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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, 2011, @@mpany had consolidated total assets of
$2.3 billion and total stockholders’ equity of $28@nillion. The Company is a savings and loan h@idiompany subject to regulation by the
Board of Governors of the Federal Reserve Systhen“ERB”) and the Securities and Exchange Commisgi8EC”). The Bank is subject to
regulation and supervision by the Office of the @tmoller of the Currency (“OCC”) and the FederalpDsit Insurance Corporation (“FDIC").
Currently, the Company does not transact any nateuisiness other than through its subsidiary Biuek.

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 businesshieen and continues to be attracting deposits
from the general public in the communities surrangdts branch offices and investing those depgmitsarily in single-family, owner-occupied
residential mortgage loans and, more recentlypmroercial real estate loans. The Bank also invastther types of loans, including multi-
family, construction, consumer and commercial lodmsddition, the Bank invests in mortgage-backeclurities (“MBS”),securities issued by t
U.S. Government and agencies thereof, corporateities and other investments permitted by apple#w and regulations. The Bank
periodically sells part of its mortgage loan praitut in order to manage interest rate risk andidliy. Presently, servicing rights are retained in
connection with most loan sales. The Bank’s reverare derived principally from interest on its Ieaand to a lesser extent, interest on its
investment and mortgage-backed securities. The Bitkreceives income from fees and service changésan and deposit products, and from
the sale of trust and asset management servicealt@ndative investment products, e.g., mutual yrashnuities and life insurance. The Bank’s
primary sources of funds are deposits, principdliaterest payments on loans and mortgage-bacledises, proceeds from the sale of loans,
Federal Home Loan Bank (“FHLB”) advances and otim@rowings and to a lesser extent, investment ritigstr

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, those items discussed under Item 1Ak Rectors herein and the following: change
interest rates, general economic conditions, lesklsiemployment in the Bank’s lending area, rethie market values in the Bashkénding are:
legislative/regulatory changes, monetary and fipcéicies of the U.S. Government including policegshe U.S. Treasury and the FRB, the qu
or composition of the loan or investment portfolidemand for loan products, deposit flows, comigetitdemand for financial services in the
Company’s market area and accounting principlesgandelines. These

”ou ” o ”ou ”

”ou ”u
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risks and uncertainties should be considered ifuatiag forward-looking statements and undue rekashould not be placed on such statements.
The Company does not undertake - and specific@iglaims any obligation - to publicly release thsult of any revisions which may be made to
any forward-looking statements to reflect eventsimmumstances after the date of such statemertsreflect the occurrence of anticipated or
unanticipated events.

Market Area and Competition

The Bank is a community-oriented financial insiitat offering a wide variety of financial serviceEsmeet the needs of the communities it serves.
The Bank conducts its business through an admatigérand branch office located in Toms River, Nlassey, and twenty-three additional branch
offices. Nineteen of the offices are located in &c€ounty, four are located in Monmouth County, and is located in Middlesex County, New
Jersey. The Bank’deposit gathering base is concentrated in therzonities surrounding its offices while lending aittes are concentrated in t
sub-markets served by its branch office networle Blank also maintains a trust and wealth manageaféicg 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 thestagtewing population area in New Jersey and tegraficant number of retired residents who
have traditionally provided the Bank with a stasbeirce of deposit funds. The economy in the Bapkimary market area is based upon a mix
of service and retail trade. Other employment @joled by a variety of wholesale trade, manufaotyrFederal, state and local government,
hospitals and utilities. The area is also homeotomuters working in New Jersey suburban areas drblew York and Philadelphia. Based upon
sales data for 2011 from the Ocean and Monmoutm@EsiMultiple Listing Service, home values in thempany’s primary market area have
declined by approximately 19% from the peak ofrierket in 2006. The unemployment rate in Ocean Gooif9.8% has generally trended ab
the state and national rate in 2011 while the ueympent rate in Monmouth County of 8.5% has gemgteénded below the state and
comparable to the national rate.

The Bank faces significant competition both in nmgkioans and in attracting deposits. The Stateeyf Nersey has a high density of financial
institutions. Many of the Bank’s competitors ararches of significantly larger institutions headtgeed out-of-market which have greater
financial resources than the Bank. The Bank’s cditipe for loans comes principally from commerdignks, savings banks, savings and loan
associations, credit unions, mortgage banking coegaand insurance companies. Its most direct ctitigpefor deposits has historically come
from commercial banks, savings banks, savings aad &ssociations and credit unions although théBéso faces competition for deposits from
short-term money market funds, other corporategawdrnment securities funds, internet-only prosdend from other financial service
institutions such as brokerage firms and insuraxocepanies.

Lending Activities

Loan Portfolio Composition The Bank’s loan portfolio consists primarily afrtventional first mortgage loans secured by onfstw-family
residences. At December 31, 2011, the Bank hatlléatas outstanding of $1.589 billion, of which $88 million or 55.6% of total loans were
one-to-four family, residential mortgage loans. Temainder of the portfolio consisted of $460.7lignl of commercial real estate, multi-family
and land loans, or 29.0% of total loans; $6.7 wonillof residential construction loans, or 0.4% ¢&lttoans; $192.9 million of consumer loans,
primarily home equity loans and lines of credit,1@1% of total loans; and $45.9 million of comniaktoans, or 2.9% of total loans. Included in
total loans are $9.3 million in loans held for salddecember 31, 2011. At that same date, 43.68teoBank’s total loans had adjustable interest
rates. The Bank has generally sold much of its &@ryixed-rate one-to-four family loans into thesedary market primarily to manage interest
rate risk.
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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,

2011 2010 2009 2008 2007
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 $ 882,55( 55.556 $ 955,06: 56.62% $ 954,73t 57.92% $1,039,37! 62.52% $1,084,68 64.2(%
Commercial ree
estate,
multi-family anc
land 460,72¢ 29.0( 435,12° 25.8( 396,88 24.0¢ 329,84« 19.8¢ 326,70 19.3¢
Residential
constructior 6,657 42 13,74¢ .82 9,241 .5€ 10,56! .65 10,81¢ .64
Consumer (1 192,91¢ 12.1¢ 205,72¢ 12.2( 217,29( 13.1¢ 222,79 13.4(C 213,28: 12.62
Commercia 45,88¢ 2.8¢ 76,69 4,5k 70,21« 4.2¢ 59,76( 3.5¢ 54,27¢ 3.21
Total
loans 1,588,73¢ 100.0% 1,686,35! 100.0(% 1,648,36: 100.0% 1,662,33° 100.0% 1,689,77. 100.0(%
Loans in proces (2,559 (4,055 (3,466 (3,586 (2,457)
Deferred origination
costs, ne 4,36¢ 4,862 4,767 5,19 5,14(
Allowance for loan
losses (18,230 (19,700 (14,729 (11,665 (10,469
Total
loans,
net 1,572,311 1,667,46: 1,634,94. 1,652,28. 1,681,99:
Less:
Mortgage loans
held for sale 9,297 6,67¢ 5,65¢ 3,902 6,072
Loans
receivable
net $1,563,01! $1,660,78:! $1,629,28. $1,648,37! $1,675,91!
Total loans:
Adjustable rate $ 692,33: 4350 $ 816,05¢ 48.3% $ 839,28! 50.99% $ 906,67- 5450 $ 924,11° 54.6%
Fixed rate 896,40° 56.4: 870,29° 51.61 809,07 49.07 755,66: 45.4¢ 765,65 45.31

$1,588,73! 100.0(% $1,686,35! 100.0% $1,648,36: 100.0(% $1,662,33° 100.0% $1,689,77. 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, 201fe Table does not include
principal repayments. Principal repayments, inclgdirepayments on total loans were $476.4 millgtY,7.5 million and $480.2 million for the
years ended December 31, 2011, 2010 and 2009 ctasge.

At December 31, 201:

Commercial
One-to- real estate, Total
four multi- family Residential Loans
family and land construction Consumer Commercial Receivable
(In thousands)
One year or les $ 27& $ 53247 $ 6651 $ 144¢ $ 2438 $ 86,01f
After one year
More than one year to three ye 4,17¢ 145,22: — 2,87: 11,12¢ 163,39!
More than three years to five yei 7,27¢ 136,82: — 5,77¢ 5,50¢ 155,38°
More than five years to ten ye: 71,43 113,00: — 31,03! 4,86¢ 220,33«
More than ten years to twenty ye: 154,09( 10,70z — 150,90: — 315,69!
More than twenty yeal 645,29 1,734 — 88¢ — 647,91:
Total due after December 31, 2C 882,27. 407,48: — 191,47( 21,50( 1,502,72.
Total amount du $882,55( $460,72! $ 6,657 $192,91f $ 45,88¢ 1,588,73!
Loans in proces (2,559
Deferred origination costs, n 4,36€
Allowance for loan losse (18,230
Total loans, ne 1,572,311
Less: Mortgage loans held for si 9,297
Loans receivable, ni $1,563,01!
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The following table sets forth at December 31, 2Qté dollar amount of total loans receivable cactinally due after December 31, 2012, 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 $468,16( $ 414,11 $ 882,27
Commercial real estate, mi-family and lanc 304,96 102,51° 407,48:
Consume] 81,67( 109,80( 191,47(
Commercia 12,21 9,28: 21,50(
Total loans receivabl $867,01. $ 635,71 $1,502,72.

Origination, Sale and Servicing of Loanhe Bank’s residential mortgage lending actigittee conducted primarily by commissioned loan
representatives in the exclusive employment oBhaek. The Bank originates both adjustable-ratefasedi-rate loans. The type of loan originated
is dependent upon the relative customer demanfixfxt-rate or adjustable-rate mortgage (“ARM”) leamwhich is affected by the current and
expected future level of interest rates.

The Bank periodically sells part of its mortgagedrction in order to manage interest rate risklapddity. At December 31, 2011, there were
$9.3 million in loans categorized as held for saléch are recorded at the lower of cost or fair keawalue.

The following table sets forth the Bank’s loan amggions, purchases, sales, principal repaymemtdaan activity, including loans held for sale,
for the periods indicated.

For the Year December 31
2011 2010 2009
(In thousands)

Total loans:
Beginning balanc $1,686,35! $1,648,36 $1,662,33
Loans originated
One-to-four family 240,64( 381,29¢ 418,44t
Commercial real estate, mi-family and lanc 90,14« 91,14( 114,03t
Residential constructic 3,841 5,53¢ 4,817
Consume] 74,17¢ 76,84¢ 64,17¢
Commercia 100,14. 124,63( 99,86¢
Total loans originate 508,94. 679,45 701,34:
Total 2,195,29 2,327,81! 2,363,67
Less:
Principal repayment 469,90: 477,53t 480,17
Sales of loan 133,73¢ 162,48: 232,76!
Transfer to REC 2,917 1,44: 2,37¢
Total loans $1,588,73! $1,686,35! $1,648,36:

Oneto-Four Family Mortgage LendingThe Bank offers fixed-rate, regular amortizinguatable-rate and interestily mortgage loans secured
one-to-four family residences with maturities uBtbyears. The majority of such loans are secuyeaardperty located in the Bank’s primary
market area. Loan originations are typically geteztdoy commissioned loan representatives in thusixe 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.
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At December 31, 2011, the Bank’s total loans outiitag were $1.589 billion, of which $882.6 millioor, 55.6%, 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 averagediitiee Bank’s one-to-four family
mortgage loan was approximately $184,000 at Dece®be2011. The Bank currently offers a number BMloan programs with interest rates
which adjust every one, three, five or ten yeat®e 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.abgy 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 yea-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, primaril}chese as interest rates rise, the payments of the
borrower rise, thereby increasing the potentialdelinquency 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 ARMreavith 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, roundetbuithe nearest oreighth of one percent), al
borrowers of one-year ARM loans with a loan-to-eatatio over 75% are qualified at the higher offtli-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 inteqggyments 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, 2011 and 20490%$54.9 million and $80.1 million, respectivaly,6.2% and 8.4%, respectively, of total
one-to-four family mortgages.

The Bank'’s fixed-rate mortgage loans currentlyraeale for terms from 10 to 30 years. The Bank maipgdeeally sell some of the fixed-rate
residential mortgage loans that it originates. Bhak retains the servicing on most loans sold. Baek generally retains for its portfolio shorter-
term, fixed-rate loans and certain longer-termgdibtate loans, generally consisting of loans t@ef§, directors or employees of the Bank. The
Bank may retain a portion of its longer-term fixede loans after considering volume and yield dter @valuating interest rate risk and capital
management considerations. The retention of foetd-mortgage loans may increase the level ofésteate 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. During the phsée years, the Bank has generally sold mucts@&Utyear fixed-rate one-to-four family loans into
the secondary market primarily to manage inter&st risk considerations.

The Bank’s policy is to originate one-to-four faynibesidential 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.
Appraisals are obtained for loans secured by r&tate properties. The weighted average loan-toevitio of the Bank’s one-to-four family
mortgage loans was 57% at December 31, 2011 basafdmaisal values at the time of origination.dnent years, a decline in real estate valu
the Bank’s lending area has reduced the collatedake supporting the Bank’s loans although the Baglieves that most borrowers continue to
have adequate collateral to support their outstanltian balance. Title insurance is required fbfigt mortgage loans. Mortgage loans originated
by the Bank include due-on-sale clauses which petlie Bank with the contractual right to declém [ban immediately due and payable in the
event the borrower



Table of Contents

transfers ownership of the property without the IBarwonsent. Due-on-sale clauses are an importaansiof adjusting the rates on the Bank’s
fixed-rate mortgage loan portfolio and the Bank geserally exercised its rights under these clauses

The Bank currently obtains full verification of imme on residential borrowers, however, it previpuslginated stated income loans on a limited
basis through November 2010. The Bank previoudgrefl stated income loans only to seffiployed borrowers for purposes of financing prin
residences and second home properties. The ambsiated income loans at December 31, 2011 and 2@50554.1 million and $62.7 million,
respectively, or 6.1% and 6.6%, respectively, tdltone-to-four family mortgages.

Commercial Real Estate, Muliamily and Land LendingThe Bank originates commercial real estate |dhasare secured by properties, or
properties under construction, generally used twmiress purposes such as small office buildingstail facilities. A substantial majority of the
Bank’s commercial real estate loans are locatebdarBank’s primary market area. The Bank’s undemgiprocedures provide that commercial
real estate loans may be made in amounts up tod3@Pe appraised value of the property. The Banketuly originates commercial real estate
loans with terms of up to ten years and amortirasichedules up to twenty-five years with fixed djuatable rates. The loans typically contain
prepayment penalties over the initial three to fears. In reaching its decision on whether to neekemmercial real estate loan, the Bank
considers the net operating income of the propamtythe borrower’s expertise, credit history, gedfility and the term and quantity of leases. The
Bank has generally required that the propertieariisg commercial real estate loans have debt senowerage ratios of at least 130%. The Bank
generally requires the personal guarantee of timeipal for commercial real estate loans. The Barddmmercial real estate loan portfolio at
December 31, 2011 was $460.7 million, or 29.0%otdltloans. The largest commercial real estate iedhne Bank’s portfolio at December 31,
2011 was a performing loan for which the Bank hadatstanding carrying balance of $18.1 millionwsed by a first mortgage on dormitories at
a major university in the Bank’s lending area. Blverage size of the Bank’s commercial real estated at December 31, 2011 was
approximately $757,000.

The commercial real estate portfolio includes lolmmghe construction of commercial properties. itaflly, these loans are underwritten based
upon commercial leases in place prior to fundingnbny cases, commercial construction loans aendert 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, 2011, the Bank had an outstandatenioe in commercial construction loans of $12.Faoni

The Bank also originates multi-family mortgage Isamd land loans on a limited basis. The Bank’diffauinily loans and land loans at
December 31, 2011 totaled $20.6 million and $8.[Banj 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 oftenetefent on successful operation or
management of the properties, repayment of suatslomy be subject to a greater extent to adversditoans 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 LendingAt December 31, 2011, residential constructianktotaled $6.7 million, or 0.4%, of the Bank'tatdoans
outstanding. The Bank originates residential carcsion loans primarily on a construction/permanagis 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 lessetent, loans are made to finance a second hortwedzvelopers known to the Bank in order to
build single-family houses for sale, which loansdrae due and payable over terms generally not eitegd2 months.
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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. The Bankradses these risks through its underwriting
policies and procedures and its experienced staff.

Consumer LoansThe Bank also offers consumer loans. At DecerBhieR011, the Bank’s consumer loans totaled $18@lin, or 12.1% of the
Bank’s total loan portfolio. Of the total consumer Igaortfolio, home equity lines of credit comprisedl®17 million, or 57.4%; home equity loc
comprised $81.6 million, or 42.3%; automobile andrdraft line of credit loans totaled $403,000 &9; and loans on savings accounts totaled
$256,000, or 0.1%.

The Bank originates home equity loans typicallyused by second liens on one-to-four family residsnd hese loans are originated as fixed-rate
loans with terms ranging from 5 to 20 years. Homeity loans are typically made on owner-occupiet-to-four family residences and generally
to Bank customers. Generally, these loans are sutgj@n 80% loan-to-value limitation, includingyasther outstanding mortgages or liens. The
Bank also offers a variable-rate home equity liheredit which extends a credit line based on thgliaant’s income and equity in the home.
Generally, the credit line, when combined with tiaéance 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 undherlseal 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 lsed 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 durihg first five years with fully amortizing paymentereafter. Generally, the adjustable rate of
interest charged is based upon the prime ratetefast (as published in thgall 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, 2011, commercial loans totalesl $4nillion, or 2.9% of the Bank’s total loans datsding. The Bank
originates commercial loans and lines of creditl(iding for working capital; fixed asset purchasas] acquisition, receivable and inventory
financing) primarily in the Bank’s market area.underwriting commercial loans and credit lines, Bamk will review and analyze financial
history and capacity, collateral value, strengtti elnaracter of the principals, and general paymistory of the borrower and principals in com
to a credit decision. The Bank generally requihesgersonal guarantee of the principal borroweraffccommercial 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 financitkaigth and close monitoring. Commercial businesslihg, both secured and unsecured, is
generally considered to involve a higher degresestfthan secured residential real estate lendrRigk 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, 2011 had an outstanding balance 6friiflion although the average size of the Banldsxmercial loans at December 31, 2011
was approximately $185,000.

Loan Approval Procedures and Authorityhe Board establishes the loan approval policféhe 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 progressivéghér levels of responsibility as the loan amomctéases. New borrowers with a total expo:
in excess of $3.0 million and existing borrowershva total exposure in excess of $5.0 million regjaipproval by the Management Credit
Committee. A minimum of two employees’
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signatures are required to approve residentialslaaer the conforming loan limits of the FederahtéoLoan Mortgage Corporation (“FHLMC")
and the Federal National Mortgage Association (“FAIM Pursuant to applicable regulations, loanstie dorrower generally cannot exceed 15%
of the Bank’s unimpaired capital, which at Decem®®r2011 amounted to $32.6 million. At DecemberZI11, the Bank’s maximum loan
exposure to a single borrower and related intergats$18.1 million. This previously mentioned penfing loan is secured by a first mortgage on
a dormitory at a major university in the Bank’sderg area.

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 Home
Loans, LLC (“Columbia”) the Bank’s mortgage compamlyich was shuttered in 2007. At December 31, 2€id Bank was servicing $878.5
million of loans for others. At December 31, 202010 and 2009, the balance of mortgage servicgtgsitotaled $4.8 million, $5.7 million and
$6.5 million, respectively. For the years endedddeloer 31, 2011, 2010 and 2009, loan servicing irc@loss), net of related amortization totaled
$427,000, $292,000 and $(18,000), respectively.Bdmek evaluates mortgage servicing rights for impant on a quarterly basis. No impairment
was recognized for the years ended December 31, &0d 2010. For the year ended December 31, 208 ampany recognized an impairment
to the loan servicing asset of $263,000. The valoaif mortgage servicing rights is determined thylo a discounted analysis of future cash flc
incorporating numerous assumptions which are stbjesignificant change in the near term. Generallgecline in market interest rates will ce
expected prepayment speeds to increase resultiadpiver valuation for mortgage servicing rightsl aftimately lower future servicing fee
income.

Delinquencies and Classified Assetdanagement and the Board perform a monthly redeall delinquent loan totals which includes loaingy
days or more past due, and the detail of eachtldety days or more past due that was originatetiiwithe past year. In addition, the Chief Risk
Officer compiles a quarterly list of all criticizexhd classified loans and a narrative report afsifeed commercial, commercial real estate, multi-
family, land and construction loans. The stepsndkethe Bank with respect to delinquencies vanyemeling on the nature of the loan and period
of delinquency. When a borrower fails to make aunexl payment on a loan, the Bank takes a numbstepk to have the borrower cure the
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 otheb#mrance actions which afford the borrower an dppdy to remain in their home and satisfy
the loan terms. If the loan is still not broughtremt and it becomes necessary for the Bank toledad action, which typically occurs after a loan
is delinquent at least 90 days or more, the Barlko@emmence litigation to realize on the collateiatluding foreclosure proceedings against any
real property that secures the loan. If a foregl@sction is instituted and the loan is not broughtent, paid in full, or an acceptable workout
accommodation is not agreed upon before the fosactosale, the real property securing the loanrgéipés sold at foreclosure although
foreclosure timelines in New Jersey have increasguificantly over the past few years. The Bankaed the HOPE NOW loan modification
reporting standards through its end date of Septe®®, 2011, as well as the President’'s Homeowffierdability and Stability Plan and other
plans to mitigate foreclosure actions. HOPE NOW w@asilliance between counselors, mortgage markétipants and mortgage servicers to
create a unified, coordinated plan to reach ang &glmany homeowners as possible. The goal of tineeldwner Affordability and Stability Plan
and other plans is to incent lenders to engagadtasable mortgage modifications. The plan pravigaeders 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.

The Bank’s internal Asset Classification Committejch is chaired by the Chief Risk Officer, review
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and classifies the Bank’s assets quarterly andrtefize results of its review to the Board. The Balassifies assets in accordance with certain
regulatory guidelines. At December 31, 2011, thalBaad $88.1 million of assets, including all REssified as “Substandard,” $74,600 of
assets classified as “Doubtful” and no assetsifledss “Loss.” At December 31, 2010, the Bank B80.0 million of assets classified as
“Substandard,” $1.5 million classified as “Doubtfahd no assets classified as “Losisdans and other assets may also be placed on & listtas
“Special Mention” assets. Assets which do not qufyeexpose the insured institution to sufficieiskrto warrant classification in one of the
aforementioned categories but possess weaknessesqaired to be designated “Special Mention.” &dédention assets totaled $11.5 million at
December 31, 2011, as compared to $15.5 milliddegember 31, 2010. Loans are classified as Spdeation due to past delinquencies or of
identifiable weaknesses. The largest Special Martan relationship is comprised of several comiiaéreal estate loans to a real estate
management and investment company totaling $1.[8milThe loans are current as to payments andegered by residential and commercial
properties and personal guarantees. The largest&@wdard loan relationship is comprised of sevandit facilities to a building supply company
with an aggregate balance of $8.6 million which wasent as to payments but criticized due to pbot,improving, operating results. In addition
to loan classifications, the Company classifiecestment securities with an amortized cost of $2%lllon and a carrying value of $17.8 million
as Substandard, which represents the amount oftimest securities with a credit rating below inwesht grade from one of the internationally-
recognized 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, 2011, 2010, 2009, 2008 and
2007, 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 $2(105,$1,467,000, $1,441,000, $913,000 and $210,000.
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December 31
2011 2010 2009 2008 2007
(Dollars in thousands)

Non-accrual loans

Real estate
One-to-four family $29,19: $26,571 $19,14: $ 8,69¢ $ 6,62(
Commercial real estate, mi-family and lanc 10,55: 5,84¢ 5,152 5,52 1,04(
Residential constructic 43 36¢€ 36¢ — —
Consumel 3,65: 4,62¢ 3,031 1,43t 58€
Commercia 567 117 627 38t 49E
Total 44,00¢ 37,53% 28,32( 16,04: 8,741
REO, net (1 1,97( 2,29t 2,61% 1,141 43¢
Total nor-performing asset $45,97¢ $39,83: $30,93: $17,18¢ $ 9,17¢
Allowance for loan losses as a percent of totahsoseceivable
2 1.15% 1.17% .85% 7C% .62%
Allowance for loan losses as a percent of totalperforming
loans (3) 41.4: 52.4¢ 51.9¢ 72.71 119.7¢
Non-performing loans as a percent of total loagsikable (2)
3 2.717 2.2¢ 1.7z .97 .52
Non-performing assets as a percent of total asse 2.0C 1.77 1.52 .92 .48

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

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

(3) Non-performing assets consist of non-performing loamd REO. Non-performing loans consist of all lo8BAslays or more past due and
other loans in the process of foreclosi

The Company’s non-performing loans totaled $44 lioniat December 31, 2011, a $6.5 million increftsen $37.5 million at December 31,
2010. Included in the non-performing loan totaDatember 31, 2011 was $14.5 million of troubledtdebtructured loans, as compared to $3.3
million of troubled debt restructured loans at Dmber 31, 2010. The increase in non-performing anabied debt restructured loans was
primarily due to the second quarter addition of arge loan relationship secured by commercial estdte with an outstanding balance of $6.4
million. The loans are collateralized by commereiatl residential real estate, all business asedtalao carry a personal guarantee. An appraisal
performed in May 2011 values the real estate ettt $8.7 million. In November 2011, the Compantered into a troubled-debt restructuring
with the borrower which capitalized delinquent netst and reduced the interest rate in exchangadiitional collateral. Noperforming loans ar
concentrated in one-to-four family loans which coisg 66.3% of the total. At December 31, 2011, aherage weighted loan-to-value ratio of
non-performing one-to-four family loans was 63%mngsappraisal values at time of origination and 82%hg updated appraisal values. Appraisals
are obtained for all non-performing loans secungddal estate and subsequently updated annudhg ifoan remains delinquent for an extended
period. At December 31, 2011, the average weigluza-to-value ratio of the total one-to-four famiban portfolio was 57% using appraisal
values at time of origination. Based upon salea &&t2011 from the Ocean and Monmouth Countiestillel Listing Service, home values in the
Company’s primary market area have declined by@pprately 19% from the peak of the market in 200@ividual home values may move

more or less than the average based upon the ispgtfracteristics of the property. There can bassurance that home values will not decline
further, possibly resulting in losses to the Compdrhe largest non-performing one-to-four familwtois a loan for $2.8 million. The loan is
secured by a first mortgage on a property with agust 2011 appraised
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value of $3.4 million. The Company’s non-performiogns remain at elevated levels partly due teetttended foreclosure process in the State of
New Jersey. This protracted foreclosure processydehe Compar's ability to resolve non-performing loans througgie of the underlying
collateral. Of the non-performing one-to-four faynibans, 70% were originated by alternative Banlkvdey channels which have since been
shuttered.

Allowance for Loan LossesThe allowance for loan losses is a valuation antthat reflects probable incurred losses in ¢tz Iportfolio. The
adequacy of the allowance for loan losses is baredanagement’s evaluation of the Company’s past loss experience, known and inherent
risks in the portfolio, adverse situations that raffect the borrower’s ability to repay, estimatedue of any underlying collateral and current
economic conditions. Additions to the allowanceairfrom charges to operations through the proviiotoan losses or from the recovery of
amounts previously charged-off. The allowance éuoed by loan charge-offs. The Company modifiedliarge-off policy in 2011 as described
below.

The allowance for loan losses is maintained atraousmt 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 staaiggual 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 Banks allowance for loan losses includes specific alioges and a general allowance, each updated caredy basis. A specific allowan:

is determined for all loans which meet the defanitof an impaired loan where the value of the ulydes collateral can reasonably be evaluated
and where the Company has not already taken arinmtdarge-off. These are generally loans whichsaired by real estate. The Bank obtains
an updated appraisal for all impaired loans sechyectal estate and collateral dependent residentieégage loans greater than 90 days
delinquent. The appraisal is subsequently updataedally if the loan remains delinquent for an exesh period. The specific allowance, or gen
reserve allocation for collateral dependent residemortgage loans, represents the difference éetwihe Banls recorded investment in the lo
net of any interim charge-off, and the fair valdehe collateral, less estimated disposal costgeReral allowance is determined for all other
classified and non-classified loans. In determirthmgylevel of the general allowance, the Bank segsine loan portfolio into various loan
segments and classes as follows:

Loan Portfolio Segmer Loan Clas

Residential real estat - Loans originated by Bar
- Loans originated by mortgage comps
- Loans originated by mortgage compe nor-prime
- Residential constructio

Commercial real estat - Commercial

- Construction and lan
Consumer - Consume
Commercial: - Commercial

The mortgage company was shuttered by the Bank0@.2

The loan portfolio is further segmented by delimypiestatus and risk rating (special mention, sutwkted and doubtful). An estimated loss factor
is then applied to each risk tranche. If a loarussat by real estate becomes 90 days delinquenBahk obtains an updated appraisal which is
subsequently updated annually as foreclosure tireglhave recently increased significantly. ForeéHeans, the estimated loss represents the
difference between the Bank’s recorded investmetité loan and the fair value of the collateraslestimated selling costs. For loans 90 days
delinquent not secured by real estate, the Bankiates the fair value of the collateral and thespeal guarantees, if any, and
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identifies an estimated loss for the differenceneetn the Bank’s recorded investment in the loanthedair value of the collateral, less estimated
selling costs. For loans which are not 90 dayshdelent, a historical loss rate is determined fahdaan segment. To determine the loss rate, the
Bank utilizes a rolling four quarter average ofridasses as a percent of loan principal adjustethiestimated probability of default. The
historical loss rate is adjusted for certain enmin@ntal factors including current economic condisioregulatory environment, local competition,
lending personnel, loan policies and underwrititepdards, loan review system, delinquency tremss, frends, nature and volume of the loan
portfolio and concentrations of credit. Existingpromic conditions which the Bank considered tonesté the allowance for loan losses include
local trends in economic growth, unemployment azal estate values.

During the fourth quarter of 2011, the Company rfiediits charge-off policy on problem loans secupgdeal estate. Historically, the Company
established specific valuation reserves for estihédsses for problem real estate related loansweeloans were deemed uncollectible. The
specific valuation reserves were based upon thmatsd fair value of the underlying collateral dests to sell. The actual loan charge-off was
not recorded until the foreclosure process was ¢et@pUnder the modified policy, losses on loarsused by real estate are charged-off in the
period the loans, or portion thereof, are deemeaxllectible, generally after the loan becomes 1&@sdlelinquent and a recent appraisal is
received which reflects a collateral shortfall. Thedification to the charge-off policy resultedadditional charge-offs in the fourth quarter 2011
of $5.7 million. All of these charge-offs were tilmédentified in previous periods in the Companglowance for loan losses process as a specific
valuation reserve and were included in the Compalogs experience as part of the evaluation oélleevance for loan losses. Accordingly, the
additional charge-offs did not affect the Comparprsvision for loan losses or net income for 20&/ithout the additional charge-offs of $5.7
million recorded in the fourth quarter of 2011, thempany would have reported the following as af for the year ended December 31, 2011:
total charge-offs of $3.6 million; allowance forlo losses of $23.9 million; total non-performingrie of $49.7 million; allowance for loan losses
as percent of total loans receivable of 1.50% vedioce for loan losses as percent of total non-pmif@ loans of 48.12%; non-performing loans
as a percent of total loans receivable of 3.12%d;rmon-performing assets as a percent of totatae$®.24%.

An overwhelming percentage of the Bank’s loan mdidf 97.1%, is secured by real estate whethertosfeur family, consumer or commercial.
Additionally, most of the Bank’s borrowers are Itahin Ocean and Monmouth Counties, New Jerseyttendurrounding area. These
concentrations may adversely affect the Bank’s loas experience should local real estate valuengefurther or should the markets served
continue to experience difficult economic condiancluding increased unemployment. See “Risk FactoA continued downturn in the local
economy or in local real estate values could hiofits.”

Management believes the primary risk charactesgtic each portfolio segment are a continued dedlirthe economy generally, including
elevated levels of unemployment, a further dedlineal estate market values and possible incréaseterest rates. Any one or a combination of
these events may adversely affect the borroweibtyato repay the loans, resulting in increasedirdpiencies, loan charge-offs and future levels
of provisions. Accordingly, the Bank has provided lban losses at the current level to addressuhent risk in the loan 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 trmitine 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.

As of December 31, 2011 and 2010, the Bank’s alimedor loan losses was 1.15% and 1.17% respegtioktotal loans. The Bank’s allowance
for loan losses at December 31, 2011 was reduced by
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the $5.7 million in charge-offs relating to the Qmamy’s decision to modify its charge-off policy@sscribed above. The Bank had non-accrual
loans of $44.0 million and $37.5 million at DecemB&, 2011 and 2010, respectively. The Bank wilittmwe to monitor its allowance for loan
losses as conditions dictate.

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

At or for the Year Ended

2011 2010 2009 2008 2007
(Dollars in thousands)
Balance at beginning of ye $19,70( $14,72: $11,66¢ $10,46¢ $10,23¢
Chargeoffs:
Residential real esta 4,64: 1,95¢ 1,60 884 107
Commercial real esta 2,301 324 88t — —
Consume| 1,987 73€ 10t — —
Commercia 323 257 95 — 37C
Total 9,24¢ 3,27¢ 2,68¢ 884 477
Recoveries 29 253 46 30€ 7
Net charg-offs 9,22( 3,02¢ 2,642 57¢ 47C
Provision for loan losse 7,75( 8,00( 5,70( 1,77¢ 70C
Balance at end of ye: $18,23( $19,70( $14,72: $11,66¢ $10,46¢
Ratio of net charge-offs during the year to avenagtdoans
outstanding during the ye .57% .18% .1€% .03% .03%

The increase in charge-offs during 2011 was prilpate to the Company’s decision to modify its geoff policy as described above.
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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,

2011 2010 2009 2008 2007
Percent Percent Percent Percent P
of Loans of Loans of Loans of Loans ercent
of Loans
Percent o in Bach Percent o in Bach percento  in Each Percent o in Bach Percento  in Each
Allowance Categor. 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
Residential
real este $ 5,37( 29.4¢% 55.91% $ 5,97 30.3% 57.45% $ 3,65¢ 24.8:% 58.4¢% $ 3,24¢ 27.82% 63.11% $ 2,301 21.9¢% 64.82%
Commercial
real estat 8,47¢ 46.4¢ 29.0C 6,837 34.71 25.8( 5,04: 34.2¢ 24.0¢ 3,58( 30.6¢ 19.8¢ 3,547 33.8¢ 19.3:¢
Consumel 1,461 8.01 12.1¢4 3,26¢ 16.57 12.2( 2,99¢ 20.3¢ 13.1¢ 1,92« 16.4¢ 13.4C 1,581 15.1¢€ 12.62
Commercia 90C 4.9¢ 2.8¢ 962 4.8¢ 4.5t 1,72¢ 11.72 4.2¢€ 1,442 12.3¢€ 3.5¢ 1,32¢ 12.7C 3.21
Unallocatec 2,02 11.11 — 2,66( 13.5(C — 1,302 8.8t — 1,47 12.64 — 1,704 16.2¢ —
Total $18,23( 100.06 100.0% $19,70( 100.0% 100.00% $14,72: 100.0% 100.0(% $11,66* 100.0% 100.0(% $10,46¢ 100.0% 100.0(%
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Reserve for Repurchased Loamst December 31, 2011 and 2010, the Company magdea reserve for repurchased loans of $705,060 an
$809,000, respectively, related to potential logsekans sold which may have to be repurchasedalaeiolation of a representation or
warranty. The decrease from the prior year wastdw@esettlement of one repurchase request. Progisar losses are charged to gain on sale of
loans and credited to the reserve while actuaklosse charged to the reserve. There were no tepaschased for the years ended December 31,
2011, 2010 and 2009. Losses were $104,000, $1@00&79,000, respectively, for the years ended mbee 31, 2011, 2010 and 2009. Included
in the losses on loans repurchased are cash settlenm lieu of repurchases. At December 31, 2€1re were four outstanding loan repurchase
requests on loans with a total principal balanc$lo2 million, which the Company is disputing.

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

The method used to calculate the reserve for régased loans can generally be described as: volfitoarss multiplied by the estimated
percentage of loans returned for repurchase mieltifdy the estimated loss percentage on loansckased.

The material assumptions relied on to determine¢berve for repurchased loans are further desthbiow.

A specific reserve was established for projectedds on outstanding repurchase requests. Theispesiérve was based on the estimated fair
market value of the underlying collateral modifiedthe likelihood of payment which was estimateddzhbon historical experience.

The Company segmented its volume of sold loanstimtoportfolios, Bank originated loans and loanigioated by Columbia. Each of these
portfolios was further segmented by investor tyyween loans sold to Government Sponsored Entegp(fGSE”) such as FHLMC and FNMA
and loans sold to non-GSE investors. Based on ldoamarepurchase experience, the Company detechtivet loans originated by Columbia had
significantly more repurchase requests than loaiginated by the Bank. Based on this data, the Gomonsidered the population of loans
subject to repurchase as Columbia loans originated January 1, 2005 through its shuttering in 2806@ Bank loans originated in the past five
years. The volume of loan originations by Columibiaet of loan volume covered by a prior settlenweitit the loan investor, as the risk of future
repurchases from these loans has been mitigatesh halances were assumed to decay, or run-ofieatte of 12.5% per year.

The Company then applied a return factor to theareing loan sale volume as determined above. Tierréactor was determined based on the
Company’s actual experience for repurchase reqaestss equal to the amount of repurchase reqdestied by the amount of loans sold.

The calculated return factors were as follows:

Non-GSE Exposur GSE Exposurt
At December 31
Bank .16% 13% 11% .0C% .0C% .0C%
Columbia .48% 97% 1C% .26% .81% .36%

The Company experienced substantial repurchasesegalume for Columbia in 2007 which decreasediBaantly throughout 2008 and throu
2011. As a result of this trend, the Company gaweemveight to its more recent experience and lesght to earlier experience.

Finally, to establish the reserve for repurchaseas$, estimated loss factors were applied to tiea&®d amount of repurchase requests. The
Company calculated an actual loss experience @n @purchase requests of 15.7%, 16.0% and 15&8pectively, at December 31, 2011, 2010
and 2009, although the actual loss factor was riemtltb consider several economic factors which Vikedy to adversely
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impact the Company’s loss experience. These fagtohsded continued weakness in the housing magkegtionwide recession with significant
decline in employment; and, increasing delinquesmy foreclosure rates on single family mortgagesoadditionally, both FNMA and FHLMC
and investors in mortgage-backed securities panisirtue to carefully examine loan documentatiorlaams sold to these agencies and investors
by loan originators, such as the Bank, with a @dadutting an increasing amount of delinquent lobask to the originator. After adjustments, the
final estimated loss factors at December 31, 20010 and 2009 were 26.2%, 26.5% and 18.25%, resphgtfor the Bank and 41.2%, 29.0%
and 18.0%, respectively, for Columbia.

Management believes that the Bank has establigidhaintained the reserve for repurchased loaadejuate levels, however, future
adjustments to the reserve may be necessary dagwtmmic, operating or other conditions beyond&aek’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 insitisti bankersacceptances, repurchase agreen
and Federal funds. Subject to various restrictibeslerally-chartered savings institutions may &lsest in commercial paper, investment-grade
corporate debt securities and mutual funds whosetasonform to the investments that a Federalytehed 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 Fabdagency-backed securities and other non-goverhguaranteed securities, including
corporate debt obligations that are investmentetcgurchase. The Bank’s policies provide thainakstment purchases must be approved by
two officers (any two of the Senior Vice Presidéntasurer, the Executive Vice President/Chief FanarOfficer, and the President/Chief
Operating Officer) and must be ratified by the BRbarhe Company’s investment policy mirrors thathef Bank except that it allows for the
purchase of equity securities in limited amounts.

Management determines the appropriate classifitatiGecurities at the time of purchase. If thelBhas the intent and the ability at the time of
purchase to hold securities until maturity, theyrha classified as held to maturity. Investment amattgage-backed securities identified as held
to maturity are carried at cost, adjusted for aipation 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 sifiéesd 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 relatedffegt, are excluded from earnings, but are inetlds a separate component of stockholders’
equity. At December 31, 2011, all of the Bank’sdstment and mortgage-backed securities were dibsi§ available for sale.

Mortgagebacked SecuritiesMortgage-backed securities represent a participatterest in a pool of single-family or multirfdly mortgages, the
principal and interest payments on which, in gehara passed from the mortgage originators, thidntermediaries that pool and repackage the
participation interests in the form of securitigssinvestors such as the Bank. Such intermediangs be private issuers, or agencies including
FHLMC, FNMA and the Government National Mortgagesésiation (“‘GNMA”) that guarantee the payment ahpipal 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 pobhmortgages can be composed of either fixed-
rate or ARM loans.

The actual maturity of a mortgage-backed secuityes, depending on when the mortgagors repay or
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prepay the underlying mortgages. Prepayments afitiderlying mortgages may shorten the life of theusity, thereby affecting its yield to
maturity and the related market value of the mayégbacked security. The prepayments of the undgylgiortgages depend on many factors,
including the type of mortgages, the coupon rdtesage of mortgages, the geographical locatidghefinderlying real estate collateralizing the
mortgages, the general levels of market interéesrand general economic conditions. GNMA mortgaaeked securities that are backed by
assumable Federal Housing Administration (“FHA™)D®partment of Veterans Affairs (“VAlpans generally have a longer life than conventi
non-assumable loans underlying FHLMC and FNMA magterbacked securities. During periods of fallingtagage interest rates, prepayments
generally increase, as opposed to periods of isarganterest rates when prepayments generallyedser If the interest rate of underlying
mortgages significantly exceeds the prevailing reaiterest rates offered for mortgage loans, egfiing generally increases and accelerates the
prepayment of the underlying mortgages. Prepaymguerience is more difficult to estimate for adsé-rate mortgage-backed securities. As
indicated in the table below, prepayments on mgegaacked securities have increased due to thinkewest rate environment.

The Bank has investments in mortgage-backed sesugihd has utilized such investments to compleiteignding activities. The Bank invests
in a large variety of mortgage-backed securitiesluiding ARM, balloon and fixed-rate securities.B¢cember 31, 2011, mortgage-backed
securities totaled $364.9 million, or 15.9% of t@ssets, and all were directly insured or guaethtey either FHLMC, FNMA or GNMA.
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The following table sets forth the Bank’s mortgdmpeked securities activities for the periods inttida

For the Year Ended December 31

2011 2010 2009
(In thousands)

Beginning balanc $341,17! $213,62. $ 40,80
Mortgagebacked securities purchas 106,74¢ 193,00: 197,34¢
Less: Principal repaymen (85,839 (69,029 (24,380

Amortization of premiun (1,689 (2,680 (577)
Change in net unrealized gain on mortgage-backeutities available
for sale 4,53¢ 5,25¢ 42¢
Ending balanci

$364,93: $341,17! $213,62.

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

At December 31,
2011 2010 2009
Estimated Estimated Estimated
Amortized Market Amortized Market Amortized Market
Cost Value Cost Value Cost Value
(In thousands)
Mortgagebacked securities
FHLMC $ 74,15¢ $ 75,057 $ 19,22 $ 19,59¢ $ 12,42 $ 12,86
FNMA 279,41 288,76: 315,02 320,36¢ 199,38. 199,41:
GNMA 93t 1,112 1,037 1,20¢ 1,18¢ 1,34
Total mortgag-backed securitie

$354,50: $364,93. $335,28t $341,17! $212,98¢ $213,62:
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Investment SecuritiesAt December 31, 2011, the carrying value of tlamiBs investment securities totaled $165.3 milliang consisted of
$102.8 million of U.S. agency obligations, $39.4lioim of corporate debt securities, $18.5 millidhstate and municipal obligations and $4.5
million of equity investments. Each of the U.S. mgyeobligations are rated AA+ by Standard and Poand Aaa by Moody’s. The state and
municipal obligations are issued by governmenttiestin the State of New Jersey with current creatings that are considered investment grade
ranging from a high of AA+ to a low of Baal. Thaporate debt securities are issued by other firumtstitutions and consist of eleven issues
with an amortized cost of $5.0 million each sprbativeen eight issuers. Credit ratings range frdiigh of A2 to a low of BB+ as rated by one of
the internationally-recognized credit rating seegicThese floating-rate securities were purchasedglthe period May 1998 to September 1998
and have paid coupon interest continuously sirgeaisce. Floating-rate debt securities such as tiesa fixed interest rate spread over 90 day
LIBOR. Following the purchase of these securitiks,required spread increased for these typescafiies causing a decline in the market price.
The Company concluded that unrealized losses adfabl@afor sale securities were only temporarilypaired at December 31, 2011. In concluc
that the impairments were only temporary, the Camggaonsidered several factors in its analysis. Thmpany noted that each issuer made al
contractually due payments when required. Therewerdefaults on principal or interest paymentsraméhterest payments were deferred. All of
the financial institutions were also consideredlsgapitalized. Based on management’s analysis df @aividual security, the issuers appear to
have the ability to meet debt service requireméortshe foreseeable future. Furthermore, althoungise investment securities are available for
sale, the Company does not have the intent tahsede securities and it is more likely than not the Company will not be required to sell the
securities. The Company has held the securitieBramusly since 1998 and expects to receive ilspfimcipal at maturity in 2028 or prior if

called by issuer. The Company has historicallyantively sold investment securities and has ndizat the securities portfolio as a source of
liquidity. The Company’s long range liquidity plaimglicate adequate sources of liquidity outsidestbeurities portfolio.

The following table sets forth certain informati@ygarding the amortized cost and estimated madeewf the Company’s investment securities
at the dates indicated.

At December 31,

2011 2010 2009
Estimated Estimated
Estimated Amortized
Amortized Market Amortized Market Market
Cost Value Cost Value Cost Value

(In thousands)
Investment securitie!

U.S. agency obligatior $102,05¢ $102,77¢ $ 41,14¢ $41,13: $ 301 $ 30¢
State and municipal obligatiol 18,52¢ 18,54« 10,69( 10,61t 30C 30C
Corporate debt securitit 55,00( 39,44¢ 55,00( 39,85¢ 55,00( 36,36¢
Equity investment 4,29/ 4,51( 37C 31t 37C 292
Total investment securitie $179,87¢  $165,27¢ $107,20t $91,91¢ $55,971 $37,26%
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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, 2011.
Actual maturities will differ from contractual matties because borrowers may have the right toagbrepay obligations with or without call or
prepayment penalties.

At December 31, 201:

Total
More than
More than
Five
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)
Investment securitie!
U.S. agency obligatior $15,38: $86,67¢ $ — $ — $102,05¢ $102,77¢
State and municipal obligations ( 12,54¢ 5,98: — — 18,52¢ 18,54+
Corporate debt securities ( — — — 55,00( 55,00( 39,44¢
Total investment securitie $27,92% $92,65¢ $ — $ 55,00( $175,58! $160,76¢
Weighted average yie 0.97% 1.01% — % 1.05% 1.02%
Mortgagebacked securitie:
FHLMC $ — $ — $ 5,00t $ 69,15( $ 74,15¢ $ 75,057
FNMA — 1 — 279,41 279,41 288,76:
GNMA 1 3 — 931 93t 1,112
Total mortgag-backed securitie $ 1 $ 4 $ 5,00¢ $349,49: $354,50¢ $364,93:
Weighted average yie —%(3) —%(3) 1.54% 2.96% 2.94%

(1) State and municipal obligations are reported attpivalent yield
(2) All of the Bant's corporate debt securities carry interest ratéshwddjust to a spread over LIBOR on a quarterkis.
(3) Not meaningful
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Sources of Funds

General Deposits, loans and mortgage-backed securitfgs/ments and prepayments, proceeds from salesms linvestment 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, 2012Gi@] time deposits constituted 16.2% and 19.8%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 serai@klong-standing relationships with customerattact 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

At December 31, 2011, the Bank had $77.1 milliotirme deposits in amounts of $100,000 or more nireguas follows:

Weighted
Average
Maturity Period Amount Rate
(Dollars in thousands)
Three months or les $26,85:¢ .92%
Over three through six montl 11,975 1.8C
Over six through 12 montt 10,722 1.82
Over 12 month: 27,501 3.3¢
Total $77,05:¢ 2.04%

22



Table of Contents

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

2011 2010 2009
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
(Dollars in thousands)
Money market deposit accour $ 116,29! 6.92% 3% $ 104,83: 6.85% 57% $ 91,69 6.7€¢% T4%
Savings account 221,31 13.2(C .22 241,76. 15.7¢ 72 223,23( 16.4¢ .88
Interes-bearing checking accour 924,78 55.1¢ .5C 761,85« 49.6¢ .84 588,92: 43.41 1.2C
Nonr-interes-bearing accouni 142,47¢ 8.5( — 127,53! 8.31 — 110,74( 8.1¢€ —
Time deposit: 272,19¢ 16.2¢ 1.7¢ 298,53¢ 19.4¢ 1.87 341,99¢ 25.21 2.4:
Total average deposi $1,677,07. 100.0(% .62% $1,534,51 100.00% .93% $1,356,58 100.0(% 1.3%%
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Borrowings. From time to time the Bank has obtained advafroes the Federal Home Loan Bank of New York (“FHINB¢") for cash
management purposes or as an alternative to defpdsit funds and may do so in the future as gat$ 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 Bi¢LB-NY. At December 31, 2011, the Bank had $266ilion 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, 2011, the Bank had borrowed $66.1omithrough 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.eé®enber 31, 2011, the Bank had no borrowings oudstg with the Reserve Bank.

Subsidiary Activities
At December 31, 2011, the Bank owned four subsigBar OceanFirst Services, LLC, OceanFirst REITdigs, Inc., 975 Holdings, LLC and
Columbia (inactive).

OceanFirst Services, LLC was originally organized 982. In 1998, the Bank began to sell non-depsitstment products (annuities, mutual
funds and insurance) through a third-party markgfirm to Bank customers through this subsidiaegognizing fee income 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 mgages originated by the Bank and Columbia.

OceanFirst REIT Holdings, Inc. was establishedd@72and acts as the holding company for OceanReatty Corp. OceanFirst Realty Corp. was
established in 1997 and invests in qualifying magegloans and is intended to qualify as a reatestaestment trust, which may, among other
things, be utilized by the Company to raise capitahe 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 was a mortgage banking company acquiretidpank in 2000 which was shuttered in 2007 anmbiv inactive.

Personnel

As of December 31, 2011, the Bank had 337 full-tengloyees and 78 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

In July 2010, the Dodd-Frank Wall Street Reform @uhsumer Protection Act (the “Dodd-Frank Act”) veascted. Under the Dodd-Frank Act
the Office of Thrift Supervision (“OTS”), which hdzken the primary federal regulator for the Compamy the Bank, ceased to exist in July of
2011. At that time, the OCC, which is the primagddral regulator for national banks, became theany federal regulator for federal thrifts such
as the Bank. Additionally, the FRB will now supessiand regulate all savings and loan holding comepahat were formerly regulated by the
OTS, including the Company.

As a savings and loan holding company, the Compargquired by Federal law to file reports withdaromply with the rules and regulations of
the FRB. The Bank is subject to extensive regutatgxamination and supervision by the OCC, asritagry Federal regulator, and the FDIC, as
the deposit insurer. The Bank is a member of trdeFfe Home Loan Bank System and, with respect posieinsurance, of the Deposit Insurance
Fund managed by the FDIC. The Bank must file repaith the OCC and the FDIC concerning its actagtand financial condition in addition to
obtaining regulatory approvals prior to consumntatiertain transactions such as mergers with, aniaitipns of, other insured depository
institutions. The OCC and/or the FDIC conduct pdic@xaminations to test the Bank’s safety and doeas 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 fheagd sound operation of the Bank. The
regulatory structure also gives the regulatory auitles 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 Act significantly changed the baadulatory structure and affects the lending, dépmvestment,
compliance and operating activities of financiatitutions and their holding companies. The DodarlkrAct requires various federal agencies to
adopt a broad range of new implementing rules agdlations, and to prepare numerous studies armdtsefor Congress. The federal agencies are
given significant discretion in drafting the implenting rules and regulations, and consequently yméthe details and much of the impact of the
Dodd-Frank Act may not be known for many monthyears.

The Dodd-Frank Act eliminated the federal prohdsis on paying interest on demand deposits, thawalf businesses to have interest-bearing
checking accounts. Depending on competitive regmrikis significant change to existing law coudddnan adverse impact on the Company’s
interest expense. The Dodd-Frank Act also broaddmetase for Federal Deposit Insurance Corporatisurance assessments. Assessments will
now be based on the average consolidated totakdess tangible equity capital of a financial itston.

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

The Dodd-Frank Act created the Consumer Finangciateletion Bureau (“CFPB"\vith broad powers to supervise and enforce consymoectior
laws. The CFPB has broad rule-making authorityaf@ride 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 $ill®b in assets. Savings institutions such asBhak with $10 billion or less in assets will
continue to be examined for compliance with thesconer laws by their primary bank regulators (thedQd&the case of the Bank), although the
CFPB will have back-up authority over such instios. The Dodd-Frank Act also weakens the fedegmpption rules that have been applicable
for national banks and federal savings associatiamd gives state attorneys general the abilignforce federal consumer protection laws.

Additionally, the Dodd-Frank Act includes a seriggrovisions covering mortgage loan originatioarstards affecting, among other things,
originator compensation, minimum repayment starglaadd pre-payments. The Dodd-Frank Act also dicktiie FRB to issue rules to limit debit-
card interchange fees (the fees that issuing bemkge merchants each time a consumer uses acdetbjtcollected by banks with assets of $10
billion or more. On June 29, 2011, the FRB issuéidal rule which would cap an issuer’s debit-cartrchange base fee at twenty-one cents
($0.21) per transaction and allow an additionah8i® point charge per transaction to cover fragdde. The FRB also issued an interim final rule
that allows a
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fraud-prevention adjustment of one cent ($0.01)tfrsaction conditioned upon an issuer adoptifecg¥e fraud prevention policies and
procedures. The Bank’s average interchange fegaesaction is forty cents ($0.40). The Dodd-Fraekexempts from the FRB'’s rule banks
with assets less than $10 billion, such as the BAlikough exempt from the rule, market forces mesult in reduced fees charged by all issuers,
regardless of asset size, which may result in reduevenues for the Bank. For the year ended Deeefih 2011, the Bank’s revenues from
interchange fees were $2.0 million, as compareglLt8 million in 2010. The rules were effective Cazto 1, 2011.

The Dodd-Frank Act requires publicly traded compartb give stockholders a non-binding vote on etreewompensation and so-called “golden
parachute” payments, and allow greater accessdmgkblders to the company’s proxy material by atizhng the SEC to promulgate rules that
would allow stockholders to nominate their own ddates using a company’s proxy materials. The latigs also directs the Federal banking
agencies to promulgate rules prohibiting excessbrapensation paid to bank executives, regardlesshether the company is publicly traded.
These rules require each bank with assets grdesterdtl billion, such as the Bank, to make annuafidential disclosures to its primary Federal
regulator detailing incentive compensation plartee Tules prohibit incentive-based compensationvlmatid encourage inappropriate risks by
providing excessive compensation or that would egphe bank to inappropriate risks by providing pensation that could lead to a material
financial loss.

It is still uncertain how full implementation of dpromulgation of rules under the Dodd-Frank Adt] affect the Bank. As the OCC and the FRB
now regulate and supervise savings associationsavidgs and loan holding companies, existing re@ris may be repealed or modified. The
description of statutory provisions and regulatiapplicable to savings institutions and their hoefdcompanies set forth in this Form 10-K does
not purport to be a complete description of suatusés and regulations and their effects on th&kBawd the Company, is subject to change and is
qualified in its entirety by reference to the atfaavs and regulations involved.

Holding Company Regulation

The Company is a nondiversified unitary savings laad holding company within the meaning of Fed&al. Generally, a unitary savings and
loan holding company, such as the Company, isewsiticted as to the types of business activitieshith it may engage, provided that the Bank
continues to be a qualified thrift lender (“QTL3ee “Federal Savings Institution Regulation - QHs{l” The Gramm-Leach-Bliley Act of 1999
provides that no company may acquire control aivargs association after May 4, 1999 unless it gaganly in the financial activities permitted
for financial holding companies or for multiple $§ays and loan holding companies as described bédtovther, the Gramm-Leach-Bliley Act
specifies that existing savings and loan holdingganies may only engage in such activities. Tharre_each-Bliley Act, however,
grandfathered the unrestricted authority for atigiwith respect to unitary savings and loan hgdiompanies existing prior to May 4, 1999,
such as the Company, so long as the Bank contioussmply with the QTL test. The Company qualifiesthe grandfather provision. Upon any
non-supervisory acquisition by the Company of aeao#avings institution or savings bank that mde#sQTL test and is deemed to be a savings
institution, the Company would become a multipleisgs and loan holding company (if the acquirediingon is held as a separate subsidiary)
and would generally be limited to activities persitide for bank holding companies under Section(8j®f the Bank Holding Company Act.

A savings and loan holding company is prohibitexfy directly or indirectly, acquiring more than S#fthe voting stock of another savings
institution or savings and loan holding companyhwitt prior written approval of the FRB and from aicipg or retaining control of a depository
institution that is not insured by the FDIC. In kxating applications by holding companies to acgsavings institutions, the FRB 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 refelle community and competitive factors.

Holding Company Capital Requirementdnder the Dodd-Frank Act, the FRB is authorizad directed to establish capital requirements for
savings and loan holding companies. These capitplirements must be countercyclical so that thaired amount of capital increases in times of
economic expansion and decreases in times of edorammtraction, consistent with safety and soungn8avings and loan holding companies
will also be required to serve as a source of fiigrstrength for their depository institution sidiaries. Within five years after enactment, the
Dodd-Frank Act requires the FRB to apply to saviagd loan holding companies, consolidated capgigliirements that are no less stringent than
those applied to depository institutions as of M8y 2009. Under these standards, trust prefermmdtities will be excluded from Tier 1 capital
unless such securities were issued prior to May@90 by a bank or savings and loan holding compéttyless than $15 billion in assets, like
the Company.
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The FRB has stated that it is considering applyfregsame consolidated risk-based and leverageatagifuirements to savings and loan holding
companies as those applied to bank holding compamider Basel IlI, to the extent reasonable ansitfmtaking into consideration the unique
characteristics of savings and loan holding congsmand requirements of the Home Owners Loan A&.ARB expects these rules to be finali
in 2012 and for implementation to begin in 2013.

Acquisition of the CompanyUnder the Federal Change in Bank Control Act (G28) and applicable regulations, a notice must bensitted to

the FRB if any person (including a company), orugracting in concert, seeks to acquire 10% or robtee Company’s outstanding voting stock,
unless the FRB has found that the acquisitionmdgtlresult in a change of control of the Companydé CBCA, the FRB has 60 days from the
filing of a complete notice to act, taking into sireration certain factors, including the finan@atl managerial resources of the acquirer and the
anti-trust effects of the acquisition. Any compdhgt so acquires control would then be subjecetulation 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. Thege #nd 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 pagage of the institution’s capital or
assets.

Capital RequirementsCapital regulations require savings institutiomsneet three minimum capital standards: a 1.5%ilée capital ratio, a 4%
leverage ratio (3% for institutions receiving thighest rating on the regulatory examination ratggtem and which are not experiencing
significant growth) and an 8% risk-based capitibrdn addition, the prompt corrective action stards discussed below also establish minimum
capital standards. The regulations also requirg thaneeting the tangible, leverage and risk-basgaital standards, institutions must generally
deduct investments in and loans to subsidiarieagedin activities as principal that are not pesibis for a national bank.

The risk-based capital standard for savings instits requires the maintenance of core and tofatalawhich 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, aratiplied by a risk-weight factor of 0% to 100%ssigned by the regulations based on the risks
believed inherent in the type of asset. Core chigitdefined as common stockholders’ equity (inahgdretained earnings), certain noncumulative
perpetual preferred stock and related surplusnaindrity interests in equity accounts of consol@hsubsidiaries less intangibles other than
certain mortgage servicing rights and credit catdtionships. The components of supplementary @aqitrently include certain capital
instruments that do not qualify as core capitad,allowance for loan and lease losses limitedrtm&imum of 1.25% of risk-weighted assets and
up to 45% of unrealized gains on available for sajeity securities with readily determinable famnket values. Overall, the amount of
supplementary capital included as part of totaltehpannot exceed 100% of core capital. The OC€&ehahority to establish individual minimum
capital requirements in cases where it is deterchthat a particular institution’s capital levelasmay become, inadequate in light of the
circumstances involved.

The following table presents the Bank’s capitalippois at December 31, 2011. The Bank met eachsafapital requirements at that date.
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Capital
Requires
Actual Required Excess Actual
Capital Capital Amount Percen Percen
(Dollars in thousands
Tangible $217,02: $34,59. $182,42! 9.41% 1.5(%
Core (Leverage 217,02: 92,24, 124,77! 9.41 4.0C
Risk-basec 230,82¢ 112,59¢ 118,23( 16.4(C 8.0C

Prompt Corrective Regulatory Actiorunder federal law, each federal banking agensyim@lemented a system of prompt corrective adon
institutions that it regulates. Under OCC regulagioan institution shall be deemed to be: (i) wvealbitalized if it has total risk-based capital of
10.0% or more, a Tier 1 risk-based capital ratié.6P6 or more, a Tier 1 leverage capital ratio .6P6 or more and if it is not subject to any
written agreement, order or capital directive tcetrend maintain a specific capital level for anpital measure; (ii) adequately capitalized if it

a total risk-based capital ratio of 8.0% or mor&jex 1 risk-based capital ratio of 4.0% or mor&ier 1 leverage capital ratio of 4.0% or more
(3.0% under certain circumstances) and if it dagtismeet the definition of well-capitalized; (iindercapitalized if it has a total risk-based cdpita
ratio that is less than 8.0%, a Tier 1 risk-basmgltel ratio that is less than 4.0% or a Tier kehage capital ratio that is less than 4.0% (3.0% in
certain circumstances); (iv) significantly underntalized if it has a total risk-based capital ratiat is less than 6.0%, a Tier 1 risk-based chpita
ratio that is less than 3.0% or a Tier 1 leveragtel ratio that is less than 3.0%; and (v) caillic undercapitalized if it has a ratio of tangible
equity to total assets that is equal to or less th@%. For purposes of these regulations, “copitad, discussed above, constitutes Tier 1 capital
Federal law authorizes the OCC to reclassify a-wagtiitalized institution as adequately capitaliaed may require an adequately capitalized
institution or an undercapitalized institution tneply with supervisory actions as if it were in tiext lower category. (The OCC may not
reclassify a significantly undercapitalized indiibm as critically undercapitalized.)

Insurance of Deposit Account®eposit accounts at the Bank are insured by #oBit Insurance Fund (“DIF”) of the FDIC. The BasKeposit:
therefore, are subject to FDIC deposit insuransessnents and the FDIC has adopted a risk-bastsfa determining deposit insurance
assessments.

Federal law requires that the designated resetiefax the DIF be established by the FDIC at 1.1#604.50% of estimated insured deposits. If
this reserve ratio drops below 1.15% or the FDI@egts that it will do so within six months, the EDinust, within 90 days, establish and
implement a plan to restore the designated regati®to 1.15% of estimated insured deposits withia years (absent extraordinary
circumstances).

Recent bank failures coupled with deterioratingrernic conditions have significantly reduced the Blfeserve ratio. As a result of this reduced
reserve ratio, on October 16, 2008, the FDIC phblisa proposed rule that would restore the regatieto its required level of 1.15 percent
within five years. On February 27, 2009, the FDdGK action to extend the restoration plan horizoedven years.

The amended restoration plan was accompanied imglrfile that set assessment rates and made mdjotst that improved how the assessment
system differentiates for risk. At the time, moahks were in the best risk category and paid anggviiem 12 to 14 cents per $100 of deposits for
insurance. Under the final rule, banks in this gatg paid initial base rates ranging from 12 tocg@ts 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 imposeemnergency 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 gzmy's non-interest expense in 2009.

In addition, in 2009 the FDIC required insured itagions to prepay their estimated quarterly risiséd 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 FDICitgkio borrow from the Treasury
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for emergency situations. The prepayment of $7laniwas collected on December 30, 2009 and wesrtked as a prepaid expense on the
Company'’s statement of financial condition. Thepaid expense is periodically amortized into opeagxpense through 2012.

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
were effective beginning with the second quarte2@f1. The rule finalizes a target size for the &#pinsurance Fund at 2% of insured deposits.
It also implements a lower assessment rate schachda the fund reaches 1.15% (so that the aveegever time should be about 8.5 basis
points) and, in lieu of dividends, provides foroaver rate schedule when the reserve ratio reactesr2l 2.5%. The rule lowers overall assessi
rates in order to generate the same approximatem@nod revenue under the new larger base as wsedainder the old base. The assessment

in total would be between 2.5 and 9 basis pointtherbroader base for banks in the lowest riskgmate and 30 to 45 basis points for banks in the
highest risk category.

Deposit accounts in the Bank are insured by theJ-@Enerally up to a maximum of $250,000 per sephratsured depositor. In addition, all
non-interest-bearing deposit accounts will receimkmited insurance until December 31, 2012.

The FDIC may terminate the insurance of an institis deposits upon a finding that the institutitas engaged in unsafe or unsound practices, is
in an unsafe or unsound condition to continue ajpmra 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.

Under the Deposit Insurance Funds Act of 1996 (tauAct”), the assessment base for the paymentswodshissued in the late 1980’s by the
Financing Corporation (“FICO”) 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 2011 and 2010 fod#osit insurance assessment and the FICO paymeast$2.1 million and $2.3 million,
respectively.

Loans to One BorrowerFederal law provides that savings institutioressgenerally subject to the limits on loans to cagdwer 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 surphsadditional amount may be lent, equal to 10%immpaired capital and surplus, if secured
by specified readily-marketable collateral. At Dexber 31, 2011, the Bank’s limit on loans to onertwver was $32.6 million. At December 31,
2011, the Bank’s maximum loan exposure to a sibgkeower was $18.1 million.

Qualified Thrift Lender Test The Home Owners Loan Act requires savings in#itis 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 as9@) intangibles, including goodwill; and (3) the
value of property used to conduct business) iragefqualified thrift investments” (primarily reséatial mortgages and related investments,
including certain mortgage-backed securities) ileast nine months out of each 12 month period.ithatdhlly, education loans, credit card loans
and small business loans may be considered “geslifirift investments.” Any institution which faite meet the qualified thrift lender test will be
subject to certain limitations on its activity.

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, 2011, the Bank mettiadified thrift lender test.

Limitation on Capital Distributions Applicable regulations impose limitations upohcalpital distributions by a savings institution¢iuding cash
dividends, payments to repurchase its shares aymdgyds to shareholders of another institution @ash-out merger. Under the regulations, an
application to and the approval of the OCC, is negliprior to any capital distribution if the instiion does not meet the criteria for “expedited
treatment” of applications under the regulations.(, generally, examination ratings in the two topegaries), the total capital distributions for
calendar year exceed net income for that yearthiamount of retained net income for the precetigyears, the institution would be
undercapitalized following the distribution or tHistribution would otherwise be contrary to a statuegulation or
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agreement with the OCC. If an application is ngtuieed, the institution must still provide priortice to the FRB of the capital distribution if, éik
the Bank, it is a subsidiary of a holding compdnythe event the Bank’s capital fell below its r&gary requirements or the FRB or OCC natified
it that it was in need of more than normal supéovisthe Bank’s ability to make capital distributcould be restricted. In addition, the FRB or
OCC could prohibit a proposed capital distributipnany institution, which would otherwise be peterit by the regulation, if the FRB or OCC
determine that such distribution would constituteuasafe or unsound practice. If the FRB or OC@cilsjto the Bank’s notice to pay a dividend
to the Company, the Company may not have the lityuigbcessary to pay a dividend in the future, aaljvidend at the same rate as historically
paid, be able to repurchase stock, or to meet mudebt obligations. In addition, capital requirerteemade applicable to the Company as a result
of the Dodd-Frank Act may limit the Company'’s afilio pay dividends or repurchase stock in therfutu

AssessmentsSavings institutions are required to pay assestare fund regulatory operations. The assessmeaid,on a semi-annual basis, are
based upon the institution’s total assets, inclgdionsolidated subsidiaries as reported in the Bdatest quarterly regulatory report, as well as
the institution’s regulatory rating and complexitymponent. The assessments paid by the Bank fdista year ended December 31, 2011
totaled $466,000.

Transactions with Related Partiehe Bank’s authority to engage in transactiorth vaffiliates” (e.g ., any company that controls or is under
common control with an institution, including them@pany and its non-savings institution subsididrigeémited 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 affiliate$imited to 20% of the savings institution’s cgbiand 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 transacsiavith 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 itidaties that are not permissible for bank holdswmpanies and no savings institution may
purchase the securities of any affiliate other thaubsidiary.

Federal Home Loan Bank System

The Bank is a member of the Federal Home Loan Egystem, which consists of 12 regional FHLBs. Eadh B provides member institutions
with a central credit facility. The Bank, as a m&mnbf 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 relassdts 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, 2011 of $18.2liwril.

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 calgid result in the FHLB imposing a
higher rate of interest on advances to their membedividends were reduced, or interest on fukif.B advances increased, the Bank’s net
interest income would likely also be reduced.

Federal Reserve System

The Federal Reserve Board regulations require deppdnstitutions to maintain reserves againstrtiiansaction accounts (primarily interest-
bearing checking and regular checking accounts).régulations generally provide that reserves bietaiaed against aggregate transaction
accounts as follows: a 3% reserve ratio is assems@@t transaction accounts up to and includirgy&Hillion; a 10% reserve ratio is applied
above $58.8 million. The first $10.7 million of eftwise reservable balances (subject to adjustnigriise Federal Reserve Board) are exempt
from the reserve requirements. The amounts arestdjlannually. The Bank complies with the foregamguirements. For 2012, the Federal
Reserve Board has set the 3% reserve limit at $hillion and the exemption of $71.0 million.
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FEDERAL AND STATE TAXATION
Federal Taxation

General The Company and the Bank report their income calendar year basis using the accrual methodaafuarting, 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 2011 taxable year, the E

is subject to a maximum Federal income tax ratgseh.

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 inamethod over the deductic
that would have been allowable under the experiemethod is treated as a preference item for pugposeomputing 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 expdm subject to the AMTI.

Dividends Received Deduction and Other Mattérhe Company may exclude from its income 100%iwaflénds received from the Bank as a
member of the same affiliated group of corporatidr®e corporate dividends received deduction iegaly 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 corporatiotrithigting a dividend then 80% of any dividends iieed may be deducted.

State and Local Taxation

New Jersey Taxatio. The Bank files New Jersey income tax returns.Ni@w Jersey income tax purposes, the Bank is sutgjectax rate of 9%
of taxable income. For this purpose, “taxable inedbgenerally means Federal taxable income, subjezain 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 JefFsgyNew Jersey tax purposes, regular
corporations are presently taxed at a rate equefd@f 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 Jersayoime tax return which includes income earned bya@Eirst REIT Holdings, Inc. and by
OceanFirst Realty Corp. OceanFirst REIT Holdings, Qualifies as a New Jersey Investment Compadyisataxed at a rate presently equal to
3.60% of taxable income.

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

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

ltem 1A. Risk Factors

The nationwide recession and difficult market céinds have adversely affected the industffhe Bank is exposed to general economic
conditions and downturns in the U.S. housing mafReamatic declines in the national housing mamkeecent years, with falling home prices
and increasing foreclosures, unemployment and ueshgioyment, have negatively impacted the creditopmance 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 firmastitutions 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 institutsonThis market turmoil and tightening of credit bded to an increased level of
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commercial and consumer delinquencies, lack of wores confidence, increased market volatility andespread reduction of business activity
generally. The continuing economic pressure onwmess and lack of confidence in the financial megkeay adversely affect the Company’s
business, financial condition and results of openst A worsening of these conditions would likeacerbate the adverse effects of these dift
market conditions on the Company and others ifittacial institutions industry. In particular, tl@®mpany may face the following risks in
connection with these events:

» The Company’s stock price could be negatively inpaby these events and could remain under preastitex 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@uanconditions might impair the ability of borrorgeto repay their loans. A
continued deterioration in economic conditions radyersely affect future earning

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

* The Company may be required to pay significantbhler FDIC deposit insurance premiums because mdekelopments have
significantly depleted the insurance fund of thd®@nd reduced the ratio of reserves to insuredsiep

» A further deterioration in consumer confidenceiirahcial institutions which could lead to declinegleposit totals and impact
liquidity.

A continuation or worsening of current financialnket or economic conditions could materially andexdely 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 afsthis concentration, a downturn in
local economy could cause significant increasewimperforming loans, which could 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 loahomy with rising unemployment coupled
with declining real estate values and increasemimperforming mortgage loans, particularly rest@dghoans. Based upon sales data for 2011
from the Ocean and Monmouth Counties Multiple lngtBervice, home values in the Company’s primarsketaarea have declined by
approximately 19% from the peak of the market iO®0A further decline in real estate values coualdse additional residential and commercial
mortgage loans to become inadequately collatedli@hich could expose the Bank to a greater risloss.

Changes in interest rates or a prolonged periddvointerest rates could adversely affect resultsperations and financial conditioThe Bank’s
ability to make a profit largely depends on negiast income, which could be negatively affectedtgnges in interest rates. The interest income
earned on interest-earning assets and the inexpshse paid on interest-bearing liabilities aneegally fixed for a contractual period of time.
Interest-bearing liabilities generally have shodentractual maturities than interest-earning asgdtis imbalance can create significant earnings
volatility, because market interest rates chang® tine. In a period of rising interest rates, ititerest income earned on interest-earning assets
may not increase as rapidly as the interest paidtenest-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 securitiesvé®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 advih#able for sale portfolio decreases, stockhaidequity will be adversely affected.
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In January 2012 the Federal Reserve Open Markeinh@ibee announced their expectation to maintaintstesm interest rates at low levels
through mid 2014. The continuation of the curremt interest rate environment will likely adverselffect the Company’s net interest margin and
net interest income for 2012.

The Company and the Bank operate in a highly regdlanvironment and may be adversely affected bya#s in laws and regulationshe
Company is subject to examination and regulatiothleyFRB. The Bank is subject to extensive regatatsupervision and examination by the
OCC, its primary federal regulator, and by the FPA€ insurer of deposits. Such regulation and sigien governs the activities in which an
institution and its holding company may engage.Ratgry authorities have extensive discretion mirtlsupervisory and enforcement activities,
including the imposition of restrictions on opeoas, the classification of assets and determinatfdhe level of the allowance for loan losses.
purpose of the laws and regulations that goverrCibmpany and the Bar&operations are designed for the protection obsliéprs and the publi
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 hoid companies. Under the Dodd-Frank Act the
OTS, which had been the primary federal regulaiotiie Company and the Bank, ceased to exist inafl2011. At that time the OCC, which is
the primary federal regulator for national bankegdme the primary federal regulator for federaftdsuch as the Bank. The FRB now supervises
and regulates all savings and loan holding compahiat were formerly regulated by the OTS, inclgdime Company. In addition, the Dodd-
Frank Act creates the CFPB with broad powers t@stge and enforce consumer protection laws. TheEClas broad rule-making authority for
a wide range of consumer protection laws that afipbll banks and savings institutions, includihg awthority to prohibit “unfair, deceptive or
abusive” acts and practices. The Dodd-Frank At disected the FRB to issue rules to limit debitdcmterchange fees, (the fees that issuing
banks charge merchants each time a consumer usdstaard) collected by banks with assets of $ill@b or more. On June 29, 2011, the FRB
issued a final rule which would cap an issuer’sidedrd interchange base fee at twenty-one ceft2{$ per transaction and allow an additional 5
basis point charge per transaction to cover frasdds. The FRB also issued an interim final rud¢ @tlows a fraud-prevention adjustment of one
cent ($0.01) per transaction conditioned upon smesadopting effective fraud prevention policied arocedures. The Bank's average
interchange fee per transaction is forty cents4®0.The Dodd-Frank Act exempts from the FRB’s tdaks with assets less than $10 billion,
such as the Bank. Although exempt from this rularkat forces may result in reduced fees chargedllbiysuers, regardless of asset size, which
may result in reduced revenues for the Bank. Feytar ended December 31, 2011, the Bank’s revdmuesnterchange fees were $2.0 million,
as compared to $1.8 million in 2010. The rules vedfective October 1, 2011. Also, effective July 2011 is a provision of the Dodd-Frank Act
that eliminates the federal prohibitions on payiimgrest on demand deposits, thus allowing busestshave interest-bearing checking accounts.
It is difficult to predict at this time what speicifimpact the Dodd-Frank Act, the yet to be adopteplementing rules and regulations, the change
in the Company’s and the Bank’s regulators, or@timer changes or law or regulation, will have om @ompany and the Bank. However, it is
expected that at a minimum they will increase teenfanys operating and compliance costs and could alsedse interest expense and decr
revenue.

The recently publicized foreclosure issues affecthre natiohs largest mortgage loan servicers could impacB#r& s foreclosure process
Several of the nation’s largest mortgage loan sersihave experienced highly publicized issues weisipect to their foreclosure processes. As a
result, some of these servicers have experiencedtaraums on their foreclosures and have beenubgest of state attorney general scrutiny and
consumer lawsuits, although the largest mortgage $&rvicers have recently reached a settlemehtthétstates. In light of these issues, the Bank
has reviewed its foreclosure policies and proceslarel has not found it necessary to interrupt amcfosures. Over the past few years,
foreclosure timelines have increased significadtlg to, among other reasons, delays associatedheitsignificant increase in the number of
foreclosure cases. These delays were the restiieaconomic crisis, additional consumer protecimnitiatives related to the foreclosure process,
increased documentary requirements and judiciatisgt, and, both voluntary and mandatory programden which lenders may consider loan
modifications or other alternatives to foreclosurkese issues and the potential legal and regyladésponses could impact the foreclosure prc
and timing to completion of foreclosures for resiti@ mortgage lenders, including the Bank, whidligtmresult in a material adverse effect on
collateral values and the Bank’s ability to minimits losses.
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Continued capital and credit market volatility megversely affect the Compaisyability to access capital and may have a matade¢rse effect
on the Companiyg business, financial condition and results of atiens. The capital and credit markets have been experigrvolatility 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 reditaekholders equity and net incomeAt December 31, 2011, the Company maintained a
securities portfolio of $530.2 million all of whigkias classified as available for sale. The estithfi value of the available for sale securities
portfolio may increase or decrease depending owrrwdit 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. Towered 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. Factorchvhre 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 likebdoof 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 coamiaf non-interest income.

At December 31, 2011, the securities availableséde portfolio included corporate debt securitessied by national and regional banks. The
portfolio consisted of eleven $5.0 million issupsemd among eight issuers. At December 31, 20&l1sdhurities had a book value of $55.0 mil
and an estimated fair value of $39.4 million. Trenm®any may be required to recognize an other-tearporary impairment charge related to
these securities if circumstances change.

Increased emphasis on commercial lending, or thk'Baoffering of alternative credit products, may esathe Bank to increased lending risks
At December 31, 2011, $506.6 million, or 31.9%thef Bank’s total loans consisted of commercial esthte, multi-family and land loans, and
commercial business loans. This portfolio has grawrecent years and the Bank intends to continw@riphasize these types of lending. These
types of loans generally expose a lender to greateof non-payment and loss than one-to-four famasidential mortgage loans because
repayment of the loans often depends on the sUategeration of the property and the income streditine borrowers. Such loans typically
involve larger loan balances to single borrowergroups of related borrowers compared to one-to-fawily residential mortgage loans. Also,
many of the Banls commercial borrowers have more than one loananding. Consequently, an adverse developmentregipect to one loan
one credit relationship can expose the Bank tg@ifstantly greater risk of loss compared to anexde development with respect to a one-to-four
family residential mortgage loan. In addition, eweithin its residential loan portfolio, the Bankferfs several alternative credit products, including
one-to-four family loans with interest-only paymeetiuirements for the first five, seven or ten geafrthe mortgage loan term. As a result,
borrowers will face substantial increases in loaprpent amounts as these loans begin to amortizselloans expose the Bank to greater risk
than traditional, fully amortizing one-to-four faljresidential mortgage loans.

The Compan)s allowance for loan losses may be inadequate hntald hurt the Compahy earnings The Companys allowance for loan loss
may prove to be inadequate to cover actual loasekand if the Company is required to increasallitsvance, current earnings may be reduced.
When borrowers default and do not repay the lobasthe Bank makes to them, the Company may losemdhe Company’s experience shows
that some borrowers either will not pay on timenill not pay at all, which will require the Compatty cancel or “charge-off” the defaulted loan
or loans. The Company provides for losses by résgmvhat it believes to be an adequate amount $orébany probable incurred losses. A
“charge-off” reduces the Company’s reserve for fidedoan losses. If the Company’s reserves wesdffitient, it would be required to record a
larger reserve, which would reduce earnings for pleaiod.

The Bank or Columbia may be required to repurchaseggage loans for a breach of representationsvemdhnties, which could harm the
Companys earnings The Bank and Columbia each entered into loanagieements with investors in the normal courdeusfness. The loan si
agreements generally required the repurchase t#icdoans previously sold in the
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event of a violation of various representations wadranties customary to the mortgage banking imguRepurchase demands accelerated
industry-wide in recent years. Additionally, FNMBRHLMC and investors carefully examine loan docuratiah with the goal of increasing the
amount of repurchases by the loan originator. Epeirchased mortgage loans could typically onlydseld at a significant discount to the unpaid
principal balance. The Company maintains a restnveepurchased loans, however, if repurchase iacis/ significant, the reserve may need t
increased to cover actual losses which could hataré earnings.

The Companys mortgage servicing rights may become impairecwhould hurt profits Mortgage servicing rights are carried at the loafe
cost or fair value. Any impairment is recognizechagduction to servicing fee income. In the evbat loan prepayments continue to increase due
to increased loan refinancing, the fair value oftgage servicing rights would likely decline.

The Compan}s inability to achieve profitability on new branshmay 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 branafiesffset the increased expenses resulting frgrarating these branches. It is expected to
take a period of time before these branches obamyches to open can become profitable. Duringghigd, the expense of operating these
branches may negatively affect net income.

Competition from other banks and financial instdnos in originating loans, attracting deposits anaviding various financial services may
adversely affect profitability and liquidityThe Company has substantial competition in o&tyng 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 grdeiancial resources and access to capital, gémoregulatory ratios and higher lending limits,
a wider geographic presence, more accessible bifich locations, the ability to offer a wider ayrof services or more favorable pricing
alternatives, as well as lower origination and agiag 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 campaigtterkborand 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. Incréaeposit 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 managemeneggpced in banking and financial services
and familiar with the communities in its marketards the Company grows, the Company must be atdétract and retain qualified additional
management and loan officers with the appropriatellof experience and knowledge about local maakesis to implement the Company’s
operating strategy. The unexpected loss of senfiemy key management personnel, or the inabilitsetruit 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 grovaihld adversely affect the Company.
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The Banks ability to originate mortgage loans for portfatias been adversely affected by the increased ddimpeesulting from the
unprecedented involvement of the U.S. governmedt@SBEs in the residential mortgage mark®ver the past few years, the Bank has faced
increased competition for mortgage loans due tatt@ecedented involvement of the GSEs in the ragagnarket as a result of the recent
economic crisis, which has caused the interestfoatihirty-year fixed-rate mortgage loans that fowm to GSE guidelines to remain artificially
low The Bank expects that oneftmar family mortgage loan prepayments will remairelevated levels and will continue to outpacepghaductior
of loans to be held for portfolio. As a result bése factors, it may be difficult for the Bank tow the residential mortgage loan portfolio, which
could have a materially adverse impact on the Baekrnings.

On February 11, 2011, the Administration releasedeport on restructuring FNMA and FHLMC and ortliier 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 conformosn limits by allowing temporary higher
limits to reset downward as of October 1, 2011 ,spha a minimum 10% down payment requirement fardwers, and shrink the GSE’s
investment portfolio at a rate of not less than @oyear. It is unsure at this time whether thenidstration’s proposal, or any other proposed
reform, affecting the GSEs will be enacted, angbifthe final form and impact on the Bank.

There is no guaranty that the Company will be &fleontinue to pay a dividend or, if continued,l\w# 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 Directafses into account various factors including ecomorninditions, earnings, liquidity needs, the
financial condition of the Company, applicable statw, regulatory requirements and other factoesyal relevant by the Board of Directors.
Although the Company has a history of paying a gurdividend on its common stock, there is norgaty 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.

Iltem 1B. Unresolved Staff Comments
None

Item 2. Properties

The Bank conducts its business through its admatist office, which includes a branch office, &Rlother full service offices located in Ocean,
Monmouth and Middlesex Counties, and through & ttnd wealth management office.

Item 3. Legal Proceedings

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

Item 4. Mine Safety Disclosures
Not Applicable.
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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 trasiedhe 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 2011 and 2010.

2011
First Second Third Fourth
Quarter Quarter Quarter Quarter
High $14.0Z $14.5( $13.8¢ $13.8¢
Low 12.6¢ 12.4] 11.0% 11.4Z
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¢

As of December 31, 2011, the Company had approeimat 700 shareholders, including the number of@es 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 cumulativelt@turn of companies in the Nasdaq Composite Iratekthe SNL Thrift Index for the
period December 31, 2006 through December 31, ZDH4 graph may not be indicative of possible fupeegormance of the Comparsycommol
stock. Cumulative return assumes the reinvestnfedivimlends and is expressed in dollars based dnitial investment of $100.

OceanFirst Financial Corp.
Total Return Performance
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=t OceanFirst Financial Corp, —a— NASDAQ Composile index ShL Thrift Index
12/31/06  12/31/07 12/31/0¢ 12/31/0¢ 12/31/1C  12/31/11

OceanFirst Financial Cor 100.0¢ 72.2: 79.5¢ 57.87 68.6¢ 72.2:2
Nasdag Composite Inde 100.0C¢ 110.6¢ 66.4z 96.5¢ 114.0¢ 113.1¢
SNL Thrift Index 100.0¢ 59.9¢ 38.1¢ 35.6( 37.2( 31.3(

For the years ended December 31, 2011 and 201Q,ahmpany paid an annual cash dividend of $.48 ipares
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On October 31, 2011, the Company announced itstioteto repurchase up to 942,306 shares or 5% @futstanding common stock. Informat
regarding the Company’s common stock repurchagebéahree month period ended December 31, 2044 isllows:

Maximum Numbe
Total Number of

Shares Purchased of Shares that Me
Total :
Number Average Pric Part of Publicly Yet Be Purchased
of Announced Under the Plans «
Shares Paid per Plans or
Perioc Purchase Share Programs Programs
October 1, 2011 through October 31, 2011 — — — 942,30t
November 1, 2011 through November 30, 2 68,00( 13.1¢ 68,00( 874,30t
December 1, 2011 through December 31, 2 97,15¢ 12.8¢ 97,15¢ 777,15:
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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

2011 2010 2009 2008 2007
(dollars in thousand:
Selected Financial Condition Data:
Total asset $2,302,09: $2,251,33 $2,030,02¢ $1,857,941 $1,927,49
Investment securities available for s 165,27¢ 91,91¢ 37,267 34,36¢ 57,62t
Federal Home Loan Bank of New York stc 18,16( 16,92¢ 19,43¢ 20,91( 22,941
Mortgagebacked securities available for s 364,93: 341,17! 213,62: 40,80! 54,13
Loans receivable, ni 1,563,01! 1,660,78! 1,629,28. 1,648,37! 1,675,91
Mortgage loans held for sa 9,297 6,67 5,65¢ 3,90: 6,07z
Deposits 1,706,08. 1,663,96! 1,364,19! 1,274,13. 1,283,79
Federal Home Loan Bank advan 266,00( 265,00( 333,00( 359,90( 393,00
Securities sold under agreements to repurchasetaed borrowing: 93,601 95,36¢ 92,07: 89,92: 109,30°
Stockholder’ equity 216,84¢ 201,25: 183,53¢ 119,78: 124,30¢
For the Year Ended December

2011 2010 2009 2008 2007
(dollars in thousands; except per share amoi
Selected Operating Data
Interest incom $ 95387 $ 101,36 $ 95861 $ 103,40 $ 114,96
Interest expens 18,06( 24,25 30,39¢ 45,38: 62,04(
Net interest incom 77,327 77,11« 65,46: 58,02 52,92
Provision for loan losse 7,75( 8,00( 5,70( 1,77¢ 70C
Net interest income after provision for loan los 69,571 69,11« 59,76: 56,24¢ 52,22¢
Other income 15,301 15,31: 15,58¢ 12,82 2,531
Operating expense¢ 52,66¢ 53,64, 50,54 47,44 53,82(
Income before provision (benefit) for income ta 32,21« 30,77¢ 24,80¢ 21,62« 93t
Provision (benefit) for income tax: 11,47 10,40: 9,15¢ 6,86( (140)
Net income 20,741 20,37¢ 15,65:¢ 14,76¢ 1,07t
Dividends on preferred stock and discount accre — — 3,17( — —
Net income available to common stockholc $ 20,747 $ 20,37¢ $ 1248 $ 14,76« $ 1,07t
Basic earnings per shz $ 114 % 112 % 98 3 127 % .08
Diluted earnings per sha $ 114  $ 112 % 98 3 12¢ % .08
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At or For the Year Ended December

2011 2010 2009 2008 2007
Selected Financial Ratios and Other Data (1
Performance Ratios:
Return on average ass 91% .93% .82% 7€% .05%
Return on average stockhold equity 9.8¢ 10.62 9.3t 11.9¢ .86
Stockholder equity to total asse 9.4z 8.94 9.04 6.4% 6.4E
Tangible equity to tangible ass: 9.4z 8.94 9.04 6.4t 6.4¢
Average interest rate spread 3.4¢€ 3.5€ 3.4z 3.0C 2.5C
Net interest margin (Z 3.5¢ 3.6¢ 3.6 3.2¢ 2.7¢
Average interest-earning assets to average intbesstng

liabilities 113.1¢ 111.9¢ 112.3¢ 109.47 108.9¢
Operating expenses to average as 2.3z 2.44 2.6€ 2.52 2.7C
Efficiency ratio (4) 56.8¢ 58.04 62.3¢ 66.97 97.0¢t
Asset Quality Ratios:

Non-performing loans as a percent of total loans retse (5)(6)

() 2.71 2.2¢ 1.7z .97 .52
Non-performing assets as a percent of total assefs)| 2.0C 1.77 1.52 .92 .48
Allowance for loan losses as a percent of totahdoeeceivable (5

(7) 1.1t 1.17 .8¢ .7C .62
Allowance for loan losses as a percent of total
nor-performing loans (6)(7 41.4z 52.4¢ 51.9¢ 72.71 119.7¢
Per Share Data:

Cash dividends per common sh $ .48 $ .48 $ .8C $ .8C $ .8C
Stockholder' equity per common share at end of pel 11.61 10.6¢ 9.7t 9.6¢ 10.07
Tangible stockholde’ equity per common share at end of pel 11.61 10.6¢ 9.7t 9.6¢ 10.07
Number of full-service customer facilities: 24 23 23 23 20

(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 loamsd 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.

(7) As discussed in the section “ Allowance for hdasses, during the fourth quarter of 2011, the Compamydified its charge-off policy on
problem loans secured by real estate. Without daitianal charge-off of $5.7 million recorded in22) the Company would have reported
the following as of December 31, 2011: non-perfargrioans as a percent of total loans receivabB 1#%; non-performing assets as a
percent of total assets of 2.24%; allowance fon llosses as a percent of total loans receivable5@®Rso; and allowance for loan losses as a
percent of total nc-performing loans of 48.129%
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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 througbwsership of the Bank which operates its admiatste/branch office located in Toms Ri
and twenty-three other branch offices. Nineteethefoffices are located in Ocean County, New Jemsél four branches in Monmouth County
and one in Middlesex County. The Bank also operatesst and wealth management office in Manchebtew Jersey.

The Company’s results of operations are depend@ntgly on net interest income, which is the difface between the interest income earned on
the Company’s interest-earning assets, such as madhinvestments, and the interest expense artétestbearing liabilities, such as deposits
borrowings. The Company also generates non-intéresine such as income from loan sales, reverségame loan originations, loan servicing,
merchant check card services, deposit accountcgsrihe sale of alternative investments, trustaasét management services and other fees. Th
Companys operating expenses primarily consist of compénsaind employee benefits, occupancy and equiprfeatgyal deposit insurance, d
processing, marketing, and other general and adtrative expenses. The Company’s results of omeratire also significantly affected by
competition, general economic conditions includieggels of unemployment and real estate values dsasehanges in market interest rates,
government policies and actions of regulatory agemnc

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 Odegaunty, New Jersey. The Bank competes with largdraut-of-market financial service
providers through its local focus and the delivefguperior service. The Bank also competes withllemin-market financial service providers by
offering a broad array of products.

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 depositgmothan time deposits) through product offeringsesgting to a broadened customer base and de
novo branch expansion; and (3) increase non-irtteéresme by expanding the menu of fee-based predund services.

With industry consolidation eliminating most logatieadquartered competitors, concurrent with thesecsion, the Company perceived an
opportunity to fill a void for locally-delivered comercial loan and deposit services. As such, thikBasembled an experienced team of business
banking professionals responsible for offering caroial loan and deposit services and merchant cbaakservices to local businesses. As a
result of this initiative, commercial loans repreteel 31.9% of the Bank’s total loans at Decembe2811 as compared to 19.9% at December 31
2006 and only 3.6% at December 31, 1997. Despéd®tnk’s focus, commercial loan balances decline#i$h?2 million, or 1.0%, in 2011, due to
tepid loan demand in the weak economy and prepatgoémcertain loan relationships. Commercial loapdpicts entail a higher degree of credit
risk than is involved in one-to-four family residieth mortgage lending activity. As a consequencanagement continues to employ a well-
defined credit policy focusing on quality undeniri and close management and Board monitoring.

The Bank seeks to increase core deposit market shés primary market area by expanding the bnaretwork and improving market
penetration. Over the past sixteen years througteBber 31, 2011, the Bank has opened sixteen brfichs, twelve in Ocean County and four
in Monmouth County. The Bank is continually evaingtadditional office sites within its existing nkat area. The Bank opened its twenty-fourth
branch office in late 2011. The branch is locatéithiw a senior housing development, Harrogate,akdwood, New Jersey and maintains limited
hours for residents and employees of the retirememimunity. The Bank currently plans to open anitamthl branch office in Jackson, New
Jersey in late 2012 or early 2013.

Core account development has benefited from Bafioktefto attract business deposits in conjunctiéth vts commercial

41



Table of Contents

lending operations and from an expanded mix ofilretee account products. Additionally, marketingdancentive plans have focused on core
account growth. As a result of these efforts thal®acore deposit ratio has grown to 84.2% at Ddmem31, 2011 as compared to 60.5% at
December 31, 2006 and only 33.0% at December 3I7.XQore deposits are generally considered a lgsensive and more stable funding source
than certificates of deposit.

Management continues to diversify the Bank’s pradine in order to enhance non-interest income. Bhek 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 alternaitivestment program was expanded to add
Licensed Bank Employees which allows the Bank tatur@ more of the revenue associated with thecfdatevestment products. The Bank offers
trust and asset management services and has panded the non-interest income received from basinglationships by offering fee based
products, including merchant services. As a resfultese initiatives, income from fees and sereitarges has increased to $11.4 million for the
year ended December 31, 2011 as compared to $illidhrfor the year ended December 31, 2006 ang &dl4 million for the year ended
December 31, 1997. The Bank also offers reverseégage loans which are sold into the secondary niaflke gain on sale from selling reverse
mortgages is included in the net gain on salesarid available for sale.

In addition to the objectives described above,(fh2the Company determined to more actively maitagepital position to improve return on
equity. In the fourth quarter of 2011, the Companyounced its intention to repurchase up to 942sB@es, or 5%, of its outstanding common
stock. Through December 31, 2011, the Company djawrchased 165,154 shares of common stock forrilitn.

Summary

Interest-earning assets, both loans and secutitiegenerally priced against longer-term indiedsle interest-bearing liabilities, primarily
deposits and borrowings, are generally priced agaimorter-term indices. In 2011, the Company’simtetrest margin has contracted as compared
to prior year periods. Due to the low interest etgironment, high loan refinance volume has cayssds on loans and mortgage-backed
securities to trend downward. At the same time Gbenpany’s asset mix has shifted as higher-yielttiags have decreased due to weak demand
prepayments and the sale of newly originated 30-fiead-rate one-to-four family loans, while lowgielding interest-earning deposits and
securities have increased. Management expectsihimterest rate environment to continue beyond22@dsulting in further pressure on the net
interest margin. In addition to the interest ratgimnment, the Company is dependent upon natiandllocal economic conditions. The overall
economy remains weak with continued high unemplaymeupled with concern surrounding the housingketaThese conditions have had an
adverse impact on the Company’s results of operstio

Highlights of the Company’s financial results foetyear ended December 31, 2011 were as follows:

Total assets increased to $2.302 billion at Decer@be2011, from $2.251 billion at December 31, 20loans receivable, net decreased $97.8
million, or 5.9%, at December 31, 2011, as compavedecember 31, 2010 primarily due to weak demanehayments resulting from the low
interest rate environment and the sale of newlgioated 30-year fixed-rate one-to-four family loalmvestment securities available for sale
increased by $73.4 million, or 79.8%, to $165.3lionl at December 31, 2011, from $91.9 million atBmber 31, 2010.

Deposits increased by $42.1 million, or 2.5%, at&mwber 31, 2011, as compared to December 31, 20ilidcrease of $58.3 million in core
deposits (i.e. all deposits excluding time depdsits partly offset by a decline in time deposithjch decreased $16.2 million. At December 31,
2011, core deposits, a key focus for the Compapresented 84.2% of total deposits.

For the year ended December 31, 2011, net incoaredred to $20.7 million, or $1.14 per diluted ehas compared to net income of $20.4
million, or $1.12 per diluted share for the pri@ay. For the year ended December 31, 2010, dikdenings per share included $922,000, or $.05
per share, relating to the reduction in the statevaluation allowance.

Net interest income for the year ended Decembe?@11 increased to $77.3 million, as compared o Bwillion in the prior year, reflectin
greater average interest-earning assets partlgtdffsa decrease in the net interest margin to0?38.f59 the year ended December 31, 2011 as
compared to 3.69% in the prior year.

The provision for loan losses decreased to $7.Bomifor the year ended December 31, 2011 as cosapar $8.0 million for the prior year. The
Company’s non-performing loans totaled $44.0 millad December 31, 2011, an increase from $37.50midit December 31, 2010 primarily due
to the second quarter addition of one large comialereal estate relationship and an increase inpeforming one-to-four family loans.
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The Company remains well-capitalized with a targgitdmmon equity ratio of 9.42%. Return on averagekfolders’ equity was 9.88%, for the
year ended December 31, 2011, as compared to 10f62%e prior year as the Company continued titdkequity.

Critical Accounting Policies

Note 1 to the Compars Audited Consolidated Financial Statements ferytbar ended December 31, 2011 contains a sumrhaignificant
accounting policies. Various elements of these actiog policies, by their nature, are inherentlpjsat to estimation techniques, valuation
assumptions and other subjective assessmentsirCastets are carried in the consolidated statenoérfiinancial condition at fair value or the
lower of cost or fair value. Policies with resptrthe methodologies used to determine the alloednicloan losses, the reserve for repurchased
loans, the valuation of Mortgage Servicing Rightd aidgments 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 subjedtidgments which often require assumptions or edtabout highly uncertain matters. The
use of different judgments, assumptions and estisnabuld result in material differences in the lssof operations or financial condition. These
critical accounting policies and their applicatane reviewed periodically and, at least annualigh 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 thae lpartfolio based on managemengvaluation ¢
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. Chargeagfigist the allowance for loan losses are takdpnams 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 l@atigtio, 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 guaessecuring the loan. The Company modified itsgdnaff policy in 2011 as discussed below.

The Banks allowance for loan losses includes specific alioges and a general allowance, each updated caredy basis. A specific allowan:

is determined for all loans which meet the defaritof an impaired loan where the value of the ulydeg collateral can reasonably be evaluated
and where the Company has not already taken arinmtdarge-off. These are generally loans whichsaired by real estate. The Bank obtains
an updated appraisal for all impaired loans sechyectal estate and collateral dependent residentieigage loans greater than 90 days
delinquent. The specific allowance, or generalmasallocation for collateral dependent residerntiakrtgage loans, represents the difference
between the Bank’s recorded investment in the loahpf any interim chargeffs, and the fair value of the collateral, lessneated disposal cos!

A general allowance is determined for all othessified and non-classified loans. In determininglével of the general allowance, the Bank
segments the loan portfolio into various loan segsand classes. The loan portfolio is further segped by delinquency status and risk rating.
An estimated loss factor is then applied to eashtrianche. If a loan secured by real estate bes@®elays delinquent, the Bank obtains an
updated appraisal which is subsequently updatedadiyras foreclosure timelines have recently insegbsignificantly. For these loans, the
estimated loss represents the difference betweeBahk’s recorded investment in the loan and thevédue of the collateral, less estimated
selling costs. For loans 90 days delinquent natrsetby real estate, the Bank evaluates the fhievaf the collateral and personal guarantees, if
any, and identifies an estimated loss for the thffiee between the Bank’s recorded investment itothre and the fair value of the collateral, less
estimated selling costs. For loans which are nad@®@ delinquent a historical loss rate is deteedhifor each loan segment. To determine the loss
rate, the Bank utilizes a rolling four quarter aage of loan losses as a percent of loan princigjakted for the estimated probability of default.
The historical loss rate is adjusted for certainiremmental factors including current economic dtinds, 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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During the fourth quarter of 2011, the Company rfiediits charge-off policy on problem loans secupgdeal estate. Historically, the Company
established specific valuation reserves for esehédsses for problem real estate related loanswieloans were deemed uncollectible. The
specific valuation reserves were based upon thmatsd fair value of the underlying collateral, de®sts to sell. The actual loan charge-off was
not recorded until the foreclosure process was tempUnder the modified policy, losses on loarmised by real estate are charged-off in the
period the loans, or portion thereof, are deemenbilectible, generally after the loan becomes 12@gsdielinquent and a recent appraisal is
received which reflects a collateral shortfall. Thedification to the charge-off policy resultedadditional charge-offs in the fourth quarter of
2011 of $5.7 million. All of these charge-offs weimely identified in previous periods in the Comg& allowance for loan losses process as a
specific valuation reserve and were included inGoenpany’s loss experience as part of the evalnatidhe allowance for loan losses.
Accordingly, the additional charge-offs did noteaff the Company’s provision for loan losses orimedme for 2011. Without the additional
charge-offs of $5.7 million recorded in the fougtlarter of 2011, the Company would have reporteddiowing as of and for the year ended
December 31, 2011: total charge-offs of $3.6 miljliallowance for loan losses of $23.9 million; tatan-performing loans of $49.7 million;
allowance for loan losses as percent of total lsansivable of 1.50%; allowance for loan lossepasent of total non-performing loans of
48.12%; non-performing loans as a percent of totals receivable of 3.12%; and non-performing asageta percent of total assets of 2.24%.

An overwhelming percentage of the Bank’s loan mdidf 97.1%, is secured by real estate whethertoffeur family, consumer or commercial.
Additionally, most of the Bank’s borrowers are Itahin Ocean and Monmouth Counties, New Jerseyttendurrounding area. These
concentrations may adversely affect the Bank’s loas experience should real estate values deftiitieer or should the markets served continue
to experience difficult economic conditions inclagiincreased unemployment.

Management believes the primary risk charactesdgtic each portfolio segment are a continued dedlirthe economy generally, including
sustained unemployment, a decline in real estatkehaalues 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 delinquendass) losses and future levels of provisions.
Accordingly, the Bank has provided for loan losaethe current level to address the current riskéloan 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 conditigfferdsubstantially 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 basaxhupformation 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 pakémdses on loans sold which may have to be @yased due to an early payment default, or a
violation of representations and warranties. Piouss for losses are charged to gain on sale oflaad credited to the reserve, which is part of
other liabilities, while actual losses are chargethe reserve. In order to estimate an appropréegerve for repurchased loans, the Bank considers
recent and historical experience, product typevatdme 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 othitions beyond the Bank’s control.
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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 periodnef, 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 MSERsgssed 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 assongphhave the most significant impact on
the fair value of MSR. In the event that loan psapants continue to increase due to increased lgiamancing, the fair value of MSR would like
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.

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 deterrdibt@ 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. During
2011, the Company recognized an other-than-tempargrairment loss on equity securities of $148,000.

As of December 31, 2011, the Company concludedatwatremaining unrealized losses in the securdtieslable for sale portfolios were
temporary in nature because they were primarilgteel to market interest rates, market illiquiditydavider credit spreads for these types of
securities. Additionally, the Company does notriatéo sell the securities and it is more likelyrthrot that the Company will not be required to
sell the securities before recovery of their anzedicost. Future events that could materially chahgs conclusion and require an impairment loss
to be charged to operations include a change ierddit quality of the issuers or a determinatiostta market recovery in 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 amountderfest-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 emdstember 31, 2011, 2010 and 2009. The
yields and costs are derived by dividing incomexpense by the average balance of assets ortiediliespectively, 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 &

2011 2010 2009
Average Average Average
Average Yield/ Average Yield/ Average Yield/

(dollars in thousand: Balance Interest Cost Balance Interest Cost Balance Interest Cost
Assets:
Interes-earning asset:
Interest-earning deposits and short-term

investments $ 3493¢ $ 70 20% $ 11,25: $ 28 25% $ - $ — — %
Investment securities (; 148,05! 1,432 .97 65,59t 62¢€ .9€ 55,85¢ 88 1.5¢
FHLB-NY stock 17,98¢ 831 4.62 20,83¢ 1,02¢ 4.9: 16,43t 86€ 5.27
Mortgagebacked securities (. 336,80° 10,06( 2.9¢ 336,28t 11,50¢ 3.4z 91,66( 3,51: 3.8¢
Loans receivable, net ( 1,616,36 82,99¢ 5.1 1,653,36 88,18( 5.3t 1,639,99. 90,59t 5.57
Total interes-earning asse! 2,154,14! 95,387 4.4 2,087,33i 101,367 4.8¢ 1,803,994 9586 5.31
Nor-interes-earning asse! 117,01( 113,68 94,391
Total asset $2,271,15! $2,201,02 $1,898,34.
Liabilities and Equity
Interes-bearing liabilities:
Money market deposit accour $ 116,29! 454 .3%9% $ 104,83: 597 57% $ 91,69¢ 67€ T4%
Savings accouni 221,31 481 .22 241,76 1,732 72 223,23( 1,97¢ .88
Interes-bearing checking accour 924,78 4,62¢ .5C 761,85« 6,41¢ .84 588,92: 7,05¢ 1.2C
Time deposit: 272,19¢ 4,84z 1.7¢ 298,53« 559: 1.87 341,99¢ 8,32 2.4:
Total 1,534,59. 10,401 .68  1,406,98: 14,34C 1.0z  1,245,84°  18,03: 1.4t
FHLB advance: 270,74: 6,57z 2.4: 358,35 8,62¢ 2.41 263,89¢ 10,84¢ 4.11
Securities sold under agreements to

repurchas: 70,98: 283 AC 70,98 434 .61 68,27 58¢ .86
Other borrowing 27,50( 804 2.9z 27,50( 85C  3.0¢ 27,50( 928  3.37
Total interes-bearing liabilities 1,903,811  18,06( .95  1,863,81! 24,25; 1.3C 1,605,51! 30,39¢ 1.8¢
Non-interes-bearing deposit 142,47¢ 127,53! 110,74(
Nor-interes-bearing liabilities 14,91¢ 17,76¢ 14,69
Total liabilities 2,061,211 2,009,11 1,730,941
Stockholder equity 209,94 191,91( 167,39
Total liabilities and equit' $2,271,15! $2,201,02 $1,898,34.
Net interest incom $77,32i $ 77,11« $65,46:
Net interest rate spread ( 3.4&% 3.56% 3.42%
Net interest margin (4 3.5% 3.6% 3.63%
Ratio of interest-earning assets to interest-

bearing liabilities 113.15%% 111.9% 112.36%

(1) Amounts are recorded at average amortized

(2) Amount is net of deferred loan fees, undisbadilean funds, discounts and premiums and estinmatedloss allowances and includes loans
held for sale and n-performing loans

(3) Netinterest rate spread represents the differbateeen 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 whichrades in interest rates and changes in the voldiméenest-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); (i) changes attributable to changes in
rate (changes in rate multiplied by prior volume)d (iii) the net change. The changes attributabtbe combined impact of volume and rate have
been allocated proportionately to the changes dweltime and the changes due to rate.
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Year Ended December 31, 2011 Year Ended December 31, 2010
Compared to Compared to
Year Ended December 31, 2C 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 sk-term investment $ 42 $ — $ 42 $ 28 $ — $ 28
Investment securitie 797 7 804 13¢€ (396 (260)
FHLB-NY stock (135 (62) (197) 221 (59 162
Mortgagebacked securitie 18 (1,460 (1,449 8,40¢ (414 7,991
Loans receivable, n (1,93%) (3,24%) (5,18¢€) 731 (3,14¢) (2,415
Total interes-earning asse! (1,216) (4,769 (5,980) 9,521 (4,01%) 5,50¢€
Interes-bearing liabilities:
Money market deposit accour 60 (203 (243) 89 a7¢) (82)
Savings account (13€) (1,115 (1,257 14¢ (39)) (243
Interes-bearing checking accour 1,171 (2,965 (2,799 1,782 (2,420 (63¢)
Time deposit: (48€) (265) (757) (970 (1,760 (2,730
Total 60¢ (4,54¢) (3,939 1,04¢ (4,747 (3,699
FHLB advance: (2,12¢) 71 (2,057) 3,13: (5,359 (2,220
Securities sold under agreements to repurc — (152) (151) 22 @77 (155)
Other borrowing: — (46) (46) — (78) (78)
Total interes-bearing liabilities (1,519 (4,679 (6,199 4,20/ (10,349 (6,145
Net change in net interest incol $ 30 $ (900 $ 21 $5,317 $ 6,33¢  $11,65!

Comparison of Financial Condition at December 31,211 and December 31, 2010
Total assets at December 31, 2011 were $2.302miléin increase of $50.8 million, or 2.3%, compadee$i2.251 billion at December 31, 2010.

Cash and due from banks increased by $46.1 miltm&77.5 million at December 31, 2011, as comp&wekB1.5 million at December 31, 2010.
Investment securities available for sale incred#&214 million, or 79.8%, to $165.3 million at Dedeen 31, 2011, as compared to $91.9 million at
December 31, 2010, due to purchases of governngemicg securities. The increases in cash and doelfemks and investment securities
available for sale were attributable to the redurctn loans and the increase in deposits as desthiblow.

Loans receivable, net decreased by $97.8 milliois,@%, to a balance of $1.563 billion at Decenir2011, as compared to a balance of $1
billion at December 31, 2010, primarily due to wetghknand, prepayments resulting from the low intenae environment, and sales of newly
originated 30-year fixed-rate one-to-four familais.

Total deposits increased $42.1 million, or 2.5%$10706 billion at December 30, 2011, from $1.684on at December 31, 2010. An increase of
$58.3 million in core deposits (i.e. all depositslading time deposits) was partly offset by a @exin time deposits of $16.2 million.

Stockholders’ equity at December 31, 2011 incredsetl.8%, to $216.8 million, as compared to $2Gtiion at December 31, 2010, primarily
due to net income and a reduction in accumulatedratomprehensive loss partly offset by the casideind on common stock and by the
repurchase of 165,154 shares of common stock fdrillion.
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Comparison of Operating Results for the Years Endedecember 31, 2011 and December 31, 2010
General

Net income for year ended December 31, 2011 ineckts$20.7 million, as compared to net income28f.4 million for the prior year. On a p
share basis, diluted earnings per share increa8ésl, 1o $1.14, for the year ended December 31, 284 tompared to $1.12 for the prior year. For
the year ended December 31, 2010, diluted earmiegshare included $922,000, or $.05 per sham&jmglto the reduction in the state tax
valuation allowance.

Interest Income

Interest income for the year ended December 311 2@ $95.4 million as compared to $101.4 millionthe year ended December 31, 2010.
yield on interest-earning assets declined to 4.&8%he year ended December 31, 2011, as compar®@6% for the prior year. This decline was
due to a change in the mix of average interestieguassets from higher-yielding loans receivabte lnwer-yielding interest-earning deposits and
investment securities, as well as the continueditderest rate environment, which caused assedyiel decline. The low interest rate
environment also caused high loan refinance vohamieh resulted in yields on loans and mortgage-bddecurities to trend downward. Average
interest-earning assets increased by $66.8 milboB,2%, for the year ended December 31, 201&oampared to the prior year. The increase in
average interest-earning assets was primarily @a@ increase in average investment securitie82568million for the year ended December 31,
2011 as compared to the prior year and an inclieaeerage interest-earning deposits and short-tevestments of $23.7 million. These
increases were offset by a decrease in average tearivable, net, of $37.0 million.

Interest Expense

Interest expense for year ended December 31, 2@$13d8.1 million compared to $24.3 million for §rear ended December 31, 2010. The cost
of interest-bearing liabilities decreased to 0.96%the year ended December 31, 2011 as compare@®86 for the prior year. Average interest-
bearing liabilities increased by $40.0 million foe year ended December 31, 2011, as compared fwithr year. The increase in average interest-
bearing liabilities was primarily due to an increas average interest-bearing deposits of $127l6omj offset by a decrease in average FHLB
advances of $87.6 million.

Net Interest Income

Net interest income for the year ended DecembeR@1] was $77.3 million, as compared to $77.1 arilin the prior year, reflecting a lower 1
interest margin partly offset by greater interesmtréng assets. The net interest margin decrease&%66 for the year ended December 31, 2011
from 3.69% in the prior year.

Provision for Loan Losses

For the year ended December 31, 2011, the provisioloan losses was $7.8 million, as comparedd® $illion for the prior year. Non-
performing loans increased $6.5 million, to $44i0iom at December 31, 2011 from $37.5 million atd@mber 31, 2010. The increase is
primarily due to the second quarter addition obat$million loan relationship secured by commereiadl residential real estate, all business asset:
and a personal guarantee. An appraisal performdthin2011 values the real estate collateral at $8llfon. Most of the remaining increase in
non-performing loans is related to a net increas®n-performing one-to-four family loans of $2.@limn. Loans receivable, net decreased by
$97.8 million at December 31, 2011 as compareddeenber 31, 2010. Net loan charge-offs increas&8 @ million for the year ended
December 31, 2011, as compared to $3.0 millioriferprior year. During the fourth quarter of 20ttie Company modified its charge-off policy
on problem loans secured by real estate. Histdyichle Company established specific valuationme=efor estimated losses for problem real
estate related loans when the loans were deemedlectible. The specific valuation reserves wersdrhupon the estimated fair value of the
underlying collateral, less costs to sell. The akckoan charge-off was not recorded until the fysere process was complete. Under the modified
policy, losses on loans secured by real estatetemyedeff in the period the loans, or portion thereog deemed uncollectible, generally after
loan becomes 120 days delinquent. The modificatiche charge-off policy resulted in additional exoffs in the fourth quarter of 2011 of $5.7
million. All of these charge-offs were timely idéied in previous periods in the Company’s allowearior loan losses process as a specific
valuation reserve and were included in the Compatogs history as part of the evaluation of thevedince for loan losses. Accordingly, the
additional charge-offs did not affect the Comparpravision for loan losses or net income for 2001thout the additional charge-offs of $5.7
million recorded in the fourth quarter of 2011, thempany would have reported the following as af for the year ended December 31, 2011:
total charge-offs of $3.6 million; allowance foalolosses of
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$23.9 million; total non-performing loans of $4%rillion; allowance for loan losses as percent tdlttbans receivable of 1.50%; allowance for
loan losses as percent of total non-performingda#m8.12%; non-performing loans as a percendtafl toans receivable of 3.12%; and non-
performing assets as a percent of total asset24%2

Other Income

Other income for the year ended December 31, 2044 ,unchanged at $15.3 million. For the year thdedrDecember 31, 2011, the net gain on
the sale of loans decreased $655,000 due to andénlthe volume of loans sold. Additionally, dyif011, the Company recognized an other-
than-temporary impairment loss on equity securiie$148,000. For the year ended December 31, Z28&1pwer gain on sale of loans and the
impairment loss were largely offset by an increasecome from Bank owned life insurance of $320,6dd an increase in fees and service
charges of $217,000.

Operating Expenses

Operating expenses decreased by 1.8%, to $52.ipmiidr the year ended December 31, 2011, as cadgar$53.6 million for the prior year.

The decrease for the year ended December 31, 20ddnapared to the prior year was partly due to tas@enpensation and employee benefit
costs, which decreased by $71,000, or 0.3%, tol$28lion due to a reduction in headcount. Feddeglosit insurance decreased by $152,000 due
to a lower assessment rate and a change in thesasset methodology from deposit-based to a tahlliiy-based assessment. For the year endec
December 31, 2011, occupancy expense benefited 84,800 from the negotiated settlement of the reimgioffice lease obligation at Columb
Additionally, legal expense decreased $305,00@Heryear ended December 31, 2011 as compared fwithe/ear and general and administra
expense decreased $290,000 primarily due to aaeeia correspondent bank charges.

Provision for Income Taxes

The provision for income taxes was $11.5 milliontfee year ended December 31, 2011, as compa&tdtd million for the prior year. The
effective tax rate increased to 35.6% for the ywated December 31, 2011, as compared to 33.8% isame prior year period. The increase in
the effective tax rate was due to the fourth qua®d.0 reduction in the state tax valuation alloeeanf $922,000.

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

Net income available to common stockholders ina@édds $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 nurabaverage diluted shares outstanding from
the public issuance of an additional 6,389,400 comshares in November 2009. Additionally, dilutedrengs per share includes $922,000, or
$0.05 per share, relating to a reduction in theestaferred tax 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. Avenaigeest-earning assets increased $283.4 milbothie year ended December 31, 2010, as
compared to the same prior year period. The inereas primarily in average mortgage-backed seesritihich increased $244.6 million.

Interest Expense

Interest expense for the year ended December 3D, ®@s $24.3 million, as compared to $30.4 milfionthe year ended December 31, 2009.
cost of interest-bearing liabilities decreased.®0% for the year ended December 31, 2010, as camipa 1.89% for the prior year due to the
lower interest rate environment. Average interesgring liabilities increased by $258.3 million foe year ended December 31, 2010, as
compared to the prior year. The increase was pilynaraverage core deposits, which increased $@illion and average FHLB advances,
which increased $94.5 million, partly offset byectease in average time deposits of $43.5 millitne increases in average core deposits and
average borrowings were primarily used to fundititeease in average mortgage-backed securities.
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Net Interest Income

Net interest income for the year ended DecembeR@10 increased to $77.1 million, as compared @S 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 basaiNon-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 pimment and the difficult economic environmentt Mlearge-offs increased to $3.0 million
for the year ended December 31, 2010, as compar®2.6 million for the same prior year period.

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¢théoprior 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 millioriHferprior year. The increase was due to higher fieen 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 sadegim. 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 miliothe 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 quaHr®09 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 expsnélthough 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.
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Provision for Income Taxes

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

Dividends on Preferred Stock and Discount Accretion

Dividends on preferred stock and discount accretitaled $3.2 million for the year ended DecembgrZ909 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.

Liquidity and Capital Resources

The Company’s primary sources of funds are depgsitscipal and interest payments on loans and gaget-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 gamée prepayments are greatly influenced by gemgrakst rates, economic conditions and
competition. The Company has other sources ofdiguif a need for additional funds arises, inchgliadvances from the FHLB.

At December 31, 2011 and 2010, the Bank had ndandig overnight borrowings from the FHLB. The Rartilizes overnight borrowings from
time-to-time to fund short-term liquidity needs. [EBladvances totaled $266.0 million at December2®1.,1, an increase from $265.0 million at
December 31, 2010. Securities sold under agreenenépurchase with retail customers decreaseé@dldnillion at December 31, 2011 from
$67.9 million at December 31, 2010. Like depositvi, this funding source is dependent upon demamd the Bank’s customer base.

The Company’s cash needs for the year ended Dece3tth2011 were primarily satisfied by principaypgents on loans and mortgage-backed
securities, proceeds from the sale of mortgageslbaid for sale and increased deposits. The logvést rate environment during the year
accelerated prepayments of loans and mortgage-tdadairities which increased the Company’s casbsfld he cash was principally utilized for
loan originations and the purchase of investmedtraartgage-backed securities. For the year endedrbier 31, 2010, the cash needs of the
Company were primarily satisfied by principal payrseon loans and mortgage-backed securities, pdsdeem the sale of mortgage loans held
for sale and increased deposits. The cash waspalhcutilized for loan originations, the purchaseinvestment and mortgage-backed securities
and the repayment of borrowings.

In the normal course of business, the Bank routieeters into various commitments, primarily reigtio the origination and sale of loans. At
December 31, 2011, outstanding commitments torwaigiloans totaled $76.9 million; outstanding udusees of credit totaled $228.8 million;
and outstanding commitments to sell loans totaBti&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 $180.8 million at December 31, 2011 eBagon historical experience, management
estimates that a significant portion of such degosill remain with the Bank.

The Company has a detailed contingency funding atehcomprehensive reporting of trends on a morgthty quarterly basis. Management also
monitors cash on a daily basis to determine thedity needs of the Bank. Additionally, managemeatforms a liquidity stress test in several
scenarios on a quarterly basis. The Bank contitmegintain significant liquidity under all stressenarios.

Under the Company’s stock repurchase program, sledr®@ceanFirst Financial Corp. common stock mapurehased in the open market and
through other privately negotiated transactiormanftime-to-time, depending on market conditionse Tépurchased shares are held as treasury
stock for general corporate purposes. For the geded December 31, 2011, the Company repurchagetis¥6shares of common stock at a total
cost of $2.1 million compared with no repurchageslie year ended December 31, 2010. At Decemhe2®1 there were 777,152 shares
remaining to be repurchased under the existingksmurchase program. Cash dividends on commot stedared and paid during the year
ended December 31, 2011 were $8.8 million, uncharfigen the prior year. On January 18, 2012, therB@é Directors declared a quarterly cash
dividend of twelve cents ($0.12) per common sh@he dividend was payable on February 10, 2012 toncon stockholders of record at the close
of business on January 30, 2012.
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The primary source of liquidity specifically avdla to the Company are capital distributions fréma Bank and the issuance of preferred and
common stock and long-term debt. For the year eftsxmber 31, 2011, the Company received dividerytngnts of $13.8 million from the
Bank. At December 31, 2011, the Company had redeaietice from the Federal Reserve Bank of Philddelthat it does not object to the
payment of $16.5 million in dividends from the Bawokthe Holding Company over the first three quartef 2012, although the Federal Reserve
Bank reserved the right to revoke the approvahgtteme if a safety and soundness concern arisesghout the period. The Company’s ability to
continue to pay dividends will be largely dependgmn capital distributions from the Bank, whichyniee adversely affected by capital restraints
imposed by the applicable regulations. The Commamynot predict whether the Bank will be permitteder applicable regulations to pay a
dividend to the Company. If applicable regulationsegulatory bodies prevent the Bank from payimtjvédend to the Company, the Company
may not have the liquidity necessary to pay a @rdlin the future or pay a dividend at the same aathistorically paid, or be able to meet cur
debt obligations. At December 31, 2011, OceanlFirsancial Corp. held $18.1 million in cash and $Aiflion in investment securities available
for sale.

As of December 31, 2011, the Bank exceeded allatmy capital requirements as follows (in thousgnd

Actual Requirec
Amount Ratio Amount Ratio
Tangible capita $217,02. 9.41%  $ 34,59: 1.5(%
Core capita 217,02. 9.41 92,24 4.0C
Tier 1 risk-based capite 217,02. 15.42 56,29¢ 4.0C
Total risk-based capite 230,82! 16.4( 112,59! 8.0C

The Bank is considered a “well-capitalized” indibm under the Prompt Corrective Action Regulations

At December 31, 2011, the Company maintained ta@gibmmon equity of $216.8 million for a tangiblenemon equity to assets ratio of 9.42%.

Off-Balance-Sheet Arrangements and Contractual Obgations

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

to varying degrees, elements of credit, interest, l@nd liquidity risk. Such transactions are ugedjeneral corporate purposes or for customer
needs. Corporate purpose transactions are usedportanage credit, interest rate, and liquiditi bs to optimize capital. Customer transactions
are used to manage customers’ requests for funtitngse 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 $34.8 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 earlynpant 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 fthreimeserve for repurchased loans included in diheitities. At December 31, 2011 and 2010
the reserve for repurchased loans amounted to @30%nd $809,000, respectively.
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The following table shows the contractual obligat®f the Bank by expected payment period as oeBer 31, 2011 (in thousands). Further
discussion of these commitments is included in Bld@and 14 to the Consolidated Financial Statesnent

Less than More than
Contractual Obligatiol Total one yeal 1-3 years 3-5 years 5 years
Debt Obligations $359,60: $107,10: $121,00C $109,00( $22,50(
Operating Lease Obligatiol 20,79¢ 1,852 3,64¢ 2,63¢ 12,65¢
Purchase Obligatior 19,44¢ 3,557 7,11¢ 5,93¢ 2,831

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

Operating leases represent obligations enteredintbe Bank for the use of land and premises.|@ases 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 processimgicag agreements. Actual amounts expended vasgdan transaction volumes, number of
users and other factors.

Impact of New Accounting Pronouncements

Accounting Standards Update No. 2011-05, “Comprsiverincome” requires that all non-owner changest@gckholders’ equity be presented in
either a single continuous statement of comprekieristome or in two separate but consecutive sttésn The option to present components of
other comprehensive income as part of the stateofattanges in stockholders’ equity was eliminafiéie standard is effective for fiscal years,
and interim periods within those years, beginnifigrdDecember 15, 2011 and is not expected to havaterial effect on the Company’s
consolidated financial statements.

Accounting Standards Update No. 2011-04, “Fair ¥aleasurement, Amendments to achieve Common Faie\Wleasurement and Disclosure
Requirements in U.S. GAAP and IFRSs” develops comneguirements for measuring fair value and focldsing information about fair value
measurements in accordance with U.S. Generally ptedeAccounting Principles (“GAAP”) and InternatariFinancial Reporting Standards
(“IFRSs”). The amendments are effective for intedmd annual periods beginning after December 151 20he adoption of this Accounting
Standard Update is not expected to have a maudfadt on the Company’s consolidated financialestegnts.

Accounting Standards Update No. 2011-03, “Recomatim of Effective Control for Repurchase Agreetsgnamends Topic 860 (Transfers and
Servicing) where an entity may or may not recogrizsale upon the transfer of financial assets stiljerepurchase agreements, based on wh

or not the transferor has maintained effective m@nin the assessment of effective control, AcamgStandard Update 2011-03 has removed the
criteria that requires transferors to have theitghiib repurchase or redeem the financial assewubstantially the agreed terms, even in the event
of default by the transferee. Other criteria agdlie to the assessment of effective control havéeen changed. This guidance is effective for
prospective periods beginning on or after DeceniBeR011. Early adoption is prohibited. The adaptid this Accounting Standard Update is not
expected to have a material effect on the Comparorisolidated financial statements.

Accounting Standards Update No. 2011-02 amendscT2i#) and clarifies the guidance on a creditora@ation of whether it has granted a
concession, and whether a restructuring constitutesubled debt restructuring. The amendmentsisnupdate are effective for the first interim
annual period beginning on or after June 15, 2@i,should be applied retrospectively to the bagmof the annual period of adoption. As a
result of applying these amendments, an entity itkewtify receivables that are newly considered iimgeh For purposes of measuring impairment
of those receivables, an entity should apply thermdments prospectively for the first interim or aahperiod beginning on or after June 15, 2011.
An entity should disclose the information which vaeserred by Accounting Standards Update No. 20iL1*Receivables (Topic 310): Deferral

the Effective Date of Disclosures about TroubledhCRRestructuring” in Update NO. 2010-20, for interand annual periods beginning on or after
June 15, 2011. The adoption of this Accounting &ath Update did not result in a material changtaéoCompany’s consolidated financial
statements.

Accounting Standards Update No. 2010-20, amends 38 Receivables) to require significant new disales about the credit quality of
financial receivables/loans and the allowance fedit losses. The objective of the new disclosis¢s improve financial statement users’
understanding of (1) the nature of an entity’s itrask associated with its financing receivablasd (2) the entity’s assessment of that risk in
estimating its allowance for credit losses, as aslthanges in the
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allowance and the reasons for those changes. Bhslires are to be presented at the level of glieggtion that management uses when
assessing and monitoring the portfolio’s risk ardfgrmance (either by portfolio segment or by claisBnancing receivables). The required
disclosures include, among other things, a rollmdvof the allowance for credit losses by portfaégment, as well as information about credit
quality indicators and modified, impaired, non-amdrand past due loans. The disclosures relatpdriod-end information (e.g., credit-quality
information and the ending financing receivablelsubee segregated by impairment method) will be iregluin all interim and annual reporting
periods ending on or after December 15, 2010 (Déeerdl, 2010 for the Company). Disclosures of @gtithat occurs during a reporting period
(e.g., loan modifications and the rollforward o thllowance for credit losses by portfolio segmergje required in interim or annual periods
beginning on or after December 15, 2010 (Janua®p1] for the Company). The adoption of this AcdmgnStandards Update did not result in a
material change to the Company’s consolidated firstatements.

Impact of Inflation and Changing Prices

The consolidated financial statements and notesti@resented herein have been prepared in acwadeth GAAP, which require the
measurement of financial position and operatingltesn terms of historical dollar amounts with@ainsidering 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 assnd 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 activitieise Company’s profitability is affected by fluctiats in interest rates. A sudden and substantial
change in interest rates may adversely impact timapgainy’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 activeiton® 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 apddity requirements and performance
objectives; and manage the risk consistent withr8apaproved guidelines. Through such managementCtdmpany seeks to reduce the exposure
of its operations to changes in interest rates. Gipany 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 aadarts trends and the Company’s IRR position tdBbard 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 portfotf 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 &inds of credit; (2) attempting to reduce the allenterest 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 determiningtiwareto retain fixed-rate mortgages or to purcHasal-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 sesir@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 yetivg,Bank has sold most 30 year fixed-rate
mortgage loan originations in the secondary markiee. 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, 2011, which were antiegbay the Company, based upon certain
assumptions, to reprice or mature in each of tharéutime periods shown. At December 31, 2011 Qbmpany’s one-year gap was negative
0.03% as compared to positive .25% at Decembe2@l). Except as stated below, the amount of aaset$iabilities which reprice or mature
during a particular period were determined in adaace with the earlier of term to repricing or tdoatractual maturity of the asset or liability. -
table is intended to provide an approximation ef pinojected repricing of assets and liabilitie®Batember 31, 2011, on the basis of contractual
maturities, anticipated prepayments, and schedaledadjustments within a three month period am$eguent selected time intervals. Loans
receivable reflect principal balances expectedetoduleployed and/or repriced as a result of contahamortization and anticipated prepayments
of adjustable-rate loans and fixed-rate loans,ad result of contractual rate adjustments orstatjle-rate loans. Loans were projected to prepay
at rates between 3% and 33% annually. Mortgagedahs&curities were projected to prepay at ratesdeet 10% and 24% annually. Money
market deposit accounts, savings accounts andesttbearing checking accounts are assumed to avage lives of 4.6 years, 5.3 years and 4.4
years, respectively. Prepayment and average li#fienagtions can have a significant impact on the Gomijs estimated gap.
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There can be no assurance that projected prepayatestfor loans and mortgabaeked securities will be achieved or that projgeteerage live
for deposits will be realized.

More than
3 Months More than More than
3 Months or 1Yearto 3 Years to More than
At December 31, 201 Less 1 Year 3 Years 5 Years 5 Years Total
(dollars in thousands
Interes-earning assets (1
Interes-earning deposits and sh-term investmen $ 49,38¢ $ — $ — $ — $ — $ 49,38¢
Investment securitie 57,66¢ 25,25¢ 80,89¢ 11,75¢ 4,29¢ 179,87¢
FHLB stock — — — — 18,16( 18,16(
Mortgage-backed securitie 57,49( 64,53 101,50¢ 58,88( 72,09: 354,50
Loans receivable (Z 313,22( 446,42¢ 472,29 177,21« 177,02: 1,586,18!
Total interes-earning asse! 477,76¢ 536,21¢ 654,70 247,85: 271,56¢ 2,188,11.
Interes-bearing liabilities:
Money market deposit accour 31,85 8,991 19,74 14,86: 47,65¢ 123,10¢
Savings account 23,76: 21,15¢ 44,80¢ 33,91¢ 105,59¢ 229,24
Interes-bearing checking accour 553,51¢ 64,96t 116,05( 96,25¢ 111,61 942,40:
Time deposit: 81,75¢ 99,03t 34,35¢ 37,28¢ 16,46¢ 268,89
FHLB advance: 21,00( 20,00( 121,00( 104,00( — 266,00(
Securities sold under agreements to repurchase and
other borrowing: 88,60: — — 5,00( — 93,601
Total interes-bearing liabilities 800,49( 214,14¢ 335,96: 291,31¢ 281,33: 1,923,24:
Interest sensitivity gap (¢ $(322,72)) $322,07: $318,74:  $(43,46Y) $ (9,767 $ 264,86
Cumulative interest sensitivity g: $(322,72)) $ (649 $318,09: $274,62" $264,86¢ $ 264,86¢
Cumulative interest sensitivity gap as a percent of
total interes-earning asse! (14.79% (0.09)% 14.50% 12.55% 12.1(% 12.1%

(1) Interest-earning assets are included in thegén 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&iacludes loans held for sale and non-perfornhiags gross of the allowance for loan
losses, unamortized discounts and deferred loan

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

Certain shortcomings are inherent in gap analygis example, although certain assets and lialslitiay have similar maturities or periods to
repricing, they may react in different degreeshanges in market interest rates. Also, the inteeges on certain types of assets and liabilitiag
fluctuate in advance of changes in market intawigsts, while interest rates on other types may#gnd changes in market interest rates.
Additionally, certain assets, such as adjustaktiedzans, have features which restrict changestaérést rates both on a short-term basis and over
the life of the asset. Further, in the event ohange in interest rates, loan prepayment ratesiasichge lives of deposits would likely deviate
significantly from those assumed in the calculatiéimally, the ability of many borrowers to serviteir adjustable-rate loans may 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 scesaNPV 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 sensitigityonitored by management through the use of anniRé&el which measures IRR by modeling
the change in NPV and net interest income ovengea®f interest rate scenarios. The following taals forth the Company’s NPV and net
interest income projections as of December 31, 20112010 (in thousands). For purposes of thigfdbe Company used prepayment and
average life assumptions similar to those usealcutating the Company’s gap.
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December 31, 201, December 31, 201!
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 Changt Ratio Amount Changt (Rate Shock Amount Chang Ratic Amount Chang
300 $238,05  (4.8% 10.5% $65,04¢ (11.1)% 300 $155,05¢ (29.9% 7.4% $71,80( (9.7%
200 252,30° 0. 11.2 68,65¢ (6.2 200 181,25. (17.9 8.4 74,88 (5.9
100 261,06¢ 4.4 11.4 71,441 (2.9 100 204,94( (6.6) 9.3 77,51¢ (2.5)
Static 250,10¢ — 10.7 73,18¢ — Static 219,40¢ — 9.7 79,49¢ —
(100) 204,78t (18.]) 87 67,90 (7.2 (100) 226,79t 3.4 9.¢ 76,397 (3.9

The volatility in net portfolio value decreasedacember 31, 2011 as compared to December 31, Zb&0decrease was primarily due to a
change in the Company’s assumption on the aveitggefla money market, savings and interest beasiregking account (“core deposits”) which
was significantly lengthened as the result of @& @eposit duration analysis prepared by an indepgrmbnsultant. The effect of the core deposit
analysis was partly offset by the Company’s assionphat a substantial percentage of the growttoire deposits since 2008 was the result of the
extraordinary economic and interest rate envirortraed this deposit growth was therefore assumeepace immediately.

As is the case with the gap calculation, certaortslomings are inherent in the methodology usetiénlNPV and net interest income IRR
measurements. The model requires the making ddineatssumptions which may tend to oversimplifyriienner 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 maturityemricing 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 nohdgd to provide a precise forecast of the
effect of changes in market interest rates on the@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, 2011 and 2010, 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®.1. 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 8112and 2010, and the results of their operatiostiaeir cash flows for each of the years in
the three-year period ended December 31, 201 hrifoomity 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, 2011, based on criteria establishedtérial Control-Integrated Framework issued by
the Committee of Sponsoring Organizations of theaflivay Commission (“COSQ”), and our report dateddiid 5, 2012 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, 2011,
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 (ftaimeto 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, 2011, based on criteria establigh&ternal 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, 201112010, and the related consolidated
statements of income, changes in stockholderstgcamd cash flows for each of the years in thedhyear period ended December 31, 2011, and
our report dated March 15, 2012 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)

Assets

Cash and due from ban

Investment securities available for sale (encumb#&61,219 at December 31, 2011 and $31,163 at De=eld,
2010) (notes 3, 10, 11 and 1

Federal Home Loan Bank of New York stock, at casté 10)

Mortgage-backed securities available for sale (erimred $339,504 at December 31, 2011 and $279t841 a
December 31, 2010) (notes 4, 10, 11 and

Loans receivable, net (notes 5, 10 and

Mortgage loans held for sa

Interest and dividends receivable (note

Real estate owned, n

Premises and equipment, net (nott

Servicing asset (note

Bank Owned Life Insuranc

Other assets (note 1

Total asset

Liabilities and Stockholders’ Equity

Deposits (note ¢

Securities sold under agreements to repurchasergtil customers (note 1
Federal Home Loan Bank advances (note

Other borrowings (note 1(

Due to broker:

Advances by borrowers for taxes and insure

Other liabilities (note 14

Total liabilities

Commitments and contingencies (note
Stockholder equity: (notes 2, 11, 12, 13 and :
Preferred stock, $.01 par value, $1,000 liquidaticaference,
5,000,000 shares authorized, no shares is
Common stock, $.01 par value, 55,000,000 sharémened, 33,566,772 shares issued and 18,682,568 ¢
18,822,556 shares outstanding at December 31, &0d December 31, 2010, respectiv
Additional paic-in capital
Retained earning
Accumulated other comprehensive i
Less: Unallocated common stock held by EmployeelS@wnership Plal
Treasury stock, 14,884,204 and 14,744,216 shaf@s@mber 31, 2011 and December 31, 2010,
respectively
Common stock acquired by Deferred Compensation
Deferred Compensation Plan Liabil

Total stockholder equity

Total liabilities and stockholde’ equity

See accompanying notes to consolidated financiabgtments.
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December 31 December 31
2011 2010
$ 77,521 $ 31,45t
165,27¢ 91,91¢
18,16( 16,92¢
364,93 341,17
1,563,01! 1,660,78!
9,291 6,67<
6,432 6,44¢
1,97( 2,29t
22,25¢ 22,48¢
4,83¢ 5,65
41,98’ 40,81¢
26,39 24,69¢
$2,302,09: $2,251,33!
$1,706,08: $1,663,96!
66,10: 67,86«
266,00( 265,00(
27,50( 27,50(
5,18¢ —
7,113 6,947
7,262 18,80(
2,085,24! 2,050,07!
33¢€ 33€
262,81: 260,73¢
186,66¢ 174,67
(2,469 (5,560
(4,199 (4,489
(226,30 (224,45
(871) (94€)
871 94€
216,84 201,25:
$2,302,09: $2,251,33I
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Interest income:
Loans
Mortgagebacked securitie
Investment securities and ott

Total interest incom

Interest expense:
Deposits (note ¢
Borrowed funds (note 1(
Total interest expens

Net interest incom

Provision for loan losses (note

OCEANFIRST FINANCIAL CORP.

Consolidated Statements of Income

(in thousands, except per share amounts)

Net interest income after provision for loan los

Other income:

Loan servicing income (loss) (note

Fees and service charc

Net gain on sales of loans available for sale (Adf

Other than temporary impairment losses on investsegurities and net loss on sales of securities

available for sale (note :
Income from Bank Owned Life Insuran
Net loss from other real estate operati

Other
Total other incom

Operating expenses

Compensation and employee benefits (notes 1 an

Occupancy (note 1«
Equipment

Marketing

Federal deposit insuran
Data processin

Legal

Check card processir
Accounting and aud
Merger related expens
Other operating expen:

Total operating expens:

Income before provision for income tay

Provision for income taxes (note 1
Net income

Dividends on preferred stock and discount accretiate 18)
Net income available to common stockholc

Basic earnings per shs
Diluted earnings per sha

Average basic shares outstanding (not
Average diluted shares outstanding (not:

See accompanying notes to consolidated financiabgtments.
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Years Ended December &

2011 2010 2009
$82,99: $ 88,18  $90,59:
10,086( 11,50¢ 3,51z
2,33: 1,68¢ 1,75¢
95387 101,36 95,86’
10,40 14,34 18,03
7,65¢ 9,917 12,36¢
18,06( 24,25: 30,39t
77,32 77,11¢ 65,46«
7,75 8,00( 5,70(
69,57 69,11¢ 59,76«
427 29z (18)
11,43 11,21« 10,50¢
3,00z 3,657 3,89t
(14¢) — (4
1,17: 84t 83E
(629) (701) )
40 5 377
15,30 15,31.  15,58¢
28,07 28,14¢ 24,01/
5,06¢ 5,501 5,991
2,43¢ 2,19¢ 2,141
1,76€ 1,74¢ 1,767
2,55: 2,70¢ 3,00¢
3,59: 3,42¢ 3,38¢
761 1,06¢ 1,46¢
1,197 1,25( 1,07¢
51¢ 624 68¢
— — 1,28¢
6,69¢ 6,98¢ 5,62
52,66 53,647 50,54
32,21 30,77¢  24,80¢
11,47: 10,40: 9,15¢
20,74 20,37¢  15,65:
— — 3,17(
$20,74; $ 20,37¢  $12,48:
$ 114 $ 11z $ .98
$ 114 $ 11z $ .98
18,19: 18,14 12,73
18,24( 18,19: 12,78
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Preferred
Stock

Commor

Stock

OCEANFIRST FINANCIAL CORP.
Consolidated Statements of Changes in StockholderEquity
(dollars in thousands, except per share amounts)

Years Ended December 31, 2011, 2010 and 2009

Additional
Paid-In
Capital

Retained
Earnings

Employee Common Stoc

Stock
Ownershi}

Accumulated
Other
Comprehensiy

Deferred
Compensatia

Acquired by
Deferred
Compensation
Plan

Treasury

Loss Plan Stock Plan Liability Total

Balance at
December 31, 200 $
Comprehensive
income:
Net income
Other
comprehensiv
income
Unrealized
gain on
securitie
(net of
tax
expenst
$1,300)
Total comprehensive
income
Proceeds from issuar
of preferred stock
and warrant:
Redemption of
preferred stocl
Net proceeds fror
common stock
offering
Accretion of discount
on preferred stock
and redemption
charge
Treasury stock
allocated to
restricted stock Ple
Stock award:
Tax benefit of stock
plans
Allocation of ESOP
stock
Cash dividend - $0.8(
per share
Cash dividend on
preferred stocl
Exercise of stock
options
Sale of stock for the
deferred
compensation plan,
net

36,921

(38,269

1,34z

$ 272

64

$204,29¢ $160,26°

15,65:

1,34z

54,18«

(1,342)

(694)
734

(221)

15C
11€ —
(9,417)
(1,82¢)

(49

$ (14,467 $(5,069 $(22552) $ 981 $  (981) $119,78:

15,65:

3,70¢ 3,70¢

19,36:

38,26:

(38,269

54,24¢

91t

N
©
[¢8)

144

©)

Balance at
December 31, 200

33€

260,13( 163,06

(10,759 (4,776 (224,46 98¢ (98€) 183,53

Comprehensive
income:
Net income
Other
comprehensiv

20,37¢

20,37¢



income
Unrealized
gain on
securitie
(net of
tax
expenst
$3,478)
Total comprehensive
income
Redemption of
warrants
Expenses of common
stock offering
Stock award:
Tax expense of stock
plans
Allocation of ESOP
stock
Cash dividend - $0.48
per share
Exercise of stock
options
Sale of stock for the
deferred
compensation plan,
net
Balance at
December 31, 201

_ — — 5,19: — - — — 5,19:
— 25,57
— (432) — — — — — — (437)
— (10€) — — — — — — (108
_ 1,047 — — — — — — 1,047
(X) (23)
— 124 — — 292 — — — 41€
— — (8,764 — — — — — (8,764
— — — — — 7 — — 7
_ _ — — — — (40) 40 —
33€ 260,73¢ 174,67 (5,560) (4,48Y) (224,45) 94¢€ (94€) 201,25:
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Comprehensive incom:
Net income
Other comprehensi\
income:
Unrealized gai
on securitie:
(net of tax
expense
$2,075)
Reclassificatio
adjustment
for losses
included in
net income
(net of tax
benefit $60)
Total comprehensive
income
Stock award:

Tax benefit of stock plar
Treasury stock allocated
restricted stock pla

Allocation of ESOP stoc

Cash dividend - $0.48 pe
share

Exercise of stock optior

Purchase of 165,154 sha
of common stocl

Sale of stock for the
deferred compensation
plan, net

Balance at December 31,
2011

Common Stoc

Accumulated Erg{)cl)giee
Other ; Acquired b Deferred
Preferre Commor  Additional Comprehensiy Ownershij quferred Y Compensatio
Paid-In Retained Treasury Compensation
Stock Stock Capital Earnings Loss Plan Stock Plan Plan Liability Total
— — — 20,74: — — — — — 20,74:
— — — — 3,004 — — — — 3,004
— — — — 88 — — — — 88
23,83
— — 904 — — — — — — 904
— — 1,30¢ — — — — — — 1,302
— — (293) 38 — — 25E — — —
— — 15¢ — — 291 — — — 45C
— — — (8,789 — — — — — (8,789
— — — (1) — — 45 — — 44
— — — — — — (2,147) — — (2,147)
— — — — — — — (75) 75 —
$ — $ 33€ $262,81: $186,66¢ $ (2,466 $(4,199 $(226,30) $ 871 $  (871) $216,84¢

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

Years Ended December &

2011 2010 2009
Cash flows from operating activities:
Net income $ 20,74. $ 20,37¢ $ 15,65:
Adjustments to reconcile net income to net caskigeal by operating activitie!
Depreciation and amortization of premises and egaigt 2,45¢ 2,15¢ 1,98t
Allocation of ESOP stoc 45C 41€ 40¢
Stock award: 904 1,047 734
Amortization and impairment of servicing as 1,85: 2,01¢ 2,37¢
Net premium amortization in excess of discount@iion on securitie 2,36¢ 1,80¢ 57¢
Net premium amortization of deferred fees and dist®on loan: 812 99¢ 933
Provision for loan losse 7,75( 8,00( 5,70C
Recovery for repurchased los — — (245)
Deferred tax benef (2,81 (4,550 (1,955
Net (gain) loss from sale of premises and equipr (16) 9 6
Net loss (gain) on sales of real estate ow 27¢ 47€ (16€)
Net gain on sales of loans available for ¢ (3,007) (3,657) (3,650
Other than temporary impairment losses on investmecurities and net loss on sales of
securities available for sa 14¢ — 4
Proceeds from sales of mortgage loans held for 135,70! 166,82( 235,00(
Mortgage loans originated for st (136,367) (165,33 (234,76")
Increase value of Bank Owned Life Insurai (2,177) (845) (835)
Decrease (increase) in interest and dividendsvabks 14 (387) 23¢
(Increase) decrease in other as (1,024 87¢ (7,877)
(Decrease) increase in other liabilit (11,53¢) 9,71 2,70(
Total adjustment (3,19)) 19,56: 1,17¢
Net cash provided by operating activit 17,55( 39,94 16,82¢
Cash flows from investing activities:
Net decrease (increase) in loans receiv 86,29( (41,949 10,08t
Proceeds from sales of investment securities avlaifar sale — — 1,827
Purchase of investment securities available far (74,01) (52,959 (300
Purchase of mortga-backed securities available for s (101,56¢) (233,68") (156,66")
Proceeds from maturities or calls of investmentsées available for sal 514 1,60(C 15C
Principal payments on mortge-backed securities available for s 85,83¢ 69,02« 24,38(
(Increase) decrease in Federal Home Loan Bank of Xk stock (1,232 2,50¢ 1,47¢
Net proceeds from sale and acquisition of reatestanec 2,96¢ 1,28¢ 1,07C
Proceeds from sale of premises and equipt 16 — —
Purchases of premises and equipn (2,227) (2,569 (2,749
Net cash used in investing activiti (3,407 (256,73) (120,729
Cash flows from financing activities:
Increase in deposi 42,11t 299,76¢ 90,067
( Decrease) increase in short-term borrowings inag@hort-term Federal Home Loan Ba
advance! (1,769 (133,709 5,251
Proceeds from Federal Home Loan Bank adva 55,00( 154,00( 78,00(
Repayments of Federal Home loan Bank adva (54,000 (85,000 (108,000)
Increase (decrease) in advances by borrowersxes tand insuranc 16€ (50€) (128§
Tax benefit (expense) of stock ple 1,30: (29) 15C
Exercise of stock optior 44 7 95
Purchase of treasury sto (2,147 — —
Dividends paic- common stocl (8,789 (8,769 (9,417
Dividends paic— preferred stocl — — (1,829¢)
Proceeds from issuance of preferred stock and wizi — — 38,26
Redemption of warrants and preferred st — (4317) (38,269
(Expenses) net proceeds from common stock isst — (10€) 54,24¢
Net cash provided by financing activiti 31,92¢ 225,23t 108,43t
Net increase in cash and due from beg 46,07: 8,43¢ 4,541
Cash and due from banks at beginning of 31,45¢ 23,01¢ 18,47¢
Cash and due from banks at end of \ $ 77,52 $ 31,45t $ 23,01¢

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



Interest $ 18,46« $ 24,27¢ $ 30,92!

Income taxe: 18,21( 10,50¢ 9,86¢
Non-cash investing activitie!
Transfer of loans receivable to real estate ow 2,917 1,44: 2,37¢

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. Columbia is the Bank’s mortgage companigwivas shuttered in 2007. All significant
intercompany accounts and transactions have baamated 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 available. bdte Company’s investment and
mortgage-backed securities, however, are fixednmemstruments that are not quoted on an exchdmgere bought and sold in active markets.
Prices for these instruments are obtained throligti party pricing vendors or security industry smas that actively participate in the buying and
selling of securities. Prices obtained from them&rees include market quotations and matrix pricMgtrix pricing is a mathematical technique
used principally to value certain securities withalying exclusively on
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quoted prices for the specific securities, but carimy the securities to benchmark or comparablergézs. While management believes the
Company’s valuation methodologies are appropriateansistent with other market participants, the of different methodologies or
assumptions to determine the fair value of ceffiagncial instruments could result in a differestimate of fair value at the reporting date. Gains
or losses on the sale of such securities are irdiid other income using the specific identificatinethod. Securities are evaluated for other-than-
temporary impairment on a quarterly basis.

Other-Than-Temporary Impairments on Available for Sale Securities

One of the significant estimates related to avéldtr sale securities is the evaluation of investis 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-crediaitetl factors. The credit related component wiltdmognized as an other-than-temporary
impairment charge in non-interest income as a corapoof gain (loss) on securities, net. The nomltrelated component will be recorded as an
adjustment to accumulated other comprehensive iacoet of tax. If a determination is made that quity security is other-than-temporarily
impaired, the unrealized loss will be recognizedm®ther-than-temporary impairment charge in im@rest income as a component of gain (|
on securities, net.

The evaluation of securities for impairments isuamtitative 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 va@ugther-than-temporary include: (a) the lengthiroe and extent to which the fair value has
been less than cost or amortized cost and the Bsgheecovery period of the security, (b) the firiahcondition, 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 likelyrthrot that the Company will not be required to #&dl security. During 2011, the Company
recognized an other-than-temporary impairment émssquity securities of $148,000 due to the durnatiod severity of the impairment. At
December 31, 2011, the Company concluded thattimaining unrealized losses on available for satariiées were only temporarily impaired.

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 aygls; 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 leveltield 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 reverseddrctirrent period. Any interest subsequently ctdiéés credited to income in the period of
recovery only after the full principal balance le®n brought current. A loan is returned to accstetls when all amounts due have been rec
and the remaining principal balance is deemed ciifliie.

A loan is considered impaired when it is deemedbabbe that the Company will not collect all amouthie 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 D Impaired loans are individually assessedeterthine that the loas’carrying value is ne
in excess of the fair value of the collateral @& iresent value of the loan’s expected future fasls. Smaller
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balance homogeneous loans that are collectiveljpate for impairment, such as residential mortgagas and installment loans, are specific
excluded from the impaired loan portfolio, exceptan they are modified in a trouble debt restruotyri

Mortgage Loans Held for Sale

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

In determining whether to retain mortgages, managermonsiders 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 gaa an aggregate basis. Estimated market
is determined based on bid quotations from seesridealers.

Allowance for Loan Losses

The allowance for loan losses is a valuation actthat reflects probable incurred losses in tha Ipartfolio. The adequacy of the allowance for
loan losses is based on management’s evaluatitred@ompany’s past loan loss experience, knownrametent risks in the portfolio, adverse
situations that may affect the borrowsedgbility to repay, estimated value of any undedytollateral and current economic conditions. Aidds tc
the allowance arise from charges to operationsutffrahe provision for loan losses or from the rexgwf amounts previously charged-off. The
allowance is reduced by loan charge-offs. The Compaodified its charge-off policy in 2011 as debed below.

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 statigdual 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 Banks allowance for loan losses includes specific alioges and a general allowance, each updated cartedy basis. A specific allowan:

is determined for all loans which meet the defanitof an impaired loan where the value of the ulydes collateral can reasonably be evaluated
and where the Company has not already taken arinmtdarge-off. These are generally loans whichsaaired by real estate. The Bank obtains
an updated appraisal for all impaired loans sechyectal estate and collateral dependent residentiedégage loans greater than 90 days
delinquent. The appraisal is subsequently updatedally if the loan remains delinquent for an extesh period. The specific allowance, or gen
reserve allocation for collateral dependent residemortgage loans, represents the difference éetwihe Banls recorded investment in the lo
net of any interim charge-off, and the fair valddéhe collateral, less estimated disposal costgeAeral allowance is determined for all other
classified and non-classified loans. In determirtmgylevel of the general allowance, the Bank sedsie loan portfolio into various loan
segments and classes as follows:

Loan Portfolio Segmer Loan Clas:

Residential real estat - Loans originated by Bar
- Loans originated by mortgage comp:
- Loans originated by mortgage compé& nor-prime
- Residential constructic

Commercial real estat - Commercia

- Construction and lan
Consumer - Consumel
Commercial: - Commercia
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The mortgage company was shuttered by the Bank0@.2

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 loarussat 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 investmetité loan and the fair value of the collateraslestimated selling costs. For loans 90 days
delinquent not secured by real estate, the Bankiates the fair value of the collateral and thespeal guarantees, if any, and identifies an
estimated loss for the difference between the Bardc¢orded investment in the loan and the fairevalithe collateral, less estimated selling costs.
For loans which are not 90 days delinquent, a hcstbloss rate is determined for each loan segniemtletermine the loss rate, the Bank utiliz
rolling four quarter average of loan losses asragré of loan principal adjusted for the estimgteabability of default. The historical loss rate is
adjusted for certain environmental factors inclgdaurrent economic conditions, regulatory environtmical competition, lending personnel,
loan policies and underwriting standards, loaneevsystem, delinquency trends, loss trends, natudesolume of the loan portfolio and
concentrations of credit. Existing economic comditi which the Bank considered to estimate the alfme for loan losses include local trends in
economic growth, unemployment and real estate galue

During the fourth quarter of 2011, the Company rfiediits charge-off policy on problem loans secupgdeal estate. Historically, the Company
established specific valuation reserves for estihédsses for problem real estate related loansweeloans were deemed uncollectible. The
specific valuation reserves were based upon thmatsd fair value of the underlying collateral, dests to sell. The actual loan charge-off was
not recorded until the foreclosure process was ¢et@pUnder the modified policy, losses on loarsused by real estate are charged-off in the
period the loans, or portion thereof, are deemeaxllectible, generally after the loan becomes 12@sdlelinquent and a recent appraisal is
received which reflects a collateral shortfall. Thedification to the charge-off policy resultedadditional charge-offs in the fourth quarter of
2011 of $5.7 million. All of these charge-offs weiaely identified in previous periods in the Comg& allowance for loan losses process as a
specific valuation reserve and were included inGoenpany’s loss experience as part of the evalnatidhe allowance for loan losses.
Accordingly, the additional charge-offs did noteaff the Company’s provision for loan losses orimetme for 2011.

An overwhelming percentage of the Bank’s loan mdidf 97.1%, is secured by real estate whethertoffeur family, consumer or commercial.
Additionally, most of the Bank’s borrowers are ltahin Ocean and Monmouth Counties, New Jerseyttendurrounding area. These
concentrations may adversely affect the Bank’s loas experience should local real estate valuengefurther or should the markets served
continue to experience difficult economic condisdncluding increased unemployment.

Management believes the primary risk charactesgtic each portfolio segment are a continued dedlirthe economy generally, including
elevated levels of unemployment, a further dedlineal estate market values and possible incréaseterest rates. Any one or a combination of
these events may adversely affect the borroweibfyato repay the loans, resulting in increasetirdpiencies, loan charge-offs and future levels
of provisions. Accordingly, the Bank has provided lban losses at the current level to addressuhent risk in the loan portfolio.
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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 reviewBagk's allowance for loan losses. Such
agencies may require the Bank to recognize additiothe allowance based on their judgments alndotrhation available to them at the time of
their examination.

Reserve for Repurchased Loans

The reserve for repurchased loans relates to patéwgses on loans sold which may have to be @m@msaed due to a violation of representations
and warranties. Provisions for losses are chamegdin 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 exposatated 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.

Mortgage Servicing Rights, or MSR

The Company recognizes as a separate asset the togdervice mortgage loans, whether those rigitgsacquired 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 ofréutash 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 segyiee income. Fees earned for servicing loanseperted as income when the related
mortgage loan payments are collected.

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 lde &fareal estate owned are recorded as incurred.

Premises and Equipment

Land is carried at cost and premises and equiprirenitding leasehold improvements, are stated sitless 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&years; furniture, fixtures and other electooeguipment: 5 years; building improvements:
10 years; and buildings: 30 years. Repair and maartce 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 metbhbdccounting for income taxes. Under this mettiiderred tax assets and liabilities are
recognized for the future tax consequences ataiiatto differences between the financial staternamying amounts of existing assets and
liabilities and their respective tax bases. Defétex assets and liabilities are measured usingteddax 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 petfat includes the enactment date. Any interestpamalties on taxes payable are included as part
of the provision for income taxes.

Impact of New Accounting Pronouncements

Accounting Standards Update No. 2011-05, “Comprsiverincome” requires that all non-owner changestagckholders’ equity be presented in
either a single continuous statement of comprekieristome or in two separate but consecutive sttésn The option to present components of
other comprehensive income as part of the stateafaftanges in stockholders’ equity was eliminafdie standard is effective for fiscal years,
and interim periods within those years, beginnifigrdDecember 15, 2011 and is not expected to havaterial effect on the Company’s
consolidated financial statements.
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Accounting Standards Update No. 2011-04, “Fair ¥aleasurement, Amendments to achieve Common Faie\Wldeasurement and Disclosure
Requirements in U.S. GAAP and IFRSs” develops comneguirements for measuring fair value and focldsing information about fair value
measurements in accordance with U.S. Generally ptedeAccounting Principles (“GAAP”) and InternatariFinancial Reporting Standards
(“IFRSs”"). The amendments are effective for intedand annual periods beginning after December 151 20he adoption of this Accounting
Standard Update is not expected to have a maudfadt on the Company’s consolidated financialestegnts.

Accounting Standards Update No. 2011-03, “Recomatim of Effective Control for Repurchase Agreets&namends Topic 860 (Transfers and
Servicing) where an entity may or may not recogrizsale upon the transfer of financial assets stiljerepurchase agreements, based on wh

or not the transferor has maintained effective im@nin the assessment of effective control, AcamgStandard Update 2011-03 has removed the
criteria that requires transferors to have theitghiib repurchase or redeem the financial assewubstantially the agreed terms, even in the event
of default by the transferee. Other criteria aglie to the assessment of effective control havéeen changed. This guidance is effective for
prospective periods beginning on or after DeceniBeR011. Early adoption is prohibited. The adaptid this Accounting Standard Update is not
expected to have a material effect on the Comparorisolidated financial statements.

Accounting Standards Update No. 2011-02 amendscT2i® and clarifies the guidance on a creditorawation of whether it has granted a
concession, and whether a restructuring constitutesubled debt restructuring. The amendmentsisnupdate are effective for the first interim
annual period beginning on or after June 15, 2@, should be applied retrospectively to the bagmof the annual period of adoption. As a
result of applying these amendments, an entity itkewtify receivables that are newly considered iimgeh For purposes of measuring impairment
of those receivables, an entity should apply thermdments prospectively for the first interim or aahperiod beginning on or after June 15, 2011.
An entity should disclose the information which vaeserred by Accounting Standards Update No. 20iL1*Receivables (Topic 310): Deferral

the Effective Date of Disclosures about TroubledORestructuring” in Update No. 2010-20, for interand annual periods beginning on or after
June 15, 2011. The adoption of this Accounting &ath Update did not result in a material changlaéoCompany’s consolidated financial
statements.

Accounting Standards Update No. 2010-20, amends 38 Receivables) to require significant new disales about the credit quality of
financial receivables/loans and the allowance fedit losses. The objective of the new disclosisds improve financial statement users’
understanding of (1) the nature of an entity’s itrask associated with its financing receivablasd (2) the entity’s assessment of that risk in
estimating its allowance for credit losses, as aglthanges in the allowance and the reasonsdse tthanges. The disclosures are to be presente
at the level of disaggregation that managementwbes assessing and monitoring the portfolio’s sk performance (either by portfolio
segment or by class of financing receivables). fEggiired disclosures include, among other things|lorward of the allowance for credit losses
by portfolio segment, as well as information abeneidit quality indicators and modified, impairednraccrual and past due loans. The disclosures
related to period-end information (e.g., creditigyanformation and the ending financing receivebbalance segregated by impairment method)
will be required in all interim and annual repogtiperiods ending on or after December 15, 2010 ébser 31, 2010 for the Company).
Disclosures of activity that occurs during a repgtperiod (e.g., loan modifications and the rallifard of the allowance for credit losses by
portfolio segment) were required in interim or aanperiods beginning on or after December 15, A04Auary 1, 2011 for the Company). The
adoption of this Accounting Standards Update didrasult in a material change to the Company’s clidiated financial statements.
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Stock-based Compensation

The Company recognizes the grant-date fair valustaafk options and other stock-based compensasued to employees in the income
statement. The modified prospective transition métivas adopted and, as a result, the income statenotudes $549,000, $578,000, and
$481,000, respectively, of expense for stock opgiants for the years ended December 31, 2011, 20A@009, respectively. At December 31,
2011, the Company had $1.2 million in compensatiast related to non-vested awards not yet recodnifais cost will be recognized over the
remaining vesting period of 2.2 years.

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

2011 2010 2009
Risk-free interest rate 3.08% 3.3¢% 3.0&%
Expected option lift 7 year: 7 year: 7 year:
Expected volatility 2% 28% 25%
Expected dividend yiel 3.4% 4.8(% 4.9%
Weighted average fair value of an option sharetgchduring the yee $ 3.14 $ 1.84 $ 1.84
Intrinsic value of options exercised during therygathousands 10 — 7

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 incomeodinel comprehensive income (loss). Other compEherincome (loss) includes items
recorded directly in equity, such as unrealizedhgar losses on securities available for sale.

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 originatgativity was ceased, although the Bank
retained Columbi& loan servicing portfolio. The exit was due to significant operating losses incurred by Columibithe fourth quarter of 20(
and the first quarter of 2007 and was completear fioi the end of 2007. Occupancy expenses ford¢hesyended December 31, 2011, 2010 and
2009 include (benefit) expense of $(184,000), $a8d $593,000, respectively, for lease terminatimsts related to the exit activities.
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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 ssebses performance based on an ongoing revidwesd tommunity banking operations,
which constitute the only operating segment foaficial 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 outstgmdiirs 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, 2011, 2010 and 2009 (in
thousands):

Years Ended December ?

2011 2010 2009

Weighted average shares outstanding 18,82¢ 18,82: 13,40¢

Less: Unallocated ESOP sha (514 (549) (584)

Unallocated Incentive award shares and shareshyealigéferred compensation

plan (223 (132) (85)

Average basic shares outstand 18,19 18,14: 12,731
Add: Effect of dilutive securities

Incentive awards and shares held by deferred cosagpien plar 49 49 47

Average diluted shares outstand 18,24( 18,19: 12,78¢

For the years ended December 31, 2011, 2010 ar] 20®47,000, 1,854,000 and 1,626,000, respectiaalydilutive stock options were excluc
from earnings per share calculations.

(2) Regulatory Matters

Applicable regulations require the Bank to maintaimimum levels of regulatory capital. Under thgukations in effect at December 31, 2011,
Bank was required to maintain a minimum ratio eigille capital to total adjusted assets of 1.5%jr@mum ratio of Core capital to risk weigh
assets of 4.0%; and a minimum ratio of total (@d supplementary) capital to risk-weighted asse8s0%.

Under the regulatory framework for prompt correetaction, federal regulators are required to tateam supervisory actions (and may take
additional discretionary actions) with respectnouadercapitalized institution. Such actions ccudde a direct material effect on the institution’s
financial statements. The regulations establistaméwork for the classification of banking instituis into five categories: well-capitalized,
adequately capitalized, undercapitalized, signifisaundercapitalized, and critically undercapitall. Generally an institution is considered well
capitalized if it has a Tier 1 ratio of at leadd%; and a total risk-based capital ratio of atid@®s0%. At December 31, 2011 and 2010, the Bank
was considered well-capitalized.
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The following is a summary of the Bank’s actualitaipamounts and ratios as of December 31, 20112840 compared to the regulatory
minimum capital adequacy requirements and the atguyl requirements for classification as a welli@djzed institution (in thousands).

To be well capitalized

For capital adequacy under prompt
Actual Purpose: corrective actior
As of December 31, 201 Amount Ratio Amount Ratio Amount Ratio
Tangible capital $217,02. 9.41% $ 34,59¢ 1.5% $ — — %
Core capita 217,02: 9.41 92,24, 4.C 115,30¢ 5.C
Tier 1 risk-based capite 217,02: 15.4: 56,29¢ 4.0 84,44¢ 6.0
Total risk-based capite 230,82  16.4( 112,59¢ 8.C 140,74« 10.C
To be well capitalized
For capital adequacy under prompt
Actual Purpose: corrective actior
As of December 31, 201 Amount Ratio Amount Ratio Amount Ratio
Tangible capital $206,16: 9.1% $33,86¢ 15% $ — — %
Core capita 206,16: 9.1 90,31t 4.C 112,89: 5.C
Tier 1 risk-based capite 206,16: 14.4 57,45( 4.0 86,17 6.0
Total risk-based capite 219,39¢ 15.2 114,89¢ 8.C 143,62:  10.C

Applicable regulations impose limitations upondapital distributions by the Bank, such as divideadd payments to repurchase or otherwise
acquire shares. The Bank may not declare or pdydia&lends on or repurchase any of its shareswincon stock if the effect thereof would
cause stockholders’ equity to be reduced belowiegik regulatory capital maintenance requirementssuch declaration and payment would
otherwise violate regulatory requirements.

(3) Investment Securities Available for Sale

The amortized cost and estimated market valuewafsiment securities available for sale at Decer@heR011 and 2010 are as follows (in
thousands):

December 31, 201

Gros's

Unrealize Gross Estimated

Amortized Unrealizec Market

Cost Gains Losses Value
U.S. agency obligations $102,05¢ $ 76C $ (43 $102,77¢
State and municipal obligatiol 18,52¢ 26 (8) 18,54+
Corporate debt securitit 55,00( — (15,55)) 39,44¢
Equity investment 4,29/ 25C (34) 4,51(

$179,87¢ $ 1,03¢ $(15,63¢) $165,27¢

December 31, 201

Gros's

Unrealize: Gross Estimated

Amortized Unrealizec Market

Cost Gains Losses Value
U.S. agency obligations $ 41,14¢ $ 4 $ (55 $ 41,13:
State and municipal obligatiol 10,69( — (75) 10,61t
Corporate debt securitit 55,00( — (15,149 39,85¢
Equity investment 37C — (55) 31t

$107,20¢ $ 41 $(15329  $ 91,91

There were no gains realized during 2011, 20102009 on the sale of investment securities availtdlesale. Realized losses during 2011, 2010
and 2009 on the sale of investment securitiesedt®t0-, $-0-, and $4,000, respectively. During2ahe Company recognized an other-than-
temporary impairment loss on equity securities b&000.
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The amortized cost and estimated market valuevafstment securities available for sale, excludiggjty investments, at December 31, 2011 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, 2011, investreecurities available for sale with an
amortized cost and estimated market value of $8500@ and $39,449,000, respectively, were callpbte to the maturity date.

Estimated
Amortized Market
Cost Value
Less than one year $ 27,927 $ 27,96(
Due after one year through five ye 92,65¢ 93,36(
Due after five years through ten ye — —
Due after ten yeal 55,00( 39,44¢

$175,58! $160, 76!

The estimated market value (carrying amount) oéstment securities pledged as required securitgdposits and for other purposes required by
law amounted to $64,219,000 and $31,163,000 atkee31, 2011 and 2010, respectively.

The estimated market value and unrealized losmi@stment securities available for sale at Decerlhe2011 and 2010, segregated by the
duration of the unrealized loss are as followgffmusands):

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 obligations $20,797 $ (43 $ — $ — $20,791 $ (43
State and Municipal obligatior 421 Q) 1,93t @) 2,35¢ (8)
Corporate debt securitit — — 39,44¢ (15,55)) 39,44¢ (15,557
Equity investment 1,46¢ (34) — — 1,46¢ (34)

$22,67. $ (78 $41,38¢ $(1555¢( $64,060 $(15,636)

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 obligations $20,74. $ (55 $ — $ — $20,74: $ (55
State and Municipal obligatior 9,73¢ (75) — — 9,73¢ (75)
Corporate debt securitit — — 39,85¢ (15,149 39,85¢ (15,14
Equity investment 104 (16) 211 (39) 31E (55)

$30,58¢ $ (146) $40,060 $(15,18) $70,65! $(15,329
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At December 31, 2011, 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 Capital $ 15,00( $ 10,80: Bal/BB+
Chase Capite 10,00( 6,852 A2/BBB
Wells Fargo Capite 5,00(C 3,68¢ A3/A-
Huntington Capita 5,00(¢ 3,791 Baa3/BBH+
Keycorp Capita 5,00( 3,70z Baa3/BBE-
PNC Capita 5,00( 3,68: Baa2/BBE
State Street Capiti 5,00(C 3,761 A3/BBB+
SunTrust Capits 5,00(C 3,16/ Baa3/BBH+

$ 55,00( $ 39,44¢

At December 31, 2011, the market value of eacharatp debt security was below cost. The corporabd securities are issued by other financial
institutions with credit ratings ranging from a higf A2 to a low of BB+ as rated by one of the intionally-recognized credit rating services.
These floating-rate securities were purchased duhia period May 1998 to September 1998 and haidecoapon interest continuously since
issuance. Floating-rate debt securities such a&thay a fixed interest rate spread over 90-dayDRBIn recent years, the required spread
increased for these types of securities causirgchng in the market price. The Company concludhed tinrealized losses on available for sale
securities were only temporarily impaired at Decenil, 2011. In concluding that the impairmentseaanly temporary, the Company conside
several factors in its analysis. The Company ntitatieach issuer made all the contractually duengays when required. There were no defaults
on principal or interest payments and no interagnpents were deferred. All of the financial indiitns were also considered well-capitalized.
Based on management’s analysis of each indivice@lrity, the issuers appear to have the abilitpéet debt service requirements for the
foreseeable future. Furthermore, although thesesimvent securities are available for sale, the Goygloes not have the intent to sell these
securities and it is more likely than not that @@mpany will not be required to sell the securitieise Company has held the securities
continuously since 1998 and expects to receivieliitprincipal at maturity in 2028 or prior if caltl by the issuer. The Company has historically
not actively sold investment securities and hasutibzed the securities portfolio as a sourceigfiidity. The Companys long range liquidity plar
indicate adequate sources of liquidity outsidestheurities portfolio.

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 leasy plue to the illiquidity caused by market
disruptions. Since that time markets have staldlzartly due to steps taken by the U.S. Treashe/Federal Reserve Board, the Federal Deposit
Insurance Corporation and foreign central bankes$tore liquidity and confidence in the capital kets. Each of these issuers has been able to
raise capital in recent years and the fair valde¢base securities have increased since the loacheal in the second half of 2008.

Due to the reasons noted above, especially théneomg restoration of the capital markets, the ioyad valuation of the corporate securities
portfolio from the 2008 lows, the capital positiohthe issuers and the uninterrupted payment afatractually due interest, management has
determined that only a temporary impairment existeBecember 31, 2011.
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(4) Mortgage-Backed Securities Available for Sale

The amortized cost and estimated market value ofgage-backed securities available for sale at Bddee 31, 2011 and 2010 are as follows (in
thousands):

December 31, 201

Gross Gross
Unrealize Unrealize Estimated
Amortized Market
Cost Gains Losses Value
FHLMC $ 74,15¢ $ 95C $ (49 $ 75,057
FNMA 279,41 9,36¢ (21) 288,76:
GNMA 93t 177 — 1,112

$354,50:  $1049¢ $ (69  $364,93

December 31, 201

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

$335,28( $590: $ (13)  $341,17!

There were no gains or losses realized on theo$a®rtgage-backed securities available for satindu2011, 2010 or 2009.

The contractual maturities of mortgage-backed stesiiavailable for sale are generally 15 yearoger at purchase; however, the effective lives
are expected to be shorter due to principal preaysn Due to the low interest rate environment @yegent levels accelerated in 2011 and 2010.

The estimated market value (carrying amount) oftgage-backed securities pledged as required sgdaritleposits and for other purposes
required by law amounted to $264,323,000 and $Z&000 at December 31, 2011 and 2010, respectiVhly estimated market value (carrying
amount) of mortgage-backed securities pledged kest@al for reverse repurchase agreements amotot®ds5,181,000 and $77,163,000 at
December 31, 2011 and 2010, respectively.

The estimated market value and unrealized losmfotgagebacked securities available for sale at DecembgP@11 and 2010, segregated by
duration of the unrealized loss are as followgmusands):

December 31, 201

Less than 12 montt 12 months or longe Total
Estimate:
Estimatec Unrealize Unrealizet Estimatec Unrealizet
Market Market Market
Value Losses Value Losses Value Losses
FHLMC $24,66: $ (49 $ — $ — $24,66: $ (498
FNMA 15,34¢ (21) — — 15,34¢ (21)
$4001C $ (69 $ — $ — $40,01C $ (89
December 31, 201
Less than 12 montt 12 months or longe Total
Estimate:
Estimatec Unrealize( Unrealize« Estimatec Unrealize«
Market Market Market
Value Losses Value Losses Value Losses
FHLMC $498. $ (13 $ — $ — $498. $ (13
$498. $ (13 $ — $ — $498:. $ (13

The mortgage-backed securities are issued andgearhby either FHLMC or FNMA, corporations whiate @hartered by the United States
Government and whose debt obligations are typicaligd AA+ by one of the internationally recognizddit rating services. FHLMC and
FNMA have been under the conservatorship of theefdHousing Financial Agency since September 882The conservatorships have no
specified termination date. Also, FHLMC and FNMAvbantered into Stock Purchase Agreements, whitdwimg the issuance of Senior
Preferred Stock and Warrants to the United Stateastiry, provide FHLMC and FNMA funding commitmefrtsm the United States Treasury.
The Company considers the unrealized
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losses to be the result of changes in interess rabéch over time can have both a positive and tnganpact on the estimated market value of
mortgage-backed securities. Although these mortfpag&ed securities are available for sale, the Gompuloes not intend to sell the securities
and it is more likely than not that the Companyl wilt be required to sell the securities befor@vecy of their amortized cost. As a result, the
Company concluded that unrealized losses on thesikable for sale securities were only temporairityaired at December 31, 2011.

(5) Loans Receivable, Net
A summary of loans receivable at December 31, 201112010 follows (in thousands):

December 31

2011 2010
Real estate mortgag
One-to-four family $ 873,25 $ 948,38
Commercial real estate, mi-family and lanc 460,72! 435,12°
Residential constructic 6,657 13,74¢
1,340,63! 1,397,26.
Consume 192,91¢ 205,72¢
Commercia 45,88¢ 76,69:
Total loans 1,579,44. 1,679,68:
Loans in proces (2,559 (4,055
Deferred origination costs, n 4,36¢ 4,86:
Allowance for loan losse (18,230 (19,700
(16,427 (18,899
$1,563,01! $1,660,78!

At December 31, 2011, 2010 and 2009 loans in theuatnof $44,008,000, $37,537,000, and $28,320 @pectively, were three or more mor
delinquent or in the process of foreclosure andbmpany was not accruing interest income on tleeses. There were no loans ninety days or
greater past due and still accruing interest. Naori&al loans include both smaller balance homogehmans that are collectively evaluated for
impairment and individually classified impaired hsa

The Company defines an impaired loan as all nonsatcommercial real estate, muldimily land, construction and commercial loansoess o
$250,000. Impaired loans also include all loansifietias troubled debt restructurings. At Decenier2011, the impaired loan portfolio totaled
$28,491,000 for which there was a specific allarath the allowance for loan losses of $2,165,8a@ecember 31, 2010, the impaired loan
portfolio totaled $19,191,000 for which there waspacific allocation in the allowance for loan les®f $2,667,000. The average balance of
impaired loans for the years ended December 311,,201110 and 2009 was $25,472,000, $16,342,000 /789,000, respectively. If interest
income on non-accrual loans and impaired loansblead current in accordance with their original ®rapproximately $2,125,000, $1,467,000
and $1,441,000 of interest income for the yeargdridecember 31, 2011, 2010 and 2009, respectiwelyld have been recorded. At

December 31, 2011, there were no commitments thaelditional funds to borrowers whose loans ampoim-accrual status.

An analysis of the allowance for loan losses ferykars ended December 31, 2011, 2010 and 208%adl@vs (in thousands):

Years Ended December

2011 2010 2009

Balance at beginning of year $19,70( $14,72: $11,66¢
Provision charged to operatio 7,75( 8,00( 5,70(
Charg-offs (9,249 (3,276) (2,68¢)
Recoveries 29 253 46
Balance at end of ye: $18,23( $19,70( $14,72:
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The following table presents an analysis of thevadince for loan losses for the year ended DeceBihe2011, the balance in the allowance for
loan loses and the recorded investment in loansobijolio segment and based on impairment methaaf 82cember 31, 2011 and 2010 (in

thousands):

For the year ended December 31, 2
Allowance for loan losse:!
Balance at beginning of ye
Provision (benefit) charged to operatic
Charge-offs
Recoveries

Balance at end of ye:

December 31, 201
Allowance for loan losse:
Ending allowance balance attributed to lo¢
Individually evaluated for impairmel
Collectively evaluated for impairme

Total ending allowance balan

Loans:
Loans individually evaluated for impairme
Loans collectively evaluated for impairme
Total ending loan balanc

December 31, 201
Allowance for loan losse:
Ending allowance balance attributed to lo¢
Individually evaluated for impairmel
Collectively evaluated for impairme

Total ending allowance balan

Loans:
Loans individually evaluated for impairme
Loans collectively evaluated for impairme
Total ending loan balanc

Commercia
Residential
Real Estat Real Estat Consume Commercie Unallocater Total
$ 5977 $ 6,837 $ 326/ $ 96z $ 2,66(C $ 19,70(
4,02¢ 3,93¢ 177 24E (639 7,75
(4,649 (2,30]) (1,98:) (323) — (9,249
11 — 2 16 — 29
$ 537 $ 847/ $ 1461 $ 90C $ 2,028 $ 18,23(
$ 45 $ 197¢ $ 142 $ — $ — $ 216¢
5,32 6,49¢ 1,31¢ 90C 2,02t 16,06¢
$ 537( $ 847« $ 1,461 $ 90C $ 2,028 $ 18,23(
$16,90: $10,17¢ $ 8¢ $ 552 $ — $ 28,49
863,00¢ 450,54° 192,05¢ 45,335 — 1,550,95.
$879,91( $460,72! $192,91¢ $4588¢ $ — $1,579,44.
$ 43¢ $ 1,98 $ 242 $ — $ — $ 2,661
5,541 4,84¢ 3,021 962 2,66( 17,03:
$ 5977 $ 68371 $ 3,26¢ $ 96z $ 2,66( $ 19,70(
$1419 $ 467 $ 322 $ — $ — $ 1919
947,94 430,45- 205,40 76,69: — 1,660,49!
$962,13° $435,12° $205,72! $76,69: $ — $1,679,68:
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A summary of impaired loans at December 31, 20012010 is as follows (in thousands):

December 31

2011 2010
Year-end impaired loans with no allocated allowafozdoan losses $19,18¢ $10,53¢
Year-end impaired loans with allocated allowance fonlt@sses 9,30¢ 8,651

$28,49: $19,19:

Amount of the allowance for loan losses allocz $ 2,16¢ $ 2,667

At December 31, 2011, impaired loans include tredldebt restructuring loans of $27,609,000 of wi§itB,118,000 were performing in
accordance with their restructured terms and weceuing interest. At December 31, 2010, impaireghiinclude troubled debt restructuring Ic
of $15,847,000 of which $12,529,000 were performimgccordance with their restructured terms antevagcruing interest.

The summary of loans individually evaluated for awment by class of loans for the year ended Deeerdb, 2011 and as of December 31, 2011
and 2010 follows (in thousands):

Allowance fo
Unpaid Average Interest
Principal Recorded Loan Losses Recorded Income
Balance Investmer Allocated Investmer Recognize
Year ended and as of December 31, 2
With no related allowance recorde
Residential real estat
Originated by Ban| $ 9,491 $ 9,247 $ — $ 9,17( $ 38:
Originated by mortgage compa 4,80 4,771 — 4,46¢ 21¢
Originated by mortgage compa- nor-prime 2,794 2,49¢ — 2,46¢ 1
Commercial real estat
Commercia 1,43¢ 1,40¢ — 1,55¢ 35
Construction and lan — — — — —
Consumel 74z 717 — 652 34
Commercia 55¢ 552 — 28¢ 8
$19,82¢ $19,18¢ $ — $18,60! $ 67¢
With an allowance recorde
Residential real estat
Originated by Banl $ — $ — $ — $ — $ —
Originated by mortgage compa 40z 39C 45 321 13
Originated by mortgage compa- nor-prime — — — — —
Commercial real estat
Commercia 9,10¢ 8,77: 1,97¢ 5,63: 96
Construction and lan — — — 85¢€ —
Consume| 142 142 142 61 6
Commercia — — — — —

$ 9,64¢ $ 9,30¢ $ 216t $ 6,871 $ 11F
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Allowance fo
Unpaid
Principal Recorded Loan Losses
Balance Investmer Allocated
December 31, 20:
With no related allowance recorde
Residential real estat
Originated by Ban| $ 4,77 $ 4,65( $ —
Originated by mortgage compa 3,46¢ 3,44: —
Originated by mortgage compa- nor-prime 2,461 2,441 —
Commercial real estat
Commercia — — —
Construction and lan — — —
Consumel — — —
Commercia — — —
$10,70( $10,53¢ $ —

With an allowance recorde
Residential real estat
Originated by Banl $ 3,67¢ $ 3,66: $ 43¢
Originated by mortgage compa — — —
Originated by mortgage compa- nor-prime — — —
Commercial real estat

Commercia 2,10¢ 2,10¢ 98¢
Construction and lan 2,56¢ 2,56¢ 1,00(¢
Consumel 331 322 242
Commercia — — —
$ 8,67¢ $ 8,657 $ 2,667

The following table presents the recorded investritenon-accrual loans by class of loans as of Ddmr 31, 2011 and 2010(in thousands):

December 31

2011 2010
Residential real estat
Originated by Ban| $15,87: $14,22"
Originated by mortgage compa 9,76¢ 8,48(
Originated by mortgage compa- nor-prime 3,551 3,87(
Residential constructic 43 36¢&
Commercial real estat
Commercia 10,55: 3,28(
Construction and lan — 2,56¢
Consumel 3,65: 4,62¢
Commercia 567 117

$44,00¢ $37,53:

As used in these footnotes, loans “Originated bytgage company” are mortgage loans originated utideBank’s underwriting guidelines by
the Bank’s shuttered mortgage company, and retaisqahirt of the Bank’s mortgage portfolio. Thesmbhave significantly higher delinquency
rates than similar loans originated by the Bankano“Originated by mortgage company — non-prime”sarbprime or Alt-A loans which were
originated for sale into the secondary market.
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The following table presents the aging of the rdedrinvestment in past due loans as of Decembet@1, and 2010 by class of loans (in

thousands):

December 31, 201
Residential real estat
Originated by Banl|
Originated by mortgage compa
Originated by mortgage compa- nor-prime
Residential constructio
Commercial real estat
Commercia
Construction and lan
Consumel
Commercia

December 31, 201
Residential real estat
Originated by Banl
Originated by mortgage compa
Originated by mortgage compa- nor-prime
Residential constructio
Commercial real estat
Commercia
Construction and lan
Consumel
Commercia

Greater
30-59 60-89 than
Days Days 90 Days Total Loans Not
Past Due Past Du Past Due Past Due Past Due Total
$ 6,44¢ $2,02¢ $14,49. $22,96¢ $ 704,92! $ 727,88¢
4,26¢ 1,22¢ 8,71( 14,20: 126,28t 140,49:
59 — 3,551 3,61( 1,26¢ 4,87:
— — 43 43 6,61 6,657
7 74€ 37z 1,12¢ 442,32, 443,44¢
— — — — 17,27 17,27
2,37¢ 312 3,127 5,81/ 187,10 192,91¢
— — 15 15 45,87 45,88¢
$13,15¢  $4,31C $30,31( $47,77¢ $1,531,66  $1,579,44.
$583: $ 87t $13,21¢ $19,927 $ 759,96t $ 779,89:
3,39¢ 1,08¢ 7,752 12,23« 149,47( 161,70
953 1,53 3,24( 5,72t 1,067 6,79z
— — 36¢& 368 13,38( 13,74¢
87C — 2,611 3,481 406,54¢ 410,03(
— — 2,56¢ 2,56¢ 22,52¢ 25,09,
2,03¢ 241 4,09:¢ 6,37( 199,35! 205,72!
— — 117 117 76,57¢ 76,69:
$13,097 $3,731 $33,96¢ $50,797 $1,628,891 $1,679,68

The Company categorizes all commercial and comrmalereal estate loans into risk categories basaglenant information about the ability of
borrowers to service their debt such as: currerarftial information, historical payment experiemredit documentation and current economic
trends, among other factors. This analysis is peréd on a quarterly basis. The Company uses tlawfiolg definitions for risk ratings:

Special Mention. Loans classified as special marttiave a potential weakness that deserves managsmlese 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 thadijdize 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 feaknesses inherent in those classified as sulasthnwith the added characteristic that
the weaknesses make collection or liquidation I un the basis of currently existing facts, cdimtis, and values, highly questionable and

improbable.
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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 homogesédmans. As of December 31, 2011 and 2010, anedbas the most recent analysis
performed, the risk category of loans by clas®ahk is as follows (in thousands):

Special
Pass Mention Substandat Doubtful Total
December 31, 201
Commercial real estat
Commercia $416,70¢ $ 2,32¢ $ 24,41 $ — $443,44¢
Construction and lan 15,07¢ 2,19¢ — — 17,277
Commercia 41,58¢ — 4,232 68 45,88¢

$47337. $ 4527 $2864° $ 68 $506,61

December 31, 201
Commercial real estat

Commercia $376,90: $10,85¢ $ 22,27: $ — $410,03(
Construction and lan 22,52¢ — 1,10C 1,46¢ 25,097
Commercia 71,797 1,974 2,921 — 76,69:

$471,22° $12,83( $ 26,29! $1,46¢ $511,81¢

For residential and consumer loan classes, the @oyngvaluates credit quality based on the agingstaf the loan, which was previously
presented, and by payment activity. The followialglé presents the recorded investment in residemtéhconsumer loans based on payment
activity as of December 31, 2011 and 2010 (in thads):

Residential Real Esta

Originated b
Originated b
mortgage
Originated mortgage company — Residentia

by Bank company nor-prime constructiol Consume|
December 31, 201
Performing $712,01! $ 130,72: $ 1,32% $ 6,61 $189,26!
Non-performing 15,87« 9,76¢ 3,551 43 3,65¢

$727,88¢ $ 140,49: $ 487 $ 6,65i $192,91¢

December 31, 201

Performing $765,66t $ 153,22: $ 2,92 $ 13,38( $201,09¢

Non-performing 14,22% 8,48( 3,87( 36€ 4,62¢€
$779,89: $ 161,70: $ 6,792 $ 13,74¢ $205,72!

The Company classifies certain loans as troubléxd @estructurings (“TDR”) when credit terms to atwover in financial difficulty are modified.
The modifications may include a reduction in rateextension in term and/or the capitalizationasdtglue amounts. Included in the non-accrual
loan total at December 31, 2011, 2010 and 2009 $&4¢491,000, $3,318,000 and $1,592,000 respegtigétroubled debt restructurings. At
December 31, 2011, 2010 and 2009 the Company hasitd $1,985,000, $569,000 and $175,000, resjedgtiof specific reserves to loans
which are classified as troubled debt restructwimdpnaccrual loans which become troubled debt restringarare returned to accrual status ¢
six months of performance. In addition to the tdedbdebt restructurings included in non-accruahfgpahe Company also has loans classified as
troubled debt restructuring which are accruing ec&mber 31, 2011, 2010 and 2009 which totaled $8300, $12,529,000 and $8,723,000,
respectively. Troubled debt restructurings withmianths of performance are considered in the alhmedor loan losses similar to other
performing loans. Troubled debt restructurings \whace non-accrual or classified are consideretiératiowance for loan losses similar to other
non-accrual or classified loans.

The Company adopted Accounting Standards Updat@0ldl-02 which clarified the guidance on a crediteraluation of whether it has granted
a concession and whether a restructuring constisuteoubled debt restructuring. The adoption efAlscounting Standards Update did not result
in a material change to the Company’s consolidéitethcial statements.
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The following table presents information about biga debt restructurings which occurred duringybar ended December 31, 2011 and troubled
debt restructurings modified within the previousyand which defaulted during the year ended Deeerdb, 2011 (in thousands):

Pre- Post-
Numbe maodificatior modificatior
of Recorded Recorded
Loans Investmen Investmen
Year ended December 31, 2C
Troubled Debt Restructuring
Residential real estat
Originated by Ban| 15 $ 2,84: $ 2,71¢
Originated by mortgage compa 8 1,98¢ 1,97:
Commercial real estat
Commercia 7 9,12¢ 8,76~
Consumel 3 39t 381
Commercia 1 302 29¢€
Numbe
of Recorded
Loans Investmen
Troubled Debt Restructuring
Which Subsequently Defaulte:
Residential real estat
Originated by Ban| 1 $ 69F
Commercial real estat
Commercia 1 611

The Bank’s mortgage loans are pledged to secureBFktlvances.

(6) Servicing Asset
An analysis of the servicing asset for the yeadedrDecember 31, 2011, 2010 and 2009 is as fol{owbousands):

Years Ended December &

2011 2010 2009

Balance at beginning of year $ 5,65:¢ $6,51¢ $7,22¢
Capitalized mortgage servicing rigt 1,03¢ 1,15¢ 1,66(
Amortization (1,859 (2,019 (2,117
Impairment — — (263)
Balance at end of ye: $ 4,83¢€ $ 5,658 $6,51¢F

Loans serviced for others amounted to $878,462a0@0$913,778,000 at December 31, 2011 and 201tecteeely, all of which relate to
residential loans. At December 31, 2011, the sengiasset had an estimated fair value of $7,156a0@0was valued based on expected future
cash flows considering a weighted average discatatof 9.6%, a weighted average constant prepayratnon mortgages of 14.4% and a
weighted average life of 6.3 years. At December2B10, the servicing asset had an estimated faiewa $8,611,000 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
11.9% and a weighted average life of 7.4 yearfA3ecember 31, 2011, estimated future servicingrézation through 2016 based on the
prepayment assumptions utilized in the DecembeR@11 valuation, is as follows: $1,434,000 for 208,069,000 for 2013, $773,000 for 2014,
$529,000 for 2015 and $365,000 for 2016. Actualiteswill vary depending upon the level of repayitsesn the loans currently serviced.
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(7) Interest and Dividends Receivable

A summary of interest and dividends receivable e¢énber 31, 2011 and 2010 follows (in thousands):

Loans
Investment securitie
Mortgage-backed securitie

(8) Premises and Equipment, Net

December 31

2011 2010
$4,86¢  $5,171
56¢ 23€
994 1,03
$6,43:  $6,44¢

Premises and equipment at December 31, 2011 arii&@lsummarized as follows (in thousands):

Land

Buildings and improvemen

Leasehold improvemen

Furniture and equipme

Automobiles

Construction in progres

Total

Accumulated depreciation and amortizat

(9) Deposits

Deposits, including accrued interest payable of 820 and $33,000 at December 31, 2011 and 201@ectgely, are summarized as follows (in

December 31

2011 2010
$ 4,25¢ $ 4,25¢
25,32¢ 24,00¢
2,11¢ 2,07¢
19,05¢ 18,26(
25¢ 34z
80 117
51,09( 49,05
(28,83) (26,562)
$ 22,25¢ $ 22,48¢

thousands):
December 31
2011 2010
Weightec Weightec
Average Average
Amount Cost Amount Cost

Non-interest-bearing accounts $ 142,43t — % $ 126,42 — %

Interes-bearing checking accour 942,40:. .31 920,32 .68

Money market deposit accour 123,10! .3C 108,42: 41

Savings accoun! 229,24 .18 223,65( .36

Time deposit: 268,89! 1.74 285,14« 1.81
$1,706,08: 49% $1,663,96! .76%

Included in time deposits at December 31, 201124, respectively, is $77,053,000 and $72,254i0@e@posits of $100,000 and over.

Time deposits at December 31, 2011 mature as fell@wthousands):

Year Ended December 3
2012

2013

2014

2015

2016

Thereaftel

84

$180,79(
22,04¢
12,31
12,63
24,65¢
16,46¢
$268,89¢
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Interest expense on deposits for the years endedrblger 31, 2011, 2010 and 2009 is as follows @ushands):

Years Ended December

2011 2010 2009
Interest-bearing checking accounts $ 4,624 $ 6,41¢ $ 7,057
Money market deposit accour 454 597 67¢
Savings accoun! 481 1,732 1,974
Time deposit: 4,84 5,59: 8,32:¢

$10,40: $14,34( $18,03:

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

December 31

2011 2010
Weightec Weightec
Average Average
Amount Rate Amount Rate
Federal Home Loan Bank advances $266,00( 2.3% $265,00( 2.8€%
Securities sold under agreements to repurc 66,10! 31 67,86¢ .46
Other borrowing: 27,50( 2.8t 27,50( 2.7¢
$359,60: 2.01% $360,36: 2.4(%

Information concerning Federal Home Loan Bank (“B4ladvances and securities sold under agreemem&ptirchase (“reverse repurchase

agreements”) is summarized as follows (in thousands

Reverse

FHLB Repurchase
Advances Agreement
2011 2010 2011 2010
Average balanc $270,74: $358,35: $70,98: $70,98:
Maximum amount outstanding at any month 291,60( 521,00( 75,51« 75,107
Average interest rate for the ye 2.4% 2.41% 4C% .61%
Amortized cost of collatera
Mortgage-backed securitie — — 72,04¢ 74,93
Estimated market value of collater
Mortgage-backed securitie — — 75,18 77,16

The securities collateralizing the reverse repusehagreements are delivered to the lender with wésach transaction is executed or to a third
party custodian. The lender, who may sell, loantbherwise dispose of such securities to otherggiti the normal course of their operations,

agrees to resell to the Company substantially &ineessecurities at the maturity of the reverse @age agreements. (See notes 3 and 4.)
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FHLB advances and reverse repurchase agreemergsbatractual maturities at December 31, 2011 l&safe (in thousands):

Reverse
Repurchas
FHLB

Year Ended December & Advances Agreement

2012 $ 41,00( $ 66,10:
2013 66,00( —
2014 55,00( —
2015 84,00( —
2016 20,00( —

$266,00( $ 66,10:

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 6.38&6rued interest is due quarterly with princidake at the maturity date of November 23, 2015.

Interest expense on borrowings for the years efs@mber 31, 2011, 2010 and 2009 is as followthfnsands):

Years Ended December &

2011 2010 2009
Federal Home Loan Bank advan $6,57- $8,62¢ $10,77:
Securities sold under agreements to repurc 28¢ 434 58¢
Other borrowing 804 85C 1,00¢

$7,65¢ $9,91: $12,36¢

All FHLB advances are secured by the Bank’s morgagns, mortgage-backed securities and FHLB stska member of the FHLB of New
York, the Bank is required to maintain a minimunaéatment in the capital stock of the FHLB, at cosgn amount equal to 0.20% of the Bank’s
mortgage-related assets, plus 4.5% of the specifikee of certain transactions between the Bankth@d-rHLB.

(11) Income Taxes
The provision (benefit) for income taxes for thagseeended December 31, 2011, 2010 and 2009 coosists following (in thousands):

Years Ended December &

2011 2010 2009
Current:

Federal $12,45: $13,61¢ $ 9,63¢
State 1,83¢ 1,33¢ 1,474
Total curren 14,28¢ 14,951 11,11(C

Deferred:
Federal (2,15)) (3,055 (1,780
State (662) (1,495 (17%)
Total deferrec (2,819 (4,550 (1,955

$11,47: $10,40] $ 9,15¢

Included in other comprehensive income is incomeetgense attributable to net unrealized gainsecnrities available for sale arising during the
year in the amount of $2,135,000, $3,478,000 an80B1000 for the years ended December 31, 2011 280d 2009, respectively. Included in
stockholders’ equity is income tax benefit (expgragtributable to stock plans in the amount of 3,800, $(23,000) and $150,000 for the years
ended December 31, 2011, 2010 and 2009, 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, 20110 2ad 2009 is as follows (in thousands):

Income before provision for income taxes

Applicable statuton
Federal income tax ra

Computec“expecte” Federal income tax expen

Years Ended December &

2011
$32,21¢

35.(%
$11,27¢

Increase (decrease) in Federal income tax expesséing from:

ESOP
ESOP dividend

Earnings on life insuranc
State income taxes net of Federal ber

56

(232)

(410)
762

Reversal of valuation allowance on state deferagenefi —

Other items, ne

22
$11,47:

2010
$30,77¢

35.(%

$10,77:

43
(23¢)
(295)

921
(922)
11¢
$10,40’

2009
$24,80¢

35.(%

$ 8,68¢

41

(374)

(292)
844

258
$ 9,15¢

Included in other assets at December 31, 2011 ah@ & a net deferred tax asset of $13,501,00048¢823,000, respectively.
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The tax effects of temporary differences that gise to significant portions of the deferred tagets and deferred tax liabilities at December 31,
2011 and 2010 are presented in the following téhléhousands):

December 31

2011 2010
Deferred tax asset
Allowance for loan losse $ 9,85: $ 8,047
Reserve for repurchased lo¢ 28¢ 33C
Valuation allowances for repurchased lo 77 94
Reserve for uncollected intere 1,371 1,03(
Otherthar-temporary impairment loss on investment secur 52 —
Incentive compensatic 1,18: 1,05¢
Deferred compensatic 72€ 74¢
Other reserve 64 40
Stock plans 1,082 1,04¢
ESOP 30 —
Unrealized loss on securities available for 1,70¢ 3,84(
Intangible assel 17t 241
Lease termination cos — 284
Real estate owne 162 18t
State alternative minimum te 1,16( 1,16(
Total gross deferred tax ass 17,92¢ 18,10¢
Less valuation allowanc — —
Deferred tax assets, r 17,92¢ 18,10¢
Deferred tax liabilities
Excess servicing on sale of mortgage la (339 (607)
Investments, discount accreti (46°) (434)
Deferred loan and commitment costs, (1,74 (2,009
ESOP — (24)
Premises and equipment, differences in depreci (811) (715)
Undistributed REIT incom (1,067) (1,500
Total deferred tax liabilitie (4,427) (5,285)
Net deferred tax asse $13,50! $12,82:

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 mikedyl than not that the Bank, based on anticipateahges to its corporate structure, would not
have sufficient earnings to realize the benefitD&tember 31, 2010, the Company determined thedst“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 284d@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 berediignized 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. At December 31, 2001, 2010 and 2009 the @ompetermined that it is not required
to establish a valuation reserve for the remaimieigdeferred tax asset since it is “more likelynthat” that the net deferred tax assets will be
realized through future reversals of existing td@abmporary differences, future taxable income t@xdplanning strategies. The conclusion that it
is “more likely than not” that the remaining nefeleed tax assets will be realized is based orhistery of earnings and the prospects for
continued growth. Management will continue to rewvthe tax criteria related to the recognition ofedeed tax assets.

Retained earnings at December 31, 2011 includemzippately $10,750,000 for which no provision facome tax has been made. This amount
represents an allocation of income to bad debtctezhs for tax purposes only. Events that wouldites 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, 2011 the Company had an unrecognéfedred tax liability of $4,391,000 with respectliis reserve.

There were no unrecognized tax benefits for thesyeaded December 31, 2011, 2010 and 2009. Theets that remain subject to examination
by the Federal government include the year endegmber 31, 2008 and forward. The tax years thadiresubject to examination by the States
of New Jersey and New York include the years erdeckmber 31, 2007 and forward.
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(12) Employee Stock Ownership Plan

As part of its mutual to stock conversion, the Bastablished an Employee Stock Ownership Planm@806 the Bank established a Matching
Contribution Employee Stock Ownership Plan (colledy the “ESOP”) to provide retirement benefits &igible employees. All full-time
employees are eligible to participate in the ES@€ éhey attain age 21 and complete one yearrmfaeduring which they work at least 1,000
hours. ESOP shares are allocated among participarttse basis of compensation earned during the f@aployees are fully vested in their ES
account after the completion of five years of ciedliservice or completely if service was terminated to death, retirement, disability, or change
in control of the Company. ESOP participants atéled to receive distributions from the ESOP aaaoanly upon termination of service, which
includes retirement and death except that a ppatitimay elect to have dividends distributed aash @ayment on a quarterly basis.

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

May 12, 1998, the initial loan agreement was amérdellow the ESOP to borrow an additional $8,200,in order to fund the purchase of
633,750 shares of common stock. At the same timéettm of the loan was extended from the initiadltve years to thirty years. As part of the
establishment of the Matching Contribution Emplogteck Ownership Plan the term of the loan wasgediy one year and now expires in
2026. The amended loan is to be repaid from cantichs by the Bank to the ESOP trust. The Bankdgired to make contributions to the ESOP
in amounts at least equal to the principal and@sterequirement of the debt, assuming a fixed-ésterate of 8.25%.

The Bank’s obligation to make such contributionseiduced to the extent of any dividends paid byGbepany on unallocated shares and any
investment earnings realized on such dividendsofA3ecember 31, 2011 and 2010 contributions td&8©P, which were used to fund principal
and interest payments on the ESOP debt, totale@d,$8Q and $522,000, respectively. During 2011 &iD2$254,000 and $271,000,
respectively, of dividends paid on unallocated ESO&es were used for debt service. At Decembe2(B1], and 2010, the loan had an
outstanding balance of $4,243,000 and $4,400,@3@ectively, and the ESOP had unallocated sha#879231 and 531,727, respectively. At
December 31, 2011, the unallocated shares had ealae of $6,499,000. The unamortized balancé®BESOP is shown as unallocated common
stock held by the ESOP and is reflected as a rimtuof stockholders’ equity.

For the years ended December 31, 2011, 2010 arfitA@Bank recorded compensation expense relatine 6§SOP of $450,000, $416,000, and
$409,000, respectively, including $159,000, $12@,@Mhd $116,000, respectively, representing additioompensation expense to reflect the
increase in the average fair value of committeldeaeleased and allocated shares in excess ofathieBcost. As of December 31, 2011,
2,115,160 shares had been allocated to participent84,496 shares were committed to be released.

(23) 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@gtion Plan which authorizes the
granting of stock options. On April 24, 2003 then@any’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 grantirgjadk options or awards of common stock. On Ma3(8,1, the OceanFirst Financial Corp.
2011 Stock Incentive Plan was approved which algbaizes the granting of stock options or awarfdsoonmon stock. The purpose of these
plans is to attract and retain qualified persomméky positions, provide officers, employees and-employee directors (“Outside Directors”)
with a proprietary interest in the Company as aeimive to contribute to the success of the Compalign the interests of management with tt
of other stockholdersind reward employees for outstanding performantiefficers, other employees and Outside Directafrthe Company an
its affiliates are eligible to receive awards untther plans.

Under the 2011 Stock Incentive Plan, the Comparfborized to issue up to an additional 2,400 4tdres subject to option or, in lieu of
options, up to 960,000 shares in the form of stogkrds. At December 31, 2011, 2,397,500 optior#8r000 awards remain to be issued. Under
the 2006 Stock Incentive Plan, the Company is aizéd to issue up to an additional 1,000,000 shsubgect to option or, in lieu of options, up to
333,333 shares in the form of stock awards. At Dexsr 31, 2011, 17,069 options or 5,690 awards nemoade issued. All options expire 10 ye
from the date of grant and generally vest at the 0820% per year. The exercise price of eacloomiuals the closing market price of the
Company'’s stock on the date of grant. The Compwgpigally issues Treasury shares to satisfy stodlongexercises.
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A summary of option activity for the years endedccBraber 31, 2011, 2010 and 2009 follows:

2011 2010 2009
Weightec Weighte Weightec
Number Average Number Average Number Average
of Exercise Of Exercise of Exercise
Shares Price Shares Price Shares Price
Outstanding at beginning of year 1,855,11: $18.7¢ 1,636,881 $20.1C 1,557,11: $20.5¢
Granted 245,57¢ 13.8¢ 300,74! 10.0¢ 97,87¢ 12.2¢
Exercisec (3,766  11.2( (600)  12.2¢ (7,869  12.01
Forfeited (44,25)  17.87 (34,30  15.9¢ (8,617  21.4¢
Expired (8,737  15.0¢ (47,610  12.4¢ (1,630 9.87
Outstanding at end of ye 2,043,93. $18.2] 1,855,11. $18.7¢ 1,636,881  $20.1(
Options exercisabl 1,407,27. 1,255,70. 1,167,74
The following table summarizes information abowicktoptions outstanding at December 31, 2011:
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 12.28 366,79 7.87 year $10.62 90,55( 7.71 year $10.9:
13.87 to 13.8° 244 ,37¢ 9.0¢ 13.87 — — —
16.81 to 17.8¢ 503,76: 2.4% 17.4¢ 424,29° 1.77 17.5¢
18.64 to 23.0° 494,37! 3.3¢ 22.1: 457,79¢ 3.2t 22.1¢
23.44 to0 26.26! 434,62¢ 2.62 23.4¢ 434,62¢ 2.62 23.4¢
2,043,93. 4.48 year $18.21 1,407,27. 2.90 year $20.47

The aggregate intrinsic value for stock optionstanding and stock options exercisable at DeceBibe2011 is $900,000 and $194,000,

respectively.

A summary of the granted but unvested stock awetiglity for the years ended December 31, 2011, 281d2009 follows:

2011 2009
VXS;%ggeed Weighted Weighted
Number Grant Dat Number Gpr\;ﬁ{ag:t‘ Number Gpr\;ﬁ{ag:t‘

of Of of

Shares Fair Value Shares Fair Value Shares Fair Value
Outstanding at beginning of year: 81,59: $ 12.4¢ 79,39¢ $ 13.5¢ 26,34¢ $ 19.9¢
Granted 26,20: 13.81 19,46( 10.0¢ 60,12( 11.5¢
Vested (58,64¢) 12.3¢ (8,209 18.6¢ (7,069 20.2:2
Forfeited — (9,059) 11.4¢ — —
Outstanding at end of ye 49,14¢ $ 13.2F 81,59 $ 124/ 79,39¢ $ 13.5¢

(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 exedit.
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At December 31, 2011, 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 ofitcedmarily

floating-rate) $ 106,72¢
Unused commercial loan lines of credit (primarilyatinc-rate) 122,08:
Other commitments to extend crec
Fixec-Rate 40,06¢
Adjustable-Rate 3,63¢
Floatin¢-Rate 33,20¢

The Company’s fixed-rate loan commitments expirthini90 days of issuance and carried interest rameging from 3.25% to 6.00% at
December 31, 2011.

The Company’s maximum exposure to credit lossélsdrevent of nonperformance by the other parthése financial instruments and
commitments is represented by the contractual atsolthe Company uses the same credit policiesantng commitments and conditional
obligations as it does for financial instrumentsoreled in the consolidated statements of finaremalition.

These commitments and obligations do not necegsapkesent future cash flow requirements. The Gomevaluates each customer’s
creditworthiness on a case-by-case basis. The anobenllateral 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 gakeaents with investors in the normal course sfriess. The loan sale agreements generally
require the Bank or Columbia to repurchase loagsipusly sold in the event of a violation of varsotepresentations and warranties customary to
the mortgage banking industry. In the opinion ohagement, the potential exposure related to thedake agreements is adequately provided for
in the reserve for repurchased loans which is oledlin other liabilities with a corresponding pign which reduced the net gain on sale of Ic
The reserve for repurchased loans was establishgivide for expected losses related to outstanidian repurchase requests and additional
repurchase requests which may be received on [mavsously sold to investors. In establishing tbsarve for repurchased loans, the Company
considered all types of sold loans. At December2B1,1, there were four outstanding loan repurchegeests on loans with a principal balance of
$1.2 million which the Company is disputing.

An analysis of the reserve for repurchased loanthioyears ended December 31, 2011, 2010 andf206@s (in thousands).

Years Ended December @

2011 2010 2009
Balance at beginning of year $ 80¢ $81¢ $1,14:
Recovery charged to operations, — — (24%)
Loss on loans repurchased or settlem (104) (10 (79
Balance at end of ye: $ 70¢ $80¢ $ 81¢

At December 31, 2011, the Company is obligated undacancelable operating leases for premises quigraent. Rental expense under these
leases aggregated approximately $1,811,000, $0082nd $2,721,000 for the years ended Decemb&@031, 2010 and 2009, respectively.
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The projected minimum rental commitments as of Ddmer 31, 2011 are as follows (in thousands):

Year Ended December &

2012 $ 1,852
2013 1,821
2014 1,821
2015 1,40¢
2016 1,23¢
Thereaftel 12,65¢

$20,79¢

The Company grants one-to-four family and comméfiaist mortgage real estate loans to borrowermpgrily located in Ocean, Middlesex and
Monmouth Counties, New Jersey. The Company algprates interest-only one-to-four family mortgagaris in which the borrower makes only
interest payments for the first five, seven oryears of the mortgage loan term. This feature ne#llt in future increases in the borrower’s loan
repayment when the contractually required repaymigictease due to the required amortization optircipal amount. These payment increases
could affect a borrower’s ability to repay the lodime amount of interest-only one-to-four family mgage loans at December 31, 2011 and 2010
was $54.9 million and $80.1 million, respectiveljne amount of interest-only one-to-four family ngage loans on non-accrual status at
December 31, 2011 and 2010 was $4.6 million an8 88llion, respectively. The ability of borrowers tepay their obligations is dependent upon
various factors including the borrowers’ income aed worth, cash flows generated by the underlgmitateral, value of the underlying collateral
and priority of the Company’s lien on the propefych factors are dependent upon various econasniditions and individual circumstances
beyond the Company’s control; the Company is, floeee subject to risk of loss. In recent yearsreheas been a weakening in the local economy
coupled with declining real estate values. A furtthecline in real estate values could cause sosidatial and commercial mortgage loans to
become inadequately collateralized, which wouldomepthe Bank to a greater risk of loss.

The Company believes its lending policies and pdaces adequately minimize the potential exposurssitt risks. Collateral and/or guarantees
are required for all loans.

The Company is a defendant in certain claims agallactions arising in the ordinary course of bes@ Management and its legal counsel are of
the opinion that the ultimate disposition of thes&tters will not have a material adverse effectenCompany’s consolidated financial condition,
results of operations or liquidity.

(15) Fair Value Measurements

Fair value is defined as the price that would leeireed 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 transfefigidity 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 adidlstor transaction costs. An orderly transaction
is a transaction that assumes exposure to the irfarka period prior to the measurement date mafor 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) iledgeable, (iii) able to transact and (iv) willitgtransact.

The Company uses valuation techniques that arastenswith the market approach, the income appr@aci/or the cost approach. The market
approach uses prices and other relevant informgemerated by market transactions involving idethiic comparable assets and liabilities. The
income approach uses valuation techniques to cofutare amounts, such as cash flows or earnimmgs,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 aggions that market participants would use in
pricing the asset or liability. Inputs may be olsdile, meaning those that reflect the assumpticarken participants would use in pricing the a
or liability and developed based on market dataioltd from independent sources, or unobservablanimg those that reflect the reporting
entity’s own assumptions about the assumptions etgo&rticipants would use in pricing the assetalility and developed based on the best
information available in the circumstances. In tlegtard, a fair value hierarchy has been estaluliftrevaluation inputs that gives the highest
priority to quoted prices in active markets forritleal assets or liabilities and the lowest priptit unobservable inputs. Movements within the
value hierarchy are recognized at the end of tipligble reporting period. The fair value hierarétyas follows:

Level 1 Inputs - Unadjusted quoted prices in acthagkets for identical assets or liabilities tHe teporting entity has the ability to access at th
measurement date.
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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 identarasimilar assets or liabilities in markets thet a
not active, inputs other than quoted prices thatodservable 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 inputattreflect an entity’s own assumptions that mapeeticipants 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.

Transfers between levels are recognized at thegtitk reporting period. Securities classified @ailable for sale are reported at fair value
utilizing Level 1 and Level 2 inputs. In generairfvalue is based upon quoted market prices, wénemgable. Most of the Company'’s investment
and mortgage-backed securities, however, are fixawme instruments that are not quoted on an exgghadwt are bought and sold in active
markets. Prices for these instruments are obtamedgh third party pricing vendors or securityustty sources that actively participate in the
buying and selling of securities. Prices obtaimednfthese sources include market quotations andxpaiicing. Matrix pricing is a mathematical
technique used principally to value certain semsitvithout relying exclusively on quoted prices tfloe specific securities, but comparing the
securities to benchmark or comparable securities.

Fair value estimates are made at a point in tirmeet on relevant market data as well as the biestriation available about the security. Illiquid
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 securitfestich limited observable market data is avadadrle based on judgments regarding current
economic conditions, liquidity discounts, creditlanterest rate risks, and other factors. Thesmatts involve significant uncertainties and
judgments and cannot be determined with precigdama 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 docuatimt, makes inquiries of the third party pricirez\dce and makes a determination as to the
level of the valuation inputs. Based on the Comfmrgview of the available documentation from thied party pricing service, management
concluded that Level 2 inputs were utilized. Thgn#ficant observable inputs include benchmark \detéported trades, broker/dealer quotes,
issuer spreads, benchmark securities and obsemgaifcequity and credit default swap curves relébetthe issuer.

Real estate owned and loans measured for impairbased on the fair value of the underlying colkatare 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, 2011 and 2010 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 st
U.S. Agency obligation $ — $102,77¢ $ — $102,77¢
State and municipal obligatiol — 18,54 — 18,54«
Corporate debt securitit — 39,44¢ — 39,44¢
Equity investment 4,51( — — 4,51(
Mortgagebacked securities available for s — 364,93: — 364,93:
Items measured on a r-recurring basis
Real estate owne — — 1,51z 1,51z
Loans measured for impairment based on the fairevaf the underlying
collateral — — 8,77: 8,77:
December 31, 201
Items measured on a recurring ba
Investment securities available for s:
U.S. Agency obligation $ — $ 41,130 $ — $ 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 underlying
collateral — — 4,67: 4,67:

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).
See “Limitations” under Note 16 to these finansi@tements.

(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 amousroapnates 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 insémts 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 valertain securities without relying exclusively amoted prices for the specific securities, but
comparing the securities to benchmark or comparsdgerities.

94



Table of Contents

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.

Loans

Fair values are estimated for portfolios of loarighwimilar 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 flowes 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 baseal comparison to current market rates for coatgarloans.

Deposits

The fair value of deposits with no stated matusiych as non-interest-bearing demand depositsigavénd interest-bearing checking accounts
and money market accounts are, by definition, etputiie amount payable on demand. The related sitdéty of the majority of these deposits to
interest rate changes creates a significant inbesne 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 discounting acto@l cash flows using rates which approximatedkes offered for borrowings of similar
remaining maturities.

Commitments to Extend Credit and Sell Loans

The fair value of commitments to extend creditdsreated 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®kr2011 and 2010 are presented in the followibteta(in
thousands).

December 31, 201

Book Fair
Value Value
Financial Assets
Cash and due from ban $ 77,527 $ 77,527
Investment securities available for s 165,27¢ 165,27¢
Mortgagebacked securities available for s 364,93: 364,93:
Federal Home Loan Bank of New York stc 18,16( 18,16(
Loans receivable and mortgage loans held for 1,572,311 1,598,83!
Financial Liabilities:
Deposits 1,706,08: 1,711,25:
Borrowed funds 359,60: 367,87
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December 31, 201

Book Fair
Value Value
Financial Assets
Cash and due from ban $ 31,45t $ 31,45t
Investment securities available for s 91,91¢ 91,91¢
Mortgagebacked 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

Limitations

Fair value estimates are made at a specific poititrie, based on relevant market information arfigrimation 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 a limitedrket exists for a significant portion of the Camp’s financial instruments, fair value estimz
are based on judgments regarding future expecssdelgperience, current economic conditions, rigkadteristics of various financial instrume
and other significant unobservable inputs. Thetimates are subjective in nature and involve umdeties 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 attemptinggtireate 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 assetsggemises 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, 2011 and 2010 and condesta¢eiments of operations and cash flows
for the years ended December 31, 2011, 2010 an@ 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 Bank
Dividend income- investment securitie
Otherthar-temporary impairment losses and loss on — investment securitie
Interest incom« advances to subsidiary Ba
Interest incom— ESOP loan receivab

Total dividend and interest incor
Interest expens— borrowings
Operating expens¢

Income (loss) before income taxes and undistribatedings of subsidiary Batr
Benefit for income taxe

Income (loss) before undistributed earnings of slidsy Bank
Undistributed earnings of subsidiary Be

Net Income
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December 31

2011 2010
$ 7 % 7
18,09¢ 20,87¢
4,51( 31¢€
4,24: 4,40(
214,91( 201,20(
2,61¢ 2,09(
$244,38:  $228,89.
$ 27,50C $ 27,50(
35 141
216,84¢ 201,25!
$244,38:  $228,89:

Year Ended December 2

2011 2010 2009
$13,80C $ — $ 7,20(
23 15 15
(14¢) — (4)
50 64 69
364 37¢ 38¢€
14,08¢ 454 7,66¢
75C 784 92¢€
1,352 1,43¢ 2,174
11,98¢ (1,769 4,56¢
63¢ 61¢ 928
12,62: (1,150 5,487
8,12( 21,52¢ 10,16¢
$20,74:  $20,37¢  $15,65!
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CONDENSED STATEMENTS OF CASH FLOWS
(in thousands)

Year Ended December &

2011 2010 2009
Cash flows from operating activitie
Net income $20,747 $20,37¢  $15,65:
Decrease (increase) in advances to subsidiary 2,78 10,91¢ (30,409
Undistributed earnings of subsidiary Be (8,120 (21,529 (10,166€)
Otherthar-temporary impairment losses and loss on sale @fsimvent securitie 148 — 4
Change in other assets and other liabili (74%) (619) (1,006
Net cash provided by (used in) operating activi 14,80 9,14¢ (25,929
Cash flows from investing activitie
Proceeds from sale of investment secur — — 1,822
Purchase of investment securit (4,072 — —
Investment in subsidiary Bar — — (29,139
Repayments on ESOP loan receive 157 147 13€
Net cash (used in) provided by investing activi (3,915 147 (17,174
Cash flows from financing activitie
Dividends paic—- common stocl (8,789 (8,769 (9,417
Dividends paic- preferred stocl — — (1,829
Repurchase shares of common st (2,147 — —
Proceeds from issuance of preferred stock and wi — — 38,26:
Redemption of warrants and preferred st — (431) (38,267)
(Expenses ) proceeds from common stock issu — (10¢) 54,24¢
Exercise of stock optior 44 7 95
Net cash (used in) provided by financing activi (10,897) (9,296 43,09¢
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 % 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 Purchaseeggent — 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 Hietg 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 pric815.07 per share, for an aggregate purchase qir88.3 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 Directdh® Company paid all of its dividends on
the preferred stock when such dividends were due.

Of the $38.3 million in issuance proceeds, $36.8aniand $1.3 million were allocated to the preéet 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.
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In determining the fair value of the preferred &dbe 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 PurchasesAgren

Term/Period — unobservable input based on the tefrtiee Security Purchase Agreement and the Comipanpectations to redeem
the preferred stock. The preferred stock had nairitgtdate, however, the Company could redeem théeped shares at any time
with the approval of the Secretary of the Treasftgr consultation with the Office of Thrift Sup&ion. Under the terms of the
Security Purchase Agreement, cumulative dividendghe preferred stock accrue at 5% per annum #ofitkt five years, and at a rate
of 9% per annum thereafter. The Company acceptegdrdferred stock investment on a voluntary baséstd the 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. Dtleetincrease 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 Compangagg to fund the repurchase through internallyegeted capital or through access
to the capital market:

Discount Rate — unobservable input derived frona @éttained 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 Compatiyedithe Black-Scholes option pricing model.
The Black-Scholes option pricing model includesfdibwing 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 Compagems the preferred
stock, the Treasury must liquidate the warrantheatcurrent market price. As a result, the expratiate of the warrants will be the
same as the term of the preferred stock. For thgores 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 OcearsFs historical volatility as of initial recognitio Historical volatility was used as a
proxy in determining the volatility assumption (@%).

Number of Share- observable input from Securities Purchase Agreemenll shares were expected to be exercised B0

In November 2009, the Company closed on a pubferiofg of 6,389,400 shares of its common stockOa®® 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
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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 prefetoatt 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 recordmdichreduction in stockholders’ equity of $38,Z8H. 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 al@ve,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, 2@@®ever, subsequent to year-end the Company néggbtiae 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
2011
Interest incom $23,41€  $23,44: $24,237 $24,29:
Interest expens 4,145 4,371 4,597 4,954
Net interest incom 19,27: 19,07: 19,64t 19,33}
Provision for loan losse 2,00(¢ 1,85( 2,20(C 1,70C
Net interest income after provision for loan los 17,27: 17,22: 17,44 17,631
Other income 4,214 3,731 3,891 3,45¢
Operating expense¢ 13,021 13,131 13,38¢ 13,12%
Income before provision for income tay 8,46¢ 7,822 7,957 7,96¢
Provision for income taxe 3,007 2,74¢ 2,854 2,86/
Net income $ 545¢ $ 507« $510: §$ 5,10¢
Basic earnings per shz $ 3¢ $ 228 $ 28 ¢ .28
Diluted earnings per sha $ 3 $ 228 $ 28 ¢ .28
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¢ 19,691 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¢ 17,491 16,76¢
Other income 4,527 4,21¢ 3,569¢ 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 1,69 3,18¢ 2,88¢ 2,631
Net income $ 578 $523t $4951 §$ 4,40¢
Basic earnings per shz $ 32 ¢ 2¢ $ 271 $ .24
Diluted earnings per sha $ 32 $ 22 $ 27 $ 24
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 Proceslure

The Company’s management, including the Company'eipal executive officer and principal financificer, have evaluated the effectiveness
of the Company’s “disclosure controls and procesilies such term is defined in Rule 13a-15(e) arti11%(e) promulgated under the Securities
Exchange Act of 1934, as amended, (the “Exchand®.Aased upon their evaluation, the principal @xéve officer and principal financial

officer concluded that, as of the end of the pedodered by this report, the Company’s disclosammols and procedures were effective.
Disclosure controls and procedures are the cortirodisother procedures that are designed to ensatr¢hie information required to be disclosed in
the reports that the Company files or submits utickelExchange Act with the Securities and Excha@gamission (1) is recorded, processed,
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summarized and reported within the time periodsigige in the SEC’s rules and forms, and (2) isuecalated and communicated to the
Company’s management, including its principal exi®euand principal financial officers, as appropeito allow timely decisions regarding
required disclosure.

There were no changes in the Company'’s internatabaover financial reporting for the year endedcBmber 31, 2011 that have materially
affected, or are reasonably likely to materiallfeaf, the Company’s internal control over financigporting.

(b) Management Report on Internal Control Over Rai@ Reporting

Management of OceanFirst Financial Corp. and sidrgids responsible for establishing and maintaireffective 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 pregagatd fair presentation of published financiaksients. 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 magome 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, 20HisBssessment was based on criteria
established in Internal Control-Integrated Framdwissued by the Committee of Sponsoring Organinatiof the Treadway Commission. Based
on this assessment, management believes that,ecefmber 31, 2011, the Company maintained effeatiternal 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 ogea9.

Iltem 9B. Other Information
None

PART lll

Item 10. Directors, Executive Officers and Corporate Governace

The information relating to directors, executivfiagrs 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 10, 2012 under #ptigns “Corporate Governance,” “Proposal 1. Etettf Directors” and “Section 16(a)
Beneficial Ownership Reporting Compliance.”

Item 11. Executive Compensatior

The information relating to executive compensatiequired by Part Il is incorporated herein by refece from the Registrant’s Proxy Statement
for the Annual Meeting of Stockholders to be hetd\éay 10, 2012 under the captions “Compensatiori@ision and Analysis.”

Item 12.  Security Ownership of Certain Beneficial Owners andManagement and Related Stockholder Matter:

The information relating to security ownership eftain beneficial owners and management and retatekholder 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 10, 2012 under
the caption “Stock Ownership.”
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Information regarding the Company’s equity compénsgplans existing as of December 31, 2011 ioHs\fs:

Number of securities
remaining available fi

Number of securities Weighted-average future issuance under
to be issued upon exercise price of equity compensation
exercise of outstanding option plans (excluding
outstanding options, securities reflected in
Plan categor warrants and rights ( warrants and right column (a)
Equity compensation plans approved
security holder: 2,043,93. $ 18.21 2,414,56!
Equity compensation plans not appro
by security holder — — —
Total 2,043,933 $ 18.21 2,414,56!

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

The information relating to certain relationshipslaelated transactions and director independezupained by Part Il is incorporated herein by
reference from the Registrant’s Proxy StatementferAnnual Meeting of Stockholders to be held cayMO0, 2012 under the caption
“Transactions 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 10, 2012 underddyation “Proposal 3. Ratification of Appointmeritioe 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 tieisort:

PAGE

Report of Independent Registered Public Accounfing 58
Consolidated Statements of Financial Condition eténber 31, 2011 and 20 60
Consolidated Statements of Income for the YeareBmecember 31, 2011, 2010 and 2 61
Consolidated Statements of Changes in Stockh¢ Equity for the Years Ended December 31, 2011, 201D200¢ 62
Consolidated Statements of Cash Flows for the YEeaded December 31, 2011, 2010 and 2 64
Notes to Consolidated Financial Statements folib&rs Ended December 31, 2011, 2010 and : 65
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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

2.1

Stock Purchase Agreement by and among Richardr8e®&he sole stockholder of Columbia Home Lo&ahs§]) and Columbia
Home Loans, LLC and OceanFirst Bank as buyer, dhied 27, 2000 (without exhibits) (

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, inclu&egurities Purchase Agreement — Standard Termsgpioicied by reference
therein, between Company and the United Statesrbepat of the Treasury (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. Fitzpatricloseph 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. RbitdMichael J.
Fitzpatrick, Joseph R. lantosca and Joseph J. LBb€15)

Amendment to the Executive Supplemental Retirerfreadme 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 Corp/ Ir8&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 OceanFirsirkiial Corp. and certain executive officers, inadgdMichael J.
Fitzpatrick, John R. Garbarino and Vito R. Nard¢liB)

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

Form of Change in Control Agreement between OceaahFinancial Corp. and certain executive officamsluding Joseph J.
Lebel, lll and Joseph R. lantosca (.

Form of Change in Control Agreement between OceahBank and certain executive officers, includimgeph J. Lebel, 11l and
Joseph R. lantosca (1
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10.25  Form of OceanFirst Financial Corp. 2011 Stock ItieenPlan Award Agreement for Stock Options (
10.26  Form of OceanFirst Financial Corp. 2011 Stock ItieenPlan Award Agreement for Stock Awards (.
10.27 Form of OceanFirst Financial Corp. 2011 Cash Irngerffompensation Plan Award Agreement (
10.28 2011 Stock Incentive Plan (1
10.29 2011 Cash Incentive Compensation Plan
14.0 OceanFirst Financial Corp. Code of Ethics and Steaslof Personal Conduct |
21.0 Subsidiary information is incorporated herein bference tc“ Part - Subsidiary Activitie”
23.0 Consent of KPMG LLP (filed herewitt
31.1 Rule 13i-14(a)/15¢14(c) Certification of Chief Executive Officer it herewith’
31.2 Rule 13i-14(a)/15¢14(c) Certification of Chief Financial Officer (&t herewith’
32.1 Section 1350 Certifications (filed herewit
101.0 The following materials from the Company’s Annua@®rt on Form 10-K for the year ended DecembefB1], formatted in XBRL

@)

(2
3
4)
(%)
(6)
(1)
8
9)
(10)
(11)
(12)
(13)
(14)
(15)
(16)
(17
(18)

(Extensible Business Reporting Language): (i) tbasdlidated Statements of Financial Condition,t(i§ Consolidated Statements of
Income, (iii) the Consolidated Statements of CharigeStockholders’ Equity, (iv) the Consolidate@t8tments of Cash Flows and (v)
the Notes to Consolidated Financial Statementgeé@s blocks of text,

Pursuant to SEC rules, this exhibit will not beedned filed for purposes of Section 18 of the ErgeaAct or otherwise subject to the
liability of that section

Incorporated herein by reference from the Exbito Form S-1, Registration Statement, effeciay 13, 1996 as amended, Registration
No. 3:-80123.

Incorporated herein by reference from the Exhitsitsorm &K filed on June 28, 200!

Incorporated herein by reference from the Exhitsitsorm 1(-K filed on March 25, 1997

Incorporated herein by reference from Schedu-A Definitive Proxy Statement filed on March 19, 89
Incorporated herein by reference from Schedu-A Definitive Proxy Statement filed on March 17, 20
Incorporated herein by reference from the Exhitnitorm 1(-K filed on March 23, 200z

Incorporated herein by reference from the Schetld-A Definitive Proxy Statement filed on March 21, 20
Incorporated herein by reference from the Exhitaitsorm 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 Schedu-A Definitive Proxy Statement filed on March 14, 0
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

Incorporated by reference from Exhibit to For-K filed May 10, 2011

Incorporated herein by reference from Schedu-A Revised Definitive Proxy Statement filed on Magh 2011
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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 5, 201:

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 5, 201:
John R. Garbarin

Chairman of the Board and Chief Executive Officer

(principal executive officer

/sl Michael J. Fitzpatrick March 5, 2012
Michael J. Fitzpatricl

Executive Vice President and Chief Financial Office

(principal accounting and financial office

/sl Joseph J. Burke March 5, 201z
Joseph J. Burk
Director

/s/ Angelo Catania March 5, 201z
Angelo Catani
Director

/s/ John W. Chadwick March 5, 201:
John W. Chadwicl
Director
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/s/ Donald E. McLaughlin

Donald E. McLaughlir
Director

/s/ Diane F. Rhine

Diane F. Rhine
Director

/sl Mark G. Solow

Mark G. Solow
Director

/s/ John E. Walsh

John E. Walsl
Director
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Exhibit 23
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors
OceanFirst Financial Corp.:

We consent to incorporation by reference in théstegfion statement (No. 333-177243) on Form SeBtgining to the OceanFirst Financial Corp.
2011 Stock Incentive Plan, in the registrationestatnt (No. 333-141746) on Form S-8, pertainindieo®@ceanFirst Financial Corp. 2006 Stock
Incentive Plan, in the registration statement (888-42088) on Form S-8, pertaining to the OceatFirsancial Corp. 2000 Stock Option Plan,
and in the registration statement (No. 333-160bIBfform S-3, pertaining to the common stock, pretestock, debt securities and warrants of
OceankFirst Financial Corp. of our reports dateddWdrs, 2012, with respect to the consolidated states of financial condition of OceanFirst
Financial Corp. and subsidiary as of December 8112and 2010 and the related consolidated statsnéiicome, changes in stockholders’
equity, and cash flows for each of the years inttinee-year period ended December 31, 2011, aneftbetiveness of internal control over
financial reporting as of December 31, 2011, whighorts are incorporated by reference in the Deee®b, 2011 Annual Report on Form 10-K
of OceanFirst 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, 2012 /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, 2012

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, 2011 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:




