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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders of
ConnectOne Bancorp, Inc.
Englewood Cliffs, New Jersey

We have audited the accompanying consolidated balsimeets of ConnectOne Bancorp, Inc. (“the Conipasyof December 31,
2013 and 2012, and the related consolidated statsro€income, comprehensive income, changes akistdders’ equity and cash
flows for each of the years in the three year pkeinded December 31, 2013. These financial statsraesmthe responsibility of the
Company’s management. Our responsibility is to exp&an opinion on these financial statements basedr audits.

We conducted our audits in accordance with thedsials of the Public Company Accounting OversighaflqUnited States).
Those standards require that we plan and perfoenadklit to obtain reasonable assurance about whethénancial statements are
free of material misstatement. The Company is egtiired to have, nor were we engaged to perforraudit of its internal control
over financial reporting. Our audit included corsation of internal control over financial repodias a basis for designing audit
procedures that are appropriate in the circumstareg not for the purpose of expressing an opiniothe effectiveness of the
Company'’s internal control over financial reportidgcordingly, we express no such opinion. An aumitudes examining, on a
test basis, evidence supporting the amounts actbdiges in the financial statements. An audit aistudes assessing the
accounting principles used and significant estimatade by management, as well as evaluating thralbfieancial statement
presentation. We believe that our audits provideagonable basis for our opinion.

In our opinion, the financial statements referr@dlbove present fairly, in all material respedts,ftnancial position of ConnectOne
Bancorp, Inc. as of December 31, 2013 and 2012ttencesults of its operations and its cash flaavehch of the years in the three
year period ended December 31, 2013, in conformiity U.S. generally accepted accounting principles.

/s/ Crowe Horwath LLP

Livingston, New Jersey
March 3, 2014
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ConnectOne Bancorp, Inc.
CONSOLIDATED BALANCE SHEETS
December 31, 2013 and 2012

ASSETS
Cash and due from banks
Interest-bearing deposits with banks

Cash and cash equivalents
Securities available for sale
Securities held to maturity, fair value of $1,072@13 and $2,084 at 2012
Loans held for sale
Loans receivable
Less: Allowance for loan losses

Net loans receivable
Investment in restricted stock, at cost
Bank premises and equipment, net
Accrued interest receivable
Other real estate owned
Goodwill
Bank owned life insurance
Deferred taxes
Other assets

Total assets

(Continued)

See accompanying notes to consolidated financissients.
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2013

2012

(dollars in thousands)

$ 2907 $ 3,247
31,45¢ 47,387
34,366  50,62¢
27,58¢  19,25:

1,027 1,98¢
575 405
1,151,90:  848,84:
(15,97¢)  (13,246)
1,135,92'  835,59¢
7,62z 4,744
7,52€ 7,904
4,10z 3,361
1,30z 433
260 260
15,191 —
7,614 4,314
128 1,04
$1,243,22¢  $929,92¢




ConnectOne Bancorp, Inc.
CONSOLIDATED BALANCE SHEETS
December 31, 2013 and 2012

LIABILITIES AND STOCKHOLDERS' EQUITY
Liabilities
Deposits
Noninterest-bearing
Interest-bearing

Total deposits

FHLB borrowings
Accrued interest payable
Capital lease obligation
Other liabilities

Total liabilities

Commitments and Contingencies
Stockholders’ Equity
Preferred stock (Series A), no par value; $20 tlgtion value; authorized 125,000 shares; no
shares issued and outstanding at December 31,£2@13012

Preferred stock (Series B), no par value; $20 digtion value; authorized no shares issued an
outstanding at December 31, 2013 and 2012

Preferred stock (Series C), no par value; $1,apddation value; authorized 7,500 shares; no
shares issued and outstanding at December 31,£2@13012

Common stock and Surplus, no par value; authorl£e@00,000 shares at December 31, 201:
December 31, 2012; issued and outstanding 5,10&u¥b&cember 31, 2013 and 3,166,217
December 31, 2012

Retained earnings
Accumulated other comprehensive income (loss)

Total stockholders’ equity
Total liabilities and stockholders’ equity

See accompanying notes to consolidated financtsents.
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2013

2012

(dollars in thousands
except per share data)

$ 216,80+ $170,35
749,00 598,96
965,80;  769,31¢
137,55¢ 79,56¢
2,762 2,807
3,107 3,18t
3,86€ 2,69C
1,113,100 857,56
99,31t 51,20¢
30,931 20,661
(118) 496
130,12¢ 72,36-
$1,243,22(  $929,92¢




ConnectOne Bancorp, Inc.
CONSOLIDATED STATEMENTS OF INCOME
Years ended December 31, 2013, 2012 and 2011

Interest income

Loans receivable, including fees

Securities

Other interest income

Total interest income

Interest expense

Deposits

Borrowings

Capital lease

Total interest expense

Net interest income
Provision for loan losses

Net interest income after provision for loan losses
Non-interest income

Service fees

Gains on sales of loans

Gains on sales of securities

Income on bank owned life insurance

Other income

Total non-interest income

Non-interest expenses

Salaries and employee benefits

Occupancy and equipment

Professional fees

Advertising and promotion

Data processing

Other expenses

Total non-interest expenses

Income before income tax expense
Income tax expense

Net income
Dividends on preferred shares

Net income available to common stockholders

Earnings per common share:
Basic
Diluted
Weighted average common shares outsanding:
Basic
Diluted

2013 2012 2011
(dollars in thousands,
except per share data)

$ 46,408 $ 39,62F $ 32,11¢
795 1,07¢ 1,50¢
103 83 58
47,30: 40,787 33,67¢
4,79¢ 4,777 4,88¢
1,48¢ 1,34¢ 1,121
189S 193 198
6,47¢€ 6,31¢ 6,207
40,827 34,46¢ 27,46¢
457¢ 3,99( 2,35t
36,252 30,47¢ 25,11«
436 393 396
239 470 458

— — 96
191 — —
336 279 163
1,20z 1,142 1,115
10,321 8,352 6,911
3,101 2,847 2,79¢
1,463 1,142 1,171
477 489 356
2,05¢ 1,697 1,437
3,23C 2,96( 2,38¢
20,651 17,48¢ 15,057
16,80¢ 14,13: 11,17¢
6,53¢ 5,711 4,504
10,27( 8,421 6,66¢
— 354 600

$ 10,27C $ 8,067 $ 6,06€
$ 215 $ 299 $ 2.71
2.08 2.63 2.18
4,773,95: 2,700,77. 2,242,08!
4,919,38- 3,196,55: 3,063,071

See accompanying notes to consolidated financissients.
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ConnectOne Bancorp, Inc.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Net income

Years ended December 31, 2013, 2012 and 2011

Unrealized losses on securities available for saterrities arising during the period
Reclassification adjustment for gains realizechtome

Net unrealized gains/(losses)
Tax effect

Other comprehensive loss
Comprehensive income

See accompanying notes to consolidated financisgsients.
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2013 2012 2011

(dollars in thousands)

$10,27C $8,421 $6,66¢€

(1,026)  (190) 413
— — (96)

(1,026)  (190) 317
(412) (76) 126

(614)  (114) 191

$ 9,65¢ $8,307 $6,857




ConnectOne Bancorp, Inc.
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
Years ended December 31, 2013, 2012 and 2011

Common Preferred Preferred Preferred

Stock Stock, Stock, Stock, Retained  Accumulated
and Surplus Series A Series B Series C Earnings OCl Total
(dollars in thousands)
Balance at January 1, 2011 $ 27,02¢ $ 250 $1282¢ $ — $ 652 % 419 $ 49,29¢
Net Income — — — — 6,66¢€ — 6,66¢
Other comprehensive loss, net of taxe — — — — — 191 191
Issuance of preferred stock; Series B,

59,025 shares — — 1,18C — — — 1,18C
Cash dividends paid on preferred stoc — — — — (600) — (600)
Equity-based compensation 121 — — — — — 121
Balance at December 31, 2011 $ 27,14¢ $ 250C $ 14000 $ — $12592 $ 610 $ 56,85i
Net Income — — — — 8,421 — 8,421
Other comprehensive loss, net of taxe — — — — — (114) (114)
Issuance of convertible preferred stock;

Series C, 7,500 shares — — — 7,50C — — 7,50C
Conversion of convertible preferred

stocks to common stock 24,00¢ (2,500 (14,00¢) (7,500 — — —
Cash dividends paid on preferred stock — — — — (354) — (354)
Equity-based compensation 52 — — — — — 52
Balance at December 31, 2012 51,20¢ — — — 20,661 496 72,362
Net Income — — — — 10,27( — 10,27(
Other comprehensive loss, net of taxes — — — — — (614) (614)
Issuance of 1,840,000 shares, net of

expenses 47,71¢ — — — — — 47,71¢

Grant of 100,238 restricted stock awards
and performance units — — — — — — _

Equity-based compensation 395 — — — — — 395
Balance at December 31, 2013 $ 9931 $ — % — $ — $30937 $ (118) $130,12¢

See accompanying notes to consolidated financisgsients.
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ConnectOne Bancorp, Inc.

CONSOLIDATED STATEMENTS OF CASH FLOWS
Years ended December 31, 2013, 2012 and 2011

Cash flows from operating activities

Net income

Adjustments to reconcile net income to net cashigeal by operating activities:

Provision for loan losses

Depreciation and amortization

Net amortization of securities discounts and prensiu
Amortization of intangible assets

Equity-based compensation

Gain on sales of securities

Proceeds from sale of loans

Originations of loans held for sale

Gain on sales of loans

Increase in bank owned life insurance

(Increase) decrease in provision for deferred iretames

Increase in accrued interest receivable
Increase (decrease) in accrued interest payable
Increase (decrease) in other liabilities
Decrease in other assets

Net cash provided by operating activities

Cash flows from investing activities

Net Increase in loans

Purchases of securities available for sale
Purchases of securities held to maturity
Purchases of bank owned life insurance
Maturities, calls and repayments of securities
Proceeds from sales of securities available far sal
Net increase in investments in restricted stockpat
Purchases of bank premises and equipment

Net cash used in investing activities

Cash Flows From Financing Activities:

Net increase in deposits

Decrease in securities sold under agreements toalegse
Net change in fed funds purchased

Proceeds from FHLB borrowings

Repayment of FHLB borrowings

Net proceeds from initial public offering

Proceeds from sale of preferred stock

Decrease in capital lease obligation

Preferred stock dividends

Net cash provided by financing activities

Net decrease in cash and cash equivalents
Cash and cash equivalents, beginning of year

Cash and cash equivalents, end of year

Supplementary cash flows information:

2013 2012 2011
(dollars in thousands)

$ 1027C $ 8421 $ 6,66€
4,57¢ 3,99( 2,35¢
1,294 1,28¢ 1,21¢
58 66 50

— 14 14

395 52 121
— — (96)
11,25¢ 20,61z 23,92¢
(11,18¢)  (20,407)  (22,87%)
(239) (470) (458)
(191) — —
(2,88¢) (2,070) 312
(741) (614) (148)
(41) 853 731
1,17¢€ (10) 563
915 1,32C (877)
14,652 13,04¢ 11,50z
(305,77¢)  (220,26%) (135,730
(14,890) — (20,982)
- - (2,000)
(15,000) — —
6,427 9,63¢ 31,54z
— — 4,77¢
(2,87¢) (1,36€) (740)
(916) (580) (1,351)
(333,03:)  (212,57%) (124,48
196,48¢ 159,891 126,73¢
— — (17,189
— — (5,000)
86,00( 60,00( 20,00c
(28,010) (35,98¢) (5,96€)
47,71¢ — —
— 7,50(C 1,18C
(78) (72) (67)
- (354) (600)
302,11¢ 190,98t 119,09:
(16,267) (8,547) 6,11C
50,62¢ 59,17¢ 53,06¢
$ 34,366 $ 50,62¢ $ 59,17¢




Interest paid $ 6517 $ 5466 $ 547¢

Income taxes paid $ 8,754 $ 6,70 $ 5102
Supplementary information on noncash investing actities
Loans transferred to other real estate owned $ 870 $ 433 $ —

See accompanying notes to consolidated financtsents.
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ConnectOne Bancorp, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations and Principles of Consolidatibhe consolidated financial statements includer@otOne Bancorp, Inc.
(“The Parent Corporation”) and its wholly owned sidiiary, ConnectOne Bank (“the Bank” and, colleeljvwith the Parent
Corporation and the Parent Corporation’s otherctisabsidiaries, “the CompanyOn October 1, 2013, the Bank formed, throu
capital contribution, a real estate investmentr@snnectOne Preferred Funding Corp. (“FundingpC¥rto own and manage a
portfolio of real estate backed loans. All sigrafit intercompany accounts and transactions haveddgsinated in consolidation.

The Company provides financial services throughbfiisces in Bergen, Hudson, and Monmouth countiesy Jersey. Its
primary deposit products are checking, savings,tamd certificate accounts, and its primary lendingducts are residential
mortgage, commercial, and installment loans. Sualistly all loans are secured by specific itemsalfateral including business
assets, consumer assets, and commercial and reglideal estate. Commercial loans are expectédx teepaid from cash flow from
business operations. There are no significant edratons of loans to any one industry or custorfemvever, the customers’
ability to repay their loans is dependent on thehddows, real estate and general economic comdifiio the area.

Use of EstimatesTo prepare financial statements in conformityhwitS. generally accepted accounting principles,
management makes estimates and assumptions baagdilatle information. These estimates and assangaffect the amounts
reported in the financial statements and the dsscks provided, and actual results could diffee atiowance for loan losses and
fair values of financial instruments are particlylaubject to change.

Cash Flows Cash and cash equivalents include cash, depasiit®ther financial institutions with maturitie$ less than 90
days, and federal funds sold. Net cash flows grerted for customer loan and deposit transactiotes,est bearing deposits in otl
financial institutions, and federal funds purchaaed repurchase agreements.

Securities Debt securities are classified as held to matanitd carried at amortized cost when managemerthbgsositive
intent and ability to hold them to maturity. Debtarities are classified as available for sale whegy might be sold before
maturity. Equity securities with readily determitafair values are classified as available for.s&krurities available for sale are
carried at fair value, with unrealized holding gaand losses reported in other comprehensive incopt®f tax.

Interest income includes amortization of purchasenium or discount. Premiums and discounts on g@&siare amortized on
the level-yield method without anticipating prepagnts, except for mortgage backed securities wheygagments are anticipated.
Gains and losses on sales are recorded on thedadel@and determined using the specific identificamethod.

Management evaluates securities for other-than-aeanp impairment (“OTTI”) on at least a quarterlgdis, and more
frequently when economic or market conditions watrgaich an evaluation. For securities in an urzedlloss position,
management considers the extent and duration afrttealized loss, and the financial condition aedrterm prospect of the issur
Management also assesses whether it intends t@sills more likely than not that it will be reiged to sell, a security in an
unrealized loss position before recovery of its dined cost basis. If either of the criteria regagdntent or requirement to sell is
met, the entire difference between amortized codtfair value is recognized as impairment througimimgs. For debt securities
that do not meet the aforementioned criteria, theunt of impairment is split into two componentda@kws: 1) OTTI related to
credit loss, which must be recognized in the incataéement and 2) OTTI related to other factorschvis recognized in other
comprehensive income. The credit loss is defindti@slifference between the present value of teh Blaws expected to be
collected and the amortized cost basis. For eggityrities, the entire amount of the impairmemne¢@gnized through earnings.
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ConnectOne Bancorp, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

Loans Held for SaleMortgage loans originated and intended for sallaé secondary market are carried at the lower of
aggregate cost or fair value, as determined bytamdghg commitments from investors. Net unrealipsdes, if any, are recorded as
a valuation allowance and charged to earnings. $ @a@ sold servicing released.

Loans: Loans that management has the intent and atulityld for the foreseeable future or until magudt payoff are
reported at the principal balance outstandingphdeferred loan fees and costs, and an allowasrdedn losses. Interest income is
accrued on the unpaid principal balance. Loan gitipn fees, net of certain direct origination spare deferred and recognized in
interest income using the level-yield method withanticipating prepayments.

Interest income on mortgage and commercial loadsntinued at the time the loan is 90 days dekmt unless the loan is
well-secured and in process of collection. Consumeircesttit card loans are typically charged off nordéb@n when the loan is 1:
days past due. Past due status is based on thraataat terms of the loan. In all cases, loangplreed on nonaccrual or chargeff-
at an earlier date if collection of principal otérest is considered doubtful. Nonaccrual loanslaans past due 90 days still on
accrual include both smaller balance homogenearsslthat are collectively evaluated for impairmeemd individually classified
impaired loans. A loan is moved to non-accrualusté accordance with the Company’s policy, tygicafter 90 days of non-
payment.

All interest accrued but not received for loanpthon nonaccrual are reversed against interemti@clnterest received on
such loans is accounted for on the cash-basisstreoovery method, until qualifying for returnaocrual. Loans are returned to
accrual status when all the principal and inteaesbunts contractually due are brought current ahdd payments are reasonably
assured.

Allowance for Loan LossesThe allowance for loan losses is a valuationvedlioce for probable incurred credit losses. Loan
losses are charged against the allowance when maeen believes the uncollectibility of a loan bakais confirmed. Subsequent
recoveries, if any, are credited to the allowafManagement estimates the allowance balance requsiad past loan loss
experience, the nature and volume of the portfaliimrmation about specific borrower situations &astimated collateral values,
economic conditions, and other factors. Allocatiohthe allowance may be made for specific loansthe entire allowance is
available for any loan that, in management’s judgimshould be charged off. The allowance consisspecific and general
components. The specific component relates to ldatsare individually classified as impaired.

A loan is impaired when, based on current infororatind events, it is probable that the Companyheilunable to collect all
amounts due according to the contractual termseofdan agreement. Loans, for which the terms bae& modified, and for which
the borrower is experiencing financial difficultjese considered troubled debt restructurings éagsified as impaired.

Factors considered by management in determiningimment include payment status, collateral valué,tae probability of
collecting scheduled principal and interest paymertien due. Loans that experience insignificantrnt delays and payment
shortfalls generally are not classified as impaifddnagement determines the significance of paymelalys and payment shortf:
on case-by-case basis, taking into consideratiaof #he circumstances surrounding the loan andtreower, including the length
of the delay, the reasons for the delay, the baertsaprior payment record, and the amount of the birt relation to the princip:
and interest owed.

Commercial, commercial construction and commereal estate loans are individually evaluated fggaimment. If a loan is
impaired, a portion of the allowance is allocatedhsat the loan is reported, net, at the presdnevaf estimated future cash flows
using the loan’s existing rate or at the fair vadfieollateral if repayment is expected solely frtra collateral. Large
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ConnectOne Bancorp, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

groups of smaller balance homogeneous loans, sucbrsumer and residential real estate loans Hestbeely evaluated for
impairment, and accordingly, they are not separadeintified for impairment disclosures.

Troubled debt restructurings are separately idedtfior impairment disclosures and are measuréukegbresent value of
estimated future cash flows using the loan’s eiffeatate at inception. If a troubled debt restruaiy is considered to be a collateral
dependent loan, the loan is reported, net, atainevdlue of the collateral. For troubled debt mesturings that subsequently default,
the Company determines the amount of reserve iordance with the accounting policy for the allowaifar loan losses.

The general component covers non-impaired loangsaased on historical loss experience adjusteduioent factors. The
historical loss experience is determined by pddfeégment and is based on the actual loss histggrienced by the Company
over the most recent three years. This actualdrpsrience is supplemented with other economiofadiased on the risks present
for each portfolio segment. These economic fadtaniside consideration of the following: levels ofdetrends in delinquencies and
impaired loans; levels of and trends in charge-aiffifd recoveries; trends in volume and terms ofdpafiects of any changes in risk
selection and underwriting standards; other chaimglesding policies, procedures, and practicepeeence, ability, and depth of
lending management and other relevant staff; natiand local economic trends and conditions; ingusinditions; and effects of
changes in credit concentrations. The followingtfiotio segments have been identified: commerciamercial real estate,
commercial construction, residential real estabendr equity and consumer loans.

Restricted Stock The Bank is a member of the Federal Home LoarkBd&rHLB") of New York. Members are required to
own a certain amount of stock based on the levbbafowings and other factors, and may invest iitawhal amounts. FHLB stock
is carried at cost, classified as a restrictedrigcand periodically evaluated for impairment &a®on ultimate recovery of par
value. Cash dividends on the stock are reportéacasne.

Transfers of Financial Asset3ransfers of financial assets are accounteds@ases, when control over the assets has been
relinquished. Control over transferred assets ésrgl to be surrendered when the assets have lodgrdsfrom the Company, the
transferee obtains the right (free of conditiore ttonstrain it from taking advantage of that rigbtpledge or exchange the
transferred assets, and the Company does not nima@ftactive control over the transferred assetsuph an agreement to
repurchase them before their maturity.

Foreclosed AssetsAssets acquired through deed in lieu or loandiasuire are initially recorded at fair value lessts to sell
when acquired, establishing a new cost basis. Taessts are subsequently accounted for at lonaysbfor fair value less estimai
costs to sell. If fair value declines subsequeribteclosure, a valuation allowance is recordedugh expense. Operating costs ¢
acquisition are expensed.

Premises and EquipmenPremises and equipment are stated at cost leamatated depreciation. Buildings and related
components are depreciated using the straightielhod with useful lives ranging from 4 to 39 yeansrniture, fixtures and
equipment are depreciated using the straight-bneg¢celerated) method with useful lives rangirgrfr3 to 10 years.

Goodwill and Other Intangible Asset&oodwill resulting from business combinationgénerally determined as the excess of
the fair value of the consideration transferredsghe fair value of any noncontrolling interestshie acquiree, over the fair value of
the net assets acquired and liabilities assumedithe acquisition date. Goodwill and intangiblsets acquired in a purchase
business combination and determined to have afimitdeuseful life are not amortized, but testedifapairment at least annually.
The Company has selected December 31 as the dageftom the annual impairment test. Intangibletsswith definite useful live
are amortized over
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ConnectOne Bancorp, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

their estimated useful lives to their estimateddues values. Goodwill is the only intangible asséh an indefinite life on our
balance sheet.

StockBased CompensatiorCompensation cost is recognized for stock optiestricted stock, and performance unit awards
issued to employees, based on the fair value skthevards at the date of grant. A Black-Scholesefrieditilized to estimate the
fair value of stock options, while the fair valutioe Company’s common stock at the award datses! for restricted stock and
performance unit awards. Compensation costs retatpdrformance unit awards are also based uporp&oyrperformance in
relation to pre-established targets. Compensatishis recognized over the required service pegederally defined as the vesting
period.

Income Taxes Income tax expense is the total of the curreat ygcome tax due or refundable and the changefirid tax
assets and liabilities. Deferred tax assets abditias are the expected future tax amounts fertdmporary differences between
carrying amounts and tax bases of assets andtiedilcomputed using enacted tax rates. A valoaltowance, if needed, reduces
deferred tax assets to the amount expected tcelizas.

A tax position is recognized as a benefit only ii“more likely than not” that the tax positiorould be sustained in a tax
examination, with a tax examination being presutoeaccur. The amount recognized is the largest atnmfitax benefit that is
greater than 50% likely of being realized on exation. For tax positions not meeting the “morelijithan not” test, no tax benefit
is recorded. The company recognizes interest apefualties related to income tax matters in otkpepse.

Retirement PlansEmployee 401(k) and profit sharing plan expessté amount of matching contributions.

Earnings Per Common SharBasic earnings per common share is net incomdetivby the weighted average number of
common shares outstanding during the period. Qllernings per common share include the dilutifecebf additional potential
common shares issuable under stock option plansgectible preferred stock, and performance unitrdaa

Comprehensive IncomeComprehensive income consists of net income émer comprehensive income. Other compreher
income includes unrealized gains and losses omnieslavailable for sale which are also recognias@deparate components of
equity.

Loan Commitments and Related Financial InstrumeRisancial instruments include off-balance sheetlit instruments, such
as commitments to make loans and commercial letfersedit, issued to meet customer financing ne€ls face amount for these
items represents the exposure to loss, beforeaensy customer collateral or ability to repay. Btioancial instruments are
recorded when they are funded.

Loss ContingencieslLoss contingencies, including claims and legéibas arising in the ordinary course of business, a
recorded as liabilities when the likelihood of lésprobable and an amount or range of loss cardmonably estimated.
Management does not believe there are any suckemn#ttat will have a material effect on the finahstatements.

Restrictions on CashCash on hand or on deposit with the Federal Red®ank is required to meet regulatory reserve and
clearing requirements.

Dividend Restriction Banking regulations require maintaining certaapital levels and may limit the dividends paid bg t
Bank to the Company or by the Company to stockhslde

Fair Value of Financial Instrument$-air values of financial instruments are estirdatsing relevant market information and
other assumptions, as more fully disclosed in arsgp note. Fair value estimates involve unceftgrgnd matters of significant
judgment regarding interest rat
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credit risk, prepayments, and other factors, egfigén the absence of broad markets for particitéans. Changes in assumption:
in market conditions could significantly affect tbstimates.

Segment ReportingFASB ASC 28,'Segment Reporting,fequires companies to report certain informationualoperating
segments. The Company is managed as one segnoemtnaunity bank. All decisions including but not iied to loan growth,
deposit funding, interest rate risk, credit riskl gmicing are determined after assessing the effethe totality of the organization.
For example, loan growth is dependent on the glafithe organization to fund this growth througpdsits or other borrowings.
a result, the Company is managed as one operagrgent.

Bank Owned Life InsuranceThe Company has purchased life insurance polaiesertain key executives. Bank owned life
insurance is recorded at the amount that can lieedainder the insurance contract at the balaheetslate, which is the cash
surrender value adjusted for other charges or e@tfmaunts due that are probable at settlement.

Reclassifications Some items in the prior year financial stateme&rgee reclassified to conform to the current présstém.
Reclassifications had no effect on prior year nebime or stockholders’ equity.

NOTE 2—SECURITIES

The amortized cost, gross unrealized gains anédomsd fair value of securities available for salBecember 31, 2013 and
2012, are as follows (dollars in thousands):

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
December 31, 2013
Securities available for sale:
U.S. Treasury securities $ 193 $ — $ (132) $ 1,80¢
States and political subdivisions 4,41F — (80) 4,33t
Asset-backed securities:
Residential mortgages 9,452 333 (128) 9,657
Student loans 4 56¢ — (20) 4 54¢
Small business 1,414 — (23) 1,391
Equity securities 6,00C — (145) 5,85k

$ 27,78 $ 333 $ (528) $27,58¢

December 31, 2012
Securities available for sale:

U.S. government sponsored agencies $ 1,00C $ 5 $ — $ 1,00¢

Asset-backed securities:
Residential mortgages 11,421 608 — 12,02¢
Equity securities 6,00C 218 — 6,21¢
$ 18421 $ 831 $ —  $19,25-
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The amortized cost, gross unrecognized gains asg$oand fair value of securities held to matatitipecember 31, 2013 and
2012, are as follows (dollars in thousands):

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value

December 31, 2013
Securities held-to-maturity:
Asset-backed securities—residential mortgages $ 1,027 $ 50 $ —  $1,077
December 31, 2012
Securities held-to-maturity:
Asset-backed securities—residential mortgages $ 198 $ 99 $ — $2,084

The amortized cost and fair value of debt secusritield to maturity and available for sale at Decen®i, 2013, by contractual
maturity, are shown below (dollars in thousandgpdeted maturities may differ from contractual nities because borrowers may
have the right to call or prepay obligations withwithout call or prepayment penalties. Securitiesdue at a single maturity date
are shown separately.

Available for Sale Held to Maturity
Amortized Fair Amortized Fair
Cost Value Cost Value
December 31, 2013
Available-for-Sale
Due in under one year or less $ 100 $ 1,00 $ 1 9 1
Due after one year through five years — — 326 340
Due after five years through ten years 4,422 4,224 188 197
Due after ten years 6,907 6,852 512 539
Asset-backed securities—residential mortgages 9,452 9,65k — —

$ 21,78 $21,73¢ $ 1,027 $1,077
For the years ended December 31, 2013 and 2012, weze no sales of available for sale securikesthe year ended
December 31, 2011, there was one sale of an alafilmbsale security which resulted in a pre-taxgd $96,000.

Securities with a carrying value of $215,000 ang2800 at December 31, 2013 and 2012, respectiwelye pledged to secu
public deposits, securities sold under agreementspurchase and for other purposes as requirpdronitted by law.
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The following table summarizes securities with alized losses at December 31, 2013, aggregatedafpyr security type and
length of time in a continuous unrealized loss fomsi(dollars in thousands):

Less than 12 Months 12 Months or Longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
December 31, 2013
Available for Sale
U.S. Treasury securities $ 180 $ (132) $— $ — $ 180 $ (132
States and political subdivisions 3,41z (80) — — 3,412 (80)
Asset-backed securities—
Residential mortgages 4,284 (128) — — 4,284 (128)
Student loans 4,54¢ (20) — — 4,54¢ (20)
Small business 1,391 (23) — — 1,391 (23)
Equity securities 5,85% (145) — — 5,85k (145)
$21,29: $ (528) $ — $ — $2129: $ (528)

Unrealized losses on available for sale secutitia®& not been recognized into income because toeitses are of high credit
guality, management does not intend to sell argllikely that management will not be required édl the securities prior to their
anticipated recovery, and the decline in fair vafuargely due to changes in interest rates. alvevilue is expected to recover as
the securities approach maturity.

There were no held to maturity securities in arealized loss position at December 31, 2013 and.Zl¥{&re were no securiti
in an unrealized loss position at December 31, 2012
NOTE 3—LOANS RECEIVABLE

The composition of loans receivable (which excludess held for sale) at December 31, 2013 and,26E3 follows (dollars
in thousands):

2013 2012
Commercial $ 203,69( $147,45:
Commercial real estate 769,12: 549,21¢
Commercial construction 59,871 36,87z
Residential real estate 85,56¢ 82,96:
Home equity 32,504 30,961
Consumer 2,34C 1,801
Gross loans 1,153,10( 849,26¢
Unearned net origination fees and costs (1,19¢) (427)
Loans receivable 1,151,90:- 848,84:
Less: Allowance for loan losses (15,979) (13,24¢)
Nets loans receivable $1,135,92! $835,59¢

The portfolio classes in the above table have wnitgk characteristics with respect to credit gyali

» The repayment of commercial loans is generally ddest on the creditworthiness and cash flow ofdwers, and i
applicable, guarantors, which may be negativelyaaotgd by adverse economic conditions. While theoritgjof these loans
are secured, collateral type, marketing, coveragl@ation and monitoring is not as uniform as inestportfolio classes and
recovery from liquidation of such collateral maysudject to greater variabilit

» Payment on commercial mortgages is driven prinbifgat operating results of the managed propertiamderlying business
and secondarily by the sale or refinance of suopgrties
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ConnectOne Bancorp, Inc.

Both primary and secondary sources of repaymedtyalue of the properties in liquidation, may bieeted to a greater
extent by adverse conditions in the real estat&ketar the economy in general.

»  Properties underlying construction, land and laedetbpment loans often do not generate sufficiashdlows to service debt
and thus repayment is subject to ability of thetweer and, if applicable, guarantors, to completeetbpment or construction
of the property and carry the project, often foreexled periods of time. As a result, the perforreasfdhese loans is
contingent upon future events whose probabilitthattime of origination is uncertain.

«  The ability of borrowers to service debt in thedestial, home equity and consumer loan portfokogenerally subject to
personal income which may be impacted by genemi@uic conditions, such as increased unemployneeetd. These loans
are predominately collateralized by first and/arsel liens on single family properties. If a boresweannot maintain the log
the Company’s ability to recover against the ceHaltin sufficient amount and in a timely manneryrba significantly

influenced by market, legal and regulatory condgio

The following table represents the allocation tdfwahnce for loan losses and the related loans &y portfolio segment
disaggregated based on the impairment methodolog@ember 31, 2013 and 2012 (dollars in thousands)

Home
Equity
Commercial Commercial Residential Lines of
Commercial Real Estate Construction Real Estate Credit Consumer  Unallocated Total
December 31, 2013
Allowance for loan losses:
Individually evaluated for
impairment $ 1,44C $ 122 $ — 3 — 8 — 8 —  $ — % 1,562
Collectively evaluated for
impairment 2,99¢ 8,622 639 1,24¢ 698 52 160 14,417
Total $ 443t $ 8744 % 639 $ 124t $ 698 $ 52 $ 160 $ 15,97¢
Gross loans:
Individually evaluated for
impairment $ 581l $ 6,137 $ — $ 302¢ $ 767 % — % — $ 15,74¢
Collectively evaluated for
impairment 197,87 762,98¢ 59,877 82,53¢ 31,737 2,34C — 1,137,35:
Total $ 203,69 $ 769,12 $ 59877 $ 8556¢ $3250¢ $ 234C $ — $1,153,10(
December 31, 2012
Allowance for loan losses:
Individually evaluated for
impairment $ 165 $ 103z % — 3 — 8 — 8 —  $ — $ 1,19¢
Collectively evaluated for
impairment 2,237 6,712 633 1,54z 617 41 266 12,04¢
Total $ 240z $ 7,745 % 633 $ 154z $ 617 $ 41 $ 266 $ 13,24¢
Gross loans:
Individually evaluated for
impairment $ 3124 $ 4697 $ 3905 $ 299t $ 119 $ —  $ — $ 11,33«
Collectively evaluated for
impairment 144,33: 544,521 36,477 79,967 30,84z 1,801 — 837,93¢
Total $ 14745¢ $ 549,21¢ $ 36,87z $ 82,96z $30,961 $ 1,801 $ — $ 849,26¢
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The following table presents information relatednpaired loans by class of loans as of and foydas ended December 31,
2013 and 2012 (dollars in thousands):

Unpaid Allowance for Average Interest Cash Basis
Principal Recorded Loan Losses Recorded Income Interest
Balance Investment Allocated Investment Recognized  Recognized
December 31, 2013
With no related allowance recorded:
Commercial $ 934 $ 808 $ — % 830 $ 15 3 —
Commercial real estate 4,712 4,34¢ — 4,47¢ 63 —
Commercial construction — — — — — —
Residential real estate 3,64: 3,05¢E — 3,51C 36 —
Home equity lines of credit 771 768 — 567 7 —
Consumer — — — — — —
10,06( 8,98( — 9,38¢ 121 —
With an allowance recorded:
Commercial 5,057 5,01€ 1,44C 5,19z 122 60
Commercial real estate 1,95C 1,95¢ 122 2,04z 119 —
Commercial construction — — — — — —
Residential real estate — — — — — —
Home equity lines of credit — — — — — —
Consumer — — — — — —
7,007 6,97¢ 1,562 7,234 241 60
Total $17,067 $ 15958 % 156z $ 16,62( $ 362 % 60
December 31, 2012
With no related allowance recorded:
Commercial $ 273 % 291 $ — 3 285 $ — 3 —
Commercial real estate 1,70k 1,73¢ — 1,354 46 —
Commercial construction — — — — — —
Residential real estate 2,99& 3,19¢ — 3,047 119 —
Home equity lines of credit 119 125 — 121 7 —
Consumer — — — — — —
5,09z 5,35( — 4,807 172 —
With an allowance recorded:
Commercial 2,851 2,984 165 2,89t 135 33
Commercial real estate 3,387 3,631 1,03: 3,614 55 —
Commercial construction — — — — — —
Residential real estate — — — — — —
Home equity lines of credit — — — — — —
Consumer — — — — — —
6,23¢ 6,61¢ 1,19¢ 6,50¢ 19C 33
Total $11,33C $ 11,96f $ 1,19¢ $ 1131¢ % 362 $ 33

The recorded investment in loans includes accruieddst receivable and other capitalized costs asghal estate taxes paid
behalf of the borrower and loan origination feest, n
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The following tables present nonaccrual loans aadd past due over 90 days still on accrual by @étoans (dollars in
thousands):

Loans Past Due
Over 90 Days

Nonaccrual Still Accruing

2013 2012 2013 2012

Commercial $358: $3124 $— $—
Commercial real estate 2,44k 2,44¢ — —
Commercial construction — — — —
Residential real estate 2,381 2,36¢ — —
Home equity lines of credit 767 — — —
Consumer — — — —
Total $9,17t $7,93¢ — $—

The following table presents past due and cur@antd by the loan portfolio class as of Decembe813 and 2012 (dollars in
thousands):

30-59 60-89 90 Days Total
Days Days or Greater Total Gross
Past Due  Past Due Past Due Past Due Current Loans
December 31, 2013
Commercial $ —  $ — 3 634 $ 634 $ 203,05¢ $ 203,69(
Commercial real estate — — 1,394 1,394 767,727 769,12
Commercial construction — — — — 59,871 59,871
Residential real estate — 431 1,765 2,194 83,37¢ 85,56¢
Home equity lines of credit — — 653 653 31,851 32,50¢
Consumer — 19 — 19 2,321 2,34C
Total $ — $450 $ 4444 $ 4,894 $1,148,20t $1,153,10(
December 31, 2012
Commercial $ —  $ — 3 273  $ 273 $ 147,18. $ 147,45t
Commercial real estate — 142 2,44¢ 2,58¢ 546,63( 549,21¢
Commercial construction — — — — 36,872 36,87<
Residential real estate 1,76¢ — 2,36¢ 4,13¢ 78,82¢ 82,96:
Home equity lines of credit 35 — — 35 30,92¢ 30,961
Consumer — — — — 1,801 1,801
Total $ 1804 $ 142 $ 508 $ 7,034 $ 842,23 $ 849,26¢

Troubled Debt Restructurings

During the years ending December 31, 2013 and 28&2erms of certain loans were modified as tredlgebt restructurings.
The modification of the terms of such loans incliidee or a combination of the following: a redusctaf the stated interest rate of
the loan; an extension of the maturity date aatedtrate of interest lower than the current mandtet for new debt with similar ris
or a permanent reduction of the recorded investinethie loan.

The balance of troubled debt restructurings at Bésez 31, 2013, consists of four loans totaling 32,000 that were
performing at such date under their restructuredgeand for which the Bank had no commitment tal ladditional funds and three
credits that were classified as non-accrual. Thanoa of troubled debt restructurings at Decemtef812, consists of five loans
totaling $2,996,000 that were performing at sude dader their restructured terms and for whichBhek has no commitment to
lend additional funds and three credits that wereently classified as non-
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accrual loans. The Company has allocated $43,08fadfific allocations with respect to loans whasmlterms had been modified
in troubled debt restructurings as of Decembe2B13. The Company allocated $211,000 of specifozations with respect to
loans whose terms have been modified in troubléd structurings as of December 31, 2012.

There were no trouble debt restructurings that weduduring the year ended December 31, 2013.

The following table presents loans by class modifis troubled debt restructurings that occurrethduhe year ended
December 31, 2012 (dollars in thousands):

Pre-Maodification Post-Modification
Outstanding Outstanding
Number of Recorded Recorded
Loans Investment Investment

Trouble debt restructurings
Commercial 2 $ 3,901 $ 3,901
Commercial real estate — — _
Commercial construction — - _
Residential real estate — — _
Home equity lines of credit — — _
Consumer — — _

Total 2 $ 3,901 $ 3,901

There were no troubled debt restructurings for Whitere was a payment default within twelve momdiiswing the
modification during the years ended December 31321 2012.

A loan is considered to be in payment default ahise90 days contractually past due under the fremtlterms.

Credit Quality Indicators

The Bank categorizes loans into risk categoriesdas relevant information about the quality aralizable value of collater:
if any, and the ability of borrowers to serviceittebts such as: current financial informatiorsttical payment experience, credit
documentation, public information, and current epuit trends, among other factors. The Bank anallpaass individually by
classifying the loans as to credit risk. This as@lys performed whenever a credit is extendeadgwen or modified, or when an
observable event occurs indicating a potentialidech credit quality, and no less than annuallylfoge balance loss. The Bank
used the following definitions for risk ratings:

Special MentionLoans classified as special mention have a potemtakness that deserves management’s close atteliti
left uncorrected, these potential weaknesses nsajti@ deterioration of the repayment prospectgte loan or the Bank’s
credit position at some future date.

Substandardtoans classified as substandard are inadequatelgqted by the current sound worth and paying dégpafthe
obligor or of the collateral pledged, if any. Loatsclassified have a well-defined weakness or wesdes that jeopardize the
repayment and liquidation of the debt. They argattarized by distinct possibility that the Banklwustain some loss if the
deficiencies are not corrected. Normal payment ftoenborrower is in jeopardy, although loss of pipal, while still possible,
iS not imminent.

Doubtful: Loans classified as doubtful have all the weakreeggeerent in those classified as Substandard, tvitadded
characteristic that the weaknesses make colleotitiquidation in full, on the basis of currentipdwn facts, conditions, and
values, highly questionable and improbable.
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The following table presents the risk categoryoains by class of loans based on the most recelysanperformed as of
December 31, 2013 and 2012 (dollars in thousands):

Credit Risk Profile by

Internally Assigned Grades Pass Special Mention Substandard Doubtful Total

December 31, 2013

Commercial $184,34( $ 14377 % 4972 $ — $ 203,69

Commercial real estate 755,53 1,947 11,641 — 769,12:

Commercial construction 59,871 — — — 59,871
Total $999,75( $ 16,32« $ 16,61« $ — $1,032,68:

December 31, 2012

Commercial $131,88° $ 11,73t $ 383 $ — $ 14745t

Commercial real estate 529,45: 6,60z 13,16° — 549,21¢

Commercial construction 35,98t — 887 — 36,87z
Total $697,328 3 18,33t $ 1788 $ — $ 733,54

Residential real estate, home equity lines of ¢radid consumer loans are not rated. The Compaalyates credit quality of
those loans by aging status of the loan and by payactivity, which was previously presented.
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The following table presents the activity in thenany’s allowance for loan losses by class of Iddo#ars in thousands):

Home
Equity
Commercial Commercial Residential Lines of
Commercial Real Estate Construction  Real Estate Credit Consumer  Unallocated Total
Allowance for loan losses:
Beginning balance at January 1,

2013 $ 2,40z $ 7,74 $ 633 $154z $ 617 $ 41 $ 266 $ 13,24¢
Charge-offs — (1,05¢) — (594) (188) 2) — (1,842)
Recoveries — — — — — — — —
Provision for loan losses 2,03€ 2,057 6 300 269 13 (106) 4,57t
Total ending balance at Decem

31, 2013 $ 4,43¢ $ 8,744 $ 639 $124¢ $ 698 $ 52 $ 160 $ 15,97¢

Allowance for loan losses:
Beginning balance at January 1,

2012 $ 653 $ 5,65¢ $ 447 $2517 $ 339 $ 3 $ — $ 9,617
Charge-offs (115) (109) (16) (153) — — — (393)
Recoveries — — — — — 32 — 32
Provision for loan losses 1,864 2,19¢€ 202 (822) 278 6 266 3,99C
Total ending balance at Decem

31, 2012 $ 2,40z $ 7,74F $ 633 $154z $ 617 $ 41 $ 266 $ 13,24¢

Allowance for loan losses:
Beginning balance at January 1,

2011 $ 634 $ 2,902 $ 808 $2772  $ 292 3 5 $ — $ 7,414
Charge-offs — — — (90) — (62) — (152)
Recoveries — — — — — — — —
Provision for loan losses 19 2,75€ (361) (166) a7 60 — 2,35¢
Total ending balance at Decem

31, 2011 $ 653 $ 5,65¢ $ 447 $2517 $ 339 $ 3 $ = $ 9,617

NOTE 4—BANK PREMISES AND EQUIPMENT
The components of premises and equipment at Dece3ib2013 and 2012, are as follows (dollars irudamds):

2013 2012
Building $ 3,42z $ 3,42
Leasehold improvements 6,35¢€ 5,93¢
Furniture, fixtures and equipment 3,27¢ 2,891
Computer equipment and data processing software 2,06¢ 1,97C
Vehicles 164 152

15,29( 14,37¢
Less: Accumulated depreciation and amortization (7,764) (6,470

$ 7,52¢ $ 7,904
Depreciation expense amounted to $1,294,000, $0@8&nd $1,219,000 for the years ended Decemh@038, 2012 and
2011, respectively.

Capital LeasesThe Company has entered into a lease agreentembiailding under a capital lease. The lease geraent
requires monthly payments through 2028.
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The Company has included these leases in premiskescuipment as follows (dollars in thousands):

2013 2012
Building $3,422 $3,42%
Accumulated depreciation (856) (684)

$2,566 $2,73¢

The following is a schedule by year of future minimlease payments under the capitalized leaseth&mwith the present
value of net minimum lease payments at Decembe2@13 (dollars in thousands):

2014 $ 291
2015 291
2016 292
2017 292
2018 294
Thereafter 3,34C

Total minimum lease payments 4,80(
Less amount representing interest 1,69¢
Present value of net minimum lease payments $ 3,107

Operating Leases: The Company leases certain bpaoplkerties under operating leases. Rent expens&iya40,000,
$1,031,000 and $899,000 for the years ended Dece3db@013, 2012 and 2011, respectively. Rent camaenits, before
considering renewal options that generally aregmewere as follows at December 31, 2013 (dollatdusands):

2014 $ 992
2015 1,00¢
2016 885
2017 533
2018 467
Thereafter 494

$4,37¢

NOTE 5—DEPOSITS
The components of deposits at December 31, 2012@Mh2 are as follows (dollars in thousands):

2013 2012
Demand, non-interest bearing $216,80¢ $170,35¢
Demand, interest-bearing & NOW 71,421 57,19¢
Money market accounts 192,55: 193,60(
Savings 69,31¢ 72,69¢
Time, $100 and over 219,30z 195,08¢
Time, other 196,40¢ 80,384

$ 965,807 $769,31¢
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At December 31, 2013, the scheduled maturitiegyad teposits are as follows (dollars in thousands):

2014 $ 278,34
2015 35,221
2016 45,48(
2017 29,141
2018 27,528

$ 415,71

At December 31, 2013 and 2012, the Company had,$18®00 and $29,298,000 of brokered certificateteposit,
respectively.

NOTE 6—FHLB BORROWINGS
The components of FHLB borrowings are as follondl&ts in thousands):

December 31, 2013 December 31, 2012
Maturity Interest Maturity Interest
Date Rate Outstanding Date Rate Outstanding

01/03/14 0.37% $ 15,00( 03/11/1z 1.1€% $ 5,00(
05/12/14 2.44 10,00( 07/22/1: 1.47 2,00C
08/05/14 1.08 3,00C 05/12/1¢ 2.44 10,00(
09/08/14 0.2¢8 5,00C 08/05/1¢ 1.08 3,00C
02/23/15 0.88 10,00( 02/23/1¢ 0.88 10,00(
05/07/15 0.81 15,00( 05/07/1¢ 0.81 15,00(
05/11/15 2.17 1,55¢ 05/11/1¢ 2.91 5,00C
05/11/15 2.91 5,00C 05/11/1¢ 2.17 2,56¢
08/05/15 1.48 2,00C 08/05/1¢ 1.48 2,00C
08/03/16 1.93 10,00( 08/03/1¢ 1.93 10,00(
08/26/16 1.04 5,00C 04/02/1¢ 2.51 2,50C
10/11/16 1.1% 5,00C 04/02/1¢ 1.98 7,50C
07/18/17 1.2¢ 5,00C 07/16/1¢ 2.99 5,00C
09/25/17 1.41 11,00(
04/02/18 2.51 2,50C $79,56¢
04/02/18 1.98 7,50C
07/16/18 2.9¢ 5,00C
10/23/18 1.68 10,00(
11/19/18 1.68 10,00(

$ 137,55¢

Except as noted in the following sentences, eachrax is payable at its maturity date, with a pyepent penalty of fixed rate
advances.

Three of the FHLB notes ($2,500,000 and $7,500¢2@h due April 2, 2018, and $5,000,000 due July2@68) contain a
convertible option which allows the FHLB, at qualtentervals, to convert the fixed convertible atee into replacement funding
for the same or lesser principal based on any advtren offered by the FHLB at their current mariag¢. The Company has the
option to repay these advances, if converted, aflfe advances were collateralized by and $3300000and $341,412,000 and of
commercial mortgage loans, net of required ovelataialization amounts, under a blanket lien areamgnt at December 31, 2013
and 2012, respectively.
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NOTE 7—STOCKHOLDERS’ EQUITY

In September 2009, the Company completed its offesf Series A preferred stock and issued 125,8@€es of Series A
preferred at $20 per share for net proceeds of082)80. The Series A shares had no right to redgo@€ompany to redeem the
shares. The Series A shares were entitled to redeeir liquidation preference before any distiitmiis made on common stock.
The shares were convertible after the third ansamgrof issuance by the holder or the Companyabribmber of common shares
equal to the liquidation preference divided byttien current tangible book value per common shistogk. The Series A shares
voted together with the common stock and are edtith noncumulative dividends at the Prime Rateepgarted in the Wall Street
Journal, plus 1.5% reset quarterly, with a floodaf5%. Dividends were payable only when declasethb Board of Directors.

In December of 2009, the Company completed its difering of Series B preferred stock and issu@d,@00 shares at $20 per
share for net proceeds of $8,000,000. The Ser&saBes had substantially the same rights as thesSeshares with a few
differences. The Series B shares were convertftae e third anniversary of issuance by the hotdeéhe Company to the number
of common shares equal to the stated value oftthiees divided by one-and-a-half times the then badbke per share of the
Company’s common stock upon 60 days’ notice. TheeS® shares were non- voting and entitled to and¥cumulative dividenc
for the first year and non-cumulative dividendeathe first year at the Prime Rate with a maxindiwidend rate of 7%. The Series
B shares ranked pari passu with the Series A shares

In January of 2010, the Company completed anottfieriing of Series B preferred stock and issued @0 ghares at $20 per
share for net proceeds of $1,004,000.

In December of 2010, the Company completed a tiffieting of Series B preferred stock and issued 9B® shares at $20 per
share for net proceeds of $3,820,000.

In January of 2011, the Company completed anottfieriing of Series B preferred stock and issued 28 ghares at $20 per
share for net proceeds of $1,180,000.

In March of 2012 the Company completed its firdeohg of Series C preferred stock and issued 7db@0es at $1,000 per
share for net proceeds of $7,500,000. The Shadesadibear voting rights, except in certain circtanses required by law, and
were entitled to nolwumulative dividends at a variable rate equal éotime rate as reported in the Wall Street Jouroad time tc
time, with a maximum dividend rate of 7% per annlmmaddition, the Shares were convertible into skarf our common stock at
the election of the holder, and the Company coedpliire conversion of the Shares into shares o€ommmon stock, any time, at a
ratio equal to the purchase price ($1,000) divioiethe product of 1.25 multiplied by the then catrieook value per share of our
common stock. The series C shares ranked pari pads&eries A and B shares.

During 2012, the Series A preferred shares wergearted into 127,676 common shares at an averagersian price of
$19.58, the Series B preferred shares were comvietie 475,857 common shares at an average coomgrsce of $29.44, and the
Series C preferred shares were converted into 88&8mmon shares at an average price of $24.48.

On February 11, 2013, the company completed itimimublic offering and issued 1,840,000 sharesomfimon stock at $28
per share for net proceeds, after expenses of®8i8n, of approximately $47.7 million.
NOTE 8—STOCK OPTION PLANS AND EQUITY COMPENSATION P LAN

In 2005, the Company adopted two stock option plaaswere approved by stockholders on April 2920'he 2005 A Stock
Option Plan provides for granting of stock optidmslirectors and employees to purchase up to 12G08res. The determination
the recipients of these
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options and the vesting of these options is atltberetion of the Board of Directors. The sharestgd under this plan may be
either non-qualified options or “incentive stockiops,” which are subject to the limitations un@erction 422 of the Internal
Revenue Code. Under this plan, “incentive stockomgt must have an exercise price of no less tt@¥d of the fair market value
of the common stock on the date of grant, and na@iiied options may have an exercise price todterthined by the Board of
Directors at grant, but no less than 85% of therfairket value of the common stock on the dataarfity

The 2005 B Stock Option plan permits grants ofapito directors and employees to purchase up,@®6&hares of common
stock. The terms of this plan are substantiallystrme as the A Plan, with the exception that utideB Stock Option Plan, only
non-qualified options may be granted.

In 2006, the Company adopted the 2006 Equity Cosgd@n Plan. This plan provides for granting of3@®, stock options or
restricted stock awards to directors and employEes.determination of the recipients of the eqadynpensation and the related
vesting is at the discretion of the Board of Dioest Stock options granted under this plan mayitherenon-qualified options or
“incentive stock options,” which are subject to timeitations under Section 422 of the Internal Rawe Code. Under this plan, the
non-qualified options and “incentive stock optiomstist have an exercise price of no less than 1da¥edair market value of the
common stock on the date of grant.

In 2008, the Company adopted the 2008 Equity Cosgaen Plan. The plan provides for granting of 008,stock options or
restricted awards to directors and employees. Eherhination of the recipients of the equity comgadion and the related vesting
is at the discretion of the Board of Directors.ctoptions granted under this plan may be eithergqumlified options or “incentive
stock options,” which are subject to the limitasamder Section 422 of the Internal Revenue Coddeblthis plan, the non-
qualified options and “incentive stock options” rhhave an exercise price of no less than 100%eofain market value of the
common stock on the date of grant.

In 2009, the Company adopted the 2009 Equity Cosgt@n Plan. The plan provides for granting of 113,stock options or
restricted awards to directors and employees. Eherhination of the recipients of the equity comrgadion and the related vesting
is at the discretion of the Board of Directors.c&toptions granted under this plan may be eitheraqumlified or incentive stock
options, which are subject to the limitations un8ection 422 of the Internal Revenue Code. Undsmtlan, the non-qualified
options must have an exercise price of no less1086f06 of the fair market value of the common stockhe date of grant.

In 2012, the Company adopted the 2012 Equity Cosgi@n Plan. The plan provides for granting of 028, stock options,
restricted awards or performance units, or any ¢oation thereof, to directors, employees, membéeng advisory committee or
any other service provider to the Company. Therdeteation of the recipients of awards, the typeawérds granted and the
specific terms of each award is at the discreticih® Compensation Committee of the Board of Does;tsubject to the terms of 1
Plan. Stock options granted under this plan magither non-qualified or incentive stock options,ietthare subject to the
limitations under Section 422 of the Internal Raxeode. Under this plan, the ngualified options must have an exercise pric
no less than 100% of the fair market value of thmmon stock on the date of grant.

The fair value of each option award is estimatethendate of grant using a closed form option widnaBlack-Scholes)
model. Expected volatilities are based on estimhistbrical volatilities of the Company’s commondk. The expected term of
options granted is based on historical data anesepts the period of time that options grantedeapected to be outstanding,
which takes into account that the options are maotsfferable. The risk-free interest rate for theeeked term of the option is based
on the U.S. Treasury yield curve in effect at the
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time of the grant. The fair value of stock optigmanted during 2012 was $4.94 on the date of grsing the Black-Scholes option
pricing model with the following assumptions forl20 stock price volatility of 27.63%, risk free énést rate of .84%, 0% dividend
rate and expected life of 5.5 years. No optionsvgganted in 2011.

At December 31, 2013, there were 106,985 optioafiable for grants under the plans.
A summary of the activity in the stock option pfan 2013 follows:

Weighted
Weighted Average
Average Remaining Aggregate
Exercise Contractual Intrinsic
Shares Price Term (Years) Value
Oustanding at beginning of year 300,43t $ 12.3Z
Granted — —
Exercised — —
Forfeited — —
Expired — —
Oustanding at end of year 300,43¢ $ 1232 % 3.4C $8,202,32(
Fully vested and expected to vest 300,43¢ $ 1232 % 3.4C $8,202,32(
Exercisable at end of year 286,687 $ 1204 % 3.1 $7,911,79:

As of December 31, 2013 and 2012, there was za®ragnized compensation cost related to nonvestel eptions granted
under the Plan. Aggregate intrinsic value is base#39.63, which was the closing market price afammmon stock at December
31, 2013. There were no stock options granted I82Md 2012. There were no material expenses ddlateesting of stock options
in 2013 and 2012.

In conjunction with the plans above, the Comparanted restricted shares to certain executive affid@ompensation expense
is recognized over the vesting period of the awbhed®d on the fair value of the stock at issue déte fair value of the stock
granted prior to our IPO was based on the bookevafistock on the date of the grant. The fair valiihe stock granted after our
IPO was based on the closing market price of ommoon stock as of the grant date. Generally, grafitsstricted shares vest one-
third, each, on the first, second and third ansiaees of the grant date.

A summary of changes in the Company’s nonvestddatsl shares for the year ended December 31, 20lb3vs:

Weighted-

Average

Grant-Date

Nonvested Shares Shares Fair Value
Nonvested at December 31, 2012 10,07t $ 18.2¢
Granted 14,92t 22.7¢
Vested (5,725) 17.7¢
Forfeited — —
Nonvested at December 31, 2013 19,278  $ 21.9C

As of December 31, 2013, there was $289,000 off totsecognized compensation cost related to noadedtares granted
under the plans. The cost is expected to be rezedmiver a weighted average period of 12.1 moiithe total fair value of shares
vested during year ended December 31, 2013 and 2@k2$152,000 and 42,000, respectively. There nematerial expenses
related to vesting of restricted stock expenseitB2or 2012.
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On August 7, 2013, the Company granted to vari@ysdmployees performance unit awards, with eadhemtitling the holder
to one share of the Compasy¢ommon stock contingent upon the Company meetiggceeding certain return on asset targets
the course of a three-year period commencing JU13. Under the agreement, and assuming the Goni@s met or exceeded
the applicable targets, grants of performanceawiérds will vest one-third, each, on the third rfbwand fifth anniversaries of the
grant date. At December 31, 2013, the specific rarmobshares related to performance unit awardsatbee expected to vest was
85,313, determined by actual performance in consiia of the established range of the performaangets, which is consistent
with the level of expense currently being recogdiaeer the vesting period. Should this expectativenge, additional
compensation expense could be recorded in futuredseor previously recognized expense could bersmad. The maximum
amount of performance unit awards is 102,375.

A summary of the status of unearned performandeawards and the change during the period is pteden the table below:

Weighted-
Average
Grant-Date

Shares Fair Value

Unearned at December 31, 2012 — $ nfa
Awarded 85,31¢ 32.3t
Forfeited — n/a
Expired — n/a

Unearned at December 31, 2013 85,31: 32.3¢

The company recognized $253,000 in stock-based ensgpion expenses for services rendered for theeyeed December
31, 2013. At December 31, 2013, compensation ddk,606,000 related to nonvested awards not weigrized is expected to be
recognized over a weighted-average period of 3absye

NOTE 9—INCOME TAXES

The components of income tax expense for the yaated December 31, 2013, 2012 and 2011 are awfofiollars in
thousands):

2013 2012 2011
Current expense
Federal $ 7,77¢ $ 5931 $3,224
State 1,64¢ 1,85C 968
Deferred expense (benefit)
Federal (2,288)  (1,55¢) 231
State (600) (512) 81

$ 6,53 $ 5711 $4,504
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A reconciliation of the statutory federal income ta the income tax expense included in the statésra income for the years
ended December 31, 2013, 2012 and 2011 is as ®l|dellars in thousands):

2013 2012 2011
Income before income tax expense $16,80° $14,132 $11,17(
Federal statutory rate 35% 34% 34%
Federal income tax at statutory rate $ 5881 $ 480t $ 3,79¢
State income taxes, net of federal benefit 681 883 693
Change in cash surrender value of bank-ownedrigarance 67 — —
Tax-exempt interest income, net (6) — —
Non-deductible expenses and other (90) 23 13

$ 653: $ 5711 $ 4,504

The components of the net deferred tax asset gets ended December 31, 2013 and 2012 are aw$altollars in
thousands):

Deferred tax assets:

Allowance for loan losses $6,527 $5,25¢
Equity based compensation 291 185
Deferred loan fees 488 171
Accrued compensation 433 —
Nonaccrual loan interest income 113 —
Unrealized loss on available for sale securities 77 —
Other 98 88
Total deferred tax assets 8,027 5,697
Deferred tax liabilities

Premises and equipment 221 802
Section 481 adjustment 169 134
Unrealized gain on securities available for sale — 335
Other 23 112
413 1,38¢

Net deferred tax asset $7614 $4,314

Based upon the level of historical taxable incomanagement believes it is more likely than not thatCompany will realize
the benefits of these deductible differences.

At December 31, 2013 and 2012, the Company hadrexagnized tax benefits. The Company does nototxipe total
amount of unrecognized tax benefits to significairttrease within the next twelve months. The Camgfsapolicy is to account for
interest as a component of interest expense ardtjgsnas a component of other expense. There avagmount of interest and
penalties recorded in the income statement foydaes ended December 31, 2013, 2012 and 2011.

The Company and its subsidiary are subject to fédral income tax as well as income tax of theeSthNew Jersey. The
Company is no longer subject to examination bynguduthorities for years before 2010.
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NOTE 10—TRANSACTIONS WITH EXECUTIVE OFFICERS, DIREC TORS AND PRINCIPAL STOCKHOLDERS

Loans to principal officers, directors, and thdfiliates during the years ended December 31, 20482012, were as follows
(dollars in thousands):

2013 2012
Beginning balance $22,18: $22,98¢
New loans 2,56C 8,162
Repayments (1,423) (8,961)
Ending balance $23,32: $22,18¢

Deposits from principal officers, directors, andittaffiliates at December 31, 2013 and 2012, 84,620,000 and
$26,475,000, respectively.

The Company has had, and may be expected to halve fature, banking transactions in the ordinamyrse of business with
its executive officers, directors, principal stoolders, their immediate families and affiliated qanies (commonly referred to as
related parties). The company also leases bramditiés from related party entities. Total expense these entities were $570,000,
$538,000 and $436,000 for the years ended DeceBdh&013, 2012 and 2011, respectively. The Compisoyutilizes an
advertising and public relations agency at which ohthe Company’s directors is President and CEtDaaprincipal owner.
Advertising expenses with this agency were $244,8806,000 and $259,000 for the years ended Deaedib2013, 2012 and
2011, respectively. Advertising expenses with #ijency declined year over year primarily due toGbenpany being billed direct
from third- party media vendors in 2013 that werevjpusly billed on a pass-through basis. In additR012 expenses included
costs affiliated with the re-branding of the Compan

NOTE 11—FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEE T RISK

The Company is a party to financial instrument$wiff-balance sheet risk in the normal course aifmss to meet the
financing needs of its customers. These finanngttiuments include commitments to extend credithSwmmitments involve, to
varying degrees, elements of credit and interastrisk in excess of the amount recognized in iarite sheet.

The Company’s exposure to credit loss in the es&nbnperformance by the other party to the finahicistrument for
commitments to extend credit is represented bgdméractual amount of those instruments. The Compaas the same credit
policies in making commitments and conditional gations as it does for on-balance sheet instruments

The contract or notional amount of financial instents where contract amounts represent crediatiBlecember 31, 2013 and
2012, are as follows (dollars in thousands):

2013 2012
Commitments to grant loans $243,60( $90,85¢
Unused lines of credit 35,07: 38,36¢
Standby letters of credit 2,222 1,69¢

Commitments to extend credit are agreements totleadcustomer as long as there is no violatioangfcondition established
in the contract. Since many of the commitmentseapected to expire without being drawn upon, tha wommitment amounts do
not necessarily represent future cash requirem€otamitments generally have fixed expiration datesther termination clauses
and may require payment of a fee. The Company ategleach customer’s credit worthiness on a casadxy basis. The amount
collateral obtained, if deemed necessary by the@omyupon extension of credit, is based on managesmeredit evaluation.
Collateral held
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varies but may include personal or commercial estdte, accounts receivable, inventory and equipmen

Outstanding letters of credit written are condiiboommitments issued by the Company to guarah&eedrformance of a
customer to a third party. The majority of thesmdby letters of credit expire within the next tweemonths. The credit risk
involved in issuing letters of credit is essengidlie same as that involved in extending other m@anmitments. The Company
requires collateral supporting these letters ofities deemed necessary. The current amount dibthikity as of December 31, 20
and 2012, for guarantees under standby lettersedftdssued was not material.

NOTE 12—REGULATORY MATTERS

The Company and Bank are subject to various regylagpital requirements administered by the fddeaking agencies.
Failure to meet the minimum capital requirementsiodiate certain mandatory and possibly additiatiscretionary-actions by
regulators that, if undertaken, could have a dinegterial effect on the Company’s and Bank’s finalhstatements. Under capital
adequacy guidelines and the regulatory framewarkifompt corrective action, the Company and Banktmeet specific capital
guidelines that involve quantitative measures ef@ilompany’s and Bank’s assets, liabilities andageff-balance sheet items as
calculated under regulatory accounting practicke Company’s and Bank’s capital amounts and cleatin are also subject to
gualitative judgments by the regulators about camepts, risk-weightings and other factors.

Quantitative measures established by regulati@msoire capital adequacy require the Bank and thep@oy to maintain
minimum amounts and ratios (set forth below) o&lteind Tier 1 capital (as defined in the regulat)do risk-weighted asset and of
Tier 1 capital to average assets. Management lesli@s of December 31, 2013 and 2012, that the &oyrgnd the Bank meet all
capital adequacy requirements to which they argestitAt year-end 2013 and 2012, the most recentlagory notifications
categorized the Bank as well capitalized underelgelatory framework for prompt corrective actidimere are no conditions or
events since that notification that managemenebes have changed the institutions category.
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Actual and required capital and ratios are preseloédow for December 31, 2013 and 2012 (dollathdusands):

To Be Well
Capitalized
Under
Prompt
For Capital Corrective
Adequacy Action
Actual Requiremnts Provisions
Amount Ratio Amount Ratio Amount Ratio
December 31, 2013
Total capital to risk-weighted assets:
Company $143,91: 12.91% $89,05¢ 8.0% N/A  N/A
Bank 143,57¢ 12.8¢ 89,05¢ 8.0 $111,32¢ 10.C%
Tier 1 capital to risk-weighted assets:
Company 129,98¢ 11.6¢ 4452¢ 4.0 N/A  N/A
Bank 129,64¢ 11.6t% 4452¢ 4.0 66,79¢ 6.0
Tier 1 capital to total assets:
Company 129,98¢ 10.74 48,42¢ 4.0 N/A  N/A
Bank 129,64¢ 10.71 48,42¢ 4.0 60,537 5.0
December 31, 2012
Total capital to risk-weighted assets:
Company $ 81,28: 10.52% $61,83t 8.0% N/A  N/A
Bank 81,262z 10.51 61,83t 8.0 $ 77,292 10.C%
Tier 1 capital to risk-weighted assets:
Company 71,57¢  9.2€ 30,91¢ 4.0 N/A  N/A
Bank 71,55€¢ 9.2€ 30,91¢ 4.0 46,37¢ 6.0
Tier 1 capital to total assets:
Company 7157¢ 7.84 36,49¢ 4.0 N/A  N/A
Bank 7155¢ 7.84 36,49¢ 4.0 45,62 5.0

The Bank is subject to certain regulatory restitsion the amount of dividends that it may dediatbe parent corporation
without regulatory approval.

NOTE 13—FAIR VALUE MEASUREMENTS AND FAIR VALUE OF F INANCIAL INSTRUMENTS

Management uses its best judgment in estimatinfpihgalue of the Company’s financial instrumertswever, there are
inherent weaknesses in any estimation technique estimated fair value amounts have been meassrefdecember 31, 2013
and 2012, and have not been re-evaluated or upftatpdrposes of these consolidated financial statés subsequent to those
respective dates. As such, the estimated fair gadfithese financial instruments subsequent togbjgective reporting dates may be
different than the amounts reported at each yedir en

Fair value is the exchange price that would beivedefor an asset or paid to transfer a liabilayi{ price) in the principal or
most advantageous market for the asset or lialilign orderly transaction between market partivipan the measurement date.
There are three levels of inputs that may be us@dgasure fair values:

Level 1:Quoted prices (unadjusted) for identical asseti&bilities in active markets that the entity hiae ability to access as
of the measurement date.

Level 2:Significant other observable inputs other than LL&verices such as quoted prices for similar asseligbilities;
quoted prices in markets that are not active; lbewinputs that are observable or can be corrobdiag observable market de
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Level 3:Significant unobservable inputs that reflect a répg entity’s own assumptions about the assumpttbat market
participants would use in pricing an asset or lighi

The Company used the following methods and sigaii@ssumptions to estimate fair value:

An asset’s or liability’s level within the fair vaé hierarchy is based on the lowest level of itpat is significant to the fair
value measurement.

Investment SecuritiesThe fair values for investment securities aredeined by quoted market prices, if available (lLldye
For securities where quoted prices are not avai/dair values are calculated based on marketgpdtsimilar securities (Level 2).
For securities where quoted prices or market pofeamilar securities are not available, fair \edware calculated using discounted
cash flows or other market indicators (Level 3sddiunted cash flows are calculated using sprea@dap and LIBOR curves that
are updated to incorporate loss severities, vitlgtdredit spread and optionality. During timesemhrading is more liquid, broker
guotes are used (if available) to validate the rhdRiating agency and industry research reportsedisas defaults and deferrals on
individual securities are reviewed and incorporategd the calculations.

Impaired Loans The fair value of impaired loans with specifitoahtions of the allowance for loan losses is galhebased on
recent real estate appraisals. These appraisalsititiag a single valuation approach or a combgratf approaches including
comparable sales and the income approach. Adjussraes routinely made in the appraisal procesfibyridependent appraisers to
adjust for differences between the comparable sadddncome data available. Such adjustments ardlysignificant and typicall
result in a Level 3 classification of the inputs fietermining fair value.
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NOTE 13—FAIR VALUE MEASUREMENTS AND FAIR VALUE OF F INANCIAL INSTRUMENTS

For financial assets measured at fair value oarnag basis, the fair value measurements by leithin the fair value
hierarchy used at December 31, 2013 and 2012 do#l@ss (dollars in thousands):

Assets and Liabilities Measured on a Recurring 8asi

Fair Value Measurements Using

Quoted Prices Significant
in Active Other Significant
Markets for Observable Unobservable
Identical Assets Inputs Inputs
(Level 1) (Level 2) (Level 3)
December 31, 2013
Securities:
U.S. Treasury securities $ 1,80: $ — —
States and political subdivisions — 4,33t —
Asset-backed securities:
Residential mortgages — 9,657 —
Student loans — 4,54¢ —
Small business — 1,391
Equity securities — 5,85% —
December 31, 2012
Securities:
U.S. government sponsored agencies $ — $ 100t $ —
Asset-backed securities:
Residential mortgages — 12,02¢ —
Equity securities — 6,21¢ —

Assets and Liabilities Measured on a Necurring Basis

Assets measured at fair value on a non-recurrisg lzse summarized below (dollars in thousands):
Fair Value Measurements Using

Quoted Prices Significant
in Active Other Significant
Markets for Observable  Unobservable
Identical Assets Inputs Inputs
(Level 1) (Level 2) (Level 3)
December 31, 2013
Impaired loans:
Commercial real estate $ — $ — $ 1,82¢
Commercial — — 1,86k
December 31, 2012
Impaired loans:
Commercial real estate $ — $ —  $ 2354

As of December 31, 2013, impaired loans, which Faspecific reserve and are measured for impairomng the fair value ¢
the collateral, had an unpaid principal balanc4y725,000 with a valuation allowance of $1,032,0@8ulting in an additional
provision for loan losses of $794,000 for the yeraded December 31, 2013.
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As of December 31, 2012, impaired loans, whichnagasured for impairment using the fair value ofdbkateral for collateral
dependent loans, had an unpaid principal balan$8,887,000, with a valuation allowance of $1,088,desulting in an additional
provision for loan losses of $558,000 for the yeaed December 31, 2012.

The following table presents quantitative inforroatabout Level 3 fair value measurements for firdnostruments measured
at fair value on a non-recurring basis at Decer3tie2013 (dollars in thousands):

Valuation Discount Weighted
Fair Value Technique(s) Unobservable Input(s) Range Average
Impaired loans
Commercial real estate
$1,82¢ Sales comparison Adjustments for 5%-15% 8%

differences between the
comparable sales.
Income approach Adjustments for 4% 4%
differences in net operatit
income expectations.
Commercial $1,865 Sales comparison Adjustments for 39% 39%
differences between the
comparable sales.

The following table presents quantitative inforroatabout Level 3 fair value measurements for firenastruments measured
at fair value on a non-recurring basis at Decer3tie012 (dollars in thousands):

Valuation Discount Weighted
Fair Value Technique(s) Unobservable Input(s) Range Average
Commercial real estate
$2,35¢ Sales comparison Adjustments for 10%-25% 20%

differences between the
comparable sales.
Income approach Adjustments for 4% 4%
differences in net operatit
income expectations.
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The carrying value and estimated fair value ofritial instruments as of December 31, 2013 and Dkeef1, 2012 are
summarized below (dollars in thousands):

Fair Value Measurements at December 31 Using

Quoted Prices Significant
in Active Other Significant
Markets for Observable Unobservable
Identical Assets Inputs Inputs
2013 Carrying Value (Level 1) (Level 2) (Level 3)
Financial assets:
Cash and due from banks $ 2,907 $ 2,907 $ — % —
Interest bearing deposits 31,45¢ 31,45¢ — —
Securities available for sale 27,58¢ 1,80¢ 25,78¢ —
Securities held to maturity 1,027 — 1,077 —
FHLB Stock 4,744 n/a n/a n/a
Loans held for sale 575 — 583 —
Loans receivable, gross 1,151,90:- — — 1,151,871
Accrued interest receivable 4,10z — 99 4,002
Financial liabilities:
Deposits:
Demand, NOW, money market and savings $ 550,09¢ $ 550,09¢ $ — 3 —
Certificates of deposit 415,71 — 419,46 —
Borrowings 137,55¢ — 141,90: —
Accrued interest payable 2,762 — 2,762 —
2012
Financial assets:
Cash and due from banks $ 3,24z  $ 3,24z  $ — 3 —
Interest bearing deposits 47,381 47,381 — —
Securities available for sale 19,252 — 19,25: —
Securities held to maturity 1,98t — 2,084 —
FHLB Stock 7,622 n/a n/a n/a
Loans held for sale 405 — 414 —
Loans receivable, gross 849,26 — — 874,43t
Accrued interest receivable 3,361 — 68 3,29¢
Financial liabilities:
Deposits:
Demand, NOW, money market and savings $ 505,26« $ 505,26« $ —  $ —
Certificates of deposit 264,05« — 277,61« —
Borrowings 79,56¢ — 81,70: —
Accrued interest payable 2,80z — 2,807 —

The methods and assumptions, not previously predensed to estimate fair values for the periodeemecember 31, 2013
and December 31, 2012, are described as follows:

Cash and due from banks and interest bearing degoshe carrying amounts of cash and short-term ingnisapproximate
fair values and are classified as Level 1.

Loans: Fair value of loans, excluding loans held for selestimated as follows: For variable rate loduag teprice frequently
and with no significant change in credit risk, fe@lues are based on carrying values resultinglieval 3 classification. Fair
values for other loans are estimated using disealicaish flow analyses, using interest rates cuyrbaing offered for
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ConnectOne Bancorp, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

loans with similar terms to borrowers of similaedit quality resulting in a Level 3 classificatidmpaired loans are valued at
the lower of cost or fair value as described presip.

The methods utilized to estimate the fair valubahs do not necessarily represent an exit price.fair value of loans held f
sale is estimated based upon binding contractgjaotks from third party investors resulting in a&le2 classification.

FHLB Stock It is not practical to determine the fair valueFbfLB Stock due to restrictions placed on its transiatility.

Deposits: The fair values disclosed for demand deposits,(gigrest and non-interest checking, passbookgayand certain
types of money market accounts) are, by definitamual to the amount payable on demand at thetiegatate (i.e., their
carrying amount) resulting in a Level 1 classificat The carrying amounts of variable rate, fixed¥t money market accounts
and certificates of deposit approximate their Yailues at the reporting date resulting in a Levelassification. Fair values for
fixed rate certificates of deposit are estimatddgia discounted cash flow calculation that applésrest rates currently being
offered on certificates to a schedule of aggregaxg@cted monthly maturities on time deposits tegpuln a Level 2
classification.

Borrowings: Borrowings consist of Federal Home Loan Bank of Néwk borrowings which are estimated using a disted
cash flow calculation that applies interest ratgsantly being offered to a schedule of aggregetgmbcted monthly Federal
Home Loan borrowings maturities.

Accrued interest receivable/payabl&he carrying amounts of accrued interest approxartia fair value resulting in a Level 1,
Level 2 or Level 3 classification.

NOTE 14—PARENT COMPANY ONLY CONDENSED FINANCIAL INF ORMATION

CONDENSED STATEMENTS OF FINANCIAL CONDITION
December 31,

2013 2012
(in thousands)
ASSETS
Cash and cash equivalents $ 79 % 27
Other assets 259 —
Investment in banking subsidiary 129,79 72,342
Total assets $130,12¢ $72,36¢
LIABILITIES AND EQUITY
Accrued expenses and other liabilities $ — $ 7
Stockholders’ equity 130,12¢ 72,36%
Total liabilities and stockholders’ equity $130,12¢ $72,36¢
CONDENSED STATEMENTS OF COMPREHENSIVE INCOME
Years Ended December 31,
2013 2012 2011
Equity in undistributed subsidary income $10,27C $8,421 $6,66¢
Net Income $10,27C $8,421 $6,66¢
Comprehensive Income $ 9,65¢ $8,307 $6,857
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ConnectOne Bancorp, Inc.

CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31,

Cash Flows From Operating Activities:
Net Income
Adjustments:
Equity in undistributed subsidary income
Change in other liabilities
Net cash provided by (used in) operating activities
Cash Flows From Investing Activities:
Investment in subsidiaries
Net cash used in investing activities
Cash Flows From Financing Activities:
Proceeds from preffered stock issuance
Preferred stock dividends

Net cash provided by financing activities

Net change in cash and cash equivalents
Beginning cash and cash equivalents

Ending cash and cash equivalents

NOTE 15—EARNINGS PER SHARE

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

The factors used in the earnings per share conputailow (in thousands, except per share data):

Basic:
Net income available to common stockholders
Weighted average common shares outstanding

Basic earnings per common share

Diluted:
Net income available to common stockholders
Add: Preferred dividends

Net Income

Weighted average common shares outstanding foc basiings per common share
Add: Dilutive effects of assumed exercises of stoptons and stock awards

Add: Dilutive effects of assumed vesting of perfamoe units
Average shares and dilutive potential common shares

Diluted earnings per common share

There were no stock options that resulted in aihitidn for the periods presented.
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2013 2012 2011
(in thousands)
$ 10,27C $ 8,421 $ 6,66¢€
(10,27¢)  (8,421)  (6,66€)
(7) (197) 33
(7) (297) 33
(47,65€) (7,094) (588)
(47,65€)  (7,094) (588)
47,71¢ 7,50(C 1,18C
— (354)  (600)
47,71¢ 7,14¢€ 580
52 (145) 25
27 172 147
$ 798 2% 172
2013 2012 2011
$10,27C $8,067 $6,06¢€
4,774 2,701 2,24z
$ 21t $ 29¢ $ 2.71
$10,27C $8,067 $6,06¢€
— 354 600
$10,27C $8,421 6,66¢€
4,774 2,701 2,24z
145 83 55
— 413 766
4,91¢ 3,197 3,062
$ 2.0¢ $ 263 $ 2.18




ConnectOne Bancorp, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

NOTE 16—QUARTERLY FINANCIAL DATA (unaudited)

Selected Consolidated Quarterly Financial Data

2013 Quarter Ended, March 31, June 30, September 30, December 31,
(in thousands, except per share data)

Total interest income $10,91z2 $11,35. $ 12,15¢ $ 12,881
Total interest expense 1,52¢ 1,52¢ 1,60¢ 1,814
Net interest income 9,384 9,82¢ 10,55(C 11,067
Provision for loan losses 925 950 1,30C 1,40C
Net interest income after provision for loan losses 8,45¢ 8,87¢ 9,25( 9,667
Non-interest income 259 301 293 349
Non-interest expense 4,741 4,92¢ 5,22( 5,76¢
Income before income taxes 3,977 4,252 4,32: 4,251
Income tax expense 1,641 1,75¢ 1,73€ 1,401
Net income $ 233 $ 2497 $ 2587 $ 2,85(
Earnings per sharé

Basic $ 058 $ 05C $ 052 $ 0.57

Diluted $ 056 $ 04S¢ $ 05C % 0.5t
Selected Consolidated Quarterly Financial Data
2012 Quarter Ended, March 31, June 30, September 30, December 31,

(in thousands, except per share data)

Total interest income $9,304 $10,36¢ $ 10,28¢ $ 10,82t
Total interest expense 1,561 1,55¢ 1,611 1,594
Net interest income 7,745 8,81¢ 8,67¢ 9,231
Provision for loan losses 750 1,14C 950 1,15C
Net interest income after provision for loan losses 6,99 7,67¢€ 7,72¢ 8,081
Non-interest income 245 277 294 326
Non-interest expense 4,14¢ 4,457 4,33t 4,54¢
Income before income taxes 3,09C 3,49¢ 3,687 3,85¢
Income tax expense 1,24¢ 1,41¢ 1,48¢ 1,557
Net income 1,842 2,07¢ 2,19¢ 2,30z
Dividends on preferred stock 146 206 2 —
Net income available to common stockholders $169 $ 1872 $ 2197 $ 2,30z
Earnings per sharé)

Basic $ 076 $ 082 $ 0.7C $ 0.72

Diluted $ 062 $ 062 $ 0.68 $ 0.71

@ Earnings per share (EPS) in each quarter is comsiag the weighte-average number of shares outstanding during
guarter while EPS for the full year is computechgghe weighted-average number of shares outstgualdiring the year. Thus,
the sum of the four quart¢ EPS will not necessarily equal the -year EPS
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NOTE 17—SUBSEQUENT EVENTS

On January 20, 2014, the Company, entered intogeaeinent and Plan of Merger (the “Merger Agreemenith Center
Bancorp, Inc. (NASDAQ: “CNBC") (‘Center Bancorg). The Merger Agreement provides that, upon tmegeand subject to the
conditions set forth therein, the Company will mewgth and into Center Bancorp, with Center Banaamptinuing as the surviving
entity (the “Merger”). The Merger Agreement also provides that, imragly following the consummation of the Merger, ami
Center National Bank, a commercial bank charteredyant to the laws of the United Statebl(fion Center’) and a whollyewned
subsidiary of Center Bancorp, will merge with antbithe Bank, with the Bank continuing as the sting bank. Upon completion
of the Merger, each share of common stock of thagzmy will be converted into and become the righeteive 2.6 shares of
common stock, no par value per share, of Centec@animmediately after consummation of the tratisacthe directors of the
resulting corporation and the resulting bank sbadisist of six individuals who previously servedCGenter Bancorp Directors and
six Directors who previously served as Directorghef Company, each to hold office in accordancé thié Amended and Restated
Certificate of Incorporation and the by-laws of guviving corporation until their respective sussers are duly elected or
appointed and qualified. The officers of the sungvcorporation shall consist of (i) Frank S. Satiro Il as Chairman, President
and Chief Executive Officer; (ii) William S. Burn€hief Financial Officer; and (iii) Anthony Weaglegurrent President and Chief
Executive Officer of Center Bancorp, as Chief OfingaOfficer.

Completion of the Merger is subject to various dbads, including, among others, (i) approval brgholders of Center
Bancorp and the Company of the Merger Agreementlaattransactions contemplated thereby, (i) tloeip of all necessary
approvals and consents of governmental entitiasined|to consummate the transactions contemplatedebMerger Agreement,
(i) the absence of any order or proceeding wigiathibits the Merger or the Bank Merger and (i thceipt by each of Center
Bancorp and ConnectOne Bancorp of an opinion teffeet that the Merger will be treated as a repizgtion qualifying under
Section 368(a) of the Internal Revenue Code of 188@&mended. Each party’s obligation to consumthat®lerger is also subject
to certain customary conditions, including (i) ®dtjto certain exceptions, the accuracy of theammrtations and warranties of the
other party, (ii) performance in all material resigeof its agreements, covenants and obligatiodgianthe delivery of certain
certificates and other documents.

The Company expects the Merger to be completedtiarehe second or third quarter of 2014.

On January 27, 2014, a complaint was filed agaiesCompany and the members of its Board of Dirsedtothe Superior
Court of New Jersey, BergenCounty, seeking classrastatus and asserting that the Company anchémbers of its Board had
violated their duties to the Company’s shareholé@teonnection with the proposed merger with CeBtamcorp, Inc. Subsequently,
several additional complaints also seeking claterastatus and raising substantially the sam@altiens, were filed in the Superi
Court of New Jersey, Bergen County. The plainfifigpose to consolidate these cases. The litigiionits very early stages, and
the Company’s time to answer has not yet run. Tovagany believes these complaints are without meani, intends to vigorously
defend these complaints.
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CONNECTONE BANCORP, INC.
CONSOLIDATED BALANCE SHEETS
(in thousands)

March 31, December 31,
2014 2013
(unaudited

Assets
Cash and due from ban $ 3,00¢ $ 2,907
Interes-bearing deposits with ban 42,32t 31,45¢
Cash and cash equivalel 45,33( 34,36¢
Securities available for sa 27,19¢ 27,58¢
Securities held to maturity, fair value of $942814 and $1,077 at 20: 89¢ 1,027
Loans held for sal 792 57¢
Loans receivabl 1,245,36. 1,151,90.
Less: Allowance for loan loss (17,035 (15,979
Net loans receivabl 1,228,32! 1,135,92!
Investment in restricted stock, at ¢ 9,411 7,62
Bank premises and equipment, 7,38¢ 7,52¢
Accrued interest receivab 4,23t 4,10z
Other real estate ownt 87C 1,30¢:
Goodwill 26C 26C
Bank-owned life insuranc 15,33¢ 15,19
Deferred taxe 7,53¢ 7,61¢
Other asset 14z 12¢
Total assets $ 1,347,72. $ 1,243,22

(continued)
See accompanying notes to unaudited consolidataddial statements.
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CONNECTONE BANCORP, INC.
CONSOLIDATED BALANCE SHEETS
(in thousands, except share data)

March 31, December 31
2014 2013
(unaudited
Liabilities
Deposits
Noninteres-bearing $ 236,87: $ 216,80:
Interes-bearing 790,88 749,00:
Total deposit: 1,027,75 965,80°
FHLB Borrowings 177,30: 137,55¢
Accrued interest payab 2,83¢ 2,76
Capital lease obligatio 3,081 3,107
Other liabilities 3,741 3,86¢
Total liabilities 1,214,71! 1,113,10
Commitments and Contingencie:
Stockholders Equity
Preferred stock (Series A), no par value; $20idigtion value; authorized 125,000 shares; no
shares issued and outstanding at March 31, 201&aoember 31, 201 — —
Preferred stock (Series B), no par value; $2Gdiation value; authorized 875,000 shares; no
shares issued and outstanding at March 31, 201&aoember 31, 201 — —
Preferred stock (Series C), no par value; $1,@fiidation value; authorized 7,500 shares; no
shares issued and outstanding at March 31, 201®Daoember 31, 201 — —
Common stock and surplus, no par value; authorl£2@00,000 shares at March 31, 2014 and
December 31, 2013; issued and outstanding 5,1220March 31, 2014 and 5,106,455 at
December 31, 201 99,46¢ 99,31t
Retained earning 33,53¢ 30,93:
Accumulated other comprehensive income/(l 3 (11¢)
Total stockholders’ equity 133,00¢ 130,12¢
Total liabilities and stockholders’ equity $ 134772 $ 124322

See accompanying notes to unaudited consolidataddial statements.
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CONNECTONE BANCORP, INC.
CONSOLIDATED STATEMENTS OF INCOME (unaudited)
(in thousands, except for share and per share data)

Interest income
Loans receivable, including fe
Securities
Other interest income
Total interest income
Interest expense
Deposits
FHLB borrowings
Capital lease
Total interest expense

Net interest income
Provision for loan losses
Net interest income after provision for loan losse

Non-interest income
Service fee!
Gains on sales of loal
Income on bank owned life insurar
Other income
Total non-interest income

Non-interest expense:
Salaries and employee bene
Occupancy and equipme
Professional fee
Advertising and promotio
Data processin
Merger related expens
Other expenses
Total non-interest expenses

Income before income tax expens
Income tax expense
Net income

Earnings per common sha
Basic
Diluted
Weighted average common shares outstani
Basic
Diluted

Three Months Ended March 31,

2014 2013
13,45¢ 10,69¢
221 19t
22 21
13,70¢ 10,91:
1,401 1,14¢
561 334
47 48
2,00¢ 1,52¢
11,69¢ 9,38¢
1,30C 92t
10,39¢ 8,45¢
87 10C
41 83
144 —
77 76
34¢ 25¢
3,091 2,48(
82¢ 72¢
37¢ 271
98 10¢
517 447
928 —
83¢ 711
6,672 4,741
4,072 3,97
1,46¢ 1,641
2,60¢ 2,33¢
0.5Z 0.5¢
0.5C 0.5¢€
5,035,52. 4,055,90:
5,216,59! 4,178,21.

See accompanying notes to unaudited consolidataddial statements.
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CONNECTONE BANCORP, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (un audited)
(in thousands)

Three Months Ended March 31,

2014 2013
Net income $ 2,60¢ $ 2,33¢
Unrealized holding (losses)/gains on securitieslavie for sale arising during the peri 20z (122
Tax effect 81 (49
Other comprehensive loss 121 (73)
Comprehensive income $ 2,72¢ $ 2,26

See accompanying notes to unaudited consolidataddial statements.
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Balance at January 1, 20
Net income

Other comprehensive loss,
net of taxes

Issuance of 1,840,000 shar
net of expense

Grant of 100,238 restricted
stock awards and
performance unit

Equity-based compensatior

Balance at December 31,
2013

Net income

Other comprehensive incon
net of taxes

Grant of 15,592 restricted
stock award:

Equity-based compensatior

Balance at March 31, 2014
(unaudited)

CONNECTONE BANCORP, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS'
(dollars in thousands)

EQUITY

Accumulated

Preferred  Preferred Preferred Other
Common Stock Stock, Stock, Stock, Retained = Comprehensive
and Surplus Series A Series B Series C Earnings Income Total

$ 51,20t $ — % $ — $ 20,661 $ 49 $ 72,36
— — — 10,27( 10,27(
— — — — (6149 (614
47,71¢ — — — — 47,71t
39t — — — — 39t
99,31 — — 30,931 (11¢) 130,12¢
— — — 2,60¢ — 2,60¢
— — — — 121 121
151 — — — — 151
$ 99,46¢ $ —  $ $ — $ 3353 % 3 $133,00¢

See accompanying notes to unaudited consolidataddial statements.
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CONNECTONE BANCORP, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS (unaudited)

(in thousands)

Three months ended March 31

2014 2013
Cash flows from operating activities
Net income $ 2,60¢ $ 2,33¢
Adjustments to reconcile net income to net caskigea by operating activitie:
Provision for loan losse 1,30¢ 92t
Depreciation and amortizatic 30t 297
Net amortization of securities discounts and prensi 4 20
Equity-based compensatic 151 99
Proceeds from sale of loa 2,24¢ 4,352
Originations of loans held for sé (2,427 (4,149
Gain on sales of loar (47) (83)
Increase in bar-owned life insuranc (144) —
Increase in accrued interest receive (139 (157)
Increase (decrease) in accrued interest pa) 74 (12€)
Increase (decrease) in other liabilit (125) 1,31¢
(Increase) decrease in other assets (13) 205
Net cash provided by operating activities 3,81( 5,03¢
Cash flows from investing activities
Net increase in loar (93,709 (52,979
Maturities, calls and principal repayments of séims held to maturity and available for s 711 1,851
Proceeds from sale of other real estate ov 43¢ —
Net (increase) decrease in investments in restritieck, at cos (1,789 22¢
Purchases of bank premises and equipment (164) (707
Net cash used in investing activities (94,51) (51,600
Cash flows from financing activities
Net increase in deposi 61,94¢ 29,76(
Proceeds from FHLB borrowing 40,00( 5,00(
Repayment of FHLB borrowing (257) (10,167
Net proceeds from initial public offerir — 47,71F
Decrease in capital lease obligation (26) (18)
Net cash provided by financing activities 101,66¢ 72,29t
Net increase in cash and cash equivalen 10,96¢ 25,72¢
Cash and cash equivalents - beginning 34,36¢ 50,62¢
Cash and cash equivalent- ending $ 45,33( $ 76,35
Supplementary cash flows information:
Interest paid $ 1,93¢ $ 1,65¢
Income taxes paid $ 1,27¢ $ 90C

See accompanying notes to unaudited consolidataddial statements.
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CONNECTONE BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Nature of Operations and Principles of Consolida: The consolidated financial statements includer@otOne Bancorp, Inc. (“The Parent

Corporation”) and its wholly owned subsidiary, CentOne Bank (“the Bank” and, collectively with tRarent Corporation and the Parent
Corporation’s other direct subsidiaries, “the Compg

The Company provides financial services througlofiises in Bergen, Hudson, Monmouth, and Essexties, New Jersey. Its primary
deposit products are checking, savings, and tertificate accounts, and its primary lending produente residential mortgage, commercial,
and installment loans. Substantially all loanssaeured by specific items of collateral includingsimess assets, consumer assets, and
commercial and residential real estate. Commelasais are expected to be repaid from cash flow fbasiness operations. There are no
significant concentrations of loans to any one stduor customer. However, the customers’ abilityepay their loans is dependent on the
cash flows, real estate and general economic gondiin the area.

The consolidated financial information includeddieras of and for the periods ended March 31, 201#2013 is unaudited. The
accompanying unaudited consolidated financial statés included herein have been prepared by thep&@aynin accordance with U.S.
generally accepted accounting principles and puitsisethe rules and regulations of the Securitiebs Bxchange Commission and reflect all
adjustments which, in the opinion of managememtcansidered necessary for a fair presentationeofibancial condition and results of
operations for the periods presented. All adjustherade were of a normal and recurring nature. &ipey results for the three months ended
March 31, 2014 are not necessarily indicative efrésults that may be expected for the year ena@egmber 31, 2014. These unaudited
interim consolidated financial statements shoulddaal in conjunction with the audited consoliddirencial statements and notes thereto,
included in the Company’s Annual Report on FormKlfdr the year ended December 31, 2013.
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CONNECTONE BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 2 - SECURITIES

The amortized cost, gross unrealized gains anéscesd fair value of securities available for salMarch 31, 2014 and December 31, 2013,
are as follows (dollars in thousands):

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
March 31, 201
Securities available for sal
U.S. Treasury securitie $ 1937 $ — 3 84 % 1,85:
States and political subdivisio 4,41 2 (32 4,38:
Asse-backed securities
Residential mortgage 9,03¢ 33¢ (87) 9,28¢
Student loan 4,457 7 (12) 4,44
Small business loar 1,35¢ — (12 1,34¢
Equity securities 6,00( — (111) 5,88¢
$ 27,19 $ 34z $ (337 $ 27,19¢
December 31, 201
Securities available for sal
U.S. Treasury securitie $ 1,93t $ i $ (132) $ 1,80z
States and political subdivisio 4,41F — (80) 4,33t
Asse-backed securitie:
Residential mortgage 9,45: 33¢ (128 9,651
Student loan 4,56¢ — (20 4,54¢
Small business loar 1,414 — (23 1,391
Equity securities 6,00( — (14%) 5,85¢
$ 27,78¢ $ 33: $ (528) % 27,58¢

The amortized cost, gross unrecognized gains as@$oand fair value of securities held to matatitylarch 31, 2014 and December 31,
2013, are as follows (dollars in thousands):

Gross Gross
Unrecognize Unrecognize
Amortized Fair
Cost Gains Losses Value

March 31, 201«
Securities held to maturit
Asse-backed securities
Residential mortgages $ 89¢ $ 45 $ — $ 94%

December 31, 201
Securities held to maturit
Asse-backed securitie:
Residential mortgages $ 1,98  $ 98 % — 2,08¢
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CONNECTONE BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 2 - SECURITIES
(continued)

The amortized cost and fair value of debt securitieailable for sale and held to maturity at Ma&3th2014, by contractual maturity, are
shown below (dollars in thousands). Expected mig¢srimay differ from contractual maturities becabnsgowers may have the right to cal
prepay obligations with or without call or prepayrpenalties. Asset-backed securities do not haspeaific maturity and are shown
separately.

Available for Sale Held to Maturity
Amortized Fair Amortized Fair
Cost Value Cost Value
March 31, 201

Due in one year or le: $ 1,001 $ 100: % — % —
Due after one year through five ye — — — —
Due after five years through ten ye 3,84¢ 3,73: — —
Due after ten yeal 1,49¢ 1,50( — —

Asse-backed securitie:
Residential mortgage 9,03¢ 9,28¢ 89¢ 943
Student loan 4,451 4,447 — —
Small business loans 1,35¢ 1,34« — —
$ 21,19¢ $ 21,31( $ 89¢ $ 94:

There were no sales of available for sale secaritiethe quarters ended March 31, 2014 and 2013.

Securities with a carrying value of $204,000 anti300 at March 31, 2014 and December 31, 201f3ecatisely, were pledged to secure
public deposits, securities sold under agreementspurchase and for other purposes as requirpdroritted by law.

The following table summarizes securities with atized losses at March 31, 2014 and December 3B, 2ygregated by major security t
and length of time in a continuous unrealized fossition (in thousands).

Less than 12 Monttr 12 Months or Longe Total
Unrealizet Unrealizet Unrealizet
Fair Fair Fair
Value Losses Value Losses Value Losses
March 31, 201
Securities available for sal
U.S. Treasury securitie $ 185 $ 84 $ — 8 — $ 185 % (84)
States and political subdivisio 1,88( (32 — — 1,88( (32
Asse-backed securities
Residential mortgage 2,27¢ (87 — — 2,27¢ (87
Student loan 2,49t (17) — — 2,49t (11)
Small business loar 1,34¢ (12 — — 1,34« (12
Equity securities 5,88¢ (111 — — 5,88¢ (117
$ 1573¢ $ (337) $ —  $ — $ 1573t % (337)
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NOTE 2 - SECURITIES
(continued)

CONNECTONE BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Less than 12 Monttr 12 Months or Longe Total
Unrealize! Unrealize! Unrealize:
Fair Fair Fair
Value Losses Value Losses Value Losses
December 31, 201
Securities available for sal
U. S. Treasury securitie $ 1,80 $ (132) $ — 8 — $ 180 $ (132
States and political subdivisio 3,412 (80) — — 3,412 (80)
Asse-backed securitie:
Residential mortgage 4,28¢ (128 — — 4,28¢ (128)
Student loan 4,54¢ (20) — — 4,54¢ (20)
Small business loar 1,391 (23 — — 1,391 (23
Equity securities 5,85¢ (145) — — 5,85¢ (145)
$ 21,290 8 (52¢) $ — 3 — $ 2129 % (52¢)

Unrealized losses on available for sale secutitéage not been recognized into income because theites are of high credit quality,

management does not intend to sell and it is like#f management will not be required to sell #xeusities prior to their anticipated recove
and the decline in fair value is largely due tordes in interest rates. The fair value is expetdedcover as the securities approach maturity.

NOTE 3 — LOANS RECEIVABLE

The composition of loans receivable (which excludess held for sale) at March 31, 2014 and Decerdbg2013 are as follows (dollars in

thousands):

March 31, December 3:
2014 2013

Commercia $ 223,32 $ 203,69(
Commercial real esta 835,16 769,12:
Commercial constructio 69,42( 59,871
Residential real esta 83,24: 85,56¢
Home equity 32,66 32,50¢
Consumer 2,34¢ 2,34(
Gross loan: 1,246,16 1,153,10!
Unearned net origination fees and costs 80€) 1,19¢)
Loans receivabl 1,245,36. 1,151,90.
Less: Allowance for loan losses (17,039 (15,979
Net loans receivable $1,228,32 $ 1,135,92!
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CONNECTONE BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 3 — LOANS RECEIVABLE
(continued)

The portfolio classes in the above table have wniigk characteristics with respect to credit gyali

The repayment of commercial loans is generally ddpet on the creditworthiness and cash flow of dwers, and if applicabl
guarantors, which may be negatively impacted byeesds economic conditions. While the majority ofsiindoans are secur
collateral type, marketing, coverage, valuation amehitoring is not as uniform as in other portfotitasses and recovery fri
liquidation of such collateral may be subject teajer variability

Payment on commercial real estate loans is drivartipally by operating results of the managed préips or underlying busine
and secondarily by the sale or refinance of sudpgnties. Both primary and secondary sources cdyreent, and value of t
properties in liquidation, may be affected to aafe extent by adverse conditions in the real estetrket or the economy in gene

Properties underlying commercial construction loaften do not generate sufficient cash flows twiserdebt and thus repaymer
subject to ability of the borrower and, if applitbguarantors, to complete development or construof the property and carry 1
project, often for extended periods of time untié fproperty can be sold. As a result, the perfooaasf these loans is conting
upon future events whose probability at the timerafination is uncertain

The ability of borrowers to service debt in theidestial, home equity and consumer loan portfoifogenerally subject to perso
income which may be impacted by general economicditions, such as increased unemployment levelses@hloans a
predominately collateralized by first and/or secdiethis on single family properties. If a borroweanaot maintain the loan, t
Companys ability to recover against the collateral in giéint amount and in a timely manner may be sigaiitly influenced b
market, legal and regulatory conditio
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CONNECTONE BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 3 — LOANS RECEIVABLE
(continued)

The following table represents the allocation ¢dvehnce for loan losses and the related loans &y portfolio segment disaggregated based
on the impairment methodology at March 31, 2014 Badember 31, 2013 (dollars in thousands):

Commercic Commercia
Residential Home Equity
Commercic Real Estatt Constructioi Real Estatt  Lines of Credil Consume Unallocate: Total

March 31, 201«
Allowance for loan
losses
Individually
evaluated for
impairment $ 1,45€¢ $ 8 $ — % — % — $ — $ — $ 153¢
Collectively
evaluated for
impairment 3,267 9,25¢ 74C 1,217 701 52 262 15,49¢

Total $ 4,72¢ % 9,33¢ $ 74C $ 1,217 § 701 $ 52 $ 265 $ 17,03

Gross loans

Individually

evaluated for

impairment $ 5747 $ 6,10¢ $ — % 2,78¢ $ 76E $ — $ — $ 15,39¢
Collectively

evaluated for

impairment 217,58: 829,06: 69,42( 80,45¢ 31,90( 2,34¢ — 1,230,77

Total $ 22332: $ 83516! $ 6942( $§ 83,24 § 32,66 $ 234¢ $ — $1,246,16'

December 31, 201
Allowance for loan
losses
Individually
evaluated for
impairment $ 144C $ 12z $ — % — $ — $ — $ — $ 1562
Collectively
evaluated for
impairment 2,99¢ 8,622 63¢ 1,24¢ 69¢€ 52 16C 14,41°

Total $ 4,43t $ 8,74¢ $ 63¢ $ 1,248 § 69€ $ 52 $ 16C $ 15,97¢

Gross loans

Individually

evaluated for

impairment $ 581 $ 6,137 $ — % 3,02¢ $ 767 $ — $ — $ 15,74¢
Collectively

evaluated for

impairment 197,87 762,98:¢ 59,87 82,53¢ 31,737 2,34( — 1,137,35

Total $ 203,69 $ 769,12: $ 59,877 $§ 8556¢( $ 32500 $ 234( $ — $1,153,10
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NOTE 3 — LOANS RECEIVABLE
(continued)

The following tables present information relatednbpaired loans by class as of March 31, 2014, Bbes 31, 2013 and March 31, 2013 and
for the quarters ended March 31, 2014 and 2013arttie year ended December 31, 2013 (dollarsonghnds):

March 31, 201«

With no related allowance recorde
Commercial
Commercial real esta
Commercial constructio
Residential real esta
Home equity lines of cred
Consumer

With an allowance recorde
Commercial
Commercial real esta
Commercial constructio
Residential real esta
Home equity lines of cred
Consumer

Total

December 31, 201

With no related allowance recorde
Commercial
Commercial real esta
Commercial constructio
Residential real esta
Home equity lines of cred
Consumer

With an allowance recorde
Commercial
Commercial real esta
Commercial constructio
Residential real esta
Home equity lines of cred
Consumer

Total

March 31, 201

With no related allowance recorde
Commercial
Commercial real esta
Commercial constructio
Residential real esta
Home equity lines of cred
Consumer

With an allowance recorde

CONNECTONE BANCORP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Unpaid Allowance foi Average Interest Cash Basi
Principa Recordec Loan Losse! Recordec Income Interest
Balance Investment (1 Allocated Investment (1 Recognize  Recognize
$ 92¢ $ 801 — 3 81¢ % —  $ —
5,241 4,87( — 4,95¢ 22 —
3,641 2,817 — 3,20z 8 —
77C 76t — 771 — —
10,58¢ 9,25¢ — 9,747 30 —
5,01¢ 4,94¢ 1,45¢ 5,077 17 —
1,39¢ 1,40: 80 1,447 21 —
6,412 6,352 1,53¢ 6,524 38 —
$16,99¢ $ 15,60 $ 153 $ 16,27  $ 68 $ —
$ 934 $ 80¢ — 8 83 $ 15 % o
4,712 4,34¢ — 4,47¢ 63 —
3,645 3,05¢ — 3,51( 36 —
771 76¢ — 567 7 —
10,06( 8,98( — 9,38¢ 121 —
5,057 5,01¢ 1,44( 5,19z 122 60
1,95(C 1,95¢ 122 2,04: 11¢ —
7,007 6,97¢ 1,56: 7,234 241 60
$17,067 $ 15,95 % 156: $ 16,62( $ 36z % 60
$ 272 % 27¢€ — 8 28¢ % — 3 o
2,39z 2,43¢ — 1,66¢ 16 —
3,02:¢ 3,06¢ — 3,05¢ — —
11¢ 121 — 121 1 —
5,807 5,89¢ — 5,131 17 —




Commercial 2,86: 2,862 64¢€ 2,89¢ 32 32
Commercial real esta 3,27¢ 3,32¢ 612 3,44: 35 —
Commercial constructio — — — — — —
Residential real esta 63¢ 647 45 66C 8 —
Home equity lines of cred — — — — — —
Consumer — — — — — —
6,77°¢ 6,83t 1,30¢ 6,997 75 32

Total $1258. $ 12,73 % 1,308 $ 12,12¢  $ 92 $ 32

(1) The recorded investment in loans include aatinterest receivable and other capitalized casth as real estate taxes paid on behalf of
the borrower and loan origination fees, 1
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CONNECTONE BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 3 — LOANS RECEIVABLE
(continued)

The following table presents nonaccrual loans aads$ past due 90 days or greater and still acchyirgdass of loans (dollars in thousands):

Loans Past Due Over

Nonaccrual Loan 90 Days Still Accruing
March 31, December 31 March 31, December 31
2014 2013 2014 2013

Commercia $ 3,512 $ 3,58: $ — $ —
Commercial real esta 2,43¢ 2,44 — —
Commercial constructio — — — —
Residential real esta 2,137 2,381 — —
Home equity lines of cred 765 767 — —
Consumer —_ —_ —_ —_
Total $ 8,84¢ $ 9,17¢ $ — $ =

The following tables present past due and cur@antd by the loan portfolio class (dollars in thous:

30-59 60-89 90 Days Total
Days Days or Greate! Total Gross
Past Due Past Due Past Due Past Due Current Loans
March 31, 201«
Commercia $ — 3 — 3 626 % 626 $ 222,69« $ 223,32
Commercial real esta 1,92¢ — 1,39« 3,32¢ 831,84 835,16¢
Commercial constructio — — — — 69,42( 69,42(
Residential real esta 647 321 1,52¢ 2,492 80,75 83,24:
Home equity lines of cred — — 651 651 32,01« 32,66¢
Consumer — — — — 2,34¢ 2,34¢
Total $ 257 % 321 % 4197 $ 7,09¢  $ 1,239,071 $ 1,246,16
December 31, 201
Commercia $ — 3 — 3 634 $ 634 $ 203,05« $ 203,69
Commercial real esta — — 1,39« 1,39« 767,72 769,12:
Commercial constructio — — — — 59,871 59,871
Residential real esta — 431 1,76: 2,194 83,37¢ 85,56¢
Home equity lines of cred — — 653 653 31,85! 32,50
Consumer — 19 — 19 2,321 2,34(
Total $ — % 45C % 444  $ 489 $ 1,148,200 $ 1,153,10!
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CONNECTONE BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 3 — LOANS RECEIVABLE
(continued)

There were no troubled debt restructurings thatiwed during the quarters ended March 31, 20142&38@. There were no troubled debt
restructurings for which there was a payment défaithin twelve months following the modificatiorudng the quarters ended March 31,
2014 and 2013. A loan is considered to be in paymefault once it is 90 days contractually past doder the modified terms.

Credit Quality Indicators

The Bank categorizes loans into risk categoriesdas relevant information about the quality aralizable value of collateral, if any, and
ability of borrowers to service their debts suchcasrent financial information, historical paymeaxperience, credit documentation, public
information, and current economic trends, amongtotiactors. The Bank analyzes loans individuallyclassifying the loans as to credit risk.
This analysis is performed whenever a credit ismoéd, renewed or modified, or when an observaldateoccurs indicating a potential
decline in credit quality, and no less than aniyualt large balance loss. The Bank used the folhgwdefinitions for risk ratings:

Special Mention Loans classified as special mention have a poteméiakness that deserves management’s close attettleft
uncorrected, these potential weaknesses may ragigterioration of the repayment prospects forldla@ or the Bank’s credit position at
some future date.

Substandard Loans classified as substandard are inadequatelgqted by the current sound worth and paying agpatthe obligor or
of the collateral pledged, if any. Loans so clasdihave a well-defined weakness or weaknessegethadrdize the repayment and
liquidation of the debt. They are characterizedlisyinct possibility that the Bank will sustain setoss if the deficiencies are not
corrected. Normal payment from the borrower iseiopardy, although loss of principal, while stillggible, is not imminent.

Doubtful: Loans classified as doubtful have all the weakreesg®erent in those classified as Substandard, tvétadded characteristic
that the weaknesses make collection or liquidatidull, on the basis of currently known facts, ddions, and values, highly
guestionable and improbable.

The following table presents the risk categoryaaiis by class of loans based on the most recelysemperformed as of March 31, 2014 and
December 31, 2013 (dollars in thousands):

Credit Risk Profile by Special
Internally Assigned Grade Pass Mention Substandar Doubtful Total

March 31, 201«

Commercia $ 204,46. $ 13,96¢ $ 489: % — 3 223,32
Commercial real esta 821,71: 1,93« 11,52¢ — 835,16¢
Commercial construction 69,42( — — — 69,42(
Total $ 1,09559. $ 15,90 $ 16,41t  $ — $ 112791
December 31, 201
Commercia $ 184,34( $ 14377  $ 497  $ — 3 203,69(
Commercial real esta 755,53! 1,947 11,64 — 769,12:
Commercial construction 59,87 — — — 59,87
Total $ 999,75( $ 16,32:  $ 16,61: $ — $ 1,032,68
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CONNECTONE BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 3 — LOANS RECEIVABLE
(continued)

Residential real estate, home equity lines of trasid consumer loans are not rated. The Compaalyaes credit quality of those loans by
aging status of the loan and by payment activityictv was previously presented.

The following table presents the activity in thengmany’s allowance for loan losses by class of Iqdo#lars in thousands):
Commercie Commercia

Residential Home Equity
Commercic Real Estatt Constructioi Real Estatt  Lines of Credii Consume Unallocater  Total

Allowance for loan

losses
Beginning balance

January 1,201 $ 443t $ 8,74¢ $ 63¢ $ 1,24¢  $ 69¢ $ 52 $ 16C $15,97¢
Chargeoffs — — — (239) — (5) — (249
Recoveries — — — — — — — —
Provision for loan

losses 28t 59t 101 20€ 3 5 10z 1,30(
Total ending balanc

at March 31, 201 472: $ 9,33¢ $ 74C  $ 1,217 $ 701 $ 52 $ 262 $17,03:

Allowance for loan

losses
Beginning balance

January 1,201 % 2,40: $ 7,74 $ 63z $ 154 $ 617 $ 41 % 26€  $13,24¢
Chargeoffs — (452) — — (79 3) — (539
Recoveries — — — — — — — —
Provision for loan

losses 842 282 (290 22 87 (5) (14) 92t

Total ending balanc
at March 31,201 $ 3,24« $ 7,57¢ $ 34: $ 1,56¢ $ 625 $ 33 8 25z $13,63:

NOTE 4 - STOCK OPTION PLANS AND EQUITY COMPENSATION PLAN

At March 31, 2014, there were 91,393 shares aVaifab awards under the Company’s equity plans. ii&anay be in the form of options,
restricted stock or other equity awards. A sumnudihe stock option activity in the Company’s egyitans for the three months ended
March 31, 2014 are as follows:

Weighted

Weighted Average

Average Remaining Aggregate

Exercisec Contractura Intrinsic

Shares Price Term (Years Value

Outstanding at January 1, 20 300,43 $ 12.32
Grantec — —
Exercisec — —
Forfeited (60€) 18.1¢
Expired — _
Outstanding at March 31, 2014 299,83: $ 12.31 $ 3.1¢€ $ 11,008,41
Fully vested and expected to vest 299,83; $ 12.31 $ 3.1¢ $ 11,008,41
Exercisable at March 31, 2014 298,41¢ $ 12.2¢ $ 3.1Z2 $ 10,946,23
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 4 - STOCK OPTION PLANS AND EQUITY COMPENSATION PLAN
(continued)

As of March 31, 2014 and December 31, 2013, themrewo material unrecognized compensation costgeeto nonvested stock options
granted under the Company’s plans. Aggregate sitrivalue is based on a fair value share pricet8f¥5, which is derived from the closing
price of our common stock at March 31, 2014. Tiveeee no stock options granted during the first tprasf 2014.

In conjunction with the Comparg’equity plans , the Company granted restrictecesha certain executive officers. Compensatioreasp is
recognized over the vesting period of the awardet&n the fair value of the stock at issue ddte.fair value of the stock granted was bz
on the closing market price of our common stockfate grant date. Generally, grants of restrictieares vest one-third, each, on the first,
second and third anniversaries of the grant date.

A summary of changes in the Company’s nonvestdadctsl shares for the quarter ended March 31, 2044 follows:

Weighte(-

Average

Gran-Date

Nonvested Share Shares Fair Value
Nonvested at December 31, 2C 19,27¢ $ 21.9(
Awarded 15,59: 38.81
Vested (7,18¢) 21.57
Expired — —
Nonvested at March 31, 20. 26,67¢ $ 31.5]

As of March 31, 2014, there was $811,000 of totebaognized compensation cost related to nonvesiaeks granted under the plans. The
cost is expected to be recognized over a weightethge period of 26.3 months. The total fair valtishares vested during the quarter ended
March 31, 2014 was $321,000.

On August 7, 2013, the Company granted to variaysdmployees performance unit awards, with eachemtitling the holder to one share
the Company’s common stock contingent upon the Gmypmeeting or exceeding certain return on assggtaover the course of a three-
year period commencing July 1, 2013. Under theeagemt, and assuming the Company has met or excéeslagplicable targets, grants
performance unit awards will vest one-third, eawhthe third, fourth and fifth anniversaries of rant date or an earlier date, in the event of
a change in control, as defined in the agreemarnitiagkch 31, 2014, the specific number of sharesteel to performance unit awards that v
expected to vest was 85,313, determined by acarédimance in consideration of the establishedearfghe performance targets, which is
consistent with the level of expense currently ge#cognized over the vesting period. Should tkieetation change, additional
compensation expense could be recorded in fututedseor previously recognized expense could bensad. The maximum amount of
performance unit awards is 102,375.
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NOTE 4 - STOCK OPTION PLANS AND EQUITY COMPENSATION PLAN
(continued)

A summary of the status of unearned performanceawards and the change during the period is ptedén the table below:

Weighted-

Average

GrantDate

Shares Fair Value

Unearned at December 31, 2( 85,31 $ 32.3¢
Awarded — —
Forfeited — —
Expired — —
Unearned at March 31, 2014 85,31 $ 32.3¢

The company recognized $184,000 in stock-based ensgtion expenses for services rendered for theegended March 31, 2014. At
March 31, 2014, compensation cost of $2,323,000ed|to nonvested awards not yet recognized iscéeg¢o be recognized over a
weighted-average period of 3.2 years.

NOTE 5 - FAIR VALUE MEASUREMENTS AND FAIR VALUE OF FINANCIAL INSTRUMENTS

Management uses its best judgment in estimatinaihgalue of the Company’s financial instrumeritsyever, there are inherent
weaknesses in any estimation technique. The egtihfair value amounts have been measured as oh\84rc2014 and December 31, 2013,
and have not been re-evaluated or updated for pagoof these consolidated financial statementsesulest to those respective dates. As
such, the estimated fair values of these finano&ituments subsequent to the respective repattibgs may be different than the amounts
reported at each period end.

Fair value is the exchange price that would beivedefor an asset or paid to transfer a liabilayi price) in the principal or most
advantageous market for the asset or liabilitynimederly transaction between market participantthe measurement date. There are three
levels of inputs that may be used to measure Hures:

Level 1:Quoted prices (unadjusted) for identical assetgbilities in active markets that the entity hhe #bility to access as of the
measurement date.

Level 2:Significant other observable inputs other than ILLéverices such as quoted prices for similar asseligbilities; quoted prices in
markets that are not active; or other inputs thaidservable or can be corroborated by observahiket data.

Level 3:Significant unobservable inputs that reflect a répg entity’s own assumptions about the assumpttbat market participants
would use in pricing an asset or liability.
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NOTE 5 - FAIR VALUE MEASUREMENTS AND FAIR VALUE OF FINANCIAL INSTRUMENTS
(continued)

An asset’s or liability’s level within the fair vaé hierarchy is based on the lowest level of ithat is significant to the fair value
measurement. The Company used the following methndssignificant assumptions to estimate fair value

Investment SecuritiesThe fair values for investment securities aredeined by quoted market prices, if available (LeieFor securities
where quoted prices are not available, fair valrescalculated based on market prices of simileuritées (Level 2). For securities where
guoted prices or market prices of similar secwgitiee not available, fair values are calculatedgudiscounted cash flows or other market
indicators (Level 3). Discounted cash flows aregkted using spread to swap and LIBOR curvesatetipdated to incorporate loss
severities, volatility, credit spread and optiotyalDuring times when trading is more liquid, brokgiotes are used (if available) to validate
the model. Rating agency and industry researchrtepse well as defaults and deferrals on individeglurities are reviewed and incorporated
into the calculations.

Impaired Loans The fair value of impaired loans with specifitoahtions of the allowance for loan losses is galhebased on recent real
estate appraisals. These appraisals may utilimegbessaluation approach or a combination of apphes including comparable sales and the
income approach. Adjustments are routinely madbhérappraisal process by the independent apprasadjust for differences between the
comparable sales and income data available. Syaktagbnts are usually significant and typicallyules a Level 3 classification of the
inputs for determining fair value.

For financial assets measured at fair value ortarneg basis, the fair value measurements by leitéiin the fair value hierarchy used at
March 31, 2014 and December 31, 2013 are as fol{de#ars in thousands):

Assets and Liabilities Measured on a Recurring 8asi

Fair Value Measurements Usi

Quoted Price Significant
in Active Other Significant
Markets for Observable Unobservabl
Identical Asset: Inputs Inputs
(Level 1) (Level 2) (Level 3)
March 31, 201
Securities
U.S. Treasury securitie $ 1,85: $ $ —
States and political subdivisio — 4,38 —
Asse-backed securitie!
Residential mortgage — 9,28¢ —
Student loan — 4,445 —
Small business loar — 1,34«
Equity securitie: — 5,88¢ —
December 31, 201
Securities
U.S. Treasury securitie $ 1,80z $ — $ —
States and political subdivisio — 4,33t —
Asse-backed securitie:
Residential mortgage — 9,657 —
Student loan — 4,54¢ —
Small business loar — 1,391
Equity securitie: — 5,85¢ —
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NOTE 5 - FAIR VALUE MEASUREMENTS AND FAIR VALUE OF FINANCIAL INSTRUMENTS

(continued)

Assets and Liabilities Measured on a Nacurring Basis

Assets measured at fair value on a non-recurrisislzae summarized below (dollars in thousands):

Fair Value Measurements Usi

Quoted Price
in Active
Markets for
Identical Asset:
(Level 1)

Significant
Unobservable

(Level 3)

March 31, 201«
Impaired loans
Commercial real esta $
Commercia

December 31, 201
Impaired loans
Commercial real esta $
Commercia

1,82¢
1,86t

1,82¢
1,86¢

As of March 31, 2014, impaired loans, which hawpecific reserve and are measured for impairmanguke fair value of the collateral, h
an unpaid principal balance of $4,106,000 with laaton allowance of $977,000, resulting in an &ddal provision for loan losses of

$39,000 for the quarter ended March 31, 2014.

As of March 31, 2013, impaired loans, which hawpecific reserve and are measured for impairmeénguke fair value of the collateral, h
an unpaid principal balance of $3,913,000 with laation allowance of $657,000, resulting in an &ddal provision for loan losses of

$76,000 for the quarter ended March 31, 2013.

The following table presents quantitative inforroatabout Level 3 fair value measurements for firgnastruments measured at fair value

a non-recurring basis at March 31, 2014 (dollathousands):

Unobservable Input(s

Valuation
Fair Value Technique(s
Impaired loans:
Commercial real estate  $ 1,31  Sales comparison
Commercial $ 1,81¢ Sales comparison

Adjustments for differences

between the comparable sal

Adjustments for differences

between the comparable sal
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NOTE 5 - FAIR VALUE MEASUREMENTS AND FAIR VALUE OF FINANCIAL INSTRUMENTS
(continued)

The following table presents quantitative informatabout Level 3 fair value measurements for firgnastruments measured at fair value
a non-recurring basis at December 31, 2013 (ddltettsousands):

Valuation Discount Weighted
Fair Value Technique(s Unobservable Input(s Range Average
Impaired loans:
Commercial real estate $ 1,82¢  Sales comparison  Adjustments for differences 5% -15% 8%
between the comparable sal
Income approach Adjustments for differences in r 4% 4%
operating income expectatiot
Commercial $ 1,86t Sales comparison  Adjustments for differences 3% 3%

between the comparable sal

The carrying value and estimated fair value offitial instruments as of March 31, 2014 and Decer8beR013 are summarized below
(dollars in thousands):

Fair Value Measurements at March 31, 2014 U

Quoted Price: Significant
in Active Other Significant
Markets for Observable Unobservable
Identical Asset: Inputs Inputs
Carrying Value (Level 1) (Level 2) (Level 3)

Financial asset:
Cash and due from ban $ 3,006 $ 3,006 $ — 3 —
Interest bearing depos 42,32¢ 42,32¢ — —
Securities available for sa 27,19¢ 1,85: 25,34¢ —
Securities held to maturi 89¢ — 9432 —
FHLB stock 9,411 n/e n/e n/e
Loans held for sal 792 — 792 —
Loans receivabl 1,245,36. — — 1,243,63!
Accrued interest receivab 4,23¢F — 77 4,15¢
Financial liabilities:
Deposits

Demand, NOW, money market and savi $ 578,04: $ 578,04: $ — $ —

Certificates of depos 449,71 — 452,12¢ —
FHLB Borrowings 177,30: — 181,85: —
Accrued interest payab 2,83¢ — 2,83¢ —
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NOTE 5 - FAIR VALUE MEASUREMENTS AND FAIR VALUE OF FINANCIAL INSTRUMENTS
(continued)

Fair Value Measurements at December 31, 2013 L

Quoted Price: Significant
in Active Other Significant
Markets for Observable Unobservable
Identical Asset: Inputs Inputs
Carrying Value (Level 1) (Level 2) (Level 3)

Financial asset:
Cash and due from ban $ 2,907 $ 2,907 $ —  $ —
Interest bearing depos 31,45¢ 31,45¢ — —
Securities available for sa 27,58¢ 1,80z 25,78¢ —
Securities held to maturit 1,027 — 1,077 —
FHLB stock 4,744 n/e n/e n/e
Loans held for sal 57& — 582 —
Loans receivable, gro: 1,151,90. — — 1,151,87!
Accrued interest receivab 4,10z — 99 4,00:
Financial liabilities:
Deposits

Demand, NOW, money market and savi $ 550,09¢ $ 550,09¢ $ — % —

Certificates of depos 415,71: — 419,46 —
FHLB Borrowings 137,55¢ — 141,90: —
Accrued interest payab 2,76 — 2,76 —

The methods and assumptions, not previously predensed to estimate fair values for the periodtedMarch 31, 2014 and December 31,
2013, are described as follows:

Cash and due from banks and interest bearing déposhe carrying amounts of cash and short-term ingntmapproximate fair values
and care classified as Level 1.

Loans: Fair value of loans, excluding loans held for ssesstimated as follows: For variable rate lodnad teprice frequently and with
no significant change in credit risk, fair values based on carrying values resulting in a Lewvah8sification. Fair values for other loans
are estimated using discounted cash flow analys#sg interest rates currently being offered fame with similar terms to borrowers of
similar credit quality resulting in a Level 3 cld&gsation. Impaired loans are valued at the lowkcast or fair value as described
previously.

The methods utilized to estimate the fair valuboahs do not necessarily represent an exit pribe.fair value of loans held for sale is
estimated based upon binding contracts and quatasthird party investors resulting in a Level asdification.

FHLB Stock It is not practical to determine the fair valde=6ILB Stock due to restrictions placed on its si@nrability.

Deposits The fair values disclosed for demand deposits,(mtgrest and non-interest checking, passboolgayand certain types of
money market accounts) are, by definition, equalhédoamount payable on demand at the reporting(datetheir carrying amount)
resulting in a Level 1 classification. The carrysmgounts of variable rate, fixed-term money madgaeounts and certificates of deposit
approximate their fair values at the reporting desailting in a Level 1 classification. Fair valdesfixed rate certificates of deposit are
estimated using a discounted cash flow calculatiahapplies interest rates currently being offeredertificates to a schedule of
aggregated expected monthly maturities on time siepoesulting in a Level 2 classification.
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NOTE 5 - FAIR VALUE MEASUREMENTS AND FAIR VALUE OF FINANCIAL INSTRUMENTS
(continued)

Longterm borrowings Long-term borrowings consist of Federal Home LoamBof New York borrowings which are estimated gsn
discounted cash flow calculation that applies egérates currently being offered to a schedukgygfegated expected monthly Federal
Home Loan borrowings maturities.

Accrued interest receivable/payabl&he carrying amounts of accrued interest approxértta fair value resulting in a Level 2 or Leve
classification.

NOTE 6 — EARNINGS PER SHARE

The factors used in the earnings per share conipufailow (in thousands, except per share data):

Three Months Ended March &

2014 2013

Basic

Net income available to common stockholc $ 2,606 $ 2,33¢

Weighted average common shares outstanding 5,03¢ 4,05¢
Basic earnings per common share $ 0.52 $ 0.5¢
Diluted

Net income $ 2,60¢ $ 2,33¢

Weighted average common shares outstanding foc basnings per comm

share 5,03¢ 4,05¢

Add: Dilutive effects of assumed exercises of stoplions and stock awarc 181 122

Average shares and dilutive potential common shares 5,217 4,17¢
Diluted earnings per common share $ 0.5C $ 0.5¢

There were no stock options that resulted in aihiiidn for the periods presented.
NOTE 7 — PENDING MERGER

On January 20, 2014, the Company, entered intogaaeinent and Plan of Merger (the “Merger Agreenjemith Center Bancorp,
Inc. (NASDAQ: “CNBC") (“Center Bancorp”). The Mergégreement provides that, upon the terms and stlpethe conditions set forth
therein, the Company will merge with and into Cef&ancorp, with Center Bancorp continuing as theising entity (the “Merger”). The
Merger Agreement also provides that, immediatellp¥zng the consummation of the Merger, Union Cemational Bank, a commercial
bank chartered pursuant to the laws of the UnitateS (“Union Center”) and a wholly-owned subsigiaf Center Bancorp, will merge with
and into the Bank, with the Bank continuing asgheviving bank. Upon completion of the Merger, eabhre of common stock of the
Company will be converted into and become the righieceive 2.6 shares of common stock, no parevaér share, of Center Bancorp.
Immediately after consummation of the transactiba,directors of the resulting corporation andrémulting bank shall consist of six
individuals who previously served as Center Bandairpctors and six Directors who previously serasdDirectors of the Company, each to
hold office in accordance with the Amended and &esit Certificate of Incorporation and the by-laWwshe surviving corporation until their
respective successors are duly elected or appoamedjualified. The officers of the surviving corgiion shall consist of (i) Frank S.
Sorrentino Il as Chairman, President and Chiefdakige Officer; (ii) William S. Burns, Chief Finarat Officer; and (iii) Anthony Weagley,
current President and Chief Executive Officer ohtée Bancorp, as Chief Operating Officer.
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CONNECTONE BANCORP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 7 — PENDING MERGER
(continued)

Completion of the Merger is subject to various dtiads, including, among others, (i) approval bystholders of Center Bancorp and
the Company of the Merger Agreement and the trdimseccontemplated thereby, (i) the receipt ofngltessary approvals and consents of
governmental entities required to consummate desactions contemplated by the Merger Agreemeitth@ absence of any order or
proceeding which prohibits the Merger or the Bandrer and (iv) the receipt by each of Center Bgmemd ConnectOne Bancorp of an
opinion to the effect that the Merger will be tedibs a reorganization qualifying under Section&68f the Internal Revenue Code of 1986,
as amended. Each party’s obligation to consumrhatdtierger is also subject to certain customary itimms, including (i) subject to certain
exceptions, the accuracy of the representationsvamndanties of the other party, (ii) performancealihnmaterial respects of its agreements,
covenants and obligations and (iii) the delivergeiftain certificates and other documents.

The Company expects the Merger to be completedhiareghe second or third quarter of 2014.
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INTRODUCTION - UNAUDITED PRO FORMA CONDENSED COMBIN ED CONSOLIDATED FINANCIAL STATEMENTS

The following unaudited pro forma condensed comtic@nsolidated financial information and explangtootes show the impact on
historical financial positions and results of opienas of Center Bancorp, Inc. (“Center”) and Cortfee Bancorp, Inc. (“ConnectOne&inde
the acquisition method of accounting with Centeated as the acquirer. Under the acquisition metfi@dcounting, the assets and liabili
of ConnectOne, as of the effective date of the erefilpe “merger’described in the merger agreement between Cente€annectOne, dat
as of January 20, 2014, will be recorded by Ceattéheir respective fair values and the excesh@hterger consideration over the fair vi
of ConnectOnes net assets will be allocated to goodwill and ottientifiable intangibles, as appropriate. Theudiged pro forma condens
combined consolidated balance sheet as of Marcl2(®14 is presented as if the merger with Connect@mekoccurred on March 31, 20
The unaudited pro forma condensed combined coraetidstatement of net income for the year endeember 31, 2013 and for the th
months ended March 31, 2014 are presented as hénger had occurred on January 1, 2013 and Jadu@@14, respectively. The histori
consolidated financial information has been adplistereflect factually supportable items that arectly attributable to the merger and, v
respect to the statement of net income only, exgettt have a continuing impact on consolidatedlt®sfi operations.

The unaudited pro forma condensed combined coragelidfinancial information is presented for illagitve purposes only and does
necessarily indicate the financial results of thebined companies had the companies actually bembioed at the beginning of the peri
presented. The adjustments included in these urelidio forma condensed combined consolidated dinhstatements are preliminary
may be revised. The unaudited pro forma condensetbined consolidated financial information also gloet consider any potential impe
of potential revenue enhancements, anticipatedsaadéihgs and expense efficiencies, among otheoriact

As explained in more detail in the accompanyingeaoto the unaudited pro forma condensed combinedotidated financii
information, the pro forma allocation of purchaséce reflected in the unaudited pro forma condenseahbined consolidated financ
information is subject to adjustment and may vaonf the actual purchase price allocation that bdirecorded at the time the merge
completed. Adjustments may include, but not betéahito, changes in (1) ConnectOmdialance sheet through the effective time o
merger; (2) the aggregate value of the merger derstion paid if the price of Centsrstock varies from the assumed $18.46 per sh3)
total mergerelated expenses if consummation and/or implemientaiosts vary from currently estimated amounts] &) the underlyin
values of assets and liabilities if market condisidiffer from current assumptions.

The unaudited pro forma condensed combined coraetidfinancial information is provided for infornm@tal purposes only. T
unaudited pro forma condensed combined consolidatadcial information is not necessarily, and ddawt be assumed to be, an indica
of the results that would have been achieved hadrémsaction been completed as of the dates tediaa that may be achieved in the fut
The preparation of the unaudited pro forma cond&nsembined consolidated financial information aredated adjustments requil
management to make certain assumptions and essiniEte unaudited pro forma condensed combined tdated financial statemet
should be read together with:

» the accompanying notes to the unaudited pro foronaensed combined consolidated financial infornmatio

« Center’s separate historical consolidated finarstaiements and accompanying notes as of March(34, December 31, 2013
and December 31, 2012, for the years ended Dece3db@013, 2012 and 2011 and for the three momttleceMarch 31, 2014
and 2013 included in Center’'s Annual Report on FafiK for the year ended December 31, 2013 andt@lyaReport on
Form 1(-Q for the three months ended March 31, 2014;

« ConnectOne’s separate historical consolidated Gi@histatements and accompanying notes as of MalrcA014, December 31,
2013 and December 31, 2012, for the years endedritmer 31, 2013, 2012 and 2011 and for the thred¢lra@nded March 31,
2014 and 2013 presented elsewhere in this CurrepoiR
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Unaudited Pro Forma Condensed Combined ConsolidateBalance Sheet

(in thousands)
ASSETS:
Cash and cash equivalel
Securities
Loans held for sal
Loans receivabl
Allowance for loan losses
Loans receivable, ni
Federal Home Loan Bank sto

Investment in restricted stock, at c

Accrued interest receivab
Deferred tax asset, n
Premises and equipment, |
Goodwill
Core deposit intangibl
Bank owned life insuranc
Other real estate own
Other assets

Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY:

LIABILITIES
Deposits

Federal Home Loan Bank advances and other borr®
Accrued expenses and other liabilities

Total liabilities
STOCKHOLDERS' EQUITY
Common stock and pe-in capital
Preferred stoc
Treasury stock, at co
Retained earning

Accumulated other comprehensive loss, net of tax

Total stockholders’ equity

Total liabilities and stockholders’ equity

as of March 31, 2014

Center ConnectOne Pro Forma
Bancorp, Bancorp, Merger
Inc. Inc. Adjustments
106,28: $ 4533( $ —
501,66: 28,09: 50
— 792 —
987,52¢ 1,245,36. (13,580)
(10,63:) (17,039 17,03t
976,89t 1,228,32 3,45¢
8,98¢ 9,411 —
6,341 4,23t —
4,74¢ 7,53¢ (1,27¢)
13,83 7,38¢
16,791 26C 109,70:
24 — 8,251
35,98¢ 15,33« —
22C 87C —
4,38¢ 142 —
1,676,160 $ 1,347,72. $ 120,18:
1,339,888 $ 1,027,75 % 3,75¢
151,15! 177,30: 4,344
11,30 9,65¢ —
1,502,34 1,214,71! 8,10(
115,05¢ 99,46¢ 145,62:
11,25( — —
(17,079 — —
65,05 33,53¢ (33,539
(470 3 (3)
173,81 133,00¢ 112,08:
1,676,16! 1,347,72. 120,18:
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Pro Forma
Combined

$ 151,61:
529,80¢

792

2,219,31

(10,639
2,208,67"

18,39
10,57¢

11,00

21,21¢
126,76
8,27¢

51,32

1,09

4,52¢

$ 3,144,06.

$ 2,371,39
332,80(
20,96¢
2,725,06.

360,14
11,25(
(17,079
65,05
(470)
418,90:
3,144,06.



Unaudited Pro Forma Condensed Combined Consolidate8tatement of Net Income for the Year

(dollars in thousands, except per share data)

Interest and dividend incom
Loans
Investment:

Other earning assets
Total interest and dividend incor
Interest expenst

Deposits
Borrowed funds
Capital lease

Total interest expense
Net interest incom
Provision of loan losses

Net interest income after provision for loan losse:

Nor-interest incoms
Service charges and fe
Annuities and insurance commissic
Net gain (loss) from sale of securiti
Loan related fee
Net gain from sales of loal
BOLI income
Other-than-temporary impairment losses on
investmen
Other income
Total non-interest income
Nor-interest expense
Salaries and employee bene
Occupancy and equipme
Professional fee
Other expenses
Total non-interest expense
Income before income tax exper
Income tax expense
Net income
Dividends on preferred shares
Net income available to common stockholdet

Earnings per common sha
Basic
Diluted
Weighted average common shares outstani
Basic
Diluted

Ended December 31, 2013

ConnectOne
Center Bancorp, Bancorp, Merger
Inc. Inc. Adjustments
$ 40,13: 3 46,408 3 (674)
17,13¢ 79t 29
— 10z —
57,26¢ 47,30: (645)
5,21¢ 4,79¢ (1,87¢)
5,86: 1,48¢ (1,44%)
— 18¢
11,08: 6,47¢ (3,326
46,18¢ 40,82: 2,681
35C 4,57¢ —
45,83¢ 36,252 2,681
1,87: 43€ —
48¢ — —
2,36: — —
83¢ — —
294 23¢ —
1,36¢ 191 —
(652) — —
281 33€ —
6,851 1,20z —
13,46" 10,32 —
3,51¢ 3,101 —
1,41¢ 1,46: —
6,88( 5,76¢€ 1,50(C
25,27¢ 20,65! 1,50(
27,40¢ 16,80: 1,181
7,48¢ 6,53: 41%
19,92¢ 10,27( 76€
141 — —
$ 19,78  $ 10,27¢  $ 76€
$ 121 % 2.1t
1.21 2.0¢
16,349,20. 4,773,95
16,385,69 4,919,38
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Pro Forma

Combined

$

85,86:¢
17,96(
102

103,92¢

8,13¢
5,90¢
18¢

14,23:

89,69/
4,92t

84,76¢

2,30¢
48¢
2,36:
83¢
53¢
1,55¢

(652)
617

8,05¢

23,78¢
6,61¢
2,87¢

14,14¢

47,42¢

45,39:
14,43(

$

30,96
141

30,82:

1.07
1.0¢

28,761,48
29,176,09



Unaudited Pro Forma Condensed Combined Consolidate8tatement of Net Income for the Three

Months Ended March 31, 2014

(dollars in thousands, except per share data)

Interest and dividend incom
Loans
Investment:

Other earning assets
Total interest and dividend incor
Interest expenst

Deposits
Borrowed funds
Capital lease

Total interest expense
Net interest incom
Provision of loan losses

Net interest income after provision for loan losse:

Nor-interest incoms
Service charges and fe
Annuities and insurance commissic
Net gain (loss) from sale of securiti
Loan related fee
Net gain from sales of loal
BOLI income
Other income
Total non-interest income
Nor-interest expense
Salaries and employee bene
Occupancy and equipme
Professional fee
Other expenses
Total non-interest income
Income before income tax exper
Income tax expense
Net income
Dividends on preferred shares
Net income available to common stockholdet

Earnings per common sha
Basic
Diluted
Weighted average common shares outstani
Basic
Diluted
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ConnectOne
Center Bancorp, Bancorp, Merger
Inc. Inc. Adjustments
$ 10,11 % 1345 % (169)
4,22¢ 227 2
J— 22 J—
14,331 13,70¢ (167)
1,31¢ 1,401 (470
1,411 561 (362
— 47 —
2,72; 2,00¢ (832)
11,61( 11,69¢ 665
628 1,30(C —
10,98¢ 10,39¢ 665
497 87 —
10C — —
1,41¢ — —
181 — —
36 41 —
25E 144 —
37 77 —
2,521 34¢ —
3,33- 3,091 —
1,08( 82¢ —
25E 37¢ —
2,82¢ 2,374 37t
7,49¢ 6,672 37¢
6,01( 4,072 29C
1,612 1,46¢ 10z
4,39¢ 2,60¢ 18¢
28 — —
$ 4,370  $ 2,606 $ 18¢
$ 027 $ 0.52Z
0.27 0.5C
16,350,18 5,035,52:
16,405,54 5,216,59!

Ou

X

Pro Forma
Combined

$ 23,397
4,65¢

22

27,87«

2,24

1,61(
M
3,90¢

23,97(

1,92¢

22,04¢

584
10C
1,41¢
181
77
39¢
114
2,87(

6,42%

1,90¢

638

5,57¢

14,54:

10,37:

3,17¢

7,19¢

28

$ 7,16¢€

$ 0.24
0.24

29,442,53
29,968,69



Note 1—Basis of Presentation

The unaudited pro forma condensed combined coradetidfinancial information has been prepared udiregacquisition method
accounting giving effect to the merger involvingnBa and ConnectOne, with Center as the accoumthogiirer. The unaudited pro for
condensed combined consolidated financial inforomats presented for illustrative purposes only @aot necessarily indicative of 1
financial position had the merger been consummateldarch 31, 2014 or the results of operations thedmerger been consummate
January 1, 2013, nor is it necessarily indicatif’¢he results of operations in future periods ar thture financial position of the combir
entities. The merger, which is currently expectede¢ completed on July 1, 2014, provides for tiseiasce of 13,276,783 shares of Ce
common stock, based on the number of outstandiagestof ConnectOne at January 17, 2014 and th @@hange ratio. Based on Cerger’
closing stock price on June 2, 2014, the valudefaggregate merger consideration would be appaigign$245.1 million.

Under the acquisition method of accounting, theetgsand liabilities of ConnectOne will be recordgdhe respective fair values on
merger date. The fair value on the merger dateesgmts managemestbest estimates based on available information faots an
circumstances in existence on the merger date.pfbidorma allocation of purchase price reflectedha unaudited pro forma conden
combined consolidated financial information is sdbjto adjustment and may vary from the actual page price allocation that will
recorded at the time the merger is completed. Audljaats may include, but not be limited to, chanigegl) ConnectOna& balance she
through the effective time of the merger; (2) tlygregate value of the merger consideration paildefprice of Center common stock va
from the assumed $18.46 per share; (3) total merjeted expenses if consummation and/or implementatosts vary from current
estimated amounts; and (4) the underlying valuesseéts and liabilities if market conditions diffesm current assumptions. The follow
table sets forth the impact on the purchase paisayell as on the goodwill generated, if the mapkéte increased or decreased by 10%,
or 30% from the assumed market price of $18.46Gpare.

-30% -20% -10% Base 10% 20% 30%
Assumed market price of Center common st $ 1292 $ 1477 $ 16.61 $ 184¢ $ 2031 $ 221 $ 24.0(
Purchase price (in million: $171.5¢ $196.00 $220.5¢ $245.0¢ $269.6( $294.1. $318.6:
Goodwill (in millions) $ 36.1¢ $ 60.6¢ $ 85.1¢ $109.7C $134.2. $158.7: $183.2:

The accounting policies of both Center and Conneet@re in the process of being reviewed in ddtgibn completion of such revie
conforming adjustments or financial statement i&sifecation may be determined.

Note 2—Estimated Merger and Integration Costs

The plan to integrate Center's and Connect®mgerations is still being developed. Over thet sexeral months, the specific detail
these plans will continue to be refined. Center @odnectOne are currently in the process of asgpsise two companiegiersonnel, bene
plans, premises, equipment, computer systems, aigdiattorneys and service contracts to determiherevthey may take advantage
redundancies or where it will be beneficial or resegy to convert to one system. Certain decisiaesg from these assessments may inv
involuntary termination of Center's and Connect@namployees, vacating Center’'s and ConnectOleased premises, changing informe
systems, canceling contracts between Center or éx@ne and certain service providers and sellingtberwise disposing of cert:
premises, furniture and equipment owned by Cent€@amnectOne. Center and ConnectOne expect to meugerrelated expenses includi
or related to system conversion costs, legal faespunting fees, investment banking fees, emplogéantion and severance agreem
communications to customers, and others. To thenéxhere are costs associated with these actioas;osts will be recorded based on
nature and timing of these integration actions. tMasjuisition and restructuring costs are recoghsaparately from a business combine
and generally will be expensed as incurred. Wemedd merger-related costs to total approximately. BInillion on an aftetax basis
comprised of financial and legal advisory fees 8f6$million, employment contract and severance gsiof $3.0 million, termination fe
related to redundant systems of $fhlion, and other, including accounting, proxy isiation, due diligence and premises costs, 0P
million. A significant portion of such costs arepected to be incurred in the years ending DecerBbef014 and 2015. Merger costs
expected to have no material impact on the combtoatpanys liquidity, while merger costs specifically reldt® a reduction in staff leve
termination of contracts, and a
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reduction in operating space requirements are ¢gpeio lower operating expenses (see Note 3 betmd)therefore improve earnings
future periods. Our statements regarding our estichenerger and integration costs and any cost gauimat may be achieved are forward-
looking statements, should not be relied upon,ardot reflected in the accompanying pro formariaial information.

Note 3—Estimated Annual Cost Savings

Center and ConnectOne expect to realize approxiyndfe0 million in annual pre-tax cost savings deling the merger, which
management expects to be phased-in over a twopgemd, but there is no assurance that the antapeost savings will be realized on the
anticipated time schedule or at all. These coshgaware not reflected in the accompanying pro #ofimancial information but are expectet
come from compensation and benefits, occupancyeguipment, data processing, legal, audit and psafeal and marketing expenses.

Note 4—Pro Forma Merger Adjustments

The following pro forma adjustments have been otdlé in the unaudited pro forma condensed comhinedolidated financial
information. All taxable adjustments were calcutbtising a 35% tax rate to arrive at deferred tartasr liability adjustments. All
adjustments are based on current assumptions &matieas, which are subject to change.

Consolidated Balance Shee
(In thousands)
(A) Adjustments to investment portfolio
To reflect the mark-up on the fair value premiumsesurities held-to-maturity investment, which weased
on broker quotes

Amortized cos $ 89¢
Fair value 94¢
Adjustment $ 50

(B) Adjustment to loans
Adjustments (B) and (C) reflect the elimination@fnnectOne’s historical allowance for loan losses o
approximately $17.0 million and the recording déi value discount of $13.6 million on the loan
portfolio. The fair value discount was calculatgdftrecasting cash flows over the expected remgilifa
of each loan and discounting those cash flowsdsgmnt value using current market rates for sinfilans.
Forecasted cash flows include an estimate ofifetcredit losses on the loan portfolio, which resiiin a
credit mark of approximately $17.0 million, andleet the difference between contractual interestsranc

current market rates for similar loans, which resdiin an interest rate mark of approximately $8iHion. $ (16,959
3,37¢
$ (13,580

© Adjustment to allowance for loan losse
To remove ConnectOne’s allowance at the mergeratathe credit risk is contemplated in the faiueal
adjustment in adjustment B above. $ 17,03t
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Consolidated Balance Shee
(In thousands)

(D)

(E)

(F)

(G)

(H)

()

Adjustments to deferred tax asset

Adjustments reflect the tax impact of pro formauwsiion accounting fair value adjustments using fédere
statutory rate of 35%

Adjustment to loar—expected credit loss:

Adjustment to loar—interest rate mar

Adjustment to allowance for loan loss

Adjustments to core deposit intangible,

Adjustments to investment securit

Adjustment to deposit

Adjustment to borrowed funds

Subtotal for fair value adjustments

Calculated deferred taxes at Center’s estimateerékdtatutory rate of 35%

Adjustments to goodwill, net
Goodwill represents the excess of the purchase prier the fair value of acquired net assets. Tiehase
price will not be finalized until the merger is cplated and will be based on the share price of &ent
common stock on that da
Elimination of ConnectOne goodw
Goodwill
Net goodwill

Adjustments to core deposit intangible, ne

Adjustments reflect the fair value of the acquicede deposit intangible. The core deposit intargibl
calculated as the present value of the differemteden a market participant’s cost of obtainingraltive
funds and the cost to maintain the acquired depasi¢. Deposit accounts that are evaluated asftie
core deposit intangible include demand deposit@atisy money market accounts and savings account

Adjustment to time deposits
Adjustment reflects the fair value premium on tideposits, which was calculated by discounting &itur
contractual payments at a current market inteegst r

Adjustment to borrowed funds
Adjustment reflects the fair value premium on FHadsances, which was calculated by discounting &utu
contractual payments at current market interessrat

Adjustments to stockholders equity
To eliminate ConnectOne equity accou
To replace ConnectOne common stock with Center comstock.
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16,95:
(3,379
(17,039
(8,25))
(50)
3,75¢
4,344

(3,656)

(1,279)

(260)
109,96

109,70:

8,251

3,75¢€

4,344

(133,009
245,08

112,08:




Year Ended
Statements of Net Income (In thousands 12/31/2013

Three Months
Ended March
31, 2014

J) Adjustment to loan interest income
To reflect the amortization of loan premium fronteirest rate fair value
adjustment; amortization on a level yield basisrdkie expected
remaining average life of existing loans at pergwdt which is
approximately five years. $ (674)

(169)

(K) Adjustment to deposit interest expens
To reflect the amortization of time deposit premifrom interest rate fair
value adjustment; amortization on a level yieldibaser the remaining
term of existing time deposits at period-end whghpproximately two
years. $ (1,879

(470)

(L) Adjustment to borrowing interest expense
To reflect the amortization of borrowing premiurorfr interest rate fair
value adjustment; amortization on a level yieldibaser the remaining
term of borrowings existing at period-end whiclajgproximately three
years. $ (1,449

(362)
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Statements of Net Income (In thousands

(M)

(N)
(0)

Adjustments to other non-interest expense

To reflect the amortization of acquired identifialimtangible assets using
10-year amortization period and using the sum-efytbars-digits methoi
of amortization

Adjustment to income tax provision

To reflect the income tax effect of pro forma atljusnts at 35%

Adjustment to Investments

Current unrealized loss on AFS securities portfolio

Current unrealized gain on HTM securities portfolio
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Three Months

Year Ended Ended March
12/31/2013 31, 2014
$ 1,50( 37¢E
$ 4132 10z
$ 5
$ 45
$ 50




To reflect amortization of discount on investmesgsurity portfolio using straight line method wiéh
average life of 5.0 years $ 2

Note 5—Preliminary Purchase Accounting Allocation

The unaudited pro forma condensed combined coraetidinancial information reflects the issuanc&®276,783 shares of Center
common stock totaling approximately $245.1 millidime merger will be accounted for using the actjoisimethod of accounting. Center’s
cost to acquire ConnectOne will be allocated toabeets (including identifiable intangible assats) liabilities of ConnectOne at their
respective estimated fair values as of the mergt. d\ccordingly, the pro forma purchase price pradiminarily allocated to the assets
acquired and the liabilities assumed based on #stimated fair values as summarized in the folhwable.

Preliminary Purchase Accounting Allocation

(In thousands) March 31, 2014
Total pro forma purchase price $ 245,08¢
Fair value of assets acquire
Cash and cash equivalel 45,33(
Securities 28,14,
Loans held for sal 79z
Loans receivable, ni 1,231,78
Core deposit intangible 8,251
Investment in restricted sto 9,411
Bank owned life insuranc 15,33«
Premises and equipme 7,38¢
Other real estate own 87C
Accrued interest receivab 4,23¢
Deferred tax asst 6,261
Other assets 14z
Total 1,357,94.
Fair value of liabilities assume
Deposits 1,031,51.
Advances from Federal Home Loan Bank and otheromongs 181,64!
Accrued expenses and other liabilities 9,65¢
Total 1,222,81!
Fair value of net assets acquired 135,12¢
Goodwill 109,96:
Elimination of ConnectOne goodwill (260)
Net goodwill $ 109,70:
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Ex-23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in the Registration Statements on Form S-3 No. 333-100884, No. 333-110710, No.
333-157189, No. 333-165787, and No. 333-189210 and Form S-8 No. 333-37436, No. 333-37434, No. 333-116174, No. 333-
125747, No. 333-148323 and No. 333-160111 of Center Bancorp, Inc. of our report dated March 3, 2014, relating to the
consolidated financial statements of ConnectOne Bancorp, Inc. which appears in this Form 8-K of Center Bancorp, Inc.

/s/ Crowe Horwath LLP
Crowe Horwath LLP

Livingston, New Jersey
June 18, 2014



