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PART |

Item 1. Business
General

OceanFirst Financial Corp. (the “Company”) is immamated under Delaware law and serves as the lgotdimpany for OceanFirst Bank (the “Bapk”
At December 31, 2013, the Company had consolidttteed assets of $2.2 billion and total stockholdemuity of $214.4 million. The Company i
savings and loan holding company subject to reguicty the Board of Governors of the Federal Res@&ystem (the “FRB”"and the Securities a
Exchange Commission (“SEC”). The Bank is subjectegulation and supervision by the Office of them@roller of the Currency (“OCC"and thi
Federal Deposit Insurance Corporation (“FDIGCurrently, the Company does not transact any natbtisiness other than through its subsidiary
Bank.

OceanFirst Financial Corp. has been the holdingpamy for OceanFirst Bank since it acquired thelsttidhe Bank upon the Bardg'conversion from
Federally-chartered mutual savings bank to a Fégeriaartered capital stock savings bank in 199 (tConversion”). The Bank’ principal busine:
has been and continues to be attracting deposits fhe general public in the communities surrougdia branch offices and investing those dep
primarily in single-family, ownerccupied residential mortgage loans and commenresdlestate loans, a key focus of the Bank. The&kBidgo invests i
other types of loans, including multi-family, consttion, consumer and commercial loans. In addjttbe Bank invests in mortgadpacked securitie
(“MBS"), securities issued by the U.S. Government and agenhkereof, corporate securities and other investsngermitted by applicable law ¢
regulations. The Bank periodically sells part afritortgage loan production in order to manage éstenate risk and liquidity. Presently, serviciights
are retained in connection with most loan saleg Banks revenues are derived principally from interesiteioans, and to a lesser extent, intere:
its investment and mortgage-baclsturities. The Bank also receives income from &ekservice charges on loan and deposit produest,and ass
management services, Bankcard services and theokaléernative investment products, e.g., mutualdf, annuities and life insurance. The Bank’
primary sources of funds are deposits, principal iaterest payments on loans and mortgaaeked securities, proceeds from the sale of Idaedere
Home Loan Bank (“FHLB”) advances and other borraysiland to a lesser extent, investment maturities.

The Company’s website address is www.oceanfirst.cbhe Company’s annual report on Form 10-K, qubrtaports on Form 1@, current reports ¢
Form 8K and all amendments to those reports are avaifabéeof charge through its website, as soon asoresbly practicable after such materii
electronically filed with, or furnished to, the SEThe Companys website and the information contained thereinasmected thereto are not intende
be incorporated into this Annual Report on FornKL0-

In addition to historical information, this Form-K0contains certain forwartboking statements within the meaning of the Pev@ecurities Reform A
of 1995 which are based on certain assumptionglaadribe future plans, strategies and expectatibtiee Company. These forwalabking statemen
are generally identified by use of the words “bedig “expect,” “intend,” “anticipate,” “estimate,”project,” “will,” “should,” “may,” “view,”
“opportunity,” “potential,” or similar expressioms expressions of confidence. The Comparadility to predict results or the actual effetfusure plan
or strategies is inherently uncertain. Factors Wwiticuld have a material adverse effect on the ¢ipesaof the Company and its subsidiaries inclumd
are not limited to, those items discussed unden t&. Risk Factors herein and the following: changeinterest rates, general economic condit
levels of unemployment in the Bank’s lending amem| estate market values in the Bankénding area, future natural disasters and iseeéo floo
insurance premiums, the level of prepayments ond@ad mortgagbacked securities, legislative/regulatory changemetary and fiscal policies of 1
U.S. Government including policies of the U.S. By and the FRB, the quality or composition of lili@n or investment portfolios, demand for |
products, deposit flows, competition, demand foeficial services in the Compasyharket area and accounting principles and guidgliThese ris|
and uncertainties should be considered in evalgdtirward-looking statements and undue reliancellshoot be placed on such statements.

” o«

1



Table of Contents

The Company does not undertake, and specificallglaims any obligation, to publicly release theuliesf any revisions which may be made to
forwarddooking statements to reflect events or circumstarafter the date of such statements or to rethecoccurrence of anticipated or unanticip
events.

Market Area and Competition

The Bank is a communitgriented financial institution, offering a wide ety of financial services to meet the needs ofdbemunities it serves. T
Bank conducts its business through an administéiianch office located in Toms River, New Jersmyd twentytwo additional branch office
Eighteen of the offices are located in Ocean CquNgw Jersey, with four branches in Monmouth Couargl one in Middlesex County. The Bank :
operates a trust and asset management office irciéater, New Jersey. In April 2013, the Bank expdnitk market presence in Monmouth Col
with the opening of its full service Financial Sttuns Center in Red Bank, offering deposit, lendamgl trust and asset management services. The 8ank
deposit gathering and lending activities are cotreéed in the markets surrounding its branch offieework.

The Bank is the oldest and largest commubiged financial institution headquartered in Od@aanty, New Jersey, which is located along therad
New Jersey shore. The economy in the F's primary market area is based upon a mixture mfceand retail trade, some of which is basedoomisr
at the New Jersey shore. Other employment is peavity a variety of wholesale trade, manufacturifegleral, state and local government, hospital.
utilities. The area is also home to commuters waykin New Jersey suburban areas around New YorkPduilddelphia. In October 2012, the Bank’
primary market area was adversely impacted by stqmen Sandy which caused substantial property daptagvever, there has been recent evider
substantial rebuilding and improved economic attigs the area recovers.

The Banks future growth opportunities will be partly influged by the growth and stability of the local eaogoand the competitive environmen
Ocean and Monmouth County. In New Jersey overallinrOcean and Monmouth counties, the unemploymasthas improved at a more rapid |
than the national rate. For New Jersey, Ocean @amd Monmouth County the unemployment rate deekss 7.3%, 7.3% and 6.1%, respectivel
December 31, 2013 as compared to 9.5%, 10.9% &84 &spectively, at December 31, 2012.

The Bank faces significant competition both in nmakioans and in attracting deposits. The Stateesf Nersey is an attractive market to many fina
institutions. Many of the Bank’s competitors ararwhes of significantly larger institutions headtgereed out-ofmarket which have greater financ
resources than the Bank. The Bankbmpetition for loans comes principally from coernial banks, savings banks, savings and loan assots, cred
unions, mortgage banking companies and insuraneganies. Its most direct competition for deposis historically come from commercial bar
savings banks, savings and loan associations atit amions although the Bank also faces compatifa deposits from shoterm money mark
funds, other corporate and government securitiedsuinternetnly providers and from other financial servicetitogions such as brokerage firms i
insurance companies. The Bank distinguishes ita@tf large banking competitors through its localgence and ability to deliver personalized service.

Lending Activities

Loan Portfolio Composition The Bank’s loan portfolio consists primarily ajrozentional first mortgage loans secured by ontw-family residence
At December 31, 2013, the Bank had total loanstanttng of $1.572 billion, of which $751.4 millionr 47.8% of total loans were oneftmir family,
residential mortgage loans. The remainder of thfgim consisted of $528.9 million of commercigal estate, mulfiamily and land loans, or 33.6%
total loans; $30.8 million of residential constinatloans, or 2.0% of total loans; $200.7 millidnconsumer loans, primarily home equity loans anels
of credit, or 12.8% of total loans; and $60.5 milliof commercial loans, or 3.8% of total loansluded in total loans are $785,000 in loans heldsfae
at December 31, 2013. The total amount of residkergal estate, consisting of one-to-four familglan
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residential construction, was $782.2 million, or8% of total loans. At that same date, 38.4% ofBhek’s total loans had adjustable interest rates
Bank has generally sold much of its 30-year, fixat, one-to-four family loans into the secondagrket primarily to manage interest rate risk.

The types of loans that the Bank may originate safgiect to Federal and state law and regulatianterdst rates charged by the Bank on loan
affected by the demand for such loans and the gugfphoney available for lending purposes and #tes offered by competitors. These factors a
turn, affected by, among other things, economiad®mns, monetary policies of the Federal governmiercluding the FRB, and legislative tax policies.
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The following table sets forth the composition lndé Bank’s loan portfolio in dollar amounts and geeecentage of the portfolio at the dates indicated

At December 31,
2013 2012 2011 2010 2009
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 $ 751,37 47.7% $ 809,70! 52.240% $ 882,55( 555%% $ 955,060 56.6% $ 954,73t 57.9%
Commercial real estat
multi-family and

land 528,94! 33.6¢ 475,15  30.6¢ 460,72  29.0( 435,127 25.8( 396,880 24.0¢
Residential constructic 30,82: 1.9€ 9,01z 0.5¢ 6,657 0.4z 13,74¢ 0.82 9,241 0.5€
Consumer (1 200,68: 12.7¢ 198,14:  12.7¢ 192,91t 12.1¢ 205,72 12.2C 217,29C  13.1¢
Commercial and industrii 60,54¢ 3.8E 57,96 3.7¢4 45,88¢ 2.8¢ 76,69: 4.5 70,21« 4.2€
Total loans 1,572,36: 100.006 1,549,98. 100.0% 1,588,73' 100.0(% 1,686,35 100.0(% 1,648,36: 100.0(%
Loans in proces (12,715 (3,639 (2,559 (4,055 (3,46¢€)
Deferred origination costs, t 3,52¢ 4,112 4,36¢ 4,862 4,767
Allowance for loan losse (20,930 (20,510 (18,230 (19,700 (14,729
Total loans, ne 1,542,24! 1,529,941 1,572,311 1,667,46. 1,634,94.
Less:
Mortgage loans held-
for-sale 78E 6,74¢ 9,297 6,674 5,65¢
Loans receivable,
net $1,541,46 $1,523,20! $1,563,01! $1,660,78: $1,629,28.
Total loans
Adjustable rate $ 602,97¢ 38.39% $ 635,26: 40.99% $ 692,33; 43.5¢% $ 816,05¢ 48.3% $ 839,28! 50.97%
Fixed rate 969,38t 61.6F 914,71¢  59.01 896,400 56.4: 870,29° 51.61 809,07¢  49.0%

$1,572,36- 100.0% $1,549,98° 100.0(% $1,588,73' 100.0(% $1,686,35' 100.0% $1,648,36: 100.0(%

(1) Consists primarily of home equity loans and linésredit, and to a lesser extent, loans on sav@egsunts and overdraft lines of cre:
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Loan Maturity. The following table shows the contractual mayudt the Banks total loans at December 31, 2013. The table doemclude principé
prepayments.

At December 31, 201:

Commercial
One-to- real estate, Commercial Total
four multi- family Residential and Loans
family and land construction Consumer industrial Receivable
(in thousands)
One year or les $ 71€ $11532( $ 18,10¢ $ 1,157 $ 22,74 $ 158,04t
After one year
More than one year to three ye 2,63¢ 122,45t — 3,22¢ 13,93¢ 142,25!
More than three years to five yei 21,25 158,69¢ — 7,141 11,88 198,97!
More than five years to ten yes 28,97: 125,83! — 34,32¢ 11,98 201,11!
More than ten years to twenty ye 191,43t 6,63¢ 92: 154,24 — 353,23¢
More than twenty yeai 506,35 — 11,79: 591 — 518,73
Total due after December 31, 2C 750,65: 413,62! 12,71t 199,52¢ 37,80( 1,414,31
Total amount du $751,37( $528,94' $ 30,82 $200,68: $ 60,54¢ 1,572,36.
Loans in proces (12,71Y
Deferred origination costs, n 3,52¢
Allowance for loan losse (20,930
Total loans, ne 1,542,24!
Less: Mortgage loans hefor-sale 78%
Loans receivable, n $1,541,46!

The following table sets forth at December 31, 2ah8 dollar amount of total loans receivable cactrally due after December 31, 2014, and wh
such loans have fixed interest rates or adjusiatdeest rates.

Due After December 31, 201
Fixed Adjustable Total
(in thousands)

Real estate loan

One-to-four family $394,16¢ $356,48: $ 750,65:
Commercial real estate, mi-family and lanc 341,06: 72,56: 413,62!
Residential constructic 6,077 6,63¢ 12,71t
Consume| 102,92¢ 96,60( 199,52¢
Commercial and industri: 27,16¢ 10,63« 37,80(
Total loans receivabl $871,40: $542 .91 $1,414,31
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Origination, Sale and Servicing of Loan3he following table sets forth the Baskoan originations, purchases, sales, principahyments and lo:
activity, including loans held-for-sale, for therjpels indicated.

For the Year December 31
2013 2012 2011
(in thousands)

Total loans
Beginning balanc $1,549,98: $1,588,73 $1,686,35!
Loans originated
One-to-four family 225,59¢ 308,79: 237,77
Commercial real estate, mi-family and lanc 124,29 80,10¢ 90,14+
Residential constructic 23,45: 6,511 6,71C
Consume! 85,99/ 92,63 74,17
Commercial and industri 124,85: 120,24 100,14:
Total loans originate 584,18° 608,29( 508,94
Total 2,134,17 2,197,02! 2,195,29
Less:
Principal repayment 448,37¢ 461,61: 460,65
Sales of loan 106,55( 174,29¢ 133,73¢
Charge-offs (gross; 3,521 7,08¢ 9,24¢
Transfer to other real estate owr 3,35¢ 4,05( 2,917
Total loans $1,572,36. $1,549,98: $1,588,73

One-to-four family mortgage loan origination volumeclined in the second half of 2013 as lontgem interest rates rose which reduced the voluf
loan refinancing. This same trend caused loan $alalso decline as the Bank typically sells longem fixed-rate one-téeur family mortgage loans.
mid-2013, the Bank supplemented its commercial lentiagn with several experienced bankers and suctlysgfew commercial real estate loans ¢
the second half of the year. Residential constnatirigination volume increased as the Bank focusetheeting the needs of borrowers rebuilding
superstorm Sandy.

Oneto-Four Family Mortgage Lending The Bank offers both fixed-rate and adjustabte-raortgage (“ARM”) loans secured by oneftar family
residences with maturities up to 30 years. The ritgjof such loans are secured by property locatdtie Banks primary market area. Loan originati
are typically generated by commissioned loan reprgives in the exclusive employment of the Bandé their contacts within the local real es
industry, members of the local communities andBaek’s existing or past customers.

At December 31, 2013, the Bank’s total loans ontliteg were $1.572 billion, of which $751.4 millioar 47.8%, were one-tfwur family residentie
mortgage loans, primarily single family and ownecupied. To a lesser extent and included in thiiac are residential mortgage loans secure
seasonal second homes and non-owner occupied mwestproperties. The average size of the Bank’stosieur family mortgage loans w
approximately $188,000 at December 31, 2013. ThekRarrently offers a number of ARM loan programishwinterest rates which adjust every ¢
three, five or ten years. The BaslkARM loans generally provide for periodic cap&6 or 3% and an overall cap of 6% on the increasteorease
the interest rate at any adjustment date and teeelife of the loan. The interest rate on thes@daa indexed to the applicable one-, three-, foweten-
year U.S. Treasury constant maturity yield, wittepricing margin which ranges generally from 2.7&%8.50% above the index. The Bank also o
three-, five-, seven- and ten-year ARM loans whiglerate as fixed-rate loans for the first threeg,fiseven or ten years and then convert toyeee-
ARM loans for the remainder of the term. The ARMurs are then indexed to a margin of generally 2.@%50% above the ongar U.S. Treasu
constant maturity yield.



Table of Contents

Generally, ARM loans pose credit risks differenartrisks inherent in fixedate loans, primarily because as interest rates tiee payments of t
borrower rise, thereby increasing the potential delinquency and default. At the same time, theketability of the underlying property may
adversely affected by higher interest rates. Ireotd minimize risks, borrowers of one-year ARMneawith a loan-tosalue ratio of 75% or less ¢
qualified at the fully-indexed rate (the applicalideS. Treasury index plus the margin, rounded upht nearest oneighth of one percent), a
borrowers of one-year ARM loans with a loan-to-eahatio over 75% are qualified at the higher of file/-indexed rate or the initial rate plus the
annual interest rate cap. The Bank does not otigiARM loans which provide for negative amortizati@he Bank offers interesinly ARM loans on
limited basis, in which the borrower makes onlyermetst payments for the first five, seven or terryed the mortgage loan term and then converi
fully-amortizing loan until maturity. Since the arest-only feature will result in future increaseshe borrowers loan payment when the contractu
required payments increase due to the required temation of the principal amount and these paynirateases will affect the borrowsrability tc
repay the loan, borrowers are qualified at theyfalhortized payment. The amount of interest-onlg-tmfour family mortgage loans at December
2013 and 2012 was $28.8 million and $37.0 milli@spectively, or 3.8% and 4.6%, respectively, tdltone-to-four family mortgages.

The Bank’s fixed-rate mortgage loans are curremide for terms from 10 to 30 years. The Bank saliae of the fixedate residential mortgage lo:
that it originates. The Bank generally retains $bevicing on loans sold. The Bank generally retéimsts portfolio shorter-term, fixedate loans ar
certain longer-term, fixedate loans, generally consisting of loans with be¢s exceeding the conforming loan limits of theggoment agenci
("*Jumbo” loans) and loans to officers, directorsemnployees of the Bank. The Bank may retain a gortf its longer-term fixedate loans aft
considering volume and yield and after evaluatmgriest rate risk and capital management considasatThe retention of fixedate mortgage loa
may increase the level of interest rate risk expoai the Bank, as the rates on these loans willbdfust during periods of rising interest rated #me
loans can be subject to substantial increaseseipagments during periods of falling interest raf@sting the past three years, the Bank has gew
sold most of its 30-year, fixed-rate, one-to-foamily loans into the secondary market primarilyrtanage interest rate risk.

The Bank’s policy is to originate one-four family residential mortgage loans in amoungsta 80% of the lower of the appraised value orgéking
price of the property securing the loan and up3&0®f the appraised value or selling price if pr@vanortgage insurance is obtained. Appraisal
obtained for loans secured by real estate progefTiee weighted average loan-to-value ratio ofBaek’s one-tofour family mortgage loans was 56%
December 31, 2013 based on appraisal values dintleeof origination. In recent years, a declineréal estate values in the BaaKending area h
generally reduced the collateral value supportivegBanks loans although the Bank believes that most barswontinue to have adequate colla
value to support their outstanding loan balancée Tinsurance is typically required for first moage loans. Mortgage loans originated by the |
include due-on-salelauses which provide the Bank with the contractigiit to declare the loan immediately due and pleyan the event the borrow
transfers ownership of the property without the IBarconsent. Due-on-sale clauses are an importaanms of adjusting the rates on the Bank’
mortgage loan portfolio and the Bank has generadbrcised its rights under these clauses.

The Bank obtains full verification of income on icemtial borrowers, however, it previously origiedtstated income loans on a limited basis thr
November 2010. These loans were only offered tt-employed borrowers for purposes of financing primaasidences and second home prope
The amount of stated income loans at December@ii3 and 2012 was $36.6 million and $47.3 milli@spectively, or 4.9% and 5.8%, respectivel
total one-to-four family mortgages.

The Bank currently brokers reverse mortgage loana third party originator. Prior to 2013, the Rathosed these loans in its name; however, theg
all sold into the secondary market. The loans @ualnder the Home Equity Conversion Mortgage progf the Federal Housing Administration i
are insured by the Department of Housing and Uibavelopment. For the year ended December 31, 2823ank recognized fee income on rev
mortgage loans of $714,000, as compared to a rebgahe sale of reverse mortgage loans of $708{@0the year ended December 31, 2012.
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The Bank has made, and may continue to make, ragtlenortgage loans that will not qualify as Qfiaell Mortgage Loans under the Do&dank Ac
and the recently enacted Consumer Financial PioteBureau (“CFPB”) regulations effective Januafy 2014. See " Risk FactorsThe DoddFrank
Act imposes new obligations on originators of resiihl mortgage loans, such as the Bank

Commercial Real Estat®ulti-Family and Land Lending The Bank originates commercial real estate ldhasare secured by properties, or prope
under construction, generally used for businespgres such as office buildings or retail facilitidssubstantial majority of the Bard&kcommercial re
estate loans are located in the Bank’s primary staakea. The Ban&'underwriting procedures provide that commeraal estate loans may be mad
amounts up to 80% of the appraised value of thpertg. The Bank currently originates commercial esstate loans with terms of up to ten years
amortization schedules up to thirty years with dixa@ adjustable rates. The loans typically conpagpayment penalties over the initial term. In heéag
its decision on whether to make a commercial retdte loan, the Bank considers the net operatiognie of the property and the borroveeexpertise
credit history, profitability and the term and qgtignof leases. The Bank has generally required tii properties securing commercial real estedas
have debt service coverage ratios of at least 130 Bank generally requires the personal guarasftdee principal for commercial real estate loans.

The Banks commercial real estate loan portfolio at Decen3der2013 was $528.9 million, or 33.6% of totalisaas compared to $475.2 million
30.7%, of total loans, at December 31, 2012. ThekBsuccessfully grew this market segment primattigough the addition of several experier
commercial lenders, including a new team situatetheé Banks Financial Solutions Center in Red Bank. Of thaltoommercial real estate portfo
50.7% is considered owner occupied, whereby thenyidg business owner occupies a majority of trepprty. The largest commercial real estate
in the Banks portfolio at December 31, 2013 was a performaanifor which the Bank had an outstanding carrypaignce of $15.8 million secured
a first mortgage on dormitories at a major uniugrén the Bank’s lending area. The average sizehef Banks commercial real estate loan:
December 31, 2013 was approximately $819,000.

The commercial real estate portfolio includes loforsthe construction of commercial properties. itafly, these loans are underwritten based |
commercial leases in place prior to funding. In naases, commercial construction loans are extetaledners that intend to occupy the propert
business operations, in which case the loan isdoagen the financial capacity of the related bussnand the owner of the business. At Decemb
2013, the Bank had an outstanding balance in cogial@onstruction loans of $23.7 million, as congshto $8.3 million at December 31, 2012.

The Bank also originates multi-family mortgage leamd land loans on a limited basis. The Bank'stinflanily loans and land loans at Decembel
2013 totaled $11.8 million and $6.2 million, resipesly, as compared to $18.2 million and $5.5 raiilj respectively, at December 31, 2012.

Residential Construction LendingAt December 31, 2013, residential constructioank totaled $30.8 million, or 2.0%, of the Bamkbtal loan
outstanding, an increase from $9.0 million, or 0.68the Banks total loans outstanding at December 31, 2012.if¢rease was due in large part to
additional loan demand from borrowers rebuildingauperstorm Sandy.

The Bank originates residential construction lopmsarily on a construction/permanent basis witbhsloans converting to an amortizing loan follow
the completion of the construction phase. MoshefBank’s residential construction loans are madedividuals building their residence.

Construction lending, by its nature, entails addidil risks compared to one-todr family mortgage lending, attributable primgrib the fact that func
are advanced based upon a security interest injagdbiwhich is not yet complete. The Bank addresisese risks through its underwriting policies
procedures and its experienced staff.
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Consumer_Loans The Bank also offers consumer loans. At Decerlier2013, the Bank’ consumer loans totaled $200.7 million, or 12.8%he
Bank’s total loan portfolio. Of the total consumer Igaortfolio, home equity lines of credit comprised0218 million, or 51.3%; home equity lo¢
comprised $97.1 million, or 48.4%; overdraft liffeccedit loans totaled $465,000 or 0.2%; and lo@msavings accounts totaled $260,000, or 0.1%.

The Bank originates home equity loans typicallyused by first or second liens on one-to-two famégidences. These loans are originated as fia&d-
loans with terms ranging from 5 to 20 years. Homeity loans are typically made on owner-occupietg-totwo family residences and generally
Bank customers. Generally, these loans are sutgjent 80% loan-taalue limitation, including any other outstandingmgages or liens. The Bank &
offers a variable-rate home equity line of creditioh extends a credit line based on the applisantome and equity in the home. Generally, thdit
line, when combined with the balance of any appliedirst mortgage lien, may not exceed 80% ofdppraised value of the property at the time o
loan commitment. Home equity lines of credit areused by a mortgage on the underlying real estdte.Bank presently charges no origination fee
these loans, but may in the future charge origimatees for such loans. The Bank does, howevergehearly termination fees should a home el
loan or line of credit be closed within two or targears of origination. A borrower is required taka monthly payments of principal and interest
minimum of $50, based upon a 10, 15 or 20 year aipation period. The Bank also offers home equited of credit which require the paymen
interestonly during the first five years with fully amortimy payments thereafter. Generally, the adjustadte of interest charged is based upor
prime rate of interest (as published in Wvall Street Journal ), although the range of interest rates charged vaay from 1.0% below prime to 1.t
over prime. The Bank currently maintains a 4.0%fflate on new originations. The loans have an lig%me cap on interest rate adjustments.

Commercial and Industrial LendingAt December 31, 2013, commercial and industoank totaled $60.5 million, or 3.8% of the Bankotal loan
outstanding. The Bank originates commercial andstihl loans and lines of credit (including forkimg capital; fixed asset purchases; and acqais
receivable and inventory financing) primarily inetiBanks market area. In underwriting commercial and itdisloans and credit lines, the Bé
reviews and analyzes financial history and capacitylateral value, strength and character of ttigcfpals, and general payment history of the been
and principals in coming to a credit decision. Benk generally requires the personal guarantedefptincipal borrowers for all commercial
industrial loans.

A well-defined credit policy has been approved by Bank’s Board of Directors (the “BoardThis policy discourages high risk credits, whiledsing
on quality underwriting, sound financial strengtidaclose monitoring. Commercial and industrial bass lending, both secured and unsecurt
generally considered to involve a higher degreeisif than secured real estate lending. Risk of s commercial and industrial business lo:
dependent largely on the borrower’s ability to remiinancially able to repay the loan from ongoiogerations. The Ban&'largest commercial a
industrial loan at December 31, 2013 was a perfogrioan to a medical group with an outstanding toegaof $4.2 million secured by medical equipn
and personal guarantees. The average size of tiléBaommercial and industrial loans at December2®13 was approximately $258,000.

Loan Approval Procedures and AuthorityThe Board establishes the loan approval poliokethe Bank based on total exposure to the indad
borrower. The Board has authorized the approvi#banis by various officers of the Bank or a Managent@redit Committee, on a scale which reqt
approval by personnel with progressively higheelswf responsibility as the loan amount increablesv borrowers with a total exposure in exces
$3.0 million and existing borrowers with a totapesure in excess of $5.0 million require approwettie Management Credit Committee. A minimur
two employeessignatures are required to approve residentialslaarer the conforming loan limits of the Federalnt¢oLoan Mortgage Corporati
("FHLMC”) and the Federal National Mortgage Assdita (“FNMA”). Pursuant to applicable regulations, loans to orneoler generally cann
exceed 15% of the Bank’s unimpaired capital, wlitBecember 31, 2013 amounted to $32.7 millionD&tember 31, 2013, the Baskhaximum loa
exposure to a single borrower and related intengats $17.7 million. This performing loan is secul®da first mortgage on a mufbrpose medic
office facility.
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Loan Servicing Loan servicing includes collecting and remittingn payments, accounting for principal and intenesking inspections as requirec
mortgaged premises, contacting delinquent borrowsrgervising foreclosures and property dispositionthe event of unremedied defaults, ma
certain insurance and tax payments on behalf obtreowers and generally administering the loare Bank also services mortgage loans for ot
All of the loans currently being serviced for otherre loans which have been sold by the Companypetember 31, 2013, the Bank was servi
$806.8 million of loans for others. At December 3013, 2012 and 2011, the balance of mortgagedegviights totaled $4.2 million, $4.6 million
$4.8 million, respectively. For the years ended é»eloer 31, 2013, 2012 and 2011, loan servicing ircootaled $748,000, $538,000 and $427,
respectively. The Bank evaluates mortgage servidigigts for impairment on a quarterly basis. No &imment was recognized for the years et
December 31, 2013, 2012 and 2011. The valuatiomaitgage servicing rights is determined throughistaiinted analysis of future cash flo
incorporating numerous assumptions which are stlfesignificant change in the near term. Generallydecline in market interest rates will ce
expected prepayment speeds to increase resultendpiner valuation for mortgage servicing rightsl atimately lower future servicing fee income.

Delinguencies and Classified AssefBhe steps taken by the Bank with respect to dakncies vary depending on the nature of the loahperiod o
delinquency. When a borrower fails to make a regijpayment on a loan, the Bank takes a numbeepssb have the borrower cure the delinqu
and restore the loan to current status. The Banéissthe borrower a written notice of non-paymediter the loan is first past due. In the event paytic
not then received, additional letters and phonks cgnerally are made. In the case of residentatgage loans, the Bank may offer to modify theni
or take other forbearance actions which afford bberower an opportunity to remain in their home a@atisfy the loan terms. If the loan is still
brought current and it becomes necessary for timk Baitake legal action, which typically occurseafa loan is delinquent at least 90 days or mbe
Bank will commence litigation to realize on the latéral, including foreclosure proceedings agamsy real property that secures the loan.
foreclosure action is instituted and the loan is Imought current, paid in full, or an acceptablerkout accommodation is not agreed upon befor
foreclosure sale, the real property securing tlam lgenerally is sold at foreclosure. Foreclosureslines in New Jersey are among the longest i
nation and have remained protracted over the mastylears. The Bank offers various modification pamgs to assist homeowners with finan
hardships. In addition to hardship modificationgnams managed and serviced for investors, the Blukoffers proprietary modification programs
loans retained in its portfolio.

The Bank’s internal Asset Classification Committedajch is chaired by the Chief Risk Officer, reviewnd classifies the Barskassets quarterly a
reports the results of its review to the Board.past of this process, the Chief Risk Officer corapih quarterly list of all criticized and clasdifi@an:
and a narrative report of classified commercial widistrial, commercial real estate, multi-famigndand construction loans. The Bank classifies a
in accordance with certain regulatory guidelines.Diecember 31, 2013, the Bank had $66.2 milliorasdets, including all other real estate ov
(“OREQ"), classified as “Substandard,” $859,000aeéets classified as “Doubtful” and no assets ifledsas “Loss.”At December 31, 2012, the Be
had $90.0 million of assets classified as “Substashdl $1.1 million classified as “Doubtful” and ressets classified as “LossAssets which do n
currently expose the Bank to sufficient risk to waat classification in one of the aforementionetegaries but possess weaknesses, such a
delinquencies, are designated “Special Menti@pécial Mention assets totaled $5.8 million at Deloer 31, 2013, as compared to $6.2 millio
December 31, 2012. In addition to internal creeliiews, the Bank has engaged an independent fietiazing in commercial loan reviews to revie
selection of commercial real estate and commeaeidlindustrial loans, including all classified éyecial Mention loans, and provide management
objective analysis regarding the quality of thessnk throughout the year. The independent firmexeed more than 70% of the Compasngbmmercie
real estate and commercial and industrial loansidu013. Their conclusion was that the Bank’srimé credit reviews are reliable.

The largest Substandard loan relationship is casegriof several credit facilities to a marina with aggregate balance of $6.5 million which
criticized due to poor, but improving, operatingutts. The loans are
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collateralized by commercial and residential resthte, all business assets and also carry a péigomantee. The most recent appraisals valueei
estate collateral at $8.9 million. In November 20flle Company entered into a troubled debt restring with the borrower which amended
repayment terms and reduced the interest rate ¢hamge for additional collateral. The borrower hesiained current as to payments undel
restructured terms and the loan was returned touakstatus in the third quarter of 2013. The loalationship remains classified, however, du
continued uncertainty about the borrower’s abilityservice the debt.

Non-Accrual Loans and ORE(rhe following table sets forth information regamlinonaccrual loans and OREO. It is the policy of the IB&mceas
accruing interest on loans 90 days or more pasbdirethe process of foreclosure. For the yeadedrDecember 31, 2013, 2012, 2011, 2010 and
respectively, the amount of interest income thatilkdvave been recognized on naccrual loans if such loans had continued to perfior accordanc
with their contractual terms was $2,040,000, $2,d3@, $2,125,000, $1,467,000 and $1,441,000, r&spbc

December 31
2013 2012 2011 2010 2009
(dollars in thousands)

Non-accrual loans

Real estate
One-to-four family $28,21: $26,521 $29,23¢ $26,94¢ $19,51(
Commercial real estate, mi-family and lanc 12,30« 11,56 10,55: 5,84¢ 5,152
Consume 4,32¢ 4,54( 3,65: 4,62¢ 3,031
Commercial and industrii 51E 74¢€ 567 117 627
Total 45,36( 43,37¢ 44,00¢ 37,531 28,32(
OREO 4,34 3,21( 1,97( 2,29t 2,615
Total nor-performing asset $49,70¢ $46,58¢ $45,97¢ $39,83: $30,93:
Allowance for loan losses as a percent of totahso@eceivable (1 1.32% 1.32% 1.15% 1.17% 0.8%%
Allowance for loan losses as a percent of totalperforming loans
2 46.1¢ 47.2¢ 41.42 52.4¢ 51.9¢
Non-performing loans as a percent of total loans red#es(1)(2) 2.8¢ 2.8C 2.71 2.2t 1.7z

Non-performing assets as a percent of total
assets (2 2.21 2.0t 2.0C 1.77 1.52

(1) Total loans includes loans receivable and mortdaages hel-for-sale.
(2) Nonr-performing assets consist of non-performing loand OREO. Norperforming loans consist of all loans 90 days orengast due and otf
loans in the process of foreclosu

The Company’s noperforming loans totaled $45.4 million at Decem®&y 2013, a $2.0 million increase from $43.4 milliat December 31, 20:
Included in normperforming loans at December 31, 2013 were $3.liamiin loans which remain adversely impacted byesatorm Sandy. Also includ
in the nonperforming loan total at December 31, 2013 werd $8illion of troubled debt restructured loans, aspared to $18.2 million of troubl
debt restructured loans at December 31, 2012. diyedt norperforming loan relationship consists of two comamdrreal estate loans to a hotel,
and banquet facility for $6.2 million, criticizedie to continual losses and covenant violations. ffibset recent appraisal values the real estateterl
which is currently marketed for sale, at $7.4 moiili net of past due real estate taxes.

Non-performing loans are concentrated in one-to-famnify loans which comprise 62.2% of the total. Add@mber 31, 2013, the average weighted loan
to-value ratio of non-performing one-to-four familgans was 76% using recently updated appraisalegalAppraisals are obtained for all non-
performing loans secured by
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real estate which are subsequently updated oni@dpebasis, generally annually for residentiall restate, if the loan remains delinquent for areeste(
period. At December 31, 2013, the average weiglttad-to-value ratio of the total one-four family loan portfolio was 56% using appraisalues ¢
time of origination. The Company’s nqrerforming loans remain at elevated levels partlg tb the protracted foreclosure process in thte SthNew
Jersey. This process delays the Company’s ahilitgsolve non-performing loans through sale ofuihéerlying collateral.

Allowance for Loan LossesThe allowance for loan losses is a valuation antthat reflects probable incurred losses in tam Iportfolio. The adequa
of the allowance for loan losses is based on managgs evaluation of the Compasypast loan loss experience, known and inhereks iis the
portfolio, adverse situations that may affect toerbwer’s ability to repay, estimated value of any undedycollateral and current economic conditit
Additions to the allowance arise from charges terapjons through the provision for loan lossesromfthe recovery of amounts previously chargéd-
The allowance is reduced by loan chaodis- A description of the methodology used in blshing the allowance for loan losses is set fanthhe
section “_Managemetrd Discussion and Analysis of Financial Conditionsl &esults of Operations, Critical Accounting Piekc Allowance for Loa
Losses”

As of December 31, 2013 and 2012, the Bané&llowance for loan losses was 1.33% and 1.32%ectisely, of total loans. The Bank t
non-accrualoans of $45.4 million and $43.4 million at DecemBg&, 2013 and 2012, respectively. The Bank wilittwue to monitor its allowance 1
loan losses as conditions dictate.

The following table sets forth activity in the Basilallowance for loan losses for the periods sghfmm the table.

At or for the Year Ended

2013 2012 2011 2010 2009
(dollars in thousands)
Balance at beginning of ye $20,51( $18,23( $19,70( $14,72: $11,66¢
Charge-offs:
Residential real esta 2,444 4,67¢ 4,645 1,95¢ 1,602
Commercial real esta — 47 2,301 324 88t
Consume 842 2,28 1,982 73€ 10t
Commercial and industri 23t 76 32% 257 95
Total 3,521 7,084 9,24¢ 3,27¢ 2,68¢
Recoveries 1,141 1,46¢ 29 25¢ 46
Net charg-offs 2,38( 5,62( 9,22( 3,02t 2,64z
Provision for loan losse 2,80( 7,90( 7,75( 8,00( 5,70(C
Balance at end of ye. $20,93( $20,51( $18,23( $19,70( $14,72:
Ratio of net charge-offs during the year to avenmsgdoans outstanding
during the yea 0.16% 0.36% 0.57% 0.1&8% 0.16%

The increase in charge-offs during 2011 was pripalie to the Company’s decision to modify its gewff policy on problem loans secured by |
estate. Historically, the Company established $ipecaluation reserves for estimated losses foblem real estate related loans when the loans
deemed uncollectible. The specific valuation resemwere based upon the estimated fair value ofitlderlying collateral, less costs to sell. The al
loan charge-off was not recorded until the foreategprocess was complete. Under the modified pplicy
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losses on loans secured by real estate are chaffjiedthe period the loans, or portion thereog deemed uncollectible, generally after the loasobee:
120 days delinquent and a recent appraisal isvedeihich reflects a collateral shortfall. The nfmdition to the chargeff policy resulted in addition
charge-offs in the fourth quarter 2011 of $5.7 imill All of these charge-offs were timely identdien previous periods in the Compaswyllowance fc
loan losses process as a specific valuation reserdavere included in the Compagyoss experience as part of the evaluation oatlesvance for loa
losses. Accordingly, the additional charge-offs wiid affect the Company’s provision for loan loseeset income for 2011 or previous periods.
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The following table sets forth the Baskpercent of allowance for loan losses to totalvedince and the percent of loans to total loansach eof th
categories listed at the dates indicated (doltathdusands).

At December 31,

2013 2012 2011 2010 2009
Percent Percent Percent Percent Percent
P t ol of Loans Percent o' of Loans P t ol of Loans Percentoi  of Loans P t ol of Loans
ercent o in Each in Each ercent o in Each in Each ercent o in Each
Allowance Category Allowance Category Allowance Category Allowance Category Allowance Category
to Total to Total to Total to Total to Total to Total to Total to Total to Total to Total
Amount Allowance Loans Amount Allowance Loans Amount Allowance Loans Amount Allowance Loans Amount Allowance Loans
Residentia
real
estate $ 4,85¢ 23.2:% 49.7%% $ 5,241 25.56% 52.8% $ 5,37( 29.4€6% 55.9% $ 5,971 30.3% 57.4% $ 3,65¢ 24.8% 58.4%
Commercig
real
estate 10,37: 49 .5t 33.6¢ 8,931 43.57 30.6¢ 8,47 46.4¢ 29.0( 6,831 34.7] 25.8( 5,04: 34.2¢ 24.0¢
Consume 1,36( 6.5C 12.7¢ 2,26¢ 11.0¢ 12.7¢ 1,461 8.01 12.1¢ 3,26¢ 16.57 12.2( 2,99¢ 20.3¢ 13.1¢
Commercia
and
industria  1,38¢ 6.61 3.8t 1,34¢ 6.51 3.7¢ 90( 4.9¢ 2.8¢ 962 4.8¢ 4.5¢8 1,72¢ 11.7: 4.2¢
Unallocatec 2,951 14.17 — 2,72( 13.2¢ — 2,02¢ 11.1] — 2,66( 13.5( — 1,30¢ 8.8t —
Total $20,93( 100.0%  100.0(% $ 20,51( 100.0%  100.0(% $ 18,23( 100.0%  100.0(% $ 19,70( 100.0%  100.0(% $ 14,72! 100.0%  100.0(%
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Reserve for Repurchased Loans and Loss Sharingadbins. At December 31, 2013 and 2012, the Company miagdaa reserve for repurchased Ic
and loss sharing obligations of $1.5 million and2illion, respectively, related to potential leson loans sold which may have to be repurchase
to a violation of a representation or warranty. described below, the reserve also includes an asiof the Banls obligation under a loss shar
arrangement with the FHLB relating to loans solw itheir Mortgage Partnership Finance (“MPPBtpgram. Provisions for losses are charged to ga
sale of loans and credited to the reserve whileahdbsses are charged to the reserve. Losses$8&£000, $252,000, and $104,000, respectivel
the years ended December 31, 2013, 2012, and 26dlided in the losses on loans repurchased afe sattlements in lieu of repurchases
December 31, 2013, there were five outstanding feaarchase requests on loans with a total prihdigkance of $1.2 million, which the Compan
disputing, as compared to twelve outstanding l@gurchase requests with a principal balance of 88ll&n at December 31, 2012. For the year el
December 31, 2013, four new repurchase requests reeeived, four repurchase requests were resalved cost to the Bank and seven repurc
requests were resolved through a cash settleméintiof repurchase.

In order to estimate an appropriate reserve foungased loans, the Company considers recent ataribal experience, product type and volum
recent whole loan sales, the general economic @mvient and an estimated loss on repurchase regaestged but not yet resolved.

The method used to calculate the reserve for répsed loans can generally be described as: vol@itoares sold multiplied by the estimated percen
of loans expected to be returned for repurchaseiptiet by the estimated loss percentage on loapsrchased. The material assumptions relied
determine the reserve for repurchased loans atteefulescribed below.

A specific reserve was established for projectadds on outstanding repurchase requests. Theispesiérve was based on the estimated fair val
the underlying collateral modified by the likelitebof payment which was estimated based on histagiqaerience.

The Company segmented its volume of sold loans twto portfolios, Bank originated loans and loangjioated by Columbia Home Loans, L
(“Columbia”) the Banks mortgage company which was shuttered in 2007iandw in dissolution. Each of these portfolios viagher segmented |
investor type, between loans sold to GovernmeninSp@d Enterprises (“GSE”) such as FHLMC and FNM® #éans sold to noGSE investor:
Based on actual loan repurchase experience, theo&@uondetermined that loans originated by Columiaid $ignificantly more repurchase requests
loans originated by the Bank. Based on this d&a,Gompany considered the population of loans subgerepurchase as Columbia loans origin
from January 1, 2005 through its shuttering in 288@ Bank loans originated in the past five ye@h& volume of loan originations by Columbia is
of loan volume covered by a prior settlement witd bban investor, as the risk of future repurchdis®s these loans has been mitigated. Loan bal:
were assumed to decay, or run-off, at the rat€d% per year.

The Company then applied a return factor to theaieing loan sale volume as determined above. Themrrdactor was determined based on
Company’s actual experience for repurchase reqaests$s equal to the amount of repurchase reqdastied by the amount of loans sold.

The calculated return factors were as follows:

Non-GSE Exposure GSE Exposure
At December 31,
2013 2012 2011 2013 2012 2011
Bank 0.14&% 0.1(% 0.16% 0.11% 0.04% 0.0(%
Columbia 0.3% 0.3%% 0.4% 0.7% 0.7¢% 0.26%
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The Company experienced substantial repurchasesegalume for Columbia in 2007 which moderatedhiigantly in recent years. As a result of 1
trend, the Company gave more weight to its morereexperience and less weight to earlier expegieas management concluded that the recent
is more indicative of potential future results.

Finally, to establish the reserve for repurchaseah$, estimated loss factors were applied to ttima®d amount of repurchase requests. The Con
calculated an actual loss experience on currenttgtanding and prior repurchase requests whicheae®ber 31, 2013, 2012 and 2011 were 2¢
25.0% and 15.7%, respectively, for the Bank and@%5.17.6% and 16.0%, respectively, for Columbithalgh the actual loss factor was modifie
consider several economic factors which were likeladversely impact the Compagsybss experience. These factors included contimesakness |
the housing market and elevated levels of unempémgmAdditionally, both FNMA and FHLMC and invessom mortgagésacked securities pot
continue to carefully examine loan documentationlaans sold to these agencies and investors by doginators, such as the Bank, with a goe
putting an increasing amount of delinquent loanskla the originator. After adjustments, the fiestimated loss factors used and applied to loat
which no request has been received to date at Desredd, 2013, 2012 and 2011 were 43.8%, 40.5% &2, respectively, for the Bank and 46.
48.1% and 41.2%, respectively, for Columbia.

Under the MPF program, the Bank and the FHLB sheedit risk for loans sold. The first loss positi@yual to 1% of the aggregate amount of the
pool, is absorbed by the FHLB. The second losstiposigenerally covering the next 1.5% to 4.0%he aiggregate loan pool, is absorbed by the |
Loan losses above the combination of these twostiulds are fully absorbed by the FHLB. In evaluatihe loss sharing obligation under the M
program, the Bank monitors the first loss position the delinquency characteristics of each MPF fa#ol. Similar to the evaluation of the allowa
for loan losses, the Bank establishes a specifierve and a general reserve. For loans 90 day®w delinquent, the Bank identifies a specific res
representing the difference between the loan graidialance and the fair value of the real estaliateral, less estimated selling costs. For loghih
are less than 90 days delinquent, the Bank applféstorical loss rate, adjusted for several ecaadattors, consistent with the above, which wékely
to adversely impact the Barskloss experience. The adjusted loss rate is thétipfied by the average life of the loan pool. Tiogal of the specific ar
general reserves, by loan pool, are compared toetinaining first loss position. Any excess lossneste above the first loss position is includedhie
reserve for repurchased loans and loss sharingathdins.

Management believes that the Bank has establishedraintained the reserve for repurchased loanslaasdsharing obligations at adequate le
however, future adjustments to the reserve mayebessary due to economic, operating or other dondibeyond the Bank’s control.

Investment Activities

Federallyehartered savings institutions have the authontyinivest in various types of liquid assets, inahgdiUnited States Treasury obligatic
securities of various Federal agencies, certifcatedeposit of insured banks and savings institgti bankersacceptances, repurchase agreement
Federal funds. Subject to various restrictions,gfaitly-chartered savings institutions may also investammercial paper, corporate debt securities
mutual funds whose assets conform to the invessribat a Federally-chartered savings institutiostierwise authorized to make directly.

The investment policy of the Bank as establishedheyBoard attempts to provide and maintain ligyidjenerate a favorable return on investrr
without incurring undue interest rate and credskriand complement the Bank’s lending activitiegedfically, the Banks policies generally lim
investments to government and Federal agency-ba#@dities, municipal securities and corporatd dbbgations. The Bank' policies provide that :
investment purchases must be evaluated internadlgreditworthiness and be approved by two offidarsy two of the Senior Vice President/Treas!
the Executive Vice President/Chief Financial Officand the President/Chief Operating Officer) anastrbe ratified by the Board. The Company’
investment policy mirrors that of the Bank exceyatttit allows for the purchase of equity securitieBmited amounts.
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Management determines the appropriate classifitadfosecurities at the time of purchase. If the IBaas the intent and the ability at the time
purchase to hold securities until maturity, theyyrbe classified as held-to-maturity. Investment amattgage-backed securities identified as held-to-
maturity are carried at cost, adjusted for amatitraof premium and accretion of discount, whicle aecognized as adjustments to interest inc
Securities to be held for indefinite periods oféinbut not necessarily to maturity are classifiedwaailable-for-sale. Securities available-$atte includ
securities that management intends to use as pats asset/liability management strategy. Suchugtes are carried at estimated fair value
unrealized gains and losses, net of related taecefare excluded from earnings, but are included separate component of stockholdeglity. During

the third quarter of 2013, the Company transfer$&®6.0 million of previously designated availabbe-§ale securities to the heldtoaturity
classification,_Se&Note 3 to the Consolidated Financial Stateménts

On December 10, 2013, final rules were releasaéehpbement Section 619 of the Dodd-Frank Act, comipdmown as the “Volcker Rule'The Volcke
Rule, among other things, prohibits banking ergifiem engaging in proprietary trading and fromrsgming, having an ownership interest in or ha
certain relationships with a hedge fund or privegeity fund, subject to certain exemptions. Additily, banking entities must divest themselvesmnyl
ownership interest in or cease other prohibitedti@hships with Covered Funds. At December 31, 268 Bank was not engaged in any activitie
did not have any ownership in any funds, that atgpermitted under the Volcker Rule.

Mortgagebacked Securities Mortgage-backed securities represent a partioipahterest in a pool of single-family or mufamily mortgages, tt
principal and interest payments on which, in gelpeage passed from the mortgage originators, thmomgermediaries that pool and repackage
participation interests in the form of securitissjnvestors such as the Bank. Such intermedianigg be private issuers, or agencies including FHL
FNMA and the Government National Mortgage Associat{"GNMA") that guarantee the payment of princi@ald interest to investors. Mortgage-
backed securities typically are issued with statéacipal amounts, and the securities are backegoloys of mortgages that have loans with interatst:
that are within a certain range and with varyingurities. The underlying pool of mortgages can beposed of either fixed-rate or ARM loans.

The actual maturity of a mortgadpacked security varies, depending on when the ragadig repay or prepay the underlying mortgageqayraents ¢
the underlying mortgages may shorten the life ef skcurity, thereby affecting its yield to maturityd the related fair value of the mortgdgeke
security. The prepayments of the underlying mortgadepend on many factors, including the type atgages, the coupon rates, the age of mortg
the geographical location of the underlying redatscollateralizing the mortgages, the generatllewf market interest rates, and general ecor
conditions. GNMA mortgage-backed securities thatlzcked by assumable Federal Housing AdministrtleHA”") or Department of Veterans Affa
(“VA”") loans generally have a longer life than ceméional non-assumable loans underlying FHLMC aNdMR mortgagebacked securities. Duril
periods of falling mortgage interest rates, prepayts generally increase, as opposed to periodscofasing interest rates when prepayments gen
decrease. If the interest rate of underlying mayggasignificantly exceeds the prevailing marke¢riest rates offered for mortgage loans, refinar
generally increases and accelerates the prepayshéim¢ underlying mortgages. Prepayment experiéneeore difficult to estimate for adjustabiate
mortgage-backed securities. Prepayments on morgagjeed securities had been at elevated levels danteyears due to the low interest
environment, although the rise in longer-term ies¢rates in the second half of 2013 has causg@ymeent levels to trend downward.

The Bank has investments in mortgdgesked securities and has utilized such investment®mplement its lending activities. The Bankests in
large variety of mortgage-backed securities, iniclgdARM, balloon and fixedate securities and all were directly insured oargateed by eith
FHLMC, FNMA or GNMA.
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The following table sets forth the Bank’s mortgdigesked securities activities at amortized costherperiods indicated.

For the Year Ended December 31

2013 2012 2011
(in thousands)

Beginning balanc $323,41: $ 354,50: $335, 28t
Mortgage-backecsecurities purchase 127,58 89,47 106,74t
Less: Principal repaymen (99,47 (118,379 (85,839

Amortization of premiun (1,969 (2,199 (1,689)

Ending balanc $349,55( $ 323,41 $354,50:-

The following table sets forth certain informaticegarding the amortized cost and estimated fawevaf the Bank’s mortgage-backeecurities at tt
dates indicated.

At December 31,

2013 2012 2011
Estimated Estimated Estimated
Amortized Fair Amortized Fair Amortized Fair
Cost Value Cost Value Cost Value

(in thousands)
Mortgage-backed securitie:

FHLMC $148,75¢ $144,65: $118,29: $119,52! $ 74,15t $ 75,057
FNMA 200,07( 201,12: 204,29¢ 213,30: 279,41 288,76:
GNMA 721 85¢€ 824 1,03( 93t 1,112
Total mortgag-backed securitie $349,55(  $346,63: $323,41: $333,85° $354,50:  $364,93:

Investment SecuritiesAt December 31, 2013, the amortized cost of then@anys investment securities totaled $201.1 million, eadsisted of $117
million of U.S. agency obligations, $21.8 milliof state and municipal obligations, $55.0 millionamfrporate debt securities, and $6.8 million ofitx
investments. An assessment of creditworthinessie@siment securities is performed quarterly to rdetee the issues continued ability to repay unc
the terms of the obligation. Ratings from natiopalbcognized rating organizations are but one faictathis assessment. Each of the U.S. ag
obligations are rated AA+ by Standard and Poorts Aaa by Moodys. The state and municipal obligations are issyegldvernment entities in the St
of New Jersey with current credit ratings that@asidered investment grade ranging from a high/A to a low of Baal. The corporate debt secur
are issued by other financial institutions and csirsf eleven issues with an amortized cost of @5billion spread between eight issuers. Credihma
range from a high of A3 to a low of Bal as rateddme of the internationally-recognized credit rgtservices. These floatingte securities we
purchased in 1998 and have paid coupon interedincmusly since issuance. Floatingte debt securities such as these pay a fixedestteate sprei
over 90 day LIBOR. Following the purchase of theseurities, the required credit spread increasethi&se types of securities causing a declined
market price. The Company concluded that unreallpedes on corporate debt securities were only ¢eanity impaired at December 31, 2013
concluding that the impairments were only temparérg Company considered several factors in it¢yaisa The Company noted that each issuer 1
all the contractually due payments when requirdgkré were no defaults on principal or interest payts and no interest payments were deferred. .
the financial institutions were also considered|wabitalized. Recently credit spreads have decrefasdlese types of securities and market prices
improved. Based on managemeardnalysis of each individual security, the iss@rgear to have the ability to meet debt servigairements over tt
life of the security. Furthermore, the Company dnes have the intent to sell these corporate deburities and it is more likely than not that
Company will not be required to sell the securitilse Company has held the securities continuaislye 1998 and expects to

18



Table of Contents

receive its full principal at maturity in 2028 oriqr if called by issuer. The Company has histdljcaot actively sold investment securities and hai
utilized the securities portfolio as a source guidity. The Companyg long range liquidity plans indicate adequate sesirof liquidity outside tf
securities portfolio.

The following table sets forth certain informaticegarding the amortized cost and estimated fauevalf the Compang’ investment securities at
dates indicated.

At December 31,

2013 2012 2011
Estimated Estimated Estimated
Amortized Fair Amortized Fair Amortized Fair
Cost Value Cost Value Cost Value

(in thousands)
Investment securitie:

U.S. agency obligatior $117,53:  $117,70-  $138,10* $139,05( $102,05¢ $102,77¢
State and municipal obligatio 21,78¢ 21,78t 25,85¢ 25,78( 18,52¢ 18,54«
Corporate debt securitit 55,00( 44,25( 55,00( 43,47( 55,00( 39,44¢
Equity investment 6,751 8,541 4,992 5,29 4,29¢ 4,51(
Total investment securitie $201,07¢  $192,28¢ $223,95! $213,59: $179,87¢ $165,27¢

The table below sets forth certain information reljay the amortized cost, weighted average yiehit$ eontractual maturities, excluding sched
principal amortization, of the Bank’s investmentlanortgage-backesecurities, excluding equity securities, as of Daloer 31, 2013. Actual maturiti
will differ from contractual maturities because twwers may have the right to call or prepay obiaya with or without call or prepayment penal
See “Investment Activities Mortgagebacked Securitie$

At December 31, 201.

Total
More than More than
One Year Five
One Year to Five Years to More than
or Less Years Ten Years Ten Years Estimated
Amortized Amortized Amortized Amortized Amortized Fair
Cost Cost Cost Cost Cost Value
(dollars in thousands)

Investment securitie!

U.S. agency obligatior $ 35,12¢ $ 82,40¢ $ — $ — $ 117,53 $ 117,70:

State and municipal obligations | 7,77 12,78 1,231 — 21,78¢ 21,78¢

Corporate debt securities ( — — — 55,00( 55,00( 44,25(
Total investment securitie $ 42,89¢ $ 95,18¢ $ 1,23] $ 55,00( $ 194,31 $ 183,73¢
Weighted average yie 0.91% 0.7:% 2.62% 0.85% 0.81%
Mortgagebackecsecurities

FHLMC $ — $ — $  2,86¢ $ 145,89: $ 148,75¢ $ 144,65:

FNMA — — 1,651 198,41¢ 200,07( 201,12;

GNMA — — — 721 721 85€
Total mortgag-backed securitie $ — $ — $ 451 $ 345,03: $ 349,55( $ 346,63:
Weighted average yie —% —% 2.45% 2.05% 2.08%

(1) State and municipal obligations are reported aetaxvalent yield
(2) All of the Bank¥'s corporate debt securities carry interest ratéshwddjust to a spread over LIBOR on a quarterkis
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Sources of Funds

General. Deposits, loans and mortgalgaeked securities repayments and prepayments, gitedeom sales of loans, investment maturitiesh ¢lsvs
generated from operations and FHLB advances aret ditrrowings are the primary sources of the Baurfikhds for use in lending, investing and
other general purposes.

Deposits. The Bank offers a variety of deposit accounthwitrange of interest rates and terms to retailegonent and business customers. The Bank’
deposits consist of money market accounts, sawdegsunts, interest-bearing checking accounts, ntardéstbearing accounts and time deposits.
flow of deposits is influenced significantly by ggal economic conditions, changes in money magkesy prevailing interest rates and competitiore
Bank’s deposits are obtained predominantly fromaheas in which its branch offices are located. Baek relies on its communityanking focus
stressing customer service and long-standaigtionships with customers to attract and reth@se deposits; however, market interest ratesraiec
offered by competing financial institutions sigonéntly affect the Bank’ ability to attract and retain deposits. The Bdoks not currently use broker:
obtain deposits.

At December 31, 2013, the Bank had $64.4 milliotirime deposits in amounts of $100,000 or more nieguas follows:

Weighted

Average
Maturity Period Amount Rate

(dollars in thousands)

Three months or les $14,49: 0.27%
Over three through six mont 7,59¢ 0.54
Over six through 12 montt 10,78} 0.7t
Over 12 month: 31,50¢ 2.87
Total $64,38( 1.66%

The following table sets forth the distributiontbé Bank’s average deposit accounts and the aveatg@aid on those deposits for the periods iteita

For the Year Ended December 31

2013 2012 2011
Percent Percent Percent
of Total Average of Total Average of Total Average
Average Average Rate Average Average Rate Average Average Rate
Balance Deposits Paid Balance Depositt Paid Balance Deposits Paid
(dollars in thousands)
Money market deposit accout $ 122,13t 6.9¢% 0.1 $ 126,50: 7.35% 0.2% $ 116,29 6.92% 0.3¢%
Savings accoun 286,06t 16.3¢ 0.07 239,57t 13.9¢ 0.1t 221,31: 13.2( 0.22
Interes-bearing checking accour 919,70: 52.5¢ 0.1t 939,33! 54.61 0.31 924,78¢ 55.1¢« 0.5C
Nor-interes-bearingaccounts 205,85! 11.77 — 170,85¢ 9.9¢ — 142,47¢ 8.5C —
Time deposit: 21547 12.32 1.37 243,77¢ 14.1¢ 1.6Z 272,19t 16.2¢ 1.7¢
Total average deposi $1,749,23 100.00% 0.271%  $1,720,05 100.00% 044%  $1,677,07 100.00% 0.62%

Borrowings. From time to time the Bank has obtained advafroes the Federal Home Loan Bank of New York (“FHINB¢") for cash manageme
purposes or as an alternative to retail deposid$itend may do so in the future as part of its dpeyatrategy. FHLBNY term advances may also
used to acquire certain other assets as may beedegppropriate for investment purposes. Advancesdaltateralized primarily by certain of the Bask’
mortgage loans and investment and mortgage-backedrises and secondarily by the Bank’s investmiantapital stock of the FHLBYY. The
maximum amount that the FHLBY will advance to member institutions, includiniget Bank, fluctuates from time to time in accordamgth the
policies of the FHLB-NY. At December 31, 2013, B&nk had $175.0 million in outstanding advancemfthe FHLB-NY.
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The Bank also borrows funds using securities soldeu agreements to repurchase. Under this formoobiving specific U.S. Government age
and/or mortgagdacked securities are pledged as collateral torseitie borrowing. These pledged securities are hgld third party custodian.
December 31, 2013, the Bank had borrowed $68.3omithrough securities sold under agreements torobase.

The Bank can also borrow from the Federal Researgk®f Philadelphia (“Reserve Bankihder the primary credit program. Primary credivailabl¢
on a short-term basis, typically overnight, at i@ r@bove the Federal Open Market Committd&deral funds target rate. All extensions of itieyl the
Reserve Bank must be secured. At December 31, 204 Bank had no borrowings outstanding with thedRee Bank.

Subsidiary Activities

At December 31, 2013, the Bank owned three subfdia OceanFirst Services, LLC, OceanFirst REITdhgs, Inc. and 975 Holdings, LLC.
OceanFirst Services, LLC was originally organized 982. In 1998, the Bank began to sell meposit investment products (annuities, mutual $usok
insurance) through a thingarty marketing firm to Bank customers through gussidiary, recognizing fee income from such s@eginning January
2014, these products are now sold directly thrahghBank. OFB Reinsurance, Ltd. was establish&0@® as a subsidiary of OceanFirst Services,

to reinsure a percentage of the private mortgagaramce (“PMI”) risks on one-tfwur family residential mortgages originated by tBank an
Columbia.

OceanFirst REIT Holdings, Inc. was established @72 and acts as the holding company for OceanRiestity Corp. OceanFirst Realty Corp.
established in 1997 and invests in qualifying magigloans and is intended to qualify as a reateestaestment trust, which may, among other thihg
utilized by the Company to raise capital in theufat

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

Columbia was a mortgage banking company acquiretidBank in 2000 which was shuttered in 2007 anbiv in dissolution.

Personnel

As of December 31, 2013, the Bank had 336 full-tiemployees and 73 part-timemployees. The employees are not represented flextore
bargaining unit and the Bank considers its relatign with its employees to be good.

21



Table of Contents

REGULATION AND SUPERVISION
General

As a savings and loan holding company, the Comgamgquired by Federal law to file reports withdastomply with the rules and regulations of
FRB. As a Federallghartered savings bank, the Bank is subject toneite regulation, examination and supervision l&y@CC, as its primary Fede
regulator, and the FDIC, as the deposit insuree Bank is a member of the Federal Home Loan BamskeBy and, with respect to deposit insuranc
the Deposit Insurance Fund managed by the FDIC. Bdrek must file reports with the OCC and the FDI@heerning its activities and financ
condition in addition to obtaining regulatory apyats prior to consummating certain transactionhhaag mergers with, or acquisitions of, other ind
depository institutions. The OCC conducts periogi@minations to test the Basksafety and soundness and compliance with variegslaton
requirements. This regulation and supervision disteds a comprehensive framework of activities imiclk an institution can engage and is intet
primarily for the protection of the insurance fuadd depositors and to ensure the safe and soundtigpmeof the Bank. The regulatory structure
gives the regulatory authorities extensive disoretn connection with their supervisory and enfaneet activities and examination policies, incluc
policies with respect to the classification of assd the establishment of adequate loan lossvesséor regulatory purposes. As the OCC and thB
now regulate and supervise savings associationssawdithgs and loan holding companies, existing @@gris may be repealed or modified.

description of statutory provisions and regulatiapplicable to savings institutions and their hofdcompanies set forth in this Form KOdoes nc
purport to be a complete description of such statand regulations and their effects on the Bawktla@ Company, is subject to change and is qud
in its entirety by reference to the actual laws sggllations involved.

The DoddFrank Act. The DoddFrank Act significantly changed the bank regulatsiiyicture and affects the lending, deposit, immesit, complianc
and operating activities of financial institutioaad their holding companies. The DoBdink Act requires various Federal agencies to addpoa
range of new implementing rules and regulations, tanprepare numerous studies and reports for @ssgiThe Federal agencies are given signi
discretion in drafting the implementing rules ardulations, and consequently, many of the detailsrauch of the impact of the Dodittank Act is nc
yet known.

The Dodd-Frank Act created the CFPB with broad pewe supervise and enforce consumer protectios.ldve CFPB has broad ruleaking authorit
for a wide range of consumer protection laws thgilyato all banks and savings institutions, inchglithe authority to prohibitunfair, deceptive «
abusive”acts and practices. The CFPB has examination afodcement authority over all banks and savingsitintgtns with more than $10 billion
assets. Savings institutions such as the Bank $dithbillion or less in assets will continue to bamined for compliance with the consumer law
their primary bank regulators (the OCC in the aafsthe Bank), although the CFPB will have back-upharity over such institutions. The Doddank
Act also weakens the federal preemption rules ltlaae been applicable for national banks and Fedardhgs associations, and gives state atto
general the ability to enforce Federal consumetegtmn laws.

Additionally, the DoddFrank Act includes a series of provisions covernmgrtgage loan origination standards affecting, agnotier things, originat
compensation, minimum repayment standards, andapnepnts. The Dod&rank Act requires originators to make a reasonatnd good fait
determination based on documented information ahlabrrower has a reasonable ability to repay dcpdat mortgage loan over the long term. If
originator cannot meet this standard, the burdemnishe lender to demonstrate the appropriatereits policies and the strength of its controlse
Dodd-Frank Act contains an exception from this ApiTo-Repay rule for “Qualified MortgagesA rule issued by the CFPB in January 2013,
effective January 10, 2014, sets forth specificauniiting criteria for a loan to qualify as a Qui@d Mortgage. The criteria generally exclude lo#rs
(1) are interesenly, (2) have excessive upfront points or fees()rhave negative amortization features, balloagnments, or terms in excess of
years. To be defined as an Ability-Repay Qualified Mortgage, the underwriting critezigao impose a maximum debt to income ratio of 4B&se!
upon documented and verifiable information. If arlaneets these criteria and is not a “higher pricad” as defined in Federal
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Reserve regulations, the CFPB rule establishefeghsabor preventing a consumer from assertindatihere of the originator to establish the consumer
Ability-To-Repay. Additionally, conforming fixed-ta loans with a debt-to-ratio greater than 43% walso qualify as an Ability-T&epay Qualifie
Mortgage based upon an automated loan approval dreerof the Government sponsored mortgage entiiesever, a consumer may assert the lesder’
failure to comply with the Ability-To-Repay rulef@ll residential mortgage loans other than QuadifMortgages. Se&Risk Factors- The DoddFrank
Act imposes new obligations on originators of resiihl mortgage loans, such as the Bank.

The Dodd-Frank Act also directed the FRB to isaues to limit debiteard interchange fees (the fees that issuing behésye merchants each tim
consumer uses a debit card) collected by banks agiiets of $10 billion or more. On June 29, 204,RRB issued a final rule which would cag
issuer’s debit-card interchange base fee at twengy/eents ($0.21) per transaction and allow antiaddi 5 basis point charge per transaction to «
fraud losses. The FRB also issued an interim finl@ that allows a fraugrevention adjustment of one cent ($0.01) per #etisn conditioned upon
issuer adopting effective fraud prevention policésl procedures. The rules were effective Octob@011. The Banis average interchange fee
transaction is forty cents ($0.40). The Dodd-Frack exempts from the FRB’rule banks with assets less than $10 billionh asthe Bank. Althouc
exempt from the rule, market forces in future pdsiomay result in reduced fees charged by all isswegardless of asset size, which may res
reduced revenues for the Bank. For the year endgegiber 31, 2013, the Baskievenues from interchange fees increased tori#lién, as compare
to $2.4 million in 2012.

The Dodd-Frank Act requires publicly traded companio give stockholders a non-binding vote on etkeewcompensation and so-calledoider
parachute” payments, and allow greater access &ngkblders to the compamsyproxy material by authorizing the SEC to promtégailes that woul
allow stockholders to nominate their own candidatsifg a companyg proxy materials. The legislation also directs Beeleral banking agencies
promulgate rules prohibiting excessive compensatiaid to bank executives, regardless of whetherctmpany is publicly traded. The rules prot
incentivebased compensation that would encourage inappteprisks by providing excessive compensation ot thauld expose the bank
inappropriate risks by providing compensation ttmtld lead to a material financial loss.

On December 10, 2013, final rules were releaséahpbement Section 619 of the Dodd-Frank Act, comipdmown as the “Volcker Rule'The Volcke
Rule, among other things, prohibits banking ergifiem engaging in proprietary trading and fromrsgmying, having an ownership interest in or ha
certain relationships with a hedge fund or privegeity fund, subject to certain exemptions. Addititty, banking entities must divest themselvesroi
ownership interest in or cease other prohibitedti@hships with Covered Funds. At December 31, 288 Bank was not engaged in any activitie
did not have any ownership in any funds, that atepermitted under the Volcker Rule.

It is still uncertain how full implementation of dpromulgation of rules under the Dodd-Frank Adt| affect the Bank.

Holding Company Regulation

The Company is a nondiversified unitary savings @ holding company within the meaning of Fedéaal. Generally, a unitary savings and |
holding company, such as the Company, is not o#sttias to the types of business activities in tviticnay engage, provided that the Bank contina
be a qualified thrift lender (“QTL”"). See “Feder@hvings Institution Regulation — QTL Test.” The @ra-LeachBliley Act of 1999 provides that 1
company may acquire control of a savings associatiter May 4, 1999 unless it engages only in tharfcial activities permitted for financial holdi
companies or for multiple savings and loan holdingipanies as described below. Further, the GramachBliley Act specifies that existing savir
and loan holding companies may only engage in sutivities. The Gramm-LeadBliley Act, however, grandfathered the unrestriceadhority fo
activities with respect to unitary savings and lbaitding companies existing prior
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to May 4, 1999, such as the Company, so long aB#mi continues to comply with the QTL test. Ther@any qualifies for the grandfather provis
Upon any norsupervisory acquisition by the Company of anotleirgys institution or savings bank that meets tié. @st and is deemed to b
savings institution, the Company would become étiplalsavings and loan holding company (if the aaglinstitution is held as a separate subsid
and would generally be limited to activities persitide for bank holding companies under Section(8ja)f the Bank Holding Company Act.

A savings and loan holding company is prohibitexhfy directly or indirectly, acquiring more than S¥othe voting stock of another savings institutar
savings and loan holding company without prior teritapproval of the FRB and from acquiring or m@teg control of a depository institution that ist
insured by the FDIC. In evaluating applicationshmntding companies to acquire savings institutidghge, FRB considers the financial and manag
resources and future prospects of the company mstdution involved, the effect of the acquisition the risk to the deposit insurance funds
convenience and needs of the community and coriyeetéctors.

Holding Company Capital Requirementdnder the Dodd~rank Act, the FRB is authorized and directed taldish capital requirements for savings
loan holding companies. These capital requiremenist be countercyclical so that the required amaintapital increases in times of econo
expansion and decreases in times of economic abiaina consistent with safety and soundness. Savamgl loan holding companies will also
required to serve as a source of financial strefigititheir depository institution subsidiaries. Wit five years after enactment, the Ddeidnk Ac
requires the FRB to apply to savings and loan hgldiompanies, consolidated capital requirements aha no less stringent than those applie
depository institutions as of May 19, 2009. Undeese standards, trust preferred securities wikxsguded from Tier 1 capital unless such secu
were issued prior to May 19, 2010 by a bank orregviand loan holding company with less than $1®hiin assets, like the Company. In additio
these changes mandated by the DBdahk Act, the capital requirements applicable ltodaepository institutions and depository instituts holding
companies may be enhanced due to the implementititve Basel Il accord. See * Federal Savingsitirtion Requlation- Capital Requirement$

The FRB has issued a policy statement regardingalienent of dividends and the repurchase of sharesmmon stock by bank holding companies
savings and loan holding companies. In generalpttiey provides that dividends should be paid omly of current earnings and only if the prospes
rate of earnings retention by the holding compgmyears consistent with the organizat®oapital needs, asset quality and overall findreziadition
Regulatory guidance provides for prior regulatayiew of capital distributions in certain circumstas such as where the companyét income for tt
past four quarters, net of dividends previouslydparer that period is insufficient to fully fundetldividend or the compars/overall rate of earnin
retention is inconsistent with the companygapital needs and overall financial conditione Hfility of a holding company to pay dividends nix
restricted if a subsidiary bank becomes underdégsth The policy statement also states that aihgldompany should inform the FRB supervisory :
prior to redeeming or repurchasing common stockerpetual preferred stock if the holding compangiperiencing financial weaknesses or if
repurchase or redemption would result in a netctolo, as of the end of the quarter, in the amadrguch instruments outstanding compared witl
beginning of the quarter in which the redemptionrepurchase occurred. These regulatory policies aftact the ability of the Company to f
dividends, repurchase shares of common stock erwibe engage in capital distributions.

Acquisition of the Company Under the Federal Change in Bank Control Act (@28) and applicable regulations, a notice must be subchib th
FRB if any person (including a company), or groapre in concert, seeks to acquire 10% or mordef@ompanys outstanding voting stock, unless
FRB has found that the acquisition will not resnla change of control of the Company. Under CB@w, FRB has 60 days from the filing of a comg
notice to act, taking into consideration certaiotdas, including the financial and managerial reses of the acquirer and the atntist effects of th
acquisition. Any company that so acquires controlild then be subject to regulation as a savingda@arholding company.
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Federal Savings Institution Regulation

Business Activities The activities of Federal savings institutions governed by Federal law and regulations. These &nd regulations delineate
nature and extent of the activities in which Fetlseaings banks may engage. In particular, mangdyyf lending authority for Federal savings be
e.g., commercial, non-residential real property loand eonsumer loans, are limited to a specified peage of the institution’s capital or assets.

Capital RequirementsCapital regulations require savings institutitmsneet three minimum capital standards: a 1.5%ilda capital ratio, a 4% Tier
leverage ratio (3% for institutions receiving thghest rating on the regulatory examination ratsygtem and which are not experiencing signifi
growth) and an 8% riskased capital ratio. In addition, the prompt cdivecaction standards discussed below also estabilisimum capital standar:
The regulations also require that, in meeting #mgible, leverage and risk-baseapital standards, institutions must generally dedhwestments in ar
loans to subsidiaries engaged in activities ascjpat that are not permissible for a national bank.

The risk-basedcapital standard for savings institutions requitke maintenance of core and total capital (whictdédined as core capital
supplementary capital) to risk-weighted assets téast 4% and 8%, respectively. In determiningahmunt of risk-weightedssets, all assets, includ
certain off-balance-sheet activities, are multigl®y a risk-weighfactor of 0% to 100%, assigned by the regulaticaesed on the risks believed inhel
in the type of asset. Core capital is defined asmon stockholdergquity (including retained earnings), certain nanalative perpetual preferred st
and related surplus, and minority interests in ggagcounts of consolidated subsidiaries less gitdes other than certain mortgage servicing rigtme
credit card relationships. The components of supphgary capital currently include certain capitstiuments that do not qualify as core capital
allowance for loan losses limited to a maximum @5% of risk-weighted assets and up to 45% of dizezhgains on available-f@ale equity securiti
with readily determinable fair values. Overall, #mmount of supplementary capital included as platbt@l capital cannot exceed 100% of core ca|
The OCC has authority to establish individual miaimcapital requirements in cases where it is détexththat a particular institutios’capital level i
or may become, inadequate in light of the circumsta involved.

In July 2013 the FDIC and the other Federal bagkletory agencies issued a final rule that willisevtheir leverage and ridkased capital requireme
and the method for calculating riskeighted assets to make them consistent with agretstthat were reached by the Basel Committee akiBg
Supervision and certain provisions of the Dd#idnk Act. Among other things, the rule establishesew common equity Tier 1 minimum cag
requirement (4.5% of risk-weighted assets), in@eabe minimum Tier 1 capital to risk-based asssgsiirement (from 4% to 6% of riskeightec
assets) and assigns a higher risk weight (150%xpmsures that are more than 90 days past due @nanonaccrual status and to certain commi
real estate facilities that finance the acquisitidevelopment or construction of real property. Tihal rule also requires unrealized gains anddess
certain “available-for-sale” securities holdings lie included for purposes of calculating regulatoapital unless a one-time optt is exercise:
Additional constraints will also be imposed on thelusion in regulatory capital of mortgagervicing assets, deferred tax assets and miriatgyests
The rule limits a banking organization’s capitadtdbutions and certain discretionary bonus paysiérihe banking organization does not holdcagita
conservation buffer” consisting of 2.5% of commayui¢y Tier 1 capital to riskveighted assets in addition to the amount necegsaneet its minimui
risk-based capital requirements. The final rule becoeffestive for the Bank on January 1, 2015. The tehmionservation buffer requirement will
phased in beginning January 1, 2016 and endingadpaiy 2019, when the full capital conservationfeufequirement will be effective.
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The following table presents the Bank’s capitalifims at December 31, 2013. The Bank exceededf é @apital requirements at that date.

Capital
Actual Required Excess Actual Required
Capital Capital Amount Percent Percent
(dollars in thousands)

Tangible $217,77¢ $ 33,83( $183,94t 9.66% 1.5(%
Tier 1 leverage 217,77¢ 90,21¢ 127,56: 9.6¢ 4.0C
Tier 1 risk-basec 217,77¢ 59,19( 158,58t 14.72 4.0C
Total risk-basec 236,30 118,38( 117,92- 15.97 8.0C

Under OCC regulations, an institution shall be deeéno be well-capitalized if it has total risk-bdsmpital of 10.0% or more, a Tier 1 ribksed capit
ratio of 6.0% or more, a Tier 1 leverage capitéibraf 5.0% or more and if it is not subject to amsitten agreement, order or capital directive teer
and maintain a specific capital level for any calpineasure. Federal law authorizes the OCC to ssifyaa welleapitalized institution as adequal
capitalized to comply with supervisory actionsfaswere in the next lower category. The Bankassidered well-capitalized at December 31, 2013.

Insurance of Deposit AccountdDeposit accounts at the Bank are insured by thgoBit Insurance Fund (“DIF9f the FDIC. The Bank is therefc
subject to FDIC deposit insurance assessments velnictietermined using a risk-based system.

On February 7, 2011 the FDIC Board approved a finkd that changes the assessment base from dondegtdsits to average assets minus av
tangible equity, adopts a new larfank pricing assessment scheme, and sets a t&rgdbsthe Deposit Insurance Fund. The changeg w#ective
beginning with the second quarter of 2011. The finlalizes a target size for the Deposit InsuralRoed at 2% of insured deposits. It also implemea
lower assessment rate schedule when the fund reach®% (so that the average rate over time sHmilbout 8.5 basis points) and, in lieu of dividg
provides for a lower rate schedule when the resmtie reaches 2% and 2.5%. The rule lowers oveassbssment rates in order to generate the
approximate amount of revenue under the new ldigee as was raised under the old base. The assegsies in total would be between 2.5 ai
basis points on the broader base for banks inotlvedt risk category, and 30 to 45 basis pointbémks in the highest risk category. Deposit accoan
insured by the FDIC generally up to a maximum d8R00 per separately insured depositor.

The FDIC may terminate the insurance of an ingtitls deposits upon a finding that the institution eagaged in unsafe or unsound practices, is
unsafe or unsound condition to continue operatmmBas violated any applicable law, regulationeyurder or condition imposed by the FDIC.
management of the Bank does not know of any pmctiendition or violation that might lead to teriion of deposit insurance.

In addition to the FDIC assessments, the Finan€ogporation, formed in the 1980s to recapitalize thrmer Federal Savings and Loan Insur
Corporation, is authorized to impose and colldutpigh the FDIC, assessments for anticipated patgne&suance costs and custodial fees on t
issued by the Financing Corporation. The bondsigdiy the Financing Corporation are due to matu29iL7 through 2019.

The total expense incurred in 2013 and 2012 fod#mosit insurance assessment and the Financimpf2dion payments was $1.7 million for each y

Loans to One BorrowerFederal law provides that savings institutiores generally subject to the limits on loans to oogdwer applicable to natior
banks. Subject to certain exceptions, a savindggutien may not make a
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loan or extend credit to a single or related grofiporrowers in excess of 15% of its unimpairedited@and surplus. An additional amount may be
equal to 10% of unimpaired capital and surpluseifured by specified readily-marketable collatekaDecember 31, 2013, the BasKimit on loans t
one borrower was $32.7 million and the largest legposure to a single borrower was $17.7 million.

Qualified Thrift Lender Test The Home Owners Loan Act requires savings irt#its to meet a qualified thrift lender test. Undee test, a savin
association is required to either qualify as a “detit building and loan associationhder the Internal Revenue Code or maintain at &% of it:
“portfolio assets” {otal assets less: (1) specified liquid assetoup0f6 of total assets; (2) intangibles, includirpdwill; and (3) the value of prope
used to conduct business) in certain “qualifiedfttimvestments” (primarily residential mortgagesdarelated investments, including certain mortgage-
backed securities) in at least nine months outachel2 month period. Additionally, education loacrgdit card loans and small business loans m
considered “qualified thrift investments”.

A savings institution that fails the qualified tilender test is subject to certain operatingrietibns and may be required to convert to a bdrdeter. A
of December 31, 2013, the Bank met the qualifiedttlender test with a ratio of qualified thrifivestments to portfolio assets of 80.1%.

Limitation on Capital Distributions Applicable regulations impose limitations upon edlpital distributions by a savings institution, luding casl
dividends, payments to repurchase its shares ayoheyds to shareholders of another institution icaah-outmerger. Under the regulations,
application to and the approval of the OCC, is mgliprior to any capital distribution if the instiion does not meet the criteria foexpedite:
treatment” of applications under the regulatioriee(, generally, examination ratings in the two topegaries), the total capital distributions for
calendar year exceed net income for that year ptesamount of retained net income for the precedimg years, the institution would

undercapitalized following the distribution or théstribution would otherwise be contrary to a d@tuegulation or agreement with the OCC. |
application is not required, the institution musl grovide prior notice to the FRB of the capitdilstribution if, like the Bank, it is a subsidiaof ¢
holding company. In the event the Baslkcapital fell below its regulatory requirementsttoe FRB or OCC notified it that it was in neednoére thal
normal supervision, the Barskability to make capital distributions could betrigted. In addition, the FRB or OCC could prohibiproposed capit
distribution by any institution, which would othdsg be permitted by the regulation, if the FRB a€@ determine that such distribution wc
constitute an unsafe or unsound practice. If thB BROCC objects to the Barkhotice to pay a dividend to the Company, the Gorgpgnay not hay
the liquidity necessary to pay a dividend in theufe, pay a dividend at the same rate as histtyipalid, be able to repurchase stock, or to meetal
debt obligations. In addition, capital requirementade applicable to the Company as a result oftbdd+Frank Act and Basel Il may limit tl
Company’s ability to pay dividends or repurchaselstin the future.

AssessmentsSavings institutions are required to pay assessmerfund regulatory operations. The assessmeai,gm a semi-annudlasis, are bas
upon the institution’s total assets, including aditated subsidiaries as reported in the Banldtest quarterly regulatory report, as well ae
institution’s regulatory rating and complexity component. Theeasments paid by the Bank for the years endedniier 31, 2013 and 2012 tote
$450,000 and $444,000, respectively.

Transactions with Related PartieShe Bank’s authority to engage in transactiont iaffiliates” (e.g ., any company that controls or is under com
control with an institution, including the Compaaynd its non-savingstitution subsidiaries) is limited by Federal lafhhe aggregate amount
covered transactions with any individual affiliasdimited to 10% of the capital and surplus of #avings institution. The aggregate amount of
transactions with all affiliates is limited to 2086 the savings institutios’ capital and surplus. Certain transactions withiaes are required to |
secured by collateral in an amount and of a typeerdged in Federal law. The purchase of low qualigets from affiliates is generally prohibitede
transactions with affiliates must be on terms andew circumstances, that are at least as favotabiiee institution as those prevailing at the tifae
comparable transactions with non-affiliated companin addition,
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savings institutions are prohibited from lendingatoy affiliate that is engaged in activities theg aot permissible for bank holding companies ao
savings institution may purchase the securitiemngfaffiliate other than a subsidiary.

Federal Home Loan Bank System

The Bank is a member of the Federal Home Loan ERydtem, which consists of 12 regional FHLBs. EaklB provides member institutions witt
central credit facility. The Bank, as a memberhegf FHLBNY is required to acquire and hold shares of capiteck in that FHLB in an amount at le
equal to 0.20% of mortgage related assets and 4f3%e specified value of certain transactions wilith FHLB. The Bank was in compliance with
requirement with an investment in FHLB-NY stockostcember 31, 2013 of $14.5 million.

Federal Reserve System

The Federal Reserve Board regulations require deppsnstitutions to maintain reserves againstrthnsaction accounts (primarily interdsgaring
checking and regular checking accounts). The réignlagenerally provide that reserves be maintaagainst aggregate transaction accounts as fo
a 3% reserve ratio is assessed on net transacttmuats up to and including $79.5 million; a 10%emve ratio is applied above $79.5 million. Thet
$12.4 million of otherwise reservable balances jethto adjustments by the Federal Reserve Boaelegempt from the reserve requirements.
amounts are adjusted annually. The Bank compli#fs thie foregoing requirements. For 2014, the Fédeeaerve Board has set the 3% reserve lir
$13.3 million and the exemption at $89.0 million.
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FEDERAL AND STATE TAXATION
Federal Taxation

General. The Company and the Bank report their income @alandar year basis using the accrual method ajfueting, and are subject to Fed
income taxation in the same manner as other caiposawith some exceptions, including particulaty Banks reserve for bad debts discussed be
The following discussion of tax matters is intenaedly as a summary and does not purport to be gogimnsive description of the tax rules applic
to the Bank or the Company. The Bank has not beeiteal by the IRS in over 10 years. For its 202&léde year, the Bank is subject to a maxir
Federal income tax rate of 35%.

Corporate Alternative Minimum Tax The Internal Revenue Code of 1986, as amended“@bde”) imposes a tax on alternative minimum tax
income (“AMTI") at a rate of 20%. Only 90% of AMTI can be offsetrmt operating loss carryovers of which the Bankently has none. AMTI
increased by an amount equal to 75% of the amoumitich the Banks adjusted current earnings exceeds its AMTI (datexd without regard to tF
preference and prior to reduction for net operalirsges). The Bank does not expect to be subjebetdMTI.

Dividends Received Deduction and Other Mattefee Company may exclude from its income 100%iviflénds received from the Bank as a mer
of the same affiliated group of corporations. Theporate dividends received deduction is generddyo in the case of dividends received f
unaffiliated corporations with which the Companyahe Bank will not file a consolidated tax retuexcept that if the Company or the Bank own r
than 20% of the stock of a corporation distributindividend then 80% of any dividends received ipayleducted.

State and Local Taxation

New Jersey Taxatio. The Bank files New Jersey income tax returns. [few Jersey income tax purposes, the Bank is sutyjez tax rate of 9%
taxable income. For this purpose, “taxable incogerierally means Federal taxable income, subjem¢rtain adjustments (including addition of inte
income on State and municipal obligations).

The Company is required to file a New Jersey incdme return because it does business in New JefsayNew Jersey tax purposes, reg
corporations are presently taxed at a rate equedf taxable income. However, if the Company meettain requirements, it may be eligible to ¢
to be taxed as a New Jersey Investment Companiaatrate presently equal to 3.60% (40% of 9%)amable income.

OceanFirst REIT Holdings, Inc. files a New Jergggoime tax return which includes income earned bya@Eirst REIT Holdings, Inc. and by Oceant
Realty Corp. OceanFirst REIT Holdings, Inc. qualifias a New Jersey Investment Company and is &xadate presently equal to 3.60% of tax
income.

Delaware Taxation As a Delaware holding company not earning incamBelaware, the Company is exempted from Delavearporate income ti
but is required to file an annual report with ag an annual franchise tax to the State of Delaware
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ltem 1A. Risk Factors

A downturn in the local economy or in local realags values could hurt profitsMost of the Banlks loans are secured by real estate and are m
borrowers in Ocean and Monmouth Counties, New yeaied the surrounding area. As a result of thisceatration, a downturn in the local econc
could cause significant increases in rp@rforming loans, which could hurt profits. Prior2007 there was a significant increase in reatestalues i
the Banks market area. Since that time, there has beerakening in the local economy with increased unegmlnt coupled with reduced real es
values and elevated levels of nparforming loans, particularly residential mortgdgans. A decline in real estate values or a domnin the loce
economy could cause additional residential and ceroia mortgage loans to become inadequately eoiired, which could expose the Bank
greater risk of loss.

Future natural disasters or hurricanes, or inceetsflood insurance premiums could adversely affisset quality and earning3he Banks trade are
includes counties in New Jersey with extensive tabaggions. These areas may be vulnerable to ifhgodr other damage from future storms
hurricanes. This damage may be as bad as, or whaee that suffered during superstorm Sandy in 2G12ther storms like this, although rare, ct
negatively impact the Company’s results of operatiby disrupting operations, adversely impacting ability of the Companyg borrowers to repi
their loans, damaging collateral or reducing thiee®f real estate used as collateral.

In response to the BiggeWaters Flood Insurance Return Act of 2012, the Fddemergency Management Agency is making changelset way th
National Flood Insurance Program is run, includimgdifying insurance rates to reflect market baseddf risk. While legislative initiatives are curtés
delaying certain rate changes, it is likely thegmium rates will increase over time for some of @w@npanys borrowers. These increases may re
real estate values or impact borrowebility to maintain adequate flood insurance cogeravhich may, in turn, adversely impact borrowedgity to
repay their loans.

Increased emphasis on commercial lending may exttes8ank to increased lending riské&t December 31, 2013, $589.5 million, or 37.5%the
Bank’s total loans consisted of commercial reaatestmultifamily and land loans, and commercial and industdans. This portfolio has grown
recent years and the Bank intends to continue tphasize these types of lending. These types ofsloaaly expose a lender to greater risk of non-
payment and loss than oneftr family residential mortgage loans because yemat of the loans often depends on the succeepiiation of th
property and the income stream of the borrowershS3oans typically involve larger loan balancessitmgle borrowers or groups of related borro
compared to one-to-four family residential mortgéggns.

The DoddFrank Act imposes new obligations on originatorgesfidential mortgage loans, such as the Bafkong other things, the Doderank Ac
requires originators to make a reasonable and tgittddetermination based on documented informatiah a borrower has a reasonable ability to r
a particular mortgage loan over the long termhéf driginator cannot meet this standard, the buislen the lender to demonstrate the appropriaseol
its policies and the strength of its controls. Tredd-Frank Act contains an exception from this ApilTo-Repay rule for “Qualified MortgagesA rule
issued by the CFPB in January 2013, and effecaneidry 10, 2014, sets forth specific underwritiniteda for a loan to qualify as a Qualified Mortg
The criteria generally exclude loans that (1) aterestonly, (2) have excessive upfront points or feeg3phave negative amortization features, bal
payments, or terms in excess of 30 years. To beatbhs an Ability-TdRepay Qualified Mortgage, the underwriting critealao impose a maximt
debt to income ratio of 43%, based upon documeameldverifiable information. If a loan meets thegteda and is not a “higher priced loaa$ define
in Federal Reserve regulations, the CFPB rule bskes a safe harbor preventing a consumer fromrtsg the failure of the originator to establisie
consumer’s Ability-To-Repay. Additionally, conforng fixed-rate loans with a debt-to-ratio greatemt43% would also qualify as an Ability-TRepay
Qualified Mortgage based upon an automated loanogppfrom one of the government sponsored mortgadities. However, a consumer may a:
the lender’s failure to comply with the Ability-TRepay rule for all residential mortgage loans othan Qualified Mortgages.

30



Table of Contents

Although the majority of residential mortgages isgtally originated by the Bank would be considei@dalified Mortgages, the Bank will me
residential mortgage loans in 2014 that would nglify. As a result of the Ability-tdRepay rules, the Bank may experience decreasedjagertioa
origination volume, increased compliance costs) losses, litigation related expenses and delayakimg title to real estate collateral in a fooetlre
proceeding if these loans do not perform and bogrewhallenge whether the Bank satisfied the Abilib-Repay rule upon originating the loan.

The Banks allowance for loan losses may be inadequate,hwtoald hurt the Compahy earnings The Bank$ allowance for loan losses may prov
be inadequate to cover actual loan losses ana iBHnNK is required to increase its allowance, cirearnings may be reduced. The Bank provide
losses by reserving what it believes to be an aateqamount to absorb any probable incurred logsésharge-off’ reduces the Bank'reserve fc
possible loan losses. If the Bank’s reserves wesefficient, it would be required to record a largeserve, which would reduce earnings for thatoger

Changes in interest rates could adversely affextli® of operations and financial conditiomhe Banks ability to make a profit largely depends on
interest income, which could be negatively affeddydchanges in interest rates. The interest incearaed on interegtarning assets and the inte
expense paid on interest-bearing liabilities areegally fixed for a contractual period of time. dnéstbearing liabilities generally have sho
contractual maturities than interesdrning assets. This imbalance can create signifiearnings volatility, because market interesegathange ov
time. In a period of rising interest rates, theiast income earned on interest-earning assetqotapcrease as rapidly as the interest paid arest-
bearing liabilities.

In addition, changes in interest rates can affieetaverage life of loans and mortgdmgeked securities. A reduction in interest ratassea increast
prepayments of loans and mortgdgpesked securities as borrowers refinance their ttebéduce their borrowing costs. This createsvestment rist
which is the risk that the Bank may not be ablediovest the funds from faster prepayments at rdtasare comparable to the rates earned ¢
prepaid loans or mortgadecked securities. Conversely, an increase ingsteates generally reduces prepayments. Additigriatreases in intere
rates may decrease loan demand and/or make itdiflicailt for borrowers to repay adjustable-ratams.

Changes in interest rates also affect the cur@ntvhlue of the interestarning securities portfolio. Generally, the vabfesecurities moves invers:
with changes in interest rates. Unrealized netelosm securities available-feale are reported as a separate component of efoitye extent intere
rates increase and the value of the availabledta{gortfolio decreases, stockholders’ equity imladversely affected.

The Federal Reserve has indicated that it intemdeép shorterm interest rates at current low levels at leasiong as the unemployment rate rerr
above 6.5%, inflation between one and two yearsdh® projected to be no more than one-half peaggnpoint above the 2% longem goal, an
longer-term inflation expectations continue to belvanchored.

Changes in the fair value of securities may reditoekholders equity and net incomeAt December 31, 2013, the Company maintainedcargees
portfolio of $539.4 million, of which $43.8 milliowas classified as available-for-sale. The estithéddr value of the much smaller available-&ade
securities portfolio may increase or decrease déipgron the credit quality of the underlying issumarket liquidity, changes in interest rates atitel
factors. Stockholders2quity is increased or decreased by the amouriteothange in the unrealized gain or loss (diffezemetween the estimated
value and the amortized cost) of the availablestle securities portfolio, net of the related tapense or benefit, under the category of accund
other comprehensive income (loss). Therefore, dirdein the estimated fair value of this portfolidll result in a decline in reported stockholders’
equity, as well as book value per common share.dBoeease will occur even though the securitiemiarsold.
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The Company conducts a periodic review and evanoatf the complete securities portfolio to deterihthe decline in the fair value of any sect
below its cost basis is other-thtemporary. Factors which are considered in theyaiglinclude, but are not limited to, the sevestd duration of tr
decline in fair value of the security, the finaldaiandition and neatrerm prospects of the issuer, whether the declppears to be related to iss
conditions or general market or industry conditiathe intent and ability to retain the security éoperiod of time sufficient to allow for any anpatec
recovery in fair value and the likelihood of anyangéerm fair value recovery. If such decline ismed to be other-thatemporary, the security is writt
down to a new cost basis and the resulting loskasged to earnings as a component of non-interesie.

At December 31, 2013, the securities portfolio uiteld corporate debt securities issued by natiamhkegional banks. The portfolio consisted of e
$5.0 million issues spread among eight issuerdDétember 31, 2013, the securities had a book vafl$55.0 million and an estimated fair value
$44.3 million. The Company may be required to reing an other-thatemporary impairment charge related to these s#siif circumstances chang

The Bank may be required to repurchase mortgagesifa a breach of representations and warrantieieh could harm the Compatsyearnings The
Company entered into loan sale agreements withstovein the normal course of business. The loBnagaeements generally required the repurche
certain loans previously sold in the event of dation of various representations and warrantiestauary to the mortgage banking industry. Repur
demands accelerated industide following the nationwide recession in 2008 2099. Additionally, FNMA, FHLMC and investors céully examine
loan documentation with the goal of increasingah®unt of repurchases by the loan originator. Bpeirchased mortgage loans could typically onl
resold at a significant discount to the unpaid g@gal balance. The Company maintains a reserveefmurchased loans, however, if repurchase acis
significant, the reserve may need to be increasedver actual losses which could harm future egsi

The Company and the Bank operate in a highly régdlanvironment and may be adversely affected angés in laws and regulation¥he Compan
is subject to examination and regulation by the FRIBe Bank is subject to extensive regulation, stip@n and examination by the OCC, its prir
federal regulator, and by the FDIC, as insureregasits. Such regulation and supervision goverasathtivities in which an institution and its holg
company may engage. Regulatory authorities havensite discretion in their supervisory and enforeetnactivities, including the imposition
restrictions on operations, the classification s§eis and determination of the level of the alloeafor loan losses. The purpose of the laws
regulations that govern the Company and the Baofkrations are designed for the protection of diémgsand the public, but not the Company’
stockholders.

In July of 2010, the Dodd-Frank Act was enactede DoddFrank Act is a broad legislative initiative thatsignificantly changing the bank regulat
structure and affecting the operating activitiedioéncial institutions and their holding companiemder the Dodd-rank Act, the OCC, which is t
primary federal regulator for national banks, beeahe primary federal regulator for federal thrétsch as the Bank and the FRB now supervise
regulates all savings and loan holding companieduding the Company. In addition, the Doldink Act created the CFPB with broad powel
supervise and enforce consumer protection laws.AFRB has broad ruleraking authority for a wide range of consumer ptte laws that apply
all banks and savings institutions, including théharity to prohibit “unfair, deceptive or abusivatts and practices.

The Dodd-Frank Act also directed the FRB to issudesrto limit debiteard interchange fees, (the fees that issuing beln&sye merchants each tirr
consumer uses a debit card) collected by banksagilets of $10 billion or more. Although exemptfrthis rule, market forces in future periods, |
result in reduced fees charged by all issuersrdégss of asset size, which may result in reduegdnues for the Bank. For the year ended Decentl;
2013, the Bank’s revenues from interchange feese@sed to $2.9 million, as compared to $2.4 millior2012. See ‘Regulation and Supervisic
General, The Dodé&rank Act.”
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In July 2013 the FDIC and the other Federal bagkletory agencies issued a final rule that willisevtheir leverage and ridkased capital requireme
and the method for calculating riskeighted assets to make them consistent with agretstthat were reached by the Basel Committee akiBg
Supervision and certain provisions of the Dodd-KrAnt. See “ Requlation and Supervision, Generbk DoddFrank Act.”

These provisions, as well as any other aspectsioémt or proposed regulatory or legislative changelaws applicable to the financial industry, |
impact the profitability of the Comparg/business activities and may change certain bssimactices, including the ability to offer nevagucts, obtai
financing, attract deposits, make loans, and aehgatisfactory interest spreads, and could exges€ompany to additional costs, including incre
compliance costs. These changes also may req@r€dmpany to invest significant management attardiod resources to make any necessary ch
to operations in order to comply, and could therefalso materially and adversely affect the Compatysiness, financial condition and result
operations.

Management is actively reviewing the provisionghef Dodd-Frank Act and Basel Ill, many of which &webe phaseih over the next several mon
and years, and assessing the probable impact oatmpe. The ultimate effect of these changes enfithancial services industry in general, anc
Company in particular, is uncertain at this time.

The foreclosure issues affecting the ndtfolargest mortgage loan servicers could impactBaeK's foreclosure processOver the past few yea
foreclosure timelines have elevated due to, amdhgraeasons, delays associated with the significemease in the number of foreclosure case:
issues with foreclosure policies at several largetgage loan servicers. These delays were thetrefuhe economic crisis, additional consu
protection initiatives related to the foreclosuregess, increased documentary requirements andigudirutiny, and, both voluntary and manda
programs under which lenders may consider loan fications or other alternatives to foreclosure. T$®ies at the largest mortgage loan servicer
the potential legal and regulatory responses ciogict the foreclosure process and timing to cotigrieof foreclosures for residential mortgage les
more broadly, which may result in a material adeezect on collateral values and the Ban&bility to minimize its losses. The foreclosureqgess il
New Jersey remains protracted which delays the @aoy's ability to resolve non-performing loans throuple sale of the underlying collateral.

The Banks ability to originate mortgage loans for portfolias been adversely affected by the increased ddiopeesulting from the unpreceden
involvement of the U.S. government and GSEs inréds&ential mortgage markeOver the past few years, the Federal Reservédes a consisten
large purchaser of U.S. Treasury and GSE-backedtgangebacked securities. This remains true despite tbentedecision by the Federal Open Ma
Committee to taper their monthly bond buying progravith further reductions expected throughout 20b4addition, the Bank has faced incree
competition for mortgage loans due to the unprecedkinvolvement of the GSEs in the mortgage maaked result of the economic crisis. The ac
of the Federal Reserve and the GSEs have causedténest rate for 30-year fixaéte mortgage loans that conform to GSE guideltoesemair
artificially low. As a result of these factorsnitay be difficult for the Bank to originate mortgagans and grow the residential mortgage loan pliot
which could have a materially adverse impact onBaek’s earnings.

There is no guaranty that the Company will be ableontinue to pay a dividend or, if continued,|Wwi¢ able to pay a dividend at the current rafée
Board of Directors of the Company determines atligsretion if, when and the amount of dividendst tmay be paid on the common stock. In ma
such determination under the Compangapital management plan, the Board of Directaked into account various factors including ecom
conditions, earnings, liquidity needs, the finahdandition of the Company, applicable state lasgulatory requirements and other factors det
relevant by the Board of Directors. Although then@pany has a history of paying a quarterly dividemdits common stock, there is no guaranty
such dividends will continue to be paid in the fetor at what rate.
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Competition from other banks and financial insi@as in originating loans, attracting deposits @ndviding various financial services may adver
affect profitability and liquidity. The Company has substantial competition in oatihg loans, both commercial and consumer, in gsket area. Th
competition comes principally from other banks,isgs institutions, mortgage banking companies ahérolenders. Many of these competitors e
advantages, including greater financial resourcesaecess to capital, stronger regulatory ratiaskagher lending limits, a wider geographic pres
more accessible branch office locations, the ghbititoffer a wider array of services or more faddeapricing alternatives, as well as lower origioa
and operating costs. This competition could redheeCompanys net income by decreasing the number and sizeaoElthat the Bank originates and
interest rates charged on these loans.

In attracting business and consumer deposits, timep@ny faces substantial competition from otheuried depository institutions such as banks, sa
institutions and credit unions, as well as insiitag offering uninsured investment alternativesjuding money market funds. Many of its competi
enjoy advantages, including greater financial resesl and access to capital, stronger regulatoigstastronger asset quality and performance,

aggressive marketing campaigns, better brand rétmgrand more branch locations. These competitoes offer higher interest rates than
Company, which could decrease the deposits thaCtmpany attracts or require the Company to ineréasrates to retain existing deposits or at
new deposits. Increased deposit competition codictrsely affect the Comparsyability to generate the funds necessary for lendiperations. As
result, the Company may need to seek other soofdesds that may be more expensive to obtain whakld increase the cost of funds.

The Compans inability to achieve profitability on new bransheay negatively affect earning$he Bank has expanded its presence within théet
area through de novo branching and continually uatak opportunities for new branches. The profitgbdf this expansion strategy will depend
whether the income from the new branches will dffee increased expenses resulting from operatiaget branches. It is expected to take a peri
time before these branches or any branches to beedpcan become profitable. During this period, ékRpense of operating these branches
negatively affect net income.

The Company must continue to attract and retairiftedh personnel and maintain cost controls andetagsiality. The Companyg ability to manac
growth successfully will depend on its ability tontinue to attract and retain management and |ffaaers experienced in banking and financial sess
and familiar with the communities in its marketar&@he unexpected loss of service of any key managepersonnel, or the inability to recruit .
retain qualified personnel in the future, could eely affect the Company. If the Company grows qo@kly and is not able to attract qualif
personnel and maintain cost controls and asseityjuhis continued growth could adversely affdat Company.

Risks associated with system failures, interrupstiar breaches of security could negatively afésrhings Information technology systems are crit
to the Companyg business. Various systems are used to managenrstelationships, including deposits and loareegal ledger and securit
investments. The Company has established policidgpeocedures to prevent or limit the impact oftegsfailures, interruptions and security breac
but such events may still occur or may not be adtsiy remediated if they do occur. In addition, aoeynpromise of systems could deter customers
using products and services. Although the Compatigs on security systems to provide security anithentication necessary to effect the se
transmission of data, these precautions may neéegrsystems from compromises or breaches of ggcuri

In addition, a majority of data processing is outsed to certain third-party providers. If thesedtparty providers encounter difficulties, or if thes
difficulty communicating with them, the ability tadequately process and account for transactionsl teuaffected, and business operations cou
adversely affected. Threats to information secuai$p exist in the processing of customer infororathrough various vendors and their personnel.
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The occurrence of any system failures, interruptembreach of security could damage the Compamngputation, result in a loss of customers
business, increase fraud losses, subject the Contpaadditional regulatory scrutiny, or to litigati and possible financial liability. Any of theseeat:
could have an adverse affect on the Company’s iahoondition and results of operations.

The Compans mortgage servicing rights may become impairecchviebuld hurt profits Mortgage servicing rights are carried at the loafecost o
fair value. Any impairment is recognized as a reéiuncto servicing fee income. In the event thamnlgaepayments accelerate due to increasec
refinancing, the fair value of mortgage serviciights would likely decline which could result in anpairment charge which would reduce earnings.

The value of the Compartw deferred tax asset could be reduced if corpdsatieates in the U.S. are decreasddhere have been recent discussiol
Congress and by the executive branch regardingipallg decreasing the U.S. corporate tax rate. lé/tiie Company may benefit in some respects
any decreases in these corporate tax rates, aogtiea in the U.S. corporate tax rate would result decrease to the value of the net deferredsar
which could negatively affect the Company'’s finada@ondition and results of operations.

ltem 1B. Unresolved Staff Comments
None

Item 2. Properties

The Bank conducts its business through its admatige office, which includes a branch office, a?@ other full service offices located in Oce
Monmouth and Middlesex Counties, and through & &ind asset management office.

Item 3. Legal Proceedings

The Company and the Bank are not involved in amydjmgy legal proceedings other than routine legateedings occurring in the ordinary cours
business. Such other routine legal proceedinghénaggregate are believed by management to be snialaio the Company’ financial condition ¢
results of operations.

Item 4. Mine Safety Disclosures
Not Applicable.
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PART Il

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

OceanFirst Financial Corg.'common stock is traded on the Nasdaqg Global Sklarket under the symbol OCFC. The table belownghthe reporte
high and low daily closing prices of the commorc&tduring the periods indicated in 2013 and 2012.

201z
First Second Third Fourth
Quarter Quarter Quarter Quarter
High $14.7( $15.5¢ $17.7¢ $18.6(
Low 13.0¢ 13.5¢ 15.8¢ 16.6¢
201z
First Second Third Fourth
Quarter Quarter Quarter Quarter
High $14.5¢ $14.7: $14.8C $14.7¢
Low 13.1(C 13.8¢ 13.5C 12.6(

As of December 31, 2013, the Company had approeimn&;800 shareholders, including the number of@as or entities holding stock in nhomine:
street name through various brokers and banks.

Stock Performance Graph

The following graph shows a comparison of totacktmlder return on OceanFirst Financial Capcbmmon stock, based on the market price ¢
Companys common stock with the cumulative total returncompanies in the Nasdaq Composite Index and the BiNift Index for the perio
December 31, 2008 through December 31, 2013. Taphgmay not be indicative of possible future perfance of the Compary’common stoc
Cumulative return assumes the reinvestment of didd and is expressed in dollars based on anl iniiestment of $100.

OceanFirst Financial Corp.
Total Return Performance

12/31/08 12731108 123110 1231H1 123112 1231113

CGoganFirst Fnancial Corp, —s—NASDAQ Composite Index —&— SNL Thrift Index |

12/31/08 12/31/09 12/31/10 12/31/11 12/31/12 12/31/13

OceanFirst Financial Cor 100.0( 72.7: 86.31 90.7¢ 98.8: 126.9:
Nasdaqg Composite Ind¢ 100.0C 145.3¢ 171.7¢ 170.3¢ 200.6: 281.2:
SNL Thrift Index 100.0( 93.2¢ 97.4¢ 81.97 99.7C 127.9¢

For the years ended December 31, 2013 and 201Zdmpany paid an annual cash dividend of $0.4&pare.
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On October 31, 2011, the Company announced itsitiote to repurchase up to 942,306 shares or 5%sofutstanding common stock which
completed during the fourth quarter of 2012. On &haber 27, 2012, the Company announced its intemioapurchase up to 901,002 shares or 5
its outstanding common stock as of September 302.2formation regarding the Compasycommon stock repurchases for the three montlog
ended December 31, 2013 is as follows:

Total Number of Maximum Number
Total Shares Purchased ¢ of Shares that May
Number of Part of Publicly Yet Be Purchased
Shares Average Price Announced Plans o Under the Plans ol
Period Purchased Paid per Share Programs Programs
October 1, 2013 through
October 31, 201 0 $ 0 0 301,76¢
November 1, 2013 throuc¢
November 30, 201 0 0 0 301,76¢
December 1, 2013 through
December 31, 201 0 0 0 301,76¢
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Item 6. Selected Financial Date

The selected consolidated financial and other dathe Company set forth below is derived in paoinf, and should be read in conjunction with
Consolidated Financial Statements of the CompanyNpotes thereto presented elsewhere in this AnRepbrt.

At December 31,
2013 2012 2011 2010 2009
(dollars in thousands)

Selected Financial Condition Data

Total asset $2,249,71.  $2,269,22i  $2,302,09- $2,251,33(  $2,030,02
Securities availab-for-sale, at estimated fair vali 43,83¢ 547,45( 530,21( 433,09: 250,88
Securities hel-to-maturity, net 495,59¢ — — — —
Federal Home Loan Bank of New York stc 14,51¢ 17,06: 18,16( 16,92¢ 19,43«
Loans receivable, ni 1,541,46! 1,523,20! 1,563,01 1,660,78: 1,629,28.
Mortgage loans he-for-sale 78k 6,74¢ 9,297 6,67 5,65¢
Deposits 1,746,76. 1,719,67. 1,706,08: 1,663,96: 1,364,19
Federal Home Loan Bank advan 175,00( 225,00( 266,00( 265,00( 333,00(
Securities sold under agreements to repurchasetaed borrowing: 95,80« 88,29 93,60! 95,36¢ 92,07:
Stockholder equity 214,35( 219,79: 216,84¢ 201,25: 183,53¢

For the Year Ended December 31
2013 2012 2011 2010 2009
(dollars in thousands; except per share amounts

Selected Operating Data

Interest incomt $ 80,157 ¢$ 8761 $ 9538 $ 101,36 $ 95,86
Interest expens 9,62¢ 14,10: 18,06( 24,25 30,39¢
Net interest incom 70,52¢ 73,51 77,327 77,11+« 65,46
Provision for loan losse 2,80( 7,90( 7,75(C 8,00( 5,70(C
Net interest income after provision for loan los 67,72¢ 65,61: 69,577 69,11+ 59,76:
Other income 16,99¢ 18,22¢ 15,30: 15,31: 15,58¢
Operating expense 59,78¢ 52,89: 52,66¢ 53,64 50,54«
Income before provision for income tay 24,94: 30,947 32,21+ 30,77¢ 24,80¢
Provision for income taxe 8,61° 10,927 11,47: 10,40: 9,15k
Net income 16,33( 20,02( 20,74: 20,37¢ 15,65
Dividends on preferred stock and discount accre — — — — 3,17(
Net income available to common stockholc $ 16,33( $ 20,02t $ 20,74 $ 2037¢ $ 12,48
Basic earnings per she $ 09 § 112§ 114  § 1.1z  $ 0.9¢
Diluted earnings per sha $ 09t § 112  $ 114  $ 112 $ 0.9¢
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At or For the Year Ended December 31

2013 2012 2011 2010 2009
Selected Financial Ratios and Other Data (1,
Performance Ratios:
Return on average assets 0.71% 0.87% 0.91% 0.92% 0.82%
Return on average stockholc’ equity (2) 7.51 9.1¢t 9.8¢ 10.62 9.3t
Stockholder’ equity to total asse 9.5¢ 9.6¢ 9.42 8.94 9.04
Tangible equity to tangible asss 9.5¢ 9.6¢ 9.42 8.94 9.04
Average interest rate spread 3.1¢€ 3.27 3.4¢ 3.5€ 3.4z
Net interest margin (¢ 3.24 3.37 3.5¢ 3.6¢ 3.65
Average intere-earning assets to average inte-bearing liabilities 117.1¢ 115.7: 113.1¢ 111.9¢ 112.3¢
Operating expenses to average assel 2.6( 2.31 2.32 2.44 2.6€
Efficiency ratio (2)(5) 68.3( 57.6¢ 56.8¢ 58.04 62.3¢
Asset Quality Ratios:
Non-performing loans as a percent of total loans
receivable (6)(7)(8 2.8¢ 2.8C 2.71 2.2t 1.72
Non-performing assets as a percent of total asse®)| 2.21 2.0t 2.0C 1.77 1.52
Allowance for loan losses as a percent of totahso@ceivable (6)(8)(¢ 1.3 1.32 1.1¢ 1.17 0.8¢
Allowance for loan losses as a percent of totalnon
performing loans (7)(8)(¢ 46.1¢ 47.2¢ 41.4% 52.4¢ 51.9¢
Trust and Asset Management:
Assets under administration (C's) $216,11. $172,87¢ $154,85. $123,57( $112,90(
Per Share Data:
Cash dividends per common sh $ 04t $ 048 $ 048 $ 048 $ 0.8C
Stockholder equity per common share at end of pel 12.3: 12.2¢ 11.61 10.6¢ 9.7t
Tangible stockholde’ equity per common share at end of pel 12.3: 12.2¢ 11.61 10.6¢ 9.7t
Number of full-service customer facilities: 23 24 24 23 23
(1) With the exception of end of year ratios, all rataye based on average daily balan
(2) Performance ratios for 2013 include mecurring expenses relating to the prepayment défe# Home Loan Bank advances of $4.3 million
the consolidation of two branches into newenniarket facilities, at a cost of $579,000. The tafédr tax cost was $3.1 million. Performance &
for 2012 include an additional loan loss provisafr$$1.8 million relating to superstorm Sandy an@%600 in net severance expense. The
after tax cost was $1.6 millio
(3) The average interest rate spread representiffeeence between the weighted average yieldnteréstearning assets and the weighted ave
cost of intere«-bearing liabilities
(4) The net interest margin represents net intereshiigcas a percentage of average int-earning asset:
(5) Efficiency ratio represents the ratio of operataxpenses to the aggregate of other income anahteeest income
(6) Total loans receivable includes loans receivabtelaans hel-for-sale.
(7) Nonr-performing assets consist of non-performing loand real estate acquired through foreclosure. perferming loans consist of all loans
days or more past due and other loans in the psarféfereclosure. It is the Compé's policy to cease accruing interest on all suchdc
(8) As discussed in the section “ Allowance for hdaosses’, during the fourth quarter of 2011, the Compangdified its chargesff policy or
problem loans secured by real estate so that l@ssesharged off in the period the loans are deamedllectable rather than when the foreclo
process is completed. The change in the cl-off policy resulted in additional char-offs in the fourth quarter of 2011 of $5.7 millic
(9) Allowance for loan losses at December 31, 2012ithe$ an additional provision of $1.8 million soledyated to the impact of superstorm Sar
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Item 7. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations
Overview

OceanFirst Financial Corp. has been the holdingpamy for OceanFirst Bank since it acquired thelstiidthe Bank upon the Bar&k'conversion from
Federally-chartered mutual savings bank to a Fégeraartered capital stock savings bank in 199 (tConversion”).

The Company conducts business primarily througlowaership of the Bank which operates its admiatste/branch office located in Toms River
twenty4wo additional branch offices. Eighteen of the a#f are located in Ocean County, New Jersey, withlfranches in Monmouth County and
in Middlesex County. The Bank also operates a @ndtasset management office in Manchester, Neseyer

The Companys results of operations are primarily dependenheiinterest income, which is the difference betwte interest income earned on
Company’s interest-earning assets, such as loadsirsrestments, and the interest expense on itsestteearing liabilities, such as deposits
borrowings. The Company also generates imtgrest income such as income from trust and asseiagement, Bankcard services, loan sales
originations (including reverse mortgages), loarviseng, deposit account services, the sale ofradtive investments, and other fees. The Company’
operating expenses primarily consist of compensasiod employee benefits, occupancy and equipmeatketing, federal deposit insurance, 1
processing, and other general and administratiperses. The Compargytesults of operations are also significantly @fd by competition, gene
economic conditions including levels of unemploymand real estate values as well as changes inetiatierest rates, government policies and ac

of regulatory agencies.

Strategy

The Company operates as a full service communitk baith a strong focus on consumers and businésstslocal markets. The Bank is the oldest
largest community-based financial institution hazatered in Ocean County, New Jersey. The Bank etespwith larger and out-ofiarket financie
service providers through its local focus and teivery of superior service. The Bank also competigs smaller inmarket financial service provide
by offering a broad array of products.

The Companyg strategy has been to consistently grow profitgbivhile limiting exposure to credit, interest @aand operational risks. To accomp
these objectives, the Bank has sought to (1) gromvrcercial loans receivable through the offeringcafmercial lending services to local busines
(2) increase non-interest income by expanding teauof feebased products and services and investing additiresaurces in these product lines;
(3) grow core deposits (defined as all depositerotiian time deposits) through product offeringsembing to a broadened customer base.

Growing Commercial Loans

With industry consolidation eliminating most logalieadquartered competitors, the Company fills &l Wor locally-delivered commercial loan a
deposit services. The Bank has assembled an erpeddeam of business banking professionals whiah farther supplemented during 2013 thrc
the successful recruitment of several experiencedneercial lenders from competitor banks. Theseqssibnals are responsible for offering comme
loan and deposit services and Bankcard servickEg#b businesses. As a result of this initiativemenercial loans represented 37.5% of the Bamdta
loans at December 31, 2013 as compared 23.4% aniey 31, 2008 and only 3.6% at December 31, 1@8mmercial loan balances increaset
$56.4 million, or 10.6%, in 2013. Commercial loarogucts entail a higher degree of credit risk thigrnvolved in one-tdeur family residentic
mortgage lending activity. As a consequence, manage continues to employ a weléfined credit policy focusing on quality undenrit and clos
management and Board monitoring. See " Risk Faettmsreased emphasis on commercial lending may exthesBank to increased lending risks
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Enhancing non-interest income

Management continues to diversify the Bank’s prodine and expand related resources in order t@mecd norinterest income. The Bank is curret
focused on growth opportunities in trust and assmtagement services and in Bankcard services, vilitides interchange revenue, merchant ser
and ATM fees. The Bank also offers alternative stieent products (annuities, mutual funds and fifairance) for sale through its retail branch neltv
As a result of these initiatives, income from faes service charges has increased to $13.8 mfthiothe year ended December 31, 2013 as compa
$11.4 million for the year ended December 31, 2808 only $1.4 million for the year ended Decemierl®97.

Increasing core deposits

The Bank seeks to increase core deposit markee shaits primary market area by improving markehgteation. Over the past ten years thrc
December 31, 2013, the Bank has opened eight brafficks, five in Ocean County and three in MonnioQ@ounty including a full service Financ
Solutions Center in Red Bank. After a comprehensaxéew of the Banls branch network in late 2013, two existing brascivere consolidated ir
newer, in-market, facilities resulting in a noeeurring charge of $579,000. The Bank is contiyuadaluating additional strategic office sites it its
existing market area. Core account developmenbkasfited from Bank efforts to attract businessodép in conjunction with its commercial lend
operations and from an expanded mix of retail ameount products. As a result of these effortsBhek’s core deposit ratio has grown to 87.5¢
December 31, 2013 as compared to 71.2% at Dece3ih@008 and only 33.0% at December 31, 1997. Geposits are generally considered a
expensive and more stable funding source tharficatés of deposit.

In addition to the objectives described above,Goepany determined to more actively manage itstalaposition to improve return on equity. In
fourth quarter of 2011, and again in the fourthrtgraof 2012, the Company announced its intentmrepurchase up to 5% of its outstanding corr
stock. For the year ended December 31, 2013, tlmep@oy repurchased 533,018 shares of common stod8fd million. At December 31, 2013, th
were 301,766 shares remaining to be repurchasest timel existing stock repurchase plan.

Summary

Interest-earning assets, both loans and securitieggenerally priced against longer-term indiedsle interestbearing liabilities, primarily deposits a
borrowings, are generally priced against shortemtedices. Beginning in the second half of 201dl #wough the first quarter of 2013, the Company’
net interest margin had generally contracted. Duthé low interest rate environment, high loannafice volume caused yields on loans and mortgage
backed securities to trend downward. At the same,tthe Company’s asset mix shifted as highelding loans decreased due to prepayments at
sale of newly-originated, 30-year, fixed-rate, daodour family loans while lower-yielding securitiencreased. In mid-year, the Companyket intere:
margin stabilized and then expanded at yarat- Although high loan refinance volume and shiftasset mix continued into the second quarteOaB
the Company’s net interest margin nonetheless aguhislightly as the Company invested excess liguigito higheryielding assets and manay
funding costs lower. In the third quarter of 20d&fjnance activity subsided and the Company wasessful in growing commercial loans, resulting
shift in asset mix from lower-yielding securitig#a higheryielding loans. Early in the fourth quarter of 2018e Company prepaid $159.0 millior
Federal Home Loan Bank advances. This transaaiong with continued growth in commercial loanspioved net interest income and margin ir
last quarter of the year.

Based upon current economic conditions, the Fedraérve has indicated that it intends to keeptg¢bon interest rates at current levels, at leagtrag
as the unemployment rate remains above 6.5%, imrildietween one and two years ahead is projectde too more than onealf percentage poi
above the 2 percent longer-run goal, and longen-iaflation expectations continue to be well-anetbrAdditionally, the Federal Open Market
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Committee recently decided to taper their monthdnd buying program, with further reductions expddieroughout 2014. Longeerm interest ratt
have increased since earlier in the year, resulting steeper yield curve. The recent increas@mgdrterm interest rates has reduced loan refin
activity, causing a decrease in loan sale voluntklawer income from the net gain on the sale ohfoda his trend is expected to continue as inc
from the sale of loans in subsequent quarterslikly fall below comparable prior year levels.

In addition to the interest rate environment, tr@mPanys results are affected by national and local ecan@onditions. Recent economic indica
point to some improvement in the economy, whichaexed modestly in 2012 and 2013. Labor market tiomdi also improved as the natic
unemployment rate in 2013 decreased over prior lpeats. Despite these signs, the pace of econmn@very remains weak.

Highlights of the Company’s financial results foetyear ended December 31, 2013 were as follows:

The Company implemented two strategic initiativesig the fourth quarter of 2013. A total of $15%llion of FHLB advances with a weight
average cost of 2.31% and a weighted average termaturity of 16 months were prepaid with the Comypimcurring a prepayment fee of $4.3 milli
The prepayment was initially funded by short-temiwances, which the Company plans to replace oeendixt year with deposit growth and longemr
advances. This restructuring had an immediate i@aleéffect on net interest income and marginha fourth quarter of 2013. It will also improve
margin and net interest income in future periods} as the borrowing maturities are fully extendéedyill reduce the Companyg’ sensitivity to futur
interest rate increases.

The Bank also performed a comprehensive reviem®Bank’s branch network and decided to consolitiabebranches into newer, imarket facilities
The consolidation was completed in the fourth cerasind resulted in a naeeurring charge of $579,000. The Company expectenhefit through ¢
estimated $797,000 reduction in annual operatiqgeeses, net of estimated lost revenue, which vaiitlp offset the required investment to g
revenues in commercial lending, trust and assetigement, and Bankcard services.

Total assets decreased to $2.250 billion at DeceB8he2013, from $2.269 billion at December 31, 203ecurities, in the aggregate, decreased by
million, to $539.4 million at December 31, 2013,casnpared to $547.5 million at December 31, 201garis receivable, net increased $18.3 millic
December 31, 2013, as compared to December 31, @0harily due to growth in commercial lending &84 million and in construction to permar
residential construction loans, net of loans incess, which increased $12.7 million, as homeowrehsild from superstorm Sandy. Deposits incre
by $27.1 million at December 31, 2013, as compévddecember 31, 2012.

Net income for the year ended December 31, 201334@8 million, or $0.95 per diluted share, as cared to net income of $20.0 million, or $1.12
diluted share for the prior year. Net income fa ylear ended December 31, 2013 was adversely igthbagtthe nomecurring expenses relating to
prepayment of FHLB advances and the consolidatiotwo branches. The net, after tax amount of theseitems reduced net income and dilt
earnings per share for the year ended Decemb@03B, by $3.1 million and $0.19, respectively. Netame for the year ended December 31, 201:
adversely impacted by an additional loan loss siown of $1.8 million relating to superstorm Sanay d&y $687,000 in net severance expense.
items reduced net income and diluted earningshemesby $1.6 million and $0.09, respectively.

Net interest income for the year ended DecembeB13 decreased to $70.5 million, as compared Bo5$million in the prior year, reflecting a lov
net interest margin and lower interestrning assets. The net interest margin decreas@@4% for the year ended December 31, 2013, mpaed t
3.37% for the prior year. The quarterly net intereargin expanded at the end of the year, growor$}38% in the fourth quarter of 2013, as comp#o
3.20% in the third quarter of 2013 and 3.29% inghier year fourth quarter.

The provision for loan losses was $2.8 million foe year ended December 31, 2013, as compared.@av$ifion in the prior year which includec
provision of $1.8 million directly related to suptarm Sandy.
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The decrease in the provision for loan losses fitwenprior year was due to reductions in net chaffge-better than expected loss experience reldd
superstorm Sandy and improvements in the local@ognAlthough norperforming loans increased $2.0 million at Decen8ier2013, as comparec
December 31, 2012, excluding loans impacted byrstqren Sandy, non-performing loans decreased $ilibm

Other income decreased to $17.0 million for theryaled December 31, 2013 as compared to $18.@miil the prior year. The net gain on sale
loans and investment securities and the resulta fsther real estate operations declined while tamst asset management revenue, Bankcard se
revenue and fees and service charges improved.a@pgrxpenses for the year ended December 31, P@i@ased $6.9 million over the prior ye
primarily due to the expenses associated with tHieB-advance restructuring and the branch consatidat totaling $4.8 million. Compensation i
employee benefits expense, net of the remurring severance expense of $687,000 includétkitotal for the year ended December 31, 20X2ease
$1.8 million due to personnel additions in revepueducing areas and the opening of the Red BardnEial Solutions Center in April 2013.

The Company remains well-capitalized with a targyitdmmon equity ratio of 9.53%.

Return on average stockholders’ equity was 7.51thi year ended December 31, 2013, as compa@d58o for the prior year.

Critical Accounting Policies

Note 1 to the Compar's Audited Consolidated Financial Statements ferybear ended December 31, 2@b3itains a summary of significant accoun
policies. Various elements of these accountingcpesi by their nature, are inherently subject tinestion techniques, valuation assumptions andr
subjective assessments. Certain assets are carrted consolidated statements of financial cooditat fair value or the lower of cost or fair va
Policies with respect to the methodologies usedetermine the allowance for loan losses, the restmwrepurchased loans, the valuation of Mort;
Servicing Rights and judgments regarding securitiggirment are the most critical accounting pecbecause they are important to the presentaf
the Companys financial condition and results of operationsjolwe a higher degree of complexity and require aggment to make difficult a
subjective judgments which often require assumgtion estimates about highly uncertain matters. 0$ee of different judgments, assumptions
estimates could result in material differenceshim iesults of operations or financial conditione3# critical accounting policies and their appiaragre
reviewed periodically and, at least annually, viite Audit Committee of the Board of Directors.

Allowance for Loan Losses

The allowance for loan losses is a valuation actthat reflects probable incurred losses in tha Ipartfolio. The adequacy of the allowance for

losses is based on management’s evaluation of ehgp@nys past loan loss experience, known and inherekg fisthe portfolio, adverse situations !
may affect the borrowes’ability to repay, estimated value of any undedytollateral and current economic conditions. Aidds to the allowance ari
from charges to operations through the provisianldan losses or from the recovery of amounts esly chargedff. The allowance is reduced
loan charge-offs.

The allowance for loan losses is maintained atraousmt management considers sufficient to providefobable losses. The analysis considers ki
and inherent risks in the loan portfolio resultingm management’s continuing review of the factangerlying the quality of the loan portfolio.

The Banks allowance for loan losses includes specific aloges and a general allowance, each updated oartedy basis. A specific allowance
determined for all loans which meet the definitafran impaired loan where the value of the undegydollateral can reasonably be evaluated. Foe
loans, the specific allowance represents the diffee between the Bank’s recorded investment idodue, net of any interim chargsdfs, and the fa
value of the collateral, less estimated sellingsos
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If a loan becomes 90 days delinquent, the Bankirnb&n updated collateral appraisal. For residerea estate loans, the appraisal is updated dim
if the loan remains delinquent for an extendedgaerFor nonaccrual commercial real estate loans, the Banksagssevhether there has been an ad
change in the collateral value supporting the I@dre Bank utilizes information based on its knowjedf changes in real estate conditions in itsifeg
area to identify whether a possible deterioratibnatlateral value has occurred. Based on the #gvefrthe changes in market conditions, manage
determines if an updated commercial real estateasa) is warranted or if downward adjustmentstte previous appraisal are warranted. If
determined that the deterioration of the collataralue is significant enough to warrant orderinqhe@w appraisal, an estimate of the downy
adjustments to the existing appraised value is irsaedsessing if additional specific reserves aeeasary until the updated appraisal is received.

A general allowance is determined for all loang tha not require a specific allowance. In determinthe level of the general allowance, the E
segments the loan portfolio into various loan segand classes as follows:

Loan Portfolio Segment Loan Class
Residential real estat - Loans originated by Bar
- Loans originated by mortgage comps
- Loans originated by mortgage compé nor-prime
- Residential constructic

Commercial real estat - Commercia

- Construction and lan
Consumer - Consume!
Commercial and industrie - Commercial and industri

The loan portfolio is further segmented by delinguiestatus and risk rating (Special Mention, Sutmdad and Doubtful). An estimated loss factc
then applied to each Risk Tranche. To determinédadse factor, the Bank utilizes an average of llmsses as a percent of loan principal adjustedhi
estimated probability of default. The historicakdorate is adjusted for certain qualitative factoxduding current economic conditions, regula
environment, local competition, lending personih@hn policies and underwriting standards, loaneevsystem, delinquency trends, loss trends, n
and volume of the loan portfolio and concentratiohsredit. The adjusted loss factor is then apptie each risk tranche. Existing economic cond§
which the Bank considered to estimate the allowdnocéoan losses include local trends in economimagh, unemployment and real estate value
evaluating the qualitative factors as of DecemlgrZ)13, the Company considered the favorable impadower and more transparent risk fr
superstorm Sandy and the potential adverse imgattoal and proposed increases to flood insurgnemiums which may stress borroweasility to
repay their loans or lower real estate values mage flood prone areas; the recent recruitmentahmercial lenders from competitor banks anc
related accelerated growth in commercial real edtains over the second half of 2013; and the Cagipaecent emphasis on constructionpErmaner
residential construction loans attributable to loeauilding after the damage caused by supers&andy.

The Bank also maintains an unallocated portiorhefallowance for loan losses. The primary purpddeeounallocated component is to account fo
inherent imprecision of the overall loss estimatgacess including the periodic updating of apiaissnd commercial loan risk ratings, the geogic
concentration of the loan portfolio and continuedremic uncertainty.

Of the Bank’s loan portfolio, 96.1%, is securedrbgl estate, whether one-to-four family, consunrecammercial. Additionally, most of the Bark’
borrowers are located in Ocean and Monmouth Cosintlew Jersey and the surrounding area. These mwatiens may adversely affect the Bank’
loan loss experience should local real estate gafieeline further or should the markets servedicoatto experience difficult economic conditi
including increased unemployment or should the beeaffected by a natural disaster such as a lameior flooding.
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Management believes the primary risk charactesdtic each portfolio segment are a continued dedlinthe economy generally, including elevi
levels of unemployment, a further decline in resthe market values and possible increases irestteates. Additionally, superstorm Sandy and &
and proposed increases to flood insurance premmms adversely affect real estate market values. émy or a combination of these events
adversely affect the borrowers’ ability to repaye tloans, resulting in increased delinquencies, lohargeeffs and future levels of provisiol
Accordingly, the Bank has provided for loan losaethe current level to address the current riskénloan portfolio.

Although management believes that the Bank hablestad and maintained the allowance for loan lesgeadequate levels, additions may be nece
if future economic and other conditions differ siangially from the current operating environmemt.addition, various regulatory agencies, as pe
their examination process, periodically review Bank’'s allowance for loan losses. Such agencies mayreetie Bank to make additional provisi
for loan losses based upon information availabléhtan at the time of their examination. Althoughnagement uses what it believes to be the
information available, future adjustments to thimvahnce may be necessary due to economic, operatgglatory and other conditions beyond
Bank’s control.

Reserve for Repurchased Loans and Loss Sharing Ogétions

The reserve for repurchased loans and loss shabilingations relates to potential losses on loatd which may have to be repurchased due to an
payment default, or a violation of representatiansl warranties. The reserve also includes an estiofathe Banks obligation under a loss shar
arrangement with the FHLB relating to loans soli itheir Mortgage Partnership Finance Program. iBias for losses are charged to gain on se
loans and credited to the reserve, which is paotteér liabilities, while actual losses are chargethe reserve. In order to estimate an appraprigerv
for repurchased loans and loss sharing obligatithves Bank considers recent and historical expeeigpooduct type and volume of recent whole
sales and the general economic environment. Manawgebelieves that the Bank has established andtaiaéul the reserve for repurchased loans
loss sharing obligations at adequate levels, howydwaire adjustments to the reserve may be negess@ to economic, operating or other condit
beyond the Bank’s control.

Valuation of Mortgage Servicing Rights (“MSR")

The estimated origination and servicing costs oftgage loans sold in which servicing rights arairetd is allocated between the loans and the seg
rights based on their estimated fair values atithe of the loan sale. Servicing assets are caaigtie lower of cost or fair value and are amediir
proportion to, and over the period of, net sengcimcome. The estimated fair value of MSR is deteetl through a discounted analysis of future

flows, incorporating numerous assumptions includéegvicing income, servicing costs, market discoatés, prepayment speeds and default

Impairment of the MSR is assessed on a quartedisloa the fair value of those rights with any iinpent recognized as a component of loan serv
fee income. Impairment is measured by risk stratet on the interest rate of the underlying moegdagn.

The fair value of MSR is sensitive to changes suagptions. Fluctuations in prepayment speed assongphave the most significant impact on the
value of MSR. In the event that loan prepaymentseiase due to increased loan refinancing, theséire of MSR would likely decline. In the eventt
loan prepayment activities decrease due to a dealioan refinancing, the fair value of MSR wolikkly increase. Additionally, due to the econo
downturn, default rates and servicing costs magei&e in future periods which would result in alidecin the fair value of MSR. Any measuremer
MSR is limited by the existing conditions and asptions utilized at a particular point in time, awduld not necessarily be appropriate if applied
different point in time.

Impairment of Securities

On a quarterly basis the Company evaluates whethgrsecurities are other-thggmporarily impaired. In making this determinatidghe Compan
considers the extent and duration of the impairiri@etnature and
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financial health of the issuer, the ability andeimtto hold the securities for a period of timefisignt to allow for any anticipated recovery in rkei
value and other factors relevant to specific séiegtisuch as the credit risk of the issuer andtlrea guarantee or insurance applies to the $gclira
security is determined to be other-thamporarily impaired, the impairment is chargednwome during the period the impairment is founcexist
resulting in a reduction to earnings for that périburing 2011, the Company recognized an othem-tmporary impairment loss on equity securitie
$148,000 as compared to no other-than-temporarginment loss during 2012 and 2013.

As of December 31, 2013, the Company concludedathpatremaining unrealized losses in the securiigolio were temporary in nature because
were primarily related to market interest ratesrkegilliquidity and wider credit spreads for thetypes of securities. Additionally, the Company €
not intend to sell the securities and it is mokellf than not that the Company will not be requitedell the securities before recovery of theioginec
cost. Future events that could materially changedbnclusion and require an impairment loss tetmrged to operations include a change in thet
quality of the issuers or a determination that aketarecovery in the foreseeable future is unlikely

Analysis of Net Interest Income

Net interest income represents the difference bEwiecome on intere-earning assets and expense on intdveating liabilities. Net interest incol
also depends upon the relative amounts of interasting assets and interest-bearing liabilitiestaednterest rate earned or paid on them.
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The following table sets forth certain informatiating to the Company for each of the years emdetember 31, 2013, 2012 and 2011. The yield
costs are derived by dividing income or expensehigyaverage balance of assets or liabilities, sy, for the periods shown except where n
otherwise. Average balances are derived from aeedagy balances. The yields and costs includeviggsh are considered adjustments to yields.

Years Ended December 31

2013 2012 2011
Average Average Average
Average Yield/ Average Yield/ Average Yield/
Balance Interest Cost Balance Interest Cost Balance Interest Cost
(dollars in thousands)

Assets:
Interes-earning asset:
Interes-earning deposits and sh-term investment $ 50,70: $ 71 0.15% $ 58,27: $ 92 0.16% $ 34,93¢ $ 7C 0.2(%
Securities (1 593,87 9,50¢ 1.6C 554,83: 10,52¢ 1.9C 484,86. 11,49: 231
FHLB-NY stock 16,49: 711 4.31 17,59¢ 827 4.7C 17,98¢ 831 4.62
Loans receivable, net ( 1,518,28! 69,86 4.6C 1,551,46: 76,16¢ 4.91 1,616,36! 82,99 5.1%
Total interes-earning assel 2,179,36 80,157 3.6¢ 2,182,161 87,61¢ 4.0z 2,154,14! 95,38° 4.42
Nor-interes-earning asse 120,07: 110,53 117,01(
Total asset $2,299,43! $2,292,70: $2,271,15!

Liabilities and Equity
Interes-bearing liabilities:

Money market deposit accout $ 122,13t 16t 0.14 $ 126,50: 361 0.2¢ $ 116,29 454 0.3¢
Savings accoun 286,06¢ 187 0.07 239,57¢ 35¢ 0.1f 221,31: 481 0.2Z
Interes-bearing checking accour 919,70: 1,40¢ 0.1¢ 939,33! 2,87¢ 0.31 924,78¢ 4,62¢ 0.5C
Time deposit: 215,47 2,94¢ 1.37 243,77t 3,94¢ 1.62 272,19t 4,84: 1.7¢
Total 1,543,38: 4,70¢ 0.31 1,549,19 7,54 0.4¢ 1,534,59: 10,40: 0.6¢
FHLB advance: 219,10: 3,98¢ 1.82 239,70 5,49¢ 2.2¢ 270,74 6,572 2.4z
Securities sold under agreements to repurc 69,62: 124 0.1¢ 69,46¢ 201 0.2¢ 70,98: 28: 0.4C
Other borrowing: 27,50( 80¢ 2.9¢ 27,50( 86( 3.1 27,50( 804 2.92
Total interes-bearing liabilities 1,859,60! 9,62¢ 0.52 1,885,86 14,10¢ 0.7¢ 1,903,811 18,06( 0.9
Non-interes-bearing deposit 205,85! 170,85¢ 142,47¢

Nor+interes-bearing liabilities 16,47( 17,15 14,91¢

Total liabilities 2,081,93 2,073,87 2,061,211

Stockholder’ equity 217,50! 218,82! 209,94.

Total liabilities and equit $2,299,43! $2,292,70: $2,271,15!

Net interest incom $70,52¢ $73,51. $77,32°

Net interest rate spread | 3.1¢% 3.21% 3.48%
Net interest margin (¢ 3.2{% 3.31% 3.5%
Ratio of interes«-earning assets to inter-bearing liabilities 117.1% 115.7"% 113.1%%

(1) Amounts are recorded at average amortized

(2) Amountis net of deferred loan fees, undisbursad foinds, discounts and premiums and estimateddsarallowances and includes loans -for-sale and nc-performing loans
(3) Netinterest rate spread represents the differbatveeen the yield on inter-earning assets and the cost of int-bearing liabilities

(4) Netinterest margin represents net interest inodivided by average inter-earning asset:
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Rate Volume Analysis

The following table presents the extent to whiclardes in interest rates and changes in the volumeterest-earning assets and intefgsaring
liabilities have affected the Compansyinterest income and interest expense during ¢negs indicated. Information is provided in eaetegory witt
respect to: (i) changes attributable to change®inme (changes in volume multiplied by prior rat@) changes attributable to changes in rate riglez
in rate multiplied by prior volume); and (iii) theet change. The changes attributable to the comlimpact of volume and rate have been alloc
proportionately to the changes due to volume aadhanges due to rate.

Year Ended December 31, 201 Year Ended December 31, 201
Compared to Compared to
Year Ended December 31, 2012 Year Ended December 31, 2011
Increase (Decrease Increase (Decrease
Due to Due to
Volume Rate Net Volume Rate Net

(in thousands)
Interes-earning asset:

Interes-earning deposits and sh-term investment $ 100 $ B $ (19 $ — $ 22 §$ 22
Securities 711 (1,739 (1,029 1,514 (2,47¢) (964
FHLB-NY stock (50) (66) (11€) (18) 14 (4)
Loans receivable, n (1,595 (4,710 (6,305) (3,30]) (3,52%) (6,82€)
Total interes-earning asse! (944) (6,514 (7,45¢) (1,80%) (5,967 (7,772)
Interes-bearing liabilities
Money market deposit accour (12 (189) (19€) 36 (129 (93
Savings accouni 56 (22¢) (172 39 (160) (223)
Interes-bearing checking accour (57) (1,413 (1,470 70 (1,81¢) (1,74¢)
Time deposit: (429) (577 (1,000 (480 (414 (899
Total (442) (2,396 (2,83¢) (33¢ (2,519 (2,859
FHLB advance: (445) (1,069 (1,509 (717) (360) (2,0779)
Securities sold under agreements to repurc — (77 (77) (6) (76) (82
Other borrowing — (52) (52) — 56 56
Total interes-bearing liabilities (887) (3,589 (4,475 (1,05%) (2,899 (3,95%)
Net change in net interest incol $ (579 $(2,926) $(2,989) $ (747 $(3,06¢) $(3,81%

Comparison of Financial Condition at December 31,213 and December 31, 2012

Total assets decreased by $19.5 million to $2.28@rbat December 31, 2013, from $2.269 billion¢cember 31, 2012. Securities, in the aggre
decreased by $8.0 million, to $539.4 million at Beber 31, 2013, as compared to $547.5 million ateDwer 31, 2012. During the period,
Company reclassified $536.0 million of securitiegitable-for-sale to securities held-teaturity as the Company has the intent and ahiitiold thes
securities until maturity.

Loans receivable, net, increased by $18.3 million$1.542 billion at December 31, 2013 from $1.5#8on at December 31, 2012, primarily due
growth in commercial lending of $56.4 million and donstruction to permanent residential constrackians, net of loans in process, which incre
$12.7 million as homeowners rebuild from superst@amdy. This growth was partly offset by a decreasene-tofour family mortgage loans due
prepayments and the sale of most newly origina@eyezr fixed-rate one-to-four family loans.
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Deposits increased by $27.1 million, to $1.747idmillat December 31, 2013, from $1.720 billion at&maber 31, 2012 with core deposits, (i.e
deposits excluding time deposits) growing by $3&ilion. Securities sold under agreements to relpase with retail customers increased by
million, to $68.3 million at December 31, 2013,fr&60.8 million at December 31, 2012. Federal Homan Bank advances decreased $50.0 millic
$175.0 million at December 31, 2013, from $225.0iom at December 31, 2012.

Stockholdersequity decreased to $214.4 million at December2813, as compared to $219.8 million at DecembeB812. Net income for the peri
was offset by an increase in accumulated other celhemsive loss of $6.7 million due to the recese in interest rates, the repurchase of 533,01@s
of common stock for $8.1 million (average cost gleaire of $15.21) and the cash dividends on comiteak f $8.2 million. The reclassification of m
available-for-sale securities to held-to-maturityidg the third quarter will reduce the risk ofdte reductions to stockholderjuity that could result
the event of additional increases in interest raféere were no shares repurchased in the fourintejuof 2013 and at December 31, 2013, 30:
shares were available for repurchase under th& séparchase program adopted in the fourth quaft@012. Tangible stockholdersfuity per commc
share was $12.33 at December 31, 2013, as comima$d®.28 at December 31, 2012, benefiting fronréuiction in shares outstanding.

Comparison of Operating Results for the Years Ende®ecember 31, 2013 and December 31, 2012
General

Net income for the year ended December 31, 2018,$4&.3 million, or $0.95 per diluted share, as jgarad to net income of $20.0 million, or $1
per diluted share, for the prior year. Net incomethe year ended December 31, 2013 was adversglgcted by the norecurring expenses relating
the prepayment of $159.0 million of FHLB advancesa aost of $4.3 million and the consolidation wbtbranches into newer, market facilities, at
cost of $579,000. The net, after tax amount ofehes items reduced net income and diluted earnpegsshare for the year ended December 31,
by $3.1 million and $0.19, respectively. Net incofoethe year ended December 31, 2012 was adverselycted by an additional loan loss provisio
$1.8 million relating to superstorm Sandy, whicluseed substantial disruption to the Bankiarket area on October 29, 2012. Additionally,imeome
for the year ended December 31, 2012 was adveirsggcted by $687,000 in net severance expense maeahin the third quarter of 2012. The

after tax amount of these items reduced net incam@ diluted earnings per share by $1.6 million &8d09, respectively, for the year en
December 31, 2012.

Interest Income

Interest income for the year ended December 313 2¢ds $80.2 million, as compared to $87.6 million the prior year. The yield on interesarning
assets declined to 3.68% for the year ended Deaedihb&@013, as compared to 4.02% for the prior yAserage interestarning assets decreasec
$2.8 million for the year ended December 31, 2G3compared to the prior year. The decrease wasodiggluctions in average loans receivab
$33.2 million and interest-earning deposits of $Wibion, partly offset by increases in averagewsties of $39.0 million.

Interest Expense

Interest expense for the year ended December 3B &8s $9.6 million, as compared to $14.1 millionthe year ended December 31, 2012. The ¢
interest-bearing liabilities decreased to 0.52%tfar year ended December 31, 2013 as compared$&c0in the prior year. Average interdsaring
liabilities decreased by $26.3 million for the yesded December 31, 2013, as compared to the ywar The decrease was due to declines in av
borrowed funds of $20.5 million and average timpadts of $28.3 million, partly offset by an incsean average transaction deposits of $22.5 million
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Net Interest Income

Net interest income for the year ended Decembe@13 decreased to $70.5 million, as compared 85$nillion for the prior year, reflecting a lov
net interest margin and lower interestrning assets. The net interest margin decreas@®4% for the year ended December 31, 2013, 8@8#% ir
the prior year due to a change in the mix of avelaterest-earning assets from higher-yielding $o@teivable into loweyielding securities. High loe
refinance volume earlier in the year also causettigion loans and mortgage-backed securities nd lewnward. The decline in interestrning asse
was balanced by decreases in average interestabead@posits and borrowed funds, partly offset leygnses in average non-interest-bearing deposits.

Provision for Loan Losses

For the year ended December 31, 2013, the provisioloan losses was $2.8 million, as compareda® $illion for the prior year. The amount for
year ended December 31, 2012 included a provisicédl® million directly related to superstorm San@yer the past year, the Baslactual loan lo:
experience relating to superstorm Sandy has better llean expected, as npefforming loans at December 31, 2013 include artigtal of $3.1 milliol
in loans adversely impacted by Sandy with an exqzekiss of $416,000. An additional positive efferets recognized from recent improvements ir
local economy and from a reduction of $3.2 millimnnet charge-offs, as compared to the same pear period. Although noperforming loan
increased $2.0 million at December 31, 2013, aspeoed to December 31, 2012, excluding loans impaeyesuperstorm Sandy, n@erforming loan
decreased $1.1 million. Finally, in evaluating llewance for loan losses, the Bank also consid#reddverse impact of actual and proposed ch
to flood insurance premiums in the Baskharket area, and the growth in both commercall @state loans and construction to permanenteesa
construction loans.

Other Income

For the year ended December 31, 2013, other inateneeased to $17.0 million, as compared to $18IBomin the prior year. The decrease in o
income was primarily caused by the net gain onssafdoans decreasing $2.8 million for the yearezh®ecember 31, 2013, as compared to the
year. For the year ended December 31, 2013, Batlseawices revenue increased $484,000 and trusissed management revenue increased $66
as compared to the prior year. The increase i tnuid asset management revenue was partly dueitzrgase in assets under administration to $:
million at December 31, 2013 from $172.9 millionCecember 31, 2012. For year ended December 3B, 204 net gain on the sale of loans decre
to $1.2 million, as compared to $4.0 million in fhéor year due to decreased mortgage loan demaadesult of increased market rates for lorigar-
mortgage products. As a result of this trend, thewnt of loans sold decreased to $106.6 millionttieryear ended December 31, 2013, as compa
$166.8 million for the prior year. The decreaséhi@ net gain on the sale of loans was also dueetoeclassification of reverse mortgage income fiege
and service charges. Additionally, the net gaintlom sale of loans for the year ended December @13 2vas adversely impacted by an additio
$975,000 to the reserve for repurchased loanspepared to an addition of $750,000 in the priorry&dfective January 1, 2013, income from
origination of reverse mortgage loans is classifisgpart of fees and service charges as compaigedltgion in the net gain on the sale of loanprior
periods as the Bank no longer closes these loaits irame. The amount of reverse mortgage feeaded in fees and service charges for the year
December 31, 2013 was $714,000. The results fréver oeal estate operations declined $151,000htoyéar ended December 31, 2013, as compa
the prior year. Finally, for the year ended Decenfie 2013, the net gain on sales of investmentritexs available-foisale decreased to $46,000 fi
$226,000 in the prior year.

Operating Expenses

Operating expenses amounted to $59.8 million ferythar ended December 31, 2013, as compared t8 BBi#lon in the prior year. The increase \
primarily due to the expenses associated with tHeB-advance prepayment fee and the branch consioliga totaling $4.8 million. For the year en
December 31,
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2013, compensation and employee benefits expemsenfrthe norrecurring severance expense of $687,000 includetidrtotal for the year end
December 31, 2012, increased $1.8 million, as coetpto the prior year. The increase was primarilg do the opening of the Red Bank Finar
Solutions Center in April 2013 and personnel addgiin the second half of the year in revenue pioduareas and related recruiting costs.

Provision for Income Taxes

The provision for income taxes was $8.6 million fioe year ended December 31, 2013, as comparelDtd illion for the prior year. The effective
rate was 34.5% for year ended December 31, 201&@)rapared to 35.3%, in the prior year.

Comparison of Operating Results for the Years Ended®ecember 31, 2012 and December 31, 2011
General

Net income for the year ended December 31, 20E2ewt$20.0 million, as compared to $20.7 millicor, the prior year. Diluted earnings per share
$1.12 for the year ended December 31, 2012, as a@do $1.14 per diluted share for the prior yBlat.income for the year ended December 31,
was adversely impacted by the additional loan pssision relating to superstorm Sandy of $1.8iomillor $1.1 million, net of tax benefit. Additiomg|
net income for the year ended December 31, 2012adwesrsely impacted by a non-recurring severanperese relating to the departure of the Bank’
former President and Chief Operating Officer of 3880, net of related expense savings, or $430,0800f tax benefit. The net, after tax amour
these two items, reduced diluted earnings per sbar$0.09 for the year ended December 31, 2012luBig these two items, earnings per s
benefited from a decrease in the provision for l@mses (after excluding the impact of superstoand§), an increase in other income, a decree
operating expenses (after excluding the severaxmense) and a reduction in average shares outatandi

Interest Income

Interest income for the year ended December 312 2@t $87.6 million, as compared to $95.4 millionthe year ended December 31, 2011. The

on interestkarning assets declined to 4.02%, for year endeckmber 31, 2012, as compared to 4.43%, for ther yé@r. For the year enc
December 31, 2012, the yield on loans receivabiefited from commercial loan prepayment fees of @90 which increased the yield on interest-
earning assets by 2 basis points. Average intedgsting assets increased by $28.0 million, or 18%the year ended December 31, 2012, as com

to the prior year. The increases in average int&r@sing assets were primarily due to the incredseaverage investment and mortgageke
securities available-for-sale, which collectivehctieased $70.0 million for the year ended DecerBbef012, and the increase in average sieont-
investments which increased $23.3 million for tlemryended December 31, 2012. The growth in inte@sting assets was primarily funded by
increase in average transaction deposits and rterest-bearing deposits, partly offset by a deer@aaverage time deposits and borrowed funds.

Interest Expense

Interest expense for the year ended December 32, 2@s $14.1 million, as compared to $18.1 millionthe prior year. The cost of interdsaring
liabilities decreased to 0.75% for the year endeddinber 31, 2012 as compared to 0.95% in the ye@r. Average interetearing liabilities decreas
by $17.9 million for the year ending December 3112 as compared to the prior year. The change wadaldeclines in average FHLB borrowing
$31.0 million and average time deposits of $28.Hioni partly offset by an increase in average teati®on deposits of $43.0 million.

Net Interest Income

Net interest income for the year ending DecembeB12 decreased to $73.5 million as compared 7o3$illion in the prior year, reflecting a lov
net interest margin partly offset by greater insémarning
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assets. The net interest margin decreased to 3f@7%e year ended December 31, 2012, from 3.59%énprior year due to a change in the mi
average interest-earning assets from higher-yigldthians receivable into lower-yielding short-temvéstments and investment and mortghgeket
securities available-for-sale. High loan refinamotume also caused yields on loans and mortgagkeblagecurities to trend downward.

Provision for Loan Losses

For the year ended December 31, 2012, the provisioloan losses was $7.9 million, as comparedst® $nillion in the prior year. The increase was
to the additional provision of $1.8 million relagjto the potential impact of superstorm Sandy. &diclg this additional provision, the provision foar
losses decreased $1.7 million for the year endexkidber 31, 2012, partly due to both a reductionanperforming loans and loans receivable, n
December 31, 2012 as compared to December 31, 2011.

Other Income

Other income increased to $18.2 million for theryeaded December 31, 2012, as compared to $15I®mih the prior year primarily due to
increase in the net gain on the sale of loans,dnifgres and service charges and an improvemeheindt loss from other real estate operationstte
year ended December 31, 2012, the Company recabaizain of $226,000 on the sale of equity se@sritis compared to the recognition of an other:
thantemporary impairment loss on equity securities M4&000 for the year ended December 31, 2011.Heoyeéar ended December 31 2012, thi
gain on the sale of loans increased $1.0 milliarg th an increase in loan sale volume and stromgayasale margins. However, the increase in th
gain on the sale of loans for the year ended DeeeBib, 2012 was adversely affected by an incref$5%0,000 in the reserve for repurchased |
primarily due to an increase in repurchase requastsans previously sold to investors. For therysmaled December 31 2012, fees and service ct
increased $723,000, due to increases in trust ankidard services revenue. Finally, the net los® fother real estate operations improved $613,0€

the year ended December 31, 2012, as comparecetpritr year. The prior year amount included wdtevns in the value of properties previot
acquired.

Operating Expenses

Operating expenses increased by $227,000, to $862ii8n, for the year ended December 31, 2012, @wpared to $52.7 million for the prior ye
Excluding the $687,000 severance expense includedompensation and employee benefits, net of tlatgpense savings, for the year er
December 31, 2012, operating expenses decreas$daty000, as compared to the prior year. The deerfm the year ended December 31, 20:
compared to the prior year was primarily due todowompensation and employee benefits costs, néteoeverance cost, which decreased by
million, or 4.1%, to $26.9 million for the year esdiDecember 31, 2012. The decrease was partlyodowvér incentive plan expense of $640,000 fo
year ended December 31, 2012. The decrease alsfitbdrby $611,000 due to the increase in mortdeae closings from prior year levels. Higher |
closings in the current period increased deferoad kexpense, net of sales commissions to mortgagerepresentatives, which is reflected as a dee
in compensation expense. Additionally, Federal dé@posurance expense for the year ended Decemb&@032 decreased $440,000 from the prior
due to a lower assessment rate and a change assiessment methodology from a deposit-based t@lditbility-based assessment. These chanc
Federal deposit insurance affected the expengéddirst six months of 2012 as compared to therprear.

Provision for Income Taxes

Income tax expense was $10.9 million for the yeateel December 31, 2012, as compared to $11.5 miiothe prior year. The effective tax rate '
35.3% for the year ended December 31, 2012, asaaupo 35.6% in the prior year.
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Liquidity and Capital Resources

The Company’s primary sources of funds are depggiiscipal and interest payments on loans and gagebacked securities, proceeds from the ¢
of loans, FHLB advances and other borrowings aod tesser extent, investment maturities. Whileedaked amortization of loans is a predict;
source of funds, deposit flows and mortgage pregaysnare greatly influenced by general intereststaconomic conditions and competition.
Company has other sources of liquidity if a needafdditional funds arises, including advances fitbe FHLB and various lines of credit. During
quarter ended September 30, 2013, the Companyfaéreed $536.0 million of previously-designated #dablie-for-sale securities to a held+taturity
classification. The Company does not typically retythe sale of securities as a source of liquidity historically there have been no sales ofyhes
of securities transferred to held-to-maturity.

At December 31, 2013 the Bank had $35.0 millionoirntstanding overnight borrowings from the FHLB, @snpared to no outstanding overn
borrowings at December 31, 2012. The Bank utilisesrnight borrowings from time-to-time to fund stirm liquidity needs. FHLB advanc
including the overnight borrowings, totaled $17m0lion at December 31, 2013, a decrease from $2&fllion at December 31, 2012. In the fou
quarter of 2013, the Company prepaid $159.0 milkdrFHLB advances, incurring a prepayment fee a8$4illion. The prepayment was initia
funded with short-term advances which the Compdagto replace over the next year with depositvjnicand longeterm advances. Securities <
under agreements to repurchase with retail cus®inereased to $68.3 million at December 31, 20&f$60.8 million at December 31, 2012. L
deposit flows, this funding source is dependennugemand from the Bank’s customer base.

The Company’s cash needs for the year ended Decedthbe®013 were primarily satisfied by principalypgents on loans and mortgalgaeker
securities, proceeds from the sale of mortgagesldeatd-forsale, proceeds from maturities of investment séearand deposit growth. The cash
principally utilized for loan originations, the mirase of investment and mortgage-backed secuatidso reduce FHLB borrowings. The Company’
cash needs for the year ended December 31, 20Rpsienarily satisfied by principal payments on Ieamd mortgageacked securities, proceeds fi

the sale of mortgage loans held-&ate, proceeds from maturities of investment séearand deposit growth. The cash was principailized for loar
originations, the purchase of investment and mgedeacked securities, the repayment of FHLB borrowinlge repurchase of common stock anc
purchase of Bank owned life insurance. The lowrggerate environment during 2012 and early 20t8e¢larated prepayments of loans and mortgage
backed securities which increased the Companyts taw's.

In the normal course of business, the Bank routirelters into various commitments, primarily reigtito the origination and sale of loans.
December 31, 2013, outstanding commitments to romigi loans totaled $80.4 million; outstanding udukees of credit totaled $305.9 million; ¢
outstanding commitments to sell loans totaled $2dilfon. The Bank expects to have sufficient furalsilable to meet current commitments in
normal course of business.

Time deposits scheduled to mature in one year s¥ fetaled $131.1 million at December 31, 2013.eBaspon historical experience, managel
estimates that a significant portion of such degasill remain with the Bank.

The Company has a detailed contingency funding plesh comprehensive reporting of trends on a mordhly quarterly basis which is reviewed
management. Management also monitors cash onyatisls to determine the liquidity needs of the IBakdditionally, management performs multi
liquidity stress test scenarios on a quarterly$adie Bank continues to maintain significant lajtyi under all stress scenarios.

Under the Compang’stock repurchase program, shares of OceanFirah€ial Corp. common stock may be purchased iropee market and throu
other privately negotiated transactions, from titmé¢ime, depending on market conditions. The repuretiahares are held as treasury stock for ge
corporate purposes. For the
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year ended December 31, 2013, the Company rep@@!t%83,018 shares of common stock at a total dd&8.4 million compared with repurchase:!
843,370 shares at a cost of $11.9 million for tearyended December 31, 2012. At December 31, 204r@ twere 301,766 shares remaining t
repurchased under the existing stock repurchaggamo

Cash dividends on common stock declared and paidgithe year ended December 31, 2013 were $8lmiks compared to $8.6 million in the p
year, reflecting a lower number of shares outstaqdi 2013. On January 23, 2014, the Board of Barscdeclared a quarterly cash dividend of tw
cents ($0.12) per common share. The dividend wastpa on February 14, 2014 to common stockholdérsecord at the close of business
February 3, 2014.

The primary sources of liquidity specifically a\able to the Company are capital distributions fittke Bank and the issuance of preferred and cor
stock and longerm debt. For the year ended December 31, 20E3 Cihmpany received dividend payments of $16.0 onillfrom the Bank. /£
December 31, 2013, the Company had received ndtize the Federal Reserve Bank of Philadelphia thatoes not object to the payment
$12.0 million in dividends from the Bank to the Hislg Company over the first three quarters of 2Glthough the Federal Reserve Bank reserve
right to revoke the approval at any time if a safehd soundness concern arises throughout thedpeFlte Company ability to continue to ps
dividends will be largely dependent upon capitaitritbutions from the Bank, which may be adversdfeaed by capital restraints imposed by
applicable regulations. The Company cannot predmgther the Bank will be permitted under applicaielgulations to pay a dividend to the Compar
applicable regulations or regulatory bodies prevkeatBank from paying a dividend to the Compang, @ompany may not have the liquidity neces
to pay a dividend in the future or pay a dividendh@ same rate as historically paid, or be ablméet current debt obligations. At December 31,.3;
OceanFirst Financial Corp. held $16.6 million islcand $8.5 million in securities available-foresal

As of December 31, 2013, the Bank exceeded allaémy capital requirements as follows (in thoussgnd

Actual Required
Amount Ratio Amount Ratio
Tangible capita $217,77¢ 9.66% $ 33,83( 1.50%
Tier 1 leverage 217,77¢ 9.6¢€ 90,21* 4.0C
Tier 1 risk-based capite 217,77¢ 14.72 59,19( 4.0C
Total risk-based capite 236,30: 15.9% 118,38( 8.0C

The Bank is considered a “well-capitalized” indiitem under the Prompt Corrective Action Regulatiofiee “_Requlation and SupervisienFeders
Savings Institution RegulationCapital Requirements

At December 31, 2013, the Company maintained tdagibmmon equity of $214.4 million for a tangiblenemon equity to assets ratio of 9.53%.

Off-Balance-Sheet Arrangements and Contractual Obgiations

In the normal course of operations, the Bank engidgea variety of financial transactions that, ic@dance with generally accepted accoul
principles, are not recorded in the financial steats, or are recorded in amounts that differ ftbenotional amounts. These transactions invol
varying degrees, elements of credit, interest ramel liquidity risk. Such transactions are useddeneral corporate purposes or for customer n
Corporate purpose transactions are used to helpgeacredit, interest rate, and liquidity risk orajgtimize capital. Customer transactions are ue
manage customersequests for funding. These financial instrumemd aommitments include unused consumer lines dittend commitments
extend credit and are discussed in Note 13 to tres@lidated Financial Statements. The Bank alsmbestanding commitments to sell loans amoul
to $21.7 million.
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The Company entered into loan sale agreements imvtlstors in the normal course of business. Tha leale agreements generally requirec
Company to repurchase loans previously sold inetrent of a violation of various representations amdranties customary to the mortgage bar
industry. The Company is also obligated under a #&ring arrangement with the FHLB relating t;mkaold into the Mortgage Partnership Prograt
the opinion of management, the potential exposatatad to the loan sale agreements and loans sdliet FHLB is adequately provided for in
reserve for repurchased loans and loss sharingaildins included in other liabilities. At Decemigdr, 2013 and 2012 the reserve for repurchased
and loss sharing obligations amounted to $1.5onilind $1.2 million, respectively. Refer to Notet@3he Consolidated Financial Statements for &1
discussion.

The following table shows the contractual obligatioof the Bank by expected payment period as ofeBer 31, 2013 (in thousands). Fur
discussion of these commitments is included in Bl@tand 13 to the Consolidated Financial Statements

Less than More than
Contractual Obligation Total one year 1-3 years 3-5 years 5 years
Debt Obligations $270,80- $193,30¢ $15,00( $40,00( $22,50(
Commitments to Originate Loal 80,35: 80,35: — — —
Commitments to Fund Unused Lines of Cre 305,93: 305,93: — — —
Operating Lease Obligatiol 20,14+ 1,75¢ 3,157 2,99: 12,24(
Purchase Obligatior 12,33: 3,557 5,93¢ 2,831 —

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

Commitments to originate loans and commitmentsita funused lines of credit are agreements to leraddustomer as long as there is no violatic
any condition established in the contract. Committsgenerally have fixed expiration dates or othemination clauses and may require payment
fee. Since some of the commitments are expecteapme without being drawn upon, the total commitin@mounts do not necessarily represent fi
cash requirements. The Company'’s exposure to aisHits represented by the contractual amountefistruments.

Operating leases represent obligations enterecdbintiie Bank for the use of land and premises. [€ases generally have escalation terms basec
certain defined indexes.

Purchase obligations represent legally binding enfibrceable agreements to purchase goods and eerfvam third parties and consist primarily
contractual obligations under data processing sexyiagreements. Actual amounts expended vary basdrhnsaction volumes, number of users
other factors.

Impact of New Accounting Pronouncements

In January 2014, the Financial Accounting Stand&uolard (“FASB”) issued Accounting Standards UpdafesU”) 2014-04, “Receivables Froublec
Debt Restructurings by Creditors (Subtopic 3M)- Reclassification of Residential Real Estatel&@etalized Consumer Mortgage Loans L
Foreclosure,which applies to all creditors who obtain physipaksession of residential real estate propertathlizing a consumer mortgage loa
satisfaction of a receivable. The amendments mupdate clarify when an in substance repossessiforeclosure occurs and requires disclosure i
(1) the amount of foreclosed residential real espabperty held by a creditor and (2) the recoridgdstment in consumer mortgage loans collaterd
by residential real estate property that are inptecess of foreclosure. The amendments in ASU P@l4re effective for fiscal years, and inte
periods within those fiscal years, beginning afbercember 15, 2014. The adoption of this standambtsexpected to have a material impact or
Company’s consolidated financial statements.
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ASU No. 2013-02, “Comprehensive Income — ReporAingounts Reclassified Out of Accumulated Other Caghpnsive Incomefequires an entity
provide information about the amounts reclassifieti of accumulated other comprehensive income Inypoment. In addition, an entity is requiret
present, either on the face of the statement whetencome is presented or in the notes, signifiganounts reclassified out of accumulated ¢
comprehensive income by the respective line itefmsebincome but only if the amount reclassifiedéguired under Generally Accepted Accoun
Principles (“GAAP”)to be reclassified to net income in its entiretytia same reporting period. For other amountsatanot required under GAAP
be reclassified in their entirety to net income,egity is required to crogeference to other disclosures required under GA#R provide addition
detail about those amounts. The standard is effe@iospectively for reporting periods, includimgerim periods, beginning after December 15, 2
For the year ended December 31, 2013, the Compathyalminor reclassification out of accumulated otwnprehensive income and into net inc
which was not considered significant.

Impact of Inflation and Changing Prices

The consolidated financial statements and notegtihi@resented herein have been prepared in acu@deith GAAP, which require the measuren
of financial position and operating results in teraf historical dollar amounts without considerthg changes in the relative purchasing power ofay
over time due to inflation. The impact of inflati@reflected in the increased cost of the Compmoperations. Unlike industrial companies, nealtlpf
the assets and liabilities of the Company are naspeh nature. As a result, interest rates haveeatgr impact on the Compagyperformance than
the effects of general levels of inflation. Intdrestes do not necessarily move in the same dineatr to the same extent as the price of good:
services.

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

Market risk is the risk of loss from adverse changemarket prices and rates. The Compsanyarket risk arises primarily from IRR inherentitis
lending, investment and deposit-taking activitiBlse Companys profitability is affected by fluctuations in imest rates. A sudden and substantial ch
in interest rates may adversely impact the Comaegtnings to the extent that the interest ratesebloy assets and liabilities do not change at#mex
speed, to the same extent or on the same basikaTend, management actively monitors and maniéjes

The principal objectives of the CompasyRR management function are to evaluate the WiRrent in certain balance sheet accounts; deterthi
level of risk appropriate given the Compasyusiness focus, operating environment, capit@llignidity requirements and performance objectises
manage the risk consistent with Board approvedaimies. Through such management, the Company seeksluce the exposure of its operatior
changes in interest rates. The Company monitortRiis as such risk relates to its operating strategihe Banls Board has established an A
Liability Committee (“ALCQ") consisting of memberf the Banks management, responsible for reviewing the aisslity policies and IRR positio
ALCO meets monthly and reports trends and the CayipdRR position to the Board on a quarterly baske €xtent of the movement of interest r:
higher or lower, is an uncertainty that could hawaibstantial impact on the earnings of the Company

The Bank utilizes the following strategies to mamdBR: (1) emphasizing the origination for portfolif fixedrate mortgage loans generally hay
terms to maturity of not more than fifteen yeadjuatable-rate loans, floatingte and balloon maturity commercial loans, andsaarer loans consisti
primarily of home equity loans and lines of cred®) attempting to reduce the overall interest gasitivity of liabilities by emphasizing core
longer-term deposits; and (3) managing the maggritf wholesale borrowings. The Bank may also feedd-rate mortgage loans into the secon:
market. In determining whether to retain fixed-ratertgages or to purchase fixed-rate mortgage-lthekeurities, management considers the Bank’
overall IRR position, the
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volume of such loans originated or the amount ofSviB be purchased, the loan or MBS vyield and tpedyand amount of funding sources. The |
periodically retains fixed-rate mortgage loan prctthn or purchases fixedhite MBS in order to improve yields and increasktee sheet leverag
During periods when fixedate mortgage loan production is retained, the Bgekerally attempts to extend the maturity on mértts wholesal
borrowings. For the past few years, the Bank hitsreost 30 year fixedate mortgage loan originations in the secondamketaThe Company curren
does not participate in financial futures contradtdéerest rate swaps or other activities involvithg use of off-balanceheet derivative financi
instruments, but may do so in the future to marRge

The matching of assets and liabilities may be a®yby examining the extent to which such assedsliahilities are “interest rate sensitivahd by
monitoring an institution’s interest rate senstiivigap.” An asset or liability is said to be interest ragmstive within a specific time period if it w
mature or reprice within that time period. The iest rate sensitivity gap is defined as the difieeebetween the amount of interearning asse
maturing or repricing within a specific time periadd the amount of interelsearing liabilities maturing or repricing withinahtime period. A gap

considered positive when the amount of interest sansitive assets exceeds the amount of intextessensitive liabilities. A gap is considered rieg
when the amount of interest rate sensitive lidbgditexceeds the amount of interest rate sensifisets. Accordingly, during a period of rising ieg
rates, an institution with a negative gap positie@oretically would not be in as favorable a positicompared to an institution with a positive gia
invest in higher-yielding assets. This may resulthie yield on the institution’s assets increasih@ slower rate than the increase in its coshtafrést-
bearing liabilities. Conversely, during a periodfalling interest rates, an institution with a néga gap might experience a repricing of its assete
slower rate than its interebearing liabilities, which, consequently, may résuolits net interest income growing at a fastee than an institution with
positive gap position.

The Company’s interest rate sensitivity is monitbterough the use of an IRR model. The followinbléasets forth the amounts of interesining
assets and interebearing liabilities outstanding at December 31,304hich were anticipated by the Company, basec wstain assumptions,
reprice or mature in each of the future time pesisdown. At December 31, 2013, the Company’sy@a-gap was negative 10.81% as compar
positive 0.90% at December 31, 2012. The changeeifCompanys one year gap from the prior year is partly duthéoprepayment of $159.0 million
FHLB advances with a weighted average term to nigtaf 16 months in October 2013. The prepaymend wdially funded by shorterm advance
which the Company plans to replace over the neat wath deposit growth and longésrm advances. Except as stated below, the amdéwssets ar
liabilities which reprice or mature during a pam@r period were determined in accordance with ébdier of term to repricing or the contrac
maturity of the asset or liability. The table igended to provide an approximation of the projeataticing of assets and liabilities at Decembe
2013, on the basis of contractual maturities, grdaied prepayments, and scheduled rate adjustméthis a three month period and subsequent sel
time intervals. Loans receivable reflect principalances expected to be redeployed and/or repaigedresult of contractual amortization and arsigif
prepayments of adjustable-rate loans and fixedloates, and as a result of contractual rate adpstsnon adjustableate loans. Loans were projecte
prepay at rates between 4% and 15% annually. Mgetgacked securities were projected to prepay at tatéseen 10% and 25% annually. Mo
market deposit accounts, savings accounts ancesiteearing checking accounts are assumed to havegevivas of 7.7 years, 6.3 years and 6.4 y
respectively. Prepayment and average life assumgptian have a significant impact on the Comparstisnated gap.
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There can be no assurance that projected prepaymatestfor loans and mortgagaeked securities will be achieved or that progcteerage lives fi
deposits will be realized.

More than More than More than
3 Months or 3 Months to 1 Year to 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
Interest-earning deposits and short-term

investments $ 11,06 $ — $ — $ — $ — $ 11,06
Investment securitie 60,89¢ 36,99¢ 86,92¢ 8,264 7,98¢ 201,07*
Mortgagebacked securitie 49,86: 39,60¢ 94,01( 79,26( 86,80¢ 349,55(
FHLB stock — — — — 14,51¢ 14,51¢
Loans receivable (Z 257,56¢ 331,95¢ 400,78: 274,35! 294,98t 1,559,64

Total interes-earning asse! 379,39: 408,56 581,71¢ 361,87 404,30: 2,135,85:
Interes-bearing liabilities
Money market deposit accour 12,19( 10,05¢ 22,20: 16,84¢ 55,65¢ 116,94°
Savings accoun 60,93: 24,19( 49,93( 37,79: 117,66° 290,51:
Interes-bearing checking accour 504,54 60,02 110,58! 90,331 148,26¢ 913,75
Time deposit: 50,91( 80,22¢ 48,75¢ 32,96¢ 5,081 217,94
FHLB advance: 105,00( 20,00( 10,00( 40,00( — 175,00(
Securities sold under agreements to
repurchase and other borrowir 90,80¢ — 5,00( — — 95,80«
Total interes-bearing liabilities 824,38! 194,49! 246,47. 217,93 326,67( 1,809,95!
Interest sensitivity gap (¢ $(444,99) $ 214,06 $335,24t $143,94. $ 77,630 $ 325,89
Cumulative interest sensitivity g: $(444,99) $(230,921) $104,32( $248,26. $325,89:¢ $ 325,89
Cumulative interest sensitivity gap as a
percent of total intere-earning asse! (20.89)% (10.80)% 4.88% 11.62% 15.2€% 15.26%

(1) Interestearning assets are included in the period in whiehbalances are expected to be redeployed argfdaced as a result of anticipa
prepayments, scheduled rate adjustments and ctrdtacaturities

(2) For purposes of the gap analysis, loans rebvimcludes loans held-for-sale and rerforming loans gross of the allowance for loassés
unamortized discounts and deferred loan f

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

Certain shortcomings are inherent in gap analy&is.example, although certain assets and liakslitiay have similar maturities or periods to repgy
they may react in different degrees to changesarkei interest rates. Also, the interest ratesemtai types of assets and liabilities may fluctuia
advance of changes in market interest rates, vitni¥est rates on other types may lag behind clangenarket interest rates. Additionally, cer
assets, such as adjustable-rate loans, have feathieh restrict changes in interest rates both shortterm basis and over the life of the asset. Ful
in the event of a change in interest rates, lo@pgyment rates and average lives of deposits wikelly deviate significantly from those assumedtis
calculation. Finally, the ability of many borrowdmsservice their adjustable-rate loans may be iredan the event of an interest rate increase.
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Another method of analyzing an institution’s exp@sto IRR is by measuring the change in the instit’s economic value of equity (“EVE’and ne
interest income under various interest rate scesaiVE is the difference between the net presahtevof assets, liabilities and di&lance she
contracts. The EVE ratio, in any interest rate adenis defined as the EVE in that scenario digithg the fair value of assets in the same scen@hie
Companys interest rate sensitivity is monitored by managetthrough the use of an IRR model which measiRBsby modeling the change in E'
and net interest income over a range of interéstseenarios. The following table sets forth thenBany’s EVE and net interest income projections :
December 31, 2013 and 2012 (dollars in thousaras)purposes of this table, the Company used prepayand average life assumptions simil:
those used in calculating the Company’s gap.

December 31, 201 December 31, 201
Change in Change in
Interest Rates Interest Rates
in Basis Points Economic Value of Equity Net Interest Income in Basis Points Economic Value of Equity Net Interest Income
(Rate % EVE % (Rate % EVE %
Shock Amount Change Ratio Amount Change Shock) Amount Change Ratio Amount Change
300 $ 249,03 (15.9% 11.89% $ 58,52 (14.69% 300 $ 248,84 (2.0% 11.59% $ 64,29 (4.9%
200 267,31t 9.2 12.¢ 62,55¢ 8.7 200 260,05! 2.4 113 66,48¢ (1.0
100 282,63: 4.0 12.¢ 65,69: 4.2 100 263,42¢ 3.7 11.€ 67,31: 0.2
Static 294,38: — 13.C 68,55¢ — Static 254,02( — 11.C 67,16: —
(100) 299,48: 1.7 12.¢ 66,487 (3.0 (100) 206,60: (18.7) 8.€ 62,877 (6.4

As is the case with the gap calculation, certanrtslomings are inherent in the methodology usetiénEVE and net interest income IRR measuren
The model requires the making of certain assumptighich may tend to oversimplify the manner in vhéctual yields and costs respond to chanc
market interest rates. First, the model assumédhiibacomposition of the Compamsyinterest sensitive assets and liabilities exgséinthe beginning of
period remains constant over the period being nreds$econd, the model assumes that a particutargehin interest rates is reflected uniformly as
the yield curve regardless of the duration to nistwr repricing of specific assets and liabiliti€ghird, the model does not take into accoun
Company’s business or strategic plans. Accordinglhough the above measurements do provide anaitioin of the Compang’IRR exposure at
particular point in time, such measurements areimended to provide a precise forecast of theceftd changes in market interest rates or
Company’s EVE and net interest income and can pectrd to differ from actual results.
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Item 8. Financial Statements and Supplementary Dat

Report of Independent Registered Public Accountindrirm

The Board of Directors and Stockholders
OceanFirst Financial Corp.:

We have audited the accompanying consolidatednstatts of financial condition of OceanFirst Finah&@arp. and subsidiary (the “Companyéy o
December 31, 2013 and 2012, and the related coiasetl statements of income, comprehensive inconagmges in stockholdersquity, and cash flov
for each of the years in the three-year period érdlecember 31, 2013. These consolidated finantagéments are the responsibility of the Company’
management. Our responsibility is to express aniopion these consolidated financial statementscas our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting Oversighamlo(United States). Those standards re:
that we plan and perform the audit to obtain reabtnassurance about whether the financial statsneea free of material misstatement. An &
includes examining, on a test basis, evidence stipgathe amounts and disclosures in the finansiatements. An audit also includes assessin
accounting principles used and significant estismat@de by management, as well as evaluating thelbfieancial statement presentation. We bel
that our audits provide a reasonable basis foopurion.

In our opinion, the consolidated financial statetegrferred to above present fairly, in all mategspects, the financial position of OceanFirstaficia
Corp. and subsidiary as of December 31, 2013 ad@,28nd the results of their operations and thashcflows for each of the years in the thyee+
period ended December 31, 2013, in conformity Wit8. generally accepted accounting principles.

We also have audited, in accordance with the stasdaf the Public Company Accounting Oversight Bofdnited States), the Compasyinterna
control over financial reporting as of December 3@13, based on criteria established in Internalt@@blintegrated Framework (1992) issued by
Committee of Sponsoring Organizations of the Tread®@ommission (“COSO"and our report dated March 14, 2014 expressed qualified opiniot
on the effectiveness of the Company’s internal mmtver financial reporting.

/sl KPMG LLP

Short Hills, New Jersey
March 14, 2014
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Report of Independent Registered Public Accountindrirm

The Board of Directors and Stockholders
OceanFirst Financial Corp.:

We have audited OceanFirst Financial Corp.’s afmigiary (the “Company”)nternal control over financial reporting as of Batber 31, 2013, bas
on criteria established in Internal Contintegrated Framework (1992) issued by the CommitiéeSponsoring Organizations of the Tread
Commission (“COSQ”). The Comparsy’management is responsible for maintaining effectnternal control over financial reporting and fits
assessment of the effectiveness of internal cootret financial reporting, included in the accomyiag Management Report on Internal Control C
Financial Reporting. Our responsibility is to exgg@n opinion on the Company’s internal control direncial reporting based on our audit.

We conducted our audit in accordance with the statslof the Public Company Accounting Oversight ia@nited States). Those standards ret
that we plan and perform the audit to obtain reabnassurance about whether effective internarabaver financial reporting was maintained in
material respects. Our audit included obtaininguaderstanding of internal control over financighoging, assessing the risk that a material wea
exists, and testing and evaluating the design gedating effectiveness of internal control basedhenassessed risk. Our audit also included peifiy
such other procedures as we considered necess#ugy dircumstances. We believe that our audit piewia reasonable basis for our opinion.

A companys internal control over financial reporting is @pess designed to provide reasonable assuranagliregthe reliability of financial reportir
and the preparation of financial statements foemdl purposes in accordance with generally acdepbeounting principles. A compamsyinterna
control over financial reporting includes thoseigieb and procedures that (1) pertain to the maaree of records that, in reasonable detail, ately
and fairly reflect the transactions and disposgiai the assets of the company; (2) provide reddenassurance that transactions are record
necessary to permit preparation of financial stateisin accordance with generally accepted acaogiptiinciples, and that receipts and expendituf
the company are being made only in accordance avithorizations of management and directors of tmepany; and (3) provide reasonable assul
regarding prevention or timely detection of unauitted acquisition, use, or disposition of the compa assets that could have a material effect o
financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or @etmisstatements. Also, projections of any evatn
of effectiveness to future periods are subjecth® risk that controls may become inadequate becaushanges in conditions, or that the degre
compliance with the policies or procedures may ritetate.

In our opinion, OceanFirst Financial Corp. and &libsy maintained, in all material respects, efieetinternal control over financial reporting as
December 31, 2013, based on criteria establishéaténnal Controlntegrated Framework (1992) issued by the Commifegponsoring Organizatio
of the Treadway Commission.

We also have audited, in accordance with the stasda the Public Company Accounting Oversight Bo@ynited States), the consolidated staten
of financial condition of OceanFirst Financial Cogmd subsidiary as of December 31, 2013 and 28i®the related consolidated statements of inc
comprehensive income, changes in stockholderstycamd cash flows for each of the years in thedlyear period ended December 31, 2013, an
report dated March 14, 2014 expressed an unguabifénion on those consolidated financial statesient

/sl KPMG LLP

Short Hills, New Jersey
March 14, 2014
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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
Securities available-fosale (encumbered $35,128 at December 31, 201345W381 at December 31, 2012) (note
9, 10 and 16
Securities hel-to-maturity, net (estimated fair value of $495,082)ci@mbered $390,622) (notes 3, 9, 10 and
Federal Home Loan Bank of New York stock, at costg 9)
Loans receivable, net (notes 4, 9 and
Mortgage loans he-for-sale
Interest and dividends receivable (note
Other real estate ownt
Premises and equipment, net (not
Servicing asset (note
Bank Owned Life Insuranc
Deferred tax asset (note 1
Other assets (note 1
Total asset

Liabilities and Stockholders’ Equity
Deposits (note €
Securities sold under agreements to repurchaseretdi customers (note !
Federal Home Loan Bank advances (not
Other borrowings (note ¢
Advances by borrowers for taxes and insure
Other liabilities (note 13
Total liabilities
Commitments and contingencies (note
Stockholder equity: (notes 2, 10, 11 and 1
Preferred stock, $.01 par value, $1,000 liquidaficeference,
5,000,000 shares authorized, no shares is
Common stock, $.01 par value, 55,000,000 sharémared, 33,566,772 shares issued and 17,387,@9 an
17,894,929 shares outstanding at December 31, 2@d ®ecember 31, 2012, respectiv
Additional paic-in capital
Retained earninc
Accumulated other comprehensive (loss) ¢
Less: Unallocated common stock held by EmployeekS@wnership Plal
Treasury stock, 16,179,723 and 15,671,843 shaf@e@mber 31, 2013 and December 31, 2012,
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

2013 2012
$ 3395 $ 62,54
43,83¢ 547,45(
495,59 —
14,51¢ 17,06:
1,541,461 1,523,201
78t 6,74¢
5,38( 5,97¢
4,34¢ 3,21(
23,68 22,23
4,17¢ 4,56¢
54,57 53,16
15,23¢ 8,99¢
12,15¢ 14,07+
$2,249,71  $2,269,22:
$1,746,76.  $1,719,67.
68,30« 60,79:
175,00 225,00
27,50 27,50
6,471 7,38¢
11,32 9,08¢
2,035,36. 2,049,43
33¢ 33€
263,31 262,70
206,20 198,10¢
(6,619) 49
(3,616) (3,909
(245,27) (237,505
(665) (647)
665 647
214,35( 219,79:
$2,249,71  $2,269,22:
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OCEANFIRST FINANCIAL CORP.
Consolidated Statements of Income
(in thousands, except per share amounts)

Years Ended December 31

2013 2012 2011
Interest income:
Loans $69,86: $76,16¢ $82,99-
Mortgage-backed securitie 7,40: 8,50¢ 10,06(
Investment securities and ott 2,891 2,93¢ 2,33¢
Total interest incom 80,15; 87,61¢ 95,38
Interest expense
Deposits (note & 4,70¢ 7,541 10,40:
Borrowed funds (note ¢ 4,91¢ 6,55¢ 7,65¢
Total interest expens 9,62¢ 14,10: 18,06(
Net interest incom 70,52¢ 73,51: 77,32
Provision for loan losses (note 2,80( 7,90( 7,75(C
Net interest income after provision for loan los 67,72¢ 65,61: 69,57’
Other income:
Bankcard services reven 3,58¢ 3,10C 2,66k
Trust and asset management reve 2,174 1,517 1,16¢
Fees and services charg 7,992 7,54z 7,60(
Loan servicing income (note 74¢ 53¢ 427
Net gain on sales of loans availe-for-sale (note 14 1,16: 3,96¢ 3,00z
Net gain on sales and other than temporary impaitiess on investment securities available-for-sa
(note 3) 46 22¢€ (14¢)
Net gain on sales of loans availe-for-sale
Income from Bank Owned Life Insuran 1,40¢ 1,33¢ 1,172
Net loss from other real estate operati (167) (20 (629)
Other 49 12 40
Total other incom 16,99¢ 18,22¢ 15,30:
Operating expenset:
Compensation and employee benefits (notes 11 an 28,76 27,6 1( 28,07"
Occupancy (note 1: 5,562 5,074 5,06¢
Equipment 2,72¢ 2,632 2,43¢
Marketing 1,632 1,63 1,76¢€
Federal deposit insuran 2,141 2,11¢ 2,55¢
Data processin 3,99¢ 3,632 3,59¢
Professional fee 1,76¢ 2,54¢ 1,931
Check card processir 2,44¢ 1,45¢ 1,197
Other operating expen: 5,907 6,19¢ 6,04%
Federal Home Loan Bank advance prepayment fee &) 4,26¢ — —
Branch consolidation expen 57¢ — —
Total operating expens: 59,78t 52,89: 52,66
Income before provision for income tay 24,94: 30,947 32,21
Provision for income taxes (note 1 8,61° 10,927 11,47:
Net income $16,33( $20,02( $20,74:
Basic earnings per she $ 0.9¢ $ 1.2 $ 1.14
Diluted earnings per sha $ 0.9t $ 1.2 $ 1.14
Average basic shares outstanding (note 17,07: 17,73( 18,19:
Average diluted shares outstanding (note 17,15; 17,82¢ 18,24(

See accompanying notes to consolidated financiabg¢ments.
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OCEANFIRST FINANCIAL CORP.
Consolidated Statements of Comprehensive Income
(in thousands)

Net income
Other comprehensive incorr
Unrealized (loss) gain on securities (net of tamdfié of $4,674 in 2013 and tax expense of $1,881 a
$2,075 in 2012 and 201
Reclassification adjustment for (gains) lossesudet in net income (net of tax expense of $19 &g
2013 and 2012, and tax benefit of $60 in 2C
Accretion of loss on securities reclassified tal-to-maturity (net of tax expense of $¢

Total comprehensive incon

See accompanying notes to consolidated financiabtments.
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Years Ended December 31

2013 2012 2011
$16,33(  $20,020  $20,74
(6,769) 2,651 3,00
(27) (134) 88
127 — _
$9,66:  $22,537  $23,83
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Balance at December 31, 2010

Net income

Unrealized gain on securities (net of tax expe
$2,135)

Stock award:

Tax benefit of stock plar

Treasury stock allocated to restricted stock |

Allocation of ESOP stoc

Cash dividen« $0.48 per shar

Exercise of stock optior

Purchase of 165,154 shares of common s

Sale of stock for the deferred compensation
net

Balance at December 31, 2C

Net income

Unrealized gain on securities (net of tax expe
$1,739)

Stock award:

Tax expense of stock pla

Treasury stock allocated to restricted stock |

Allocation of ESOP stoc

Cash dividen $0.48 per shar

Exercise of stock optior

Purchase of 843,370 shares of common ¢

Sale of stock for the deferred compensation
net

Balance at December 31, 2C

Net income

Unrealized loss on securities (net of tax ber
$4,605)

Stock award:

Tax expense of stock pla

Treasury stock allocated to restricted stock |

Allocation of ESOP stoc

Cash dividen« $0.48 per shar

Exercise of stock optior

Purchase of 533,018 shares of common s

Purchase of stock for the deferred compensi
plan, net

Balance at December 31, 2C

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

Years Ended December 31, 2013, 2012 and 2011

Common Stocl

Accumulated Employee Acquired by
Additional Other Stock Deferred Deferred
Preferred Common Paid-In Retained Comprehensive Ownership  Treasury  Compensation Compensatior
Stock Stock Capital Earnings Gain (Loss) Plan Stock Plan Plan Liability Total

$ — $ 33 $ 260,73¢ $17467 $ (5,560 $ (4489 $(22445) $ (946) $ 94€  $201,25:
— — — 20,74: — — — — — 20,74:
— — — — 3,092 — — — — 3,092
— — 904 — — — — — — 904
— — 1,30% — — — — — — 1,302
— — (299) 38 — — 25E — — —
— — 15¢ — — 291 — — — 45(C
— — — (8,789 — — — — — (8,789
— — — (1) — — 45 — — 44
— — — — — — (2,147) — — (2,147
— — — — — — — 75 (75 —
— 33¢ 262,81 186,66t (2,469 (4,199 (226,309 (871) 871 216,84¢
— — — 20,02( — — — — — 20,02(
— — — — 2,515 — — — — 2,517
— — 591 — — — — — — 591
— — (60€) — — — — — — (60€)
— — (282) 42 — — 24C — — —
— — 191 — — 28¢ — — — 48C
— — — (8,579 — — — — — (8,579
— — — (40 — — 45¢ — — 41¢
— — — — — — (11,89Y) — — (11,89)
— — — — — — — 224 (224) —
— 33¢ 262,70: 198,10¢ 49 (3,909  (237,50) (647) 647 219,79
— — — 16,33( — — — — — 16,33(
— — — — (6,66¢) — — — — (6,66¢)
— — 671 — — — — — — 671
— — (31) — — — — — — (32)
— — (27%) 6 — — 26¢ — — —
— — 25(C — — 28€ — — — 53¢
— — — (8,239 — — — — — (8,239
— — — (5 — — 70 — — 65
— — — — — — (8,10¢) — — (8,10¢)
— — — — — — — (18 18 —

$ — $ 33 $ 263,31 $206,20: $ (6,619 $ (3,616 $(24527) $ (665) $ 665 $214,35(

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

Years Ended December 31

2013 2012 2011
Cash flows from operating activities:
Net income $ 16,33( $ 20,02( $ 20,74:
Adjustments to reconcile net income to net caskigeal by operating activitie:
Depreciation and amortization of premises and eqeigt 2,83: 2,62¢ 2,45¢
Allocation of ESOP stoc 53¢ 48C 45C
Stock award: 671 591 904
Amortization of servicing ass 1,38t 1,63 1,852
Net premium amortization in excess of discountetian on securitie 3,667 3,46¢ 2,36¢
Net premium amortization of deferred fees and dist®on loan 501 81¢ 81z
Provision for loan losse 2,80( 7,90( 7,75C
Provision for repurchased loans and loss sharitigaitons 97t 75C —
Deferred tax benef (1,63%) 64¢ (699)
Net gain from sale of premises and equipn — — (26)
Net loss (gain) on sales of other real estate o\ 10t (295) 27¢
Net gain on sales of loal (2,13¢) (4,71¢) (3,002)
Net (gain) on sales of and other than temporanaimgent loss on investment securities availableséde (46) (22€) 14¢€
Proceeds from sales of mortgage loans-for-sale 106,71¢ 176,90: 135,70!
Mortgage loans originated for si (99,614 (170,999 (136,365)
Purchase of Bank Owned Life Insurat — (10,000 —
Proceeds from Bank Owned Life Insurai — 15€ —
Increase in value of Bank Owned Life Insura (2,404 (1,33¢) 1,179
Decrease in interest and dividends receiv 59¢€ 45€ 14
Decrease (increase) in other as 1,91¢ 937 (3,13¢)
Increase (decrease) in other liabilit 1,26( 1,07¢ (11,536
Total adjustment 19,12¢ 10,86¢ (3,197)
Net cash provided by operating activit 35,45¢ 30,88¢ 17,55(
Cash flows from investing activities:
Net (increase) decrease in loans receiv (24,91°) 27,05( 86,29(
Proceeds from sales of investment securities dle-for-sale 1,24¢ 1,221 —
Purchase of investment securities avail-for-sale (28,297 (74,390 (74,01)
Purchase of mortga-backed securities availa-for-sale (127,58)) (94,667) (101,56()
Purchase of investment securities -to-maturity (847 — —
Proceeds from maturities of investment securitieslable-for-sale 45,39¢ 28,04¢ 514
Proceeds from maturities of investment securitede-to-maturity 3,72¢ — —
Principal repayments on mortg-backed securities availa-for-sale 75,46( 118,37: 85,83¢
Principal repayments on mortg-backed securities he-to-maturity 24,01° — —
Decrease (increase) in Federal Home Loan Bank of Xark stock 2,54: 1,09¢ (1,239
Net proceeds from sale and acquisition of othdrestate owne 2,11¢ 3,10¢ 2,96¢
Proceeds from sale of premises and equipi — — 16
Purchases of premises and equipn (4,28%) (2,600 (2,227%)
Net cash (used in) provided by investing activi (31,42) 7,24 (3,40%)
Cash flows from financing activities:
Increase in deposi 27,09: 13,58¢ 42,11¢
Increase (decrease) in st-term borrowings 112,51¢ (5,310 (1,769
Proceeds from Federal Home Loan Bank adva 70,00( — 55,000
Repayments of Federal Home Loan Bank adva (225,000 (41,000 (54,000
(Decrease) increase in advances by borrowersxes tand insuranc (915) 272 16€
Exercise of stock optior
Purchase of treasury stock 65 21¢ a4
(8,10¢) (11,897 (2,147
Dividends paic- common stocl (8,239 (8,579 (8,789
Tax (expense) benefit of stock ple (31) (60€) 1,308
Net cash (used in) provided by financing activi (32,620) (53,119 31,92¢
Net (decrease) increase in cash and due from | (28,58¢) (14,987 46,07:
Cash and due from banks at beginning of ! 62,54« 77,527 31,45¢
Cash and due from banks at end of y $ 33,95¢ $ 62,54¢ $ 77,520
Supplemental disclosure of cash flow information
Cash paid during the year f(
Interest $ 9,96¢ $ 14,15 $ 18,46/
Income taxe: 8,13¢ 9,01¢ 18,21(
Non-cash investing activitie!
Reclassification of securities availa-for-sale to hel-to-maturity 536,01( — —
Loans charge-off, net 2,38( 5,62( 9,22(
Transfer of loans receivable to other real estateeal 3,35¢ 4,05( 2,917

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

(1) Summary of Significant Accounting Policies
Principles of Consolidation

The consolidated financial statements include temants of OceanFirst Financial Corp. (the “Comgaand its whollyowned subsidiary, OceanFi
Bank (the “Bank”) and its wholly-owned subsidiarié3ceanFirst REIT Holdings, Inc, and its whotiyned subsidiary OceanFirst Realty Cc
OceanFirst Services, LLC and its wholly-owned sdiasy OFB Reinsurance, Ltd., 975 Holdings, LLC @wlumbia Home Loans, LLC (“Columbig”
Columbia is the Bank’ mortgage company which was shuttered in 20074sandw in dissolution. All significant intercompa®gcounts and transactic
have been eliminated in consolidation.

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

Business

The Bank provides a range of community bankingisesvto customers through a network of branche&3dean, Monmouth and Middlesex countie
New Jersey. The Bank is subject to competition fimthrer financial institutions; it is also subjeotthe regulations of certain regulatory agencied
undergoes periodic examinations by those regulatotyorities.

Basis of Financial Statement Presentation

The consolidated financial statements have beepaped in conformity with U.S. generally acceptedcamting principles. The preparation of
accompanying consolidated financial statementoifarmity with these accounting principles requinregnagement to make estimates and assum
about future events. These estimates and the yimtprissumptions affect the amounts of assets iabdities reported, disclosures about contin
assets and liabilities, and reported amounts cdfrregs and expenses. Material estimates that afeybanly susceptible to significant change in tiea
term relate to the determination of the allowance lban losses, the determination of the reserverdpurchased loans, the valuation of mort
servicing rights and the evaluation of securiti@sdther-than-temporary impairment. These estimatesassumptions are based on managembet
estimates and judgment. Management evaluatestiiisagdes and assumptions on an ongoing basis ushgribal experience and other factors, inclu
the current economic environment, which managerbehéves to be reasonable under the circumstageeh estimates and assumptions are adj
when facts and circumstances dictate. The econdoimturn and lower real estate values have comhinédcrease the uncertainty inherent in ¢
estimates and assumptions. As future events anddfiects cannot be determined with precisionpakttesults could differ significantly from the
estimates. Changes in those estimates resultimg éantinuing changes in the economic environmeittit bva reflected in the financial statement:
future periods.

Cash Equivalents

Cash equivalents consist of interbstaring deposits in other financial institutionsl émans of Federal funds. For purposes of the dmfzed statemen
of cash flows, the Company considers all highlyilijidebt instruments with original maturities ofdl months or less to be cash equivalents.

Securities

Securities include securities held-to-maturity aseturities available-fosale. Management determines the appropriate dtzg®ih at the time «
purchase. If management has the positive intentans¢ll and the Company would not be requirecetbpsior to maturity, the securities are classifes
held-to-maturity securities. Such securities aatest at amortized cost. During 2013, the Compaanysferred $536.0 million of
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previously designated available-for-sale securitie$ield-tomaturity designation at fair value. The Company tiees ability and intent to hold the
securities as an investment until maturity or cBfle securities transferred had an unrealizedd6$4.3.3 million at the time of transfer which ciontes
to be reflected in accumulated other comprehensiveme, net of subsequent amortization, which isdeecognized over the life of the securit
Securities in the available-f@ale category are securities which the Company selyprior to maturity as part of its asset/lialyilmanagement strate
and all marketable equity securities. Such seesriire carried at fair value and unrealized gamtsl@sses, net of related tax effect, are exclfdeu
earnings, but are included as a separate componhatbckholdersequity and as part of comprehensive income. Distsoand premiums on securit
are accreted or amortized using the lexield method over the estimated lives of the séies;i including the effect of prepayments. Gaingosses o
the sale of such securities are included in othesrne using the specific identification method.

Other-Than-Temporary Impairments on Securities

One of the significant estimates related to seiegris the evaluation for other-thggmporary impairments. If a determination is mdd# & debt securi
is other-than-temporarily impaired, the Companyl wétimate the amount of the unrealized loss thadtiributable to credit and all other noredit
related factors. The credit related component béllrecognized as an other-than-temporary impairicigsatge in noniaterest income as a componer
gain (loss) on securities, net. The noedit related component will be recorded as aosidjent to accumulated other comprehensive incoetepf tax
If a determination is made that an equity secustgther-than-temporarily impaired, the unrealitess will be recognized as an other-thamporar
impairment charge in non-interest income as a caorapbof gain (loss) on securities, net.

The evaluation of securities for impairments isummfitative and qualitative process, which is sobje risks and uncertainties and is intende
determine whether declines in the fair value oestments should be recognized in current periadgirgs. The risks and uncertainties include chait
general economic conditions, the issadihancial condition and/or future prospects, éffects of changes in interest rates or creditagseand tr
expected recovery period.

On a quarterly basis the Company evaluates thaitesiportfolio for other-thattemporary impairment. Securities that are in arealized loss positic
are reviewed to determine if an other-thamporary impairment is present based on certaaniifative factors. The primary factors consideie
evaluating whether a decline in value is other-tteanporary include: (a) the length of time and exterwhich the fair value has been less than ct
amortized cost and the expected recovery perigdeoecurity, (b) the financial condition, crediting and future prospects of the issuer, (c) wretine
debtor is current on contractually obligated insér@nd principal payments and (d) whether the Compatends to sell the security and whether
more likely than not that the Company will not leguired to sell the security.

Loans Receivable

Loans receivable, other than loans helddale, are stated at unpaid principal balance, phamortized premiums less unearned discounts, fi
deferred loan origination and commitment fees avels; and the allowance for loan losses.

Loan origination and commitment fees and certaindliloan origination costs are deferred and thda®eor cost is recognized in interest income g
the levelyield method over the contractual life of the sfieally identified loans, adjusted for actual prgpeents. For each loan class, a loa
considered past due when a payment has not beeiveddn accordance with the contractual terms.nisoahich are more than 90 days past
including impaired loans, and other loans in thecpss of foreclosure are placed on agorual status. Interest income previously accarethese loan
but not yet received, is reversed in the currenibge Any interest subsequently collected is crelito income in the period of recovery only aftes full
principal balance has been brought current. A lisareturned to accrual status when all amountstdwe been received and the remaining prin
balance is deemed collectible.
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A loan is considered impaired when it is deemedbabde that the Company will not collect all amouthti® according to the contractual terms of the
agreement. The Company has defined the populafionpaired loans to be all non-accrual commercéall restate, multiamily, land, construction ai
commercial and industrial loans in excess of $2B0,0mpaired loans are individually assessed terdghe that the loas’ carrying value is not
excess of the fair value of the collateral or tmespnt value of the loas’'expected future cash flows. Smaller balance hemeaus loans that ¢
collectively evaluated for impairment, such asdeastial mortgage loans and consumer loans, ardfispdlg excluded from the impaired loan portfo
except when they are modified in a trouble deltrueturing.

Loan losses are chargedf-in the period the loans, or portion, thereaé deemed uncollectible, generally after the loarpbees 120 days delinque
The Company will record a loan charge-off (incluglia partial chargeff) to reduce a loan to the estimated fair valti¢he underlying collateral, le
cost to sell, if it is determined that it is probakhat recovery will come primarily from the salethe collateral. During the fourth quarter of 201he
Company modified its chargeff policy on problem loans secured by real esthiistorically, the Company established specificuation reserves f
estimated losses for problem real estate relatadslavhen the loans were deemed uncollectible. Pkeific valuation reserves were based upol
estimated fair value of the underlying collatetags costs to sell. The actual loan chasffewvas not recorded until the foreclosure procgas complett
Under the modified policy, losses on loans secieceal estate are chargetf-in the period the loans, or portion thereof deemed uncollectible. T
modification to the charge-off policy resulted idditional charge-offs in the fourth quarter of 20df1$5.7 million. All of these chargeffs were timel
identified in previous periods in the Compasyoss experience as part of the evaluation ofattmvance for loan losses or net income for 201
previous records.

Mortgage Loans Held-for-sale

The Company regularly sells part of its mortgagenloriginations in order to manage interest ratle and liquidity. The Bank has generally sold fixed
rate mortgage loans with final maturities in excafs$5 years and, occasionally adjustable-ratedoan

In determining whether to retain mortgages, manageroonsiders the Compasyoverall interest rate risk position, the voluniesach loans, the loi
yield and the types and amount of funding sour@&e Company may also retain mortgage loan produdtioorder to improve yields and incre
balance sheet leverage.

Mortgage loans held-fosale are carried at the lower of unpaid principalabce, net, or fair value on an aggregate basismgted fair value
determined based on bid quotations from securtieders.

Allowance for Loan Losses

The allowance for loan losses is a valuation actthat reflects probable incurred losses in the Ipartfolio. The adequacy of the allowance for

losses is based on management’s evaluation of thgp@nys past loan loss experience, known and inherekg fisthe portfolio, adverse situations !
may affect the borrowes’ability to repay, estimated value of any undedytollateral and current economic conditions. Aidds to the allowance ari
from charges to operations through the provisianidan losses or from the recovery of amounts jesly chargedff. The allowance is reduced
loan charge-offs.

The allowance for loan losses is maintained atraouat management considers sufficient to providefobable losses. The analysis considers ki
and inherent risks in the loan portfolio resultingm management’s continuing review of the factmmglerlying the quality of the loan portfolio.

The Banks allowance for loan losses includes specific aloges and a general allowance, each updated oartedy basis. A specific allowance
determined for all loans which meet the definitadran impaired loan where the value of the undedyiollateral can reasonably be evaluated. Foe
loans, the specific allowance
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represents the difference between the Bank’s recbidvestment in the loan, net of any interim ckanffs, and the fair value of the collateral, |
estimated selling costs.

If a loan becomes 90 days delinquent, the Bankinbtn updated collateral appraisal. For residergi estate loans, the appraisal is updated di
if the loan remains delinquent for an extendedqgaerFor nonaccrual commercial real estate loans, the Banksagsevhether there has been an ad
change in the collateral value supporting the I@dre Bank utilizes information based on its knowjeaf changes in real estate conditions in itsifeg
area to identify whether a possible deterioratibnatlateral value has occurred. Based on the #gweirthe changes in market conditions, manage
determines if an updated commercial real estateagggd is warranted or if downward adjustmentshe previous appraisal are warranted. If
determined that the deterioration of the collataralue is significant enough to warrant orderinqie@w appraisal, an estimate of the downy
adjustments to the existing appraised value is irsaedsessing if additional specific reserves aeeasary until the updated appraisal is received.

A general allowance is determined for all loang tha not require a specific allowance. In determinthe level of the general allowance, the E
segments the loan portfolio into various loan segand classes as follows:

Loan Portfolio Segment Loan Class
Residential real estat — Loans originated by Bar
— Loans originated by mortgage compe
— Loans originated by mortgage compé nor-prime
— Residential constructic

Commercial real estat — Commercia

—  Construction and lan
Consumer —  Consume
Commercial and industrie —  Commercial and industri

The loan portfolio is further segmented by delinguyestatus and risk rating (Special Mention, Sutidad and Doubtful). An estimated loss factc
then applied to each Risk Tranche. To determinédase factor, the Bank utilizes an average of llmsses as a percent of loan principal adjustedhi
estimated probability of default. The historicakdorate is adjusted for certain qualitative factoxduding current economic conditions, regula
environment, local competition, lending personih@hn policies and underwriting standards, loaneevsystem, delinquency trends, loss trends, n
and volume of the loan portfolio and concentratiohsredit. The adjusted loss factor is then apptie each risk tranche. Existing economic cond§
which the Bank considered to estimate the allowdocdoan losses include local trends in economimagh, unemployment and real estate value
evaluating the qualitative factors as of Decemler2013, the Company considered the favorable impadower and more transparent risk fr
superstorm Sandy and the potential adverse imgeattoal and proposed increases to flood insuragnemiums which may stress borroweaility to
repay their loans or lower real estate values mage flood prone areas; the recent recruitmentahmercial lenders from competitor banks anc
related accelerated growth in commercial real edtains over the second half of 2013; and the Cagipaecent emphasis on constructionpErmaner
residential construction loans attributable to lgeauilding after the damage caused by supersganty.

The Bank also maintains an unallocated portiorhefallowance for loan losses. The primary purpdgbeounallocated component is to account fo
inherent imprecision of the overall loss estimatgacess including the periodic updating of apiaissnd commercial loan risk ratings, the geogic
concentration of the loan portfolio and continuedreomic uncertainty.

Of the Bank’s loan portfolio, 96.1%, is securedregl estate, whether one-to-four family, consunrecammercial. Additionally, most of the Barnk’
borrowers are located in Ocean and Monmouth Cosintlew Jersey and the surrounding area. These mwatiens may adversely affect the Bank’
loan loss experience should local real estate gafieeline further or should the markets servedicoatto experience difficult economic conditi
including increased unemployment or should the beeaffected by a natural disaster such as a laneior flooding.
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Management believes the primary risk charactesdtic each portfolio segment are a continued dedlinthe economy generally, including elevi
levels of unemployment, a further decline in resthe market values and possible increases irestteates. Additionally, superstorm Sandy and &
and proposed increases to flood insurance premmms adversely affect real estate market values. émy or a combination of these events
adversely affect the borrowers’ ability to repaye tloans, resulting in increased delinquencies, lohargeeffs and future levels of provisiol
Accordingly, the Bank has provided for loan losaethe current level to address the current riskénloan portfolio.

Although management believes that the Bank hablestad and maintained the allowance for loan lesgeadequate levels, additions may be nece
if future economic and other conditions differ siangially from the current operating environmemt.addition, various regulatory agencies, as pe
their examination process, periodically review Bank’'s allowance for loan losses. Such agencies mayreetie Bank to make additional provisi
for loan losses based upon information availabléhtan at the time of their examination. Althoughnagement uses what it believes to be the
information available, future adjustments to thimvahnce may be necessary due to economic, operatgglatory and other conditions beyond
Bank’s control.

Reserve for Repurchased Loans and Loss Sharing Ogétions

The reserve for repurchased loans and loss shabitigations relates to potential losses on loand stich may have to be repurchased due
violation of representations and warranties anéstimate of the Bank’obligation under a loss sharing arrangementdang sold to the Federal Ho
Loan Bank (“FHLB").Provisions for losses are charged to gain on dd®aas and credited to the reserve while actusdds are charged to the rese
The reserve represents the Comparmstimate of the total losses expected to occdrisiconsidered to be adequate by management lbgsedth:
Companys evaluation of the potential exposure relatedhéoldan sale agreements over the period of repsectisk. The reserve for repurchased I
and loss sharing obligations is included in otledilities on the Company’s consolidated stateneéfiinancial condition.

Mortgage Servicing Rights, or MSR

The Company recognizes as a separate asset thg togbervice mortgage loans, whether those rigtgsacquired through purchase or loan origini
activities. MSR are amortized in proportion to aneer the estimated period of net servicing incoiffee estimated fair value of MSR is determi
through a discounted analysis of future cash flowsorporating numerous assumptions including sargi income, servicing costs, market disct
rates, prepayment speeds and default rates. Imgairai the MSR is assessed on a quarterly basibeofair value of those rights with any impairrr
recognized as a component of loan servicing feenmec Impairment is measured by risk strata basetherinterest rate of the underlying mortg
loans. Fees earned for servicing loans are repagadcome when the related mortgage loan paynaeatsollected.

Other Real Estate Owned

Other real estate owned is carried at the loweost or fair value, less estimated costs to selleVa property is acquired, the excess of the lhademc:
over fair value is charged to the allowance fomld@sses. Operating results from real estate owinetljding rental income, operating expenses, (
and losses realized from the sales of other réateezewned and subsequent write-downs are rec@slé@tturred.

Premises and Equipment

Land is carried at cost and premises and equiprirenitiding leasehold improvements, are stated sit less accumulated depreciation and amortiz:
Depreciation and amortization are computed usiegsthaightine method over the estimated useful lives ofahsets or leases. Depreciable lives a
follows: computer equipment: 3 years; furniturettudres and other electronic equipment: 5 yearddimgi improvements: 10 years; and buildings
years. Repair and maintenance items are expenseichanovements are capitalized. Gains and lossespositions are reflected in current operations.
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Income Taxes

The Company utilizes the asset and liability metbbdccounting for income taxes. Under this mettdederred tax assets and liabilities are recogi
for the future tax consequences attributable téedihces between the financial statement carryimguats of existing assets and liabilities and
respective tax bases. Deferred tax assets anditiebare measured using enacted tax rates expéatapply to taxable income in the years in w
those temporary differences are expected to beveeed or settled. The effect on deferred tax asseddliabilities of a change in tax rates is redpgc
in income in the period that includes the enactnuté. Any interest and penalties on taxes payatdencluded as part of the provision for inct
taxes.

Impact of New Accounting Pronouncements

In January 2014, the Financial Accounting Stand&uolsrd (“FASB”) issued Accounting Standards UpdafsSU”) 2014-04, “Receivables Froublec
Debt Restructurings by Creditors (Subtopic 3M)- Reclassification of Residential Real Estatela@etalized Consumer Mortgage Loans L
Foreclosure,” which applies to all creditors whdai physical possession of residential real esiedperty collateralizing aonsumer mortgage loan
satisfaction of a receivable. The amendments mupdate clarify when an in substance repossessiforeclosure occurs and requires disclosure i
(1) the amount of foreclosed residential real espabperty held by a creditor and (2) the recoridedstment in consumer mortgage loans collaterd
by residential real estate property that are ingtacess of foreclosure. The amendments in ASU P@ll4re effective for fiscal years, and inte
periods within those fiscal years, beginning afbercember 15, 2014. The adoption of this standambtsexpected to have a material impact or
Company’s consolidated financial statements.

ASU No. 2013-02, “Comprehensive Income — ReporAingounts Reclassified Out of Accumulated Other Caghpnsive Incomefequires an entity
provide information about the amounts reclassifieti of accumulated other comprehensive income Ingpoment. In addition, an entity is requiret
present, either on the face of the statement whetencome is presented or in the notes, signifieanounts reclassified out of accumulated ¢
comprehensive income by the respective line itefmsebincome but only if the amount reclassifiedéguired under Generally Accepted Accoun
Principles (“GAAP”)to be reclassified to net income in its entiretytia same reporting period. For other amountsatanot required under GAAP
be reclassified in their entirety to net income,egity is required to croggference to other disclosures required under GA#®R provide addition
detail about those amounts. The standard is effegiospectively for reporting periods, includimgeirim periods, beginning after December 15, 2
For the year ended December 31, 2013, the Compathyahminor reclassification out of accumulated ot@nprehensive income and into net inc
which was not considered significant.

Comprehensive Income

Comprehensive income is comprised of net incomeather comprehensive income (loss). Other comprglierincome (loss) includes items recot
directly in equity, such as unrealized gains osésson securities available-for-sale.

Bank Owned Life Insurance

Bank Owned Life Insurance (“BOLI") is accounted fasing the cash surrender value method and isdedoat its realizable value. The Company’
BOLI is invested in a separate account insurancelymt which is invested in a fixed income portfolithe separate account includes stable »
protection which maintains realizable value at beakue with investment gains and losses amortiaeat @uture periods. The change in the net i
value is included in other non-interest income.

Exit Activities

During 2007, the Bank exited the mortgage bankingiress operated by Columbia. All loan originatamiivity ceased, although the Bank reta
Columbia’s loan servicing portfolio. The exit wasedto the significant
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operating losses incurred by Columbia in the fogulrter of 2006 and the first quarter of 2007 wad completed prior to the end of 2007. Occup
expenses for the year ended December 31, 201 ldmelenefit of $184,000 for lease terminationsosiated to the exit activities.

Segment Reporting

As a community-oriented financial institution, stébgially all of the Banls operations involve the delivery of loan and dépm®ducts to custome
The Bank makes operating decisions and assesdesnp@nce based on an ongoing review of these coritynbanking operations, which constitute
only operating segment for financial reporting mses.

Earnings Per Share

Basic earnings per share is computed by dividingimeme available to common stockholders by th@kted average number of shares of com
stock outstanding. Diluted earnings per share lsutated by dividing net income available to comnstockholders by the weighted average numb
shares of common stock outstanding plus potentiadneon stock, utilizing the treasury stock method.share amounts exclude unallocated shar
stock held by the Employee Stock Ownership Pla'sOP”) and the Incentive Plan.

(2) Regulatory Matters

Applicable regulations require the Bank to maintaimimum levels of regulatory capital. Under thgutations in effect at December 31, 2013, the |
was required to maintain a minimum ratio of tangibépital to total adjusted assets of 1.5%; a mininnatio of Tier 1 capital to risk weighted ass#f
4.0%; and, a minimum ratio of total (core and seppntary) capital to risk-weighted assets of 8.0%.

Under the regulatory framework for prompt correetaction, federal regulators are required to tatéam supervisory actions (and may take addit
discretionary actions) with respect to an undetediped institution. Such actions could have a dimmaterial effect on the institutio®’financia
statements. The regulations establish a frameworktlie classification of banking institutions infive categories: welGapitalized, adequate
capitalized, undercapitalized, significantly undgitalized, and critically undercapitalized. Getigran institution is considered well capitalizddtihas
a Tier 1 risk-based ratio of at least 6.0%; andtal risk-based capital ratio of at least 10.0%. At Decenier2013 and 2012, the Bank was consid
well-capitalized.

The following is a summary of the Baskactual capital amounts and ratios as of DeceBihe?2013 and 2012 compared to the regulatory mimi
capital adequacy requirements and the regulatapyimements for classification as a well-capitalizestitution (in thousands).

To be well capitalized

For capital adequacy under prompt
Actual purposes corrective action
As of December 31, 201 Amount Ratio Amount Ratio Amount Ratio
Tangible capita $217,77¢ 9.66% $ 33,83( 15(% $ — —%
Tier 1 leverage 217,77¢ 9.6¢ 90,21¢ 4.0C 112,76¢ 5.0C
Tier 1 risk-based capite 217,77¢ 14.7: 59,19( 4.0C 88,78t 6.0C
Total risk-based capite 236,30 15.97 118,38( 8.0C 147,97 10.0(¢
To be well capitalized
For capital adequacy under prompt
Actual purposes corrective action
As of December 31, 201 Amount Ratio Amount Ratio Amount Ratio
Tangible capita $215,41( 94¢% $ 34,03 1.5% $ — —%
Tier 1 leverage 215,41( 9.4¢ 90,757 4.C 113,44¢ 5.C
Tier 1 risk-based capite 215,41( 14.8¢ 57,99¢ 4.C 86,99/ 6.C
Total risk-based capite 233,56: 16.11 115,99. 8.C 144,99: 10.C
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Applicable regulations impose limitations upon abital distributions by the Bank, such as diviceadd payments to repurchase or otherwise ac
shares. The Bank may not declare or pay cash digiklen or repurchase any of its shares of commock sf the effect thereof would cat
stockholders’equity to be reduced below applicable regulatonyiteh maintenance requirements or if such declanaéind payment would otherw
violate regulatory requirements.

(3) Securities
The amortized cost and estimated fair value ofsiment securities available-for-sale at DecembefB13 and 2012 are as follows (in thousands):

At December 31, 201:

Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
Available-for-sale:
Investment securitie:
U.S. agency obligatior $ 35,12¢ $ 161 $ — $ 35,28¢
Equity investment 6,757 1,79(C — 8,547
Total investment securities availa-for-sale $ 41,88¢ $ 1,951 $ — $ 43,83¢
Held-to-maturity:
Investment securitie:
U.S. agency obligatior $ 82,40¢ $ 15¢ $ (149 $ 82,41t
State and municipal obligatio 21,78¢ 36 (35) 21,78t
Corporate debt securitit 55,00( — (10,75() 44 25(
Total investment securitie 159,19( 18¢ (10,929 148,45(
Mortgagebacked securities
FHLMC 148,75¢ 447 (4,552 144,65:
FNMA 200,07( 4,65¢ (3,607 201,12:
GNMA 721 13E — 85€
Total mortgag-backed securitie 349,55( 5,241 (8,159 346,63
Total hel-to-maturity $508, 74( $ 5,43( $(19,08¢) $495,08:
Total securities $550,62" $ 7,381 $(19,08¢) $538,91¢
At December 31, 201.
Gross Gross Estimated
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
Available-for-sale:
Investment securitie:
U.S. agency obligatior $138,10! $ 94t $ = $139,05(
State and municipal obligatio 25,85¢ 5 (82) 25,78(
Corporate debt securitit 55,00( — (12,530) 43,47(
Equity investment 4,992 424 (12%) 5,29:¢
Total investment securitie 223,95! 1,374 (11,739 213,59:
Mortgage-backed securities
FHLMC 118,29: 1,28¢ (53 119,52!
FNMA 204,29¢ 9,017 (12) 213,30:
GNMA 824 20€ — 1,03(
Total mortgag-backed securitie 323,41 10,50 (64) 333,85
Total availabl-for-sale $547,36° $11,88: $(11,799 $547,45(
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The changes in held-to-maturity and availabledale securities for the year ended December 313 204 primarily attributed to a $536.0 mill
transfer of previously-designated available-foresaécurities to a held-tmaturity designation at fair value. The reclassificn for the year end
December 31, 2013 is permitted as the Company ppsopriately determined the ability and intent toichthese securities as an investment
maturity or call. The securities transferred hadusmealized net loss of $13.3 million at the timetmnsfer which continues to be reflectec
accumulated other comprehensive loss on the calagetl balance sheet, net of subsequent amortizatitioh is being recognized over the life of
securities. The carrying value of the held-to-migfiinvestment securities at December 31, 2013 iHows (in thousands):

Amortized cos $508,74(
Net loss on date of transfer from availe-for-sale (13,35¢)
Accretion of loss on securities reclassified tad-to-maturity 21E
Carrying value $495,59¢

Realized gains on the sale of securities were $86ahd $226,000, for the years ended December®B and 2012, respectively, as compared 1
realized gains in 2011. There were no realizedeskiring 2013, 2012 and 2011 on the sale of gexs1dvailable-foisale. During 2011, the Compe
recognized an other-than-temporary impairment ws®quity securities of $148,000, as compared tother-thantemporary impairment loss duri
2013 and 2012.

The amortized cost and estimated fair value of shment securities, excluding equity investmentdDatember 31, 2013 by contractual maturity,
shown below (in thousands). Actual maturities iffer from contractual maturities because issumeay have the right to call or prepay obligationgh
or without call or prepayment penalties. At Decenttfe 2013, corporate debt securities with an airexdtcost and estimated fair value of $55.0 mi
and $44.3 million, respectively, were callable ptimthe maturity date.

Amortized Estimated
December 31, 201: Cost Fair Value
Less than one ye:i $ 42,89¢ $ 43,06«
Due after one year through five ye. 95,18¢ 95,22
Due after five years through ten ye 1,231 1,20z
Due after ten yeai 55,00( 44,25(

$194,31¢ $183,73¢

Mortgagebacked securities are excluded from the above &ibte their effective lives are expected to beatsihdhan the contractual maturity date
to principal prepayments.

The estimated fair value of securities pledgedeagiired security for deposits and for other purpasguired by law amounted to $347,238,000
$377,206,000 at December 31, 2013 and 2012, regplgctThe estimated fair value of securities pledgs collateral for reverse repurchase agree
amounted to $78,512,000 and $79,825,000 at DeceBihb@013 and 2012, respectively.
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The estimated fair value and unrealized loss fausies available-for-sale and held4twaturity at December 31, 2013 and December 31, ,
segregated by the duration of the unrealized lgsas follows (in thousands):

Held-to-maturity:
Investment securitie:
U.S. agency obligatior
State and municipal obligatio
Corporate debt securitit
Total investment securitie
Mortgagebacked securities
FHLMC
FNMA
Total mortgag-backed securitie
Total hel-to-maturity

Available-for-sale:
Investment securitie!
State and municipal obligatio
Corporate debt securitit
Equity investment
Total investment securitie
Mortgagebacked securities
FHLMC
FNMA
Total mortgag-backed securitie
Total availabl-for-sale

At December 31, 201.

Less than 12 month: 12 months or longer Total

Estimated Unrealized Estimated Unrealized Estimated Unrealized

Fair Value Losses Fair Value Losses Fair Value Losses
$35747 $ (149 $ — % = $ 3574 $ (149
3,52¢ (31) 1,15¢ (4) 4,67¢ (35)
— — 4425( (10,750 4425( (10,750
39,27: (175) 4540: (10,759 84,67¢ (10,929
122,36t (4,55 — — 122,36t (4,55z)
84,46’ (3,607) — — 84,46’ (3,607)
206,83: (8,159) — — 206,83: (8,15

$246,10!  $ (8,339

$ 45,400  $(10,759)

$291,50¢  $(19,089)

At December 31, 201.

Less than 12 months 12 months or longer Total

Estimated Unrealized Estimated Unrealized Estimated Unrealized

Fair Value Losses Fair Value Losses Fair Value Losses
$1591¢ $ (B8) $ — $ — $1591¢ $ (8]
— — 43,47 (11,530 4347 (11,530
1,26/ (123 — — 1,26¢ (127)
17,18: (204) 43,47( (11,530 60,65: (11,739
16,18¢ (53 — — 16,18¢ (53)
4,871 (11) — — 4,871 (11)
21,05; (64) — — 21,05; (64)

$3823 $ (269

$43,47C  $(11,530)

$81,70¢  $(11,799
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At December 31, 2013, the amortized cost, estimitiedsalue and credit rating of the individual porate debt securities in an unrealized loss pm
for greater than one year are as follows (in thndsa

Credit
Rating
Estimated Moody's/

Security Description Amortized Cost Fair Value S&P
BankAmerica Capite $ 15,00( $ 11,85( Bal/BB+
Chase Capite 10,00( 8,15( Baa2/BBE
Wells Fargo Capite 5,00(C 4,05( A3/A-
Huntington Capita 5,00(C 4,05( Baa3/BBH+
Keycorp Capita 5,00(C 4,00( Baa3/BBE-
PNC Capita 5,00( 4,15( Baa2/BBE
State Street Capiti 5,00( 4,00(¢ A3/BBB+
SunTrust Capite 5,00( 4,00( Baa3/BB-

$ 55000  $44.25

At December 31, 2013, the estimated fair valueawhecorporate debt security was below cost. Howetertotal estimated fair value of the corpc
debt securities increased as compared to Decemb&®032. The corporate debt securities are issyeather financial institutions with credit ratir
ranging from a high of A3 to a low of Bal as ratgdone of the internationally-recognized crediirmatservices. These floatimgte securities we
purchased in 1998 and have paid coupon interedincmusly since issuance. Floatingte debt securities such as these pay a fixedestteate spre:
over 90day LIBOR. Following the purchase of these seasijtthe required credit spread increased for thyg®s of securities causing a decline ir
market price. The Company concluded that unreallpedes on corporate debt securities were only ¢eanily impaired at December 31, 2013
concluding that the impairments were only temparéimg Company considered several factors in itéyaisa The Company noted that each issuer 1
all the contractually due payments when requirdgkré were no defaults on principal or interest payts and no interest payments were deferred. .
the financial institutions were also consideredlwabitalized. Recently, credit spreads have decdefigethese types of securities and market p
have improved. Based on managemeatialysis of each individual security, the issagnsear to have the ability to meet debt servigeirements ove
the life of the security. Furthermore, the Compdogs not have the intent to sell these corporabe skxurities and it is more likely than not thad
Company will not be required to sell the securitilse Company has held the securities continuagislye 1998 and expects to receive its full prink
at maturity in 2028 or prior if called by the issu€he Company has historically not actively saldéstment securities and has not utilized the #érs
portfolio as a source of liquidity. The Companydsid range liquidity plans indicate adequate souoédigjuidity outside the securities portfolio.

The mortgage-backed securities are issued and fearh by either the Federal Home Loan Mortgage @atpn (“FHLMC") or Federal Nation
Mortgage Association (“FNMA”)corporations which are chartered by the UnitedeSt&overnment and whose debt obligations are tyyicded AA+
by one of the internationallsecognized credit rating services. FHLMC and FNMsvé been under the conservatorship of the FedenadiHg Financit
Agency since September 8, 2008. The conservatarstape no specified termination date. Also, FHLM@ &NMA have entered into Stock Purct
Agreements, which following the issuance of Seioeferred Stock and Warrants to the United Stateastry, provide FHLMC and FNMA fundi
commitments from the United States Treasury. Thea@my considers the unrealized losses to be thdt ifschanges in interest rates which over -
can have both a positive and negative impact oresfienated fair value of the mortgalgaeked securities. The Company does not inteneltdhes:
securities and it is more likely than not that @@mpany will not be required to sell the securitie$ore recovery of their amortized cost. As a ltetiue
Company concluded that these securities were entyporarily impaired at December 31, 2013.
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(4) Loans Receivable, Net
A summary of loans receivable at December 31, 20182012 follows (in thousands):

Real estate mortgag
One-to-four family
Commercial real estate, mi-family and lanc
Residential constructio

Consume!

Commercial and industrii
Total loans

Loans in proces

Deferred origination costs, n

Allowance for loan losse

December 31

2013 2012
$ 750,58! $ 802,95¢
528,94 475,15!
30,82 9,01:
1,310,35. 1,287,12
200,68 198,14:
60,54 57,96
1,571,57 1,543,23
(12,715 (3,639)
3,52¢ 4,11z
(20,930 (20,510
(30,119 (20,03
$1,541,46/ $1,523,201

At December 31, 2013, 2012 and 2011 loans in theuamof $45,360,000, $43,374,000, and $44,008,8&pectively, were three or more mol
delinquent or in the process of foreclosure and@bmpany was not accruing interest income on theses. There were no loans ninety days or gr
past due and still accruing interest. Nawerual loans include both smaller balance homagehaans that are collectively evaluated for impaint an

individually classified impaired loans.

The Company defines an impaired loan as all nonsatcommercial real estate, muiimily land, construction and commercial and indaktoans ir
excess of $250,000. Impaired loans also includéoalis modified as troubled debt restructuringsD&tember 31, 2013, the impaired loan port
totaled $39,903,000 for which there was a speailiiccation in the allowance for loan losses of 43,600. At December 31, 2012, the impaired
portfolio totaled $37,546,000 for which there waspecific allocation in the allowance for loan les©f $2,554,000. The average balance of imp
loans for the years ended December 31, 2013, 20d2811 was $38,587,000, $36,574,000 and $25,402r@8pectively. If interest income on non-
accrual loans and impaired loans had been curreatd¢ordance with their original terms, approxirat2,040,000, $2,432,000, and $2,125,00
interest income for the years ended December 313,22012 and 2011, respectively, would have beearded. At December 31, 2013, there wer

commitments to lend additional funds to borroweh®se loans are in non-accrual status.

An analysis of the allowance for loan losses ferykars ended December 31, 2013, 2012 and 20%%afl@ws (in thousands):

Balance at beginning of year
Provision charged to operatio
Charge-offs
Recoveries

Balance at end of ye.
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Years Ended December 31

2013 2012 2011
$20,51( $18,23( $19,70(
2,80( 7,90( 7,75(
(3,521) (7,082) (9,249)
1,141 1,46¢ 29
$20,93( $20,51( $18,23(
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The following table presents an analysis of thevedince for loan losses for the year ended DeceBhe2013, the balance in the allowance for
loses and the recorded investment in loans by @mrtegment and based on impairment method asoé@ber 31, 2013 and 2012 (in thousands):

For the year ended December 31, 2
Allowance for loan losse:
Balance at beginning of ye
Provision (benefit) charged to operatic
Chargroffs
Recoveriet
Balance at end of ye

For the year ended December 31, 2
Allowance for loan losse:
Balance at beginning of ye
Provision (benefit) charged to operatic
Chargroffs
Recoveriet

Balance at end of ye.

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

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

December 31, 201
Allowance for loan losse:
Ending allowance balance attributed to loe
Individually evaluated for impairme
Collectively evaluated for impairme
Total ending allowance balan

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

A summary of impaired loans at December 31, 201B2012 is as follows (in thousands):

Year-end impaired loans with no allocated allowafocdoan losses
Year-end impaired loans with allocated allowance fonlézsse:

Amount of the allowance for loan losses alloce

Commercial
Residential Commercial and
Real Estate Real Estate Consumel Industrial Unallocatec Total
$ 5,241 $ 8,931 $ 2,26¢ $ 1,34¢ $ 2,72( $ 20,51(
1,23¢ 1,38 (297) 241 237 2,80(
(2,449 — (842) (23%) — (3,52)
82¢€ 51 23t 2¢ — 1,141
$ 4,85¢ $ 10,37 $  1,36( $ 1,38¢ $ 2,95i $  20,93(
$ 5,37C $ 8,47¢ $ 1,461 $ 90( $ 2,02 $ 18,23(
4,03¢ 292 2,972 (9€) 69t 7,90(
(4,679 (47) (2,282) (7€) — (7,089
512 217 il 622 — 1,46¢
$ 5,241 $ 8,931 $  2,26¢ $ 1,34¢ $ 2,72( $ 20,51(
$ 2 $ 3,612 $ 33 $ — $ — $ 3,641
4,85i 6,75¢ 1,32 1,38¢ 2,95i 17,28:
$ 4,85¢ $ 10,37: $  1,36( $ 1,38¢ $ 2,951 $ 20,93
$ 18,19: $ 17,64: $ 2,961 $ 1,107 $ — $ 39,90
763,21« 511,30: 197,72: 59,43¢ — 1,531,67
$ 781,40t $ 528,94! $ 200,68: $ 60,54¢ $ — $1,571,57
$ 17¢ $ 1,83¢ $ 541 $ — $ — $ 2,55¢
5,06z 7,102 1,72% 1,34¢ 2,72( 17,95¢
$ 5,241 $ 8,931 $  2,26¢ $ 1,34¢ $ 2,720 $ 20,51
$ 22,427 $ 12,11¢ $  2,71C $ 291 $ — $ 37,54¢
789,54! 463,03¢ 195,43: 57,67¢ — 1,505,69
$ 81197 $ 475,15 $ 198,14 $ 57,96° $ — $1,543,23
December 31
2013 2012
$24,45] $25,51
15,44¢ 12,03¢
$ 3,647 $ 2,55¢
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At December 31, 2013, impaired loans include tredtdiebt restructuring loans of $31,119,000 of wi$igh,456,000 were performing in accorde
with their restructured terms and were accruingrizgt. At December 31, 2012, impaired loans inchudigbled debt restructuring loans of $35,893
of which $17,733,000 were performing in accordarnith their restructured terms and were accruingrigst.

The summary of loans individually evaluated for aiyment by class of loans as of December 31, 2032812 and for the years ended Decembe
2013 and 2012 follows (in thousands):

Unpaid Allowance for
Principal Recorded Loan Losses
Balance Investment Allocated
As of December 31, 201
With no related allowance recorde
Residential real estat
Originated by Banl $10,53: $ 9,88t $ —
Originated by mortgage compa 7,762 7,381 —
Originated by mortgage compe-nor-prime 1,26( 85¢ —
Commercial real estat
Commercia 2,30¢ 2,292 —
Construction and lan — — —
Consume| 3,43¢ 2,92¢ —
Commercial and industri: 1,107 1,107 —
$26,40¢ $ 24,45 $ —

With an allowance recorde
Residential real estat

Originated by Banl $ 62 $ 62 $ 2
Originated by mortgage compa — — —
Originated by mortgage compe-nor-prime — — —

Commercial real estat
Commercia 15,12¢ 15,04: 3,38¢
Construction and lan 30¢ 30¢ 2232
Consume| 33 33 33
Commercial and industri — — —
$15,53: $ 15,44¢ $ 3,64
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As of December 31, 201
With no related allowance recorde
Residential real estat
Originated by Banl
Originated by mortgage compa
Originated by mortgage compe-nor-prime
Commercial real estat
Commercia
Construction and lan
Consume!
Commercial and industrii

With an allowance recorde
Residential real estat
Originated by Banl
Originated by mortgage compa
Originated by mortgage compe-nor-prime
Commercial real estat
Commercia
Construction and lan
Consume!
Commercial and industrii

With no related allowance recorde
Residential real estat
Originated by Banl
Originated by mortgage compa
Originated by mortgage compa-— nor-prime
Commercial real estat
Commercia
Construction and lan
Consume!
Commercial and industri

With an allowance recorde
Residential real estat
Originated by Banl
Originated by mortgage compa
Originated by mortgage compa-— nor-prime
Commercial real estat
Commercia
Construction and lan
Consume!
Commercial and industri

For the years ended of December 3

Allowance for
Loan Losses

Allocated
$ _
$ .
$ 14z
37
1,83¢
541
$ 2,554

Unpaid
Principal Recorded
Balance Investment
$11,20( $ 10,95¢
7,21(C 7,061
2,33¢ 2,25]
2,722 2,691
482 482
1,95¢ 1,781
291 291
$26,19¢ $ 25,51
$ 1,761 $ 1,75t
404 404
9,022 8,94:
934 931
$12,12: $ 12,03
2013
Average Interest
Recorded Income

Investment Recognizel

$11,18¢ $ 382

7,50¢ 29z

2,001 13€

2,704 11C

3,42t 124

60€ 8

$ 27,43 $ 1,05¢

$ 36 $ 1

10,68: 217

391 —

45 2

$11,15¢ $ 22C

81

Average
Recorded
Investmen

$ 10,96:
6,93¢
2,418

2,55¢
121
1,752
294

$ 25,03¢

$ 1,75¢
404

8,551

824

$ 11,53¢

Interest
Income

Recognize:

$  46¢
261
7

14z

6C
11

$  94¢

$ 111
14

314

52

$ 491
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The following table presents the recorded investrirenon-accrual loans by class of loans as of Dexr 31, 2013 and 2012 (in thousands):

December 31

2013 2012

Residential real estat
Originated by Banl $16,14¢ $13,15¢
Originated by mortgage compa 10,58¢ 10,471
Originated by mortgage compa-— nor-prime 1,47¢ 2,88¢
Residential constructic — —

Commercial real estat
Commercia 11,99¢ 11,08¢
Construction and lan 30¢ 482
Consume| 4,32¢ 4,54(
Commercial and industrii 51t 74¢€
$45,36( $43,37:

As used in these footnotes, loans “Originated bytgage company” are mortgage loans originated uttterBanks underwriting guidelines by t
Bank’s shuttered mortgage company, and retaingthef the Banls mortgage portfolio. These loans have signifigahither delinquency rates tr
similar loans originated by the Bank. Loans “Oragied by mortgage company — non-prime” are subpdmalt-A loans which were originated for s
into the secondary market by the Bank’s shutteredgage company.

The following table presents the aging of the rdedrinvestment in past due loans as of Decembe&®B and 2012 by class of loans (in thousands):

Greater

30-59 60-89 than
Days Days 90 Days Total Loans Not
Past Due Past Due Past Due Past Due Past Due Total
December 31, 201
Residential real estat
Originated by Banl $ 6,102 $2,52¢ $13,80( $22,42¢ $ 632,65: $ 655,08:
Originated by mortgage compa 20z 10¢ 10,03: 10,34: 82,54« 92,88t
Originated by mortgage compa-nor-prime — — 1,46t 1,46t 1,152 2,61¢
Residential constructic 19& — — 19& 30,62¢ 30,82:
Commercial real estat
Commercia 98t 84¢ 9,217 11,05: 491,81° 502,86¢
Construction and lan — — 30¢ 30¢ 25,76¢ 26,07¢
Consumel 864 29¢ 4,21¢ 5,381 195,30: 200,68:
Commercial and industrii — — 51t 51t 60,03( 60,54

$ 8,34¢ $3,78] $39,55¢ $51,68¢ $1,519,89- $1,571,57

December 31, 201
Residential real estat

Originated by Banl| $ 586 $ 78z $10,62¢ $17,26¢ $ 666,83 $ 684,10:

Originated by mortgage compa 2,87( 7 10,29¢ 13,17: 101,43° 114,60¢

Originated by mortgage compa-nor-prime 431 47 2,36¢ 2,847 1,402 4,24¢

Residential constructic — — — — 9,01: 9,01:
Commercial real estat

Commercia 2,42: 60¢ 2,86% 5,89: 457,39: 463,28’

Construction and lan — — 482 482 11,38¢ 11,86¢
Consumel 71¢ 57¢€ 4,457 5,752 192,39: 198,14
Commercial and industrii — — 112 112 57,85¢ 57,967

$12,30° $2,02C $31,20.  $45,52¢ $1,497,71. $1,543,23
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The Company categorizes all commercial and indalstrid commercial real estate loans, except folldmainess loans, into risk categories base
relevant information about the ability of borrowecs service their debt such as: current finanaibrimation, historical payment experience, ci
documentation and current economic trends, amohgrdactors. This analysis is performed on a qugrigasis. The Company uses the follow
definitions for risk ratings:

Special Mention. Loans classified as Special Mentiave a potential weakness that deserves manatgsnctose attention. If left uncorrect
these potential weaknesses may result in deteinaraf the repayment prospects for the loan ohefBank’s credit position at some future date.

Substandard. Loans classified as Substandard adeduoately protected by the current net worth aadng capacity of the borrower or of
collateral pledged, if any. Loans so classifiedehavwelldefined weakness or weaknesses that jeopardizkgthidation of the debt. They &
characterized by the distinct possibility that @@mpany will sustain some loss if the deficien@ies not corrected.

Doubtful. Loans classified as Doubtful have all theaknesses inherent in those classified as Sudsstnwith the added characteristic that
weaknesses make collection or liquidation in falhy the basis of currently existing facts, condisipmnd values, highly questionable
improbable.

Loans not meeting the criteria above that are aealyndividually as part of the above describedcess are considered to be pass related loans.
not rated are included in groups of homogeneoussloAs of December 31, 2013 and 2012, and basd@beomost recent analysis performed, the
category of loans by class of loans is as follomghousands):

Special
Pass Mention Substandarc Doubtful Total
December 31, 201
Commercial real estat
Commercia $471,43! $ — $ 30,57¢ $ 857 $502,86¢
Construction and lan 25,01¢ — 1,05¢ — 26,077
Commercial and industri: 59,08¢ 1,07( 38¢ — 60,54¢

$555,54. $1,07( $ 32,02: $ 857 $589,49(

December 31, 201
Commercial real estat

Commercia $429,39: $1,77¢ $ 31,27 $ 844 $463,28
Construction and lan 10,88( 50¢ 482 — 11,86¢
Commercial and industrii 57,34 — 391 23t 57,967

$497,61. $2,281 $ 32,14¢ $1,07¢ $533,12.
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For residential and consumer loan classes, the @oynpvaluates credit quality based on the agingistaf the loan, which was previously preser
and by payment activity. The following table presethe recorded investment in residential and cmesuloans based on payment activity a
December 31, 2013 and 2012 (in thousands):

Residential Real Estate
Originated by

Originated by mortgage

Originated mortgage company — Residential

by Bank company non-prime construction Consumer
December 31, 201
Performing $638,93t $ 82,29¢ $ 1,13¢ $ 30,82: $196,35!
Non-performing 16,14¢ 10,58¢ 1,47¢ — 4,32¢

$655,08: $ 92,88t $ 261 $ 30,82: $200,68:
December 31, 201
Performing $670,94¢ $ 104,13: $ 1,361 $ 9,01t $193,60:
Non-performing 13,15¢ 10,47 2,88¢ — 4,54(

$684,10: $ 114,60¢ $ 4,24 $ 9,01t $198,14:

The Company classifies certain loans as troubldd destructurings (“TDR”Wwhen credit terms to a borrower in financial diffity are modified. Th
modifications may include a reduction in rate, ateasion in term and/or the capitalization of pdis¢ amounts. One-twur family and consumer loa
where the borrowes’ debt is discharged in a bankruptcy filing areo alensidered troubled debt restructurings. ForeHheans, the Bank retains
security interest in the real estate collateratluded in the norccrual loan total at December 31, 2013, 2012 &@1id 2vere $9,663,000, $18,160,!
and $14,491,000, respectively, of troubled deltrueturings. At December 31, 2013, 2012 and 20&1Gbmpany has allocated $1,816,000, $2,41!
and $1,985,000, respectively, of specific resetedsans which are classified as troubled debtruetirings. Noraccrual loans which become trouk
debt restructurings are generally returned to at@iatus after six months of performance. In &oldito the troubled debt restructurings includedadm-
accrual loans, the Company also has loans cladsifsetroubled debt restructuring which are accr@hdecember 31, 2013, 2012 and 2011 w
totaled $21,456,000, $17,733,000 and $13,118,08¥perctively. Troubled debt restructurings with sienths of performance are considered ir
allowance for loan losses similar to other perfargnioans. Troubled debt restructurings which are-amxrual or classified are considered in
allowance for loan losses similar to other non-aator classified loans.
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The following table presents information about bied debt restructurings which occurred during years ended December 31, 2013 and 2012
troubled debt restructurings modified within theeyiopus year and which defaulted during the yeadedrDecember 31, 2013 and 2012 (dolla
thousands):

Number Pre-modification Pos-modification
of Loans Recorded Investmen Recorded Investmen
Year ended December 31, 2C
Troubled Debt Restructuring
Residential real estat
Originated by Banl 4 $ 92¢ $ 92¢
Originated by mortgage
company 2 77¢ 77C
Consume! 12 601 43¢
Number
of Loans Recorded Investmen
Troubled Debt Restructuring
Which Subsequently Defaulte
Residential real estat
Originated by Banl 1 $ 61
Originated by mortgage
company 1 23¢
Consume! 1 12
Number Pre-modification Pos+modification
of Loans Recorded Investmen Recorded Investmen
Year ended December 31, 2(
Troubled Debt Restructuring
Residential real estat
Originated by Banl 11 $ 2,46z $ 2,39;
Originated by mortgage
company 3 1,051 1,051
Commercial real estat 1 36C 25¢
Commercia
Consume| 2 1,30% 1,27¢
Commercial and industri: 13 1,152 99¢
Number
of Loans Recorded Investmen
Troubled Debt Restructuring
Which Subsequently Defaulte None None

The Bank’s mortgage loans are pledged to secureBritlvances.

(5) Servicing Asset
An analysis of the servicing asset for the yeadedrDecember 31, 2013, 2012 and 2011 is as fol{owthousands):

Years Ended December 31

2013 2012 2011
Balance at beginning of year $ 4,56¢ $ 4,83¢ $ 5,65¢
Capitalized mortgage servicing rigt 99t 1,36t 1,03¢
Amortization (1,385 (1,639 1,857)
Balance at end of ye, $4,17¢ $ 4,56¢ $ 4,83¢
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Loans serviced for others amounted to $806,810:01@0$840,900,000 at December 31, 2013 and 2012ecteely, all of which relate to residen
loans. At December 31, 2013, the servicing assdt dra estimated fair value of $7,458,000 and wasedalbased on expected future cash f
considering a weighted average discount rate dfh9&bweighted average constant prepayment ratecstyages of 8.6% and a weighted average i
9.5 years. At December 31, 2012, the servicingtdsse an estimated fair value of $5,996,000 and wedised based on expected future cash fl
considering a weighted average discount rate @69&bweighted average constant prepayment ratecotgages of 14.6% and a weighted average |i
6.2 years. As of December 31, 2013, estimated dusarvicing amortization through 2018 based on grepayment assumptions utilized in
December 31, 2013 valuation, is as follows: $1,060,for 2014, $817,000 for 2015, $635,000 for 208487,000 for 2017 and $401,000 for 2(
Actual results will vary depending upon the levetepayments on the loans currently serviced.

(6) Interest and Dividends Receivable
A summary of interest and dividends receivable etdnber 31, 2013 and 2012 follows (in thousands):

December 31

2013 2012

Loans $3,96( $4,47¢
Investment securitie 691 71€
Mortgage-backed securitie 72€ 781
$5,38( $5,97¢

(7) Premises and Equipment, Net
Premises and equipment at December 31, 2013 artl&28lsummarized as follows (in thousands):

December 31

2013 2012

Land $ 5,12¢ $ 4,25¢
Buildings and improvemen 26,897 26,36¢
Leasehold improvemen 2,42° 2,12¢
Furniture and equipme 21,74 20,12(
Automobiles 281 211
Construction in progres 77¢ 32¢
Total 57,247 53,40:
Accumulated depreciation and amortizat (33,569) (31,179
$ 23,68¢ $ 22,23
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(8) Deposits

Deposits, including accrued interest payable o0®9,and $11,000 at December 31, 2013 and 2012¢ctegly, are summarized as follows
thousands):

December 31

2013 2012
Weightec Weighted
Average Average
Amount Cost Amount Cost
Nor-interest-bearing accounts $ 207,60¢ —% $ 179,07: —%
Interes-bearing checking accour 913,75: 0.1Z 940,19( 0.1¢
Money market deposit accour 116,94 0.12 118,15¢ 0.17
Savings account 290,51. 0.0t 256,03! 0.1C
Time deposit: 217,94 1.37 226,21t 1.4t
$1,746,76. 0.25% $1,719,67. 0.32%

Included in time deposits at December 31, 2013201, respectively, is $64,380,000 and $57,87 lid@@posits of $100,000 and over.
Time deposits at December 31, 2013 mature as fel(@wthousands):

Year Ended December 2

2014 $131,13¢
2015 19,83¢
2016 28,92(
2017 17,57
2018 15,397
Thereaftel 5,081

$217,94:

Interest expense on deposits for the years endedrlger 31, 2013, 2012 and 2011 is as follows @ushnds):

Years Ended December 31

2013 2012 2011

Interest-bearing checking accounts $1,40¢ $2,87¢ $ 4,62«
Money market deposit accour 16E 361 454
Savings accouni 187 35¢ 481
Time deposit: 2,94¢ 3,94¢ 4,84;
$4,70¢ $7,54i $10,40:

(9) Borrowed Funds
Borrowed funds are summarized as follows (in thods#

December 31

2013 2012
Weighted Weighted
Average Average
Amount Rate Amount Rate
Federal Home Loan Bank advant $175,00( 0.6%% $225,00( 2.35%
Securities sold under agreements to repurc 68,30« 0.1% 60,79 0.2€
Other borrowing: 27,50( 2.7¢€ 27,50( 2.8C
$270,80¢ 0.7€% $313,29: 1.94%
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Information concerning FHLB advances and securi@d under agreements to repurchase (“reversedaiepse agreements’y summarized as follow
(in thousands):

Reverse
FHLB Repurchase
Advances Agreements
2013 2012 2013 2012
Average balanc $219,10: $239,70° $69,62: $69,46¢
Maximum amount outstanding at any month 282,50( 274,50( 73,06 73,48¢
Average interest rate for the ye 1.82% 2.2%% 0.1&% 0.2%
Amortized cost of collatera
Mortgage-backed securitie — — $78,47¢ $76,90¢
Estimated fair value of collatere
Mortgage-backed securitie — — 78,51: 79,82

The securities collateralizing the reverse repusehagreements are delivered to the lender with wlaaoh transaction is executed or to a third |
custodian. The lender, who may sell, loan or otimewlispose of such securities to other partighémormal course of their operations, agreesdell
to the Company substantially the same securitiiseamaturity of the reverse repurchase agreem¢sgs. note 3.)

FHLB advances and reverse repurchase agreemem@sbatractual maturities at December 31, 2013 lémafs (in thousands):

Reverse
FHLB Repurchase
Advances Agreements

Year Ended December 3
2014 $125,00( $ 68,30«
2015 5,00( —
2016 5,00( —
2017 5,00( —
2018 35,00( —
$175,00( $ 68,30«

On October 17, 2013, the Company prepaid $159.0omibf FHLB advances with a weighted average @is2.31% and a weighted average teri
maturity of 16 months, incurring a prepayment fé&4.3 million. The prepayment was initially fundeg shortterm advances, which the Comp
plans to replace over the next year with depositvgjn and longer-term advances.

During 2007, the Company issued $10.0 million abtmpreferred securities which carry a floatingerat 175 basis points over 3 month LIBOR adju
quarterly. Accrued interest is due quarterly witmpipal due at the maturity date of September0B72 During 2006, the Company issued $12.5 mi
of trust preferred securities. The trust prefersedurities carry a floating rate of 166 basis poimwer 3 month LIBOR adjusted quarterly. Accr
interest is due quarterly with principal due at thaturity date in 2036. On August 4, 2005, the Canypissued $5.0 million of subordinated debt
fixed interest rate of 6.35%. Accrued interestug duarterly with principal due at the maturityelaf November 23, 2015.
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Interest expense on borrowings for the years ebde#mber 31, 2013, 2012 and 2011 is as followth@nsands):

Years Ended December 31

2013 2012 2011

Federal Home Loan Bank advan $3,98¢ $5,49¢ $6,57:
Securities sold under agreements to repurc 124 201 28:¢
Other borrowing 80¢ 86( 804
$4,91¢ $6,55¢ $7,65¢

All FHLB advances are secured by the Bankiortgage loans, securities and FHLB stock. Asaber of the FHLB of New York, the Bank is requ
to maintain a minimum investment in the capitakcktof the FHLB, at cost, in an amount equal to @26f the Bank’s mortgageelated assets, pl
4.5% of the specified value of certain transactioasveen the Bank and the FHLB.

(10) Income Taxes
The provision (benefit) for income taxes for thenseended December 31, 2013, 2012 and 2011 consitis following (in thousands):

Years Ended December 31

2013 2012 2011

Current:
Federal $ 8,93t $ 8,89: $10,35¢
State 1,31: 1,38¢E 1,81¢
Total current 10,24¢ 10,27¢ 12,17:

Deferred:
Federal (1,310 664 (961)
State (325) (15) 262
Total deferrec (1,635) 64¢ (69¢
$ 8,61¢ $10,92% $11,47:

Included in other comprehensive income is income (keenefit) expense attributable to net unrealifledses) gains on securities availabledate
arising during the year in the amount of $(4,608)081,739,000 and $2,135,000 for the years endsmkiber 31, 2013, 2012 and 2011, respect
Included in stockholder®quity is income tax (expense) benefit attributablstock plans in the amount of $(31,000), $(608)Gand $1,303,000 for t
years ended December 31, 2013, 2012 and 2011 ctasie.
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A reconciliation between the provision for inconagés and the expected amount computed by multiplyioome before the provision for income te

times the applicable statutory Federal income & for the years ended December 31, 2013, 2012@hHis as follows (in thousands):

Income before provision for income tay
Applicable statutory Federal income tax r
Computec‘expecte” Federal income tax expen
Increase (decrease) in Federal income tax expesséing from:
ESOP
ESOP dividend:
Earnings on life insuranc
State income taxes net of Federal ber
Other items, ne

The tax effects of temporary differences that gige to significant portions of the deferred tasets and deferred tax liabilities at December 812

and 2012 are presented in the following tablel{ousands):

Deferred tax asset
Allowance for loan losse
Reserve for repurchased lo¢
Valuation allowances for repurchased lo
Reserve for uncollected intere
Otherthar-temporary impairment loss on investment secur
FHLB advance prepayment f
Incentive compensatic
Deferred compensatic
Other reserve
Stock plans
ESOP
Intangible asset
Other real estate ownt
Unrealized loss on securiti
State alternative minimum t¢

Total gross deferred tax ass
Less valuation allowanc

Deferred tax assets, r

Deferred tax liabilities
Excess servicing on sale of mortgage lo
Investments, discount accreti
Deferred loan and commitment costs,
Unrealized gain on securities availe-for-sale
Premises and equipment, differences in depreci
Undistributed REIT incom

Total deferred tax liabilitie

Net deferred tax asse

90

Years Ended December 31

2013

$24,94:
35.(%
$ 8,73(

87
(239)
(491)

642
(122)
$ 8,61¢

2012

$30,947
35.(%
$10,83:

66
(239)
(46¢)

757
(26)
$10,92;

2011

$32,21¢
35.(%
$11,27¢

December 31

2013

$ 8,89¢
60C
17¢
898
38t
1,06¢
754
112
1,25¢
12t
60
311

(1,129
(552)
(1,349)
(356)
(1,247)
(4,627)
$15,23¢

2012

$ 8,72(
491
17¢
17¢

52

1,132

14,22:

(98%)
(50E)
(1,619)
(34)
(528)
(1,555
(5,227)
$ 8,99¢
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Included in other assets at December 31, 2013 @b# & a net deferred tax asset of $15,239,00%8r899,000, respectively.

At December 31, 2013, 2012 and 2011 the Compargrméted that it is not required to establish a &ibn reserve for the remaining net deferrec
asset since it is “more likely than ndtiat the net deferred tax assets will be realibedugh future reversals of existing taxable tempodifferences
future taxable income and tax planning strategldge conclusion that it is “more likely than ndtiat the remaining net deferred tax assets wi
realized is based on the history of earnings apdptiospects for continued growth. Management waititue to review the tax criteria related to
recognition of deferred tax assets.

Retained earnings at December 31, 2013 includesozippately $10,750,000 for which no provision fercome tax has been made. This am
represents an allocation of income to bad debt ctexhs for tax purposes only. Events that wouldilteis taxation of these reserves include failuw
qualify as a bank for tax purposes, distributionscomplete or partial liquidation, stock redempsicend excess distributions to shareholder:
December 31, 2013, the Company had an unrecogdifedred tax liability of $4,391,000 with respecthis reserve.

There were no unrecognized tax benefits for thesyeaded December 31, 2013, 2012 and 2011. Theets that remain subject to examination by
Federal government include the year ended DeceBih&2010 and forward. The tax years that remaifestibo examination by the States of New Je
and New York include the years ended December @19 2nd forward.

(11) Employee Stock Ownership Plan

As part of its mutual to stock conversion, the Bastablished an Employee Stock Ownership Plan an2006 the Bank established a Matcl
Contribution Employee Stock Ownership Plan (colledy the “ESOP”) to provide retirement benefits fligible employees. All fultime employee
are eligible to participate in the ESOP after thpin age 21 and complete one year of servicenguvhich they work at least 1,000 hours. ESOP s
are allocated among participants on the basis ofpemsation earned during the year. Employees diye \fasted in their ESOP account after
completion of five years of credited service or pdetely if service was terminated due to deathreetent, disability, or change in control of
Company. ESOP patrticipants are entitled to recdiseibutions from the ESOP account only upon teation of service, which includes retirement
death except that a participant may elect to haxidehds distributed as a cash payment on a qlatiasis.

The ESOP originally borrowed $13,421,000 from tremPany to purchase 2,013,137 shares of common steakd in the conversion. On May
1998, the initial loan agreement was amended twathe ESOP to borrow an additional $8,200,000rdento fund the purchase of 633,750 shar
common stock. At the same time the term of the lovas extended from the initial twelve years totthiyears. As part of the establishment of
Matching Contribution Employee Stock Ownership Plag term of the loan was reduced by one year amdeaxpires in 2026. The amended loan
be repaid from contributions by the Bank to the PS@ust. The Bank is required to make contributitmshe ESOP in amounts at least equal t
principal and interest requirement of the debtyadsg a fixed interest rate of 8.25%.

The Banks obligation to make such contributions is redutedhe extent of any dividends paid by the Companyunallocated shares and
investment earnings realized on such dividendsofABecember 31, 2013 and 2012, contributions toBB®P, which were used to fund principal
interest payments on the ESOP debt, totaled $5050@ $517,000, respectively. During 2013 and 221,000 and $238,000, respectively
dividends paid on unallocated ESOP shares were fmsedebt service. At December 31, 2013 and 20h2, lban had an outstanding balanc
$3,897,000 and $4,076,000, respectively, and thO@FE®ad unallocated shares of 428,749 and 462,%3pectively. At December 31, 2013,
unallocated shares had a fair value of $7,422,086.unamortized balance of the ESOP is shown dfoaated common stock held by the ESOP a
reflected as a reduction of stockholders’ equity.
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For the years ended December 31, 2013, 2012 andl, 208 Bank recorded compensation expense relatédet ESOP of $538,000, $480,000
$450,000, respectively, including $249,000, $190,806d $159,000, respectively, representing additioaompensation expense to reflect the incree
the average fair value of committed to be releas®tiallocated shares in excess of the Bankst. As of December 31, 2013, 2,183,956 sharédbe
allocated to participants and 34,182 shares wareritied to be released.

(12) Incentive Plan

The Company has established the Amended and ResPateanFirst Financial Corp. 1997 Incentive Pldre (incentive Plan”which authorizes tf
granting of stock options and awards of Common IStoad the OceanFirst Financial Corp. 2000 StockiddpPlan which authorizes the granting
stock options. On April 24, 2003 the Company’s shalders ratified an amendment of the OceanFirsarigial Corp. 2000 Stod®ption Plan whic
increased the number of shares available undesrop@in April 20, 2006 the OceanFirst Financial C@@06 Stock Incentive Plan was approved w
authorizes the granting of stock options or awardsommon stock. On May 5, 2011, the OceanFirsafdml Corp. 2011 Stock Incentive Plan
approved which also authorizes the granting oflstmutions or awards of common stock. The purposthe$e plans is to attract and retain qual
personnel in key positions, provide officers, enyples and non-employee directors (“Outside Direttarith a proprietary interest in the Company a
incentive to contribute to the success of the Compalign the interests of management with thosetbér stockholders and reward employee:
outstanding performance. All officers, other empgley and Outside Directors of the Company and ftsatds are eligible to receive awards under
plans.

Under the 2011 Stock Incentive Plan, the Compaiyikorized to issue up to an additional 2,400 4td¥es subject to option or, in lieu of optionsta
960,000 shares in the form of stock awards. At Dessr 31, 2013, 1,845,299 options or 738,120 aweedwin to be issued. Under the 2006 S
Incentive Plan, the Company is authorized to iggué¢o an additional 1,000,000 shares subject tmogt or in lieu of options, up to 333,333 shan
the form of stock awards. At December 31, 2013382 options or 10,770 awards remain to be issuéchphions expire 10 years from the date of g
and generally vest at the rate of 20% per year. é}egcise price of each option equals the closiagket price of the Comparg/stock on the date
grant. The Company typically issues Treasury shiareatisfy stock option exercises.

The Company recognizes the grant-date fair valustarfk options and other stoblesed compensation issued to employees in the metaement. Tt
modified prospective transition method was adogted, as a result, the income statement includeg,860, $442,000 and $549,000, of expens
stock option grants for the years ended DecembeB13, 2012 and 2011, respectively. At December2Bll3 the Company had $1.4 million
compensation cost related to non-vested awardgeataecognized. This cost will be recognized ober iemaining vesting period of 2.7 years.

The fair value of stock options granted by the Campwas estimated through the use of the Biacheles option pricing model applying the follow
assumptions:

2013 2012 2011
Risk-free interest rat 1.47% 1.4(% 3.08%
Expected option life 7 year 7 year: 7 year:
Expected volatility 29% 29% 29%
Expected dividend yiel 3.21% 3.47% 3.4€%
Weighted average fair value of an option sharetgeaduring the

year $ 3.01 $ 2.6¢ $ 3.14
Intrinsic value of options exercised during thery@athousands 11 10€ 10

The riskfree interest rate is based on the U.S. Treasugywith a term equal to the expected option lifeeTexpected option life conforms to
Companys actual experience. Expected volatility is basedctual historical results. Compensation coset®gnized on a straight line basis ovel
vesting period.
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A summary of option activity for the years endecc®mber 31, 2013, 2012 and 2011 follows:

2013 2012 2011

Weighted Weighted Weighted
Number Average Number Average Number Average
of Exercise of Exercise of Exercise

Shares Price Shares Price Shares Price
Outstanding at beginning of ye 1,732,69- $ 17.62 2,043,93: $ 18.21 1,855,11. $ 18.7¢
Grantec 277,62¢ 14.6¢ 270,25( 13.8: 245 57! 13.8¢
Exercisec (5,147 12.67 (36,216 11.5¢ (3,766 11.2C
Forfeited (29,916 13.8¢ (202,929 18.2¢ (44,257 17.87
Expired (234,67() 23.2¢ (342,34)) 17.9: (8,737 15.0¢
Outstanding at end of ye 1,740,58! $ 16.4% 1,732,69- $ 17.62 2,043,93: $ 18.21

Options exercisabl 1,062,78! 1,113,18! 1,407,27.

The following table summarizes information abowtcktoptions outstanding at December 31, 2013:

Options Outstanding Options Exercisable
Weighted Weighted

Average Weighted Average Weighted
Number Remaining Average Number Remaining Average
of Contractual Exercise Of Contractual Exercise

Exercise Prices Options Life Price Options Life Price
$10.00 to 13.1: 316,52¢ 59years $ 10.6: 204,93: 5.8years $ 10.7¢
13.13 to 16.2I 683,42! 8.2 14.1: 127,22! 7.5 13.8¢
16.26 to 19.4( 182,20! 4.4 16.8( 172,20! 4.1 16.81
19.40 to 22.5: 377,37( 1.5 22.1( 377,37( 1.5 22.1(
22.53 to 25.6! 181,05¢ 2.1 23.4: 181,05¢ 2.1 23.4:
1,740,580 5.3years $ 16.4% 1,062,781 3.6years $ 18.2¢

The aggregate intrinsic value for stock optionsstautding and stock options exercisable at Dece®hbeR013 is $4,164,000 and $1,777,!
respectively.

A summary of the granted but unvested stock awetidity for the years ended December 31, 2013, 28122011 follows:

2013 2012 2011
Weighted Weighted Weighted
Number Average Number Average Number Average
of Grant Date Of Grant Date of Grant Date
Shares Fair Value Shares Fair Value Shares Fair Value
Outstanding at beginning of ye: 48,73 $ 13.1C 49,14¢ $ 13.2¢ 81,59: $ 12.4¢
Grantec 28,22¢ 14.7¢ 19,51 13.8: 26,20: 13.81
Vested (14,29¢) 13.21 (14,39)) 14.5: (58,64¢) 12.3¢
Forfeited (2,709 13.8¢ (5,53Y) 13.2( — —
Outstanding at end of ye 59,96: $ 13.8¢ 48,73: $ 13.1(C 49,14¢ $ 13.2¢

(13) Commitments, Contingencies and Concentrationsf Credit Risk

The Company, in the normal course of businessaiity o financial instruments and commitments wtiiololve, to varying degrees, elements of ris
excess of the amounts recognized in the consotidatancial statements. These financial instrumani$ commitments include unused consumer
of credit and commitments to extend credit.

93



Table of Contents

At December 31, 2013, the following commitments andtingent liabilities existed which are not retkd in the accompanying consolidated finar
statements (in thousands):

December 31, 201
Unused consumer and construction loan lines ofitcgedmarily

floating-rate) $ 115,42:
Unused commercial loan lines of credit (primarilyattinc-rate) 190,51:
Other commitments to extend crec

Fixec-Rate 53,03:
Adjustable-Rate 9,11¢
Floatin¢-Rate 18,20:

The Company’s fixedate loan commitments expire within 90 days of ésme and carried interest rates ranging from 2.82%50% at December !
2013.

The Companys maximum exposure to credit losses in the evenboperformance by the other party to these fir@nostruments and commitment:
represented by the contractual amounts. The Compsey the same credit policies in granting commitsiand conditional obligations as it does
financial instruments recorded in the consolidatedements of financial condition.

These commitments and obligations do not necegsapresent future cash flow requirements. The Gowigvaluates each custonsecteditworthines
on a case-by-case basis. The amount of collatetaired, if deemed necessary, is based on manatjenassessment of risk. Substantially all of
unused consumer and construction loan lines ofitcaeel collateralized by mortgages on real estate.

At December 31, 2013, the Company is obligated undaecancelable operating leases for premises quipraent. Rental expense under these I
aggregated approximately $2,378,000, $2,034,00054r&1.1,000 for the years ended December 31, ZIMP and 2011, respectively.

The projected minimum rental commitments as of Dewer 31, 2013 are as follows (in thousands):

Year Ended December &

2014 $ 1,75¢
2015 1,64(
2016 1,517
2017 1,532
2018 1,461
Thereaftel 12,24(

$20,14+

The Company grants one-todr family and commercial first mortgage real éstéboans to borrowers primarily located in Oceampnihouth an
Middlesex Counties, New Jersey. The Company algpnattes interest-only one-four family mortgage loans on a limited basis, ihiet the borrowe
makes only interest payments for the first fivajeseor ten years of the mortgage loan term. Thasufe will result in future increases in the boreo\s
loan repayment when the contractually required yeeats increase due to the required amortizatiomefprincipal amount. These payment incre
could affect a borrower’s ability to repay the lodime amount of interest-only onefimdr family mortgage loans at December 31, 2013 20t wa
$28.8 million and $37.0 million, respectively. Tamount of interest-only one-to-four family mortgdgans on noraccrual status at December 31, 2
and 2012 was $2.2 million and $3.5 million, respety. The Company previously originated statecime loans on a limited basis through Nover
2010. These loans were only offered to self-
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employed borrowers for purposes of financing primasidences and second home properties. The ambsatated income loans at December 31,
and 2012 was $36.6 million and $47.3 million, regpely. The amount of stated income loans on accrual status at December 31, 2013 and 201
$6.4 million and $7.3 million, respectively. Theila of borrowers to repay their obligations ispgdent upon various factors including the borrever
income and net worth, cash flows generated by tigedying collateral, value of the underlying ctdlieal and priority of the Compars/lien on th
property. Such factors are dependent upon varioasanic conditions and individual circumstancesdmelythe Companyg’ control; the Company
therefore, subject to risk of loss. In recent yetirare has been a weakening in the local econ@upgled with lower real estate values. A furtherlice

in real estate values could cause some residaméhtommercial mortgage loans to become inadegued#hteralized, which would expose the Ban

a greater risk of loss.

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

The Company is a defendant in certain claims agdllactions arising in the ordinary course of basin Management and its legal counsel are «
opinion that the ultimate disposition of these ex@ttwill not have a material adverse effect onGoenpanys consolidated financial condition, result:
operations or liquidity.

(14) Reserve for Repurchased Loans and Loss Shari@pligations

The reserve for repurchased loans and loss shabiligations was established to provide for expettedes related to repurchase requests which n
received on residential mortgage loans previouslg ® investors and other loss sharing obligatidie Company prepares a comprehensive analy
the adequacy of the reserve for repurchased loathdoss sharing obligations at each quaeted- The reserve includes a specific loss estimatthe
outstanding loan repurchase requests based orstingated fair value of the underlying collateraldified by the likelihood of loss which is estima
based on historical experience. The reserve atdodas a general loss estimate based on an estirhia@ns likely to be returned for repurchase te
estimated loss on those loans. Finally, the resals@ includes an estimate of the Bankbligation under a loss sharing arrangement thighFHLE
relating to loans sold into their Mortgage Parthgrd=inance (“MPF”)program. Under this program, the Bank and the FidhBre credit risk for loa
sold. The first loss position, equal to 1% of tlygregate amount of the loan pool, is absorbed byFHLB through a reduction in credit enhancer
fees paid to the Bank. The second loss positiomeigdly covering the next 1.5% to 4.0% of the aggte loan pool, is absorbed by the Bank. Loan &
above the combination of these two thresholds alhg &bsorbed by the FHLB. In establishing the resethe Company considered recent and histc
experience, product type and volume of loan saléstlae general economic environment.

An analysis of the reserve for repurchased loarts lags sharing obligations for the years ended Bes 31, 2013, 2012 and 2011 follows
thousands).

Years Ended December 31

2013 2012 2011

Balance at beginning of year $1,20: $ 70t $ 80¢
Provision charged to operatio 97t 75C —
Loss on loans repurchased, settlements or paymades loss sharing arrangeme (91%) (252) (109
Recoveries 20% — —
Balance at end of ye. $1,46¢ $1,20: $ 70E

The reserve for repurchased loans and loss shabiigations was $1.5 million at December 31, 2G1$265,000 increase from December 31, 2012
increase was due to mostly first quarter activiating to a provision of $100,000 for repurchasguests, an additional provision of $875,000 netatt
loans sold to the
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FHLB, incurred losses totaling $465,000 relatinglte FHLB loan sales, a comprehensive settlemes#56,000 with one investor relating to exis
and anticipated loan repurchase requests, andeges\of $205,000 of previously chargefi-amounts. In early 2013, the Bank recognizedi@dbsse
for the first time under the MPF program of $24%,@h two loans in a single pool. In light of thesalized losses, the Bank performed an analy:
additional loss exposure and determined that anditicovered losses within that loan pool werelyilkend recorded an additional provision of $875,
The analysis also revealed the actual losses &,820 and the general provision of $875,000 reltedegbset quality deterioration in the loan poalst
have been recognized in prior periods; howeveretlasounts were not considered material to suclgerSubsequent to the first quarter, an addit
loss under the MPF program of $220,000 was chaagathst the reserve. The Baskhaximum remaining loss exposure on all loans tottle FHLB i
$2.4 million, although the Bank’reserve includes an estimate of expected futssek. Therefore, additional losses will only beogaized if loa
performance deteriorates beyond expectations. &serve was reduced by a cash payment of $450,0para®f a comprehensive settlement wi
single investor which settled seven outstanding legpurchase requests and terminated the riglieoht/estor to make any future claims for repuret
The anticipated loss on this comprehensive settiémas considered in establishing the reserve aeDéer 31, 2012. The Bank also recogr
$205,000 in recoveries relating to amounts preWjocisargedeff. At December 31, 2013, there were five outstiagdoan repurchase requests whict
Company is disputing on loans with a total printipalance of $1.2 million, as compared to 12 oudiieg loan repurchase requests with a prin
balance of $3.6 million at December 31, 2012.

(15) Earnings Per Share

The following reconciles average shares outstanfindpasic and diluted earnings per share for gery ended December 31, 2013, 2012 and 20
thousands):

Years Ended December 31

2013 2012 2011
Weighted average shares outstanding 17,61« 18,30: 18,82¢
Less: Unallocated ESOP sha (44¢€) (480) (5149
Unallocated Incentive award shares and shareshlyaligferred compensatic
plan (97) (93 (129)
Average basic shares outstand 17,07: 17,73( 18,19:
Add: Effect of dilutive securities
Incentive awards and shares held by deferred cosapien plar 86 99 49
Average diluted shares outstand 17,157 17,82¢ 18,24(

For the years ended December 31, 2013, 2012 antl 362,000, 1,253,000 and 2,047,000, respectielidilutive stock options were excluded fr
earnings per share calculations.

(16) Fair Value Measurements

Fair value is defined as the price that would loeireed to sell an asset or paid to transfer alitglin an orderly transaction between market péptnts
A fair market measurement assumes that the trdoeaotsell the asset or transfer the liability mecin the principal market for the asset or liggpibr in
the absence of a principal market, the most adgaoizs market for the asset or liability. The piicehe principal (or the most advantageous) mi
used to measure the fair value of the asset oilitiahall not be adjusted for transaction cogts. orderly transaction is a transaction that ass
exposure to the market for a period prior to the@sneement date to allow for marketing activitiest thre usual and customary for transactions inug
such assets and liabilities; it is not a forcedhgextion. Market participants are buyers and selierthe principal market that are (i) indepenc
(ii) knowledgeable, (iii) able to transact and (wiling to transact.
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The Company uses valuation techniques that areistens with the market approach, the income apgraaued/or the cost approach. The me
approach uses prices and other relevant infformagioerated by market transactions involving ideshtic comparable assets and liabilities. The inc
approach uses valuation techniques to convertdwuarounts, such as cash flows or earnings, togéesimesent amount on a discounted basis. Thi
approach is based on the amount that currently dvbalrequired to replace the service capacity ofisset (replacement costs). Valuation techn
should be consistently applied. Inputs to valuateghniques refer to the assumptions that markeicypants would use in pricing the asset or ligpi
Inputs may be observable, meaning those that tetfiecassumptions market participants would uggriting the asset or liability and developed bi
on market data obtained from independent sourcesinobservable, meaning those that reflect the rtieygp entity’s own assumptions about
assumptions market participants would use in pgitire asset or liability and developed based orb#st information available in the circumstance
that regard, a fair value hierarchy has been estaul for valuation inputs that gives the highestrfiy to quoted prices in active markets for iteal
assets or liabilities and the lowest priority tambeervable inputs. Movements within the fair vahierarchy are recognized at the end of the apge
reporting period. There were no transfers betwberdvels of the fair value hierarchy for the yeamsled December 31, 2013, 2012 and 2011. Th
value hierarchy is as follows:

Level 1 Inputs -Unadjusted quoted prices in active markets for tidahassets or liabilities that the reporting Bntias the ability to access at
measurement date.

Level 2 Inputs 4nputs other than quoted prices included in Leviddt are observable for the asset or liabilitthesi directly or indirectly. These inclu
guoted prices for similar assets or liabilitiesaictive markets, quoted prices for identical or Eimassets or liabilities in markets that are ndiva,
inputs other than quoted prices that are observigbléhe asset or liability (for example, intereates, volatilities, prepayment speeds, loss siee
credit risks and default rates) or inputs thatdeeved principally from or corroborated by obsdateamarket data by correlations or other means.

Level 3 Inputs — Significant unobservable inputattheflect an entityg own assumptions that market participants woukl inspricing the assets
liabilities.

Assets and Liabilities Measured at Fair Value

A description of the valuation methodologies usadaissets and liabilities measured at fair valsayell as the general classification of such insgunt:
pursuant to the valuation hierarchy, is set foelotv. Certain financial assets and financial lidiles are measured at fair value on a necurring basi
that is, the instruments are not measured at &direvon an ongoing basis but are subject to fdirevadjustments in certain circumstances (for exa|
when there is evidence of impairment).

Securities Available-for-Sale

Securities classified as available-&ale are reported at fair value utilizing Levelridd evel 2 inputs. In general, fair value is bagpdn quoted mark
prices, where available. Most of the Company'’s §trreent and mortgageacked securities, however, are fixed income insénts that are not quoted
an exchange, but are bought and sold in active etarRrices for these instruments are obtainedigiréhirdparty pricing services or security indus
sources that actively participate in the buying aalling of securities. Prices obtained from theserces include market quotations and matrix pgi
Matrix pricing is a mathematical technique usechgpally to value certain securities without relyiexclusively on quoted prices for the spe:
securities, but comparing the securities to benckmacomparable securities.

Fair value estimates are made at a point in tiraeet on relevant market data as well as the biestriation available about the security. Illiquicedit
markets have resulted in inactive markets for aeéthe Companys securities. As a result, there is limited obselanarket data for these assets.
value estimates for securities for which limitedsetvable market data is available are based omrjedts regarding current
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economic conditions, liquidity discounts, credidanterest rate risks, and other factors. Thesenats involve significant uncertainties and judgis
and cannot be determined with precision. As a tesuth calculated fair value estimates may nathézable in a current sale or immediate settle
of the security.

The Company utilizes third-party pricing servicesdbtain market values for its corporate bonds. ag@ment policy is to obtain and review
available documentation from the thipasty pricing service relating to their market \@ldeterminations, including their methodology anthsary o
inputs. Management reviews this documentation, makequiries of the thirgrarty pricing service and makes a determinatiorioathe level of th
valuation inputs. Based on the Company’s reviethefavailable documentation from the thpdrty pricing service, management concluded thatlL2
inputs were utilized. The significant observablpdits include benchmark yields, reported tradekdy/dealer quotes, issuer spreads, sided market
benchmark securities, bids, offers, other markietrmation and observations of equity and crediadéfswap curves related to the issuer.

Other Real Estate Owned and Impaired Loans

Other real estate owned and loans measured foririmgiat based on the fair value of the underlyinfateral are recorded at estimated fair value,
estimated selling and other costs of 20% and 18%pectively. Fair value is based on independerniigais.

The following table summarizes financial assets famehcial liabilities measured at fair value addecember 31, 2013 and 2012, segregated by thk
of the valuation inputs within the fair value hiettay utilized to measure fair value (in thousands):

Fair Value Measurements at Reporting Date Using

Total Fair Level 1 Level 2 Level 3
Value Inputs Inputs Inputs
December 31, 201
Items measured on a recurring ba
Investment securities availa-for-sale:
U.S. agency obligatior $35,28¢ $ — $ 35,28¢ $ —
Equity investment 8,547 8,547 — —
Items measured on a r-recurring basis
Other real estate ownt 4,34 — — 4,34¢
Loans measured for impairment based on the fair
value of the underlying collater 15,44¢ — — 15,44¢
Fair Value Measurements at Reporting Date Using
Total Fair Level 1 Level 2 Level 3
_ Value __Inputs __Inputs __Inputs
December 31, 201
Items measured on a recurring ba
Investment securities availa-for-sale:
U.S. agency obligatior $139,05( $  — $ 139,05( $ —
State and municipal obligatio 25,78( — 25,78( —
Corporate debt securitit 43,47( — 43,47( —
Equity investment 5,29: 5,29: — —
Mortgage-backed securities availal-for-sale 333,85° — 333,85 —
Items measured on a r-recurring basis
Other real estate own 3,21( — — 3,21(
Loans measured for impairment based on the f
value of the underlying collater 12,03: — — 12,03:
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Assets and Liabilities Disclosed at Fair Value

A description of the valuation methodologies usedaissets and liabilities disclosed at fair vahgeywell as the general classification of such ims#ant:
pursuant to the valuation hierarchy is set forttowe

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

Securities Held-to-Maturity

Securities classified as held-toaturity are carried at amortized cost, as the Gomphas the positive intent and ability to holdstnesecurities -
maturity. The Company determines the fair valuehef securities utilizing Level 1, Level 2 and, eduently, Level 3 inputs. In general, fair valu
based upon quoted market prices, where availabtest Mf the Company’s investment and mortghgeked securities, however, are fixed inc
instruments that are not quoted on an exchangeareubought and sold in active markets. Priceghiese instruments are obtained through tpidy
pricing vendors or security industry sources traively participate in the buying and selling otedties. Prices obtained from these sources i
market quotations and matrix pricing. Matrix prigiis a mathematical technique used principallydtue certain securities without relying exclusiy
on quoted prices for the specific securities, lmmparing the securities to benchmark or comparsdxterities.

Fair value estimates are made at a point in tirase® on relevant market data as well as the biestriation available about the security. llliquicedit
markets have resulted in inactive markets for gedhthe Companys securities. As a result, there is limited obseleanarket data for these assets.
value estimates for securities for which limitedsetvable market data is available are based onnjadts regarding current economic conditi
liquidity discounts, credit and interest rate riske®d other factors. These estimates involve smmf uncertainties and judgments and cannt
determined with precision. As a result, such caltad fair value estimates may not be realizabkedorrent sale or immediate settlement of the sgcur

The Company utilizes third-party pricing servicesobtain fair values for most of its securitiesdatd-maturity. Managemer#t’policy is to obtain ar
review all available documentation from the thjary pricing service relating to their fair valdeterminations, including their methodology
summary of inputs. Management reviews this docuatimt, makes inquiries of the thighrty pricing service and makes a determinatioto dke leve
of the valuation inputs. Based on the Company’sere\of the available documentation from the thpaty pricing service, management concluded
Level 2 inputs were utilized for all securities ept for certain state and municipal obligationswnoas bond anticipation notes (“BANsWhere
management utilized Level 3 inputs. In the cas¢hefLevel 2 securities, the significant observahfguts include benchmark yields, reported tre
broker/dealer quotes, issuer spreads, $wded markets, benchmark securities, bids, oftgrer market information and observations of eqaity cred
default swap curves related to the issuer. Managebmeesed its fair value estimate of the BANs onltioal nature of the issuing entities, the shertr
life of the security and current economic condision

Federal Home Loan Bank of New York Stock

The fair value for Federal Home Loan Bank of Newrky'stock is its carrying value since this is theoamt for which it could be redeemed. There i
active market for this stock and the Company isliregl to maintain a minimum investment based ugm@ndutstanding balance of mortgage rel
assets and outstanding borrowings.

Loans

Fair values are estimated for portfolios of loanshvsimilar financial characteristics. Loans areyregated by type such as residential mortg
construction, consumer and commercial. Each logegoay is further segmented into fixed and adjustadte interest terms.
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Fair value of performing and non-performing loaresvestimated by discounting the future cash flo@s of estimated prepayments, at a rate for which
similar loans would be originated to new borrowsith similar terms. Fair values estimated in thismmer do not fully incorporate an exit price
approach to fair value, but instead are basedammgarison to current market rates for comparaizad.

Deposits Other than Time Deposits

The fair value of deposits with no stated maturtych as non-interest-bearing demand depositspgsvand interediearing checking accounts ¢
money market accounts are, by definition, equah&amount payable on demand. The related inseihsitif the majority of these deposits to inte
rate changes creates a significant inherent vahiehais not reflected in the fair value reported.

Time Deposits

The fair value of time deposits are based on theadinted value of contractual cash flows. The disteate is estimated using the rates currentlgret
for deposits of similar remaining maturities.

Securities Sold Under Agreements to Repurchase witRetail Customers
Fair value approximates the carrying amount asethesrowings are payable on demand and the intexesadjusts monthly.

Borrowed Funds

Fair value estimates are based on discounting actol cash flows using rates which approximateraites offered for borrowings of similar remair
maturities.

The book value and estimated fair value of the Bsmrdignificant financial instruments not recordedfat value as of December 31, 2013
December 31, 2012 are presented in the followibfega(in thousands):

Fair Value Measurements at Reporting

Date Using:
Book Level 1 Level 2 Level 3
Value Inputs Inputs Inputs
December 31, 201
Financial Assets
Cash and due from ban $ 33,95¢ $33,95¢ $ — $ —
Securities hel-to-maturity 495,59¢ — 493,43: 1,65(
Federal Home Loan Bank of New York stc 14,51¢ — — 14,51¢
Loans receivable and mortgage loans -for-sale 1,542,24! — — 1,561,20:
Financial Liabilities:
Deposits other than time depos 1,528,82! — 1,528,82! —
Time deposit: 217,94 — 220,40¢ —
Securities sold under agreements to repurchaseretdii
customers 68,30 68,30 — —
Federal Home Loan Bank advances and other borre 202,50( — 201,39¢ —
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Fair Value Measurements at Reporting

Date Using:
Book Level 1 Level 2 Level 3
Value Inputs Inputs Inputs
December 31, 201
Financial Assets
Cash and due from ban $ 62,54« $62,54¢ $ — $ —
Federal Home Loan Bank of New York stc 17,06: — — 17,06:
Loans receivable and mortgage loans -for-sale 1,529,941 — — 1,572,29.
Financial Liabilities:
Deposits other than time depos 1,493,45. — 1,493,45 —
Time deposit: 226,21¢ — 231,44! —
Securities sold under agreements to repurchaserethi
customers 60,79: 60,79: — —
Federal Home Loan Bank advances and other borreu 252,50( — 258,57" —
Limitations

Fair value estimates are made at a specific painime, based on relevant market information aridrination about the financial instrument. Tt
estimates do not reflect any premium or discouat ttould result from offering for sale at one titme Companys entire holdings of a particu
financial instrument. Because a limited market tsxier a significant portion of the Compansyfinancial instruments, fair value estimates asel o
judgments regarding future expected loss experienggent economic conditions, risk characteristiésvarious financial instruments, and ol
significant unobservable inputs. These estimatessabjective in nature and involve uncertaintied aratters of significant judgment and, therel
cannot be determined with precision. Changes inmaptions could significantly affect the estimates.

Fair value estimates are based on existing balsineet financial instruments without attempting $tireate the value of anticipated future businesi
the value of assets and liabilities that are noistered financial instruments. Significant asseid liabilities that are not considered financisdets ¢
liabilities include deferred tax assets, and presisnd equipment. In addition, the tax ramificatioglated to the realization of the unrealized gain(
losses can have a significant effect on fair vasiimates and have not been considered in theatsSm

(17) Parent-Only Financial Information

The following condensed statements of financialdition at December 31, 2013 and 2012 and condests¢einents of operations and cash flows fc
years ended December 31, 2013, 2012 and 2011 fear®drst Financial Corp. (parent company only)ef the Company’s investment in its wholly-
owned subsidiary, the Bank, using the equity metbfaatcounting.
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CONDENSED STATEMENTS OF FINANCIAL CONDITION
(in thousands)

Assets

Cash and due from ban
Advances to subsidiary Bai
Investment securitie

ESOP loan receivab
Investment in subsidiary Bar
Other asset

Total asset

Liabilities and Stockholde’ Equity
Borrowings

Other liabilities

Stockholder equity

Total liabilities and stockholde’ equity

CONDENSED STATEMENTS OF OPERATIONS
(in thousands)

Dividend income- subsidiary Banl
Dividend income- investment securitie

Net gain on sales of and ot-thar-temporary impairment loss on investment securdieslabl¢«-for-sale.

Interest incom« advances to subsidiary Ba
Interest incom« ESOP loan receivab

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

Income before income taxes and undistributed egsniri subsidiary Ban

Benefit for income taxe

Income before undistributed earnings of subsidizagk
Undistributed earnings of subsidiary Be

Net Income

December 31

2013 2012
$ 7 0 $ 7
16,75: 20,01
8,547 5,29:
3,897 4,07¢€
212,95  218,14¢
56€ —
$242,72¢  $247,54.
$ 27,500 $ 27,50
87¢ 24¢
214,35( 219,79
$242,72¢  $247,54:

Year Ended December 31

2013 2012 2011
$16,000  $20,50C  $13,80(
287 227 23
46 22€ (14€)
40 39 50
33€ 34¢ 364
16,70¢ 21,341 14,08¢
76€ 81e 75C
1,35¢ 1,32¢ 1,35¢
14,58t 19,20 11,98¢
567 511 63t
15,15: 19,711 12,62:
1,17¢ 30¢ 8,12(
$16,33(  $20,02(  $20,74
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CONDENSED STATEMENTS OF CASH FLOWS
(in thousands)

Cash flows from operating activitie
Net income
Decrease (increase) in advances to subsidiary
Undistributed earnings of subsidiary Be

Net (gain) on sales of and other than temporanaimpent loss on investment securities availal

for sale
Change in other assets and other liabili
Net cash provided by operating activit
Cash flows from investing activitie
Proceeds from sale of investment securities ava-for-sale
Purchase of investment securit
Repayments on ESOP loan receive
Net cash used in investing activiti
Cash flows from financing activitie
Dividends paic- common stocl
Purchase of treasury sto
Exercise of stock optior
Net cash used in financing activiti
Net increase in cash and due from bg
Cash and due from banks at beginning of !
Cash and due from banks at end of y
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Year Ended December 31

2013 2012
$ 16,33( $ 20,02
3,26¢ (1,921)
(1,17§) (309)
(46) (226)
(547) 2,79¢
17,82: 20,36:
1,24¢ 1,221
(2,964) (1,694)
17¢ 167
(1,547) (30€)
(8,239 (8,579)
(8,10¢) (11,897
65 41¢
(16,287 (20,05
7 7
$ 7 $ 7

2011

$ 20,74
2,78¢
(8,120)

14¢
(74E)
14,80"

(4,072)
157
(3,915

(8,789)
(2,147)
44

(10,899
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SELECTED CONSOLIDATED QUARTERLY FINANCIAL DATA
(dollars in thousands, except per share data)

(Unaudited)
Quarter ended

Dec. 31 Sept. 30 June 30 March 31
2013
Interest incom $19,96( $19,98¢ $20,16: $20,05:
Interest expens 1,70¢ 2,44( 2,617 2,862
Net interest incom 18,25: 17,54« 17,54+« 17,19(
Provision for loan losse 20C 70C 80C 1,10(
Net interest income after provision for loan los 18,05: 16,84« 16,74+« 16,09(
Other income 4,28: 4,56¢€ 4,741 3,40¢
Operating expense¢ 19,61 13,78¢ 13,72¢ 12,66¢
Income before provision for income tay 2,72: 7,62¢ 7,761 6,83:
Provision for income taxe 784 2,65¢ 2,77¢ 2,397
Net income $ 1,93¢ $ 4,96¢ $ 4,987 $ 4,43¢
Basic earnings per she $ 0.17 $ 0.2¢ $ 0.2¢ $ 0.2¢
Diluted earnings per sha $ 0.11 $ 0.2¢ $ 0.2¢ $ 0.2€
2012
Interest incom $21,18¢ $21,51¢ $22,04¢ $22,86:
Interest expens 3,172 3,51« 3,65¢ 3,75¢
Net interest incom 18,015 18,00( 18,39( 19,10¢
Provision for loan losse 3,10( 1,40( 1,70( 1,70(
Net interest income after provision for loan los 14,917 16,60( 16,69( 17,40¢
Other income 4,49; 4,87¢ 4 54t 4,311
Operating expense 13,24« 13,83¢ 12,86 12,94
Income before provision for income tay 6,16¢ 7,63¢ 8,36¢ 8,77
Provision for income taxe 2,12¢ 2,68( 2,99t 3,12¢
Net income $ 4,041 $ 4,95¢ $ 5,37¢ $ 5,647
Basic earnings per she $ 0.2¢ $ 0.2¢ $ 0.3C $ 0.32
Diluted earnings per sha $ 0.2% $ 0.2¢ $ 0.3C $ 0.31
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 Procedi

The Company’s management, including the Compapyincipal executive officer and principal finaalcofficer, have evaluated the effectiveness o
Company’s “disclosure controls and procedures”umh $erm is defined in Rule 13a-15(e) and 15de) promulgated under the Securities Exchang
of 1934, as amended, (the “Exchange AdB3ased upon their evaluation, the principal exeeutfficer and principal financial officer concludétht, a
of the end of the period covered by this repoe, @ompany’s disclosure controls and

104



Table of Contents

procedures were effective. Disclosure controls pratedures are the controls and other proceduegsatie designed to ensure that the inform;
required to be disclosed in the reports that then@amy files or submits under the Exchange Act wlin Securities and Exchange Commission |
recorded, processed, summarized and reported wfibitime periods specified in the SECules and forms, and (2) is accumulated and canoatec
to the Companyg management, including its principal executive anidcipal financial officers, as appropriate tdowal timely decisions regardii
required disclosure.

There were no changes in the Comparigternal control over financial reporting for thear ended December 31, 2013 that have matestiigted, o
are reasonably likely to materially affect, the Gxamy’s internal control over financial reporting.

(b) Management Report on Internal Control Over FindriRéporting

Management of OceanFirst Financial Corp. and sidryids responsible for establishing and maintaineffective internal control over financ
reporting, as such term is defined in Rule 13a)l&i(fthe Exchange Act. The Compasyhternal control over financial reporting wasidesd to provid
reasonable assurance regarding the preparatiofasmiesentation of published financial statemeBtscause of its inherent limitations, internal trol
over financial reporting may not prevent or detaitstatements. Also, projections of any evaluatbeffectiveness to future periods are subjechs
risk that controls may become inadequate becausghariges in conditions, or that the degree of c@mpé with the policies or procedures 1
deteriorate.

Management assessed the Compsumternal control over financial reporting as afdd@mber 31, 2013. This assessment was based enaceistablishe
in Internal Controlntegrated Framework (1992) issued by the Committe€ponsoring Organizations of the Treadway Comiois Based on tr
assessment, management believes that, as of Dec8inh2013, the Company maintained effective iraeontrol over financial reporting based
those criteria.

The Company’s independent registered public acéogifirm has issued an audit report on the efferstass of the Compargyinternal control ow
financial reporting. This report appears on page 61

Item 9B. Other Information
None

PART Il

Item 10. Directors, Executive Officers and Corporate Governace

The information relating to directors, executivdiagrs and corporate governance and the Registraotmpliance with Section 16(a) of the Exche
Act required by Part Ill is incorporated hereintdaference from the RegistrastProxy Statement for the Annual Meeting of Stod#tars to be held ¢
May 8, 2014 under the captions “Corporate GoveraaAntProposal 1. Election of Directors” andéction 16(a) Beneficial Ownership Repor
Compliance.”

Item 11. Executive Compensatior

The information relating to executive compensatiequired by Part Ill is incorporated herein by refece from the RegistrastProxy Statement for t
Annual Meeting of Stockholders to be held on May@814 under the captions “Compensation DiscussiwhAnalysis”, “Executive Compensatign”
“Director Compensation”, “Human Resources/CompdasaCommittee Report”, andHuman Resources/Compensation Committee Interlockl
Insider Participation”.
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Item 12. Security Ownership of Certain Beneficial Owners andlanagement and Related Stockholder Matter:

The information relating to security ownership @frtain beneficial owners and management and relstigckholder matters required by Part Il
incorporated herein by reference from the RegistsaRroxy Statement for the Annual Meeting of Stodtters to be held on May 8, 2014 under
caption “Stock Ownership.”

Information regarding the Company’s equity compénsaplans existing as of December 31, 2013 iHs\i's:

Number of securities
remaining available for
Number of securities

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

Equity compensation plan:

approved by security

holders 1,740,58! $ 16.47 1,877,76.
Equity compensation plans

not approved by security

holders — — —
Total 1,740,58! $ 16.4i 1,877,76.
Item 13. Certain Relationships and Related Transactions an®irector Independence

The information relating to certain relationshipglaelated transactions and director independezmpagined by Part Il is incorporated herein by refem
from the Registrant’'s Proxy Statement for the AnnMaeting of Stockholders to be held on May 8, 2QirHer the caption Transactions wit
Management.”

Item 14. Principal Accountant Fees and Service

The information relating to the principal accougtifees and services is incorporated by referendbadregistrant Proxy Statement for the Ann
Meeting to be held on May 8, 2014 under the captRmoposal 3. Ratification of Appointment of thedbpendent 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 Accounfimg 60
Consolidated Statements of Financial Condition at
December 31, 2013 and 20 62
Consolidated Statements of Income for the Yearsfnd
December 31, 2013, 2012 and 2( 63
Consolidated Statements of Comprehensive IncoméhéYears Ended
December 31, 2013, 2012 and 2( 64
Consolidated Statements of Changes in Stockhol@&eysity for the Years Ended
December 31, 2013, 2012 and 2( 65
Consolidated Statements of Cash Flows for the YEnded
December 31, 2013, 2012 and 2( 66
Notes to Consolidated Financial Statements folytsars Ende
December 31, 2013, 2012 and 2( 67
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(a) (2) Einancial Statement Schedu

All schedules are omitted because they are notinextjor applicable, or the required informatiorsi®wn in the consolidated financial
statements or the notes thereto.

(@ (3) Exhibits

2.1

3.1
3.1(a)
3.2
3.2(a)
3.3
4.0
10.1
10.1(a)
10.1(b)
10.1(c)
10.1(d)

10.2
10.2(a)

10.3
10.3(a)
10.3(b)

10.3(c)
10.4
10.4(a)
10.5
10.5(a)
10.8
10.9
10.10
10.13
10.14
10.15
10.16
10.17
10.18
10.19
10.20
10.21

10.21(a

Stock Purchase Agreement by and among Richardr8e®é&he sole stockholder of Columbia Home Lo&h€§;) and Columbia
Home Loans, LLC and OceanFirst Bank as buyer, daied 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,.Imto OceanFirst Financial Corp. (

Stock Certificate of OceanFirst Financial Corp.

Form of OceanFirst Bank Employee Stock Ownersham P1)

Amendment to OceanFirst Bank Employee Stock OwigiRlan (3)

Amended Employee Stock Ownership Plan |

Form of Matching Contribution Employee Stock OwrégpsPlan (13!

Letter Agreement dated January 16, 2009, inclu@egurities Purchase Agreement — Standard Termgpioaied by reference
therein, between Company and the United Statesriepat of the Treasury (1!

OceanFirst Bank Employe’ Savings and Profit Sharing Plan

Form of Waiver executed by each of Messrs. Joh@abarino, Vito R. Nardelli, Michael J. Fitzpatricdoseph R. lantosca and
Joseph J. Lebel, 11l (1¢

OceanFirst Bank 1995 Supplemental Executive RegrdgrRlan (1

OceanFirst Bank Executive Supplemental Retiremasdrhe Agreement (1«

Form of Senior Executive Officer Agreement execuigaach of Messrs. John R. Garbarino, Vito R. BiirdMichael J. Fitzpatrick,
Joseph R. lantosca and Joseph J. Lebel, 111

Amendment to the Executive Supplemental Retirertraadme Agreement between OceanFirst Bank and Jol@abarino (16
OceanFirst Bank Deferred Compensation Plan fordbirs (1)

OceanFirst Bank New Executive Deferred Compensdfiaster Agreement (1«

OceanFirst Bank Deferred Compensation Plan forc@r (1)

OceanFirst Bank New Director Deferred Compensaiaster Agreement (1<

Amended and Restated OceanFirst Financial Corpl Ir8®ntive Plan (4

Form of Employment Agreement between OceanFirskBauu certain executive officers (

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

2000 Stock Option Plan (!

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

Amendment of the OceanFirst Financial Corp. 20@2ISOption Plan (7

Form of OceanFirst Financial Corp. 2000 Stock Qpfdan Nok-Statutory Option Award Agreement (

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

Amendment and form of OceanFirst Bank Employee ez Compensation Plan (1

Form of OceanFirst Financial Corp. Deferred InoentCompensation Award Program (:

2006 Stock Incentive Plan (1

Form of Employment Agreement between OceanFirsarkiial Corp. and certain executive officers, inalgdMichael J. Fitzpatrick
and John R. Garbarino. (1

Amendment to form of Employment Agreement betweerddFirst Financial Corp and certain executivecefff, including Michael
J. Fitzpatrick and John R. Garbarino (.
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10.22
10.23
10.23(a
10.24

10.25
10.26
10.27
10.28
10.29
10.30
10.31
10.32
10.33
10.34
14.0
21.0
23.0
31.1
31.2
32.1
101.0

101.INS

101.SCH
101.CAL
101.LAB
101.PRE
101.DEF

Form of Employment Agreement between OceanFirskBaml certain executive officers, including MichdeFitzpatrick and John R.
Garbarino (13

Form of Change in Control Agreement between OceantFinancial Corp. and certain executive officérsluding Joseph J. Lebel, 11l
and Joseph R. lantosca (;

Amendment to form of Change in Control Agreemeritiveen OceanFirst Financial Corp. and certain exeeuifficers, including
Joseph J. Lebel, 1l and Joseph R. lantosca

Form of Change in Control Agreement between OceanhBank and certain executive officers, includiingeph J. Lebel, 11l and Jost
R. lantosca (13

Form of OceanFirst Financial Corp. 2011 Stock ItieenPlan Award Agreement for Stock Options (

Form of OceanFirst Financial Corp. 2011 Stock ItieenPlan Award Agreement for Stock Awards (.

Form of OceanFirst Financial Corp. 2011 Cash Irneer@ompensation Plan Award Agreement (

2011 Stock Incentive Plan (1

2011 Cash Incentive Compensation Plan

Employment Agreement between Christopher D. Mahdr@ceanFirst Financial Corp. dated February 223200)

Employment Agreement between Christopher D. Mahdr@ceanFirst Bank dated February 22, 2013

Supplemental Executive Retirement Account Agreerbetween Christopher D. Maher and OceanFirst BanéddJune 18, 2013 (2
Letter Agreement between Craig C. Spengemen andr®arst Bank (22

Form of OceanFirst Financial Corp 2011 Stock InieenPlan Award Agreement for Stock Awards (.

OceankFirst Financial Corp. Code of Ethics and Stedslof Personal Conduct (

Subsidiary information is incorporated herein bigrence tc“ Part 1- Subsidiary Activitie”

Consent of KPMG LLP (filed herewitt

Certification of Chief Executive Officer pursuant$ection 302 of the Sarba-Oxley Act of 2002 (filed herewitt

Certification of Chief Financial Officer pursuawt $ection 302 of the Sarba-Oxley Act of 2002 (filed herewitr

Certifications pursuant to 18 U.S.C. Section 135@@dded by Section 906 of the Sarbanes Oxley A2002 (filed herewith

The following materials from the Company’s Annua®rt on Form 10-K for the year ended DecembefB313, formatted in XBRL
(Extensible Business Reporting Language): (i) tbesblidated Statements of Financial Condition,t(i§ Consolidated Statements of
Income, (iii) the Consolidated Statements of Corhprsive Income, (iv) the Consolidated Statemen@hainges in Stockholders’
Equity, (v) the Consolidated Statements of CaskwEland (vi) the Notes to Consolidated Financiateteents

XBRL Instance Documer

XBRL Taxonomy Extension Schema Docum

XBRL Taxonomy Extension Calculation Linkbase Docuntr

XBRL Taxonomy Extension Label Linkbase Docum

XBRL Taxonomy Extension Presentation Linkbase Doent

XBRL Taxonomy Extension Definitions Linkbase Docurh

(1) Incorporated herein by reference from the Eithito Form S-1, Registration Statement, effecegy 13, 1996 as amended, Registration No. 33

80123.

(2) Incorporated herein by reference from the Exhitatsorm &K filed on June 28, 200t
(3) Incorporated herein by reference from the Exhitatsorm 1K filed on March 25, 1997
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4

(5)

(6)

(7

(8)

(9)

(10)
(11)
(12)
(13)
(14)
(15)
(16)
(17)
(18)
(19)
(20)
(21)
(22)
(23)

Incorporated herein by reference from Schedu-A Definitive Proxy Statement filed on March 19, 8
Incorporated herein by reference from Schedu-A Definitive Proxy Statement filed on March 17, 20
Incorporated herein by reference from the Exhituitsorm 1(-K filed on March 23, 2002

Incorporated herein by reference from the Schetid-A Definitive Proxy Statement filed on March 21, 20
Incorporated herein by reference from the Exhituitsorm 1(-K filed on March 15, 2004

Incorporated herein by reference from Exhibits dorf 1(-K filed on March 15, 200t

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

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

Incorporated herein by reference from Schedu-A Definitive Proxy Statement filed on March 14, B0
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, 20C

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 Mah, 2011
Incorporated herein by reference from Exhibit torf@-K filed on July 21, 2011

Incorporated herein by reference from Exhibit torf@-K filed February 28, 201

Incorporated herein by reference from Exhibit torf@&-K filed June 20, 201

Incorporated herein by reference from Exhibit torf@-K filed December 5, 201

Incorporated herein by reference from Exhibit torR@&-K filed on January 17, 201
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CONFORMED

SIGNATURES

Pursuant to the requirements of Section 13 or 1&8f(dhe Securities Exchange Act of 1934, the Resyigthas duly caused this report to be sif

on its behalf by the undersigned, thereunto duthenized.

O ceaNF IRSTF INANCIAL C ORP.

By:

Date:

/s/ John R. Garbarino
John R. Garbarin
Chairman of the Board and
Chief Executive Office

March 10, 201«

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed byfdhowing persons in the capacities ant

the dates indicated.

Name

/s/ John R. Garbarin

John R. Garbarin

Chairman of the Board and Chief Executive Officgrir(cipa
executive officer

/s/ Michael J. Fitzpatric

Michael J. Fitzpatricl

Executive Vice President and Chief Financial Offiggrincipa
accounting and financial office

/sl Joseph J. Burk
Joseph J. Burk
Director

/s/ Angelo Catani
Angelo Catani:
Director

/s/ John W. Chadwic
John W. Chadwicl
Director

/s/ Donald E. McLaughlii
Donald E. McLaughlir
Director

/s/ Diane F. Rhin
Diane F. Rhine
Director
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March 10, 2014

March 10, 2014

March 10, 2014

March 10, 2014

March 10, 2014

March 10, 2014

March 10, 2014
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Name

/s/ Mark G. Solow

Mark G. Solow
Director

/s/ John E. Wals

John E. Walsl
Director

111

Date

March 10, 2014

March 10, 2014



Exhibit 23
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors
OceanFirst Financial Corp.:

We consent to incorporation by reference in théstegtion statement (No. 333-177243) on Forr@, $ertaining to the OceanFirst Financial Corp.1
Stock Incentive Plan, in the registration statenfBiot 333-141746) on Form &-pertaining to the OceanFirst Financial Corp.@8@ck Incentive Pla
and in the registration statement (No. 333-42088Form S8, pertaining to the OceanFirst Financial Corp.®8fock Option Plan, of our reports de
March 14, 2014 with respect to the consolidatetestants of financial condition of OceanFirst Finah€orp. and subsidiary as of December 31, :
and 2012 and the related consolidated statemermsaie, comprehensive income, changes in stockhslldquity, and cash flows for each of the y:
in the threeyear period ended December 31, 2013, and the pieess of internal control over financial repogtias of December 31, 2013, wr
reports are incorporated by reference in the Deeer®@b, 2013 Annual Report on Form 10-K of OcearnfFisancial Corp.

/sl KPMG LLP

Short Hills, New Jersey
March 14, 2014



Exhibit 31.1

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, John R. Garbarino, certify that:

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

2. Based on my knowledge, this report does not corajnuntrue statement of a material fact or omgttde a material fact necessary to n
the statements made, in light of the circumstaniceter which such statements were made, not mislgadith respect to the period cove
by this report

3. Based on my knowledge, the financial statement$atimer financial information included in this repdairly present in all material respe
the financial condition, results of operations aadh flows of the registrant as of, and for, theqgols presented in this repo

4.  The registran$ other certifying officer and | are responsible éstablishing and maintaining disclosure contesid procedures (as defir

in Exchange Act Rules 13a-15(e) and 15d-15(e)),iatednal control over financial reporting (as defil in Exchange Act Rules 13&({f)

and 15+15(f)) for the registrant and hav

a. Designed such disclosure controls and procedureawsed such disclosure controls to be designedrumd supervision, to ensi
that material information relating to the registrancluding its consolidated subsidiaries, is mikdewn to us by others within thc
entities, particularly during the period in whidtig report is being prepared; a

b. Designed such internal control over financial réipgror caused such internal control over finanoggdorting to be designed un
our supervision, to provide reasonable assurangardeg the reliability of financial reporting arttle preparation of financ
statements for external purposes in accordancegeitierally accepted accounting principles;

C. Evaluated the effectiveness of the registeadisclosure controls and procedures and presémténils report our conclusions ab
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyé¢port based on such evaluat
and

d. Disclosed in this report any change in the tegig's internal control over financial reportinigat occurred during the registramt’
most recent fiscal quarter (the registranfourth fiscal quarter in the case of an annupbr® that has materially affected, o
reasonably likely to materially affect, the regist’ s internal control over financial reportir

5.  The registrans other certifying officer and | have disclosedsdxhon our most recent evaluation of internal abmver financial reportini
to the registrar s auditors and the audit committee of regis’s board of directors (or persons performing thewedent functions)

a. All significant deficiencies and material weaknesgethe design or operation of internal controtiofinancial reporting which a
reasonably likely to adversely affect the regis’'s ability to record, process, summarize and refpmahcial information; an

b. Any fraud, whether or not material, that invaveanagement or other employees who have a signifiole in the registrarst’
internal control over financial reportin

Date: March 14, 2014 /s/ John R. Garbarin

John R. Garbarin
Chief Executive Office
(principal executive officer



Exhibit 31.2

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Michael J. Fitzpatrick certify that:

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

2. Based on my knowledge, this report does not corajnuntrue statement of a material fact or omgttde a material fact necessary to n
the statements made, in light of the circumstaniceter which such statements were made, not mislgadith respect to the period cove
by this report

3. Based on my knowledge, the financial statement$atimer financial information included in this repdairly present in all material respe
the financial condition, results of operations aadh flows of the registrant as of, and for, theqgols presented in this repo

4.  The registran$ other certifying officer and | are responsible éstablishing and maintaining disclosure contesid procedures (as defir

in Exchange Act Rules 13a-15(e) and 15d-15(e)),iatednal control over financial reporting (as defil in Exchange Act Rules 13&({f)

and 15+15(f)) for the registrant and hav

a. Designed such disclosure controls and procedureawsed such disclosure controls to be designedrumd supervision, to ensi
that material information relating to the registrancluding its consolidated subsidiaries, is mikdewn to us by others within thc
entities, particularly during the period in whidtig report is being prepared; a

b. Designed such internal control over financial réipgror caused such internal control over finanoggdorting to be designed un
our supervision, to provide reasonable assurangardeg the reliability of financial reporting arttle preparation of financ
statements for external purposes in accordancegeitierally accepted accounting principles;

C. Evaluated the effectiveness of the registeadisclosure controls and procedures and presémténils report our conclusions ab
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyé¢port based on such evaluat
and

d. Disclosed in this report any change in the tegig's internal control over financial reportinigat occurred during the registramt’
most recent fiscal quarter (the registranfourth fiscal quarter in the case of an annupbr® that has materially affected, o
reasonably likely to materially affect, the regist’ s internal control over financial reportir

5.  The registrans other certifying officer and | have disclosedsdxhon our most recent evaluation of internal abmver financial reportini
to the registrar s auditors and the audit committee of regis’s board of directors (or persons performing thewedent functions)

a. All significant deficiencies and material weaknesgethe design or operation of internal controtiofinancial reporting which a
reasonably likely to adversely affect the regis’'s ability to record, process, summarize and refpmahcial information; an

b. Any fraud, whether or not material, that invaveanagement or other employees who have a signifiole in the registrarst’
internal control over financial reportin

Date: March 14, 2014 /sl Michael J. Fitzpatric

Michael J. Fitzpatricl
Chief Financial Office
(principal financial officer,



Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350 AS ADDED BY
SECTION 906 OF THE
SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of OceanHistancial Corp. and subsidiary (the “Company”) anrf 10K for the period ending December
2013 as filed with the Securities and Exchange C@sion on the date hereof (the “Reporthe undersigned certify, pursuant to 18 U.S.C. §13&
added by 8906 of the Sarbanes-Oxley Act of 2004; th

1. The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeof1934; anc

2. The information contained in the Report fairly mets, in all material respects, the financial ctiadiand results of operations of
Company as of and for the period covered by theoRe

/s/ John R. Garbarin
John R. Garbarin
Chief Executive Office
March 14, 201«

/sl Michael J. Fitzpatric
Michael J. Fitzpatricl
Chief Financial Office
March 14, 201«




