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Iltem 2.

Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations

FINANCIAL SUMMARY

At or for the Quarter Ende

December 31, 20:

March 31, 201

(dollars in thousands, except per share amol March 31, 201
SELECTED FINANCIAL CONDITION DATA
Total asset $2,261,21.
Loans receivable, ni 1,554,86:
Deposits 1,680,44.
Stockholder' equity 220,47:
SELECTED OPERATING DATA :
Net interest incom 19,10¢
Provision for loan losse 1,70(
Other income 4,311
Operating expenst 12,94(
Net income 5,641
Diluted earnings per sha 0.31
SELECTED FINANCIAL RATIOS
Stockholder’ equity per common sha 11.8¢
Cash dividend per sha 0.1z
Stockholder' equity to total asse 9.7%
Return on average assets 0.9¢
Return on average stockholc’ equity (1) 10.3¢
Average interest rate spre 3.4z
Net interest margil 3.52
Operating expenses to average assel 2.2
Efficiency ratio 55.2¢
ASSET QUALITY :
Non-performing loan: $ 44,52
Non-performing assel 46,56
Non-performing loans as a percent of total loans redsées (2 2.8%
Non-performing assets as a percent of total asse 2.0¢€
Allowance for loan losses as a percent of totahso@ceivable

2 1.1¢€
Allowance for loan losses as a percent of totalperforming

loans (2) 40.9i

(1) Ratios are annualize

(2) Asdiscussed in the section “Comparison of @pieg Results for the Three Months Ended Marchi2®12 and March 31, 2011 —
Provision for Loan Losses”, during the fourth geaxf 2011, the Company modified its charge-ofigobn problem loans secured by
real estate, which accelerated the recognitionar charge-offs. Without the additional cumulatiharge-offs of $6.8 million and $5.7
million at March 31, 2012 and December 31, 2014peetively, the Company would have reported thiedohg asset quality ratios as
of March 31, 2012 and December 31, 2011, respdytimen-performing loans as a percent of total keaceivable of 3.26% and
3.12%; non-performing assets as a percent of &st#ts of 2.35% and 2.24%; allowance for loan foasex percent of total loans
receivable of 1.59% and 1.50%; and allowance fan llosses as a percent of total -performing loans of 48.79% and 48.12

1

$ 2,302,099
1,563,01!
1,706,08

216,84¢

19,27:
2,00(
4,214

13,02:
5,45¢

0.3C

11.61
0.1Z
9.42%
0.9t

10.07
3.4:
3.5¢
2.2i

55.4¢

$ 44,00¢
45,97¢

2.71%
2.0C

1.1¢

41.4:

$2,263,28:
1,636,25:
1,645,78i
205,98t

19,331
1,70C
3,45¢

13,12¢
5,10¢

0.2¢

10.9:
0.1Z
9.1(%
0.9C

10.12
3.4¢
3.6C
2.32

57.5¢

$ 35,68¢

37,60(
2.1%%

1.6€

1.28

57.2¢
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Summary

OceanFirst Financial Corp. is the holding compamydceanFirst Bank (the “Bank”), a community baekving Ocean and Monmouth
Counties in New Jersey. The term the “Company”reefe OceanFirst Financial Corp., OceanFirst Barkall of the Banls subsidiaries on
consolidated basis. The Company’s results of ofperaiare primarily dependent on net interest incomtech is the difference between the
interest income earned on interest-earning ass@th, as loans and investments, and the intereshegmn interest-bearing liabilities, such as
deposits and borrowings. The Company also genenatesnterest income such as income from loan skias servicing, loan originations,
merchant credit card services, deposit accountst &and asset management services, the sale stimeet products and other fees. The
Company’s operating expenses primarily consisioofijgensation and employee benefits, occupancy angragnt, marketing, data
processing, federal deposit insurance and genedahdministrative expenses. The Company’s restiltperations are also significantly
affected by general economic and competitive caotht particularly changes in market interest ragesernment policies and actions of
regulatory agencies.

Interest-earning assets, both loans and secuidtiegjenerally priced against longer-term indiedsle interest-bearing liabilities, primarily
deposits and borrowings, are generally priced agaimorter-term indices. In late 2011 and intofits® quarter of 2012, the Company’s net
interest margin contracted as compared to pridelinperiods. Due to the low interest rate enviramtimigigh loan refinance volume has cat
yields on loans and mortge-backed securities to trend downward. At the same,tthe Company’s asset mix has shifted as higledding
loans have decreased due to weak demand, prepayar@hthe sale of newly originated 30-year fixe-mne-to-four family loans while
lower yielding securities have increased. Managermepects the low interest rate environment toicoetbeyond 2012, resulting in further
pressure on the net interest margin. In additiothéainterest rate environment, the Company’s tesuk affected by national and local
economic conditions. Recent economic indicatorstoi some improvement in the economy, which expdndoderately in 2011 and the
first quarter of 2012, and in overall labor markenditions as the national unemployment rate hasedsed in seven of the last eight months
through April 2012. Despite these signs, the oV@@nomy remains weak and the unemployment rataire at elevated levels.
Additionally, housing values remain significantlglow their peak levels in 2006. These economic itimmd have generally had an adverse
impact on the Company’s results of operations.

Highlights of the Company’s financial results foetthree months ended March 31, 2012 were as feilow

Total assets decreased to $2.261 billion at Mafgi2812, from $2.302 billion at December 31, 2Q1dans receivable, net decreased $8.2
million at March 31, 2012, as compared to Decen®ie2011 primarily due to weak commercial loan ded)grepayments and sale of ne
originated 30-year fixed-rate one-to-four familaies. Cash and due from banks decreased by $3%idnmitart of the cash and due from
banks was invested in mortgage-backed securitiéshvihcreased $11.5 million, to $376.5 million aaidh 31, 2012 as compared to $364.9
million at December 31, 2011.

Deposits decreased by $25.6 million, or 1.5%, atdd&1, 2012, as compared to December 31, 2011itiddally, Federal Home Loan Bank
(“FHLB") advances decreased $21.0 million, to $24&illion at March 31, 2012 from $266.0 millionBécember 31, 2011.

Diluted earnings per share increased 10.7%, tol¥@r3the quarter ended March 31, 2012, from $@o28he corresponding prior year
quarter. The improvement was primarily due to amease in other income and a decrease in opemtjmenses.

Net interest income for the three months ended Madg 2012 decreased to $19.1 million, as compar&d9.3 million in the same prior ye
period, reflecting a lower net interest margin lyaoffset by greater interest-earning assets. Tgténterest margin decreased to 3.52% for the
three months ended March 31, 2012, as compare®®@3for the corresponding prior year period. Toéakenue, however, increased 2.7%
$23.4 million for the quarter ended March 31, 20d2¢compared to $22.8 million for the correspondirigr year period due to an increase in
other income.

The provision for loan losses was $1.7 million tlee three months ended March 31, 2012, unchangedtfie corresponding prior year
period. The Company’s non-performing loans tot&iéd.5 million at March 31, 2012, a $515,000 incesfism $44.0 million at
December 31, 2011.

The Company remains well-capitalized with a targgitymmon equity ratio of 9.75%.

Return on average stockholders’ equity was 10.3&%te three months ended March 31, 2012, as cadparl0.12% for the corresponding
prior year period.
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Analysis of Net Interest Income

Net interest income represents the difference betvikcome on intere-earning assets and expense on interest-bearbititiés. Net interest
income depends upon the relative amounts of intei@sing assets and interest-bearing liabilitied the interest rate earned or paid on them.

The following table sets forth certain informatigating to the Company for the three months erdarcth 31, 2012 and 2011. The yields
and costs are derived by dividing income or expéysine average balance of assets or liabilitespectively, for the periods shown except
where noted otherwise. Average balances are defivadaverage daily balances. The yields and dostade certain fees which are
considered adjustments to yields.

FOR THE THREE MONTHS ENDED MARCH 31,

2012 2011
AVERAGE AVERAGE
AVERAGE YIELD/ AVERAGE YIELD/
BALANCE  INTEREST _ COST BALANCE  INTEREST _ COST
(dollars in thousand:

Assets

Interes-earning asset:

Interes-earning deposits and sh-term investment $ 49,84( $ 21 A7% $  21,99¢ $ 15 27%

Investment securities (: 179,23 49( 1.0¢ 126,09( 29¢ .95

FHLB stock 17,90( 22¢ 5.12 17,53¢ 25C 5.7C

Mortgagebacked securities (; 359,53( 2,31¢ 2.5¢ 335,60: 2,56: 3.0t

Loans receivable, net ( 1,565,950 19,80¢ 5.0€ 1,647,750 21,16¢ 5.14

Total interes-earning asset 2,172,46. 22,86 4.21 2,148,97.  24,29! 4.52

Non-interes-earning assef 103,62( 112,96¢

Total asset $2,276,08. $2,261,94.

Liabilities and Stockholders’ Equity
Interes-bearing liabilities:

Transaction deposi $1,283,92 91€ .29  $1,255,24. 1,66 .53
Time deposit: 255,99¢ 1,10z 1.7z 279,56¢ 1,24¢ 1.7¢
Total 1,539,92! 2,01¢ .52 1,534,81 2,90¢ 7€
Borrowed funds 351,31: 1,74( 1.9¢ 373,79: 2,04t 2.1¢
Total interes-bearing liabilities 1,891,233 3,75¢ .79 1,908,60; 4,954 1.04
Non-interes-bearing deposit 151,14: 130,22

Non-interes-bearing liabilities 16,12¢ 21,35¢

Total liabilities 2,058,50. 2,060,18

Stockholder' equity 217,57¢ 201,75

Total liabilities and stockholde’ equity $2,276,08. $2,261,94

Net interest incom $ 19,10¢ $19,33%

Net interest rate spread ( 3.42% 3.48%
Net interest margin (4 3.52% 3.6(%

(1) Amounts are recorded at average amortized

(2) Amountis net of deferred loan fees, undishdilean funds, discounts and premiums and estimassdallowances and includes loans
held for sale and n«-performing loans

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

(4) Netinterest margin represents net interest incdivided by average inter«-earning asset:

Comparison of Financial Condition at March 31, 2012and December 31, 2011
Total assets at March 31, 2012 were $2.261 bilkodecrease of $40.9 million, or 1.8%, compare®t@02 billion at December 31, 2011.

Cash and due from banks decreased by $39.4 mitbdb38.1 million at March 31, 2012, as comparei#d.5 million at December 31, 2011.
Part of the cash and due from banks was investatbitgage-backed securities which increased bys5®hlllion, to $376.5 million at
March 31, 2012, as compared to $364.9 million atépeber 31, 2011.

Loans receivable, net decreased by $8.2 milliom, balance of $1.555 billion at March 31, 2012¢c@®pared to a balance of $1.563 billior
December 31, 2011, primarily due to weak commetomh demand, prepayments and sale of newly otigihd0-year fixed-rate one-to-four
family loans.

Total deposits decreased $25.6 million, or 1.59%1®80 billion at March 31, 2012, from $1.706ibitl at December 31, 2011. Additionally,
Federal Home Loan Bank advances decreased by 8#llidh to $245.0 million at March 31, 2012, as quaned to $266.0 million ¢



December 31, 2011.

Stockholders’ equity at March 31, 2012 increased B9o, to $220.5 million, as compared to $216.8iomlat December 31, 2011, primarily
due to net income and a reduction in accumulateeratomprehensive loss, partly offset by the cégdehd on common stock and by the
repurchase of 113,500 shares of common stock fér iéillion.
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Comparison of Operating Results for the Three Montls Ended March 31, 2012 and March 31, 2011
General

Net income for the three months ended March 3122@s $5.6 million, as compared to net income of $illion for the correspondin
prior year period, an increase of $541,000 or 108%a per share basis net income per diluted staseb0.31 for the three months ended
March 31, 2012, as compared to $0.28 for the cpomding prior year period.

Interest Income

Interest income for the three months ended Mar¢t2812 was $22.9 million, as compared to $24.3ionilfor the three months ended

March 31, 2011. The yield on interest-earning asdetlined to 4.21% for the three months ended Maig 2012, as compared to 4.52% for
the same prior year period. For the quarter endactM31, 2012, the yield on loans receivable begkfrom loan prepayment fees of
$254,000, most of which was related to a singlgdamommercial loan. The loan prepayment fees iseckthe yield on interest-earning assets
by 5 basis points for the quarter ended March B122Average interest-earning assets increase@®yp $nillion, or 1.1%, for the three
months ended March 31, 2012, as compared to the pdor year period. The increase in average isterarning assets was due to the
increase in average investment and mortgage-bada@dities, which together increased $77.1 millam16.7%, and the increase in average
short-term investments which increased $27.8 millithese increases were partly offset by a decieaseerage loans receivable, net, of
$81.8 million.

Interest Expense

Interest expense for the three months ended MatrcB®L.2 was $3.8 million, as compared to $5.0 anillior the three months ended

March 31, 2011. The cost of interest-bearing liib8 decreased to .79% for the three months eMiedh 31, 2012 as compared to 1.04% in
the same prior year period. Average interest-bgdrabilities decreased by $17.4 million, or .9%y, the three months ended March 31, 2012,
as compared to the same prior year period. Theedeerwas due to declines in average time depaositaveerage borrowed funds of $23.6
million and $22.5 million, respectively, as comghte the same prior year period, partly offset hyreerease of average transaction deposits
of $28.7 million.

Net Interest Income

Net interest income for the quarter ended March2812 decreased to $19.1 million, as compared $o3%hillion in the same prior ye

period, reflecting a lower net interest margin lyaoffset by greater interest-earning assets. Tgténterest margin decreased to 3.52% for the
quarter ended March 31, 2012, from 3.60% in theesprior year period due to a change in the mixvefage interest-earning assets from
higher-yielding loans receivable into lower-yielgishort-term investments and investment and moetdi@gked securities. High loan
refinance volume also caused yields on loans antlyange-backed securities to trend downward.

Provision for Loan Losses

For the three months ended March 31, 2012, thegpoovfor loan losses was $1.7 million, unchangednfthe corresponding prior year
period. Non-performing loans increased $515,00Q,. 2%, at March 31, 2012, to $44.5 million from $4+illion at December 31, 2011. Net
charge-offs for the three months ended March 3122@ere $1,689,000, as compared to $970,000 isahw prior year period. During the
fourth quarter of 2011, the Company modified itargfe-off policy on problem loans secured by retdteswvhich accelerated the recognition
of loan charge-offs. The Company now takes chaffgehothe period the loan, or portion thereofdeemed uncollectable, generally after the
loan becomes 120 days delinquent and a recentisgbisareceived which reflects a collateral stattfPreviously, specific valuation reserves
were established until the loan charge-off wasna®®b upon final resolution of the collateral.

Other Income

Other income increased to $4.3 million for the geraended March 31, 2012, as compared to $3.5amilii the same prior year period
primarily due to a reduction in the net loss frothew real estate owned, higher fees and servicgeband an increase in the net gain on the
sale of loans. The net loss from other real estareed decreased by $316,000 for the quarter endedH\VB1, 2012, as compared to the same
prior year period. Additionally, for the quarterderd March 31, 2012, fees and service charges setdeb221,000 due to increases in trust
revenue, merchant service fees and checking acéeemtFinally, for the quarter ended March 31,2@ke net gain on the sale of loans
increased $213,000, due to strong gain on saleingarfhe net gain on the sale of loans was adyeedfdcted by a $150,000 increase in the
reserve for repurchased loans.
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Operating Expenses

Operating expenses decreased by 1.4%, to $12.i@mrfitlr the three months ended March 31, 2012pagpared to $13.1 million for the
corresponding prior year period. Federal depositiiance expense for the three months ended Mar@032 decreased by $210,000 from
corresponding prior year period due to a lower sssent rate and a change in the assessment methpdam deposit-based to a total
liability-based assessment. Additionally, compeiosadnd employee benefits costs decreased by 320500 2.9%, to $6.8 million for the
three months ended March 31, 2012, as comparéztoarresponding prior year period.

Provision for Income Taxes

Income tax expense was $3.1 million for the threatins ended March 31, 2012, as compared to $2l@mibr the same prior year period.
The effective tax rate decreased to 35.7% forliheet months ended March 31, 2012, as compared 38635 the same prior period.

Liquidity and Capital Resources

The Company’s primary sources of funds are depgmitiscipal and interest payments on loans and gagebacked securities, proceeds fr
the sale of loans, FHLB and other borrowings aod lesser extent, investment maturities. Whiledaled amortization of loans is a
predictable source of funds, deposit flows and gemge prepayments are greatly influenced by intea¢ss, economic conditions and
competition. The Company has other sources ofdiguif a need for additional funds arises, inchuglivarious lines of credit.

At March 31, 2012 and December 31, 2011, the Compad no outstanding overnight borrowings fromFEftLB. The Company
periodically utilizes overnight borrowings to fustort-term liquidity needs. The Company had totdl. B borrowings of $245.0 million at
March 31, 2012, a decrease from $266.0 millionetdnber 31, 2011.

The Company’s cash needs for the three months evidech 31, 2012 were primarily satisfied by priredipayments on loans and mortgage-
backed securities and proceeds from the sale digege loans held for sale. The cash was principailized for loan originations, the
purchase of investment and mortgage-backed sasyrideposit outflow and to reduce FHLB borrowingse Company’s cash needs for the
three months ended March 31, 2011 were primartigféad by principal payments on loans and mortgbgeked securities, proceeds from
sale of mortgage loans held for sale and increestd borrowings. The cash was principally utilizied loan originations, the purchase of
investment and mortgage-backed securities and depdfow.

In the normal course of business, the Companynelytienters into various off-balance-sheet commitisigprimarily relating to the
origination and sale of loans. At March 31, 201Zstanding commitments to originate loans totalég.4 million; outstanding unused lines
of credit totaled $225.2 million; and outstandirgronitments to sell loans totaled $13.8 million. W@mpany expects to have sufficient
funds available to meet current commitments arigintpe normal course of business.

Time deposits scheduled to mature in one yearssrtigtaled $169.2 million at March 31, 2012. Bageon historical experience management
estimates that a significant portion of such deposill remain with the Company.

The Company has a detailed contingency funding atehcomprehensive reporting of trends on a morthtyyquarterly basis. Management
also monitors cash on a daily basis to determiadiguidity needs of the Bank. Additionally, managgt performs a liquidity stress test in
several scenarios on a quarterly basis. The Bantimeges to maintain significant liquidity under atress scenarios.

Under the Company'’s stock repurchase program, slwir®ceanFirst Financial Corp. common stock magurehased in the open market
and through other privately negotiated transactimsn time-to-time, depending on market conditiohise repurchased shares are held as
treasury stock for general corporate purposesthethree months ended March 31, 2012, the Comppwrchased 113,500 shares of
common stock at a total cost of $1.6 million conggbwith no repurchases for the three months endadtvB1, 2011. At March 31, 2012,
there were 663,652 shares remaining to be repurdhasder the existing stock repurchase program.

Cash dividends on common stock declared and paidgithe first three months of 2012 were $2.2 miiliunchanged as compared to the
same prior year period. On April 18, 2012, the Bloair Directors declared a quarterly cash dividehtivelve cents ($0.12) per common
share. The dividend is payable on May 11, 2012dokholders of record at the close of business pril 80, 2012.

5
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The primary sources of liquidity specifically axaile to OceanFirst Financial Corp., the holding pany of OceanFirst Bank, are capital
distributions from the banking subsidiary and tssuance of preferred and common stock and long-debt For the first three months of
2012, the Company received a dividend payment & 8bllion from the Bank. At March 31, 2012, ther@pany had received notice from
Federal Reserve Bank of Philadelphia that it dag¢ohject to the payment of $11.1 million in dividks from the Bank to the Company over
the next two quarters although the Federal Resesarved the right to revoke its decision at ametif a safety and soundness concern arises
throughout the period. The Company’s ability totbaune to pay dividends will be largely dependemmgapital distributions from the Bank,
which may be adversely affected by capital constsamposed by the applicable regulations. The Gomannot predict whether the Bank
will be permitted under applicable regulations &y ja dividend to the Company. If the Bank is unablpay dividends to the Company, the
Company may not have the liquidity necessary togdividend in the future or pay a dividend atshene rate as historically paid, or be able
to meet current debt obligations. At March 31, 20@2eanFirst Financial Corp. held $16.1 milliorcash and $4.5 million in investment
securities available for sale.

As of March 31, 2012, the Bank exceeded all regjatapital requirements as follows (in thousands):

Actual Requirec
Amount Ratio Amount Ratio
Tangible capita $214,60° 9.51% $ 33,86: 1.5(%
Core capita 214,60° 9.51 90,31 4.0C
Tier 1 risk-based capite 214,60° 14.5¢ 59,01¢ 4.0C
Total risk-based capite 232,84¢ 15.7¢ 118,03: 8.0C

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

At March 31, 2012, the Company maintained tangtoiemon equity of $220.5 million, for a tangible aon equity to assets ratio of 9.7¢

Off-Balance-Sheet Arrangements and Contractual Obtations

In the normal course of operations, the Companyegeg in a variety of financial transactions thatdécordance with generally accepted
accounting principles, are not recorded in therfaial statements. These transactions involve, tgivg degrees, elements of credit, interest
rate, and liquidity risk. Such transactions aredu®e general corporate purposes or for customedsieCorporate purpose transactions are
used to help manage credit, interest rate, anddiigiuisk or to optimize capital. Customer transacs are used to manage customezguest
for funding. These financial instruments and commeitts include unused lines of credit and commitsiemextend credit. The Company &
has outstanding commitments to sell loans amourndirgi.3.8 million.

The following table shows the contractual obligati@f the Company by expected payment period &aoth 31, 2012 (in thousands):

More thar
Less than
Contractual Obligatiol Total one yeal 1-3 years 3-5 years 5 years
Debt Obligations $341,29: $ 88,79: $146,00( $84,00( $22,50(
Commitments to Originate Loal 73,38 73,38: — —
Commitments to Fund Unused Lines of Crt 225,20: 225,20: — — —

Commitments to originate loans and commitmentsitolfunused lines of credit are agreements to keadcustomer as long as there is no
violation of any condition established in the caotr Commitments generally have fixed expiratiotedar other termination clauses and may
require payment of a fee. Since some of the comemtmare expected to expire without being drawmutie total commitment amounts do
not necessarily represent future cash requirem&htsCompany’s exposure to credit risk is represkby the contractual amount of the
instruments.

Non-Performing Assets

The following table sets forth information regamglithe Company’s non-performing assets consistimgpafperforming loans and Other Real
Estate Owned (“OREQ?”). It is the policy of the Coany to cease accruing interest on loans 90 dagsoe past due or in the process of
foreclosure.
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March 31 December 3:

2012 2011
(dollars in thousand:

Non-performing loans

Real estat+ one-to-four family $28,96: $ 29,19:
Commercial real esta 10,58 10,55:
Constructior — 43
Consume 4,067 3,65
Commercial 91C 567
Total nor-performing loan: 44,52: 44,00¢
OREO, ne 2,03¢ 1,97C
Total nor-performing asset $46,56: $ 45,97¢
Delinquent loans -89 days $ 9,401 $ 14,97:
Allowance for loan losses as a percent of totah$o@ceivabl 1.1€% 1.15%
Allowance for loan losses as percent of total-performing loan: 40.97 41.47
Non-performing loans as a percent of total loans redsa 2.8¢ 2.71
Non-performing assets as a percent of total a: 2.0¢€ 2.0C

Included in the non-performing loan total at MaB&% 2012 was $16.2 million of troubled debt resinued loans, as compared to $14.5
million of troubled debt restructured loans at Daber 31, 2011. Non-performing loans are concerdret@ne-to-four family loans which
comprise 65.0% of the total. At March 31, 2012, dherage weighted loan-to-value ratio of non-peniog one-tofour family loans, after ar
related charge-offs, was 62% using appraisal vati&ise of origination and 80% using updated aigpfavalues. Appraisals are updated for
all non-performing loans secured by real estatesadequently updated annually if the loan remdétimquent for an extended period. At
March 31, 2012, the average weighted loan-to-vedtie of the total one-to-four family loan portfolivas 57% using appraisal values at time
of origination. Based upon sales data for the §sdrter of 2012 from the Ocean and Monmouth Cesriultiple Listing Service, home
values in the Company’s primary market area haeéirds by approximately 23% from the peak of theketin 2006. Individual home
values may move more or less than the average lbgsedthe specific characteristics of the propérhere can be no assurance that home
values will not decline further, possibly resultimjosses to the Company. The largest non-perfogrtdan relationship consists of several
credits totaling $6.3 million. The loans are cdlalized by commercial and residential real estdtdusiness assets and also carry a persona
guarantee. An appraisal performed in May 2011 sathe real estate collateral at $9.1 million. Invilmber 2011, the Company entered in
troubled debt restructuring with the borrower whiapitalized delinquent interest and reduced tterést rate in exchange for additional
collateral. The Company’s non-performing loans rienad elevated levels partly due to the extendeedlosure process in the State of New
Jersey. The protracted foreclosure process det@y€dmpany’s ability to resolve non-performing Isdinrough the sale of the underlying
collateral. Of the non-performing one-to-four fayribans at March 31, 2012, 72% were originatedItgrative Bank delivery channels
which were previously shuttered.

The Company classifies loans and other assetcor@da@nce with regulatory guidelines. At March 3012, the Company had $11.5 million
loans designated as Special Mention, $69.6 miilidioans classified as Substandard and $352,006€hir assets classified as Doubtful, as
compared to $11.5 million, $63.1 million and $746fespectively, at December 31, 2011. The lar§pstial Mention loan relationship at
March 31, 2012 is comprised of several credit fied to a commercial lending borrower specializimgesidential home building and
ownership of commercial office properties totalig8 million. The loans are current as to paymbantriticized due to poor operating
results. The loans are collateralized by resideatid commercial real estate. The largest Substdridan relationship is comprised of several
credit facilities to a building supply company wih aggregate balance of $9.3 million, which wasetu as to payments, but criticized du
poor, but improving, operating results. The loarsallateralized by commercial real estate anemitusiness assets. In addition to loan
classifications, the Company classified investnserurities with an amortized cost of $25.0 millard a carrying value of $18.1 million as
Substandard, which represents the amount of indteecurities with a credit rating below investirgmade from one of the internationally
recognized credit rating services. These secuatiegll current as to principal and interest paytsie

Critical Accounting Policies

Note 1 to the Compar's Audited Consolidated Financial Statements ferytbar ended December 31, 2011 included in the @oypAnnua
Report on Form 10-K for the year ended DecembeR@11 (the “2011 Form 10-K"), as supplemented by teport, contains a summary of
significant accounting policies. Various elemerftthese accounting policies, by their nature, aheerently subject to estimation techniques,
valuation assumptions and other subjective assedsni@ertain assets are carried in the consolidsitgdments of financial condition at fair
value or the lower of cost or fair value. Policies
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with respect to the methodologies used to determmia@llowance for loan losses, the reserve fannadased loans and the valuation of
Mortgage Servicing Rights and judgments regardaaysties impairment are the most critical accaumfpolicies because they are important
to the presentation of the Company’s financial ¢t and results of operations. These judgmendsparticies involve a higher degree of
complexity and require management to make diffianlil subjective judgments which often require aggioms or estimates about highly
uncertain matters. The use of different judgmesgsumptions and estimates could result in matdiffekrences in the results of operations or
financial condition. These critical accounting p@s and their application are reviewed periodjcatid, at least annually, with the Audit
Committee of the Board of Directors.

Private Securities Litigation Reform Act Safe Harba Statement

In addition to historical information, this quattereport contains certain forward-looking statemsemithin the meaning of the Private
Securities Reform Act of 1995 which are based atageassumptions and describe future plans, giegeand expectations of the Company.
These forward-looking statements are generallytified by use of the words “believe,” “expect,” tand,” “anticipate,” “estimate,” “project,”
“will,” “should,” “may,” “view,” “opportunity,” “po tential,” or similar expressions or expressiongmbability or confidence. The Compasy’
ability to predict results or the actual effecfatfure plans or strategies is inherently uncertgactors which could have a material adverse
effect on the operations of the Company and thsidigies include, but are not limited to, chanigeisiterest rates, general economic
conditions, levels of unemployment in the Bankisdmg area, real estate market values in the Bdahiing area, legislative/regulatory
changes, monetary and fiscal policies of the U.@&eBnment including policies of the U.S. Treasumy ¢he Board of Governors of the
Federal Reserve System, the quality or composifdhe loan or investment portfolios, demand farigroducts, deposit flows, competition,
demand for financial services in the Company’s raagtea and accounting principles and guidelinbes@ risks and uncertainties are further
discussed in the 2011 Form 10-K and subsequentisestilings and should be considered in evahmfiorward-looking statements and
undue reliance should not be placed on these statsiiThe Company does not undertake - and spabjifitisclaims any obligation - to
publicly release the result of any revisions whitchly be made to any forward-looking statementsfteaeevents or circumstances after the
date of such statements or to reflect the occueref@nticipated or unanticipated events. Furtlesicdption of the risks and uncertainties to
the business are included in Item 1, Business temd 1A, Risk Factors of the Company’s 2011 FornKl@ad Item 1A of this Form 10-Q.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

The Company'’s interest rate sensitivity is monitbilerough the use of an interest rate risk (“IRRYdel. The following table sets forth the
amounts of interest-earning assets and interesirgeéabilities outstanding at March 31, 2012, eiiwere anticipated by the Company,
based upon certain assumptions, to reprice or maiwgach of the future time periods shown. At Madt, 2012, the Company’s one-year
gap was negative 0.50% as compared to negativéadPecember 31, 2011.

More than
3 Months tc More than More than
3 Months 1 Yearto 3 Years to More than
At March 31, 201: or Less 1 Year 3 Years 5 Years 5 Years Total

(dollars in thousand:
Interes-earning assets: (.

Interes-earning deposits and sh-term investment $ 12,02( $ — $ — $$ — $ — $ 12,0«
Investment securitie 64,85! 23,07¢ 86,52 — 4,29¢ 178,74t
FHLB stock — — — — 17,747 17,74°
Mortgagebacked securitie 52,75 54,67¢ 105,39 65,57 87,47¢ 365,87t
Loans receivable (2 311,06« 431,44t 468,41 182,78! 179,12.  1,572,82!
Total interes-earning asse! 440,69( 509,19¢ 660,33: 248,35¢ 288,64( 2,147,211
Interes-bearing liabilities:
Money market deposit accout 38,39¢ 9,12; 20,07: 15,14¢ 49,02( 131,77.
Savings accoun 28,36! 21,831 45,00¢ 34,06t 106,06: 235,33(
Interes-bearing checking accour 520,85 61,42¢ 111,03¢ 91,74: 117,71¢ 902,78
Time deposit: 71,41¢ 97,821 33,44¢ 38,84¢ 11,412 252,95t
FHLB advance: 20,00( — 146,00( 79,00( — 245,00(
Securities sold under agreements to repurc 68,79« — — — — 68,79«
Other borrowing 22,50( — — 5,00( — 27,50(
Total interes-bearing liabilities 770,33( 190,21 355,57: 263,80¢ 284,21 1,864,13I
Interest sensitivity gap (¢ $(329,64() $318,98. $304,76( $(15,44¢) $ 4,42¢ $ 283,08.
Cumulative interest sensitivity g: $(329,640) $(10,659) $294,10. $278,65: $283,08. $ 283,08:
Cumulative interest sensitivity gap as a percenotaf
interes-earning assel (15.39% (0.50% 13.7(% 12.9t% 13.18% 13.18%

(1) Interest-earning assets are included in thegén which the balances are expected to be regledland/or repriced as a result of
anticipated prepayments, scheduled rate adjustmemdscontractual maturitie

(2) For purposes of the gap analysis, loans reb&niacludes loans held for sale and non-perforniags gross of the allowance for loan
losses, unamortized discounts and deferred loan
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(3) Interest sensitivity gap represents the differdretgveen intere-earning assets and intei-bearing liabilities

Additionally, the table below sets forth the Comyarexposure to interest rate risk as measurethéyhange in net portfolio value (“NPV”)
and net interest income under varying rate shoskaf &arch 31, 2012 and December 31, 2011. All mes$hused to measure interest rate
sensitivity involve the use of assumptions, whiciyrtend to oversimplify the manner in which actyialds and costs respond to changes in
market interest rates. The Company’s interestsamsitivity should be reviewed in conjunction witle financial statements and notes thereto
contained in the 2011 Form 10-K.

March 31, 201: December 31, 201

Net Portfolio Value Net Interest Incom Net Portfolio Value Net Interest Incom
_Change
in
Interest
Rates in
Basis
Points % NPV % % NPV %
(Rate Shock Amount Changs Ratio Amount Chang Amount Changs Ratio Amount Changs
(dollars in thousand:
300 $243,64. (47% 11.2 $65,17¢ (11.1)% $238,05 (4.8% 10.% $65,04¢ (11.1)%
200 255,21° (0.7 11.€ 68,58t (6.9 252,30° 0.¢ 11.2 68,65¢ (6.2
100 260,20¢ 1.8 11.€6  71,29¢ (2.7 261,06¢ 4.4 11.4 71,44 (2.4
Static 255,57¢ — 11.z 73,29 — 250,10¢ — 10.7 73,18¢ —
(100) 218,86t (14.9) 94 68,98: (5.5 204,78t (18.]) 87 67,900 (7.2
Item 4. Controls and Procedures

The Company’s management, including the Company’eipal executive officer and principal financificer, have evaluated the
effectiveness of the Company’s “disclosure contesld procedures,” as such term is defined in RB& 15(e) and 15d-15(e) promulgated
under the Securities Exchange Act of 1934, as artrthe “Exchange Act”Based upon their evaluation, the principal exeeutifficer anc
principal financial officer concluded that, as bétend of the period covered by this report, thenzamy’s disclosure controls and procedures
were effective. Disclosure controls and procedaresthe controls and other procedures that argmiesito ensure that the information
required to be disclosed in the reports that thea@my files or submits under the Exchange Act WithSecurities and Exchange
Commission (“*SEC”) (1) is recorded, processed, sanmad and reported within the time periods spedifih the SEC'’s rules and forms, and
(2) is accumulated and communicated to the Comgamgnagement, including its principal executive pridcipal financial officers, as
appropriate to allow timely decisions regardinguiegd disclosure. In addition, based on that ev@nathere were no changes in the
Company’s internal control over financial reportithgring the quarter ended March 31, 2012 that maaterially affected, or are reasonably
likely to materially affect, the Company'’s interraintrol over financial reporting.

9
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OceanFirst Financial Corp.
Consolidated Statements of Financial Condition
(dollars in thousands, except per share amounts)

March 31, December 31
2012 2011
(Unaudited)
ASSETS
Cash and due from ban $ 38,098 $ 77,52}
Investment securities available for s 166,35¢ 165,27¢
Federal Home Loan Bank of New York stock, at « 17,747 18,16(
Mortgagebacked securities available for s 376,46 364,93:
Loans receivable, ni 1,554,86: 1,563,01!
Mortgage loans held for sa 4,081 9,29
Interest and dividends receival 6,381 6,432
Other real estate owned, t 2,03¢ 1,97C
Premises and equipment, | 22,22¢ 22,25¢
Servicing asse 4,76 4,83¢
Bank Owned Life Insuranc 42,13t 41,981
Other asset 26,067 26,39’
Total asset $2,261,21.  $2,302,09
LIABILITIES AND STOCKHOLDERS ' EQUITY
Deposits $1,680,44.  $1,706,08.
Securities sold under agreements to repurchaseretdfi customer 68,79« 66,10:
Federal Home Loan Bank advan: 245,00( 266,00(
Other borrowing 27,50( 27,50(
Due to broker: — 5,18¢
Advances by borrowers for taxes and insure 8,31¢ 7,11z
Other liabilities 10,68¢ 7,262
Total liabilities 2,040,74: 2,085,24!
Stockholder' equity:
Preferred stock, $.01 par value, $1,000 liquidagiceference, 5,000,000 shares authorized, no share
issued — —
Common stock, $.01 par value, 55,000,000 sharémarned, 33,566,772 shares issued and 18,593,968
and 18,682,568 shares outstanding at March 31, @0dDecember 31, 2011, respectiv 33€ 33¢€
Additional paic-in capital 262,75( 262,81:
Retained earninc 190,17: 186,66t
Accumulated other comprehensive i (1,109 (2,46%)
Less: Unallocated common stock held by EmployeekS@wnership Pla (4,12 (4,199
Treasury stock, 14,972,804 and 14,884,204 shafdaiath 31, 2012 and December 31, 2011,
respectively (227,56 (226,30:)
Common stock acquired by Deferred Compensation (679 (871)
Deferred Compensation Plan Liabil 67¢ 871
Total stockholder equity 220,47: 216,84!
Total liabilities and stockholde’ equity $2,261,21.  $2,302,09

See accompanying Notes to Unaudited ConsolidateahEial Statements.
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Interest income
Loans
Mortgagebacked securitie
Investment securities and ott

Total interest incom

Interest expenst
Deposits
Borrowed funds
Total interest expens

Net interest incom
Provision for loan losse

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 incom
Fees and service charc

Net gain on sales of loans available for ¢

Net loss from other real estate owr

Income from Bank Owned Life Insuran

Other
Total other incom

Operating expense

Compensation and employee bene

Occupancy

Equipment

Marketing

Federal deposit insuran
Data processin

Legal

Check card processir
Accounting and aud
Other operating expen:

Total operating expens

Income before provision for income tay

Provision for income taxe
Net income

Basic earnings per she
Diluted earnings per sha

Average basic shares outstand
Average diluted shares outstand

See accompanying Notes to Unaudited ConsolidateahEial Statements.
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For the three months ended March

2012 2011
(Unaudited)
$ 19,80¢ $ 21,16«
2,31¢ 2,56:
74C 564
22,86 24,29
2,01¢ 2,90¢
1,74( 2,04t
3,75¢ 4,954
19,10¢ 19,33}
1,70C 1,70C
17,40t 17,63;
13¢ 96
2,94: 2,72z
972 75¢
(50) (36€)
30€ 24¢
2 J—
4,311 3,45¢
6,837 7,04z
1,304 1,19¢
59t 647
34¢€ 33€
531 741
943 88<
23¢ 25¢€
29¢ 32C
13z 14C
1,71% 1,56¢
12,94( 13,12¢
8,77¢ 7,96¢
3,12¢ 2,862
$ 5,64 $ 5,10¢
$ 0.31 $ 0.2¢
$ 0.31 $ 0.2¢
18,06« 18,16:
18,10¢ 18,21
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OceanFirst Financial Corp.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(in thousands)

For the three months ended March

2012 2011
(Unaudited)
Net income $ 5,647 $ 5,10¢
Other comprehensive incorr
Unrealized gain on securities (net of tax experisé@3 in 2012 and $993 in 201 1,36¢ 1,43¢
Total comprehensive incon $ 7,011 $ 6,542

See accompanying Notes to Unaudited ConsolidateahEial Statements.
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OceanFirst Financial Corp.
Consolidated Statements of Changes in StockholderEquity
(Unaudited)
(in thousands, except per share amounts)

Common Stoc
Accumulated En;ﬂg{ee
Other Acquired by Deferred
Commor  Additional Comprehensiv Deferred Compensatio
Paid-In Retained Treasury Compensatiol

Stock Stock Capital Earnings Loss Plan Stock Plan Plan Liability Total

Preferre: Ownershi}

Balance at

December 31,20: $ — $ 33€ $260,73¢ $174,67° $ (5560 $(4,48%) $(224,45) $ (94€) $ 94¢ $201,25:
Net income — — — 5,10¢ — — — — — 5,10¢
Unrealized gain on

securities (net of

tax expense $99: — — — — 1,43¢ — — — — 1,43¢
Tax expense of stock

plans — — (8) — — — — — — (8)
Stock award: — — 265 — — — — — — 26E
Treasury stock

allocated to

restricted stock

plan — — (280) 37 — — 243 — — —
Allocation of ESOP

stock — — 44 — — 73 — — — 117
Cash dividend $0.12

per share — — — (2,199 — — — — — (2,199
Exercise of stock

options — — — 2 — — 15 — — 13
Purchase of stock for

the deferred

compensation pla — — — — — — — (4) 4 —
Balance at March 31

2011 $ — $ 33€ $260,76( $177,62: $ (4,129 $(4,41)) $(224,199 $ (950 $ 95C $205,98t

Balance at

December 31,20:$ — $ 33€ $262,81: $186,66¢ $ (2,46f $(4,199) $(226,309) $ 871 $ 871 $216,84¢
Net income — — — 5,647 — — — — — 5,641
Unrealized gain on

securities (net of

tax expense

$1,003) — — — — 1,36¢ — — — — 1,36¢
Tax expense of stocl

plans — — 2 — — — — — — 2
Stock award: — — 17& — — — — — — 17&
Treasury stock

allocated to

restricted stock

plan — — (282) 42 — — 24C — — —
Purchased 113,500

shares of common

stock — — — — — — (1,56%) — — (1,56%)
Allocation of ESOP

stock — — 47 — — 72 — — — 11¢
Cash dividend $0.12

per share — — (2,17¢€) — — — — — (2,17¢)
Exercise of stock

options — — — (6) — — 66 — — 60
Sale of stock for the

deferred

compensation pla — — — — — — — 19z (192) —
Balance at March 31

2012 $ — $ 336 $262,75( $190,17: $ (1,104 $(4,12)) $(227,56) $ (679 $ 67¢ $220,47:




See accompanying Notes to Unaudited ConsolidateahEial Statements.
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OceanFirst Financial Corp.
Consolidated Statements of Cash Flows
(dollars in thousands)

For the three months ended March

2012 2011
(Unaudited)
Cash flows from operating activitie
Net income $ 5,64 $ 5,10¢
Adjustments to reconcile net income to net caskigenl by operating activitie:
Depreciation and amortization of premises and egaigt 62¢ 59¢
Allocation of ESOP stoc 11¢ 117
Stock award: 17t 265
Amortization of servicing ass 41C 484
Net premium amortization in excess of discount etdon on securitie 80C 59C
Net amortization of deferred costs and discountkans 192 25¢
Provision for loan losse 1,70C 1,70C
Provision for repurchased loa 15C —
Net loss on sale of other real estate ow 30 26¢
Net gain on sales of loal (1,127) (759
Proceeds from sales of mortgage loans held for 44,11¢ 40,68(
Mortgage loans originated for st (38,117 (36,470)
Increase in value of Bank Owned Life Insura (30€) (24¢)
Proceeds from Bank Owned Life Insural 15¢ —
Decrease (increase) in interest and dividendsvabks 51 (319
(Increase) decrease in other as (673) 18¢€
Increase (decrease) in other liabilit 3,271 (8,860
Total adjustment 11,58¢ (1,507%)
Net cash provided by operating activit 17,23t 3,60z
Cash flows from investing activitie
Net decrease in loans receiva 5,99¢ 22,35¢
Purchase of investment securities available far a,777) (30,31)
Purchase of mortga-backed securities available for s (45,977 (29,809¢)
Principal repayments on mortgi-backed securities available for s 28,86( 21,84:
Proceeds from maturities of investment securitieslable for sale 2,66¢ —
Decrease (increase) in Federal Home Loan Bank of Xerk stock 413 (1,447)
Proceeds from sales of other real estate ov 16¢ 334
Purchases of premises and equipn (595) (559
Net cash used in investing activit| (10,247 (17,585
Continuet

14
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OceanFirst Financial Corp.
Consolidated Statements of Cash Flows (Continued)
(dollars in thousands)

Cash flows from financing activitie
Decrease in deposi
Increase in shc-term borrowings
Proceeds from Federal Home Loan Bank adva
Repayments of Federal Home Loan Bank adva
Increase in advances by borrowers for taxes angtanse
Exercise of stock optior
Purchase of treasury sto
Dividends paic- common stocl
Tax expense of stock pla
Net cash (used in) provided by financing activi
Net decrease in cash and due from b
Cash and due from banks at beginning of pe
Cash and due from banks at end of pe

Supplemental Disclosure of Cash Flow Informati
Cash paid during the period f
Interest
Income taxe:
Non-cash activities
Transfer of loans receivable to other real estatecnl

See accompanying Notes to Unaudited ConsolidateahEial Statements.
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For the three months ended March

2012 2011
(Unaudited)
$ (25639 $ (18,180
2,69: 39,35(
— 25,00(
(21,000) (31,000)
1,202 90¢
60 13
(1,56°) —
(2,17¢) (2,199
(&) )
(46,42¢) 13,88¢
(39,437 (93)
77,521 31,45¢
$ 38,09¢ $ 31,36:
$ 3,82¢ $ 5,052
12 4,90(
267 222
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OceanFirst Financial Corp.
Notes To Unaudited Consolidated Financial Statemesat

Note 1. Basis of Presentation

The accompanying unaudited consolidated finant@#éments include the accounts of OceanFirst FiabGorp. (the “Company”) and its
wholly-owned subsidiary, OceanFirst Bank (the “Bgnknd its wholly-owned subsidiaries, Columbia Hohoans, LLC (“Columbia”),
OceanFirst REIT Holdings, Inc., OceanFirst Servité< and 975 Holdings, LLC. The operations of Gohia were shuttered in late 2007.

The interim consolidated financial statements céfédl normal and recurring adjustments which arghe opinion of management, conside
necessary for a fair presentation of the finanoialdition and results of operations for the peripassented. The results of operations for the
three months ended March 31, 2012 are not neclysisaticative of the results of operations that nimyexpected for all of 2012. In prepar
the consolidated financial statements, managersaefgjuired to make estimates and assumptionsfflat the reported amounts of assets
liabilities as of the date of the statements official condition and the results of operationglierperiod. Actual results could differ from
these estimates.

Certain information and note disclosures normatlbluded in financial statements prepared in accurelavith generally accepted accounting
principles have been condensed or omitted, purgoahe rules and regulations of the SecuritiesExchange Commission (the “SEC”).

These unaudited consolidated financial stateméraisld be read in conjunction with the audited cdidated financial statements and notes
thereto included in the Company’s Annual Repoi$tockholders on Form 10-K for the year ended Deezrh, 2011.

Note 2. Earnings per Share

The following reconciles shares outstanding folidaad diluted earnings per share for the threethsoeanded March 31, 2012 and 2011 (in
thousands):

Three months ended March !

2012 2011
Weighted average shares issued net of Treasurgs 18,65: 18,82¢
Less: Unallocated ESOP sha (499 (527)
Unallocated incentive award shares and sharesblyedéferred compensation
plan (94) (139
Average basic shares outstand 18,06¢ 18,16:
Add: Effect of dilutive securities
Shares held by deferred compensation 44 49
Average diluted shares outstand 18,10¢ 18,21

For the three months ended March 31, 2012 and 20titilutive stock options of 2,043,000 and 1,908, respectively, were excluded from
earnings per share calculations.

Note 3. Investment Securities Available for Sale

The amortized cost and estimated market valuevasiment securities available for sale at March2812 and December 31, 2011 are as
follows (in thousands):

Gro;s

Unrealize: Gross Estimated

Amortized Unrealizec Market

March 31, 201: Cost Gains Losses Value
U.S. agency obligations $101,85! $ 854 $ (1) $102,69¢
State and municipal obligatiol 17,591 29 1) 17,62¢
Corporate debt securiti 55,00( — (14,029 40,97:
Equity investment 4,29¢ 76€ — 5,06z

$178,74¢ $ 1,651 $(14,047) $166,35¢
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Gross

Unrealize: Gross Estimated

Amortized Unrealizec Market

December 31, 201 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 securiti 55,00( — (15,55) 39,44¢
Equity investment 4,294 25C (39 4,51(
$179,87¢ $ 1,03¢ $(15,63¢) $165,27¢

There were no realized gains or losses on theo$ahwestment securities available for sale forttiree months ended March 31, 2012 or
March 31, 2011.

The amortized cost and estimated market valuewasiment securities available for sale, excludiqgjty investments, at March 31, 2012 by
contractual maturity, are shown below (in thousan@lstual maturities will differ from contractualaturities because issuers may have the
right to call or prepay obligations with or withaozdll or prepayment penalties. At March 31, 20h2estment securities available for sale \
an amortized cost and estimated market value o0®®8lion and $41.0 million, respectively, werdlable prior to the maturity date.

Estimated
Amortized Market
March 31, 201: Cost Value
Less than one year $ 32,93: $ 32,97:
Due after one year through five ye 86,52: 87,35!
Due after five years through ten ye — —
Due after ten yeal 55,00( 40,97
$174,45. $161,29¢

The estimated market value and unrealized losmf@stment securities available for sale at Marth2®12 and December 31, 2011

segregated by the duration of the unrealized losaafollows (in thousands):

Less than 12 mont.f 12 months or longe Total
Estimatec Unrealize« Estimatec Estimatec
Market Market Unrealizec Market Unrealizec
March 31, 201. Value Losses Value Losses Value Losses
U.S. Agency obligations $5107 $ (11) $ — % $5100 $ (1)
State and municipal obligatio 40:< (€D} — — 40:< (@)}
Corporate debt securitit — — 40,971 (14,029  40,97: (14,029
$551C $ (12) $40,977 $(14,029 $46,48. $(14,04)
Less than 12 montt 12 months or longe Total
Estimatec Unrealize« Estimatec Estimatec
Market Market Unrealizec Market Unrealizec
December 31, 201 Value Losses Value Losses Value Losses
U.S. Agency obligations $20,79. ¢ (43 $ — & — %2079 $ (43
State and municipal obligatiol 421 (@D} 1,93t @) 2,35¢ (8)
Corporate debt securitit — — 39,44¢ (15,55)  39,44¢ (15,55))
Equity investment 1,46 (34) — 1,46 (34)
$22,677 $ (78 $41,38¢ $(15,55¢) $64,060 $(15,63¢)
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At March 31, 2012, the amortized cost, estimatetketavalue and credit rating of the individual corgte debt securities in an unrealized loss
position for greater than one year are as follawshousands):

Estimatec

Market Credit Rating
Security Descriptiol Amortized Cos Value Moody's/S&P
BankAmerica Capital $ 15,00( $10,37: Bal/BB+
Chase Capite 10,00( 7,63¢ A2/BBB
Wells Fargo Capite 5,00( 3,881 A3/A-
Huntington Capita 5,00( 3,79¢ Baa3/BB-
Keycorp Capita 5,00( 3,85z Baa3/BBE-
PNC Capita 5,00( 3,90¢ Baa2/BBE
State Street Capit: 5,00( 3,91 A3/BBB+
SunTrust Capite 5,00( 3,60¢ Baa3/BB-

$  55,00( $40,97:

At March 31, 2012, the market value of each conodabt security was below cost. However, the eggohmarket value of the corporate
debt securities portfolio increased over prior pési The corporate debt securities are issuedhsr éihancial institutions with credit ratings
ranging from a high of A2 to a low of BB+ as ratgdone of the internationally recognized creditmgiservices. These floatimgte securitie
were purchased during the period May 1998 to Seperh998 and have paid coupon interest continuaisbe issuance. Floating-rate debt
securities such as these pay a fixed interessptad over 90-day LIBOR. Subsequent to purchhseageqguired spread increased for these
types of securities causing a decline in the maskiee. The Company concluded that unrealized bsseavailable for sale securities were
only temporarily impaired at March 31, 2012. In cluding that the impairments were only temporang, Company considered several
factors in its analysis. The Company noted thah éssuer made all the contractually due paymentrwhaquired. There were no defaults on
principal or interest payments and no interest paywere deferred. All of the financial institutsowere also considered well-capitalized.
Based on management's analysis of each individe@lrity, the issuers appear to have the abilityéet debt service requirements for the
foreseeable future. Furthermore, although thesestmvent securities are available for sale, the Gmyploes not have the intent to sell these
securities and it is more likely than not that @@mpany will not be required to sell the securitilse Company has held the securities
continuously since 1998 and expects to receivilitprincipal at maturity in 2028 or prior if cadl by the issuer. The Company has
historically not actively sold investment secustend does not utilize the securities portfoli@aa®urce of liquidity. The Company’s long
range liquidity plans indicate adequate sourcdigoidity outside the securities portfolio.

Capital markets in general and the market for tlvesporate securities in particular have been gisdisince the second half of 2007. In its
analysis, the Company considered that the sevamityduration of unrecognized losses was at leay plue to the illiquidity caused by
market disruptions. Since that time, markets haakilized partly due to steps taken by the U.Sa3uey, the Federal Reserve Board, the
Federal Deposit Insurance Corporation and foregrtral banks to restore liquidity and confidencéhie capital markets. Each of these
issuers has been able to raise capital in recems nd the fair values of these securities hasre@sed since the lows reached in the second
half of 2008.

Due to the reasons noted above, especially théncomg restoration of the capital markets, the ioyed valuation of the corporate securities
portfolio from the 2008 lows, the capital positiohthe issuers and the uninterrupted payment afaatractually due interest, managemeni
determined that only a temporary impairment existellarch 31, 2012.

Note 4. Mortgage-Backed Securities Available for Sa

The amortized cost and estimated market value ofgage-backed securities available for sale at M&dg 2012 and December 31, 2011 are
as follows (in thousands):

Gross Gros_s
Unrealizet Unrealize: Estimated
Amortized Market
March 31, 201: Cost Gains Losses Value
FHLMC $106,26° $ 89¢ $ (129§ $107,03°
FNMA 258,69! 9,657 (17) 268,33
GNMA 914 17¢ — 1,08¢

$365,87¢ $10,73( $ (145 $376,46:
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Gross Gros_s
Unrealizet Unrealize: Estimated
Amortized Market
December 31, 201 Cost Gains Losses Value
FHLMC $ 74,15t $ 95C $ (49 $ 75,057
FNMA 279,41 9,36¢ (21) 288,76
GNMA 93t 177 — 1,117

$354,50:  $10,49¢ $ (69)  $364,93:

There were no gains or losses realized on theofamrtgage-backed securities available for saletfe three months ended March 31, 2012
and 2011.

The contractual maturities of mortgabgaeked securities available for sale vary; howether effective lives are expected to be shorten tha
contractual maturity date due to principal prepaytse

The estimated market value and unrealized losstotgage-backed securities available for sale atiWa1, 2012 and December 31, 2011,
segregated by the duration of the unrealized losaa follows (in thousands).

Less than 12 montt 12 months or longe Total
Estimated Estimated Estimated
Market Unrealized Market Unrealized Market Unrealized
March 31, 201. Value Losses Value Losses Value Losses
FHLMC $ 49157 $ (129 $ — % $ 49,157 $ (129
FNMA 14,65: (16) 87 1) 14, 74( (17)
$ 6381 $ (149 $ 87 $ (1) $ 63,89 $ (149
Less than 12 montt 12 months or longe Total
Estimated Estimated Estimated
Market Unrealized Market Unrealized Market Unrealized
December 31, 201 Value Losses Value Losses Value Losses
FHLMC $2466: $ (489 $ — $ — $ 2466 $ (49
FNMA 15,34¢ (21) — — 15,34¢ (21)
$ 40,01C $ (69 $ — $ — $ 40,01C $ (69)

The mortgage-backed securities are issued andgearhby either FHLMC or FNMA, corporations whiate @hartered by the United States
Government and whose debt obligations are typicaliyd AA+ by one of the internationally-recognizeddit rating services. FHLMC and
FNMA have been under the conservatorship of theefedédHousing Financial Agency since September 8820he conservatorships have no
specified termination date. Also, FHLMC and FNMAvkBantered into Stock Purchase Agreements, whitdwimg the issuance of Senior
Preferred Stock and Warrants to the United Stateastry, provide FHLMC and FNMA funding commitmefitam the United States
Treasury. The Company considers the unrealize@$ossbe the result of changes in interest ratéshwdver time can have both a positive
and negative impact on the estimated market vdltieeamortgage-backed securities. Although thesggage-backed securities are available
for sale, the Company does not inte