
respectively.

(14) Commitments, Contingencies and Concentrationsf Credit Risk

The Company, in the normal course of businessiity o financial instruments and commitments whiololve, to varying degrees, elements of
risk in excess of the amounts recognized in thesalishated financial statements. These financigtimsents and commitments include unused
consumer lines of credit and commitments to extedit.

At December 31, 2010, the following commitments aadtingent liabilities existed which are not refled in the accompanying consolidated
financial statements (in thousands):

December 31, 20:
Unused consumer and construction loan lines ofitcfedmarily

floating-rate) $ 110,14«
Unused commercial loan lines of credit (primarilyatinc-rate) 95,371
Other commitments to extend crec

Fixec-Rate 44,18«
Adjustable-Rate 6,641
Floatinc-Rate 11,417

The Company'’s fixed-rate loan commitments expirthini 90 days of issuance and carried interest rateging from 4.38% to 6.75% at
December 31, 2010.

The Company’s maximum exposure to credit lossélsdrevent of nonperformance by the other parthése financial instruments and
commitments is represented by the contractual atsolihe Company uses the same credit policiesantiig commitments and conditional
obligations as it does for financial instrumentsareled in the consolidated statements of finarc@adition.

These commitments and obligations do not necegsapresent future cash flow requirements. The Gomievaluates each customer’s
creditworthiness on a case-by-case basis. The a@nobenllateral obtained, if deemed necessaryaseld on management’s assessment of risk.
Substantially all of the unused consumer and coostm loan lines of credit are collateralized bgrtgages on real estate.

The Bank and Columbia each entered into loan sakeaents with investors in the normal course sfrirss. The loan sale agreements generally
require the Bank or Columbia to repurchase loaasipusly sold in the event of a violation of vasoepresentations and warranties customary to
the mortgage banking industry. In the opinion ohagement, the potential exposure related to thedate agreements is adequately provided for
in the reserve for repurchased loans which is oeduin other liabilities with a corresponding prien which reduced the net gain on sale of Ic
The reserve for repurchased loans was establishgtide for expected losses related to outstanlkdian repurchase requests and additional
repurchase requests which may be received on [mawsusly sold to investors. In establishing tbgarve for repurchased loans, the Company
considered all types of sold loans. At Decembe2B10, there was one outstanding loan repurchagesé on a loan with a principal balance of
$122,000 which the Company is contesting. Thereaks@ seven claims from one loan investor totaiBg million that the Company believes are
covered by a settlement agreement and release dre@@umbia and the loan investor executed in Aug087. The Company has vigorously
contested these claims and believes there are ded@hses, including the settlement and releasseagnt.
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An analysis of the reserve for repurchased loanthfoyears ended December 31, 2010, 2009 andf206&s (in thousands).

Years Ended December &

2010 2009 2008
Balance at beginning of ye $81¢ $1,14: $ 2,39¢
Recovery charged to operations, — (24E5) (24€)
Loss on loans repurchased or settlem (10) (79) (1,007)
Balance at end of ye: $80¢ $ 81¢ $1,14:

At December 31, 2010, the Company is obligated undacancelable operating leases for premises guigraent. Rental expense under these
leases aggregated approximately $1,982,000, $20@25Bnd $2,500,000 for the years ended Decemb&@03D, 2009 and 2008, respectively.

The projected minimum rental commitments as of Dawmer 31, 2010 are as follows (in thousands):

Year Ended December &

2011 $ 1,562
2012 1,46
2013 1,27¢
2014 1,28¢
2015 1,207
Thereaftel 13,47:

$20,26:

The Company grants one-to-four family and comméfost mortgage real estate loans to borrowermarily located in Ocean, Middlesex and
Monmouth Counties, New Jersey. The Company algpr@tes interest-only one-to-four family mortgagaris in which the borrower makes only
interest payments for the first five, seven orytears of the mortgage loan term. This feature ne8llt in future increases in the borrower’s loan
repayment when the contractually required repaymierctease due to the required amortization optirecipal amount. These payment increases
could affect a borrower’s ability to repay the lodine amount of interest-only one-to-four family mgage loans at December 31, 2010 and 2009
was $80.1 million and $123.0 million, respectivéljne amount of interest-only one-to-four family ngamge loans on non-accrual status at
December 31, 2010 and 2009 was $5.5 million foh Ip&triods. The ability of borrowers to repay thaitigations is dependent upon various
factors including the borrowers’ income and nettivocash flows generated by the underlying coliferalue of the underlying collateral and
priority of the Company’s lien on the property. Bdactors are dependent upon various economic tiondiand individual circumstances beyond
the Company’s control; the Company is, therefonbjexct to risk of loss. In recent years, there heen a weakening in the local economy coupled
with declining real estate values. A further deglin real estate values could cause some resitlanttacommercial mortgage loans to become
inadequately collateralized, which would exposeBhek to a greater risk of loss.

The Company believes its lending policies and pilaces adequately minimize the potential exposumitt risks. Collateral and/or guarantees
are required for all loans.
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The Company is a defendant in certain claims agal lactions arising in the ordinary course of besg Management and its legal counsel are of
the opinion that the ultimate disposition of thes&tters will not have a material adverse effecthenCompany’s consolidated financial condition,
results of operations or liquidity.

(15) Fair Value Measurements

Fair value is defined as the price that would lmeireed to sell an asset or paid to transfer alitglih an orderly transaction between market
participants. A fair market measurement assumeshbaransaction to sell the asset or transfetiddity occurs in the principal market for the
asset or liability or in the absence of a principarket, the most advantageous market for the assiability. The price in the principal (or the
most advantageous) market used to measure theafai of the asset or liability shall not be adpalstor transaction costs. An orderly transaction
is a transaction that assumes exposure to the bfarka period prior to the measurement date tovafor marketing activities that are usual and
customary for transactions involving such assetsliabilities; it is not a forced transaction. Mathkparticipants are buyers and sellers in the
principal market that are (i) independent, (ii) kledgeable, (iii) able to transact and (iv) willitgytransact.

The Company uses valuation techniques that aréstenswith the market approach, the income apgr@anci/or the cost approach. The market
approach uses prices and other relevant informggmerated by market transactions involving idethtiic comparable assets and liabilities. The
income approach uses valuation techniques to cofitere amounts, such as cash flows or earnitga,single present amount on a discounted
basis. The cost approach is based on the amourdutrantly would be required to replace the sendapacity of an asset (replacement costs).
Valuation techniques should be consistently appligguts to valuation techniques refer to the agstions that market participants would use in
pricing the asset or liability. Inputs may be olsdie, meaning those that reflect the assumpticarken participants would use in pricing the a
or liability developed based on market data obthiinem independent sources, or unobservable, mgdhose that reflect the reporting entity’s
own assumptions about the assumptions market jmanits would use in pricing the asset or liabitgveloped based on the best information
available in the circumstances. In that regardjravialue hierarchy has been established for vi@oatputs that gives the highest priority to
quoted prices in active markets for identical assetiabilities and the lowest priority to unobsale inputs. Movements within the fair value
hierarchy are recognized at the end of the apdkcadporting period. The fair value hierarchy if@tows:

Level 1 Inputs - Unadjusted quoted prices in acthagkets for identical assets or liabilities tHet teporting entity has the ability to access at th
measurement date.

Level 2 Inputs - Inputs other than quoted priceduded in Level 1 that are observable for the asseability, either directly or indirectly. These
include quoted prices for similar assets or lidieii in active markets, quoted prices for identaasimilar assets or liabilities in markets thet a
not active, inputs other than quoted prices thatodaservable for the asset or liability (for exaemhterest rates, volatilities, prepayment speeds,
loss severities, credit risks and default rateshputs that are derived principally from or coroolted by observable market data by correlatiol
other means.

Level 3 Inputs - Significant unobservable inputsttreflect an entity’s own assumptions that mapketicipants would use in pricing the assets or
liabilities.

A description of the valuation methodologies usadaissets and liabilities measured at fair valgayell as the general classification of such
instruments pursuant to the valuation hierarchgeisforth below.

In general, fair value is based upon quoted markiees, where available. If such quoted marketgsri@re not available, fair value is based upon
internally developed models that primarily useirgmits, observable market-based parameters. Vatuatljustments may be made to ensure that
financial instruments are recorded at fair valudild/management believes the Company’s valuatiothou®logies are appropriate and consistent
with other market participants, the use of différeethodologies or assumptions to determine thiesédue of certain financial instruments could
result in a different estimate of fair value at teporting date.
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Securities Available for Sale - Securities classifas available for sale are reported at fair vatilizing Level 1 and Level 2 inputs. Most of the
Company’s investment and mortgage-backed secuat®éixed income instruments that are not quotedroexchange, but are bought and sold in
active markets. Prices for these instruments ar&irodd through third party pricing vendors or s@gundustry sources that actively participate in
the buying and selling of securities. Prices olgdifrom these sources include market quotationgraatdx pricing. Matrix pricing is a
mathematical technique used principally to valugade securities without relying exclusively on dgeid prices for the specific securities, but
comparing the securities to benchmark or comparsdgerities.

Fair value estimates are made at a point in timmeet on relevant market data as well as the biestriation available about the security. llliquid
credit markets have resulted in inactive market<éotain of the Company’s securities. As a reshdre is limited observable market data for
these assets. Fair value estimates for securitiestich limited observable market data is avadadrle based on judgments regarding current
economic conditions, liquidity discounts, creditlanterest rate risks, and other factors. Thesmats involve significant uncertainties and
judgments and cannot be determined with precigara result, such calculated fair value estimatag not be realizable in a current sale
immediate settlement of the security.

The Company utilizes third party pricing service®btain market values for its corporate bonds. &gment’s policy is to obtain and review all
available documentation from the third party pricservice relating to their market value deterniaret, including their methodology and
summary of inputs. Management reviews this docuatemt, makes inquiries of the third party priciren\éce and makes a determination as to the
level of the valuation inputs. Based on the Comfmrmgview of available documentation and discussiwith the third party pricing service,
management concluded that Level 2 inputs werezatili The significant observable inputs include bemark yields, reported trades, broker/de
guotes, issuer spreads, benchmark securities aahattions of equity and credit default swap curedsted to the issuer.

Real estate owned and loans measured for impairbzesetd on the fair value of the underlying colktare recorded at estimated fair value, less
estimated selling costs. Fair value is based oegaddent appraisals.
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The following table summarizes financial assets famghcial liabilities measured at fair value asDafcember 31, 2010 and 2009 segregated b
level of the valuation inputs within the fair valb&rarchy utilized to measure fair value (dollershousands):

Total

Level 1 Level 2 Level 3 Fair
Inputs Inputs Inputs Value
December 31, 201
Items measured on a recurring ba
Investment securities available for s¢
U.S. Agency obligation $41,13: $ — $ — $ 41,13:
State and municipal obligatiol — 10,61t — 10,61¢
Corporate debt securitit — 39,85¢ — 39,85¢
Equity investment 31t — — 31t
Mortgagebacked securities available for s — 341,17! — 341,17!
Items measured on a r-recurring basis
Real estate owne — — 2,29t 2,29t
Loans measured for impairment based on the fairevaf the underlyin:
collateral — — 4,67: 4,67:
December 31, 200
Items measured on a recurring ba
Investment securities available for st
Corporate debt securitit — 36,36¢ — 36,36¢
Other securitie 59¢ 30C — 89¢
Mortgagebacked securities available for s — 213,62: — 213,62:
Items measured on a r-recurring basis
Real estate owne — — 2,61z 2,613
Loans measured for impairment based on the fairevaf the underlyin
collateral — — 49¢ 49¢

Certain financial assets and financial liabiliteee measured at fair value on a non-recurring ps is, the instruments are not measured at fair
value on an ongoing basis but are subject to firevadjustments in certain circumstances (for g@mvhen there is evidence of impairment).

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

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

Investments and Mortgage-Backed Securities

Most of the Company’s investment and mortgageked securities are fixed income instrumentsahanot quoted on an exchange, but are bt
and sold in active markets. Prices for these insémits are obtained through third party pricing \@adr security industry sources that actively
participate in the buying and selling of securitiegces obtained from these sources include mapkatations and matrix pricing. Matrix pricing
a mathematical technique used principally to valeitain securities without relying exclusively amoted prices for the specific securities, but
comparing the securities to benchmark or comparsdgerities.

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 no active market for this stock and the Compiamgquired to maintain a minimum investment bageah the outstanding balance of mortgage
related assets and outstanding borrowings.
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Loans

Fair values are estimated for portfolios of loanthwimilar financial characteristics. Loans argregated by type such as residential mortgage,
construction, consumer and commercial. Each logggoay is further segmented into fixed and adjustadte interest terms.

Fair value of performing and non-performing loaresvestimated by discounting the future cash flaes of estimated prepayments, at a rate for
which similar loans would be originated to new lbarers with similar terms. Fair values estimatethia manner do not fully incorporate an exit-
price approach to fair value, but instead are basea comparison to current market rates for coatgarloans.

Deposits

The fair value of deposits with no stated matutych as non-interest-bearing demand deposits)gavénd interest-bearing checking accounts
and money market accounts are, by definition, etputiie amount payable on demand. The related $itdéty of the majority of these deposits to
interest rate changes creates a significant inbeene which is not reflected in the fair valupoeted. The fair value of time deposits are base
the discounted value of contractual cash flows. diseount rate is estimated using the rates cuyreffered for deposits of similar remaining
maturities.

Borrowed Funds

Fair value estimates are based on discountingactotl cash flows using rates which approximateabes offered for borrowings of similar
remaining maturities.

Commitments to Extend Credit and Sell Loans

The fair value of commitments to extend creditssreated using the fees currently charged to entersimilar agreements, taking into account
the remaining terms of the agreements and the preseditworthiness of the counterparties. Fordixate loan commitments, fair value also
considers the difference between current levelatefest rates and the committed rates.

The estimated fair values of the Basisignificant financial instruments as of Decem®kr2010 and 2009 are presented in the followibteta(in
thousands).

December 31, 201

Book Fair
Value Value
Financial Assets
Cash and due from ban $ 31,45¢ $ 31,45¢
Investment securities available for s 91,91¢ 91,91¢
Mortgage-backed securities available for s 341,17" 341,17"
Federal Home Loan Bank of New York stc 16,92¢ 16,92¢
Loans receivable and mortgage loans held for 1,667,46. 1,675,80!
Financial Liabilities:
Deposits 1,663,96:! 1,668,00
Borrowed funds 360,36+ 364,65
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December 31, 200

Book Fair
Value Value
Financial Assets
Cash and due from ban $ 23,01¢ $ 23,01¢
Investment securities available for s 37,267 37,26
Mortgagebacked securities available for s 213,62: 213,62.
Federal Home Loan Bank of New York stc 19,43« 19,43¢
Loans receivable and mortgage loans held for 1,634,94. 1,628,89:
Financial Liabilities:
Deposits 1,364,19 1,366,201
Borrowed funds 425,07 427,06:

Limitations

Fair value estimates are made at a specific poititrie, based on relevant market information afdrmation about the financial instrument.
These estimates do not reflect any premium or distthat could result from offering for sale at dime the Company’s entire holdings of a
particular financial instrument. Because no magksésts for a significant portion of the Companyitsaicial instruments, fair value estimates are
based on judgments regarding future expected kgssrience, current economic conditions, risk chiarstics of various financial instruments,
and other significant unobservable inputs. Thetiemates are subjective in nature and involve urdeties and matters of significant judgment
and, therefore, cannot be determined with precistiranges in assumptions could significantly affeetestimates.

Fair value estimates are based on existing balsimeet financial instruments without attempting sbreate the value of anticipated future busir
and the value of assets and liabilities that atecansidered financial instruments. Significanteaissnd liabilities that are not considered finahci
assets or liabilities include deferred tax assetspremises and equipment. In addition, the taxfieations related to the realization of the
unrealized gains and losses can have a signifeféettt on fair value estimates and have not beesidered in the estimates.

(17) Parent-Only Financial Information

The following condensed statements of financialdition at December 31, 2010 and 2009 and condests¢einents of operations and cash flows
for the years ended December 31, 2010, 2009 an8 20@ceanFirst Financial Corp. (parent company)aeflects the Compang’investment ii
its wholly-owned subsidiary, the Bank, using theiggmethod of accounting.
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CONDENSED STATEMENTS OF FINANCIAL CONDITION
(in thousands)

Assets

Cash and due from ban
Advances to subsidiary Bal
Investment securitie

ESOP loan receivab
Investment in subsidiary Bar
Other asset

Total asset

Liabilities and Stockholde’ Equity
Borrowings

Other liabilities

Stockholder equity

Total liabilities and stockholde’ equity

CONDENSED STATEMENTS OF OPERATIONS
(in thousands)

Dividend income- subsidiary Banl
Dividend income- investment securitie
Loss on sal~ investment securitie
Interest incom« advances to subsidiary Ba
Interest incom— ESOP loan receivab
Total dividend and interest incor
Interest expens- borrowings
Operating expenst
(Loss) income before income taxes and undistribatedings of subsidiary Bat
Benefit for income taxe
(Loss) income before undistributed earnings of &likas/ Bank
Undistributed earnings of subsidiary Be
Net Income
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December 31

2010 2009
$ 7 % 7
20,87¢ 31,79
31€ 29z
4,40( 4,54
201,20( 173,11
2,09( 1,41¢
$228,89: $211,17!
$ 27,500 $ 27,50(
141 13¢
201,25; 183,53
$228,89: $211,17!

Year Ended December &

2010 2009 2008
$ — $ 7,20 $ 3,20C
15 15 652
— (4 (1,029
64 69 48
37¢ 38€ 397
454 7,66¢ 3,27¢
784 92¢ 1,44z
1,43¢ 2,17¢ 1,27¢
(1,769 4,56¢ 552
61¢ 92¢ 1,441
(1,150 5,487 1,99¢
21,52¢ 10,16¢ 12,77(
$20,37¢  $15,65¢!  $14,76¢
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CONDENSED STATEMENTS OF CASH FLOWS
(in thousands)

Year Ended December &

2010 2009 2008
Cash flows from operating activitie
Net income $20,37¢ $15,65! $14,76¢
Decrease (increase) in advances to subsidiary 10,91¢ (30,409 4,331
Undistributed earnings of subsidiary Be (21,52¢) (10,16¢) (12,770
Loss on sale of investment securi — 4 1,02:
Change in other assets and other liabili (619) (1,006) (574)
Net cash provided by (used in) operating activi 9,14¢ (25,924 6,774
Cash flows from investing activitie
Proceeds from sale of investment secur — 1,827 3,00(¢
Purchase of investment securit — — (639)
Investment in subsidiary Bar — (19,137 —
Repayments on ESOP loan receive 147 13€ 124
Net cash provided by (used in) investing Activil 147 (17,179 2,491
Cash flows from financing activitie
Dividends paic— common stocl (8,769 (9,417 (9,366
Dividends paic- preferred stocl — (1,82¢) —
Proceeds from issuance of preferred stock and wi — 38,26: —
Redemption of warrants and preferred st (437) (38,269 —
(Expenses ) proceeds from common stock issu (20§ 54,24¢ —
Exercise of stock optior 7 95 101
Net cash (used in) provided by financing Activit (9,296) 43,09¢ (9,26%)
Net increase in cash and due from bg — — —
Cash and due from banks at beginning of 7 7 7
Cash and due from banks at end of \ $ 7 3 7 % 7

(18) Issuance of Preferred and Common Stock

On January 16, 2009, (the “Closing Date”) as phthe U.S. Department of the Treasury Troubled A&sdief Program Capital Purchase
Program, the Company entered into a Letter Agreeifieatter Agreement”) and a Securities Purchaseeggment — Standard Terms attached
thereto (“Securities Purchase Agreement”) withTheasury, pursuant to which the Company agreesisizei and sell, and the Treasury agreed to
purchase, (i) 38,263 shares of the Company’s Hiatg Cumulative Preferred Stock, Series A (thefgred stock”), having a liquidation
preference of $1,000 per share, and (ii) a ten-yearant (the “warrant”) to purchase up to 380,86ares of the Company’s common stock, $0.01
par value (“common stock”), at an exercise pric§15.07 per share, for an aggregate purchase @r%88.3 million in cash.

During the period that the preferred stock wastantiing cumulative dividends on the preferred smotrued on the liquidation preference at a
rate of 5% per annum and were paid only if, aswahen declared by the Company’s Board of Directbhe® Company paid all of its dividends on
the preferred stock when such dividends were dhbe.preferred stock had no maturity date and raskedbr to the common stock with respect to
the payment of dividends and distributions and am®payable upon liquidation, dissolution and wintdup of the Company. The Securities
Purchase Agreement, pursuant to which the prefetiezk and warrant were sold, contained limitationghe payment of dividends on the
common stock (including with respect to the payna#rtash dividends in excess of $0.20 per sharghalias the amount of the last regular
dividend declared by the Company prior to Octolkr2D08). There were additional limitations on @@mpany’s ability to repurchase its
common stock and repurchase or redeem its trutdrpee securities, and the Company was subjectedrtain of the executive compensation
limitations included in the Emergency Economic 8izdtion Act of 2008 and the American Recovery &@nvestment Act of 2009 during the
period the U.S. Treasury held the preferred stock.
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Of the $38.3 million in issuance proceeds, $36.8aniand $1.3 million were allocated to the preéear stock and the warrant, respectively, based
upon their relative fair values as of the Closirgt® The resulting discount of $1.3 million wasrated by a charge to retained earnings over a
five year estimated life.

In determining the fair value of the preferred &abe Company utilized a discounted cash flow apph with the fair value derived by the pre:
value of all future cash flow streams, discountedreexpected market interest rate. The discourasH flow valuation model included the
following assumptions:

Interest Cash Flow— observable input derived from Security Purchases@grent
Principal Cash Flow- observable input derived from Security Purchases@gren

Term/Period — unobservable input based on the tefrtiee Security Purchase Agreement and the Conipanypectations to redeem
the preferred stock. The preferred stock has nairitadate, however, the Company may redeem thiepeal shares at any time with
the approval of the Secretary of the Treasury aidesultation with the Office of Thrift Supervisiodnder the terms of the Security
Purchase Agreement, cumulative dividends on thiepesl stock accrue at 5% per annum for the fivet years, and at a rate of

9% per annum thereafter. The Company acceptedréfierped stock investment on a voluntary basistdube uncertainties
surrounding the economic recession. The Companymeas than well-capitalized before receipt of thef@rred stock investment and
the Company’s conservative risk profile did not mate preferred stock investment necessary. Dtleetocrease in the dividend rate
after five years and the resulting prohibitive caofsthe preferred stock and relative dilutive effen earnings per share, the estimated
term was established at five years. The Compangagd to fund the repurchase through internallyegeted capital or through access
to the capital market:

Discount Rate — unobservable input derived frona détained from independent investment bankersavb@ctive market
participants for similarly structured transactioAsl4% discount rate was utilized, reflecting theatlikely rate to be used by an ac
market participant

In determining the fair value of the warrants oe tosing date of January 16, 2009, the Compatizedithe Black-Scholes option pricing model.
The Black-Scholes option pricing model includesfdibbwing assumptions:

Strike Price- observable input derived from Security Purchases@grent ($15.07
OceanFirst Stock Price at Initial Recognit— observable input derived from Nasdaq stock markestec($14.83)

Term — under the terms of the American RecoveryReidvestment Act of 2009, in the event the Compaagems the preferred
stock, the Treasury must liquidate the warranthecurrent market price. As a result, the expratiate of the warrants will be the
same as the term of the preferred stock. For theores noted above, the expected term is five y

Risk Free Rate (5 Year Treasury Re observable input derived from Bond market (1.47
Dividend Rate- observable input derived from OceanFirst cash divitipayments and stock market activity (4.7¢

Volatility — observable input derived from OcearsEs historical volatility as of initial recognitio Historical volatility was used as a
proxy in determining the volatility assumption (@%).
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* Number of Share- observable input from Securities Purchase Agreem&iail shares were expected to be exercised B0

In November 2009, the Company closed on a pubferiofy of 6,389,400 shares of its common stockda®® per share. Net proceeds from the
offering totaled $54.2 million after anticipatedoexses. The Company used part of the net proceedpurchase the Fixed Rate Cumulative
Perpetual Preferred Stock, Series A sold to the Tr&sury pursuant to the Capital Purchase Pragram

On December 30, 2009, the Company redeemed dled38,263 shares of preferred stock originallyessto U.S. Department of the Treasury
under the Capital Purchase Program. The prefetoett that the Company repurchased for $38,263,@@0ahcarrying value of $37,160,000 (net
of $1,103,000 unaccreted discount) on the Compastgtement of financial condition. As a resulttod tepurchase, the Company accelerated the
accretion of the $1,103,000 discount and recordmdsdreduction in stockholders’ equity of $38,Z88. The unaccreted discount was a charge
against net income available to common stockholfterthe year ended December 31, 2009. As a reétiite repurchase of the preferred stock

of the limitations affecting Company activitiestire Securities Purchase Agreement, as noted abeve,removed. Also, as a result of the
Company’s completion of the November 2009 Qualifiepiity Offering, the amount of the warrant wasuestl by 50% to 190,427 shares. This
warrant remained outstanding at December 31, 20@8¢ver, subsequent to year-end the Company négpbtiae repurchase of the warrant from
the U.S. Treasury for $431,000.
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SELECTED CONSOLIDATED QUARTERLY FINANCIAL DATA
(dollars in thousands, except per share data)

(Unaudited)
Quarter ende

Dec. 31 Sept. 3C June 3( March 31
2010
Interest incom $24,757 $25,72¢ $25,807 $25,07:
Interest expens 5,871 6,16( 6,11( 6,10¢
Net interest incom 18,88( 19,56¢ 19,697 18,96¢
Provision for loan losse 2,00( 1,60( 2,20( 2,20(
Net interest income after provision for loan los 16,88( 17,96¢ 17,497 16,76¢
Other income 4,52 4,21¢ 3,59¢ 2,96¢
Operating expenst 13,92¢ 13,76( 13,26( 12,70:
Income before provision for income tay 7,481 8,421 7,83¢ 7,03¢€
Provision for income taxe 1,697 3,18¢ 2,88¢ 2,631
Net income $ 578 $523 $ 4951 §$ 4,40¢
Basic earnings per sha $ 32 $ 2¢ $ 21 $ 24
Diluted earnings per sha $ 32 ¢ 2¢ $ 271 $ .24
2009
Interest incom: $23,41¢  $23,847 $24,21¢  $24,39(
Interest expens 6 ,46¢ 7,13¢ 8,06- 8,72¢
Net interest incom 16,94¢ 16,70z 16,15« 15,66
Provision for loan losse 2,20C 1,50( 1,20( 80C
Net interest income after provision for loan los 14,74¢ 15,20z 14,95/ 14,86:
Other income 3,69t 4,54¢ 4,15¢ 3,19¢
Operating expense¢ 13,163 12,35: 13,24( 11,78«
Income before provision for income tay 5,27: 7,39¢ 5,86¢ 6,272
Provision for income taxe 1,70¢ 2,86( 2,27( 2,31¢
Net income 3,561 4,53¢ 3,59¢ 3,95:¢
Dividends on preferred stock and discount accre 1,637 537 53¢ 45¢
Net income available to common stockholc $193C $ 3997 $3061 $ 3,49
Basic earnings per shz $ 12 $ 34 $ 26 $ .3
Diluted earnings per sha $ 12 $ 34 $ 26 $ .3
Item 9. Changes in and Disagreements with Accountants on Acunting and Financial Disclosure
None.

Item 9A.  Controls and Procedures
(a) Evaluation of Disclosure Controls and Procedlure

The Company’s management, including the Company'eipal executive officer and principal financifficer, have evaluated the effectiveness
of the Company’s “disclosure controls and procesiles such term is defined in Rule 1B&(€) promulgated under the Securities Exchangeof
1934, as amended, (the “Exchange Act”). Based tipein evaluation, the principal executive officeidgprincipal financial officer concluded that,
as of the end of the period covered by this replet,Company’s disclosure controls and proceduere wffective. Disclosure controls and
procedures are the controls and other procedua¢sith designed to ensure that the informationiredto be disclosed in the reports that the
Company files or submits under the Exchange Adh Wit Securities and Exchange Commission (1) isrdex!, processed, summarized and
reported within the time periods specified in tH&C3s rules and forms, and (2) is accumulated amdngconicated to the Company’s management,
including its principal executive and principaldimcial officers, as appropriate to allow timely idams regarding required disclosure.
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There were no changes in the Company’s internatabover financial reporting for the year endedcBber 31, 2010 that have materially
affected, or are reasonably likely to materiallfeaf, the Company’s internal control over finaneigporting.

(b) Management Report on Internal Control Over Raial Reporting

Management of OceanFirst Financial Corp. and sidryids responsible for establishing and maintajreffective internal control over financial
reporting, as such term is defined in Rule 13a)l&i(the Exchange Act. The Company'’s internal colntver financial reporting was designed to
provide reasonable assurance regarding the prégagatd fair presentation of published financiakements. Because of its inherent limitations,
internal control over financial reporting may noéyent or detect misstatements. Also, projectidreng evaluation of effectiveness to future
periods are subject to the risk that controls megome inadequate because of changes in conditiotisat the degree of compliance with the
policies or procedures may deteriorate.

Management assessed the Company’s internal caveolfinancial reporting as of December 31, 201tlsBssessment was based on criteria
established in Internal Control-Integrated Framdwissued by the Committee of Sponsoring Organimnatiof the Treadway Commission. Based
on this assessment, management believes that,Becember 31, 2010, the Company maintained effedtiternal control over financial reportil
based on those criteria.

The Company’s independent registered public acéogifirm has issued an audit report on the effestass of the Company’s internal control
over financial reporting. This report appears oge@3.

ltem 9B. Other Information
None

PART Il

Item 10. Directors, Executive Officers and Corporate Governace

The information relating to directors, executivfiadrs and corporate governance and the Regissranthpliance with Section 16(a) of the
Exchange Act required by Part Ill is incorporateddin by reference from the Registrant’'s Proxyestent for the Annual Meeting of
Stockholders to be held on May 5, 2011 under tipti@as “Corporate Governance,” “Proposal 1. Eletiid Directors” and “Section 16(a)
Beneficial Ownership Reporting Compliance.”

Item 11. Executive Compensatior

The information relating to executive compensatiequired by Part Ill is incorporated herein by refece from the Registrant’s Proxy Statement
for the Annual Meeting of Stockholders to be hetd\day 5, 2011 under the captions “Compensation Bision and Analysis.”

ltem 12. Security Ownership of Certain Beneficial Owners andvlanagement and Related Stockholder Matter:

The information relating to security ownership eftain beneficial owners and management and retateholder matters required by Part Il is
incorporated herein by reference from the Regissaroxy Statement for the Annual Meeting of Stoaklers to be held on May 5, 2011 under
the caption “Stock Ownership.”
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Information regarding the Company’s equity compénsgplans existing as of December 31, 2010 iols\fis:

Number of securities
remaining available fi

Number of securities future issuance under
to be issued upon Weighted-average equity compensation
exercise of exercise price of plans (excluding
outstanding options, outstanding option securities reflected in
Plan categor warrants and rights ( warrants and right column (a)
Equity compensation plans approved |
security holder: 1,855,11. $ 18.7¢ 341,24«
Equity compensation plans not approved
by security holder — — —
Total 1,855,11. $ 18.7¢ 341,24

Item 13.  Certain Relationships and Related Transactions an®irector Independence

The information relating to certain relationshipslaelated transactions and director independesgpained by Part 11l is incorporated herein by
reference from the Registrant’s Proxy StatementferAnnual Meeting of Stockholders to be held cayN8, 2011 under the captiofiransaction
with Management.”

Item 14. Principal Accountant Fees and Service

The information relating to the principal accougtiiees and services is incorporated by referentieet®Registrant’s Proxy Statement for the
Annual Meeting to be held on May 5, 2011 underdagtion “Proposal 4. Ratification of Appointmenttbé Independent Registered Public
Accounting Firm.”

PART IV

Item 15. Exhibits and Financial Statement Schedule

(@ (1) Financial Statemen
The following documents are filed as a part of tieijgort:

PAGE

Report of Independent Registered Public AccourfEinm 62
Consolidated Statements of Financial Condition eténber 31, 2010 and 20 64
Consolidated Statements of Income for the YeareHmkcember 31, 2010, 2009 and 2 65
Consolidated Statements of Changes in Stockh¢ Equity for the Years Ended December 31, 2010, 20@D200¢ 66
Consolidated Statements of Cash Flows for the YEaded December 31, 2010, 2009 and 2 68
Notes to Consolidated Financial Statements foiythars Ended December 31, 2010, 2009 and : 69
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(@ (2) Financial Statement Schedu

All schedules are omitted because they are notinedjor applicable, or the required informatiorsiigwn in the consolidated financial
statements or the notes thereto.

(@) (3)Exhibits

Stock Purchase Agreement by and among Richardr8e®&he sole stockholder of Columbia Home Lo&hs]) and Columbia Home
Loans, LLC and OceanFirst Bank as buyer, dated 2dn2000 (without exhibits) (Z

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

Certificate of Designations (1!

Bylaws of OceanFirst Financial Corp. |

Warrant to Purchase up to 380,583 shares of Con8tmrk (15)

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

Stock Certificate of OceanFirst Financial Corp

Form of OceanFirst Bank Employee Stock Ownershim 1)

Amendment to OceanFirst Bank Employee Stock OwiigRRlan (3)

Amended Employee Stock Ownership Plan |

Form of Matching Contribution Employee Stock OwtégpsPlan (13

Letter Agreement dated January 16, 2009, incluiegurities Purchase Agreement — Standard Termgooaied by reference therein,
between Company and the United States Departmeahedfreasury (1

OceanFirst Bank Employe’ Savings and Profit Sharing Plan

Form of Waiver executed by each of Messrs. Joh@d&barino, Vito R. Nardelli, Michael J. Fitzpatrjcloseph R. lantosca and Joseph
J. Lebel, 11l (15)

OceanFirst Bank 1995 Supplemental Executive RegrgrRlan (1

OceanFirst Bank Executive Supplemental Retiremartrhe Agreement (1«

Form of Senior Executive Officer Agreement execuigatach of Messrs. John R. Garbarino, Vito R. MlitdMichael J. Fitzpatrick,
Joseph R. lantosca and Joseph J. Lebel, llI

Amendment to the Executive Supplemental Retirerfremdme Agreement between OceanFirst Bank and JolBaRarino (16
OceanFirst Bank Deferred Compensation Plan fordbors (1)

OceanFirst Bank New Executive Deferred Compensatiaster Agreement (1¢

OceanFirst Bank Deferred Compensation Plan forc®f§ (1)

OceanFirst Bank New Director Deferred Compensatlaster Agreement (1«

Amended and Restated OceanFirst Financial Corpl Il8&®ntive Plan (4

Form of Employment Agreement between OceanFirskBam certain executive officers (

Form of Employment Agreement between OceanFirsirkéial Corp. and certain executive officers

2000 Stock Option Plan (!

Form of Employment Agreement between Columbia Hawens, LLC and Robert M. Pardes

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

Form of OceanFirst Financial Corp. 2000 Stock Opftan Nol-Statutory Option Award Agreement (

Form of Amended and Restated OceanFirst Finanag).(1997 Incentive Plan Stock Award Agreement

Amendment and form of OceanFirst Bank Employee &g Compensation Plan (2

Form of OceanFirst Financial Corp. Deferred IncemtCompensation Award Program (.

2006 Stock Incentive Plan (1

Form of Employment Agreement between OceanFirsirkial Corp. and certain executive officers, inahgdMichael J. Fitzpatrick,
John R. Garbarino and Vito R. Nardelli (1
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10.22
10.23
10.24

14.0
21.0
23.0
31.1
31.2
32.1

@)

Form of Employment Agreement between OceanFirskBaml certain executive officers, including MichdeFitzpatrick, John R.
Garbarino and Vito R. Nardelli (1.

Form of Change in Control Agreement between OceahFinancial Corp. and certain executive officémsjuding Joseph J. Lebel, I
and Joseph R. lantosca (:

Form of Change in Control Agreement between OcaahBank and certain executive officers, includimgeph J. Lebel, 11l and Jose
R. lantosca (13

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

Subsidiary information is incorporated herein bference tc“ Part |- Subsidiary Activitie”

Consent of KPMG LLP (filed herewitt

Rule 13i-14(a)/15¢14(c) Certification of Chief Executive Officer il herewith’

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

Section 1350 Certifications (filed herewit

Incorporated herein by reference from the Eithito Form S-1, Registration Statement, effeckilay 13, 1996 as amended, Registration

No. 3:-80123.

)
3
4)
(%)
(6)
(1)
8
(9)
(10)
(11)
(12)
(13)
(14)
(15)
(16)

Incorporated herein by reference from the Exhitatsorm ¢K filed on June 28, 200!

Incorporated herein by reference from the Exhitaitsorm 1(-K filed on March 25, 1997
Incorporated herein by reference from Forn-A Definitive Proxy Statement filed on March 19, 89
Incorporated herein by reference from Forn-A Definitive Proxy Statement filed on March 17, 20
Incorporated herein by reference from the Exhitsitorm 1(-K filed on March 23, 200z
Incorporated herein by reference from the Fori-A Definitive Proxy Statement filed on March 21, 20
Incorporated herein by reference from the Exhitsitsorm 1(-K filed on March 15, 2004
Incorporated herein by reference from Exhibits ¢orfr 1(-K filed on March 15, 200t

Incorporated herein by reference from Exhibits ¢orfr 1(-Q filed on August 9, 200!

Incorporated herein by reference from Exhibits ¢orfr 1(-K filed on March 14, 200¢

Incorporated herein by reference from Forn-A Definitive Proxy Statement filed on March 14, 20
Incorporated by reference from Exhibit to Forn-K filed on March 17, 200¢

Incorporated by reference from Exhibit to For-K filed on September 23, 200

Incorporated by reference from Exhibit to For-K filed January 20, 200¢

Incorporated by reference from Exhibit to For-K filed December 22, 201
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CONFORMED
SIGNATURES

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

OceanFirst Financial Cor

By: /s/ John R. Garbarino
John R. Garbarin
Chairman of the Board and Chief Executive Offi

Date: March 8, 2011

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

Name Date

/s/ John R. Garbarino March 8, 2011
John R. Garbarin

Chairman of the Board and Chief Executive Officer

(principal executive officer

/sl Michael J. Fitzpatrick March 8, 2011
Michael J. Fitzpatricl

Executive Vice President and Chief Financial Office

(principal accounting and financial office

/sl Joseph J. Burke March 8, 2011
Joseph J. Burk
Director

/s/ Angelo Catania March 8, 2011
Angelo Catanii
Director

/sl Carl Feltz, Jr. March 8, 2011
Carl Feltz, Jr
Director
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/s/ John W. Chadwick

John W. Chadwicl
Director

/s/ Donald E. McLaughlin

Donald E. McLaughlir
Director

/s/ Diane F. Rhine

Diane F. Rhine
Director

/s/ John E. Walsh

John E. Walsl
Director
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Exhibit 23.0
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors
OceanFirst Financial Corp.:

We consent to incorporation by reference in théstegfion statement (No. 333-141746) on Form SeBtgining to the OceanFirst Financial Corp.
2006 Stock Incentive Plan, in the registrationestetnt (No. 333-42088) on Form S-8, pertaining eo@teanFirst Financial Corp. 2000 Stock
Option Plan, in the registration statement (No.-33243) on Form S-8, pertaining to the OceanFinmsafcial Corp. 1997 Incentive Plan, in the
registration statement (No. 333-34145) on Form fSeBtaining to the Retirement Plan for OceanFimtg of OceanFirst Financial Corp., and in
the registration statement (No. 333-157366) on F8¢8) pertaining to the Fixed Rate Cumulative PemgePreferred Stock, Series A and a
warrant to purchase shares of common stock of Gdesiri-inancial Corp. of our reports dated March2®11, with respect to the consolidated
statements of financial condition of OceanFirstaficial Corp. and subsidiary as of December 31, 2002009 and the related consolidated
statements of income, changes in stockholderstgoamd cash flows for each of the years in thedhyear period ended December 31, 2010, and
the effectiveness of internal control over finahegporting as of December 31, 2010, which reparésincorporated by reference in the
December 31, 2010 Annual Report on Form 10-K ofaDé&érst Financial Corp.

/sl KPMG LLP

Short Hills, New Jerse
March 15, 201:



Exhibit 31.1

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

I, John R. Garbarino, certify that:
1. I have reviewed this annual report on Forr-K of OceanFirst Financial Corp. and subsidit

2. Based on my knowledge, this report does notaiprany untrue statement of a material fact or andtate a material fact necessary to
make the statements made, in light of the circuntgts. under which such statements were made, nigiadisg with respect to the
period covered by this repo

3. Based on my knowledge, the financial statememig,other financial information included in théport, fairly present in all material
respects the financial condition, results of operat and cash flows of the registrant as of, amgtfe periods presented in this rep

4.  The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}54nd internal control over financial reporti@g defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a. Designed such disclosure controls and procedureaused such disclosure controls to be designddr our supervision, to
ensure that material information relating to thgiseant, including its consolidated subsidiarissnade known to us by others
within those entities, particularly during the petiin which this report is being prepared; i

b. Designed such internal control over financiglaring or caused such internal control over finaheporting to be designed
under our supervision, to provide reasonable assereegarding the reliability of financial repodiand the preparation of
financial statements for external purposes in ataoce with generally accepted accounting princjes

C. Evaluated the effectiveness of the registradisslosure controls and procedures and presentiisineport our conclusions
about the effectiveness of the disclosure conttnts procedures, as of the end of the period cougyrehis report based on st
evaluation; an(

d. Disclosed in this report any change in the tegid’s internal control over financial reportirtgat occurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reportir

5.  The registrant’s other certifying officer andve disclosed, based on our most recent evaluatimmernal control over financial
reporting, to the registrant’s auditors and theitae@mmmittee of registrant’s board of directors parsons performing the equivalent

functions):

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

b. Any fraud, whether or not material, that invalveanagement or other employees who have a signifiole in the registrant’s

internal control over financial reportin

Date: March 15, 2011 /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(a)

I, Michael J. Fitzpatrick certify that:

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

2. Based on my knowledge, this report does notaiprany untrue statement of a material fact or andtate a material fact necessary to

make the statements made, in light of the circuntgts. under which such statements were made, nigiadisg with respect to the
period covered by this repo

3. Based on my knowledge, the financial statememig,other financial information included in théport, fairly present in all material
respects the financial condition, results of operat and cash flows of the registrant as of, amgtfe periods presented in this rep

4.  The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}54nd internal control over financial reporti@g defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a.

Designed such disclosure controls and procedureawused such disclosure controls to be designeeruna supervisior
to ensure that material information relating to tégistrant, including its consolidated subsidigris made known to us
by others within those entities, particularly dgrithhe period in which this report is being prepasetd

Designed such internal control over financiglaring or caused such internal control over finaheporting to be
designed under our supervision, to provide readeredsurance regarding the reliability of financégorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples; anc

Evaluated the effectiveness of the registratisslosure controls and procedures and presentéadsineport our
conclusions about the effectiveness of the discisontrols and procedures, as of the end of thegeovered by this
report based on such evaluation;

Disclosed in this report any change in the tegid’s internal control over financial reportirtgat occurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has
materially affected, or is reasonably likely to evélly affect, the registra’s internal control over financial reportir

5.  The registrant’s other certifying officer andve disclosed, based on our most recent evaluatimmernal control over financial
reporting, to the registrant’s auditors and theitae@mmmittee of registrant’s board of directors parsons performing the equivalent

functions):
a.

Date: March 15, 2011

All significant deficiencies and material weagses in the design or operation of internal cortvelr financial reporting
which are reasonably likely to adversely affectbgistrant’s ability to record, process, summaeird report financial
information; anc

Any fraud, whether or not material, that invalveanagement or other employees who have a signifiole in the
registran’s internal control over financial reportir

/s/ Michael J. Fitzpatrick
Michael J. Fitzpatricl
Chief Financial Office
(principal financial officer’




Exhibit 32.1

CERTIFICATION PURSUANT TO
SECTION 1350

In connection with the Annual Report of OceanHhistancial Corp. and subsidiary (the “Company”) amrg 10-K for the period ending

December 31, 2010 as filed with the SecuritiesExchange Commission on the date hereof (the “R8pdine undersigned certify, pursuant to
U.S.C. 81350, as added by §906 of the Sarbanesr@xdeof 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
Company as of and for the period covered by theoRe

/s/ John R. Garbarino
John R. Garbarin
Chief Executive Office
March 15, 201:

/sl Michael J. Fitzpatrick
Michael J. Fitzpatricl
Chief Financial Office
March 15, 201:




