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PART |
Item 1. Business
Historical Development of Business

This report, in Item 1, Item 7 and elsewhere, idekiforward-looking statements within the meanih8exctions 27A of the Securities Act of
1933, as amended, and 21E of the Securities Exehacigof 1934, as amended, that involve inhereskisrand uncertainties. This report contains
certain forward-looking statements with respedhfinancial condition, results of operations nslaobjectives, future performance and business
of Center Bancorp, Inc. and its subsidiaries, iditig statements preceded by, followed by or theltole words or phrases such as “believes,”
“expects,” “anticipates,” “plans,” “trend,” “objeiete,” “continue,” “remain,” “pattern” or similar gxtessions or future or conditional verbs such as
“will,” “would,” “should,” “could,” “might,” “can,” “may” or similar expressions. There are a numtiiémportant factors that could cause future
results to differ materially from historical perfoance and these forward-looking statements. Fatttatsnight cause such a difference include,
but are not limited to: (1) competitive pressuremag depository institutions may increase signifiba (2) changes in the interest rate
environment may reduce interest margins; (3) preay speeds, loan origination and sale volumesgehaffs and loan loss provisions may vary
substantially from period to period; (4) generamamic conditions may be less favorable than exgk¢b) political developments, wars or other
hostilities may disrupt or increase volatility iacsirities markets or other economic conditionsj€gislative or regulatory changes or actions may
adversely affect the businesses in which Centec&an Inc. is engaged; (7) changes and trendsisdburities markets may adversely impact
Center Bancorp, Inc; (8) a delayed or incompleselgion of regulatory issues could adversely impae planning; (9) difficulties in integrating
any businesses that we may acquire, which mayasereur expenses and delay the achievement ofemafits that we may expect from such
acquisitions; (10) the impact of reputation riskated by the developments discussed above on sattérsnas business generation and retention,
funding and liquidity could be significant; and Jihe outcome of regulatory and legal investigatiand proceedings may not be anticipated.
Further information on other factors that coulceaffthe financial results of Center Bancorp, Ime.iacluded in Item 1A of this Annual Report on
Form 10-K and in Center Bancorp’s other filingshwiihe Securities and Exchange Commission. Thesanderats are available free of charge at
the Commission’s website hattp://www.sec.goand/or from Center Bancorp, Inc. Center Bancorp, &ssumes no obligation to update forward-
looking statements at any time.

Center Bancorp, Inc., a o@nk holding company, was incorporated in the sibtéew Jersey on November 12, 1982. Upon the ai@n of
all outstanding shares of capital stock of Uniom@eNational Bank (the “Bank”), its principal sudigry, Center Bancorp, Inc. commenced
operations on May 1, 1983. The holding comparsgle activity, at this time, is to act as a haddtompany for the Bank and other subsidiaries
used herein, the term “Corporation” shall refeCenter Bancorp, Inc. and its direct and indirettssdiaries and the term “Parent Corporation”
shall refer to Center Bancorp, Inc. on an uncodstdid basis.

Center Bancorp, Inc. owns 100 percent of the vailmares of Center Bancorp, Inc. Statutory Trughtugh which it issued trust preferred
securities. The trust exists for the exclusive pagpof (i) issuing trust securities representindivided beneficial interests in the assets of thst}
(i) investing the gross proceeds of the trust sées in $5.2 million of junior subordinated defeble interest debentures (subordinated
debentures) of the Corporation; and (iii) engagmgnly those activities necessary or incidentaléo. These subordinated debentures and the
related income effects are not eliminated in thesotidated financial statements as the statutosyniess trust is not consolidated in accordance
with Financial Accounting Standards Board (“FASBASB ASC 810-10 “Consolidation of Variable Interé&sttities.” Distributions on the
subordinated debentures owned by the subsidiasy liave been classified as interest expense iBdhsolidated Statements of Income. See Note
11 of the Consolidated Financial Statements.




Except as described above, the Corporation’s whaMiped subsidiaries are all included in the comlstéid financial statements of Center
Bancorp, Inc. These subsidiaries include an adegtisubsidiary; an insurance subsidiary offeringuaty products, property and casualty, life
and health insurance, and various investment sialoigisl which hold, maintain and manage investmssets for the Corporation. The
Corporation’s subsidiaries also include a realtestevestment trust subsidiary (the “REIT” subsigjavhich owns some of the real estate loans.
All subsidiaries mentioned above are directly @irectly wholly owned by the Corporation, excemttthe Corporation owns less than 100
percent of the preferred stock of the REIT subsydi@ince a REIT must have 100 or more shareholdegsiality as a REIT, therefore, the REIT
has issued less than 20 percent of its outstanatingvoting preferred stock to individuals, primgtilank personnel and directors.

On August 1, 2012, the “Bank” assumed all of theposits and certain other liabilities and acquaedain assets of Saddle River Valley
Bank, a New Jersey State-chartered bank, pursoiding terms of a Purchase and Assumption Agreerdated as of February 1, 2012, among the
Bank, Saddle River Valley Bank and Saddle Riveld&aBancorp. This purchase and assumption wasepikkg with the Bank’s strategy to
expand its base of operations into Northern Newsejer

SEC Reports and Corporate Governance

The Parent Corporation makes its Annual ReportamFL0-K, Quarterly Reports on Form 10-Q and CurReports on Form 8-K and
amendments thereto available on its websitevat.centerbancorp.comithout charge as soon as reasonably practicatdefding or furnishing
them to the SEC. Also available on the websitela@eCorporation’s corporate code of ethics thatiappo all of the Corporation’s employees,
including principal officers and directors, and ikes for the Audit Committee, Compensation Comagithtnd Nominating Committee.

The Parent Corporation has filed the certificatiohthe Chief Executive Officer and Chief Finand@fficer required pursuant to Section 302
of the Sarbanes-Oxley Act of 2002 with respechtoPRarent Corporation’s Annual Report on Form 1éskexhibits to this Report. Center
Bancorp’s CEO submitted the required annual CE@HRification regarding the NASDAQ's corporate gavamce listing standards, Section 12(a)
CEO Certification, to the NASDAQ within the requdréme frame after the 2012 annual shareholdergtimg.

Additionally, the Parent Corporation will providétiwout charge, a copy of its Annual Report on FAGK to any shareholder by mail.
Requests should be sent to Center Bancorp, Inentin: Shareholder Relations, 2455 Morris Averuripn, New Jersey, 07083.

Narrative Description of the Business

The Bank offers a broad range of lending, deposimid related financial services to commercialugidal and governmental customers. The
Bank has full trust powers, enabling it to offeraiety of trust services to its customers. Inlémling area, the Bank’s services include short and
medium term loans, lines of credit, letters of draslorking capital loans, real estate constructmans and mortgage loans. In the depository area
the Bank offers demand deposits, savings accondtsime deposits. In addition, the Bank offers edtiion services, wire transfers, night
depository and lock box services.

The Bank offers a broad range of consumer banléngces, including interest bearing and non-intebesring checking accounts, savings
accounts, money market accounts, certificates pbsig IRA accounts, Automated Teller Machine (“ATMccessibility using Star Systems, Inc.
service, secured and unsecured loans, mortgags, lbame equity lines of credit, safe deposit bogdsistmas club accounts, vacation club
accounts, money orders and travelers’ checks.

The Bank, through its subsidiary, Center FinanGiadup LLC, provides financial services, includingkerage services, insurance and
annuities, mutual funds and financial planning.

The Bank offers various money market servicesedilslin U.S. Treasury and U.S. Governmental agsecyrities, certificates of deposit,
commercial paper and repurchase agreements.

The Bank entered into a limited liability comparmeoating agreement with Morris Property CompanyCl.e New Jersey limited liability
company, in 2008. The purpose of Morris Propertyn@any, LLC is to hold foreclosed assets.




On August 20, 2010, the Bank formed UCNB 1031 Erdea LLC, for the purpose of providing customer8Ill@xchange services. In August
of 2011, the Bank liquidated this business.

Competitive pressures affect the Corporation’s neaiofi conducting business. Competition stems niyt foom other commercial banks but
also from other financial institutions such as sgsibanks, savings and loan associations, mortgagpanies, leasing companies and various
other financial service and advisory companies. Wafrthe financial institutions operating in theroration’s primary market are substantially
larger and offer a wider variety of products and/ises than the Corporation.

Supervision and Regulation

The banking industry is highly regulated. Statutamngl regulatory controls increase a bank holdimgmany’s cost of doing business and limit
the options of its management to deploy assetsrandimize income. The following discussion is ndemded to be a complete list of all the
activities regulated by the banking laws or of ithpact of such laws and regulations on the Corparadr its Bank subsidiary. It is intended only
to briefly summarize some material provisions.

Bank Holding Company Regulation

Center Bancorp, Inc. is a bank holding companyiwithe meaning of the Bank Holding Company Act 86& (the “Holding Company Act”).
As a bank holding company, the Parent Corporas@upervised by the Board of Governors of the Rédeserve System (“FRB”) and is
required to file reports with the FRB and providels additional information as the FRB may requlitee Parent Corporation and its subsidiaries
are subject to examination by the FRB.

The Holding Company Act prohibits the Corporatiasith certain exceptions, from acquiring direct direct ownership or control of more
than five percent of the voting shares of any camgpahich is not a bank and from engaging in anyiriass other than that of banking, managing
and controlling banks or furnishing services tossdiary banks, except that it may, upon applicatemgage in, and may own shares of companies
engaged in, certain businesses found by the FR & closely related to banking “as to be a propgdent thereto.” The Holding Company Act
requires prior approval by the FRB of the acquisitby Center Bancorp, Inc. of more than five peroéithe voting stock of any other bank.
Satisfactory capital ratios and Community ReinvesttrAct ratings and anti-money laundering poli@es generally prerequisites to obtaining
federal regulatory approval to make acquisitiorige Ppolicy of the FRB provides that a bank holdioghpany is expected to act as a source of
financial strength to its subsidiary bank and toott resources to support the subsidiary bankrituaistances in which it might not do so absent
that policy.

Acquisitions through Union Center National Bankuieg approval of the Office of the Comptroller betCurrency of the United States
(“OCC"). The Holding Company Act does not placeiterial restrictions on the activities of non-basibsidiaries of bank holding companies.
The Gramm-Leach-Bliley Act, discussed below, alldiwes Corporation to expand into insurance, seesitinerchant banking activities, and other
activities that are financial in nature.

The Riegle-Neal Interstate Banking and Branchirficiehcy Act of 1994 (“Interstate Banking and Braimg Act”) enables bank holding
companies to acquire banks in states other thanhtbme state, regardless of applicable state Tde.Interstate Banking and Branching Act also
authorizes banks to merge across state linesyereating interstate banks with branches in niwae one state. Under the legislation, each state
had the opportunity to “opt-out” of this provisidrurthermore, a state may “opt-in” with respectéonovdoranching, thereby permitting a banl
open new branches in a state in which the bank dokeslready have a branch. Withalgt novdoranching, an out-of-state commercial bank can
enter the state only by acquiring an existing bankranch. The vast majority of states have alloimégtstate banking by merger but have not
authorizedde novdoranching.

New Jersey enacted legislation to authorize iraggdtanking and branching and the entry into Neweyeof foreign country banks. New
Jersey did not authorizte novdbranching into the state. However, under federa) faderal savings banks which meet certain comultimay
branchde novanto a state, regardless of state law. The DoddkVdall Street Reform and Consumer Protection &w (Dodd-Frank Act”,
described in more detail below) removes the rdgiris on interstate branching contained in thersitéée Banking and Branching Act, and allows
national banks and state banks to establish brariohey state if, under the laws of the stateliictvthe branch is to be located, a state bank
chartered by that state would be permitted to &stathe branch.




Regulation of Bank Subsidiary

The operations of the Bank are subject to requingsnand restrictions under federal law, includieguirements to maintain reserves against
deposits, restrictions on the types and amountsaos that may be granted, and limitations onypes of investments that may be made and the
types of services which may be offered. Variousscomer laws and regulations also affect the operaiwd the Bank. Approval of the Comptroller
of the Currency is required for branching, bankgees in which the continuing bank is a nationalkband in connection with certain fundamer
corporate changes affecting the Bank. There aiewstegal limitations, including Sections 23A %8B of the Federal Reserve Act, which
govern the extent to which a bank subsidiary magrfte or otherwise supply funds to its holding canypor its holding company’s non-bank
subsidiaries. Under federal law, no bank subsidiaay, subject to certain limited exceptions, madank or extensions of credit to, or investments
in the securities of, its parent or the non-barfbsgliaries of its parent (other than direct sulasids of such bank which are not financial
subsidiaries) or take their securities as collaferdoans to any borrower. Each bank subsidiargl§o subject to collateral security requirements
for any loans or extensions of credit permittecsbgh exceptions.

The Dodd-Frank Act

The Dodd-Frank Act, adopted in 2010, will contirtaéhave a broad impact on the financial servicdastry, as a result of the significant
regulatory and compliance changes made by the Boaldk Act, including, among other things, (i) enteohresolution authority over troubled
and failing banks and their holding companies;iicreased capital and liquidity requirements) {iicreased regulatory examination fees; (iv)
changes to assessments to be paid to the FDI@derdl deposit insurance; and (v) numerous otlwtigions designed to improve supervision
and oversight of, and strengthening safety anddmess for, the financial services sector. Additign#he Dodd-Frank Act establishes a new
framework for systemic risk oversight within thadncial system to be distributed among new andiegifederal regulatory agencies, including
the Financial Stability Oversight Council, the Fed&eserve, the OCC and the FDIC. A summary dhageprovisions of the Dodd-Frank Act is
set forth below:

* Minimum Capital Requiremeni The Dodd-Frank Act requires new capital rules tedapplication of the same leverage and riskébase
capital requirements that apply to insured deposittstitutions to most bank holding companiesadiition to making bank holding
companies subject to the same capital requirenasnttseir bank subsidiaries, these provisions (oftégrred to as the Collins
Amendment to the Dodd-Frank Act) were also intenmbeeliminate or significantly reduce the use obhig capital instruments,
especially trust preferred securities, as regwatapital. Under the Collins Amendment, trust prefd securities issued by a bank
holding company such as Center Bancorp (with miakolidated assets between $500 million and fliér)ibefore May 19, 2010 and
treated as regulatory capital are grandfathereidatyisuch securities issued later are not eligibleegulatory capital. On June 14, 2011,
the federal banking agencies published a final redgarding minimum leverage and risk-based captgliirements for banks and bank
holding companies consistent with the requiremehthe Dodd-Frank Act. The Dodd-Frank Act also rieggibanking regulators to seek
to make capital standards countercyclical, sotti@tequired levels of capital increase in timesafnomic expansion and decrease in
times of economic contractio

* The Consumer Financial Protection Bureau (“Bureau”Yhe Dodd-Frank Act created the Bureau withinFederal Reserve. The
Bureau is tasked with establishing and implementings and regulations under certain federal coesyrotection laws with respect to
the conduct of providers of certain consumer fimanaroducts and services. The Bureau has rulergakithority over many of the
statutes governing products and services offerédbd consumers. In addition, the Dodd-Frank Aciniks states to adopt consumer
protection laws and regulations that are more gt than those regulations promulgated by the®uamd state attorneys general are
permitted to enforce consumer protection rules tetbpy the Bureau against state-chartered ingtitatiThe Consumer Financial
Protection Bureau has examination and enforcemghbsty over all banks and savings institutionghwhore than $10 billion in assets.
Institutions with $10 billion or less in assetsclsias the Bank, will continue to be examined fanptiance with the consumer laws by
their primary bank regulator




Deposit Insurance The Dodd-Frank Act makes permanent the $250,@@0sit insurance limit for insured deposits. Amegdta to the
Federal Deposit Insurance Act also revise the asss base against which an insured depositorjutigh’s deposit insurance
premiums paid to the Deposit Insurance Fund (“Dikl) be calculated. Under the amendments, the assest base will no longer be
institution’s deposit base, but rather its averegesolidated total assets less its average tanggihliy during the assessment period.
Additionally, the Dodd-Frank Act makes changedi® minimum designated reserve ratio of the DIF;dasing the minimum from 1.15
percent to 1.35 percent of the estimated amoutttaf insured deposits and eliminating the requeenthat the FDIC pay dividends to
depository institutions when the reserve ratio erisecertain thresholds. In December 2010, the Fdf@ased the designated reserve
ratio to 2.0 percen

Shareholder Votes The Dodd-Frank Act requires publicly traded camips like Center Bancorp to give shareholdersnahiiading vote
on executive compensation and so-called “goldeagbarte” payments in certain circumstances. The Brddk Act also authorizes the
SEC to promulgate rules that would allow sharehrsltie nominate their own candidates using a con’s proxy materials

Transactions with Affiliates.The Dodd-Frank Act enhances the requirementsddain transactions with affiliates under Sec2@@
and 23B of the Federal Reserve Act, including graasion of the definition of “covered transactioagtl increasing the amount of time
for which collateral requirements regarding covetradsactions must be maintained. These requirentetiame effective during 20:

Transactions with Insiders.nsider transaction limitations are expandedubfothe strengthening of loan restrictions to iasdand the
expansion of the types of transactions subjedig¢ostarious limits, including derivative transac8prepurchase agreements, reverse
repurchase agreements and securities lending mwiog transactions. Restrictions are also placedestain asset sales to and from an
insider to an institution, including requirementattsuch sales be on market terms and, in cetitaumestances, approved by the
institutior’'s board of directors. These requirements becareet®fé during 2011

Enhanced Lending Limit The Dodd-Frank Act strengthened the previoustéimon a depository institution’s credit exposurene
borrower which limited a depository institution’sility to extend credit to one person (or groupedated persons) in an amount
exceeding certain thresholds. The Dodd-Frank Apaaged the scope of these restrictions to inclugitcexposure arising from
derivative transactions, repurchase agreementssemdities lending and borrowing transactic

Compensation PracticesThe Dodd-Frank Act provides that the appropriatieral regulators must establish standards pitotglas an
unsafe and unsound practice any compensation pbank holding company or other “covered finahizigtitution” that provides an
insider or other employee with “excessive compéasabr compensation that gives rise to excessslear could lead to a material
financial loss to such firm. In June 2010, priothe Dodd-Frank Act, the bank regulatory agencresnplgated thénteragency Guidanc
on Sound Incentive Compensation Polii, which set forth three key principles concerningeintive compensation arrangeme

« such arrangements should provide employees iivesnthat balance risk and financial results insmner that does not encourage
employees to expose the financial institution tprindent risk

« such arrangements should be compatible with effectntrols and risk management; i

¢ such arrangements should be supported by strampgi@te governance with effective and active agbtsy the financial
institutior’s board of director:




Together, the Dodd-Frank Act and the recent guidamccompensation may impact the Corporation’s @rsation practices.

Although a significant number of the rules and tatjons mandated by the Dodidtank Act have been finalized, many of the new ireguents
called for have yet to be implemented and will ljkiee subject to implementing regulations overdbarse of several years. Given the uncertainty
associated with the manner in which the proviswirithe Dodd-Frank Act will be implemented by theigas regulatory agencies, the full extent
of the impact such requirements will have on finahiostitutions’ operations is unclear. The changesulting from the Dodd-Frank Act may
impact the profitability of our business activitieequire changes to certain of our business mestimpose upon us more stringent capital,
liquidity and leverage ratio requirements (whiahturn, could require the Corporation and the Bangeek additional capital) or otherwise
adversely affect our business. These changes rmayetjuire us to invest significant managemennhatte and resources to evaluate and make
necessary changes in order to comply with newtstgt@and regulatory requirements.

Regulation W

Regulation W codifies prior regulations under Smtti23A and 23B of the Federal Reserve Act andgretative guidance with respect to
affiliate transactions. Regulation W incorporates éxemption from the affiliate transaction rules éxpands the exemption to cover the purchase
of any type of loan or extension of credit fromadfiliate. Affiliates of a bank include, among ottentities, the bank’s holding company and
companies that are under common control with tmk b@he Parent Corporation is considered to beffdiate of the Bank. In general, subject to
certain specified exemptions, a bank or its subsigs are limited in their ability to engage in Veved transactions” with affiliates:

» to an amount equal to 10% of the b’s capital and surplus, in the case of covered actimns with any one affiliate; ar
e to an amount equal to 20% of the b’s capital and surplus, in the case of covered actims with all affiliate:

In addition, a bank and its subsidiaries may engagevered transactions and other specified tidimses only on terms and under
circumstances that are substantially the samd, least as favorable to the bank or its subsidiasythose prevailing at the time for comparable
transactions with nonaffiliated companies. A “c@cdktransaction” includes:

* aloan or extension of credit to an affilia

* apurchase of, or an investment in, securitieeddy an affiliate

e apurchase of assets from an affiliate, with soreejgtions;

» the acceptance of securities issued by an affiliateollateral for a loan or extension of crediaby party; an
» theissuance of a guarantee, acceptance or |&tteedit on behalf of an affiliate

Further, under regulation W:

e abank and its subsidiaries may not purchase -quality asset from an affiliats

» covered transactions and other specified traimsacbetween a bank or its subsidiaries and alieadfimust be on terms and conditions
that are consistent with safe and sound bankinctipes; anc

« with some exceptions, each loan or extensionaditby a bank to an affiliate must be secureddayain types of collateral with a market
value ranging from 100% to 130%, depending onype df collateral, of the amount of the loan ore@sion of credi

Regulation W generally excludes all non-bank anatsavings association subsidiaries of banks fremttnent as affiliates, except to the
extent that the Federal Reserve Board decidesabttiese subsidiaries as affiliates.




Capital Adequacy Guidelines

The Federal Reserve Board has adopted risk-bapédlaguidelines. These guidelines establish mimmievels of capital and require capital
adequacy to be measured in part upon the degmskafssociated with certain assets. Under theskelines all banks and bank holding
companies must have a core or Tier 1 capital kewisighted assets ratio of at least 4% and a tatfgital to risk-weighted assets ratio of at least
8%. At December 31, 2012, the Corporation’s Tierfital to risk-weighted assets ratio and totalteafo risk-weighted assets ratio were 11.39
percent and 12.22 percent, respectively.

In addition, the Federal Reserve Board and the Fii¢e approved leverage ratio guidelines (Tierpitabto average quarterly assets, less
goodwill) for bank holding companies such as theeRaCorporation. These guidelines provide for aimum leverage ratio of 3% for bank
holding companies that meet certain specified rigiténcluding that they have the highest regulatating. All other holding companies are
required to maintain a leverage ratio of 3% plusidditional cushion of at least 100 to 200 basiatpoThe Parent Corporation’s leverage ratio
was 9.02 percent at December 31, 2012.

Under FDICIA, federal banking agencies have esthbli certain additional minimum levels of capi&de “FDICIA”.
FDICIA

Pursuant to the Federal Deposit Insurance Corporétprovement Act of 1991 (“FDICIA”), each fedeksnking agency has promulgated
regulations, specifying the levels at which a ficiahinstitution would be considered “well capid,” “adequately capitalized,”
“undercapitalized,” “significantly undercapitalizEar “critically undercapitalized,” and to takert@n mandatory and discretionary supervisory
actions based on the capital level of the insttutiTo qualify to engage in financial activitiesden the Gramm-Leach-Bliley Act, all depository
institutions must be “well capitalized.”

The OCC's regulations implementing these provisioiSDICIA provide that an institution will be clsified as “well capitalizedif it (i) has a
total risk-based capital ratio of at least 10.Qcpat, (i) has a Tier 1 risk-based capital rati@bleast 6.0 percent, (iii) has a Tier 1 levenadi® of
at least 5.0 percent, and (iv) meets certain athguirements. An institution will be classified“aslequately capitalized” if it (i) has a total risk
based capital ratio of at least 8.0 percent, @8 & Tier 1 risk-based capital ratio of at leaBtpércent, (iii) has a Tier 1 leverage ratio ofdg)east
4.0 percent or (b) at least 3.0 percent if thetutsdn was rated 1 in its most recent examinatanrg (iv) does not meet the definition of “well
capitalized.” An institution will be classified &gndercapitalized” if it (i) has a total risk-baseapital ratio of less than 8.0 percent, (ii) hds a
risk-based capital ratio of less than 4.0 peraamtiji) has a Tier 1 leverage ratio of (a) lesarti#.0 percent or (b) less than 3.0 percent if the
institution was rated 1 in its most recent exaniamatAn institution will be classified as “signifintly undercapitalized” if it (i) has a total risk-
based capital ratio of less than 6.0 percenth&g a Tier 1 risk-based capital ratio of less h@mpercent, or (iii) has a Tier 1 leverage rafitees
than 3.0 percent. An institution will be classifiasl “critically undercapitalized” if it has a tabg equity to total assets ratio that is equalrtess
than 2.0 percent. An insured depository institutizely be deemed to be in a lower capitalizationgeateif it receives an unsatisfactory
examination rating.

In addition, significant provisions of FDICIA reqged federal banking regulators to impose standardshumber of other important areas to
assure bank safety and soundness, including inteon&ols, information systems and internal asgigtems, credit underwriting, asset growth,
compensation, loan documentation and interesepgiesure.




Additional Regulation of Capital

The federal regulatory authorities’ risk-based tdguidelines are based upon the 1988 capitalrddtBasel I”) of the Basel Committee on
Banking Supervision (the “Basel Committee”). ThesBaCommittee is a committee of central banks arkIsupervisors/regulators from the
major industrialized countries that develops brpality guidelines for use by each country’s supss in determining the supervisory policies
and regulations to which they apply. Actions of @@mmittee have no direct effect on banks in pigdiing countries. In 2004, the Basel
Committee published a new capital accord (“Basgltdl replace Basel I. Basel Il provides two apmtues for setting capital standards for credit
risk — an internal ratings-based approach taildeoeiddividual institutions’ circumstances and anstardized approach that bases risk weightings
on external credit assessments to a much greatamtekan permitted in existing risk-based captatielines. Basel Il also would set capital
requirements for operational risk and refine thisteng capital requirements for market risk expesuiThe Corporation is not required to comply
with the advanced approaches of Basel Il.

In 2009, the United States Treasury Departmenedsupolicy statement (the “Treasury Policy Stataentitled “Principles for Reforming
the U.S. and International Regulatory Capital Fraork for Banking Firms,ivhich contemplates changes to the existing regulatapital regim:
involving substantial revisions to major partsiué Basel | and Basel Il capital frameworks anddcdiffig all regulated banking organizations. The
Treasury Policy Statement calls for, among othieigsy higher and stronger capital requirementsfidnanking firms, with changes to the
regulatory capital framework to be phased in ovpeidod of several years.

On December 17, 2009, the Basel Committee isssed @f proposals (the “2009 Capital Proposals™) tauld significantly revise the
definitions of Tier 1 capital and Tier 2 capitainang other things, the 2009 Capital Proposals wmHeimphasize that common equity is the
predominant component of Tier 1 capital. Concutyentith the release of the 2009 Capital Propoghks Basel Committee also released a set of
proposals related to liquidity risk exposure (t2809 Liquidity Proposals”™). The 2009 Liquidity Pasals include the implementation of (i) a
“liquidity coverage ratio” or LCR, designed to ensthat a bank maintains an adequate level of wmhered, high-quality assets sufficient to
meet the bank’s liquidity needs over a 30-day tiagzon under an acute liquidity stress scenart(@ha “net stable funding ratio” or NSFR,
designed to promote more medium and long-term hgdf the assets and activities of banks over ayeae time horizon.

The Dodd-Frank Act includes certain provisionsepfteferred to as the “Collins Amendment,” conaggrthe capital requirements of the
United States banking regulators. These provisiwasntended to subject bank holding companieBdsame capital requirements as their bank
subsidiaries and to eliminate or significantly reelthe use of hybrid capital instruments, espacialist preferred securities, as regulatory capital
Under the Collins Amendment, trust preferred séi@grissued by a company, such as Union CenteohatBank, with total consolidated assets
of less than $15 billion before May 19, 2010 aeated as regulatory capital, but any such secsiiggied later are not eligible as regulatory
capital. The banking regulators must develop regua setting minimum risk-based and leverage aapguirements for holding companies and
banks on a consolidated basis that are no lesgstri than the generally applicable requiremengdfect for depository institutions under the
prompt corrective action regulations. The bankiegutators also must seek to make capital standardsercyclical so that the required levels of
capital increase in times of economic expansiondawiease in times of economic contraction.

In December 2010 and January 2011, the Basel Cdeeptblished the final texts of reforms on cagtad liquidity generally referred to as
“Basel Ill.” Although Basel Ill is intended to bmplemented by participating countries for largéeiinationally active banks, its provisions are
likely to be considered by United States bankirgutators in developing new regulations applicablether banks in the United States, including
Union Center National Bank. In June 2012, the Babking regulators released notices of proposeshaking that would revise regulatory
capital rules for U.S. banking organizations. InvBimber 2012, U.S. banking regulators indicatedtthaimplementation of the proposed rules
would not become effective on January 1, 2013heg &re continuing to review various views expréshging the comment period. In January
2013, the Basel Committee revised the standarthéotiquidity Coverage Ratio (LCR), including inagéng the range of eligible assets that can
be held as part of a required “liquidity buffert’i$ not possible to predict when or in what foimaf regulations may be adopted.




For banks in the United States, among the mosifiignt provisions of Basel 11l concerning capifak proposed prior to the delay in
implementation) are the following:

* A minimum ratio of common equity to risk-weightadsets reaching 4.5%, plus an additional 2.5%capital conservation buffer, by
2019 after a pha-in period.

A minimum ratio of Tier 1 capital to ri-weighted assets reaching 6.0% by 2019 after a -in period.

* A minimum ratio of total capital to risk-weightedsets, plus the additional 2.5% capital conservaiuffer, reaching 10.5% by 2019
after a phas-in period.

» An additional countercyclical capital buffer te lmposed by applicable national banking regulgpersodically at their discretion, with
advance notice

» Restrictions on capital distributions and discnegity bonuses applicable when capital ratios fahiwithe buffer zone
» Deduction from common equity of deferred tax asgesdepend on future profitability to be realiz
* Increased capital requirements for counterpartglicrisk relating to OTC derivatives, repos andwsiies financing activities

» For capital instruments issued on or after Jantdr 2013 (other than common equity), a loss-diswy requirement such that the
instrument must be written off or converted to comnnequity if a trigger event occurs, either pursaarapplicable law or at the directi
of the banking regulator. A trigger event is anrewender which the banking entity would become nalole without the write-off or
conversion, or without an injection of capital frdhe public sector. The issuer must maintain aightion to issue the requisite shares of
common equity if conversion were requir

Federal Deposit Insurance and Premiums

Substantially all of the deposits of the Bank aisured up to applicable limits by the Deposit lasiwe Fund (“DIF”) of the FDIC and are
subject to deposit insurance assessments to nmath@DIF. As a result of the Dodd-Frank Act, tlaesib federal deposit insurance limit was
permanently increased from at least $100,000 leeat $250,000. As mandated by Section 343 of tddBrank Act, the FDIC has adopted ru
providing for temporary unlimited deposit insurarficetraditional noninterest-bearing transactionamts and IOLTA accounts beginning
December 31, 2010, but these temporary rules ekpiezember 31, 2012. As a result, as of Janua913, (i) noninterest-bearing transaction
accounts are no longer insured separately fromdiigps’ other accounts at the same FDIC. Furtheemtbis unlimited coverage is separate from,
and in addition to, the coverage provided to deposiwith respect to other accounts held at arr@gsinstitution. Insured depository and such
accounts will instead be added to any of a deptsitdher accounts in the applicable ownershipgatg and the aggregate balance insured up to
at least the standard maximum deposit insuranceianod $250,000 per depositor at each separatelsterted FDIC-insured depository
institution, and (ii) funds deposited in IOLTAs Wilo longer be insured under Section 343 of theddank Act, but because IOLTAs are
fiduciary accounts, they generally qualify for pdssough coverage on a per-client basis.

On November 12, 2009, the FDIC adopted a rule wraduired insured depository institutions to preffair quarterly risk-based assessments
for the fourth quarter of 2009 through the fourtlager of 2012. On December 30, 2009, the Bankttechan FDIC prepayment in the amount of
$5.7 million. An institution’s prepaid assessmemtvased on the total base assessment rate tlrastiheion paid for the third quarter of 2009,
adjusted quarterly by an estimated annual growthaoB5% through the end of 2012, plus, for 201d 20812, an increase in the total base
assessment rate on September 30, 2009 by an aratlidlree basis points. Any prepaid assessmenrtess of the amounts that are subsequently
determined to be actually due to the FDIC by Juhe2813, will be returned to the institution attthime. As of December 31, 2012 the Bank
recognized a total of $4.9 million in FDIC expemd¢he $5.7 million assessments prepaid on Deceie2009.




The FDIC has approved a rule to change the assassase from adjusted domestic deposits to averaigeolidated total assets minus
average tangible equity, as required by the DodaEACct. These new assessment rates began indbedsquarter of 2011 and were paid at the
end of September 2011. Since the new base is [Hrgeithe prior base, the FDIC's rule lowered tbtse assessment rates to between 2.5 and 9
basis points for banks in the lowest risk categangl 30 to 45 basis points for banks in the highisktcategory. The Company paid $1.2 milliol
total FDIC assessments in 2012, as compared tondilli@n in 2011.

Pursuant to the Dodd-Frank Act, the FDIC has eistaddl 2.0% as the designated reserve ratio (DRERY) g, the ratio of the DIF to insured
deposits. The FDIC has adopted a plan under whighlimeet the statutory minimum DRR of 1.35% bgpBember 30, 2020, the deadline
imposed by the Dodd-Frank Act. The Dodd-Frank Agjuires the FDIC to offset the effect on institnSavith assets less than $10 billion of the
increase in the statutory minimum DRR to 1.35% fittenformer statutory minimum of 1.15%. The FDIG mat yet announced how it will
implement this offset.

In addition to deposit insurance assessments,Bh€ 5 required to continue to collect from institlns payments for the servicing of
obligations of the Financing Corporation (“FICORgt were issued in connection with the resolutibsawings and loan associations, so long as
such obligations remain outstanding. The Bank paiCO premium of $89,000 in 2012 and expects yogesimilar premium in 2013.

The Gramm-Leach-Bliley Financial Services Moderniz&on Act of 1999

The Gramm-Leach-Bliley Financial Services ModertimaAct of 1999 (the “Modernization Act”):

» allows bank holding companies meeting managencapital, and Community Reinvestment Act standésdmgage in a substantially
broader range of non-banking activities than presfipwas permissible, including insurance undemgitind making merchant banking
investments in commercial and financial comparifesbank holding company elects to become a firdmolding company, it files a
certification, effective in 30 days, and thereaftexy engage in certain financial activities withtwther approvals

» allows insurers and other financial services corgsato acquire bank

e removes various restrictions that previously ggapto bank holding company ownership of securfiiess and mutual fund advisory
companies; an

» establishes the overall regulatory structure applieto bank holding companies that also engagesirance and securities operatic
The Modernization Act also modified other finandaks, including laws related to financial privearyd community reinvestment.
Community Reinvestment Act
Under the Community Reinvestment Act (“CRA”), aplamented by OCC regulations, a national bank laménuing and affirmative

obligation consistent with its safe and sound adgp@nao help meet the credit needs of its entimacmnity, including low and moderate income
neighborhoods. The CRA does not establish spdeiffiting requirements or programs for financialitngbns nor does it limit an institution’s
discretion to develop the types of products andises that it believes are best suited to its paldr community, consistent with the CRA. The

CRA requires the OCC, in connection with its exaation of a national bank, to assess the bank’sdezfomeeting the credit needs of its
community and to take such record into accourtsievaluation of certain applications by such bank.
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USA PATRIOT Act

The Uniting and Strengthening America by Providikmpropriate Tools Required to Intercept and Obstiigrorism Act of 2001 (the “USA
PATRIOT Act”) gives the federal government powerstidress terrorist threats through domestic sgaueasures, surveillance powers,
information sharing, and anti-money laundering resfnents. By way of amendments to the Bank Sectetythe USA PATRIOT Act
encourages information-sharing among bank regylagencies and law enforcement bodies. Furtheigiogorovisions of the USA PATRIOT
Act impose affirmative obligations on a broad ranfénancial institutions, including banks, thriftstitutions, brokers, dealers, credit unions,
money transfer agents and parties registered uhdé&Zommodity Exchange Act.

Among other requirements, the USA PATRIOT Act imgo¢he following requirements with respect to fitiahinstitutions:

« All financial institutions must establish anti-me&y laundering programs that include, at a minim(ijrinternal policies, procedures, and
controls; (ii) specific designation of an anti-mgrnaundering compliance officer; (iii) ongoing erapée training programs; and (iv) an
independent audit function to test the -money laundering prograr

» The Secretary of the Department of Treasurypimjunction with other bank regulators, is authadtite issue regulations that provide for
minimum standards with respect to customer idesiifon at the time new accounts are ope

» Financial institutions that establish, maintadminister, or manage private banking account®oespondent accounts in the United
States for non-United States persons or their sgptatives (including foreign individuals visitittge United States) are required to
establish appropriate, specific and, where necgssahanced due diligence policies, procedurescanttols designed to detect and
report money launderin

» Financial institutions are prohibited from esishing, maintaining, administering or managing espondent accounts for foreign shell
banks (foreign banks that do not have a physiedeace in any country), and will be subject toaientecord keeping obligations with
respect to correspondent accounts of foreign b

« Bank regulators are directed to consider a hgldompany’s effectiveness in combating money latingevhen ruling on Federal
Reserve Act and Bank Merger Act applicatic

The United States Treasury Department has issanedder of implementing regulations which addresfua requirements of the USA
PATRIOT Act and are applicable to financial indiibms such as the Bank. These regulations impokgatlbns on financial institutions to
maintain appropriate policies, procedures and otsto detect, prevent and report money laundexidyterrorist financing and to verify the
identity of their customers.

Sarbanes-Oxley Act of 2002

The stated goals of the Sarbanes-Oxley Act of Z0G2“SOA”) were to increase corporate responsibility, to pteor enhanced penalties
accounting and auditing improprieties by publicgded companies and to protect investors by impgpthie accuracy and reliability of corporate
disclosures pursuant to the securities laws. Tha §&herally applies to all companies, both U.S. aod-U.S., that file or are required to file
periodic reports with the Securities and Exchangmmission (the “SEC”) under the Securities Exchafsgeof 1934 (the “Exchange Act”). The
SOA includes specific disclosure requirements argarate governance rules, requires the SEC andises exchanges to adopt extensive
additional disclosure, corporate governance aneratiated rules and mandates further studiesrtdingssues by the SEC.

TARP and SBLF
In January 2009, the Parent Corporation issued$hlion of its nonvoting non-convertible seniaeferred stock (the “TARP Preferred

Stock”) to the United States Treasury pursuantdodtess’ Troubled Asset Relief Program (“TARP”).
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On September 15, 2011, the Parent Corporationeghteto and consummated the transactions conteaapliat a Securities Purchase
Agreement (the “Securities Purchase Agreement) tie Secretary of the Treasury (the “Secretargjan the Small Business Lending Fund
program (the “SBLF Program”), a $30 billion fundaslished under the Small Business Jobs Act of 2040is designed to encourage lending to
small businesses by providing capital to qualifiedhmunity banks with assets of less than $10 hillignder the Securities Purchase Agreement,
the Parent Corporation issued to the Secretartahdb11,250 shares of the Parent Corporationfsd@éNon-Cumulative Perpetual Preferred
Stock, Series B (the “SBLF Preferred Stock”), hgvinliquidation value of $1,000 per share, fortaltpurchase price of $11,250,000. The SBLF
Preferred Stock was issued pursuant to a CerfisciAmendment to the Parent Corporation’s Ceegtfoof Incorporation (the “Certificate of
Amendment”) filed on September 13, 2011.

The SBLF Preferred Stock qualifies as Tier 1 capNan-cumulative dividends are payable quarterly on JanbiaApril 1, July 1 and Octob:i
1 for the SBLF Preferred Stock, commencing on JanLip2012. The dividend rate is calculated asragrgage of the aggregate liquidation value
of the outstanding SBLF Preferred Stock and is dbasechanges in the level of “Qualified Small Besis Lending” or “QSBL” (as defined in the
Certificate of Amendment) by the Bank, comparethtoBank’s baseline QSBL level. Based upon the Bankial level of QSBL compared to
the baseline, as calculated under the SecuritisshBse Agreement, the dividend rate on the SBLFeResl Stock was set at five percent for the
initial dividend period.

For the second through tenth calendar quartersthfteclosing of the SBLF Program transaction,divedend rate will fluctuate between one
percent and five percent to reflect the amountainge in the Bank’s level of QSBL compared to thigal baseline. More specifically, if the
Bank’s QSBL at the end of a quarter has increasembapared to the baseline, then the dividendpatable on the SBLF Preferred Stock would
change as follows:

Dividend Rate

Relative Increase in QSBL to Baselin: (for each of the 29 — 10" Dividend Periods’

0% or less 5%
More than 0%, but less than 2.t 5%
2.5% or more, but less than & 4%
5% or more, but less than 7.t 3%
7.5% or more, but less than 1( 2%
10% or more 1%

From the eleventh through the eighteenth calendarters and that portion of the nineteenth calegdarter which ends immediately prior to
the date that is the four and one half years ansdwg of the closing of the SBLF Program transagtibe dividend rate on the SBLF Preferred
Stock will be fixed at between one percent and s@ezcent based on the level of QSBL at that tesegsompared to the baseline in accordance
with the chart below. If any SBLF Preferred Stoeknains outstanding after four and one half yedlsviing the closing of the SBLF Program
transaction, the dividend rate will increase tcenpercent.

0% or less 7%
More than 0%, but less than 2.t 5%
2.5% or more, but less than £ 4%
5% or more, but less than 7.5 3%
7.5% or more, but less than 1( 2%
10% or more 1%

The SBLF Preferred Stock is non-voting, exceptrinited circumstances that could impact the SBLFegiment, such as (i) authorization of
senior stock, (ii) charter amendments adversebctffg the SBLF Preferred Stock and (i) extranedly transactions such as mergers, asset sales
share exchanges and the like (unless the SBLFrRedf8tock remains outstanding and the rights aefitnces thereof are not impaired by such
transaction).
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In the event the Company misses five dividend paymeavhether or not consecutive, the holder of3B&F Preferred Stock will have the
right, but not the obligation, to appoint a repregagve as an “observer” on the Company’s BoarBioéctors.

Further, the SBLF Preferred Stock may be redeemebdeoCompany at any time, at a redemption pricE086 of the liquidation amount plus
accrued but unpaid dividends for the then curranidend Period (as defined in the Certificate of @mdment) (plus, the CPP Lending Incentive
Fees (as defined in the Certificate of Amendmengpplicable), subject to the approval of the Camys federal banking regulator.

The SBLF Preferred Stock is not subject to anyremttial restrictions on transfer and thus the Sacrenay sell, transfer, exchange or enter
into other transactions with respect to the SBL&f&red Stock without the Company’s consent.

The Parent Corporation used the proceeds fronstuance of the SBLF Preferred to redeem from thastiry all shares issued by the Parent
Corporation pursuant to TARP, for a redemptiong@o€$10,041,667, including accrued but unpaidddimds up to the date of redemption. As a
result of the redemption of the TARP Preferred Bttlte Company is no longer subject to the limiise@ecutive compensation and other
restrictions stipulated under the TARP Capital Base Program. For an additional $245,000, the P@anporation also bought back the warr:
issued under TARP.

Proposed Legislation

From time to time proposals are made in the U.Sig@ss and before various bank regulatory autheritivhich would alter the policies of ¢
place restrictions on different types of bankingmpions. It is impossible to predict the impakcgny, of potential legislative trends on the
business of the Parent Corporation and the Bank.

Loans to Related Parties

The Corporation’s authority to extend credit todiiectors and executive officers, as well as tities controlled by such persons, is currently
governed by the requirements of the National Baok the Sarbanes-Oxley Act of 2002 and Regulatiaf the Federal Reserve Bank. Among
other things, these provisions require that extarsof credit to insiders (i) be made on terms #éhatsubstantially the same as, and follow credit
underwriting procedures that are not less stringean, those prevailing for comparable transactiitis unaffiliated persons and that do not
involve more than the normal risk of repayment i@spnt other unfavorable features and (ii) not edaertain limitations on the amount of credit
extended to such persons, individually and in thgregate, which limits are based, in part, on theunt of the Corporation’s capital. In addition,
the Corporation’s Board of Directors must approxteesions of credit in excess of certain limitsddnthe SOA, the Corporation and its
subsidiaries, other than Union Center National Bamky not extend or arrange for any personal ltauiits directors and executive officers.

Dividend Restrictions

The Parent Corporation is a legal entity sepanatiedistinct from the Bank. Virtually all of the renue of the Parent Corporation available for
payment of dividends on its capital stock will rie$tom amounts paid to the Parent CorporationtgyBank. All such dividends are subject to
various limitations imposed by federal laws anddgulations and policies adopted by federal regeyaagencies. As a national bank, the Bank
may not pay a dividend if it would impair the capiof the Bank. Furthermore, prior approval by @@mptroller of the Currency is required if the
total of dividends declared in a calendar year edséhe total of the Bank’s net profits for thaalyeombined with the retained profits for the two
preceding years.

On September 15, 2011, the Parent Corporationdssl#.25 million in nonvoting senior preferred $&tde the Treasury under the SBLF
Program. Under the Securities Purchase AgreentenRarent Corporation issued to the Treasury hdbidl ,250 shares of the Corporation’s
Senior Non-Cumulative Perpetual Preferred StockeS&, having a liquidation value of $1,000 peargh Simultaneously, using the proceeds
from the issuance of the SBLF Preferred StockPdwent Corporation redeemed from the Treasury,0alO0 outstanding shares of its Fixed Rate
Cumulative Perpetual Preferred Stock, Series Ajdigtion amount $1,000 per share, for a redemptie of $10,041,667, including accrued but
unpaid dividends up to the date of redemption.
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The terms of the SBLF Preferred Stock impose limitshe Parent Corporation’s ability to pay dividemmn and repurchase shares of its
common stock and other securities. More specificélthe Parent Corporation fails to declare aag gdividends on the SBLF Preferred Stock in a
given quarter, then during such quarter and fonti three quarters following such missed dividpagment, the Parent Corporation may not
dividends on, or repurchase, any common stock po#rer securities that are junior to (or in pavitigh) the SBLF Preferred Stock, except in v
limited circumstances.

Also under the terms of the SBLF Preferred Stdui,Rarent Corporation may declare and pay dividendts common stock or any other
stock junior to the SBLF Preferred Stock, or repase shares of any such stock, only if after paymiesuch dividends or repurchase of such
shares, the Parent Corporation’s Tier 1 Capitalld/be at least equal to the so-called Tier 1 Din@ti&hreshold, excluding any subsequent net
charge-offs and any redemption of the SBLF Prefegiock.

If, in the opinion of the OCC, a bank under itdgdiction is engaged in or is about to engage inrs@afe or unsound practice (which could
include the payment of dividends), the OCC may ireqafter notice and hearing, that such bank caadalesist from such practice or, as a result
of an unrelated practice, require the bank to lofivtdends in the future. The FRB has similar attiiavith respect to bank holding companies. In
addition, the FRB and the OCC have issued poliatestents which provide that insured banks and bhatding companies should generally only
pay dividends out of current operating earninggRatory pressures to reclassify and charge offdand to establish additional loan loss res:
can have the effect of reducing current operatargiags and thus impacting an institution’s abitidypay dividends. Further, as described herein,
the regulatory authorities have established guidsliwith respect to the maintenance of appropleatds of capital by a bank or bank holding
company under their jurisdiction. Compliance witk standards set forth in these policy statememtgaidelines could limit the amount of
dividends which the Parent Corporation and the Baal pay. Under FDICIA, banking institutions whiate deemed to be “undercapitalized”
will, in most instances, be prohibited from payiigidends.

Lending Guidelines; Real Estate Credit Management

Credit risks are an inherent part of the lendimgfion. The Corporation has set in place speciicies and guidelines to limit credit risks.
The following describes the Corporation’s creditnagement policy and identifies certain risk eleraémiits earning assets portfolio.

Credit Management

The maintenance of comprehensive and effectivatqueticies is a paramount objective of the Corpiora Credit procedures are enforced by
the department heads of the different lending waits are maintained at the senior administrativel las well as through internal control
procedures.

Prior to extending credit, the Corporation’s cremtiticy generally requires a review of the borroweredit history, repayment capacity,
collateral and purpose of each loan. Requests €@t stommercial and consumer loans are to be accuetphy financial statements and other
relevant financial data for evaluation. After thamting of a loan or lending commitment, this fineh data is typically updated and evaluated by
the credit staff on a periodic basis for the puepokidentifying potential problems. Constructiamaincing requires a periodic submission by the
borrowers of sales/leasing status reports regattiigig projects, as well as, in most cases, ingpesdf the project sites by independent
engineering firms and/or independent consultantivafices are normally made only upon the satisfacimmpletion of periodic phases of
construction.

Certain lending authorities are granted to loaitefs based upon each officer’s position and eepes. However, large dollar loans and

lending lines are reported to and are subjecté@piproval of the Bank’s loan committees and/ordoédirectors. Either the Chairman of the
Board or President chairs the loan committees.
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The Corporation has established its own interrahitm-value (“LTV”) limits for real estate loans §eneral, except as described below, these
internal limits are not permitted to exceed théofwing supervisory limits:

Loan-to-Value

Loan Category Limit

Raw Land 65%
Land Developmer 75%
Commercial, Multifamily and Other Nrresidential constructio 80%
Construction: One to Four Family Residen 85%
Improved Property (excluding One to Four Family iRestial) 85%
OwnerOccupied One to Four Family and Home Equ 9%

*  For a permanent mortgage or home equity loanvemen occupied one to four family residential prapevith a LTV that exceeds 90 percent
at origination, private mortgage insurance or rgadiarketable collateral is to be obtained. “Readilarketable collateral” means insured
deposits, financial instruments and bullion in Whibhe Bank has a perfected interest. Financialungnts and bullion are to be salable under
ordinary circumstances with reasonable promptnesdair market value

It may be appropriate in individual cases to orddgnloans with loan-to-value ratios in excess efgtpervisory LTV limits, based on support
provided by other credit factors. The PresiderthefBank must approve such non-conforming loans.Bdnk must identify all non-conforming
loans and their aggregate amount must be repatriedst quarterly to the Directors’ Loan Committien-conforming loans should not exceed
100% of capital, or 30% with respect to non onoto family residential loans. At present, managenig unaware of any exceptions to
supervisory LTV limits.

Collateral margin guidelines are based on costketar other appraised value to maintain a readerabount of collateral protection in
relation to the inherent risk in the loan. This sloet mitigate the fundamental analysis of casi ftom the conversion of assets in the normal
course of business or from operations to repayotue. It is merely designed to provide a cushiominimize the risk of loss if the ultimate
collection of the loan becomes dependent on thedaion of security pledged.

The Corporation also seeks to minimize lending tiiskugh loan diversification. The composition lo¢ tCorporation’s commercial loan
portfolio reflects and is highly dependent uponegbhenomy and industrial make-up of the regioniivasg. Effective loan diversification spreads
risk to many different industries, thereby reduding impact of downturns in any specific industryaverall loan profitability.

Credit quality is monitored through an internaliesv process, which includes a credit Risk Gradiggt&n that facilitates the early detection
of problem loans. Under this grading system, athowrcial loans and commercial mortgage loans aéegt in accordance with the risk
characteristics inherent in each loan. Problemddaclude non-accrual loans, and loans which comfiorthe regulatory definitions of criticized
and classified loans.

A Problem Asset Report is prepared monthly ancasrened by the senior management of the Bank, tirpdZation’s Loan and Discount
Committee and the Board of Directors. This reviswlésigned to enable management to take such setioare considered necessary to identify
and remedy problems on a timely basis.

The Banks internal loan review process is complementedrbin@ependent loan review conducted throughouyéae, under the mandate ¢
approval of the Corporation’s Board of Directorsalddition, regularly scheduled audits performedhgyBank’s internal audit function are
designed to ensure the integrity of the credit @sidmonitoring systems currently in place.

Risk Elements

The risk elements identified by the Corporatiorude non-performing loans, loans past due nineys @& more as to interest or principal

payments but not placed on a non-accrual statésnpal problem loans, other real estate owned,amet other non-performing interest-earning
assets. Additional information regarding these ekdments is presented in Item 7 of this AnnualdRiep
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Iltem 1A. Risk Factors

An investment in our common stock involves riskacBholders should carefully consider the riskscdesd below, together with all other
information contained in this Annual Report on FdK, before making any purchase or sale decigiegarding our common stock. If any of
the following risks actually occur, our businessahcial condition or operating results may be hadnin that case, the trading price of our
common stock may decline, and stockholders maypaseor all of their investment in our common &toc

We are subject to stringent capital requirementsiathcould require us to seek capital at times wheapital may be expensive or
unavailable to us.

We may at some point be required to raise additicagital to assure compliance with mandated chgtes and to support our continued
growth. Our ability to raise additional capitalpieded, will depend on conditions in the capitatkats at that time, which are outside our control,
and on our financial performance. Accordingly, va@mot assure you of our ability to raise additiaregital, if needed, on terms acceptable to us.
If we cannot raise additional capital when needed ability to comply with applicable capital regerinents and to further expand our operations
through internal growth or acquisitions could beenally impaired.

Negative developments in the financial servicesustty and U.S. and global credit markets in recemars may continue to adversely
impact our operations and results.

The general economic downturn experienced sinc8 Bégatively impacted many financial institutiomsluding the Corporation. Loan
portfolio performances deteriorated at many instits resulting from, among other factors, a weadnemy and a decline in the value of the
collateral supporting their loans. The competitionour deposits increased significantly due tailiify concerns at many of these same
institutions. Stock prices of bank holding companliée ours, were negatively affected by the ctadiof the financial markets, as was our
ability, if needed, to raise capital or borrow lire tdebt markets compared to recent years. Whilbtiited States Congress has taken actions to
implement important safeguards, there remains enpiat for new federal or state laws and regulatisgarding lending and funding practices
liquidity standards, and financial institution réapory agencies are expected to be very aggressiesponding to concerns and trends identified
in examinations, including the issuance of manynrenforcement actions. Negative developmentserfinancial services industry and the
impact of new legislation in response to those igraents could negatively impact our operationsdsjricting our business operations,
including our ability to originate or sell loansidaadversely impact our financial performance. Asening of these conditions would likely
exacerbate the adverse effects of these difficatket conditions on us and others in the finariogtitutions industry. In particular, we may face
the following risks in connection with these events

* we potentially face increased regulation of ouustdy and compliance with such regulation may iasesour costs and limit our ability
pursue business opportuniti

» customer demand for loans secured by real estald be reduced due to weaker economic conditeom#crease in unemployment, a
decrease in real estate values or an increaseéeiest rates

» the process we use to estimate losses inherentrioredit exposure requires difficult, subjectared complex judgments, including
forecasts of economic conditions and how these@uanconditions might impair the ability of our lbowers to repay their loan

» the level of uncertainty concerning economic ¢ods may adversely affect the accuracy of ouinestes which may, in turn, impact the
reliability of the process

» the value of the portfolio of investment securitieat we hold may be adversely affected;
* we may be required to pay significantly highed€Rremiums because market developments have isigmily depleted the insurance

fund of the FDIC and reduced the ratio of resetwdasured deposit:
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In addition, the possibility that certain Europédmon (“EU”) member states may default on theirtdgfiligations have negatively impacted
economic conditions and global markets. The coetinuncertainty over the outcome of international the EU’s financial support programs and
the possibility that other EU member states mayeggpce similar financial troubles could furthesrdipt global markets. The negative impact on
economic conditions and global markets could atsgela material adverse effect on our liquidityafinial condition and results of operations.

We are subject to interest rate risk and variationsinterest rates may negatively impact our findatperformance.

We are unable to predict actual fluctuations ofketimterest rates with complete accuracy. Ratdktions are affected by many factors,
including:

* inflation;

* recession

e arise in unemploymen

» tightening money supply; ar

» domestic and international disorder and instabititdomestic and foreign financial markets, amotigepthings

Changes in the interest rate environment may refrafés. We expect that we will continue to realincome from the differential or “spread”
between the interest we earn on loans, securii@é®ther interest-earning assets, and the interegiay on deposits, borrowings and other
interest-bearing liabilities. Net interest spreads affected by the difference between the magsriind repricing characteristics of interest-egrnin
assets and interest-bearing liabilities. Changésviels of market interest rates could materiatlg adversely affect our net interest spread, asset
quality, levels of prepayments and cash flows dbsagesthe market value of our securities portfaial overall profitability.

The downgrade of the U.S. credit rating could haaenaterial adverse effect on our business, finariagandition and liquidity.

Standard & Poor’s lowered its long term sovereigedit rating on the United States of America fromAdto AA+ on August 5, 2011. A
further downgrade or a downgrade by other ratirgnaigs could have a material adverse impact ondiahmarkets and economic conditions in
the United States and worldwide. Any such advergeact could have a material adverse effect oniquidity, financial condition and results of
operations. Many of our investment securities ssaed by U.S. government agencies and U.S. govetrspensored entities.

The Federal Reserve’s repeal of the prohibition agst payment of interest on demand deposits mayéase competition for such deposits
and ultimately increase interest expense.

A major portion of our net income comes from oueiest rate spread, which is the difference betweemnterest rates paid by us on amounts
used to fund assets and the interest rates andvieesceive on our interest-earning assets. In2odyl, Regulation Q, which had prohibited the
payment of interest on demand deposits by institistthat are member banks of the Federal ResesterBywas repealed. As a result, member
banks and thrifts are now permitted to offer indédgearing demand deposit accounts to commercsabmers, which could result in increased
competition from other financial institutions fdretse deposits and could result in an increaserimtarest expense.

External factors, many of which we cannot contrahay result in liquidity concerns for us.
Liquidity risk is the potential that the Bank mag bnable to meet its obligations as they come caygtalize on growth opportunities as they

arise, or pay regular dividends because of anlibaty liquidate assets or obtain adequate funding timely basis, at a reasonable cost and v
acceptable risk tolerances.
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Liquidity is required to fund various obligationscluding credit commitments to borrowers, mortgaged other loan originations, withdraw
by depositors, repayment of borrowings, operatigeases, capital expenditures and dividend payntersisareholders.

Liquidity is derived primarily from deposit growtnd retention; principal and interest paymentsoams; principal and interest payments on
investment securities; sale, maturity and prepaymemvestment securities; net cash provided faparations, and access to other funding
sources.

Our access to funding sources in amounts adequéiteahce our activities could be impaired by fastthat affect us specifically or the
financial services industry in general. Factors twauld detrimentally impact our access to liquidiburces include a decrease in the level of our
business activity due to market factors or an ad/eggulatory action against us. Our ability tortwarcould also be impaired by factors that are
not specific to us, such as a severe disruptidghefinancial markets or negative views and expiecta about the prospects for the financial
services industry as a whole. Over the last seyesals, the financial services industry and theitrearkets generally have been materially and
adversely affected by significant declines in agaties and by a lack of liquidity. The liquidigsues have been particularly acute for regiona
community banks, as many of the larger financisfiintions have significantly curtailed their lengdito regional and community banks to reduce
their exposure to the risks of other banks. In talti many of the larger correspondent lenders hastaced or even eliminated federal funds lines
for their correspondent customers. Furthermord@pned and community banks generally have less adoethe capital markets than do the
national and super-regional banks because of shatler size and limited analyst coverage. Anyidedh available funding could adversely
impact our ability to originate loans, invest irtggties, meet our expenses, or fulfill obligaticgeh as meeting deposit withdrawal demands, any
of which could have a material adverse impact anliquidity, business, results of operations amaficial condition.

The extensive regulation and supervision to whick are subject impose substantial restrictions orr business.

Center Bancorp Inc., primarily through its prindipabsidiary, Union Center National Bank, and darteon-bank subsidiaries, are subject to
extensive regulation and supervision. Banking ratiuhs are primarily intended to protect depositfunsds, federal deposit insurance funds and
the banking system as a whole. Such laws are sigrEd to protect our shareholders. These regnkatéfect our lending practices, capital
structure, investment practices, dividend policgt growth, among other things. The Bank is alsoetthip a number of federal laws, which,
among other things, require it to lend to varioesters of the economy and population, and establishmaintain comprehensive programs
relating to anti-money laundering and customertiieation. The United States Congress and fede@llatory agencies continually review
banking laws, regulations and policies for possiblanges. Changes to statutes, regulations orategylpolicies, including changes in
interpretation or implementation of statutes, ragjahs or policies, could affect us in substaraia unpredictable ways. Such changes could
subject us to additional costs, limit the typeéimdincial services and products we may offer aniforease the ability of non-banks to offer
competing financial services and products, amohgrahings. Failure to comply with laws, regulaasr policies could result in sanctions by
regulatory agencies, civil money penalties andéputational damage, which could have a materia¢sdveffect on our business, financial
condition and results of operations.

Current levels of volatility in the capital marketsre unprecedented and may adversely impact ourafiens and results.

The capital markets have been experiencing unpested volatility for several years. Such negatigeasopments and disruptions have
resulted in uncertainty in the financial marketanB and bank holding company stock prices have hegatively affected, as has the ability of
banks and bank holding companies to raise capitabwow in the debt markets. If the capital maskeate volatile, there can be no assurance that
we will not experience an adverse effect, which fa@ynaterial, on our business, financial conditod results of operations or our ability to
access capital.
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We must effectively manage our credit risk.

There are risks inherent in making any loan, iniclgdisks inherent in dealing with particular bosers, risks of nonpayment, risks resulting
from uncertainties as to the future value of cellat and risks resulting from changes in econométiadustry conditions. We attempt to minim
our credit risk through prudent loan applicatioprgval procedures, careful monitoring of the coriaion of our loans within specific industries,
a centralized credit administration department peribodic independent reviews of outstanding logneur loan review department. However, we
cannot assure you that such approval and monitgrogedures will reduce these credit risks.

Our loan portfolio includes commercial real estak@ans, which involve risks specific to real estai@ue.

Commercial real estate and construction loans %&8&.7 million, or approximately 60.4% of our toi@én portfolio, as of December 31,
2012. Many of these loans are extended to smalhaalum-sized businesses. The market value oestate can fluctuate significantly in a short
period of time as a result of market conditionthie geographic area in which the real estate atéat Although many such loans are secured by
real estate as a secondary form of collateraljimoatl adverse developments affecting real estdires@n our market area could increase the ¢
risk associated with our loan portfolio. Economiesets or governmental regulations outside of therobof the borrower or lender could
negatively impact the future cash flow and marlkaties of the affected properties. If the loans #natcollateralized by real estate become
troubled and the value of the real estate has sigeificantly impaired, then we may not be abledcover the full contractual amount of principal
and interest that we anticipated at the time dfioating the loan, which could cause us to increasegorovision for loan losses and adversely
affect our operating results and financial conditio

We may incur impairments to goodwiill.

We review our goodwill at least annually. Signifitamegative industry or economic trends, reducéchetes of future cash flows or
disruptions to our business, could indicate thaidgall might be impaired. Our valuation methodoldgy assessing impairment requires
management to make judgments and assumptions badestorical experience and to rely on projectiohfuture operating performance. We
operate in a competitive environment and projestioifuture operating results and cash flows may s@nificantly from actual results.
Additionally, if our analysis results in an impaint to our goodwill, we would be required to recamon-cash charge to earnings in our financial
statements during the period in which such impanthedetermined to exist. Any such change coulceteamaterial adverse effect on our results
of operations and our stock price.

Union Center National Bank’s ability to pay dividels is subject to regulatory limitations, which, the extent that our holding company
requires such dividends in the future, may affeaircholding company’s ability to honor its obligatits and pay dividends.

As a bank holding company, Center Bancorp, Ina.sgparate legal entity from Union Center Natideik and its subsidiaries and does not
have significant operations. We currently dependJoion Center National Bank’s cash and liquiditypy our operating expenses and to fund
dividends to shareholders. We cannot assure yaturttiae future Union Center National Bank will leathe capacity to pay the necessary
dividends and that we will not require dividendsnfr Union Center National Bank to satisfy our obligias. Various statutes and regulations limit
the availability of dividends from Union Center Matal Bank. It is possible, depending upon our @nibn Center National Bank'’s financial
condition and other factors, that bank regulatorda assert that payment of dividends or other paysby Union Center National Bank are an
unsafe or unsound practice. In the event that UGienter National Bank is unable to pay dividends,may not be able to service our obligations,
as they become due, or pay dividends on our caitiak. Consequently, the inability to receive dends from Union Center National Bank could
adversely affect our financial condition, result®perations, cash flows and prospects.
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Union Center National Bank’s allowance for loan Isgs may not be adequate to cover actual losses.

Like all financial institutions, Union Center Natial Bank maintains an allowance for loan lossgzdwide for loan defaults and non-
performance. If Union Center National Baskillowance for loan losses is not adequate tora@mteal loan losses, future provisions for lossste
could materially and adversely affect our operategults. Union Center National Bank’s allowanceléan losses is determined by analyzing
historical loan losses, current trends in delingieshand charge-offs, plans for problem loan rasmiuthe opinions of its regulators, changes in
the size and composition of the loan portfolio amtlustry information.

Union Center National Bank also considers the ihpheconomic events, the outcome of which is ulader The amount of future losses is
susceptible to changes in economic, operating #ret eonditions, including changes in interestgatat may be beyond our control and these
losses may exceed current estimates. Federal tegubgencies, as an integral part of their exatiungrocess, review Union Center National
Bank’s loans and allowance for loan losses. Whiebelieve that Union Center National Bank’s alloe&afor loan losses in relation to its current
loan portfolio is adequate to cover current lossgscannot assure you that Union Center NationakBell not need to increase its allowance for
loan losses or that regulators will not requir®iincrease this allowance. Either of these ocages could materially and adversely affect our
earnings and profitability.

Union Center National Bank is subject to variousnding and other economic risks that could adversetypact our results of operations
and financial condition.

Changes in economic conditions, particularly ai§iggnt worsening of the current economic enviromtmeould hurt Union Center National
Bank’s business. Union Center National Bank’s bessns directly affected by political and markenditions, broad trends in industry and
finance, legislative and regulatory changes, armhghs in governmental monetary and fiscal poli@késf which are beyond our control.
Deterioration in economic conditions, particulanlithin New Jersey, could result in the followingnsequences, any of which could hurt our
business materially:

* loan delinquencies may increa
e problem assets and foreclosures may incre
» demand for our products and services may declime

e collateral for loans made by Union Center Natidank may decline in value, in turn reducing Un{oenter National Bank’s clients’
borrowing power, among other thing

Further deterioration in the real estate markatjqdarly in New Jersey, could hurt our business.real estate values in New Jersey decline,
our ability to recover on defaulted loans by selithe underlying real estate is reduced, whicheases the possibility that we may suffer losse
defaulted loans.

Union Center National Bank may suffer losses in itsan portfolio despite its underwriting practices.

Union Center National Bank seeks to mitigate teksinherent in its loan portfolio by adhering pesific underwriting practices. Although
believe that Union Center National Bank’s underwgtcriteria are appropriate for the various kinfi$oans that it makes, Union Center National
Bank may incur losses on loans that meet its unakimg criteria, and these losses may exceed thauats set aside as reserves in its allowance
for loan losses.

Union Center National Bank faces strong competitidrom other financial institutions, financial serdie companies and other organizatic
offering services similar to the services that Uni€enter National Bank provides.

Many competitors offer the same types of loanskamking services that Union Center National Barikrsfor similar types of such services.
These competitors include other national bankgngawassociations, regional banks and other comgbanks. Union Center National Bank also
faces competition from many other types of finahicistitutions, including finance companies, brage firms, insurance companies, credit
unions, mortgage banks and other financial interamegs. In this regard, Union Center National Bangdmpetitors include other state and
national banks and major financial companies wigpsater resources may afford them a marketplacaraage by enabling them to maintain
numerous banking locations, offer a broader sditeovices and mount extensive promotional and ridugy campaigns. Our inability to comp
effectively may adversely affect our business.
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If we pursue acquisitions, we may heighten the ssto our operations and financial condition.

To the extent that we undertake acquisitions (siscbur recently completed Saddle River Valley Baaksaction) or new branch openings.
may experience the effects of higher operating esge relative to operating income from the new atpmrs, which may have a material adverse
effect on our levels of reported net income, retumraverage equity and return on average asséitsr €ffects of engaging in such growth
strategies may include potential diversion of oanagement’s time and attention and general disnupdi our business. To the extent that we
grow through acquisitions and branch openings, amnot assure you that we will be able to adequatedyprofitably manage this growth.
Acquiring other banks and businesses involve simiks to those commonly associated with branching may also involve additional risks,
including:

» potential exposure to unknown or contingent ligieii of banks and businesses we acq

e exposure to potential asset quality issues of thy@ieed bank or related busine

« difficulty and expense of integrating the operasi@md personnel of banks and businesses we acgod
» the possible loss of key employees and customeisedianks and businesses we acc

Attractive acquisition opportunities may not be alable to us in the future.

We expect that other banking and financial sere@@panies, many of which have significantly greadspurces than us, will compete witr
in acquiring other financial institutions if we e such acquisitions. This competition could iaseeprices for potential acquisitions that we
believe are attractive. Also, acquisitions are sctjo various regulatory approvals. If we faifézeive the appropriate regulatory approvals, we
will not be able to consummate an acquisition tatbelieve is in our best interests. Among othergs$, our regulators will consider our capital,
liquidity, profitability, regulatory compliance anevels of goodwill when considering acquisitiordagxpansion proposals. Any acquisition could
be dilutive to our earnings and shareholders’ goquetr share of our common stock.

Further increases in FDIC premiums could have a neaital adverse effect on our future earnings.

The FDIC insures deposits at FDIC insured finanistitutions, including Union Center National Baffhe FDIC charges the insured
financial institutions premiums to maintain the Dsjp Insurance Fund at an adequate level. In pgled@conomic difficulties, the FDIC may
increase its assessment rates and impose spesgabagents. The FDIC may further increase these aattimpose additional special assessments
in the future, which could have a material adveféect on future earnings.

Declines in value may adversely impact our investingortfolio.

As of December 31, 2012, we had approximately $f8llion in available for sale investment secestiWe may be required to record
impairment charges on our investment securitilsely suffer a decline in value that is considerégiethan-temporary. Numerous factors,
including lack of liquidity for re-sales of certaiimvestment securities, absence of reliable prigifigrmation or investment securities, adverse
changes in business climate, adverse actions l§ategs, or unanticipated changes in the competgiwironment could have a negative effec
our investment portfolio in future periods. If anpairment charge is significant enough, it couféetfthe ability of Union Center National Bank
to upstream dividends to the Parent Corporatiorichvbould have a material adverse effect on owidigy and our ability to pay dividends to
shareholders and could also negatively impact egulatory capital ratios.
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Concern of customers over deposit insurance mayseaa decrease in deposits.

With recent increased concerns about bank failuestpmers increasingly are concerned about treaetd which their deposits are insurec
the FDIC. Customers may withdraw deposits in aarefb ensure that the amount they have on depitsittheir bank is fully insured. Decreases
in deposits may adversely affect our funding casts net income.

We have a continuing need for technological changed we may not have the resources to effectivelglement new technology.

The financial services industry is constantly ugaérg rapid technological changes with frequernbititictions of new technology-driven
products and services. The effective use of teclgyoincreases efficiency and enables financialtingins to reduce costs, in addition to
providing better service to customers. Our futwrecess will depend in part upon our ability to @&ddrthe needs of our customers by using
technology to provide products and services thiitsatisfy customer demands for convenience as agelb create additional efficiencies in our
operations as we grow. We cannot assure you thatilviee able to effectively implement new techngyedriven products and services or be
successful in marketing such products and serv@esr customers.

System failure or breaches of our network secutyuld subject us to increased operating costs al aglitigation and other liabilities.

The computer systems and network infrastructur@seecould be vulnerable to unforeseen problemsoPerrations are dependent upon our
ability to protect our computer equipment agairshege from physical theft, fire, power loss, tetapwinications failure or a similar catastrophic
event, as well as from security breaches, deniaépfice attacks, viruses, worms and other disregiioblems caused by hackers. Any damage or
failure that causes an interruption in our opereticould have a material adverse effect on ounéiaé condition and results of operations.
Computer break-ins, phishing and other disruptmmdd also jeopardize the security of informatitored in and transmitted through our
computer systems and network infrastructure, whiely result in significant liability to us and maguse existing and potential customers to
refrain from doing business with us. A failure bétsecurity measures we use could have a matdriatse effect on our financial condition and
results of operations.

The Dodd-Frank Act and future regulatory reforms geiired by such legislation could have a significainhpact on our business, financial
condition and results of operations.

The Dodd-Frank Act will have a broad impact onfihancial services industry, including significaegulatory and compliance changes.
Many of the requirements called for in the Doddrikréct will be implemented over time and most amd aill be subject to implementing
regulations over the course of several years. Giveruncertainty associated with the manner in wtie provisions of the Dodd-Frank Act will
be implemented by the various regulatory agentiesfull extent of the impact such requirementd dlve on our operations is unclear. While it
is difficult to predict at this time what specifibpact the Dodd-Frank Act will have on us, we expbat at a minimum our operating and
compliance costs will increase, and our interepeage could increase.
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Item 1B. Unresolved Staff Comments
None.
Item 2. Properties

The Bank’s operations are located at ten sitesniotJCounty, New Jersey, consisting of six siteglimon Township, one in Springfield
Township, one in Berkeley Heights, one in Vauxhalll one in Summit, New Jersey. The Bank also has tiranch offices in Morris County,
New Jersey, consisting of one site in Madison, siteein Boonton/Mountain Lakes, and one site in fidtown, New Jersey. During 2012, 1
Corporation acquired two bank occupancies from EaRd/er Valley Bank and opened a office in EngledoNew Jersey. As a result of its
acquisition of assets of Saddle River Valley BanR012, the Bank has three branch offices in Befgmmty, New Jersey. The Bank’s principal
office is located at 2455 Morris Avenue, Union, Nésvsey. The principal office is a two story builgliconstructed in 1993.

The following table sets forth certain informatiegarding the Bank’s leased locations.

Branch Location Term
356 Chestnut Street, Union, New Jer Term expires in 2028 with renewal optic
Career Center Branch located in Union High Term expired in October 2008, currently on maotimonth lease
School, Union, New Jerse
300 Main Street, Madison, New Jers Term expires June 6, 2015 and is subject to renatthe Ban's option
2933 Vauxhall Road, Vauxhall, New Jers Term expires January 31, 2020 and is subject tewahat the Bar’'s optior
545 Morris Avenue, Summit, New Jers Term expires February 1, 2024, subject to renetileaBanl’'s option
Ely Place, Boonton, New Jers Term expires August 29, 2021, and is subject teweah at the Bar’'s optior
171 E. Saddle River Road, Saddle River, New Term expires December 31, 2013
Jersey
Route 202 and Allerman Road Oakland, New Term expires November 9, 2027
Jersey
10 E. Palisade Avenue, Englewood, New Je Term expires July 31, 20
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The Bank operates a Drive In/Walk Up located at28fwe Street, Union, New Jersey, adjacent tateopshe Center Office facility.

On October 9, 2004, the Bank opened a 19,555 sdoatreffice facility on Springfield Road in UnioNew Jersey, which served as the
Bank’s operations and data center until 2010. utie second quarter of 2010, the Corporation edtirto a lease of its former operations
facility under a direct financing lease. The lehae a 15 year term with no renewal options. Acewydd the terms of the lease, the lessee has an
obligation to purchase the property underlyingldaese in either year seven, ten or fifteen at gezdened prices for those years as provided it
lease. The structure of the minimum lease paynarmdghe purchase prices as provided in the leaséderan inducement to the lessee to
purchase the property in year seven.

Item 3. Legal Proceedings

There are no significant pending legal proceedingslving the Corporation other than those arisiing of routine operations. Management
does not anticipate that the ultimate liabilityaify, arising out of such proceedings will haveaanal effect on the financial condition or result
of operations of the Corporation on a consolidé@sis. Such statement constitutes a forward-loogiaggment under the Private Securities
Litigation Reform Act of 1995. Actual results coudidfer materially from this statement as a resfilvarious factors, including the uncertainties
arising in proving facts within the judicial proses
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Item 3A. Executive Officers of the Registrant

The following table sets forth the name and ageach executive officer of the Parent Corporatiba,geriod during which each such person
has served as an officer of the Parent Corporatidhe Bank and each such person’s business erper{@gcluding all positions with the Parent
Corporation and the Bank) for the past five years:

Business Experienct
President and Chief Executive Officer of the Paf@mtporation (April 2008 —

Name and Age Officer Since
Anthony C. Weagle 1996 the Parent

Age —-51

Mark S. Cardone
Age - 50

Joseph D. Gangemi

Age — 32

John J. Lukens
Age — 65

James W. Sorge
Age — 60

Corporation
1985 the Bank

2001 the Parent
Corporation
2001 the Banl

2008 the Parent
Corporation
2004 the Bank

2009 the Parent
Corporation
2004 the Banl

2010 the Parent
Corporation
2010 the Bank

Present); President, Chief Executive Officer ahéeCFinancial Officer of the
Parent Corporation (August 2007 — March 2008); iBezs and Chief Executive
Officer of the Bank (March 2008 — Present); Prasid€hief Executive Officer and
Chief Financial Officer of the Bank (August 200February 2008); Vice President
& Treasurer of the Parent Corporation (1996 — A@007); Senior Vice President
& Cashier of the Bank (1996 — August 2007); Vicedtdent & Cashier of the Bank
(1991-1996)

Vice President of the Parent Corporation and @evice President & Branch
Administrator of the Bank (2001 — Present)

Vice President and Assistant Portfolio ManagethefParent Corporation and the
Bank (December 31, 2010 — Present): Executive fesgiso the Chief Executive
Officer, Investor Relations Officer and Corporaeztary of the Parent
Corporation and the Bank (June 2008 — Presengcliive Assistant to the Chief
Executive Officer and Investor Relations Officertloé Bank (January 2008 — June
2008); Executive Assistant to the Chief Executiféd@r of the Bank (August
2007 —January 2008); Executive Assistant to the Chieffaial Officer of the Bar
(August 2005~ August 2007

Vice President and Senior Credit Administratortef Parent Corporation and Ser
Vice President and Senior Credit Administratortaf Bank (December 2009 —
December 2012); Vice President of the Bank (Sepéer2b04- December 200¢

Vice President and Compliance Officer of the Raorporation and Senior Vice
President and Compliance Officer of the Bank (M&0h0 — Present); Vice
President and Director, PNC Global Investment $ergi(May 2008 — March
2010); Vice President, BSA/AML/OFAC Officer, Yardiei National Bank (June
2005- April 2008)
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Name and Age

Officer Since

Business Experienct

George J. Theiller
Age — 62

Vincent N. Tozzi
Age — 62

Arthur M. Wein
Age — 62

2009 the Parent
Corporation
2005 the Banl

2011 the Parent
Corporation
2011 the Bank

2009 the Parent
Corporation
2009 the Bank

Item 4. Mine Safety Disclosures

Not applicable.

Vice President and Senior Auditor of the Parenip@Omation and Senior Vice
President and Senior Auditor of the Bank (Decen0€9 —Present); Vice Preside
and Senior Auditor of the Bank (April 20 December 200¢

Vice President, Treasurer and Chief Financialo®ffof the Parent Corporation
(March 2011 — Present); Senior Vice President dnidf@inancial Officer of the
Bank (February 2011 — Present); Consultant to @rekB® Financial Division
(December 2010 — February 2011); Partner and Emincial Officer, Aztec
Environmental Energy Management (January 2008eséhrit); Senior Vice
President and Chief Financial Officer of The BafllPdnceton (October 2006 —
January 2008

Vice President and Chief Operating Officer of Berent Corporation and Senior
Vice President and Chief Operating Officer of trenk (October 2009 — Present);
Vice President and Business Development OfficehefSummit Region of the Ba
(April 2009 — October 2009); President and Chieé&utive Officer of UTZ
Technologies, Inc. (manufacturer of thick film higbscreens) (December 2003 —
March 2009
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PART Il
Item 5. Market for the Registrant’'s Common Stock, Related Stockholder Matters and Issuer Purchases &quity Securities
Security Market Information
The common stock of the Parent Corporation is ttamtethe NASDAQ Global Select Market. The Corpanais symbol is CNBC. As of
December 31, 2012, the Corporation had 551 stodkin®lof record. This does not include beneficiahers for whom CEDE & Company or

others act as nominees. On December 31, 2012|akiag sale price was $11.58.

The following table sets forth the high and lowsitg sales price, and the dividends declared, sitaee of the Corporation’s common stock
for the years ended December 31, 2012 and 201hmdlunts are adjusted for prior stock splits andkstlividends.

Common Stock Price

2012 2011 Common Dividends Declare:

High Low High Low 2012 2011
Fourth Quarte $ 11.9¢ % 10.8¢ % 10.0C $ 891 $% 0.05¢ $ 0.03(
Third Quartel 11.9¢ 10.8: 10.9:¢ 8.51 0.05¢ 0.03(
Second Quarte 11.2¢ 9.7t 10.5(C 9.51 0.05¢ 0.03(
First Quarter 10.4¢ 9.5C 9.5¢ 7.8¢ 0.03( 0.03(
Total $ 0.19t $ 0.12(C

Share Repurchase Program

Historically, repurchases have been made from torigne as, in the opinion of management, markeditmns warranted, in the open market
or in privately negotiated transactions. Shareangmased were used for stock dividends and oteaaixes. No repurchases were made of the
Parent Corporation’s common stock during 2012 dr120

On January 9, 2009, as part of the U.S. Departofethie Treasury’s Troubled Asset Relief ProgramARIP”), the Parent Corporation entered
into an agreement with the U.S. Treasury (the “Sfdgrchase Agreement”) pursuant to which (i) theeRaCorporation issued and sold, and the
U.S. Treasury purchased, 10,000 shares (the “Peef&hares”) of the Company’s Fixed Rate Cumuld®empetual Preferred Stock, Series A,
having a liquidation preference of $1,000 per sliar@n aggregate purchase price of $10 milliooash, and (ii) the Parent Corporation issued to
the U.S. Treasury a ten-year warrant (the “Warfatatpurchase up to 173,410 shares of the ParapbGaiion’s common stock at an exercise
price of $8.65 per share. As a result of the sigfabsompletion of a rights offering in October 20@he number of shares underlying the warrant
held by the U.S. Treasury was reduced to 86,70fsha 50 percent of the original 173,410 sharesS€ptember 15, 2011, the Corporation
issued $11.25 million in nonvoting senior preferstack to the Treasury under the Small BusinesslingnFund Program. Simultaneously, the
Corporation redeemed from the Treasury, all 10@@8tanding shares of its Fixed Rate Cumulativpé&lanal Preferred Stock, Series A,
liguidation amount $1,000 per share, for a redemngpirice of $10,041,667, including accrued but ishpgavidends up to the date of redemption.
On December 7, 2011, the Corporation repurchasedutstanding warrants. In the repurchase, thedZatipn paid the U.S. Treasury $245,000
for the warrants.
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Dividends

Federal laws and regulations contain restrictionghe ability of the Parent Corporation and Uni@nter National Bank to pay dividends. For
information regarding restrictions on dividends §art |, Item 1, “Business — Dividend Limitatioresid Part Il, Iltem 8, “Financial Statements
and Supplementary Data ", Note 18 of the Notesdnd0lidated Financial Statements.” Under the tasfrise trust preferred securities issued by
Center Bancorp, Inc. Statutory Trust Il, the Paf@mtporation can not pay dividends on its commouglstf the Corporation defers payments on
the junior subordinated debentures which providectish flow for the payments on the trust prefesemlirities. If the Parent Corporation fails to
declare and pay dividends on the SBLF PreferredkStoa given quarter, then during such quarterfanthe next three quarters followings such
missed dividend payment, the Parent Corporation maaypay dividends on, or repurchase, any comnmokgir any other securities that are
Junior to (or in parity with) the SBLF Preferred&, except in very limited circumstances. Also emtthe terms of the SBLF Preferred Stock, the
Parent Corporation may declare and pay dividendssa@ommon stock or any other stock junior to®Bi.F Preferred Stock, or repurchase sh
of any such stock, only if after payment of sudkidéinds or repurchase of such shares, the Parepbfation’s Tier 1 Capital would be at least
equal to the Tier 1 Dividend Threshold (as definedrluding any subsequent net charge-offs andeshgmption of the SBLF Preferred Stock.

Stockholders Return Comparison
Set forth on the following page is a line graphsprgation comparing the cumulative stockholderrretun the Parent Corporation’s common

stock, on a dividend reinvested basis, againstiineulative total returns of the Standard & Poorsrposite and the SNL Mid-Atlantic Bank
Index for the period from January 1, 2008 througit&mber 31, 2012.
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COMPARE 5-YEAR CUMULATIVE TOTAL RETURN
AMONG CENTER BANCORP INC.,
S&P COMPOSITE AND SNL MID-ATLANTIC BANK INDEX

Total Return Performance
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== SNL Mid Atiantic Bank
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1231407 12/31/08 12/31/09 12/3110 1213111 12/31M12
Assumes $100 invested on January 1, 2008
Assumes dividends reinvested
Year ended December 31, 2012
COMPARISON OF CUMULATIVE TOTAL RETURN OF ONE OR MOR E
COMPANIES, PEER GROUPS, INDUSTRY INDEXES AND/OR BROAD MARKETS
Fiscal Year Ending
Company/Index/Market 12/31/200° 12/31/200¢( 12/31/200¢ 12/31/201( 12/31/201: 12/31/201.
Center Bancorp, Inc 100.0¢ 76.7¢ 86.3¢ 80.11 97.2¢ 117.0¢
S&P Composite 100.0( 63.2¢ 85.47 100.5¢ 91.7¢ 100.5¢
SNL Mid-Atlantic Bank Inde> 100.0( 55.0¢ 57.9¢ 67.65 50.82 68.0¢

Iltem 6. Selected Financial Data

The following tables set forth selected consoliddteancial data as of the dates and for the psrydsented. The selected consolidated
statement of financial condition data as of Decan¥ie 2012 and 2011 and the selected consolidatadhary of income data for the years ended
December 31, 2012, 2011 and 2010 have been ddrimadour audited consolidated financial statements related notes that we have included
elsewhere in this Annual Report. The selected datated statement of financial condition data aBeéember 31, 2010, 2009 and 2008 and the
selected consolidated summary of income data ®oy#ars ended December 31, 2009 and 2008 havealbeaeed from audited consolidated
financial statements that are not presented inAhisual Report.

The selected historical consolidated financial detaf any date and for any period are not nedgssaticative of the results that may be
achieved as of any future date or for any futumgople You should read the following selected sta#d and financial data in conjunction with the
more detailed information contained in “Managemeitiscussion and Analysis of Financial Conditiod &esults of Operations” and our
consolidated financial statements and the relatéeisrthat we have presented elsewhere in this Afitegzort.

On August 1, 2012, the Bank assumed all of the siepand certain other liabilities and acquiredaiarassets of Saddle River Valley Bank
this transaction, the Bank assumed $85.2 millioddposits and acquired $89.3 million in loans arusties from Saddle River Valley Bank. See
Note 4 of the Notes to the Consolidated Finandialeédnents. The assumed liabilities and acquireetsisse reflected in the table below for
year ended December 31, 2012. The Corporationtgtsesf operations for 2012 give effect to this @isggion from the date of the acquisition.
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SUMMARY OF SELECTED STATISTICAL INFORMATION AND FIN  ANCIAL DATA

Summary of Income
Interest incomi
Interest expense
Net interest incom
Provision for loan losses
Net interest income after provision for loan los
Other income
Other expense
Income before income tax expense (ben
Income tax expense (benefit)
Net income

Net income available to common stockholders

Statement of Financial Condition Data
Investments available for se
Investments held to maturi
Loans held for sal
Total loans
Allowance for loan losse
Goodwill and other intangible ass:
Total asset
Deposits
Borrowings
Stockholder' equity

Dividends
Cash dividends on Common Stc
Dividend payout rati

Cash Dividends Per Shar¢
Cash dividend

Earnings Per Share
Basic
Diluted

Weighted Average Common Shares Outstandin
Basic
Diluted

Operating Ratios
Return on average ass
Average stockholde’ equity to average asst
Return on average stockhold’ equity
Return on average tangible stockhol’ equity )

Book Value
Book value per common she
Tangible book value per common sh(®)

Non-Financial Information

Common stockholders of reca

Full-time equivalent staf

Years Ended December 31

2012 2011 2010 2009 2008
(Dollars in Thousands, Except per Share D
$ 55,27: $ 51,927 $ 48,71«  $ 51,11( $ 49,89«
11,77¢ 12,17; 14,78t 22,64! 24,09¢
43,49¢ 39,75( 33,92¢ 28,46: 25,79¢
32E 2,44¢ 5,07¢ 4,597 1,561
43,171 37,30: 28,85: 23,86¢ 24,23t
7,21( 7,47¢ 2,47 3,90¢ 2,64¢
25,19% 23,44 24,09¢ 23,05’ 19,47
25,18¢ 21,33: 7,22¢ 4,71 7,40¢
7,67 7,417 222 94¢€ 1,56
$ 17,507 $ 13,92t $ 7,004 $ 3,771 $ 5,84:
$ 17,22¢ 3 13,10¢ $ 6,42 $ 3,20¢  $ 5,84:
$ 496,81 $ 41450 $ 378,08 $ 298,12: $ 242,71
58,06+ 72,23 — — —
1,491 1,01¢ 33z — —
889,67. 754,99: 708,11: 719,60t 676,20:
10,231 9,60z 8,861 8,711 6,25¢
16,85¢ 16,90: 16,95¢ 17,02¢ 17,11(
1,629,76! 1,432,73i 1,207,38! 1,195,48 1,023,29:
1,306,92. 1,121,41! 860,33: 813,70! 659,53
146,00( 161,00( 212,85! 269,25: 268,44(
160,69: 135,91¢ 120,95 101,74¢ 81,71
$ 2,77t $ 1,95t $ 1,80C $ 243¢ % 4,67¢
16.1% 14.92% 28.02% 75.9% 80.02%
$ 0.19: $ 01z $ 01z $ 0.1¢ $ 0.3¢
$ 108 $ 08C % 04: $ 02/ $ 0.4t
$ 1.0t $ 08C $ 04: $ 02 % 0.4%
16,340,19 16,295,76 15,025,87 13,382,61 13,048,51
16,351,04 16,314,89 15,027,15 13,385,41 13,061,41
1.14% 1.05% 0.5% 0.31% 0.5¢%
9.7% 9.82% 9.3t% 7.6€% 8.28%
11.6%% 10.73% 6.3(% 4.02% 7.05%
13.18% 12.3% 7.40% 4.91% 8.8t%
$ 9.14 $ 76 % 6.8 $ 6.3 $ 6.2¢
$ 811 $ 6.6 $ 57¢ $ 5.1t $ 4.97
551 562 592 60% 64C
17¢ 165 15¢ 16C 16C
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Notes to Selected Financial Data

(1) Tangible book value per common share, whichnen-GAAP financial measure, is computed by dhgditockholders’ equity less preferred
stock, goodwill and other intangible assets by camishares outstanding. The following table provickrain related reconciliations betwe
Generally Accepted Accounting Principles (“GAAP™)asaires (stockholders’ equity and book value pemsomshare) and the related non-
GAAP financial measures (tangible stockhol’ equity and tangible book value per common shi

2012 2011 2010 2009 2008
(Dollars in Thousands, Except per Share D
Common shares outstandi 16,347,91 16,332,32 16,289,83 14,572,02 12,991,31
Stockholder equity $ 160,69: $ 135,91t $ 120,95 $ 101,74¢ $ 81,71
Less: Preferred Stoc 11,25( 11,25( 9,70( 9,61¢ —
Less: Goodwill and other intangible asset 16,85¢ 16,90: 16,95¢ 17,02¢ 17,11(
Tangible Stockholders’ Equity $ 132,58. $ 107,76: $ 94,29¢ $ 75,10: $ 64,60
Book value per common she $ 914 % 7.6 $ 6.8: $ 6.32 $ 6.2¢
Less: Goodwill and other intangible asset 1.0 1.0 1.04 1.17 1.32
Tangible Book Value per Common Share $ 8.11 $ 6.6( $ 57¢ $ 5.1t § 4.97

Return on average tangible stockholders’ equityickvis a non-GAAP financial measure, is computedlividing net income by average
stockholders’ equity less average goodwill and agerother intangible assets. The following tablkeces a reconciliation between average
stockholders’ equity and average tangible stocldrsidequity and a reconciliation between returrstmtkholders’ equity and return on average
tangible stockholders’ equity.

2012 2011 2010 2009 2008
(Dollars in Thousands

Net income $ 17,507 $ 13,92t $ 7,004 $ 3,771 5,84
Average stockholde’ equity $ 149,71, $ 12983t $ 111,13¢ $ 93,85( $ 83,12:
Less: Average goodwill and other intangit

assets 16,87¢ 16,93( 16,99! 17,06¢ 17,15¢
Average Tangible Stockholders’ Equity ¢ 132,83 $  11290¢ $ 94,14: $ 76,78. $ 65,96¢
Return on average stockholc’ equity 11.6% 10.7% 6.3(% 4.02% 7.02%
Add: Average goodwill and other intangib

assets 1.4¢ 1.61 1.14 0.8¢ 1.8¢
Return on Average Tangible Stockholder:

Equity 13.1% 12.32% 7.44% 4.91% 8.8€6%

The Corporation believes that in comparing finahicistitutions, investors desire to analyze tangtiockholders’ equity rather than
stockholders’ equity, as they discount the sigaifice of goodwill and other intangible assets.
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Item 7. Management’s Discussion and Analysis (“MD&A) of Financial Condition and Results of Operations

The purpose of this analysis is to provide the eeadth information relevant to understanding aeslessing the Corporation’s results of
operations for each of the past three years amahdial condition for each of the past two yearoriter to fully appreciate this analysis, the reade
is encouraged to review the consolidated finaratetements and accompanying notes thereto appeariteg Iltem 8 of this report, and statistical
data presented in this document.

Cautionary Statement Concerning Forward-Looking $¢anents
See Item 1 of this Annual Report on Form 10-K fdormation regarding forward-looking statements.
Critical Accounting Policies and Estimates

The accounting and reporting policies followed g Corporation conform, in all material respeadJtS. GAAP. In preparing the
consolidated financial statements, management hae mstimates, judgments and assumptions that #ffeceported amounts of assets and
liabilities as of the dates of the consolidatedesteents of condition and results of operationgHerperiods indicated. Actual results could differ
significantly from those estimates.

The Corporation’s accounting policies are fundamletot understanding this MD&A. The most significattcounting policies followed by the
Corporation are presented in Note 1 of the Notég3asolidated Financial Statements. The Corpordtamidentified its policies on the allowance
for loan losses, other-than-temporary impairmergeafurities, income tax liabilities and goodwildasther identifiable intangible assets to be
critical because management must make subjecti®acomplex judgments about matters that are eriruncertain and could be most sub
to revision as new information becomes availablddiional information on these policies can be fdimNote 1 of the Notes to Consolidated
Financial Statements.

Allowance for Loan Losses and Related Provisi

The allowance for loan losses represents manag&mestimate of probable loan losses inherent indae portfolio. Determining the amount
of the allowance for loan losses is consideredt&araccounting estimate because it requiresifiigmt judgment and the use of estimates related
to the amount and timing of expected future casivglon impaired loans, estimated losses on podiswiogeneous loans based on historical loss
experience, and consideration of current econoraiads and conditions, all of which may be suscéptibsignificant change. The loan portfolio
also represents the largest asset type on the 2bigpos Consolidated Statements of Condition.

The evaluation of the adequacy of the allowancdoan losses includes, among other factors, arysisadf historical loss rates by loan
category applied to current loan totals. Howevetya loan losses may be higher or lower than hgbtrends, which vary. Actual losses on
specified problem loans, which also are providedridhe evaluation, may vary from estimated losscpntages, which are established based
a limited number of potential loss classifications.

The allowance for loan losses is established thr@ugrovision for loan losses charged to expensamdgement believes that the current
allowance for loan losses will be adequate to dbkian losses on existing loans that may becomellectible based on the evaluation of known
and inherent risks in the loan portfolio. The ewadilon takes into consideration such factors as@émin the nature and size of the portfolio,
overall portfolio quality, and specific problem t@and current economic conditions which may affeetoorrowers’ ability to pay. The
evaluation also details historical losses by loategory and the resulting loan loss rates whictpesgcted for current loan total amounts. Loss
estimates for specified problem loans are alsalddtaAll of the factors considered in the analysishe adequacy of the allowance for loan losses
may be subject to change. To the extent actuabmas differ from management estimates, additiormlipions for loan losses may be required
that could materially adversely impact earningiiinre periods. Additional information can be foundNote 1 of the Notes to Consolidated
Financial Statements.
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Other-Than-Temporary Impairment of Securities

Securities are evaluated on at least a quartesdlg band more frequently when market conditiongardrsuch an evaluation, to determine
whether a decline in their value is other-than-terapy. FASB ASC 320-10-65, clarifies the interaotaf the factors that should be considered
when determining whether a debt security is othenttemporarily impaired. For debt securities, ng@amaent must assess whether (a) it has the
intent to sell the security and (b) it is more likthan not that it will be required to sell thecaaty prior to its anticipated recovery. Thesestare
done before assessing whether the entity will rective cost basis of the investment. Previouslg,absessment required management to assert
that it had both the intent and the ability to halgecurity for a period of time sufficient to alldor anticipated recovery in fair value to avoid
recognizing an other-than-temporary impairmentsTdhiange does not affect the need to forecasteegco¥ the value of the security through
either cash flows or market price.

In instances when a determination is made thatfzr-¢han-temporary impairment exists but the itmedoes not intend to sell the debt
security and it is not more likely than not thawitl be required to sell the debt security prioits anticipated recovery, FASB ASC 320-10-65
changes the presentation and amount of the othertdmporary impairment recognized in the incoragestent. The other-than-temporary
impairment is separated into (a) the amount otaked other-than-temporary impairment related ttearease in cash flows expected to be
collected from the debt security (the credit lems)l (b) the amount of the total other-than-tempoirapairment related to all other factors. The
amount of the total other-than-temporary impairnretdted to the credit loss is recognized throumiiags. The amount of the total other-than-
temporary impairment related to all other factsrssicognized in other comprehensive income. Impaitroharges on certain investment secul
of approximately $870,000 were recognized in eg®ituring the year ended December 31, 2012. Oathimunt, $68,000 related to a pooled 1
preferred security (or “TRUP”), $484,000 relatedateariable rate private label collateralized magtg obligation (“‘CMO”) and $318,000 related
to principal losses on a variable rate private lI&MO. The Corporation’s approach to determiningetier or not other-than-temporary
impairment exists for any of these investments eassistent with the accounting guidance in efféthat time. For the year ended December 31,
2012, the Corporation primarily relied upon thedguice in FASB ASC 320-10-65, FASB ASC 820-10-65RA8B ASC 310-10-35. Additional
information can be found in Note 5 of the Note€tmmsolidated Financial Statements.

Impairment charges on certain investment secumtiepproximately $342,000 were recognized duriregytear ended December 31, 2011. Of
this amount, $18,000 related to a variable rateapeilabel collateralized mortgage obligation (“CHi@nd $324,000 in principal losses on a
variable rate private label CMO. The Corporaticapproach to determining whether or not other-tteamporary impairment exists for any of th
investments was consistent with the accountingangd in effect at that time. For the year endeceBder 31, 2011, the Corporation primarily
relied upon the guidance in FASB ASC 320-10-65, BA&C 820-10-65 and FASB ASC 325-10-35.

Income Taxes

The objectives of accounting for income taxes anetognize the amount of taxes payable or refuadabthe current year and deferred tax
liabilities and assets for the future tax consegasrof events that have been recognized in ary'srfitancial statements or tax returns. Judgment
is required in assessing the future tax consegsesfoevents that have been recognized in the Catipars consolidated financial statements or
tax returns.

Fluctuations in the actual outcome of these futaxeconsequences could impact the Corporaticnhsolidated financial condition or result
operations. Notes 1 (under the caption “Use ofmties™) and 12 of the Notes to Consolidated Firdr&tiatements include additional discussion
on the accounting for income taxes.

Goodwill
The Corporation adopted the provisions of FASB ASS0-10-05, which requires that goodwill be repodegarate from other intangible

assets in the Consolidated Statements of Conditioimot be amortized but tested for impairment atyor more frequently if impairment
indicators arise for impairment. No impairment geawas deemed necessary for the years ended Dec@ini2912 and 2011.
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Fair Value of Investment Securities

In October 2008, the FASB issued FASB ASC 820-10t@8larify the application of the provisions ASB ASC 820-10-05 in an inactive
market and how an entity would determine fair vatuan inactive market. Changes in the Corporasianéthodology occurred for the quarter
ended June 30, 2009 as new accounting guidancesleased in April of 2009 with mandatory adoptiequired in the second quarter. The
Corporation relied upon the guidance in FASB AS0-8R2-65 when determining fair value for the Corpiords pooled trust preferred securities
and private issue corporate bond. See Note 1%dflties to Consolidated Financial Statemdras, Value Measurements and Fair Value of
Financial Instrument, for further discussion.

Introduction

The following introduction to Management’s Discussand Analysis highlights the principal factorattbontributed to the Corporation’s
earnings performance in 2012.

The year 2012 was challenging not only for the lr@gkndustry in general but also for the Corponatio particular. The current domestic
economic issues, ongoing global financial uncetyaamd continued headwinds from new regulatory ireguents created challenges to financial
institutions both domestically and abroad. Interagts in 2012 and 2011 were reflective of sigaifiity lower short-term interest rates, as the
Federal Reserve maintained its policy stance antineeed to expand monetary policy with Quantitatiasing 3, or QE3, to further stimulate the
economy and employment. As a result, the Feders¢fe kept overnight borrowing rates at zero tb&8&s points throughout 2012. Short-term
interest rates remained lower than longer ternsraesulting in a somewhat improved steepening@fyteld curve. Historically, such an
improvement in yield curve has benefitted the Coapon’s net interest income, which is the Corpioras primary source of income.

The Corporation was proactive with its balance shrategies throughout 2012 in order to reducthéurexposure to interest rates through a
reduction in higher cost funding and non-core begarin the deposit mix coupled with an improvenierhe earning asset mix. The Corporatgon’
progress in growing and improving its balance skaeting asset mix has helped to expand its s@redadnargin.

The Corporation’s net income in 2012 was $17.5iamilbr $1.05 per fully diluted common share, conepgarith net income of $13.9 million
or $0.80 per fully diluted common share in 2011e Gnowth in earnings performance in 2012 (as welh&011) was primarily attributable to
earnings from core operations. Earnings for 201Ramsociated operating performance was charadadrizsolid revenue growth, strong organic
loan generation and a continuation of our stabtefanorable asset quality profile. Earnings wersifdeely impacted by growth in net interest
income, primarily from an increase in the averaglafice of earning assets of $216.7 million, whies pwartially offset by a decline of 40 basis
points in yield. The decline in yield on earningets was somewhat offset by a decline of 20 basiggpfrom a lower cost of funds as compared
to 2011, and reductions in loan loss provisionsEORxpense, FDIC insurance, OCC assessments aratingeverhead.

For the year ended December 31, 2012, net interesine on a fully taxable equivalent basis amoutde®?5.4 million, compared to $40.6
million for the same period in 2011. For 2012, iet# income increased by $4.4 million while intéegpense decreased by $401,000 from last
year. Compared to 2011, for 2012, as noted aboermge interest earning assets increased $216i@milhile net interest spread and margin
decreased on a tax-equivalent basis by 20 basisspaid 21 basis points, respectively. For 202Chrporation’s net interest margin decreased
to 3.32 percent as compared to 3.53 percent fot.201

Net interest margins reflected improvement in thath quarter of 2012, as prior action on redudhrgcost of funds coupled with offsetting
compression primarily as result of a continued Highidity pool carried during the periods took t@md started to abate further compression. The
Corporation still expects an improvement in margimcipally given the continued volume of assgtldgment into loans from cash and
elimination of temporary factors holding the mardown.

Total non-interest income declined as a percentég@al revenue, which is the sum of interest mecand non-interest income, in 2012
largely due to a reduction in net securities ga2sQ million in 2012 as compared to $3.6 milliomiet securities gains in 2011. For the twelve
months ended December 31, 2012, total other inasoeeased $268,000 as compared with the twelvehm@mided December 31, 2011, from
$7.5 million to $7.2 million. Excluding net secie gains and losses and the bargain gain on dbguisf $899,000 in the respective periods, the
Corporation recorded total other income of $4.3iariland $3.8 million in the twelve months endeccBmber 31, 2012 and 2011, respectively.

For the twelve months ended December 31, 2014,dtitar expense increased $1.8 million, or 7.5 @et;ccompared to the year ended
December 31, 2011. Excluding a repurchase agreder@nination fee and acquisition cost, the incresas $260,000 and 1.1 percent. Increases
primarily included salaries and employee benefits100 million, $40,000 in occupancy and equipm&b8,000 in marketing and advertising and
$107,000 in computer expense. These increasespagially offset by decreases of $558,000 in FDi€urance expense, $79,000 in professional
and consulting fees, $19,000 in stationery andiipdrexpense, $248,000 in OREO expense and $8MQilDother expenses. The Corporation’ s
efficiency ratio for the twelve months ended Decentil, 2012 was 46.9 percent as compared to 58cémen 2011.
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Our continued performance put the Corporationairapetitive advantage while the competition forasts in the Corporatios’marketplac
remained intense. The Corporation expanded itatdiase and market share, as customers seek gafaigh high quality organizations to satisfy
liquidity and safety and soundness ,which becamanpaunt in light of the protracted financial crisi¥lith that competitive advantage, the
Corporation continues to move forward with momentaraxpanding our presence in key markets. Witreitguisition of Saddle River Valley
Bank and the opening of our Englewood office, weewvaorking to solidify and expand the service relaship with our new customers. We remain
excited by the potential to create incrementaledalder value from our strategic growth. We belithag this type of sequential earnings
performance demonstrates the Corporation’s committoeachieving meaningful growth in earnings parfance, an essential component of
providing consistent and favorable long-term resumour shareholders. However, while we contilmusee an improvement in balance sheet
strength and core earnings performance, we stilaie cautious about the credit stability of thedater markets.

Total assets at December 31, 2012 were $1.630rhilin increase of 13.8 percent from assets oB3Ib#lion at December 31, 2011. The
increase in assets reflects the growth of $134llfomin our loan portfolio as the Corporation cionted to expand its client base and loan
production, deploying cash from increased depasiyction into a more efficient earning asset riitxe growth in the earning asset portfolio was
funded primarily through deposit growth of $185.8Blion, which also resulted in increases in loaes of the allowance for loan losses and loans
available for sale of $134.0 million. The Corpooathas made a concerted effort to reduce non-aamtbes and, as mentioned in the preceding
sentence, its uninvested cash position decreas&8.Bymillion in 2012. Additionally, there has bemooncerted effort to reduce higher costing
retail deposits.

Loan demand continued to expand in 2012. Ovetwadl portfolio increased year over year by approxaiye$l134.7 million or 17.8 percent
from 2011. Demand for both commercial loans antiestate loans prevailed throughout the year irtbgporation’s market in New Jersey,
despite the economic climate at both the statenatidnal levels. The Corporation is encouragediay ldemand and positive momentum is
expected to continue in growing that segment afiegrassets in 2013. However, the Corporation oaes to remain concerned with the credit
stability of the broader markets due to the wealleawmnomic climate and continues to maintain a@wasive credit culture and tite same time,
we continue to cautiously maintain our reservesafor potential future loan losseAt December 31, 2012, the Corporation had $2d44ligon in
overall undisbursed loan commitments, which incluldegely unused commercial lines of credit, howgity lines of credit and available usage
from active construction facilities. Included irethverall undisbursed commitments are the Corpmrati'Approved, Accepted but Unfunded"”
pipeline, which includes approximately $58.1 miilim commercial and commercial real estate loads$d®.9 million in residential mortgages
expected to fund over the next 90 days.

Asset quality remains high and a primary foofithe Corporation. Even so, the stability of titkeromy and credit markets remains uncertain
and as such, has had an impact on certain crefitsweur portfolio. Despite that, the Corporatisr@ssetjuality continues to improve and our
actions in 2012 related to asset quality have plasenear the top of all publicly traded banks gmifts in the state of New Jerseit December
31, 2012, non-performing assets totaled $5.0 miltin0.31 percent of total assets, a decline fr8rb illion or 0.59 percent at December 31,
2011. The decrease in non-performing assets frocei@ber 31, 2011 was achieved notwithstanding tb&iad of several new residential loans
(totaling approximately $1.2 million) and commetd@ans (totaling approximately $1.0 million) inbmn-performing status. This was more than
offset by decreases from pay-downs of $1.7 milliotal charge-offs of $175,000 of existing loang] ¢he transfer to performing troubled debt
restructuring from non-accrual status of $1.3 illi

At December 31, 2012, the total allowance for lmmses amounted to approximately $10.2 milliorl.46 percent of total loans. The
allowance for loan losses as a percent of totalperforming loans amounted to 278.9 percent at Dbee 31, 2012 and 121.5 percent at
December 31, 2011. This increase in the ratio fBenember 31, 2011 to December 31, 2012 was diretdeicrease in the level of non-
performing assets, along with an increase in tlsvaihce for loan loss from $9.6 million at DecemBgr 2011.

Deposit grew strongly during 2012, with total dapoef $1.3 billion at December 31, 2012, incregski85.5 million, or 16.5%, since
December 31, 2011. Total Demand, Savings, Monek&taand certificates of deposit less than $100i66@ased $212.7 million or 21.6% from
December 31, 2011, underscoring the strength & gmwth. These increases were attributable taraeed core deposit growth in overall
segments of the deposit base, as well as in nig&sasuch as municipal government, private scteoasuniversities, together with the Saddle
River Valley Bank transaction. Time certificatesdejposit of $100,000 or more at December 31, 28d@eased by $27.2 million or 19.7% from
December 31, 2011.
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Total stockholders’ equity increased 18.2 percerd12 to $160.7 million, and represented 9.86qyerof total assets at year-end. Book
value per common share (total common stockholdasrsity divided by the number of shares outstandimgeased to $9.14 as compared with
$7.63 a year ago, primarily as a result of earnafg&l7.5 million in 2012. Tangible book value pemmon share (which excludes goodwill and
other intangibles from common stockholders’ equitgreased to $8.11 from $6.60 a year ago; see@tefrthis Annual Report on Form 10-K for
a reconciliation of tangible book value (which is@-GAAP financial measure) to book value. Retumraverage tangible stockholdegsjuity for
the year ended December 31, 2012 was 13.18 paroemgared to 12.33 percent for 2011. This increaseattributable to higher earnings in 2I
compared with 2011 partially offset by higher ageraquity due primarily to benefit from the capreteived under the SBLF program. The T
Leverage capital ratio decreased to 9.02 percemtaifassets at December 31, 2012, as comparb®wi® percent at December 31, 2044 an
increase in retained earnings was offset by theased asset base in 2012.

The Corporation’s capital base includes the $1in2kon of capital received from the U.S. Treasuryder the Small Business Lending Fund
Program in 2011 and simultaneously, using the mwd¢mm the issuance of SBLF preferred stock teeedthe $10 million of capital received
from the U.S. Treasury under TARP. It also inclufiB® million in subordinated debentures at Decear3the2012 and December 31, 2011. This
issuance of $5.0 million in floating rate MMCapS(BS&kcurities occurred on December 19, 2003. Themgrifies presently are included as a
component of Tier | capital for regulatory cappairposes. In accordance with FASB ASC 810, thesersies are classified as subordinated
debentures on the Corporation’s Consolidated Sttesof Condition.

The Corporation’s risk-based capital ratios at Datwer 31, 2012 were 11.39 percent for Tier | capital 12.22 percent for total risk-based
capital. Total Tier | capital increased to approaiaty $143.8 million at December 31, 2012 from $424illion at December 31, 2011. The
increase in Tier | capital primarily reflects eags.

At December 31, 2012, the Corporation's capitabsatontinued to exceed the minimum Federal reqergs for a bank holding company,
and Union Center National Bank's capital ratiostioared to exceed each of the minimum levels requioe classification as a "well capitalized
institution" under the Federal Deposit InsurancepBmtion Improvement Act ("FDICIA").

The following sections discuss the Corporation’sits of Operations, Asset and Liability Managemeiguidity and Capital Resources.

Results of Operations

Net income for the year ended December 31, 2012p4@507,000 as compared to $13,926,000 earne@ilih &nd $7,004,000 earned in
2010, an increase of 25.7 percent from 2011 to 2B&22012, the basic and fully diluted earningsqmmmon share was $1.05 per share as
compared with $0.80 per share in 2011 and $0.43pame in 2010.

For the year ended December 31, 2012, the Corpatatieturn on average stockholders’ equity (“RO&gs 11.69 percent and its return on
average assets (“ROA”) was 1.14 percent. The Catjoor's return on average tangible stockholdersitg“ROATE") was 13.18 percent for
2012. The comparable ratios for the year ended bee31, 2011, were ROE of 10.73 percent, ROA @5 percent, and ROATE of 12.33
percent. See the discussion and reconciliation®@ARE, which is a non-GAAP financial measure, unidem 6 of this Annual Report on Form 10-
K.

Earnings for 2012 benefitted from increases inmetrest income and one time increases to nonastémcome and from decreases in the
provision for loan loss. The increase in non-indeexpenses was due to increases in salaries aefitbeoccupancy expenses, marketing and
advertising expenses and computer expenses, togégthecosts related to the acquisition of SaddleRValley Bank and repurchase agreement
prepayment and termination fees to terminate cefteed rate longerm borrowings from Citi Global Market and the HBILThese increases we
partially offset by reductions in FDIC insuranceREO expenses and professional and consulting egpens
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Net Interest Income

The following table presents the components ofmtetest income on a tax-equivalent basis for é fhree years

2012 2011 2010
Increase Increase Increase
(Decrease) (Decrease) (Decrease)
from Percent from Percent from Percent
Amount Prior Year Change Amount Prior Year Change Amount Prior Year Change
(Dollars in Thousands
Interest income
Investment availab-for-sale  $ 15,060 $ 1,01¢ 728 1404¢ % 2,99( 27.0¢ $ 11,05¢ $ (3,279 (2.29)
Investment hel-to-maturity 2,713 745 37.72 1,97( 1,97 100.0( — — —
Loans, including fee 38,92: 2,601 7.1€ 36,32( (880) (2.37) 37,20( 44¢ 1.22
Other intere«-bearing deposit 8 8 — — — — — — —
Restricted investment in bank
stocks 457 (12) (2.59) 464 (104) (18.3) 56¢ 37 6.97
Total interest income 57,16: 4,35¢ 8.2F 52,80: 3,97¢€ 8.1 48,827 (2,799 (5.41)
Interest expens
Deposits 5,40¢ (112 (2.09) 5,52( (48€) (8.09) 6,00¢ (6,302 (51.20
Borrowings 6,36¢ (289) (4.39) 6,651 (2,122) (24.17) 8,77¢ (1,55¢) (15.07)
Total interest expense 11,77¢ (402) (3.29) 12,177 (2,60¢) (17.64) 14,78t (7,860 (34.79)
Net interest income on a fully t-
equivalent basi 45,38t 4,75¢ 11.71 40,62¢ 6,58¢ 19.3¢ 34,04: 5,067 17.4¢
Tax-equivalent adjustment (1,889 (1,019 (115.69) (876€) (769) 675.2: (119) 397 (77.89)
Net interest incom $ 4349 $ 3,74¢ 9.4z $ 3975 $ 5,821 17.1¢ $  3392¢ 3 5,464 19.2(

Note: The ta-equivalent adjustment was computed based on amaskstatutory Federal income tax rate of 35 perfoer2012 and 34 percent
for 2011 and 2010. Adjustments were made for istezarned on tax-advantaged instruments.

Historically, the most significant component of fBerporation’s earnings has been net interest iecavhich is the difference between the
interest earned on the portfolio of earning asgetacipally loans and investments) and the intigpesd for deposits and borrowings, which
support these assets. There were several factdraffected net interest income during 2012, inicigdhe volume, pricing, mix and maturity of
interest-earning assets and interest-bearing itigsiland interest rate fluctuations.

Net interest income is directly affected by changase volume and mix of interest-earning assetsiaterest-bearing liabilities, which
support those assets, as well as changes in #®eaatned and paid. Net interest income is predémtais financial review on a tax equivalent
basis by adjusting tax-exempt income (primarilgiest earned on various obligations of state afitigab subdivisions) by the amount of income
tax which would have been paid had the assetsihgested in taxable issues, and then in accordaitbehe Corporatiors consolidated financi
statements. Accordingly, the net interest inconta geesented in this financial review differ fronetCorporation’s net interest income
components of the Consolidated Financial Statenm@etented elsewhere in this report.
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Net interest income, on a fully tax-equivalent bakir the year ended December 31, 2012 increa&&dillion, or 11.7 percent, to $45.4
million, from $40.6 million for 2011. The Corporati’s net interest margin decreased 21 basis poiri8®percent from 3.53 percent. From 2!
to 2011, net interest income on a tax equivalesistiacreased by $6.6 million and the net intemestgin increased by 23 basis points. During
2012, our net interest margin was positively impédty increases in the investment portfolio andasats funded by increases in core deposits, a
decrease in high yielding time deposits in excé$160,000 and reductions in borrowings. Theseofactvere offset, however, by lower rates
earned on our loans and investments, resulting iovarall decline in our net interest margin.

The change in net interest income from 2011 to 2042 attributable in part to the reduction in stierin interest rates that have remained at
historic low levels throughout 2012 coupled withustained steepening of the interest rate yieldecun light of the financial crisis, the
Corporation experienced growth of $47.9 milliomion-interest bearing deposits during 2012 and, &l&dllion in savings, money market and
time deposits under $100,000 during 2012 as cus®rmesire for safety and liquidity remained paramon light of their overall investment
concerns. During 2012, the Corporation made a ateteffort to reduce non-core, single service dappand accordingly its uninvested cash
position, had an adverse impact on the Corporatioat interest margin during 2012. During the twatwonths ended December 31, 2012, the
Corporation’s net interest spread declined by 2)dyaoints as a 40 basis point decrease in thagesield on interest-earning assets was not
quite offset by a 20 basis point decrease in tleeame interest rates paid on interest-bearingdlitiaisi

For the year ended December 31, 2012, averagesttearning assets increased by $216.7 millioritd Billion, as compared with the year
ended December 31, 2011. The 2012 change in averagest-earning asset volume was primarily duedceased investment volume and
increased loan volume. Increased average investoénne in 2012 was funded primarily by the incexhdeposit growth. Average interest-
bearing liabilities increased by $168.3 millionedwrimarily to an increase in interest bearing dipmf $201.7 million partially offset by
decreases in borrowings of $33.4 million.

For the year ended December 31, 2011, averagesttearning assets increased by $121.5 millioritd3billion, as compared with the year
ended December 31, 2010. The 2011 change in averagest-earning asset volume was primarily duadceased investment volume and to a
lesser degree increased loan volume. Increasedgevérvestment volume in 2011 was funded priményiyhe increased deposit growth. During
the third quarter of 2011 certain sweep relatigmshin the amount of approximately $37 million,tthere previously classified as short term
borrowings were discontinued and were moved taéstebearing checking accounts.

The factors underlying the year-to-year changeeeirinterest income are reflected in the tablesereed on pages 37 and 39, each of which
have been presented on a tax-equivalent basisnfagga 35 percent tax rate for 2012 and 34 perfoer2011 and 2010). The table on page 41
(Average Statements of Condition with Interest Ardrage Rates) shows the Corporation’s consolidatedage balance of assets, liabilities and
stockholders’ equity, the amount of income produiteth interest-earning assets and the amount cresgincurred from interest-bearing
liabilities, and net interest income as a percentagaverage interest-earning assets.
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Net Interest Margin

The following table quantifies the impact on ngenest income (on a tax-equivalent basis) resuftioign changes in average balances and
average rates over the past three years. Any changirest income or expense attributable to lobnges in volume and changes in rate has
been allocated in proportion to the relationshihef absolute dollar amount of change in each oayeg

Analysis of Variance in Net Interest Income Due t&/olume and Rates

2012/2011 2011/201cC
Increase (Decrease) Increase (Decrease)
Due to Change in: Due to Change in:
Average Average Net Average Average Net
Volume Rate Change Volume Rate Change

(Dollars in Thousand:s
Interes-earning asset:
Investment securitie!
Available for sale

Taxable $ 129 $ (2369 $ (1,079 $ 1,88 $ (55 $  1,83(
Non-Taxable 1,77C 322 2,092 1,181 (22) 1,16(
Held to maturity

Taxable 33E (320) 15 887 — 887

Non-Taxable 702 26 728 1,08: — 1,08:
Loans, net of unearned discol 5,29¢ (2,695 2,601 51C (2,390 (880)
Other interest-bearing deposits 8 — 8 — — —
Restricted investment in bank stocks (3) (9) (12) (59) (45 (109
Total interest-earning assets 9,40: (5,044) 4,35¢ 5,481 (1,510 3,97¢
Interes-bearing liabilities
Money market deposi 767 (220 547 461 (305) 15€
Savings deposil 54 (292) (239) 77 (36¢) (291)
Time deposit: (347) (26) (379 15¢ (567) (409)
Other intere«-bearing deposit 277 (325) (48) 314 (25€) 58
Borrowings and subordinated debenture (1,23¢) 947 (28€) (1,709 (421) (2,127)
Total interest-bearing liabilities (485) 84 (401) (697) (1,91%) (2,60¢)
Change in net interest income $ 988 $ (12 $ 475¢ $ 617t $ 406 $  6,58¢

Interest income on a fully tax-equivalent basistfa year ended December 31, 2012 increased byxipately $4.4 million or 8.3 percent as
compared with the year ended December 31, 201%.iftiease was due primarily to increases in tfemnbas of the Corporation’s loan and
investment securities portfolios offset in partebglecline in rates due to the actions taken by#ueral Reserve to maintain historically low
market interest rates.

The Corporation’s loan portfolio increased on ager&102.6 million to $815.5 million from $712.9 hah in 2011, primarily driven by
growth in commercial loans and commercial realtesta

The loan portfolio represented approximately 5®&&ent of the Corporation’s interest-earning as@etsaaverage) during 2012 and 61.9
percent for 2011. Average investment securitieseimed during 2012 by $111.4 million compared tb128s the Corporation has continued to
increase its concentration in tax-exempt securéigsfocused on purchases of lower risk-based mgettpacked securities. The average yield on
interest-earning assets decreased from 4.58 pdarc2@fil to 4.18 percent in 2012.

The increase in the average volume on total inte&@ging assets created an increase in interasnia of $9.4 million, as compared with a
decrease of $5.0 million attributable to rate dases in most interest-earning assets.
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Interest income (fully tax-equivalent) increasedddy0 million from 2010 to 2011 primarily due to iscrease in balances of the Corporation’s
investment securities portfolios offset in partebglecline in rates due to the actions taken by#ueral Reserve to lower market interest rates.

The Federal Open Market Committee (“FOMC”) kept Heeleral Funds target rate at zero to 0.25 pethemighout 2012. This action by the
FOMC allowed the Corporation to reduce liabilityst®throughout 2012.

Interest expense for the year ended December 32,\28s principally impacted by volume related fegtdhe rate related changes resulted in
decreased expense on most interest-bearing deposlitsorrowings in 2012. For the year ended DeceBibe2012, interest expense decreased
$401,000 or 3.3 percent as compared with 201 1¢ipatly reflecting a reduction in the volume of bmwings. During 2012, the Corporation
continued to lower rates in concert with the dexiimmarket benchmark rates. The result was anawamnent in the Corporation’s cost of funds
but that was not enough to offset a decrease iratles earned on interest earning assets resiftmgecrease in the net interest spread. Average
interest-bearing liabilities increased $168.3 miilithe growth was represented in all deposit categ, except time deposits, as the flight to
guality continued as depositors sought the safeBDdC insurance.

For the year ended December 31, 2011, interesherpdecreased $2.6 million or 17.6 percent as cardpeith 2010. The Corporation’s net
interest spread on a tax-equivalent basis (i.e.atlerage yield on average interest-earning assdtsilated on a tax equivalent basis, minus the
average rate paid on interest-bearing liabilitéesjreased 20 basis points to 3.19 percent in 2002 3.39 percent for the year ended December
31, 2011. The decrease in 2012 reflected a degfispreads between yields earned on loans andtmeass and rates paid for supporting funds.
During 2012, spreads declined due in part to mepgtalicy maintained by the FOMC keeping the Febifenads rate at zero to 0.25 percent
throughout 2012 coupled with a steepening of tleédyéurve that occurred during 2012.

The net interest spread increased 26 basis poir28li1 as compared with 2010, primarily as a rexfudin expansion of spreads between vyi
earned on loans and investments and rates pasipmorting funds. During 2011, spreads improvedidyert to monetary policy maintained by
the FOMC keeping the Federal funds rate at zefb2b percent throughout 2011 coupled with a stdegest the yield curve that occurred during
2011.

The cost of total average interest-bearing lidbgidecreased to 0.99 percent, a decrease of BOpwésts, for the year ended December 31,
2012, from 1.19 percent for the year ended Dece®be?011, which followed a decrease of 42 basistpdrom 1.61 percent for the year ended
December 31, 2010.

The contribution of non-interest-bearing sources (the differential between the average rate paidll sources of funds and the average rate

paid on interest-bearing sources) decreased t@di4 points, a decrease of 2 basis points in 2@h2 2011. Comparing 2011 and 2010, there was
a decrease of 5 basis points to 16 basis poin&verage from 21 basis points on average duringeheended December 31, 2010.
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The following table, “Average Statements of Comafitivith Interest and Average Rates”, presentsiieryears ended December 31, 2012,
2011 and 2010, the Corporation’s average assalslities and stockholders’ equity. The Corporatnet interest income, net interest spread:
net interest income as a percentage of interesirgpassets (net interest margin) are also refiecte

AVERAGE STATEMENTS OF CONDITION WITH INTEREST AND A  VERAGE RATES

Years Ended December 31

2012 2011 2010
Average Income/ Yield/ Average Income/ Yield/ Average Income/ Yield/
(Tax-Equivalent Basis) Balance Expense Rate Balance Expense Rate Balance Expense Rate
(Dollars in Thousands
ASSETS
Interes-earning asset:
Investment securitie§")
Available for sale
Taxable $ 399,73¢ $ 11,48 281% $ 359,93¢ $  12,55¢ 3.4% $ 305927 $ 10,72 3.51%
Non-taxable 77,06¢ 3,568 4.65% 28,067 1,49: 5.32% 5,88( 33¢ 5.6€%
Held to maturity
Taxable 33,701 90z 2.68% 23,04: 887 3.85% — — —%
Non-taxable 30,82« 1,811 5.8¢% 18,86¢ 1,08: 5.74% — — —%
Loans, net of unearned incon
@ 815,50: 38,92: 4.71% 712,89! 36,32( 5.0¢% 708,42! 37,20( 5.25%
Other intere«-bearing deposit 2,76¢€ 8 0.2%% — — —% — — —%
Restricted investment in bank
stocks 9,12( 452 4.9¢% 9,18¢ 464 5.05% 10,29: 56€ 5.52%
Total interest-earning assets 1,368,72! 57,16 4.1% 1,151,99 52,80: 4.5¢% 1,030,52! 48,827 4.7%
Nor-interes-earning asset:
Cash and due from ban 100,46¢ 99,60 81,68
Bank owned life insuranc 30,66¢ 28,40t 27,04¢
Intangible asset 16,87¢ 16,93( 16,99:
Other asset 31,70¢ 33,98¢ 36,817
Allowance for loan losses (9,979 9,66() (8,579
Total nor-interest earning ass 169,74° 169,26t 153,95
Total assets $ 1,538,47; $ 1,321,26; $ 1,184,48;
LIABILITIES &
STOCKHOLDERS' EQUITY
Interes-bearing liabilities
Money market deposi $ 372,14 $ 1,64% 044 $ 204,66: $ 1,09¢ 0586 $ 127,61 $ 94( 0.74%
Savings deposit 190,74« 697 0.31% 179,75¢ 93t 0.52% 168,59: 1,22¢ 0.7%
Time deposit: 189,06( 1,901 1.01% 223,56( 2,27¢ 1.02% 210,56! 2,68: 1.27%
Other intere«-bearing deposit 279,63: 1,167 0.42% 221,83¢ 1,21t 0.55% 169,47¢ 1,157 0.6&%
Shor-term and lon-term
borrowings 156,90! 6,20( 3.95% 190,34: 6,497 3.41% 239,77 8,56¢ 3.57%
Subordinated debentur 5,15¢ 16¢€ 3.26% 5,15¢ 16C 3.1(% 5,15¢ 211 4.09%
Total interest-bearing liabilitie 1,193,63! 11,77¢ 0.9% 1,025,32! 12,171 1.1<% 921,18 14,78¢ 1.61%
Nor-interes-bearing liabilities:
Demand deposil 182,64 159,05¢ 142,36¢
Other liabilities 12,48: 7,045 9,801
Total non-interest-bearing
liabilities 195,12« 166,10¢ 152,16!
Stockholders’ equity 149,71 129,83t 111,13¢
Total liabilities and
stockholders’ equity $ 1,538,47. $ 1,321,26; $ 1,184,48;
Net interest income (tax-
equivalent basis) 45,38¢ 40,62¢ 34,04:
Net interest sprea 3.1% 3.3%% 3.12%
Net interest income as percer
of earning assets (margin) 3.3:% 3.5°% 3.3(%
Tax-equivalent adjustmef® (1,889 (876) (119
Net interest income $ 43,49t $  39,75( $  33,92¢

(1) Average balances for availa-for-sale securities are based on amortized

(2) Average balances for loans include loans or-accrual statu

(3) The tax-equivalent adjustment was computeddaren statutory Federal income tax rate of 35querfor 2012 and 34 percent for 2011 and
2010.
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Investment Portfolio

For the year ended December 31, 2012, the avedgme of investment securities increased by $1ilibn to approximately $541.3
million or 39.5 percent of average earning as$eim $429.9 million on average, or 37.3 percerdegrage earning assets, in 2011. At December
31, 2012, the total investment portfolio amoune8%54.9 million, an increase of $68.1 million fr@ecember 31, 2011. The increase at yar-
and average volume of investment securities reflnet fact that with the strong deposit growth elgmeed during 2012 and large buildup of
liquidity, the Corporation continued to prudentkpand the size of its investment portfolio in aforfto deploy excess cash into earning asse!
December 31, 2012, the principal components ofrthestment portfolio are U.S. Treasury and Govemtirdgiency Obligations, Federal Agency
Obligations including mortgage-backed securitidsligations of U.S. states and political subdivisi@orporate bonds and notes, and other debt
and equity securities.

During the year ended December 31, 2012, volunada@lfactors increased investment revenue by $#librmwhile rate related factors
decreased investment revenue by $2.3 million. @kestjuivalent yield on investments decreased hlyasts points to 3.28 percent from a yield of
3.73 percent during the year ended December 31L. A0t increase in the investment portfolio resuftem the large buildup of liquidity, which
caused the Corporation to prudently expand thediis investment portfolio in an effort to deplexcess cash into earning assets. The yield on
the portfolio decreased compared to 2011 due pilirtardeclines in rates earned on both taxabletar@éxempt securities.

During 2011, the Corporation reclassified at failue approximately $66.8 million in available-fale investment securities to the held-to-
maturity category. The related after-tax gainspgraximately $159,000 (on a pre-tax basis of $28®)@emained in accumulated other
comprehensive income and will be amortized overd¢heaining life of the securities as an adjustnoéiyiield, offsetting the related amortization
of the premium or accretion of the discount ontthasferred securities. No gains or losses weregrdzed at the time of reclassification.
Management considers the held-to-maturity claggifin of these investment securities to be appatgpas the Corporation has the positive intent
and ability to hold these securities to maturity.

The Corporation owns one pooled trust preferredritgq“Pooled TRUPS”), which consists of secustissued by financial institutions and
insurance companies. The Corporation holds the améze tranche of these securities. Senior trangbesrally are protected from defaults by
over-collateralization and cash flow default prdit provided by subordinated tranches, with setremiches having the greatest protection and
mezzanine tranches subordinated to the senioritesn®uring 2012, Pooled TRUP, ALESCO VI, incurisdfourteenth interruption of cash flc
payments to date. Management reviewed the expeastdflow analysis and credit support to deterrfifi@vas probable to that all principal and
interest would be repaid, and recorded an other-thaporary impairment charge of $68,000 for thelve months ended December 31, 2012.
The new cost basis for this security had beeneawrittown to $830,000. The other Pooled TRUPS, ALESC®as sold in November 2012 and
the Corporation incurred a loss on the sale of I®,and had no impairment charge for the twelvathmended December 31, 2012.
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The Corporation owns one variable rate privatellabkateralized mortgage obligation (CMO), whiclasvalso evaluated for impairment.
Management had applied aggressive default rateetify if any credit impairment exists, as thiznol was downgraded to below investment
grade. The Corporation recorded $318,000 in praidgsses and a $484,000 other-than-temporary nmeait charge on this bond in 2012,
subsequently, the bond was sold. The new cost fmdisis security had been written down to $2.1liam. The Corporation recorded $324,000 in
principal losses on 3 of these bonds and $18,0@€r-than-temporary charge in 2011.

Securities available-for-sale are a part of thepGration’s interest rate risk management strateglyraay be sold in response to changes in
interest rates, changes in prepayment risk, ligpiitianagement and other factors. The Corporatiotirages to reposition the investment portfolio
as part of an overall corporatade strategy to produce reasonable and consistargins where feasible, while attempting to linsks inherent il
the Corporation’s balance sheet.

At December 31, 2012, the net unrealized gaineduas a component of accumulated other compreteimsgiume and included in
stockholders’ equity, net of tax, amounted to aumeealized gain of $8.8 million as compared withea unrealized loss of $2.2 million at
December 31, 2011, resulting from changes in maxtedlitions and interest rates at December 31,.284 2 result of the inactive condition of
the markets amidst the financial crisis, the Cosfion elected to treat certain securities undegrangssible alternate valuation approach at
December 31, 2012 and 2011. For additional infoionategarding the Corporation’s investment portfpee Note 5, Note 15 and Note 19 of the
Notes to the Consolidated Financial Stateme

During 2012, securities sold from the Corporaticavsilable-forsale portfolio amounted to $130.1 million, as coregavith $254.8 million i
2011. The gross realized gains on securities solsbiated to approximately $2,905,000 in 2012 comptwe$4,045,000 in 2011, while the gross
realized losses, which included impairment chaoje&870,000, amounted to approximately $893,00®0ih2 compared to $411,000 in 2011.
During 2012, the Corporation recorded an other-tieamporary charge of $68,000 on the Pooled TRURESCO VII, a $484,000 other-than-
temporary charge on a variable rate private labéDGnd $318,000 in principal losses on the samiabterrate private label CMO. During 2011,
the Corporation recorded an $18,000 other-than-oeamp charge on a variable rate private label CM@® $324,000 in principal losses on this
variable rate private label CMO.

The varying amount of sales from the availabledale portfolio over the past few years, and thaiigant volume of such sales in 2011,
reflect the significant volatility present in thearket. Given the historic low interest rates premain the market, it is necessary for the Corpon
to protect itself from interest rate exposure. $igies that once appeared to be sound investmamtsafter changes in the market, become
securities that the Corporation has the flexibil@ysell to avoid losses and mismatches of intexasting assets and interest-bearing liabilities at
later time.
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The table below illustrates the maturity distrilbbatiand weighted average yield on a tax-equivalasistfor investment securities at December

31, 2012, on a contractual maturity basis.

Due after 1 year throug

Due after 5 year

Due in 1 year or les 5 years through 10 year Due after 10 yeai Total
Weightec Weightec Weightec Weightec Weightec
Amortizec Average  Amortizec Average  Amortizec Average  Amortizec Average  Amortizec Average Market
Cost Yield Cost Yield Cost Yield Cost Yield Cost Yield Value

(Dollars in thousands)
Investment Securities Availabl-for-Sale
U.S. Treasury and Agency Securit $ — —% $ — —% $ 11,87( 1.7¢% $ — —% $ 11,87( 1.7¢% $ 11,90¢
Federal Agency Obligatior — — 19¢ 1.9z 1,59¢ 1.8¢ 18,40¢ 2.0C 20,20 1.9¢ 20,53¢
Residential Mortgage P&«through Securitie 194 3.81 11C 1.9¢€ 3,07¢ 2.2F 49,017 2.72 52,40( 2.6¢ 53,78¢
Commercial Mortgage Pe-through Securitie — — — — 2,557 1.7¢ 7,16¢ 2.2t 9,72¢ 2.1¢ 9,96¢
Obligations of U.S. States and Politi

Subdivisions — 3,86¢ 3.0C 14,56: 2.72 84,76: 3.01 103,19: 2.97 107,71¢
Trust Preferres — — — — 4,50( 5.37 17,77¢ 5.81 22,27¢ 5.72 21,24¢
Corporate Bonds and Not 20,59. 1.7¢ 100,11! 2.51 101,28: 4.28 6,692 5.11 228,68: 3.2¢ 237,40!
Collateralized Mortgage Obligatiol — — — — — — 2,12 4,04 2,12( 4,04 2,12(
Asse-backed Securitie — — 5,12¢ 0.9¢ — — 14,30¢ 1.6¢ 19,43: 1.4¢ 19,74
Certificates of depos 60C 1.5¢€ 1,051 1.65 834 2.5¢ 36¢ 2.5C 2,85¢ 2.0z 2,86t
Equity Securitiet — — — — — — 53¢ — 53¢ — 32t
Other Securitie — — — — — — 9,14¢ — 9,14% — 9,19¢

Total $ 21,38¢ 1.8(% $ 110,47( 2.45%% $ 140,28 3.7% $ 210,30: 2.91% $ 482,44( 3.01% $ 496,81!
Investment Securities Hel-to-Maturity
Federal Agency Obligatior $ — —% $ — —% $ — —% $ 4,17¢ 271% $ 4,17¢ 271% $ 4,257
Commercial Mortgage Pe-through Securitie — — — — 4,56¢ 2.2z 937 1.3¢ 5,501 2.0¢ 5,65(
Obligations of U.S. States and Politi

Subdivisions — — — — 2,57¢ 3.12 45,807 3.8¢ 48,38t 3.7¢ 52,52¢

Total $ — —% $ — —% 7,14: 2.55% 50,92: 3.6€% 58,06¢ 3.55% 62,43

Total Investment Securiti¢ $ 21,38t 1.8(% $ 110,47( 2.45% $ 147,42! 3.7% $ 261,22: 3.06% $ 540,50¢ 3.09% $ 559,24t
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For information regarding the carrying value of ihheestment portfolio, see Note 5 and Note 19 efNlotes to the Consolidated Financial
Statements.

The securities listed in the table above are eitfiterd investment grade by Moody’s and/or StandadiPoor’s or have shadow credit ratings
from a credit agency supporting investment gradkcamform to the Corporation’s investment policydglines. There were no municipal
securities of any single issuer exceeding 10 pemfestockholders’ equity at December 31, 2012.

Equity securities and other securities do not feegentractual maturity and are included in the Bfter ten years maturity in the table above.

The following table sets forth the carrying valddhe Corporation’s investment securities, as of&eber 31 for each of the last three years.

2012 2011 2010
(Dollars in Thousand:s

Investment Securities Availal-for-Sale:

U.S. treasury & agency securiti $ 11,90¢ $ — 3 6,99¢
Federal agency obligatiol 20,53t 24,96 68,48:
Residential mortgage pithrough securitie 53,78« 115,36 177,73:
Commercial mortgage pethrough securitie 9,96¢ — —
Obligations of U.S. States and political subdivis 107,71 69,17: 37,22¢
Trust preferred securitie 21,24¢ 16,187 18,73:
Corporate bonds and notl 237,40! 173,11 61,43«
Collateralized mortgage obligatio 2,12( 1,89¢ 2,72¢
Asse-backed securitie 19,74: 7,658 —
Certificates of depos 2,86t — —
Equity securitiet 32t 262 271
Other securities 9,19¢ 5,88: 4,47¢
Total $ 496,81' $ 41450 $  378,08(
Investment Securities He-to-Maturity:
Federal agency obligatiol $ 4,17¢ $ 28,26: $ —
Commercial mortga-backed securitie 5,501 6,27¢ —
Obligations of U.S. States and political subdivisio 48,38! 37,69¢ —
Total $ 58,06: $ 72,231 $ —

&
&
&~

Total investment securities 554,87 486,74 378,08(

For other information regarding the Corporatiomgdstment securities portfolio, see Note 5 and N8tef the Notes to the Consolidated
Financial Statements.

Loan Portfolio

Lending is one of the Corporation’s primary bussastivities. The Corporation’s loan portfolio ctats of both retail and commercial loans,
serving the diverse customer base in its market dige composition of the Corporation’s loan pdigfeontinues to change due to the local
economy. Factors such as the economic climategesiteates, real estate values and employmenpritibute to these changes. While the overall
economy has been constrained by uncertainty, tieaZation’s growth in loans continued during 20E&hanced visibility in its markets coupled
with the aggressive business development activitiés sales team has continued to enhance itgéraad business prospects. However, the
Corporation continues to predict economic instgbih the near term and therefore expects to mawtiausly in the growth process into 2013.

At December 31, 2012, total loans amounted to $886llion, an increase of 17.8 percent or $134.lfieni as compared to December 31,
2011. The $2.6 million or 7.2 percent increasenteriest income on loans for the twelve months efdEmbmber 31, 2012 was the result of
increased volume as compared with 2011, offsetihlpy a lower interest rate environment. Even tfiothhe Corporation continues to be
challenged by the competition for lending relatiups that exists within its market, growth in voleiinas been achieved through successful
lending sales efforts to build on continued custoraiationships.

45




Total average loan volume increased $102.6 milioh4.4 percent in 2012, while the portfolio yielecreased by 32 basis points compared
with 2011. The increased total average loan volu@® due in part to enhanced visibility in the Cogion’s markets coupled with the aggressive
business development activities of its sales temdntlae acquisition of the loan portfolio of SadRlieer Valley Bank. The volume related factors
during the period contributed increased revenugsd million, while the rate related changes desedaevenue by $2.7 million. Total average
loan volume increased to $815.5 million with ainétrest yield of 4.77 percent, compared to $7h@lBon with a yield of 5.09 percent for the
year ended December 31, 2011. The Corporation $eeksate growth in commercial lending by offerswund products and competitive pricing
and by capitalizing on new and existing relatiopshn its market area. Products are offered to iieefinancial requirements of the Corporat®on’
clients. It is the objective of the Corporationtedit policies to diversify the commercial loan tolio to limit concentrations in any single
industry.

The following table presents information regarding components of the Corporation’s loan portfoliothe dates indicated.

December 31

2012 2011 2010 2009 2008
(Dollars in Thousands
Commercial and industri; $ 181,68: $ 146,71: $ 121,04: $ 117,84. $ 75,35k
Commercial real esta 497,39 408,16« 371,98 358,98 316,58:
Constructior 40,27 39,38¢ 49,467 51,13¢ 41,87¢
Residential mortgag 169,09: 159,75: 164,84 190,80: 240,30:
Installment 1,10¢ 95¢ 512 44E 1,51¢
Subtotal 889,54¢ 754,97! 707,85: 719,21! 675,63:
Net deferred loan cos 123 17 25¢€ 391 572
Total loans 889,67 754,99: 708,11: 719,60t 676,20:
Less: allowance for loan losses 10,237 9,607 8,867 8,711 6,25¢
Net loans $ 879,43' $ 745,390 $ 699,24: $ 710,89* $ 669,94¢

Over the past five years, demand for the Bank’smengial and commercial real estate loan producsi@eased. The increase in
commercial loans in 2012 was a result of the expandf the Corporation’s customer base, aggredsiginess development and marketing
programs coupled with its positive image in its kedr The Corporation experienced an increased growits commercial lending sales efforts
during 2011 and 2012 as it continued to benefinfthe Corporation’s primary core customer base.

Average commercial loans, which include commenaal estate and construction, increased to $66illiémfor the year ended December
2012 compared to $559.7 million for the year endedember 31, 2011 or by approximately $102.0 nmllio 18.2 percent in 2012 compared v
2011.

The Corporation’s commercial loan portfolio inclgdén addition to real estate development, loamedaaufacturing, automobile, professional
and retail trade sectors, and to specialized barsysuch as operators of private educationaltiasil A large proportion of the Corporation’s
commercial loans have interest rates that repritte ehhanges in short-term market interest ratesature in one year or less.

Average commercial real estate loans, which amauiat&394.1 million in 2012, increased $74.4 millior 23.3 percent as compared with
average commercial real estate loans of $319.7omilh 2011 (which reflected a 7.8 percent increaser 2010). The Corporation’s long-term
mortgage portfolio includes both residential anthowercial financing. Growth during the past two ydargely reflected brisk activity in new
lending activity and mortgage financing. The ingtmates on a portion of the Corporation’s comnadmtiortgages adjust to changes in indices
such as the 5 and 10-year Treasury Notes, andetther&l Home Loan Bank of New York five and ten-yadvance rate. Interest rate changes
usually occur at each five-year anniversary ofldla.
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The average volume of residential mortgage loamtd,iding home equity loans, increased $6.5 milbo6.8 percent in 2012 as compared to
2011. During 2012, residential loan growth wasct#d by the slowdown in the housing market, brefinancing activity into fixed rate loans due
principally to the current historic low rate enviraent and competition among lenders. Fixed raideatal and home equity loans have recently
become a popular choice among homeowners, eitfargh refinancing or new loans, as consumers wisbdk in historically low fixed rates.

Average construction loans and other temporary gage financing increased by $10.4 million to $5&iion in 2012 from $45.1 million in
2011. The average volume of such loans decreas&8.Bymillion from 2010 to 2011. Interest ratessoch mortgages are generally tied to key
shortterm market interest rates. Funds are typicallyaaded to the builder or developer during varioages of construction and upon comple
of the project. It is contemplated that the loailshe repaid by cash flows derived from sales witthe project or, where appropriate, conversion
to permanent financing.

Loans to individuals include personal loans, sttidtzems, and home improvement loans, as well anéimg for automobiles. Such loans
averaged $885,000 in 2012, compared with $3630@011 and $704,000 in 2010. The decrease in koainslividuals during 2012 was due in
part to decreases in volumes of new personal I(sngle-pay).

Home equity loans, inclusive of home equity lireswell as traditional secondary mortgage loarspapular with consumers due to their tax
advantages over other forms of consumer borrowitogne equity loans and secondary mortgages avef&f#2a million in 2012, a decrease of
$5.9 million or 10.1 percent compared to an averd@58.2 million in 2011 and $70.7 million in 2Q1laterest rates on floating rate home equity
lines are generally tied to the prime rate whilestrather loans to individuals, including fixed r&teme equity loans, are medium-term (ranging
between one-to-ten years) and carry fixed intaeges. The decrease in home equity loans outstgualdiing 2012 was due in part to the recent
slowdown in the housing market and lower consurpending. Additionally, floating rate home equityds became less attractive during 2012 as
consumers took advantage of historically low inderates or opted to convert these loan balantedixed rate loan products.

At December 31, 2012, the Corporation had total lmammitments outstanding of $242.2 million, of ethapproximately 66.4 percent were
for commercial loans, commercial real estate l@arksconstruction loans.

The maturities of loans at December 31, 2012 atedibelow.

At December 31, 2012, Maturinc

After
In One Year
One Year through After
or Less Five Years Five Years Total
(Dollars in Thousands
Commercial and industri; $ 100,48¢ $ 60,38( $ 20,81 $ 181,68:
Commercial real esta 25,54( 48,22« 423,62¢ 497,39
Constructior 15,73¢ 24,54 — 40,27
Residential mortgag 5,452 7,53( 156,11: 169,09:
Installment 56¢ 14¢ 38€ 1,10¢
Total $ 147,78t % 140,82: $ 600,93¢ $ 889,54
Loans with:
Fixed rates $ 15,79: $ 86,79: $ 166,85! $ 269,43¢
Variable rates 131,99: 54,03: 434,08« 620,11(
Total $ 147,78t $ 140,82: $ 600,93¢ $ 889,54

For additional information regarding loans, seed\®bf the Notes to the Consolidated Financialebtants.
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Allowance for Loan Losses and Related Provision

The purpose of the allowance for loan losses (fadloce”)is to absorb the impact of probable losses inherettie loan portfolio. Additions t
the allowance are made through provisions chargathst current operations and through recoveriedenoa loans previously charged-off. The
allowance for loan losses is maintained at an amoamsidered adequate by management to provideotential credit losses based upon a
periodic evaluation of the risk characteristicstef loan portfolio. In establishing an appropriaitewance, an assessment of the individual
borrowers, a determination of the value of the ulydey collateral, a review of historical loss exigmce and an analysis of the levels and tren
loan categories, delinquencies and problem loamsa@rsidered. Such factors as the level and treimdevest rates, current economic conditions
and peer group statistics are also reviewed. At-gad 2012, the level of the allowance was $10@BY as compared to a level of $9,602,000 at
December 31, 2011. The Corporation made loan lassgions of $325,000 in 2012 compared with $2,888,in 2011 and $5,076,000 in 2010.
The level of the allowance during the respectiveuah periods of 2012 and 2011 reflects the changeérage volume, credit quality within the
loan portfolio, the level of charge-offs, loan vl recorded during the periods and the Corporatifotus on the changing composition of the
commercial and residential real estate loan paotol

At December 31, 2012, the allowance for loan losseeunted to 1.15 percent of total loans. In mame's view, the level of the allowance
at December 31, 2012 is adequate to cover loskesent in the loan portfolio. Management'’s judgnmegtarding the adequacy of the allowance
constitutes a “Forward Looking Statement” underRhigate Securities Litigation Reform Act of 19%&tual results could differ materially from
management’s analysis, based principally uponahtfs considered by management in establishinglkhwance.

Although management uses the best information ablail the level of the allowance for loan loss@sai@s an estimate, which is subject to
significant judgment and short-term change. Vari@ggilatory agencies, as an integral part of tweimination process, periodically review the
Corporation’s allowance for loan losses. Such aigsnmoay require the Corporation to increase tlewalhce based on their analysis of
information available to them at the time of th@tamination. Furthermore, the majority of the Cogtion’s loans are secured by real estate in the
State of New Jersey. Future adjustments to thevatloe may be necessary due to economic factorsctingdNew Jersey real estate and further
deterioration of the economic climate as well asraping, regulatory and other conditions beyondGbeporation’s control. The allowance for
loan losses as a percentage of total loans amotmted5 percent, 1.27 percent and 1.25 perceédéaember 31, 2012, 2011 and 2010,
respectively.

Net recoveries were $310,000 in 2012, compare@tatmarge-offs of $1,713,000 in 2011 and $4,920i0@D10. During 2012, the
Corporation experienced a decrease in charge-offaa increase in recoveries compared to 2011 gekaffs were lower in most of the portfolio
segments in 2012 than in 2011 and recoveries wgheihin most of the loan portfolio segments in 2@ian in 2011. The most noticeable change
is the dramatic reduction in charge-offs in the nwrcial real estate, commercial and industrial @struction loan portfolios. Commercial loan
charge-offs were 95.1% lower in 2012 compared thl2th 2011, over half of the commercial loan cleaodfs related to a single non-accrual
participation loan that was subsequently placeal @REO during the fourth quarter of 2011 followscdthe Corporation’s disposal of its
ownership interest prior to December 31, 2011. W&dO0 thousand in commercial charge-offs in 20&terassociated with a previously
disclosed industrial warehouse construction loajegt participated with and led by another New&gtsank. The Corporation’s entire interest in
that project was repurchased by the lead bank glainie fourth quarter of 2011.
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Five-Year Statistical Allowance for Loan Losses

The following table reflects the relationship ofitovolume, the provision and allowance for loaséssand net charge-offs for the past five
years.

Years Ended December 31

2012 2011 2010 2009 2008
(Dollars in Thousands

Average loans outstandi $ 81550: $ 712,89! $ 708,42! $ 692,56: $ 622,53
Total loans at end of peric $ 889,67. $ 754,99. $ 708,11. $ 719,60t $ 676,20:
Analysis of the Allowance for Loan Loss
Balance at the beginning of ye $ 960 $ 8861 $ 8711 $ 625¢ $ 5,160

Charge-offs:

Commercial and Construction 57 1,08¢ 3,34¢ 2,12: 444

Residential 454 23 1,55:2 4 2C

Installment loans 16 2C 4C 26 35
Total charg-offs 527 2,02¢ 4,94( 2,152 49¢

Recoveries:

Commercial and Construction 62C 25E 13 2 1C

Residential 21C 53 1 4 13

Installment loans 7 7 6 6 6
Total recoverie: 837 31¢ 2C 12 29
Net (recoveries) char-offs (310) 1,71 4,92( 2,14( 47C
Provision for loan losse 32t 2,44¢ 5,07¢ 4,59; 1,561
Balance at end of ye $ 10237 $ 9602 $ 8861 $ 8711 $ 6,25/
Ratio of net (recoveries) charge-offs during tharyte

average loans outstanding during the \ (0.09)% 0.24% 0.69% 0.31% 0.08%
Allowance for loan losses as a percentage of to&as at

end of yea 1.15% 1.27% 1.25% 1.21% 0.92%

For additional information regarding loans, seed\®bf the Notes to the Consolidated Financialebtants

Implicit in the lending function is the fact thatn losses will be experienced and that the ridissf will vary with the type of loan being
made, the creditworthiness of the borrower andailieg economic conditions. The allowance for ld@sses has been allocated in the table below
according to the estimated amount deemed to berably necessary to provide for the possibilityostes being incurred within the following
categories of loans at December 31, for each opdisefive years.

The table below shows, for three types of loars atfmounts of the allowance allocable to such laawisthe percentage of such loans to total
loans.

Real Estate
Commercial Residential Mortgage Installment Unallocated
Loans to Loans to Loans to
Total Total Total
Amount of Loans  Amount of Loans  Amount of Loans  Amount of
Allowance % Allowance % Allowance % Allowance Total
(Dollars in Thousands

2012 $ 8,06( 80.¢ $ 1,532 19.C $ 113 01 $ 532 $ 10,237
2011 8,20¢ 78.7 1,26: 21.2 51 0.1 82 9,60:
2010 7,53¢ 76.€ 1,03¢ 23.c 52 0.1 23¢ 8,867
2009 7,31¢ 73.4 1,24: 26.t 56 0.1 99 8,711
2008 5,47: 64.2 651 35.€ 60 0.2 7C 6,25¢
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Asset Quality

The Corporation manages asset quality and crestlitost maintaining diversification in its loan paiib and through review processes that
include analysis of credit requests and ongoingréxation of outstanding loans and delinquencieth) particular attention to portfolio dynamics
and mix. The Corporation strives to identify lo@xperiencing difficulty early enough to correct fireblems, to record charge-offs promptly
based on realistic assessments of current collatglizes, and to maintain an adequate allowancor losses at all times. These practices have
protected the Corporation during economic downtams periods of uncertainty.

It is generally the Corporatiosipolicy to discontinue interest accruals onceaa lis past due as to interest or principal paymienta period o
ninety days. When a loan is placed on non-acctatls interest accruals cease and uncollectedeatanterest is reversed and charged against
current income. Payments received on non-accraaklare applied against principal. A loan may @relyestored to an accruing basis when it
again becomes well secured and in the procesdlettion or all past due amounts have been colitatel a satisfactory period of ongoing
repayment exists. Accruing loans past due 90 daysooe are generally well secured and in the poésollection. For additional information
regarding loans, see Note 6 of the Notes to thes@aated Financial Statements.

Non-Performing and Past Due Loans and OREO

Non-performing loans include non-accrual loans arctuing loans which are contractually past dud#&@& or more. Non-accrual loans
represent loans on which interest accruals have fespended. It is the Corporation’s general pdtiogonsider the charge-off of loans when they
become contractually past due ninety days or mete aterest or principal payments or when oth&grnal or external factors indicate that
collection of principal or interest is doubtful.cubled debt restructurings represent loans on wéiichncession was granted to a borrower, su
a reduction in interest rate to a rate lower thendurrent market rate for new debt with similaksi and which are currently performing in
accordance with the modified terms. The Corporagpi@viously reported performing troubled debt nestuired loans as a component of non-
performing assets. For additional information regay loans, see Note 6 of the Notes to the CoratadiFinancial Statements.

The following table sets forth, as of the datesaattd, the amount of the Corporation’s non-accleghs, accruing loans past due 90 days or
more, other real estate owned (“OREQO”) and troublielot restructurings.

At December 31,

2012 2011 2010 2009 2008
(Dollars in Thousands
Non-accrual loan: $ 361 $ 6877 $ 11,17« $ 11,24 $ 541
Accruing loans past due 90 days or more 55 1,02¢ 714 39 13¢
Total nor-performing loan 3,671 7,90( 11,88¢ 11,28 68(
OREO 1,30( 591 — — 3,94¢
Total non-performing assets $ 4977 $ 8491 $ 1188 $ 1128 $  4,62¢
Troubled debt restructuring — performing $ 681§ 745¢ $ 7,03 $ 96€ $ 93

At December 31, 2012, non-performing assets totiied million, or 0.31% of total assets, as comgavigh $8.5 million, or 0.59%, at
December 31, 2011. The decrease from Decembe031,\®as achieved notwithstanding the addition wésa new residential loans (totaling
approximately $1.2 million) and commercial loarsdting approximately $1.0 million) into non-penfioing status. This was more than offset by
decreases from pay-downs of $1.7 million, totalrghaffs of $175,000 of existing loans, the transfe$df3 million to other real estate owned
the transfer to performing troubled debt restrugdirom non-accrual status of $3.9 million.
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Total non-performing assets decreased $3.4 miffimm December 31, 2010 to December 31, 2011. Theedse from December 31, 2010
was achieved notwithstanding the addition of sdwerer residential loans (totaling approximately@ghillion) and commercial loans (totaling
approximately $1.4 million) into non-performing sta. This was more than offset by decreases frordpavns of $5.0 million, total charge-offs
of $0.7 million of existing loans, and the transf@performing troubled debt restructured from raerual status of $1.7 million.

The components of accruing loans, which are cottadly past due 90 days or more as to principahtarest payments, are as follows:

December 31

2012 2011 2010 2009 2008
(Dollars in Thousands
Commercial $ — % 1,02¢ $ — 8 — 3 —
Residentia 55 — 714 39 13¢
Installment — — — — —
Total accruing loans 90 days or more past due $ 55 $ 1,02¢ $ 714 $ 3¢ $ 13¢

TDR Decrease

Troubled Debt Restructured loans (“TDR’s”) at Debem31, 2012 totaled $8.3 million of which $6.8lmit were performing pursuant to the
terms of their respective modifications. The lesfgberforming TDR’s decreased during 2012 despi¢eaddition of one residential loans totalling
$580,000 and one installment loan totalling $130,0this was offset by payments and payoffs to egstDR’s totalling $129,000. All but
$16,000 of these payments were for commercial T@aR’s. Another one residential TDR's totalling $5@d0 was returned to its original
contractual loan terms. The net decrease for 20p2iforming TDR’s totaled $646,000.

Other known “potential problem loans” (as defingd3EC regulations) as of December 31, 2012 have lgeatified and internally risk rated
as assets especially mentioned or substandard.|&ut$, which include non-performing assets and '§DiRluded in the table above, amounted
to $47,426,000, $48,976,000 and $38,382,000 atrbleee31, 2012, 2011 and 2010, respectively. Theedse at December 31, 2012 from
December 31, 2011 reflects continued improvemethiérguality of certain loans. The risk rating e$ets is a dynamic environment wherein
through on-going examination certain assets mayoengraded or upgraded as circumstances warrannd2012, the Corporation internally
risk rated as assets especially mentioned or sudestd a total of $16,750,000 new commercial lodnghich $8,141,000 were acquired in the
Saddle River Valley Bank transaction, $645,000 nesidential loans and one installment loan for $a30. This was partially offset by upgrades
to an internal pass risk rating of $9,173,000 imowrcial loans and $752,000 of residential loaayofs of commercial and residential loans
totaled $6,524,000. Charge-offs and transferstierateal estate owned accounted for $1,400,00haA ihitigant came from continued principal
reductions on other potential problem loans. Wt éxception of non-accrual loans and loans pas®Audays or more and accruing, potential
problem loans were performing as of December 31220he Corporation has no foreign loans.

At December 31, 2012, other than the loans séht fvbve, the Corporation is not aware of any lagnish present serious doubts as to the
ability of its borrowers to comply with present toeepayment terms and which are expected to fialane of the categories set forth in the tables
or description above. At December 31, 2011, thep@ation had no doubtful loans.

With respect to concentrations of credit within @erporation’s loan portfolio at December 31, 20827.5 million or 53.4% of the

commercial loan portfolio represented outstandiogking capital loans to various real estate devaiep$97.5 million of these loans were not
secured by mortgages on land and on buildings watestruction.
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For additional information regarding risk elemeintshe Corporation’s loan portfolio, see Note @lt# Notes to Consolidated Financial
Statements.

Other Income

The following table presents the principal categ®iof non-interest income for each of the yeathérthree-year period ended December 31,
2012.

Years Ended December 31

2012 2011 % Change 2011 2010 % Change
(Dollars in Thousands

Service charges, commissions and $ 1,778 3 1,89¢ (6.39% $ 1,89 $ 1,97¢ (4.00%
Annuity & insurance commissior 204 11C 85.4¢ 11C 12¢ (10.5%)
Bank-owned life insuranc 1,01¢ 1,03¢ (2.99) 1,03¢ 1,22¢ (15.39)
Net securities gains (losse 2,01z 3,63¢ (44.69) 3,63¢ (1,339 371.4(
Loan related fee 51C 432 18.0¢ 432 18C 138.8¢
Net gains on sales of loans held for ¢ 484 251 92.8: 251 14C 79.2¢
Bargain gain on acquisitic 89¢ — 100.0( — — —
Other 30¢ 117 163.2¢ 117 167 (29.99
Total other income $ 7,21C $ 7,47¢ (3.59% $ 7,47¢ $ 2,472 202.5%

For the period ended December 31, 2012, total atitceme decreased $268,000 compared to 2011, piyraarthe result of a decrease of $
million in net securities gains in 2012 comparedétd securities gains in 2011and a decrease of 8@1n service charge income partially offset
by onetime increases consisting of $899,000 indiargain on acquisition (representing the pre-wixamount recorded between net asset
acquired from the Saddle River Valley Bank anddagh consideration paid in the purchase and aseamyftSaddle River Valley Bank) and
$150,000 gain from the sale of judgments includedther income, as well as $233,000 in gains afdaavailable for sale, $94,000 in higher
annuity commissions and, $78,000 in increasesan felated fees. Excluding net securities gairiérrespective periods, the Corporation
recorded other income of $5.2 million in the yeaded December 31, 2012 and $3.8 million in the peaied December 31, 2011.

During 2012, the Corporation recorded net secsri@ns of $2.0 million compared to net securigams of $3.6 million in 2011 and net
securities losses of $1.3 million in 2010. In 20tk#al other-than-temporary impairment charges8f000 were offset by net gains on securities
sold of $2.9 million. During 2012, securities séddm the Corporation’s available-for-sale portfafimounted to approximately $130.1 million
compared to approximately $254.8 million in 201heTross realized gains on securities sold amouatagdproximately $2.9 million in 2012
compared to $4.0 million in 2011, while the grosalized losses amounted to approximately $893,0@012 compared to $411,000 in 2011. The
sales of securities were made in the normal caafrbesiness and the proceeds were primarily rebedesto the investment portfolio.

During 2012, the Corporation recorded an other-tieamporary impairment charge of $68,000 on a PobRdP, ALESCO VII, and $484,0(
on a variable rate private labeled CMO and $318j0@@incipal losses on a variable rate privateld®MO. For the year ended December 31,
2011, the Corporation recorded an other-than-teampampairment charge of $18,000 on a variable pateate label CMO and $324,000 in
principal losses on a variable rate private laldI0C For the year ended December 31, 2010, thesaiimpnt charges consisted of a $3.0 million
other-than-temporary impairment charge on its tpusterred securities, $1.8 million on two pooleRUP, $360,000 on a variable rate private
label CMO and $398,000 in principal losses on sabée rate private label CMO.

Other Expense
Total other expense includes salaries and emplogeefits, net occupancy expense, premises andregotexpense, professional and

consulting expense, stationery and printing expemseketing and advertising expense, computer esgpand other operating expense. Other
operating expense includes such expenses as taksgheurance, audit, bank correspondent feestendnortization of core deposit intangibles.
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The following table presents the principal categ®of other expense for each of the years in tleethear period ended December 31, 2012.

Year Ended December 31

2012 2011 % Change 2011 2010 % Change
(Dollars in Thousands

Salaries and employee bene $ 1257. $ 11,52} 9.06% $ 11,527 $ 10,76¢ 7.08%
Occupancy and equipme 2,987 2,947 1.3¢€ 2,947 3,181 (7.36)
FDIC insurance 1,154 1,712 (32.59 1,71z 2,12¢ (19.49
Professional and consultit 1,077 1,15¢ (6.8%) 1,15¢ 1,121 3.12
Stationery and printin 34¢ 36¢ (5.1¢) 36¢& 31€ 16.4¢
Marketing and advertisin 18¢€ 131 41.9¢ 131 26¢ (51.1%)
Computer expens 1,41¢ 1,312 8.1€ 1,312 1,36¢ (3.95
OREO expense, n 15C 39¢ (62.3) 39¢ 284 40.1¢
Loss on fixed assets, r — — — — 427 (100.00)
Repurchase agreement prepayment and

termination fee 1,01z — 100.0¢ — 594 (100.00
Acquisition cosl 482 100.0(
Other 3,81( 3,897 (2.1 3,892 3,651 6.6(
Total other expense $ 25,197 $ 23,44 7.48% $ 23,447 $ 24,09¢ (2.72)%

Total other expense increased $1.8 million, or pd&ent, in 2012 from 2011 as compared with aedeser of $656,000, or 2.72 percent, from
2010 to 2011. The level of operating expenses dw2ii2 increased primarily as a result of one timarges of $1.0 million in repurchase
agreement prepayment and termination fees to lmexkin fixed rate long term borrowings from CitoBal Markets and the FHLB and $482,000
in costs to acquire certain assets and liabildfeSaddle River Valley Bank, Other expense increagere in salary and benefits which increase
$1.0 million, occupancy expense of $40,000, manketixpenses of $55,000, and computer expense9adf(RID. These increases were offset in
part by decreased FDIC Insurance of $558,000, gsafaal and consulting fees of $79,000, statioaed/printing expenses of $19,000, OREO
expense of $248,000 and other expenses of $82T084l. other expense decreased in 2011 from 201aceveral expense categories, with the
largest decreases occurring in premises and equipgmpense, FDIC insurance expense, marketing dvettising expense, a termination fee «
structured securities repurchase agreement andiofised assets.

Prudent management of operating expenses has bdevilacontinue to be a key objective of managenhietan effort to improve earnings
performance. The Corporation’s ratio of other exggsto average assets decreased to 1.64 per@&itdrcompared to 1.77 percent in 2011 and
2.03 percent in 2010.

Salaries and employee benefits increased $1,044)0906 percent in 2012 compared to 2011 and ase@ $762,000 or 7.08 percent from
2010 to 2011. The increase in 2012 was primarthybaitable to merit increases to existing staff additions to office and employee staff of
$467,000 and $273,000, respectively, pension afi{iiihcrease of $133,000, and increased medisaramce expense of $170,000. The incr
in 2011 was primarily attributable to merit increago existing staff and additions to office anckyee staff of $439,000 and $125,000,
respectively, pension and 401(k) increase of $19,8nd increased medical insurance expense dd@®a.0,

Salaries and employee benefits accounted for 43&ept of total nomAterest expense in 2012, as compared to 49.2 jeaoe 44.7 percent
2011 and 2010, respectively.
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Occupancy and equipment expense for the year dddeeimber 31, 2012 increased by $40,000 or 1.3@&pkraver 2011. Occupancy and
equipment expense for 2011 decreased by $234,00@®mpercent, compared to 2010. For the year eDdedmber 31, 2012, the Corporation
recorded reductions of $56,000 in depreciation rxpe$19,000 in insurance, $34,000 in building equipment maintenance expense and
$10,000 in utilities. These decreases were more dffaet by increases of $63,000 in real estatesand $95,000 in rent expense primarily due to
the acquisition of Saddle River Valley Bank brarechad the new Englewood branch facility. For tharyended December 31, 2011, the
Corporation recorded reductions of $170,000 in eeiption expense, and $62,000 in real estate téatggly associated with the Corporation’s
former operations facility somewhat offset by acrgase of $42,000 in building and equipment maariea expense.

In 2011 the FDIC adopted a revised assessmentslenizaised on total assets less Tier 1 Capital eoppdd the assessment rate to compe
for increasing the new base. FDIC insurance expen®@l2 was approximately $558,000 less than €4 2xpense. For the year ended
December 31, 2011, FDIC insurance expense decr&4ddd000 compared to 2010.

Professional and consulting expense for 2012 dseck$79,000 due to reduced compliance and legaMoakout issues. Such expenses
increased in 2011 from 2010 primarily due to compte and legal loan workout issues.

Stationery and printing expenses for 2012 decref$8d00 or 5.16 percent, compared to 2011, dumeapily to reduction of costs related to
marketing of new bank products in 2011. The inaeasuch expenses of $53,000 or 16.5 percentlih #0m 2010 was due primarily to costs
related to marketing of new bank products.

Marketing and advertising expenses for the yeae@mkecember 31, 2012 increased $55,000, or 411@28mie from the comparable twelve-
month period in 2011, primarily due to expenseayslifor media for the two Saddle River branchesiiaed and the opening of the new
Englewood branch office. These expenses decred$SxJ0R0 or 51.1 percent in 2011 compared with Zf¥i@arily due to lower expense outlays
for media.

Computer expense increased $107,000 during 201 paa@mu to 2011 and decreased $54,000 in 2011 cothfia®910, due primarily to fees
paid in connection with the maintenance of compsystems for Saddle River Valley Bank for the pgfi@tween closing the acquisition and
conversion of Saddle River Valley Bank’s systemthtoCorporation’s systems. The reduction in 204% velated to fees paid to the Corporaton’
outsourced information technology service providdris strategic outsourcing arrangement has saanifly improved operating efficiencies and
reduced overhead, primarily in salaries and bexnefit

OREO expense for 2012 decreased by $248,000 oudrd@e primarily to a decreased level of OREO priigre

Other expense decreased in 2012 by approximat@y88 or 2.11 percent compared to 2011 mainly duletreases in other losses and
chargeoffs of $287,000 which represented an expar®@l1l for tax certificates not duplicated in 20DCC assessment fees of $95,000 and
miscellaneous expenses of 84,000 which were pgrtéfket by increases in postage of $31,000, tedee of $35,000, other insurance of $20,000,
donations of $56,000, travel & entertainment of $80, lending and consumer reports of $56,000 aesd 6n our CDAR products of $60,000.
Other expense increased in 2011 by $241,000 greddent, compared to 2010, mainly due to a $287@30related to tax certificates acquired to
protect our interest in property subsequently assigo Highlands State Bank. Amortization of coepakit intangibles accounted for $47,000 and
$57,000 of other expense for the years 2012 andl, 2@%pectively.

Provision for Income Taxes

The Corporation recorded income tax expense of §llibn in 2012 compared to $7.4 million in 2014d6$222,000 in 2010. The increase in
2012 resulted from an increase in pretax earniffgstan part by a reduced rate due to the estabksit of a REIT subsidiary to take advantage of
favorable tax treatment. The increase in 2011 ¢tfban increase in pretax earnings as well afattiehat the 2010 provision for income taxes
was reduced due to the liquidation of certain glibgies as part of a business restructuring. Tfezfe tax rates for the Corporation for the years
ended December 31, 2012, 2011 and 2010 were 3fBrmie34.7 percent and 3.1 percent, respectiVélg.Corporation adjusts its expected
annual tax rate on a quarterly basis based onuthiert projections of non-deductible expensesgteempt interest income, increase in the cash
surrender value of bank owned life insurance aeetg@x net earnings. For a more detailed descrigfoncome taxes see Note 12 of the Notes to
Consolidated Financial Statements.
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Tax-exempt interest income on a fully tax equivaleasis increased by $2.82 million, or 109.5 per,deom 2011 to 2012, and increased by
$2.24 million, or 673.6 percent, from 2010 to 20Tke Corporation recorded income related to tha sasrender value of bank-owned life
insurance as a component of other income in theuatraf $1,018,000, $1,038,000 and $1,226,000 f422@011 and 2010, respectively.

Recent Accounting Pronouncements

Note 2 of the Notes to Consolidated Financial $tates discusses new accounting policies recersiyets or proposed but not yet required to
be adopted. To the extent the adoption of new atewystandards materially affects financial coiodit results of operations, or liquidity, the
impacts are discussed in the applicable sectiotisedinancial review and notes to the consolidditgahcial statements.

In December 2012, the FASB issued an exposure afraftproposed ASU of Topic 825-16redit Losses The amendments of the propc
ASU would require all reporting entities, both gakdnd nonpublic, to calculate impairment of exigtfinancial assets on the basis of the cu
estimates of contractual cash flows not expectdsetoollected on the financial assets held atépernting date. The proposed amendments v
remove the existing “probabléhreshold for recognizing credit losses and broaterrange of information that must be considenethéasurin
the allowance for expected credit losses. The estirof expected credit losses would be based emart information about past events, inclui
historical loss experience with similar assetsrentrconditions and reasonable and supportabledste that affect the future collectability of
assets’ remaining contractual cash flows.

As a result of the proposed amendments, finansisdta carried at amortized cost less an allowamcddweflect the current estimate of
cash flows expected to be collected at the rempudiste, and the income statement would reflectitcdederioration (or improvement) that |
taken place during the period. For financial assetasured at fair value with changes in fair valeognized through other comprehen
income, the balance sheet would reflect the fdneabut the income statement would reflect crddierioration (or improvement) that has te
place during the period. An entity, however, mapade to not recognize expected credit losses @mdinl assets measured at fair value,
changes in fair value recognized through other celmgmsive income, if both (1) the fair value of fimancial asset is greater than (or equal to
amortized cost basis and (2) expected credit lamse¢ke financial asset are insignificant. Curgnithen credit losses are measured an entity
considers past events and current conditions, tiygoged amendments would broaden the informatititiesnare required to consider to incl
historical loss experience with similar assets im@onable and supportable forecasts that affeaxpected collectability of the assatynaining
contractual cash flows. It is expected that ertitiéll be able to leverage their current risk moriiig systems in implementing the propc
approach, however, for the inputs used to estirttegeexpected credit loss approach. An entity wapgdly the proposed amendments wi
cumulative-effect adjustment to the statementradricial position beginning in the first reportingripd in which the guidance is effective.

Both users and preparers of financial statemente weguested to review and comment upon the expadaft by April 30, 2013. Tt
exposure draft does not include a proposed efiectate of this guidance.
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Asset and Liability Management

Asset and liability management encompasses anasalymarket risk, the control of interest raskrfinterest sensitivity management) and
the ongoing maintenance and planning of liquiditgd aapital. The composition of the Corporationaeinent of condition is planned and
monitored by the Asset and Liability Committee (“8D”). In general, management’s objective is torope net interest income and minimize
market risk and interest rate risk by monitoringsta components of the statement of condition.

Short-term interest rate exposure analysis is supg@hted with an interest sensitivity gap model. Tbeporation utilizes interest sensitivity
analysis to measure the responsiveness of neg¢gttieicome to changes in interest rate levelsrdsteate risk arises when an earning asset
matures or when its interest rate changes in apened different than that of a supporting intétesaring liability, or when an interest-bearing
liability matures or when its interest rate chaniges time period different than that of an earrésget that it supports. While the Corporation
matches only a small portion of specific assetslemilities, total earning assets and intefesaring liabilities are grouped to determine therail
interest rate risk within a number of specific tifremes.

The difference between interest sensitive assetsmerest sensitive liabilities is referred totlas interest sensitivity gap. At any given poin
time, the Corporation may be in an asset-sengibgition, whereby its interest-sensitive asseteeddts interest-sensitive liabilities, or in a
liability-sensitive position, whereby its interesgnsitive liabilities exceed its interest-sensitigsets, depending in part on manageragatigmen
as to projected interest rate trends.
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The Corporation’s rate sensitivity position in ediohe frame may be expressed as assets lesstlieihis liabilities less assets, or as the ratio
between rate sensitive assets (“RSA”) and ratatsemBabilities (“RSL”). For example, a short fdad position (liabilities repricing before assets)
would be expressed as a net negative position, wbegad gaps are computed by subtracting repriééglities from repricing assets. When us
the ratio method, a RSA/RSL ratio of 1 indicatdsmtanced position, a ratio greater than 1 indicateasset sensitive position and a ratio less than
1 indicates a liability sensitive position.

A negative gap and/or a rate sensitivity ratio kss 1, tends to expand net interest margindatling rate environment and to reduce net
interest margins in a rising rate environment. @uegly, when a positive gap occurs, generally margkpand in a rising rate environment and
contract in a falling rate environment. From tirodite, the Corporation may elect to deliberateigmatch liabilities and assets in a strategic gap
position.

At December 31, 2012, the Corporation reflectedsitiye interest sensitivity gap (or an interestssgvity ratio of (1:44 to 1.00) at the
cumulative one-year position. Based on managempatteption that interest rates will continue tosbhatile, projected increased levels of
prepayments on the earning asset portfolio anduhent level of interest rates, emphasis has lzewhis expected to continue to be, placed on
interestsensitivity matching with the objective of contingito stabilize the net interest spread and matgiimg 2013. However, no assurance
be given that this objective will be met.
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The following table depicts the Corporation’s im&rrate sensitivity position at December 31, 2012:

Expected Maturity/Principal Repayment December 31

Average Year Year Year Year Year 2018 Estimated
Interest End End End End End and Total Fair
Rate 2013 2014 2015 2016 2017 Thereafter Balance Value

(Dollars in Thousands
Interes-Earning Assets

Loans, ne 4.71% $ 354,000 $ 127,85t $ 82,43¢ $ 7153t $ 65227 $ 178,38 $ 879,43* $ 897,03(
Investments 3.0™% 100,98: 29,21( 36,20 60,60" 34,43: 293,44. 554,87¢ 559,24t
Total interest-earning assets $ 454,98. $ 157,06t $ 118,64( $ 132,14. $ 99,66( $ 471,82, $1,434,31. $1,456,27
Interes-Bearing Liabilities:
Time certificates of deposit of $100,000 or gre 0.7¢% $ 70,000 $ 2026( $ 694t $ 972¢ $ 390« $ — $ 110,83 $ 111,46!
Time certificates of deposit of less than $100, 1.71% 41,47 12,06¢ 5,48¢ 59t 394 — 60,01¢ 60,36(
Other intere~bearing deposit 0.42% 199,30° 205,26¢ 112,65 104,68. 81,94¢ 217,13 920,99 920,99
Subordinated debentur 3.26% 5,15¢ — — — — — 5,15¢ 5,04¢
Securities sold under agreements to repurchas

Fed Funds Purchas 5.9(% — — — — 15,00( 16,00( 31,00¢ 34,60
Term borrowing: 3.4% — — — 20,00( 55,00( 40,00( 115,00( 128,38!
Total interest-bearing liabilities $ 31593 $ 237,59¢ $ 125,09: $ 135,00: $ 156,24 $ 273,13 $1,243,000 $1,260,86l
Cumulative intere-earning asse! $ 454,98: $ 612,04¢ $ 730,68 $ 862,83 $ 962,49: $1,434,31. $1,434,31.
Cumulative intere-bearing liabilities 315,93! 553,53: 678,62. 813,62! 969,86¢ 1,243,00! 1,243,00!
Rate sensitivity ga 139,04; (80,530 (6,457 (2,860) (56,584 198,68t 191,30¢
Cumulative rate sensitivity ge 139,04° 58,511 52,06¢ 49,20t (7,37¢) 191,30¢ 191,30¢
Cumulative gap rati 1.44% 1.11% 1.08% 1.0€% 0.9%% 1.15% 1.15%%

Estimates of Fair Value

The estimation of fair value is significant to anmher of the Corporation’s assets, including loagld ffor sale, and available-for-sale
investment securities. These are all recordedtatrefair value or the lower of cost or fair vall&ir values are volatile and may be influenced by
a number of factors. Circumstances that could cassmates of the fair value of certain assetsliabdities to change include a change in
prepayment speeds, expected cash flows, credityudiscount rates, or market interest rates. #alnes for most available for sale investment
securities are based on quoted market prices ollegumarket prices are not available, fair valuesbased on judgments regarding future expe
loss experience, current economic condition riskrabteristics of various financial instruments, atfter factors. See Note 19 of the Notes to
Consolidated Financial Statements for additionstasion.

These estimates are subjective in nature, invaheedainties and matters of significant judgmert trerefore cannot be determined with
precision. Changes in assumptions could signiflgaffect the estimates.

Impact of Inflation and Changing Prices

The financial statements and notes thereto predetgewhere herein have been prepared in accoreaticgenerally accepted accounting
principles, which require the measurement of fimanmosition and operating results in terms ofdnistal dollars without considering the chang
the relative purchasing power of money over time gtuinflation. The impact of inflation is reflectén the increased cost of the operations; unlike
most industrial companies, nearly all of the Cogpion’s assets and liabilities are monetary. Assalt, interest rates have a greater impact on
performance than do the effects of general leviisfiation. Interest rates do not necessarily movthe same direction or to the same extent as
the prices of goods and services.
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Liquidity

The liquidity position of the Corporation is depention successful management of its assets arilitiésbso as to meet the needs of both
deposit and credit customers. Liquidity needs grisecipally to accommodate possible deposit outi@nd to meet customergquests for loan
Scheduled principal loan repayments, maturing itneests, short-term liquid assets and deposit indlacan satisfy such needs. The objective of
liquidity management is to enable the Corporatmmaintain sufficient liquidity to meet its obligams in a timely and cost-effective manner.

Management monitors current and projected cashsflawd adjusts positions as necessary to maindaigquate levels of liquidity. By using a
variety of potential funding sources and staggeniragurities, the risk of potential funding pressisreeduced. Management also maintains a
detailed liquidity contingency plan designed tgoe®d adequately to situations which could leadaaidity concerns.

Management believes that the Corporation has thairig capacity to meet the liquidity needs aridiogn potential events. In addition to
securities available to pledge, the Corporation aigintains borrowing capacity through the FedBiatount Window and the Federal Home
Loan Bank of New York secured with loans and maafilket securities.

Liquidity is measured and monitored for the Banke TCorporation reviews its net short-term mismatdtis measures the ability of the
Corporation to meet obligations should access ttkBividends be constrained. At December 31, 26H&Parent Corporation had $629,000 in
cash and short-term investments compared to $2liomat December 31, 2011. Expenses at the P&ergoration are moderate and
management believes that the Parent Corporatioadeguate liquidity to fund its obligations.

Certain provisions of long-term debt agreementsyauily subordinated debt, prevent the Corporafiom creating liens on, disposing of or
issuing voting stock of subsidiaries. As of Decenfiie 2012, the Corporation was in compliance altltovenants and provisions of these
agreements.

Management monitors current and projected cashsflawd adjusts positions as necessary to maindaiuate levels of liquidity. By using a
variety of potential funding sources and staggeniragurities, the risk of potential funding pressisreomewhat reduced. Management also
maintains a detailed liquidity contingency planigeed to adequately respond to situations whichdclmad to liquidity concerns.

Based on anticipated cash flows at December 322 gfdjected to December 31, 2013, the Corporat@ieves that the Bank’s liquidity
should remain strong, with an approximate project6$196.9 million in anticipated net cash flowspthe next twelve months. This projection
represents a forward-looking statement under theferSecurities Litigation Reform Act of 1995. Aat results could differ materially from this
projection depending upon a number of factorspidiclg the liquidity needs of the Bank’s customéns, availability of sources of liquidity and
general economic conditions.

Deposits

Total deposits increased to $1.307 billion at Demen31, 2012 from $1.121 billion at December 31, 12Gn increase of $185.5 million, or
16.5 percent.

Total non-interesbearing deposits increased to $215.1 million atdbazer 31, 2012 from $167.2 million at DecemberZRiL1, an increase
$47.9 million or 28.6 percent. Time, savings artdnest-bearing transaction accounts increaseda.@9million at December 31, 2012 from
$816.3 million on December 31, 2011, an increaskl6#.8 million or 20.2 percent. These increase® wtributable to continued core deposit
growth in overall segments of the deposits baseéranithe areas, such as municipal governmentaggischools and universities.
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Certificates of deposit $100,000 and over decrets8#8 percent of total deposits at DecembePB12 from 12.3 percent one year earlier.
With the turmoil in the financial markets commengseveral years ago, some of the Corporation’s sigpe have become sensitive to obtaining
full FDIC insurance for their time deposits. To aggnodate these customers, the Corporation beganraffCertificates of Deposit Account
Registry Service (CDARS) in 2008. As a result aé tiffering and the increase in insurance covebggthe FDIC to $250,000, the Corporation
reported a decrease of $27.2 million in certifisatédeposit greater than $100,000 at Decembe2(I2 compared to year-end 2011. See Note 9
of the Notes to the Consolidated Financial Statesiem more information.

At December 31, 2012, the Corporation had a tdt&lld.7 million with a weighted average rate of@p&rcent in CDARS Reciprocal depo
compared to $58.9 million with a weighted averaae of 0.70 percent at December 31, 2011. Basé¢ldeoBank’s participation in Promontory
Interfinancial Network, LLC., customers who are EDhsurance sensitive are able to place large madposits with the Corporation and the
Corporation uses CDARS to place those funds inttificates of deposit issued by other banks inNleéwork. This occurs in increments of less
than the FDIC insurance limits so that both thegpal and interest are eligible for complete FPIGtection. The FDIC currently considers these
funds as brokered deposits. All brokered deposé<iassified in time deposits. It became appadarihg the latter half of 2008 that customers’
preference in seeking safety and more liquidityalpee paramount in light of the financial crisiscastomers sought full FDIC insured bank
products as a safe haven.

The Corporation derives a significant proportiontsfiquidity from its core deposit base. For trear ended December 31, 2012, core
deposits, comprised of total demand deposits, gawdeposits and money market accounts, increas$ad8;3 million or 22.6 percent from
December 31, 2011 to $1.136 billion at Decembe2B12. At December 31, 2012, core deposits wer@ @é&cent of total deposits compared to
83.4 percent at year-end 2011. Alternatively, tepGration uses a more stringent calculation ferrttanagement of its liquidity positions
internally which consists of total demand and sgsiaccounts (excluding money market accounts greete $100,000) and excludes time
deposits as part of core deposits as a percenfagbdeposits. This number increased by $184llfomor 27.6 percent from December 31, 2
to $852.8 million at December 31, 2012 and represed5.25 percent of total deposits at Decembe2@12 as compared with 59.6 percent at
December 31, 2011. The Corporation expects itsgsiegathering efforts to remain strong, supportedart by the FDIC's raising the deposit
insurance limits. The Corporation was a participarthe FDIC’s Transaction Account Guarantee Pnogrdnder this program, all non-interest
bearing deposit transaction accounts were fullyguaed by the FDIC, regardless of dollar amotmtugh June 30, 2010.

On July 21, 2010, President Obama signed the DeddkFAct into law. One of the provisions of thistAermanently increases the maximum
amount of deposit insurance for banks, saving&utisins and credit unions to $250,000 per depositdroactive to January 1, 2009, and non-
interest bearing transaction accounts have uniimtgposit insurance through December 31, 2012.

The following table depicts the Corporation’s meteéngent core deposit mix at December 31, 2012281d .

Net Change
Volume
December 31 2012 vs. 201
2012 2011
Amount Percentagr  Amount Percentagt
(Dollars in Thousands

Demand Deposit $ 215,07: 25.2%$% 167,16: 25.(% $ 47,907
Interes-Bearing Deman: 217,92. 25.€ 215,52: 32.¢ 2,39¢
Regular Saving 110,89¢ 13.C 135,70: 20.2 (24,80
Money Market Deposits under $100 308,91 36.2 149,76( 22.4 159,15:
Total core deposits $ 852,80: 100.(% $ 668,15( 100.(%$  184,65:
Total deposit: $1,306,92; $1,121,41 $  185,50°

Core deposits to total depos 65.25% 59.5%
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Short-Term Borrowings

Short-term borrowings can be used to satisfy daityling needs. Balances in those accounts fluctuate day-to-day basis. The Corporaton’
principal short-term funding sources are FederaldSipurchased and securities sold under agreemoerggurchase. Short-term borrowings,
including Federal Funds purchased and securitidsusmer agreements to repurchase, amounted tbygaeend 2012, and 2011. During the
third quarter of 2011 certain sweep relationshipshe amount of approximately $37 million, thatres@reviously classified as short term
borrowings were discontinued and were moved taéstebearing checking accounts.

The following table is a summary of shéerm securities sold under repurchase agreementsding Federal Funds purchased, for each ¢
last three years.

December 31
2012 2011 2010
(Dollars in Thousand:s

Shortterm securities sold under repurchase agreemestading Federal Funi

purchased
Average interest rat

At year enc —% —% 0.27%

For the yea 0.48% 0.27% 0.5(%
Average amount outstanding during the y $ 181 $ 29,28t $ 42,60¢
Maximum amount outstanding at any month $ 10,05( $ 71,73: $ 54,85¢
Amount outstanding at year e $ — — 41,85:

Long-Term Borrowings

Long-term borrowings consist of Federal Home LoamiBof New York (“FHLB”) advances and securitiefdsender agreements to
repurchase that have contractual maturities overyear. Long-term borrowings amounted to $146.0anikt December 31, 2012, a decrease of
$15.0 million or 9.32 percent, from year-end 20%Xh& Corporation decided to terminate a $10.0anillepurchase agreement and to prepay a
$5.0 million FHLB NY advance and concentrate if®e$ on increasing the core deposit base of th&Ba

Cash Flows

The consolidated statements of cash flows prebenttianges in cash and cash equivalents from apgraivesting and financing activities.
During 2012, cash and cash equivalents (which dsexdtoverall by $5.0 million) were provided on abmasis by operating activities and financ
activities, and used on a net basis by investitigities. With respect to the cash flows from fieérg activities, net increases in deposits were
partially offset payments on long-term borrowingsl ahe Corporation’s dividend payments.

During 2011, cash and cash equivalents (which aszré overall by $73.6 million) were provided orealvasis by operating activities and
financing activities, and used on a net basis lgsting activities. With respect to the cash fldmsn financing activities, net increases in defx
and SBLF proceeds were offset by reductions indwarrgs and the Corporation’s dividend payments.

During 2010, cash and cash equivalents (which dsextoverall by $51.7 million) were provided orealmasis by operating activities and

used on a net basis by investing activities anahfiing activities. With respect to the cash flovasif financing activities, a net increase in deg
and proceeds from a stock offering were more thfsebby a reduction in borrowings and the Corgoras dividend payments.
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Contractual Obligations and Other Commitments

The following table summarizes contractual obligasi at December 31, 2012 and the effect such aigigaare expected to have on liquidity
and cash flows in future periods.

Less Than After
Total 1 Year 1-3 Years 4-5 Years 5 Years
(Dollars in Thousands

Contractual Obligations

Operating lease obligations $ 12,33 $ 884 $ 1,77¢ $ 1,58 $ 8,09
Total contracted cost obligations $ 12,33 $ 834 $ 1,77¢ $ 1,58( $ 8,091
Other Long-term Liabilities/Long -term

Debt
Time Deposits $ 170,85 $ 111,47 $ 44,76: $ 14,61¢ $ =
Federal Home Loan Bank advances and

repurchase agreemel 146,00( — — 90,00( 56,00(
Subordinated debentures 5,15k — — — 5,15¢
Total Other Long-term Liabilities/Long-tern

Debt $ 322,00¢ $ 111,47. $ 44,76: $ 104,61¢ $ 61,15¢
Other Commercial Commitments— Off

Balance Sheet
Commitments under commercial loans anc

lines of credit $ 129,79° $ 129,79° $ — $ — $ —
Home equity and other revolving lines of

credit 46,79¢ 46,79" — — —
Outstanding commercial mortgage loan

commitments 30,95¢ 23,45¢ 7,49¢ — —
Standby letters of crec 1,70C 1,70C — — —
Performance letters of cret 27,74: 27,74 — — —
Outstanding residential mortgage loan

commitments 2,207 2,207 — — —
Overdraft protection lines 5,66¢ 5,66¢ — — —
Total off balance sheet arrangements and

contractual obligations $ 244,86. $ 237,36 $ 7,49¢ $ — $ =
Total contractual obligations and other

commitments $ 579,20t $ 349,72. $ 54,04( $ 106,19¢ $ 69,24¢

The Stockholders’ Equity

Stockholders’ equity amounted to $160.7 millioDacember 31, 2012, an increase of $24.8 milliob&2 percent, compared to year-end
2011. At December 31, 2011, stockholders’ equitgléal $135.9 million, an increase of $14.9 millmm12.4 percent from December 31, 2010.

On September 15, 2011, the Corporation issued $ilion in nonvoting senior preferred stock te fRreasury under the Small Business
Lending Fund Program. Under the Securities PurcAgseement, the Corporation issued to the Treasuogal of 11,250 shares of the
Corporation’s Senior Non-Cumulative Perpetual RreféStock, Series B, having a liquidation valu&bfOo00 per share. Simultaneously, using
the proceeds from the issuance of the SBLF Pref&teck, the Corporation redeemed from the Treasuirf0,000 outstanding shares of its
Fixed Rate Cumulative Perpetual Preferred StockeS@, liquidation amount $1,000 per share, foe@emption price of $10,041,667, including
accrued but unpaid dividends up to the date ofrmgdien. The investment in the SBLF program provitteel Corporation with approximately
$1.25 million additional Tier 1 capital. The capitaceived under the program has allowed the Catjmor to continue to serve its small business
clients through the commercial lending program.
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On December 7, 2011, the Corporation repurchased/dnrants issued on January 12, 2009 to the Wedsliry as part of its participation in
the U.S. Treasury’'s TARP Capital Purchase Progharie repurchase, the Corporation paid the U.8aJuiry $245,000 for the warrants.

In September 2010, the Corporation sold an aggeegfat, 715,000 shares of its common stock undgrésiously filed shelf registration
statement. The Corporation sold 1,430,000 sharesrafon stock at a price of $7.00 per share, witteowriting discounts and commissions of
$0.39 per share, for gross proceeds from thisiofjesf $10,010,000. The Corporation also sold 288 $hares of common stock directly to cel
of its directors at a price of $7.50 per sharegimss proceeds from this offering of $2,137,506t pfoceeds from both offerings totaled
$11,378,000 after underwriting discounts and coraiois of $557,000 and offering expenses of appratéiy $213,000 (which consisted
primarily of legal and accounting fees).

Book value per share at year-end 2012 was $9.1p¢aad to $7.63 at year-end 2011. Tangible bookevatwyear-end 2012 was $8.11
compared to $6.60 at year end 2011; see Item & feconciliation of this non-GAAP financial meastoéook value.

During 2012, the Corporation made no purchasesmwingon stock. At December 31, 2012, there were &&82s8ares available for repurchase
under the Corporation’s stock buyback program.

Capital

The maintenance of a solid capital foundation cars to be a primary goal for the Corporation. Adowly, capital plans and dividend
policies are monitored on an ongoing basis. The ingsortant objective of the capital planning pregés to balance effectively the retention of
capital to support future growth and the goal aiting stockholders with an attractive long-tereturn on their investment.

Risk-Based Capital/Leverage

The Corporation’s Tier | leverage capital (defirsexdtangible stockholders’ equity for common stoo#t @irust Preferred Capital Securities) at
December 31, 2012 amounted to $143.8 million o2 @€rcent of average total assets. At Decembe2(®l1,, the Corporation’s Tier | leverage
capital amounted to $129.4 million or 9.29 peragfrdverage total assets. Tier | capital excludesffect of FASB ASC 320-10-05, which
amounted to $8.8 of net unrealized gains, afterdaxsecurities available-for-sale at Decembe2812 (and would be reported as a component of
accumulated other comprehensive income which isidieei in stockholders’ equity), and is reduced bgdill and intangible assets, which
amounted to $16.8 million as of December 31, 2Gt2.information on goodwill and intangible assste Note 1 to the Consolidated Financial
Statements.

United States bank regulators have issued guideistablishing minimum capital standards relatatiedevel of assets and off balance-sheet
exposures adjusted for credit risk. Specificalgse guidelines categorize assets and off baldremt-Eems into four risk-weightings and require
banking institutions to maintain a minimum ratiocafpital to risk-weighted assets. At December 8122the Corporation’s Tier | and total risk-
based capital ratios were 11.39 percent and 12&2pt, respectively. For information on risk-basagital and regulatory guidelines for the
Parent Corporation and its bank subsidiary, see Wétto the Consolidated Financial Statements.

The foregoing capital ratios are based in partgatiic quantitative measures of assets, liabdiied certain off-balance sheet items as

calculated under regulatory accounting practicegit@l amounts and classifications are also subjegtialitative judgments by the bank
regulators regarding capital components, risk wi@igls and other factors.
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Subordinated Debentures

On December 19, 2003, Center Bancorp Statutoryt Tirues statutory business trust and wholly-ownelssdiary of Center Bancorp, Inc.,
issued $5.0 million of, MMCapS capital securitiesrivestors due on January 23, 2034. The capitalrgies presently qualify as Tier | capital.
The trust loaned the proceeds of this offerindheo@orporation and received in exchange $5.2 miltibthe Parent Corporation’s subordinated
debentures. The subordinated debentures are redkemavhole or in part prior to maturity. The ftoay interest rate on the subordinate
debentures is three-month LIBOR plus 2.85 percedtraprices quarterly. The rate at December 312 2¢ds 3.16 percent.

The additional capital raised with respect to ggiance of the floating rate capital pass-throeghrities was used to bolster the Corporaton’
capital and for general corporate purposes, inotydapital contributions to Union Center NationahR. Additional information regarding the
capital treatment of these securities is containddote 11 of the Notes to the Consolidated Fira@r8tatements.

Looking Forward

One of the Corporation’s primary objectives is thiave balanced asset and revenue growth, ané aathe time expand market presence and
diversify its financial products. However, it iscognized that objectives, no matter how focusegl sabject to factors beyond the control of the
Corporation, which can impede its ability to acl@eliese goals. The following factors should be iclemed when evaluating the Corporation’s
ability to achieve its objectives:

The financial market place is rapidly changing. Baare no longer the only place to obtain loanstim® only place to keep financial assets.
The banking industry has lost market share to dthancial service providers. The future is pretikdaon the Corporation’s ability to adapt its
products, provide superior customer service andpetenin an ever-changing marketplace. Net inténesine, the primary source of earnings, is
impacted favorably or unfavorably by changes ieri@st rates. Although the impact of interest rhtetdiations is mitigated by ALCO strategies,
significant changes in interest rates can havetanmbadverse impact on profitability.

The ability of customers to repay their obligatiensften impacted by changes in the regional andlleconomy. Although the Corporation
sets aside loan loss provisions toward the alloedorcloan losses when management determines stioh &0 be appropriate, significant
unfavorable changes in the economy could impacasisemptions used in the determination of the aatsqof the allowance.

Technological changes will have a material impachow financial service companies compete for agliyer services. It is recognized that
these changes will have a direct impact on howrtheketplace is approached and ultimately on pitufits. The Corporation has taken steps to
improve its traditional delivery channels. Howewantinued success will likely be measured by thgpGration’s ability to anticipate and react to
future technological changes.

This “Looking Forward” description constitutes avi@ardlooking statement under the Private Securitiegatton Reform Act of 1995. Actu
results could differ materially from those projetta the Corporation’s forwartboking statements due to numerous known and unknasks an
uncertainties, including the factors referred towa in Item 1A of this Annual Report on Form 10#dan other sections of this Annual Report on
Form 10K.
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Item 7A. Quantitative and Qualitative Disclosures &out Market Risk
Interest Sensitivity
Market Risk

The Corporation’s profitability is affected by flwations in interest rates. A sudden and substantisease or decrease in interest rates may
adversely affect the Corporation’s earnings toetkient that the interest rates borne by assettiabilities do not similarly adjust. The
Corporation’s primary objective in managing inténege risk is to minimize the adverse impact drudes in interest rates on the Corporation’s
net interest income and capital, while structutimg Corporation’s asset-liability structure to abtdie maximum yield-cost spread on that
structure. The Corporation relies primarily onasset-liability structure to control interest retk. The Corporation continually evaluates interes
rate risk management opportunities, including tbe of derivative financial instruments. The managienof the Corporation believes that hed
instruments currently available are not cost-effegtand, therefore, has focused its efforts oneiasing the Corporation’s yield-cost spread
through wholesale and retail growth opportunities.

The Corporation monitors the impact of changesterest rates on its net interest income usingraktaols. One measure of the
Corporation’s exposure to differential changesieriest rates between assets and liabilities i€trporation’s analysis of its interest rate
sensitivity. This test measures the impact onmetést income or net portfolio value of an imméslichange in interest rates in 100 basis point
increments. Net portfolio value is defined as teepresent value of assets, liabilities and offhaeé sheet contracts.

The primary tool used by management to measureramage interest rate exposure is a simulation mbidel of the model to perform
simulations reflecting changes in interest ratesr @ne and two-year time horizons has enabled neanaigt to develop and initiate strategies for
managing exposure to interest rate risk. In itsugtions, management estimates the impact on teest income of various changes in interest
rates. Projected net interest income sensitivitpewements in interest rates is modeled based tndmimmediate rise and fall in interest rates
(“rate shock”), as well as gradual changes in @gtrates over a twelveonth time period. The model is based on the actadlirity and repricin
characteristics of interest-rate sensitive assetdiabilities. The model incorporates assumpti@garding earning asset and deposit growth,
prepayments, interest rates and other factors.

Management believes that both individually and medagether, these assumptions are reasonabléyédaomplexity of the simulation
modeling process results in a sophisticated estinmatt an absolutely precise calculation of expmskor example, estimates of future cash flows
must be made for instruments without contractualinitst or payment schedules.

Based on the results of the interest simulationehad of December 31, 2012, and assuming that reamagt does not take action to alter the
outcome, the Corporation would expect an incre&fe9% and 1.53 percent in net interest incomat#riest rates increased by 200 and 300 basis
points, respectively, from current rates in a geddund parallel rate ramp over a twelve month pkeriks market rates declined to historic lows at
December 31, 2012, the Corporation did not fedlitih@deling a down rate scenario was realistic endhrrent environment.

The declining rates and steepening of the yieldeduring both 2012 and 2011 affected net interespins. Based on management’s
perception that interest rates will continue tovblatile, projected increased levels of prepaymentthe earning-asset portfolio and the current
level of interest rates, emphasis has been, agxpiscted to continue to be, placed on interestitbdgtysmatching with the objective of stabilizing
the net interest spread during 2013. However, saraace can be given that this objective will bé. me

Equity Price Risk

The Corporation is also exposed to equity prideinserent in its portfolio of publicly traded egusecurities, which had a fair value of
$325,000 at December 31, 2012 and $262,000 at Om=redd, 2011. The Corporation monitors its equitsestments for impairment on a peric
basis. In the event that the carrying value ofetpeity investment exceeds its fair value, and tbg@ration determines the decline in value to be
other than temporary, the Corporation reduces dheying value to its current fair value. During 20dnd 2011, the Corporation did not record
other-than-temporary impairment charges relatingataity holdings in bank stocks. The remaining sées in the other equity portfolio were
mutual funds and money market funds.
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8. Financial Statements and Supplementary Data

All Financial Statements:

The following financial statements are filed astdithis report under Item 8 — “Financial Statensesind Supplementary Data.”

Page
Report of Independent Registered Public Accourtingn F-2
Consolidated Statements of Condit F-3
Consolidated Statements of Inco F-4
Consolidated Statements of Comprehensive Inc F-5
Consolidated Statements of Changes in Stockh¢ Equity F-6
Consolidated Statements of Cash Fl¢ F-7
Notes to Consolidated Financial Statem: F-8

F-1




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders
Center Bancorp, Inc.

We have audited the accompanying consolidatednsémits of condition of Center Bancorp, Inc. and &liages (the “Corporation”) as of
December 31, 2012 and 2011, and the related cdasetl statements of income, comprehensive incanagages in stockholders’ equity, and cash
flows for each of the years in the three-year geended December 31, 2012. Center Bancorp, In@atsagement is responsible for these
consolidated financial statements. Our respongibgito express an opinion on these financiaksta&ints based on our audits.

We conducted our audits in accordance with thedstalis of the Public Company Accounting Oversighaf@qUnited States). Those stand;
require that we plan and perform the audit to btaasonable assurance about whether the finastataiments are free of material misstatement.
An audit includes examining, on a test basis, exddesupporting the amounts and disclosures initb@dial statements. An audit also includes
assessing the accounting principles used and ®ignifestimates made by management, as well asatiraj the overall financial statement
presentation. We believe that our audits provideaaonable basis for our opinion.

In our opinion, the consolidated financial statetagaferred to above present fairly, in all materegpects, the consolidated financial position
of Center Bancorp, Inc. and subsidiaries as of Béez 31, 2012 and 2011, and the consolidated sestiits operations and its cash flows for
each of the years in the three-year period endegbber 31, 2012 in conformity with accounting pifihes generally accepted in the United
States of America.

We also have audited, in accordance with the stdsdz the Public Company Accounting Oversight Bio@snited States), Center Bancorp,
Inc.’s internal control over financial reporting @sDecember 31, 2012, based on criteria estaldighternal Control — Integrated Framework
issued by the Committee of Sponsoring Organizatidrise Treadway Commission (COSO), and our regated March 13, 2013 expressed an
unqualified opinion.

/s/ ParenteBeard LLC
ParenteBeard LLC

Clark, New Jersey
March 13, 2013
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CENTER BANCORP, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CONDITION

December 31

2012 2011
(In Thousands, Except Share and Per Share
ASSETS
Cash and due from ban $ 104,13: % 111,10:
Interest bearing deposits with banks 2,004 —
Total cash and cash equivale 106,13t 111,10:
Securities availab-for-sale 496,81! 414,50°
Securities hel-to-maturity (fair value of $62,431 and $74,9: 58,06¢ 72,23
Loans held for sal 1,491 1,01¢
Loans 889,67. 754,99.
Less: Allowance for loan losses 10,231 9,60:
Net loans 879,43! 745,39(
Restricted investment in bank stocks, at 8,96¢ 9,23:
Premises and equipment, | 13,56 12,321
Accrued interest receivab 6,84¢ 6,21¢
Bank owned life insuranc 34,96 28,94
Goodwill and other intangible asst 16,85¢ 16,90z
Prepaid FDIC assessme 811 1,88¢
Other real estate own 1,30¢ 591
Other assets 4,51¢€ 12,39(
Total assets $ 1,629,76! $ 1,432,73
LIABILITIES AND STOCKHOLDERS '’ EQUITY
Deposits:
Nor-interes-bearing $ 215,07. $ 167,16:
Interes-bearing:
Time deposits $100 and ov 110,83 137,99¢
Interest-bearing transaction, savings and time siepless than $100 981,01t 816,25:
Total deposit: 1,306,92; 1,121,41!
Long-term borrowings 146,00( 161,00(
Subordinated debentur 5,15¢ 5,15¢
Accounts payable and accrued liabilities 10,991 9,257
Total liabilities 1,469,07. 1,296,82.
Stockholders Equity
Preferred Stock, $1,000 liquidation value per st
Authorized 5,000,000 shares; issued and outstaridifb0 shares of Series B preferred s
at December 31, 2012 and 2011 total liquidationeaif $11,25( 11,25( 11,25(
Common stock, no par valu
Authorized 25,000,000 shares; issued 18,477 ,4l’2ste December 31, 2012 and 2011;
outstanding 16,347,915 shares at December 31,2©126,332,327 at December 31, 2 110,05t 110,05¢
Additional paic-in capital 4,801 4,71F
Retained earning 46,75: 32,69t
Treasury stock, at cost (2,129,497 shares at Deme8ih 2012 and 2,145,085 at December
2011) (17,237 (17,359
Accumulated other comprehensive income (loss) 5,06 (5,446
Total stockholders’ equity 160,69: 135,91t
Total liabilities and stockholders’ equity $ 1,629,76! $ 1,432,73:

See the accompanying notes to the consolidateddialstatements.
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CENTER BANCORP, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

Interest income
Interest and fees on loa
Interest and dividends on investment securi
Taxable interest incorr
Non-taxable interest incon
Dividends
Interest on federal funds sold and other short-ierastment
Total interest income
Interest expenst
Interest on certificates of deposit $100 & over
Interest on other deposits
Interest on short-term borrowings
Interest on long-term borrowings
Total interest expense
Net interest incom
Provision for loan losses
Net interest income, after provision for loan lae
Other income
Service charges, commissions and fees
Annuity and insurance
Bank-owned life insurance
Loan related fees
Net gains on sale of loans held for sale
Bargain gain on acquisition
Other
Total other-than-temporary impairment losses
Less: Portion of loss recognized in other comprsivenincome (before taxe
Net other-than-temporary impairment losses
Net gains on sale on investment securities
Net investment securities gains (losses)
Total other income
Other expense
Salaries and employee bene
Occupancy and equipme
FDIC Insuranct
Professional and consultit
Stationery and printin
Marketing and advertisin
Computer expens
Other real estate owned expense,
Loss on fixed assets, r
Repurchase agreement prepayment and terminatic
Acquisition cost
Other
Total other expense
Income before income tax exper
Income tax expense
Net income
Preferred stock dividends and accretion
Net income available to common stockholc

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

Years Ended December 31

2012 2011 2010
(Dollars in Thousands, Except per Share D

38,92 $ 36,32( $ 37,20(
12,26¢ 13,27¢ 10,58¢
3,507 1,70( 22(
567 62¢ 70€
8 P P
55,27 51,927 48,71«
83¢ 1,21t 1,301
4,56¢ 4,30¢ 4,70¢
— 79 211
6,36¢ 6,57¢ 8,56¢
11,77¢ 12,17% 14,78¢
43,49¢ 39,75( 33,92¢
32t 2,44¢ 5,07¢
43,17 37,30z 28,85
1,77¢ 1,89¢ 1,97¢
204 11C 12t
1,01¢ 1,03¢ 1,22¢
51C 432 18C
484 251 14C
89¢ — —
30¢ 117 167
(870) (342) (8,959
— — 3,371
(870) (342) (5,57¢)
2,88: 3,97¢ 4,23
2,017 3,63/ (1,339
7,21( 7,47¢ 2,477
12,57: 11,527 10,76¢
2,987 2,947 3,181
1,15¢ 1,712 2,12¢
1,07 1,15¢ 1,121
34¢ 36¢ 31€
18€ 131 26¢
1,41¢ 1,312 1,36¢
15C 39¢ 284
— — 427
1,01z — 594
482 — —
3,81( 3,89: 3,651
25,197 23,44 24,09¢
25,18 21,331 7,22¢
7,671 7,411 227
17,50° 13,92¢ 7,00¢
281 82(C 581
17,22¢  $ 13,10¢ $ 6,42:
1.0t $ 0.8C $ 0.42
1.0t $ 0.8C $ 0.42
16,340,19 16,295,76 15,025,87
16,351,04 16,314,89 15,027,15



See the accompanying notes to the consolidateddialstatements.
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CENTER BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Years Ended December 31

2012 2011 2010
(Dollars in Thousands
Net income $ 17,507 $ 13,92¢ $ 7,00¢
Other comprehensive income, net of 1
Unrealized gains and losses on securities ava-for-sale:
Reclassification adjustments for OTTI losses inellich income 87C 34z 5,57¢
Tax effect (26E) (119) (1,129
Net of tax amount 60E 228 4,45°¢
Unrealized gains on available for sale secur 19,81¢ 8,99( 3,82:
Tax effect (7,444 (3,486 (1,79))
Net of tax amount 12,37t 5,504 2,031
Reclassification adjustment for realized gainsirgisiuring this periot (2,882 (3,976 (4,237
Tax effect 87¢ 1,38( 852
Net of tax amount (2,007) (2,59¢6) (3,385
Unrealized holding gains on securities transfefreoh available-for-sale to held-to-
maturity securitie: — 291 —
Tax effect — (110 —
Net of tax amount — 181 —
Unrealized holding gains on securities transfefreoh available-for-sale to held-to-
maturity securitie: 2 (46) —
Tax effect 1 28 —
Net of tax amount (1) (18 —
Pension plan
Actuarial loss (790 (1,649 —
Tax effect 328 584 —
Net of tax amount (467) (1,065 —
Total other comprehensive income 10,50¢ 2,22¢ 3,101
Total comprehensive income $ 28,01¢ $ 16,15¢ $ 10,10¢

See the accompanying notes to the consolidateddialestatements.
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CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’

Balance, January 1, 201(
Comprehensive incom
Net income
Other comprehensive incor
Accretion of discount on preferred stc
Dividends on preferred stor
Proceeds from stock offerings (1,715,000 she
Cash dividends declared on common stock ($
per share
Issuance cost of common stc
Stock awarde:
Stock-based compensation expel
Option related tax truet
Balance, December 31, 201
Comprehensive incom
Net income
Other comprehensive incor
Accretion of discount on preferred stc
Dividends on preferred stou
Redemption of series A preferred st
Proceeds from issuance of series B preferred ¢
Warrant repurchase

Cash dividends declared on common stock ($0.

per share
Issuance cost of common stc
Issuance cost of series B preferred si
Exercise of stock options (42,495 shal
Stock-based compensation expel
Balance, December 31, 201
Net income
Other comprehensive incor
Dividends on series B preferred stc

Cash dividends declared on common stock ($0.19

share)
Issuance cost of common stc
Exercise of stock options (15,588 shal
Stocl-based compensation expel
Option related tax trueup

Balance, December 31, 201

CENTER BANCORP, INC. AND SUBSIDIARIES

EQUITY

Years Ended December 31, 2012, 2011 and 2(

Accumulated

Additional Other Total

Preferred Common Paid In Retained Treasury Comprehensive  Stockholders’
Stock Stock Capital Earnings Stock Income (Loss) Equity

(In Thousands, Except Share and per Share |

$ 9,61¢ $ 97,90¢ $ 565( $ 17,06¢ $ 7,720 $ (10,776 $ 101,74¢

7,004 7,004

3,101 3,101

81 (82) —

(500) (500)

12,14¢ (770) 11,37¢

(1,857) (1,857)

(6 (6)

3 22 25

51 51

7 7

9,70( 110,05t 4,941 21,63 (17,69¢) (7,675 120,95

13,92¢ 13,92¢

2,22¢ 2,22¢

30C (300) —

(520 (520

(10,00¢) (10,000

11,25( 11,25(

(245) (245)

(1,959 (1,959

©®) ©®)

(84 (84)

(1€) 344 32¢

35 35

11,25( 110,05t 4,71¢ 32,69t (17,359 (5,446 135,91t

17,50% 17,50°

10,50¢ 10,50¢

(259 (259

(3,189) (3,189)

® (8

19 122 141

39 39

28 28

$ 11,25  $ 110,05¢ $ 4,801 $ 46,75! $ (17,23) $ 5,06 $ 160,69:

See the accompanying notes to the consolidateddialstatements.
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CENTER BANCORP, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities:
Net income

Adjustments to Reconcile Net Income to Net Cash Pvided by Operating Activities:

Depreciation and amortizatic

Provision for loan losse

Provision for deferred taxe

Stock-based compensation expel

Net othe-thar-temporary impairment loss
Net gains on sales of availa-for-sale securitie
Net gains on sales of loans held for ¢

Net loans originated for sa

Proceeds from sales of loans held for

Net loss on disposition of premises and equipr
Net loss on sales of other real estate ow

Increase in cash surrender value of bank ownedhisigrance

Net amortization of securitie
Increase in accrued interest receive
Decrease in prepaid FDIC insurance assess
(Increase) decrease in other as
Increase (decrease) in other liabilities
Net cash provided by operating activities
Cash flows from investing activities:
Investment securities availa-for-sale:

Purchase

Sales

Maturities, calls and principal repayme
Investment securities heto-maturity:

Purchase

Maturities and principal repayme
Net redemption of restricted investment in bankls
Net (increase) decrease in lo:
Purchases of premises and equipn
Purchase of bar-owned life insuranc
Redemption of bar-owned life insuranc
Proceeds from life insurance death ben:
Proceeds from sale of premises and equipi
Proceeds from sale of other real estate ov
Cash and cash equivalent acquired in acquis
Cash consideration paid in acquisition
Net cash used in investing activitie
Cash flows from financing activities:
Net increase in deposi
Net decrease in sh-term borrowings
Payments on lor-term borrowings
Cash dividends on common stc
Cash dividends on preferred stc
Proceeds from issuance of Series B preferred ¢
Redemption of Series A preferred st
Warrant repurchase
Issuance cost of common stc
Issuance cost of Series B preferred si
Proceeds from issuance of shares from stock off
Issuance cost of common stc
Tax expense from stock based compens:
Issuance cost of restricted stock aw
Proceeds from exercise of stock options
Net cash provided by (used in) financing activitie
Net (decrease) increase in cash and cash equis

Years Ended December 31

2012 2011 2010
(Dollars in Thousands

17,507 $ 13,92t $ 7,00¢
914 98¢ 1,16¢
32t 2,44¢ 5,07¢
1,912 3,40¢ 51
39 35 51

87(C 34z 5,67¢€
(2,882 (3,976 (4,237
(484) (25)) (240
(22,019 (14,357 (8,347
22,02« 13,92¢ 8,15¢
— 427

9 5 207
(1,01¢) (1,039 (1,226
4,58¢ 4,012 2,97¢
(247 (2,085 (202
1,07 1,69¢ 1,792
(2,53¢) (402) 1,642
98(C (585) (2,42¢)
21,06¢ 18,08 17,64
(207,88() (400,64 (791,15¢)
130,05¢ 254,82: 644,07"
48,40¢ 48,02¢ 67,96(
(16,60¢) (13,119 —
30,25¢ 7,47¢ —
31¢ 365 1,07¢
(83,47%) (49,229 8,34¢
(842) (31¢) (300)
(5,000 — (6,000
— — 5,61(

— — 15

— — 1

50C 33 1,72(
6,19t — —
(10,25) — —

(108,32() (152,58) (68,65)

100,27: 261,08 46,62"
— (41,85% (4,259
(15,000 (10,000 (52,144
(2,77 (1,955 (1,800
(369) (417 (500)
— 11,25( —

— (10,000 —

— (24%) —

(8 (5 (6)

— (84) —

— — 12,14¢

— — (770

28 — 7

— — 25

141 32¢ —
82,29: 208,10( (667)
(4,969 73,60« (51,67)




Cash and cash equivalents at beginning of year 111,10: 37,491 89,16¢
Cash and cash equivalents at end of year $ 106,13t $ 111,100 $ 37,49,
Supplemental disclosures of cash flow information
Noncash activities
Trade date accounting settlement for investm $ — 8 — 8 8
Transfer of loans to other real estate ow 1,30(¢ 62¢ 1,927
Net investment in direct financing lee — — 3,70C
Transfer from investment securities available-faledo investment securities held-ti
maturity — 66,83: —
Cash paid during year fc
Interest paid on deposits and borrowil $ 11,89 $ 12,22¢  $ 15,56¢
Income taxe! 6,28( 4,48¢ 2,47¢
Business combination
Nonr-cash assets acquire
Investment securities availa-for-sale $ 37,14:  $ — 8 —
Loans 52,19: — —
Premises and equipment, | 1,26: — —
Accrued interest receivable 38¢ — —
Total non-cash assets acquired $ 90,98¢ $ — % _
Liabilities assumec
Deposits $ 85,23t $ — 3 —
Other liabilities 79t — —
Total liabilities assumed $ 86,03. $ — 3 —
Net non-cash assets acquired $ 4,05¢ $ — % _
Bargain gain on acquisition $ 89¢ $ —  $ —
Net cash and cash equivalents acqu $ 6,198 $ — 3 —
Cash consideration paid in acquisit $ 10,25 $ — 3 —

See the accompanying notes to the consolidateddialstatements.
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CENTER BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 — Summary of Significant Accounting Policies
Principles of Consolidatior

The consolidated financial statements of CentercBgm Inc. (the “Parent Corporation”) are prepasadhe accrual basis and include the
accounts of the Parent Corporation and its wholmed subsidiary, Union Center National Bank (thariB’, and collectively with the Parent
Corporation and the Parent Corporation’s otherctiaed indirect subsidiaries, the “Corporation”)l gignificant inter-company accounts and
transactions have been eliminated from the accoyipgueonsolidated financial statements.

Business

The Parent Corporation is a bank holding compangsetprincipal activity is the ownership and managetnof Union Center National Bank
as mentioned above. The Bank provides a full rarfigrmanking services to individual and corporatet@uners through branch locations in Union,
Morris and, commencing in August 2012, Bergen cesniNew Jersey. Additionally, the Bank originatesidential mortgage loans and services
such loans for others. The Bank is subject to caitiqgre from other financial institutions and thegtdations of certain federal and state agencies
and undergoes periodic examinations by those regylauthorities.

Basis of Financial Statement Presentatic
The consolidated financial statements have begraped in conformity with U.S. generally acceptedocamting principles.
Use of Estimates

In preparing the consolidated financial statemantmagement is required to make estimates and asisasithat affect the reported amounts
of assets and liabilities as of the date of theestant of condition and revenues and expenseldareported periods. Actual results could differ
significantly from those estimates. Material estiesathat are particularly susceptible to signiftegrange in the near term relate to the
determination of the allowance for loan lossesepthan-temporary impairment evaluation of seesitthe evaluation of the impairment of
goodwill, the income tax provision and the valuatad deferred tax assets.

Cash and Cash Equivalents

Cash and cash equivalents includes cash on hanblatanttes due from correspondent banks includiadrdueral Reserve Bank and interest
bearing deposits with banks.

Investment Securitie

The Corporation accounts for its investment seiesrin accordance with Financial Accounting Stadda@oard (“FASB”) Accounting
Standards Codification (“ASC”) 320-10-05. Investrtseare classified into the following categories:figld to maturity securities, for which the
Corporation has both the positive intent and abibthold until maturity, which are reported at atimed cost; (2) trading securities, which are
purchased and held principally for the purposeetiirgy in the near term and are reported at falueavith unrealized gains and losses included in
earnings; and (3) available-for-sale securitiesctvido not meet the criteria of the other two categs and which management believes may be
sold prior to maturity due to changes in interasés, prepayment, risk, liquidity or other fact@sd are reported at fair value, with unrealized
gains and losses, net of applicable income targesrted as a component of accumulated other compsale income, which is included in
stockholders’ equity and excluded from earnings.

Investment securities are adjusted for amortizatiogpremiums and accretion of discounts, whichraoegnized on a level yield method, as
adjustments to interest income. Investment seesrgains or losses are determined using the speEfitification method.
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CENTER BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 — Summary of Significant Accounting Policies- (continued)

Securities are evaluated on at least a quartesdligband more frequently when market conditiongadrsuch an evaluation, to determine
whether a decline in their value is other-than-terapy. FASB ASC 320-10-65 clarifies the interactafrthe factors that should be considered
when determining whether a debt security is otlemtemporarily impaired. For debt securities, nggnaent must assess whether (a) it has the
intent to sell the security and (b) it is more likthan not that it will be required to sell thecaaty prior to its anticipated recovery. Thesestare
done before assessing whether the entity will rective cost basis of the investment. In instandesrva determination is made that an other-than-
temporary impairment exists but the investor dagtsntend to sell the debt security and it is natrenlikely than not that it will be required tolsel
the debt security prior to its anticipated recoy&#4SB ASC 320-10-65 changed the presentation emalat of the other-than-temporary
impairment recognized in the statement of inconte dther-than-temporary impairment is separatex(ajtthe amount of the total other-than-
temporary impairment related to a decrease in flagls expected to be collected from the debt séc(ttie credit loss) and (b) the amount of the
total other-than-temporary impairment related tetder factors. The amount of the total other-ttemporary impairment related to the credit
is recognized through earnings. The amount ofdted dbther-than-temporary impairment related ta#ier factors is recognized through other
comprehensive income. Impairment charges on carta@stment securities of approximately $0.9 milli$0.3 million and $5.6 million were
recognized in earnings during the years ended DieeeB1, 2012, 2011 and 2010, respectively.

Loans Held for Sale

Mortgage loans originated and intended for sathénsecondary market are carried at the lower sif @oestimated fair value or fair value
under the fair value option accounting guidancdif@ncial instruments. For loans carried at thedoof cost or estimated fair value, gains and
losses on loan sales (sale proceeds minus canging) are recorded in other income and direct égination costs and fees are deferred at
origination of the loan and are recognized in otheome upon sale of the loan.

Loans

Loans are stated at their principal amounts inctusf net deferred loan origination fees. Inteiresbme is credited as earned except when a
loan becomes past due 90 days or more and dougdts @s to the ultimate collection of interest dngipal; in those cases the recognition of
income is discontinued. Loans that are past duga98 or more that are both well secured and iptbeess of collection will remain on an
accruing basis. When a loan is placed on non-atstatas, interest accruals cease and uncollecerded interest is reversed and charged agains
current income.
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CENTER BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 — Summary of Significant Accounting Policies- (continued)

Portfolio segments are defined as the level at vhit entity develops and documents a systematicadelogy to determine its Allowance.
Management has determined that the Corporatiot@aportfolio segments of loans and leases (comialegind consumer) in determining the
Allowance. Both quantitative and qualitative fastare used by management at the portfolio segreeekih determining the adequacy of the
Allowance for the Corporation. Classes of loans laades are a disaggregation of a Corporationghorsegments. Classes are defined as a
group of loans and leases which share similaminitieasurement attributes, risk characteristiod,raethods for monitoring and assessing credit
risk. Management has determined that the Corpaorétis five classes of loans and leases (commaribindustrial (including lease financing),
commercial — real estate, construction, residentiaitgage (including home equity) and installment).

Generally, all classes of commercial and consuoeard and leases are placed on non-accrual statnsbepgoming contractually past due 90
days or more as to principal or interest (unleassoand leases are adequately secured by collaerah the process of collection, and are
reasonably expected to result in repayment), wlieng are renegotiated below market levels, or whelostantial doubt about full repayment of
principal or interest is evident. For certain ifist@nt loans, the entire outstanding balance ordae is charged-off when the loan becomes 60
days past due.

Payments received on non-accrual loans are apgdjahst principal. A loan may only be restoredri@ecruing basis when it again becomes
well secured and in the process of collection bpast due amounts have been collected. Loan atigim fees and certain direct loan origination
costs are deferred and recognized over the litbefoan as an adjustment to the loan’s yield utiedevel yield method.

Impaired Loans

The Corporation accounts for impaired loans in ed&oce with FASB ASC 310-10-35. The value of andimgd loan is based on the present
value of expected future cash flows discounteti@idan’s effective interest rate or, as a pracégpedient, at the loan’s observable market price
or at the fair value of the collateral if the laarcollateral dependent.

The Corporation has defined its population of imgéiloans to include all non-accrual and troublebtdestructuring loans. As part of the
evaluation, the Corporation reviews all nbomogeneous loans for impairment internally clésdifs substandard or below, in each instance .
an established dollar threshold of $200,000. Smatipaired non-homogeneous loans and impaired hemegus loans are not measured for
specific reserves and are covered under the Cdiposageneral reserve.

A loan is considered impaired when, based on ctuméormation and events, it is probable that tleeg@ration will not be able to collect all
amounts due from the borrower in accordance wighctintractual terms of the loan, including schedlinéerest payments. Impaired loans include
all classes of commercial and consumer non-acciomgs and all loans modified in a troubled debtreeturing (“TDR”).

When a loan has been identified as being impaihedamount of impairment is measured based onrdsept value of expected future cash
flows discounted at the loan’s effective intereder the loan’s observable market price, or thenased fair value of the collateral, less any sglli
costs, if the loan is collateral-dependent. Ifteasurement of the impaired loan is less thaneberded investment in the loan (including accrued
interest, net of deferred loan fees or costs argnantized premiums or discounts), an impairmenti®gnized by creating or adjusting an exis
allocation of the Allowance, or by recording a grtharge-off of the loan to its fair value. Irgst payments made on impaired loans are typically
applied to principal unless collectability of thengipal amount is reasonably assured, in whicle éat®rest income may be accrued or recognized
on a cash basis.
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CENTER BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 — Summary of Significant Accounting Policies- (continued)
Loans Modified in a Troubled Debt Restructurin

Loans are considered to have been modified in a WM& due to a borrower’s financial difficultieegetCorporation makes certain
concessions to the borrower that it would not otlie consider. Modifications may include interegerreductions, principal or interest
forgiveness, forbearance, and other actions intttmeninimize economic loss and to avoid foreclesur repossession of collateral. Generally, a
non-accrual loan that has been modified in a TDRaias on non-accrual status for a period of six t®to demonstrate that the borrower is able
to meet the terms of the modified loan. Howeverfgrenance prior to the modification, or significauents that coincide with the modification,
are included in assessing whether the borrowentet the new terms and may result in the loan breitugned to accrual status at the time of
modification or after a shorter performance perlbthe borrower’s ability to meet the revised pamhschedule is uncertain, the loan remains on
non-accrual status.

Reserve for Credit Losse

A consequence of lending activities is that thepBoation may incur losses. The amount of such fogsiévary depending upon the risk
characteristics of the loan and lease portfoliaféected by economic conditions such as rising@serates and the financial performance of
borrowers. The Corporation’s reserve for crediséssis comprised of two components, the allowaockén losses and the reserve for unfunded
commitments (the “Unfunded Commitments”). The resdor credit losses provides for credit losse®ieht in lending or commitments to lend
and is based on loss estimates derived from a @mpsive quarterly evaluation, reflecting analysgfeadividual borrowers and historical loss
experience, supplemented as necessary by credinjent to address observed changes in trends, morgliand other relevant environmental and
economic factors.

Allowance for Loan Losse

The Allowance is maintained at a level determingelg@ate to provide for probable loan losses. Tlogvahce is increased by provisions
charged to operations and reduced by loan chafgeradt of recoveries. The allowance is based omagement’s evaluation of the loan portfolio
considering economic conditions, the volume andneatf the loan portfolio, historical loan loss expnce and individual credit situations.

Material estimates that are particularly suscegtiblsignificant change in the near-term relatihéodetermination of the Allowance. In
connection with the determination of the Allowane®nagement obtains independent appraisals foifisat properties.

The ultimate collectability of a substantial portiof the Bank’s loan portfolio is susceptible t@nges in the real estate market and economic
conditions in the State of New Jersey and the impisuch conditions on the creditworthiness ofltberowers.

Management believes that the allowance for loasel®ss adequate. Management uses available infomtatrecognize loan losses; however,
future additions to the Allowance may be necesbased on changes in economic conditions. In additiarious regulatory agencies, as an
integral part of their examination process, pedatly review the Bank’s Allowance. Such agenciey meguire the Bank to recognize additions to
the Allowance based on their judgments about in&tiom available to them at the time of their exaations.
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CENTER BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 — Summary of Significant Accounting Policies- (continued)
Reserve for Unfunded Commitmen

The reserve for unfunded commitments is maintaateallevel believed by management to be suffidieiabsorb estimated probable losses
related to unfunded credit facilities and is in@dddn other liabilities in the consolidated statamsef condition. The determination of the
adequacy of the reserve is based upon an evalugttibve unfunded credit facilities, including arseassment of historical commitment utilization
experience, and credit risk. Net adjustments taekerve for unfunded commitments are includedheroexpense.

Premises and Equipmer

Land is carried at cost and bank premises and gwripat cost less accumulated depreciation basedtonated useful lives of assets,
computed principally on a straight-line basis. Englitures for maintenance and repairs are chargegdémtions as incurred; major renewals and
betterments are capitalized. Gains and lossesles aaother dispositions are recorded as a cormp@i®ther income or other expenses.

During the second quarter of 2010, the Corporatittered into a lease of its former operationsifgaihder a direct financing lease. The lease
has a 15 year term with no renewal options. Acewydo the terms of the lease, the lessee has gyatibh to purchase the property underlying
lease in either year seven (7), ten (10) or fift€s) at predetermined prices for those years @#ged in the lease. The structure of the minimum
lease payments and the purchase prices as pravideel lease provide an inducement to the lesspartthase the property in year seven (7).

Other Real Estate Owned

Other real estate owned (“OREQ"), representing erypacquired through foreclosure and held for,sale initially recorded at fair value less
cost to sell at the date of foreclosure, estabislai new cost basis. Subsequently, valuationseaaiedically performed by management and the
assets are carried at the lower of carrying amoufdir value less cost to sell. Costs relatingatding the assets are charged to expenses.

Mortgage Servicing

The Corporation performs various servicing funcsiom loans owned by others. A fee, usually baseal mercentage of the outstanding
principal balance of the loan, is received for thesrvices. At December 31, 2012 and 2011, thedtatipn was servicing approximately $10.2
million and $8.9 million, respectively, of loans fothers.

The Corporation accounts for its servicing of fio@hassets in accordance with FASB ASC 860-50. Chiporation originates certain
mortgages under plans to sell those loans andceetive loans owned by the investor. The Corporatonrds mortgage servicing rights and the
loans based on relative fair values at the dasalef The balance of mortgage servicing rightseateinber 31, 2012 and 2011 are immaterial t
Corporation’s consolidated financial statements.

Risk Related to Representation and Warranty Proeis

The Corporation sells residential mortgage loanthénsecondary market primarily to Fannie Mae. Tloeporation sells residential mortg;
loans to Fannie Mae that include various representgand warranties regarding the origination ahdracteristics of the residential mortg
loans. Although the specific representations andaméies vary, they typically cover ownership of lean, validity of the lien securing the lc
the absence of delinquent taxes or liens agaiespitbperty securing the loan, compliance with lodteria set forth in the applicable agreemr
compliance with applicable federal, state, andllzas, and other matters.

As of December 31, 2012 and 2011, the unpaid paidialance of the Corporati@portfolio of residential mortgage loans sold &mfie Ma
was $10.2 million and $8.9 million, respectivelyheBe loans are generally sold on a regpurse basis. The agreements under whic
Corporation sells residential mortgage loans rexqtiie Corporation to deliver various documentshie investor or its document custod
Although these loans are primarily sold on a necourse basis, the Corporation may be obligatedporchase residential mortgage loans w
required documents are not delivered or are defeclivestors may require the immediate repurclodsemortgage loan when an early payr
default discovered in an underwriting review regeagjnificant underwriting deficiencies, even iétmortgage loan has subsequently been br
current. As of December 31, 2012, there were ndipgrepurchase requests related to representatidnvarranty provisions.
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CENTER BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 — Summary of Significant Accounting Policies- (continued)
Employee Benefit Plan

The Corporation has a non-contributory pension gan covered all eligible employees up until Segier 30, 2007, at which time the
Corporation froze its defined benefit pension pks such, all future benefit accruals in this penglan were discontinued and all retirement
benefits that employees would have earned as déByer 30, 2007 were preserved. The Corporatianlisypis to fund at least the minimum
contribution required by the Employee Retiremebme Security Act of 1974. The costs associatek tuig plan are accrued based on actuarial
assumptions and included in other expense.

The Corporation accounts for its defined benefitgi@n plan in accordance with FASB ASC 715-30. FASERC 715-30 requires that the
funded status of defined benefit postretirememplae recognized on the Corporation’s statemeoatdition and changes in the funded status be
reflected in other comprehensive income. FASB A36-30 also requires companies to measure the fustdas of the plan as of the date of its
fiscal year-end.

Stock-Based Compensation

Stock compensation accounting guidance (FASB ASE; Tompensation-Stock Compensation”) requires titiicompensation cost related
to share-based payment transactions be recogmiZethincial statements. That cost will be meastia@zkd on the grant date fair value of the
equity or liability instruments issued. The stodknpensation accounting guidance covers a wide rahgieare-based compensation arrangements
including stock options, restricted share plansfgosmance-based awards, share appreciation riglst®mployee share purchase plans.

Stock compensation accounting guidance requirestimpensation cost for all stock awards be caledland recognized over the employees’
service period, generally defined as the vestingpgeFor awards with graded-vesting, compensatast is recognized on a straight-line basis
over the requisite service period for the entiramyA Black-Scholes model is used to estimatdaheralue of stock options while the market
price of the Corporation’s common stock at the aditgrant is used for restricted stock awards. I$ate 17 of the Notes to Consolidated Financial
Statements for a further discussion.

Earnings per Share
Basic Earnings per Share (“EPS”) is computed biddig income available to common shareholders byibighted-average number of
common shares outstanding. Diluted EPS includesadditional common shares as if all potentiallytile common shares were issued (e.g.

stock options). The Corporation’s weighted avers@amon shares outstanding for diluted EPS inclbdesffect of stock options outstanding
using the Treasury Stock Method, which are notidet! in the calculation of basic EPS.
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CENTER BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 — Summary of Significant Accounting Policies- (continued)
Earnings per common share have been computed bagbé following:

Years Ended December 31

2012 2011 2010
(In Thousands, Except per Share Amou
Net income $ 17,507 $ 13,92¢ $ 7,004
Preferred stock dividends and accretion 281 82( 581
Netincome available to common stockholders $ 17,22¢ $ 13,10¢ $ 6,42
Average number of common shares outstan 16,34( 16,29¢ 15,02¢
Effect of dilutive options 11 19 1
Average number of common shares outstanding useal¢alate diluted
earnings per common share 16,35! 16,31! 15,02
Anti-dilutive common shares outstanding 42 79 134
Earnings per common sha
Basic $ 1.0t $ 0.8C $ 0.4:
Diluted $ 10t $ 0.8 $ 0.4:

Treasury Stock

The Parent Corporation, under a stock buyback prodast amended in 2008, is authorized to buy bado 2,039,731 shares of the Parent
Corporation’s common stock. Subject to limitati@mplicable to the Corporation, purchases may beerfradh time to time as, in the opinion of
management, market conditions warrant, in the oparket or in privately negotiated transactions.réhaepurchased will be added to the
corporate treasury and will be used for futurelsttividends and other issuances. As of Decembe2@®12, Center Bancorp had 16.3 million
shares of common stock outstanding. As of Dece®bg2012, the Parent Corporation had purchased®,B88 common shares at an average
per share of $11.44 under the stock buyback progsaamended on October 1, 2007 and June 26, 26@8¢epurchased shares were recorded as
treasury stock, which resulted in a decrease itkbtders’ equity. Treasury stock is recorded usimgcost method and accordingly is presented
as a reduction of stockholders’ equity. During ykears ended December 31, 2012, 2011 and 2010ateatFCorporation did not purchase any of
its shares.

Goodwill

The Corporation adopted the provisions of FASB AS0-10 (previously SFAS No. 142, “Goodwill and Qth&angible Assets”), which
requires that goodwill be tested for impairmentuaily, or more frequently if impairment indicatasse for impairment. No impairment charge
was deemed necessary for the years ended Decei012, 2011 and 2010.
Comprehensive Income

Total comprehensive income includes all changesjuity during a period from transactions and othemts and circumstances from non-
owner sources. The Corporation’s other compreherisrome is comprised of unrealized holding gairslasses on securities available-for-sale
and unrecognized actuarial gains and losses dZemnporation’s defined benefit pension plan, nebas.

Disclosure of comprehensive income for the yeadedrDecember 31, 2012, 2011 and 2010 is presamtbe Consolidated Statements of
Comprehensive Income and presented in detail ie NI6tof the Notes to Consolidated Financial Statesne
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CENTER BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1 — Summary of Significant Accounting Policies- (continued)
Bank-Owned Life Insurance

The Corporation invests in Bank-Owned Life Insuea(f{8OLI") to help offset the rising cost of empley benefits. During the fourth quarter
of 2012, the Corporation purchased additional B@dlIcies of $5.0 million. During the third quartef 2010, the Corporation redeemed BOLI
policies for proceeds of $5.6 million and purchaadditional BOLI policies of $6.0 million. In comation with the redemption, the Corporation
recorded a tax expense of $633,000 in 2010. Thegehi the cash surrender value of the BOLI ismdet as a component of other income.

Income Taxes

The Corporation recognizes deferred tax assetdiaitities for the expected future tax consequaenzieevents that have been included in the
financial statements or tax returns. Under thishoet deferred tax assets and liabilities are detethbased on the difference between financial
statement and tax bases of assets and liabilitssy enacted tax rates expected to be appliekéble income in the years in which the
differences are expected to be settled. Incomediated interest and penalties are classifieda@srgonent of income tax expense.

ASC Topic 740Taxes provides clarification on accounting for uncertgiim income taxes recognized in an enterprise‘arfaial statements
and prescribes a recognition threshold and measneattribute for the financial statement recognitand measurement of a tax position taken or
expected to be taken in a tax return. The Corpmrdtas not identified any income tax uncertainties.

Advertising Cost:

The Corporation recognizes its marketing and athiegt cost as incurred. Advertising costs were $18®, $131,000 and $268,000 for the
years ended December 31, 2012, 2011 and 2010 ctasghe.

Reclassifications

Certain reclassifications have been made in theal@ated financial statements for 2011 and 201ébtdorm to the classifications presented
in 2012.

Note 2 — Recent Accounting Pronouncements

In December 2012, the FASB issued an exposure afaftproposed ASU of Topic 825-16redit Losses The amendments of the propac
ASU would require all reporting entities, both gakdnd nonpublic, to calculate impairment of exigtfinancial assets on the basis of the cu
estimates of contractual cash flows not expectdzetoollected on the financial assets held atdpenting date. The proposed amendments v
remove the existing “probabléhreshold for recognizing credit losses and broaterrange of information that must be considenethéasurin
the allowance for expected credit losses. The estiof expected credit losses would be based emaet information about past events, inclui
historical loss experience with similar assetsrentrconditions and reasonable and supportabledste that affect the future collectability of
assets’ remaining contractual cash flows.

As a result of the proposed amendments, finansisgta carried at amortized cost less an allowarmcegdweflect the current estimate of
cash flows expected to be collected at the rempudiste, and the income statement would reflectitcdederioration (or improvement) that |
taken place during the period. For financial assetasured at fair value with changes in fair valeeognized through other comprehen
income, the balance sheet would reflect the fdneabut the income statement would reflect crddierioration (or improvement) that has te
place during the period. An entity, however, mapade to not recognize expected credit losses @mdinl assets measured at fair value,
changes in fair value recognized through other gelmgnsive income, if both (1) the fair value of fimancial asset is greater than (or equal to
amortized cost basis and (2) expected credit lamse¢ke financial asset are insignificant. Curgnithen credit losses are measured an entity
considers past events and current conditions, iygoged amendments would broaden the informatititiesnare required to consider to incl
historical loss experience with similar assets im@onable and supportable forecasts that affeexpected collectability of the assatynaining
contractual cash flows. It is expected that ertitiéll be able to leverage their current risk moriitg systems in implementing the propc
approach, however, for the inputs used to estirttegeexpected credit loss approach. An entity wapgdly the proposed amendments wi
cumulative-effect adjustment to the statementradricial position beginning in the first reportingriod in which the guidance is effective.

Both users and preparers of financial statemente weguested to review and comment upon the expadaft by April 30, 2013. Tt
exposure draft does not include a proposed efiectate of this guidance.
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CENTER BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 3 — Cash and Due from Banks

The Bank maintained cash balances reserved toregaatory requirements of the Federal ReservedBotapproximately $1,337,000 and
$1,155,000 at December 31, 2012 and 2011, respéctiv

Note 4. Business Combinations

On August 1, 2012, the Bank assumed all of the sitpand certain other liabilities and acquiredaiarassets of Saddle River Valley Bank
(“Saddle River”), a New Jersey Statkartered bank, pursuant to the terms of a Purcdradéssumption Agreement, dated as of Februa?2@12,
among the Bank, Saddle River Valley Bank and SaRdter Valley Bancorp. This purchase and assumptias in keeping with the Bank’s
strategy to expand its base of operations intohidont New Jersey.

The Bank assumed approximately $85.2 million ina$#s and acquired approximately $89.3 millionaarls and securities from Saddle
River. The Bank paid total consideration of $10i8iom in cash. Acquisition costs, totaling $482008re reported on the consolidated statements
of income.

The following table sets forth assets acquiredleinlities assumed at their estimated fair valweg] resulting Bargain gain on acquisition
of the closing date of the transaction:

August 1, 201

(Dollars in
thousands
Assets acquired:
Cash and cash equivalel $ 6,19t
Investment securities availa-for-sale 37,14:
Loans 52,19:
Premises and equipment, | 1,262
Accrued interest receivable 38¢
Total assets acquired $ 97,18
Liabilities assumed:
Deposits: $ 85,23¢
Other liabilities 79t
Total liabilities assumed $ 86,03
Net assets acquired $ 11,15(
Cash consideration paid in acquisition $ 10,25
Bargain gain on acquisition $ 89¢

The fair value estimates are subject to changagddp one year after the closing date of the tretimaif additional information relative to
closing date fair values becomes available. ABtek continues to analyze the acquired assetsaitities, there may be adjustments to the
recorded carrying values.

Fair Value of Measurement of Assets Acquired and labilities Assumed

Described below are the methods used to determentair values of the significant assets acquiradllmbilities assumed in the acquisition.
Cash and cash equivalents. The estimated fair valueash and cash equivalents approximate thaedsface amounts.
Investment securities available-for-sale. The estié fair values of the investment securities abédl for sale were calculated utilizing Level 2
inputs. The prices for these instruments are obththrough an independent pricing service and arigetl from market quotations and matrix
pricing. The fair value measurements consider ofagde data that may include dealer quotes, magketsls, cash flows, the U.S. Treasury yield
curve, live trading levels, trade execution datarkat consensus prepayment speeds, credit infamatid the bond’s terms and conditions,

among other things. Management reviewed the datassumptions used in pricing the securities bthitsl party provider to ensure the highest
level of significant inputs are derived from markéservable data.
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CENTER BANCORP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 4. Business Combinations — (continued)
Loans. A discounted cash flow of each individualHavas calculated. The discounted cash flows, ataaunt level, were then aggregated
together by category type to determine the mankéoket value of each loan type. The market valfied tban categories were added together to
determine the total market value of the loan ptidfd he price of the portfolio is then determinggdividing the market value of the portfolio by
the purchased face value of the portfolio. Thedalist rate utilized for the discounted cash floveath loan category was based upon Bankrate
and a survey of three local market competitorstaedBank’s offerings. There was no carryover ofahewance for loan losses that had been
previously recorded by Saddle River.
Deposits.The discount rate utilized for the discounted cimlv of each time deposit category was calculataseld upon the market interest
for the term nearest to the weighted average raéngamaturity for each time deposit category. Thmeetideposit market interest rate was del
from a Financial Market Focus Report for New Je@epf August 1, 2012.
Accrued interest receivable. The carrying amouhtecorued interest approximate fair value.
Other liabilities. The estimated fair values ofetliabilities approximate their stated face ameunt

In connection with the Saddle River asset/liabititychase and assumption, the Corporation recahed deferred income tax liability of
$620,000 related to the tax attributes of the &atisn.

The following table presents actual operating itssattributable to Saddle River since the Augu&01,2 assumption date through December 31,
2012. This information does not include purchasmanting adjustments or acquisition integrationos

(Dollars in thousands

Net interest incom $ 1,352
Non-interest incomt 15
Nor-interest expense and income taxes (769)
Net income $ 604

The Corporation has not provided pro forma infoiorator the twelve month periods ended DecembefB812 and 2011as if the
asset/liability purchase and assumption of Saddlerfad occurred as of both January 1, 2012 add.ZDhere is no consistent level base for
objective comparison as product balances declineal steady basis from the agreement date to assumgatte and the closing date and
accordingly such disclosures are considered imigedcThe application of those disclosures woulguige a significant estimate of amounts, ar
is impossible to distinguish objective informatiamout those estimates that both provide evidence@fmstances that existed at the reporting
dates, and would have been available when thediabstatements for the prior periods were issiiég&. Company will continue to evaluate
information, and provide the required disclosuretiture filings if deemed practical.

Certain loans, for which specific credit-relatededmration was identified, are recorded at faiueareflecting the present value of the
amounts expected to be collected. Income recognitivthese loans is based on a reasonable expeatétihe timing and amount of cash flow:
be collected. The timing of the sale of loan celtat was estimated for acquired loans deemed iegbaind considered collateral dependent. For
these collateral dependent impaired loans, thessxakthe future expected cash flow over the ptessne of the future expected cash flow
represents the accretable yield, which will be eteat into interest income over the estimated ligiidoh period using the effective interest method.
The following table details the loans that are aoted for in accordance with FASB ASC 310-30 adugust 1, 2012:

(Dollars in thousands

Contractually required principal and interest ajuasition $ 2,101
Contractual cash flows not expected to be colle@tedaccretable differenc (982)
Expected cash flows at acquisiti 1,11¢
Interest component of expected cash flows (acdestdibcount) (167
Fair value of acquired loans accounted for undeBBASC 310-30 $ 95¢€

Acquired loans not subject to the requirementsABB ASC 310-30 are recorded at fair value. Thevfalue mark on each of these loans will
be accreted into interest income over the remailii@gf the loan. The following table details I@that are not accounted for in accordance with
FASB ASC 310-30 as of August 1, 2012:

(Dollars in thousands

Contractually required principal and interest ajlasition $ 50,917
Contractual cash flows not expected to be colle@testit mark) (807)
Expected cash flows at acquisiti 50,11(
Interest rate premium mark 1,318

Fair value of acquired loans not accounted for ufdsB ASC 310-30 $ 51,42
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CENTER BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 5 — Investment Securities

The following tables present information relatedhite Corporation’s portfolio of securities availedfbr-sale and held-to-maturity at December
31, 2012 and 2011.

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value

December 31, 201
(Dollars in Thousands

Investment Securities Availabl-for-Sale:

U.S. Treasury and agency securi $ 11,87C $ 62 $ 23 % 11,90¢
Federal agency obligatiol 20,207 33¢ 5) 20,53¢
Residential mortgage pithrough securitie 52,40( 1,38¢ D 53,78«
Commercial mortgage pe«through securitie 9,72t 244 — 9,96¢
Obligations of U.S. states and political subdivis 103,19¢ 4,65 (132 107,71
Trust preferred securitie 22,27¢ 144 (1,179 21,24¢
Corporate bonds and notl 228,68: 9,09t (371 237,40!
Collateralized mortgage obligatio 2,12C — — 2,12(
Asse-backed securitie 19,43: 311 — 19,74:
Certificates of depos 2,85¢ 21 (20 2,86¢
Equity securitie! 53¢t — (210 32t
Other securities 9,14¢ 68 (15) 9,19¢

Total $ 482,440 $ 16,31¢ $ (1,94) $ 496,81!
Investment Securities Hel-to-Maturity:
Federal agency obligatiol $ 4,17¢ 3 7% % — 8 4,257
Commercial mortgac-backed securitie 5,501 154 (5) 5,65(
Obligations of U.S. states and political subdivisio 48,38" 4,13¢ — 52,52«

Total $ 58,06: $ 437: $ 5 $ 62,43:
Total investment securities $ 540,50: $ 20,68¢ $ (1,946 $ 559,244

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
December 31, 201.
(Dollars in Thousands

Investment Securities Availabl-for-Sale:
Federal agency obligatiol $ 24,78. $ 18¢ $ — 8 24,96¢
Residential mortgage pithrough securitie 113,21¢ 2,157 (6) 115,36
Obligations of U.S. states and political subdivis 66,30¢ 2,90( (36) 69,17:
Trust preferred securitie 20,567 14 (4,399 16,187
Corporate bonds and notl 175,81: 1,382 (4,077) 173,11
Collateralized mortgage obligatio 3,22¢ — (1,327) 1,89¢
Asse-backed securitie 7,614 52 (13 7,65:¢
Equity securitie! 53t — (273 262
Other securities 5,882 21 (20) 5,88:

Total $ 417,93¢ $ 6,71/ $ (10,140 $ 414,50°
Investment Securities Hel-to-Maturity:
Federal agency obligatiol $ 28,26: $ 177 $ (34 $ 28,40¢
Commercial mortga-backed securitie 6,27¢ — (69) 6,207
Obligations of U.S. states and political subdivisio 37,69¢ 2,61 — 40,31(

Total $ 72,231 $ 2,79: $ (109 $ 74,92.
Total investment securities $ 490,17: $ 9,50¢ $ (10,249 $ 489,42

The available-for-sale securities are reporteciatilue with unrealized gains or losses incluigheglquity, net of taxes. Accordingly, the
carrying value of such securities reflects their ¥alue at the balance sheet date. Fair valuasgd upon either quoted market prices, or in certai
cases where there is limited activity in the mafket particular instrument, assumptions are ntadietermine their fair value. See Note 19 of
Notes to Consolidated Financial Statements forthéun discussior

Transfers of debt securities from the avail-for-sale category to the h-to-maturity category are made at fair value at the datransfer



The unrealized holding gain or loss at the dateasfsfer remains in accumulated other comprehemsogme and in the carrying value of the
held-to-maturity investment security. Premiums iscdunts on investment securities are amortizextoreted using the effective interest method
over the life of the security as an adjustmentieldy Unrealized holding gains or losses that renraiaccumulated other comprehensive income
are amortized or accreted over the remaining fifih@ security as an adjustment of yield, offsettine related amortization of the premium or
accretion of the discount.
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CENTER BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 5 — Investment Securities — (continued)

The following table presents information for invashts in securities available-for-sale and heldatdurity at December 31, 2012, based on
scheduled maturities. Actual maturities can be etgaeto differ from scheduled maturities due tgppsgment or early call options of the issuer.

December 31, 201.
Amortized Fair
Cost Value
(Dollars in Thousands

Investment Securities Availal-for-Sale:

Due in one year or le: $ 21,19 $ 21,24t
Due after one year through five ye 110,35¢ 113,41(
Due after five years through ten ye 134,64 140,65¢
Due after ten yeal 144,43t 148,22t
Residential mortgage pethrough securitie 52,40( 53,78¢
Commercial mortgage pe«through securitie 9,72 9,96¢
Equity securitiet 53t 32E
Other securities 9,14~ 9,19¢
Total $ 482,44 $ 496,81!
Investment Securities He-to-Maturity:
Due after five years through ten ye $ 2,57t $ 2,801
Due after ten yeal 49,908t 53,97¢
Commercial mortgage-backed securities 5,501 5,65(
Total $ 58,06 $ 62,43:
Total investment securities $ 540,50: $ 559,24t

During 2012, securities sold from the Corporaticavailable-for-sale portfolio generated proceedapgroximately $130.1 million. The gross
realized gains on securities sold amounted to agpadely $2,905,000, while the gross realized lesagich included impairment charges of
$870,000, amounted to approximately $893,000 ir2DUring 2011, securities sold from the Corpor@savailable-for-sale portfolio generated
proceeds of approximately $254.8 million. The gnesdized gains on securities sold amounted tocqipately $4,045,000, while the gross
realized losses, which included impairment chaoje&342,000, amounted to approximately $411,000ih1. During 2010, securities sold from
the Corporation’s available-for-sale portfolio geated proceeds of approximately $644.1 million. ghess realized gains on securities sold
amounted to approximately $4,872,000, while thesgrealized losses amounted to approximately $685r02010.

Gross gains and losses from the sales of investeeenrities for the years ended December 31, 2021, and 2010 were as follows:

Years Ended December 31

(Dollars in Thousands) 2012 2011 2010

Gross gains on sales of investment secul $ 290t $ 4,04 % 4,87:

Gross losses on sales of investment securities 23 69 63E
Net gains on sales of investment securities $ 2,88, $ 397¢ $ 4,23
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CENTER BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 5 — Investment Securities — (continued)
Other-than-Temporarily Impaired Investments
Summary of Other-than-Temporary Impairment Charges

Years Ended December 31

2012 2011 2010
(Dollars in Thousands
One variable rate private label CN $ 484 $ 18 $ 36(
One trust preferred securi — — 3,00C
Pooled trust preferred securiti 68 — 1,81¢
Principal losses on a variable rate CMO 31€ 324 39¢
Total other-than-temporary impairment charges $ 87C $ 34z $ 5,57¢

The Corporation performs regular analysis on trelable-for-sale securities portfolio to determimeether a decline in fair value indicates
that an investment is other-than-temporarily imgaiin accordance with FASB ASC 320-10. FASB ASC-3@Gequires companies to record
other-than-temporary impairment (“*OTTI”) chargdeough earnings, if they have the intent to selimore likely than not be required to sell, an
impaired debt security before recovery of its aimed cost basis. If the Corporation intends to @eit is more likely than not it will be required
sell the security before recovery of its amortizedt basis, less any current period credit logs(fTI is recognized in earnings equal to the e
difference between the investment’'s amortized lbasis and its estimated fair value at the balaheetdate. If the Corporation does not intend to
sell the security and it is more likely than nattthe entity will be required to sell the seculigfore recovery of its amortized cost basis legs a
current period loss, and as such, it determindgsatilacline in fair value is other than tempordng, OTTI is separated into the amount represe
the credit loss and the amount related to all didetors. The amount of the OTTI related to thalitiess is determined based on the present \
of cash flows expected to be collected and is neizegl in earnings. The amount of the total OTTatexdl to other factors is recognized in other
comprehensive income, net of applicable taxes.préeious amortized cost basis less the OTTI reaaghin earnings becomes the new amor:
cost basis of the investment.

The Corporation reviews all securities for potdmggognition of other-than-temporary impairmernteTCorporation maintains a watch list for
the identification and monitoring of securities ekpncing problems that require a heightened lef/etview. This could include credit rating
downgrades.

The Corporation’s assessment of whether an invegtmehe portfolio of assets is other than temppmacludes factors such as whether the

issuer has defaulted on scheduled payments, anedueastructuring and/or filed for bankruptcy, haslbdsed severe liquidity problems that
cannot be resolved, disclosed deteriorating fir@romndition or sustained significant losses.
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CENTER BANCORP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 5 — Investment Securities — (continued)

The following table presents detailed informationéach trust preferred security held by the Catfion at December 31, 2012, of which all
but one has at least one rating below investmexttegr

Expected
Deferrals Deferral/Defaults
and Defaults

Lowest Number of as % of
Single Gross Credit Banks as % of Remaining
Issuer or Class/ Amortized Fair Unrealized Rating Currently Original Performing
Deal Name Pooled Tranche Cost Value Gain (Loss) Assigned Performing Collateral Collateral
(Dollars in Thousands
Countrywide Capita Single — 1,77C  $ 1,76 $ 4) BB+ 1 None None
v
Countrywide Capital \ Single — 2,747 2,76¢€ 19 BB+ 1 None None
Countrywide Capital \ Single — 25C 252 2 BB+ 1 None None
NPB Capital Trust | Single — 86¢ 88t 17 NR 1 None None
Citigroup Cap IX Single — 992 1,00(¢ 8 BB 1 None None
Citigroup Cap IX Single — 1,90¢ 1,92¢ 24 BB 1 None None
Citigroup Cap XI Single — 24¢€ 24¢ 3 BB 1 None None
Nationsbank Cap Trust | Single — 1,572 1,21(C (362) BB+ 1 None None
Morgan Stanley Cap Single — 2,50( 2,49 (20) BB+ 1 None None
Trust IV
Morgan Stanley Cap Single — 1,742 1,742 — BB+ 1 None None
Trust IV
Saturns— GS 200-06 Single — 242 247 5 BB+ 1 None None
Saturn— GS 200-06 Single — 31z 31¢ 6 BB+ 1 None None
Saturns— GS 200-04 Single — 78C 79z 13 BB+ 1 None None
Saturns— GS 20004 Single — 22 22 — BB+ 1 None None
Goldman Sach Single — 1,00(¢ 1,047 47 BB+ 1 None None
Stifel Financial Single — 4,50( 4,49¢ 4) BBB- 1 None None
ALESCO Preferred Pooled C1 83C 36 (794) Ce 48 of 62 35.9% 46.2%
Funding VII
Total $ 2227¢ $ 21,24¢ $  (1,03()

The Corporation owns one pooled trust preferredrigq“Pooled TRUP”), which consists of securitissued by financial institutions and
insurances companies and the Corporation holds)dzzanine tranche of such securities. Senior temghnerally are protected from defaults by
over-collateralization and cash flow default prditat provided by subordinated tranches, with setremiches having the greatest protection and
mezzanine tranches subordinated to the seniorttesnd he Corporation’s analysis of this Pooled TR&IB within the scope of EITF 920, ASC
320-40 and uses a discounted cash flow model eymdéte the total OTTI loss. The model considerssthecture and term and the financial
condition of the underlying issuers. Specificatie model details interest rates, principal balarafenote classes and underlying issuers and the
allocation of the payments to the note classesrdoapto a priority of payments specified in théeoihg circular and indenture. The current
estimate of expected cash flows is based on thé moent trustee reports and other relevant mamkatmation including announcements of
interest payment deferrals or defaults of undegymist preferred securities. Assumptions usetiémbodel include default rates, default rate
timing profile and recovery rates. The Corporati@sumes no prepayments as the Pooled TRUP wad siscemparatively tight spreads and as
such, there is little incentive, if any, to prepay.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 5 — Investment Securities — (continued)

During 2012, one of the Pooled TRUPS, ALESCO Vlswald in the fourth quarter with loss on sale 18,800. The other Pooled TRUP,
ALESCO VII, incurred its fourteenth interruption odish flow payments to date. Management deternthrechn other-thatemporary impairmer
charge of $68,000 existed on this security fortthelve months ended December 31, 2012.

At December 31, 2012, excess subordination as@pge of remaining performing collateral for £&leESCO Preferred Funding VII
investments was -49.3 percent. Excess subordingtitre amount of performing collateral above thrant of outstanding collateral underlying
each class of the security. The excess subordmati@ percent of remaining performing collatezfiects the difference between the performing
collateral and the collateral underlying each siécdivided by the performing collateral. A negaimumber results when the paying collateral is
less than the collateral underlying each clase®fecurity. A low or negative number decrease$ikbihood of full repayment of principal and
interest according to original contractual terms.

Credit Loss Portion of OTTI Recognized in Earningqhdebt Securities

Years Ended December 31

2012 2011 2010
(Dollars in Thousand:s

Balance of cred-related OTTI at January $ 6,563¢ $ 6,197 $ 3,621
Addition:

Credit losses for which other-thaemporary impairment was r

previously recognize 87C 34z 5,57¢

Reduction:

Credit losses for securities sold during the period (2,959 — (3,000
Balance of credit-related OTTI at December 31, $ 4,45( $ 6,53¢ $ 6,197

The Corporation held one variable rate privatellabBateralized mortgage obligation (CMO), whiclasvalso evaluated for impairment. The
Variable Rate Collateralized Mortgage Obligatiorsvegiginally issued in 2006 and is 30 year Adjuktdbate Mortgage loan secured by a first
lien, fully amortizing one-to-four residential mgage loans. The tranche purchased was a Super Sétfi@n original credit rating of
AAA/AAA. The top five states geographic concenwaticomprised in the deal were California 18.2 petrc&rizona 10.5 percent, Virginia 6.1
percent, Florida 6.5 percent and Nevada 6.3 perblnbne state exceeded a 25 percent concentrati@se states have been heavily impacted by
the financial crises and as such have sustained/ fiedinquencies affecting the credit rating of seeurity. Management had applied aggressive
default rates to identify if any credit impairmenists, as these bonds were downgraded to belosgtiment grade. The Corporation recorded
$318,000 in principal losses on the bond in 20b8, an other-thatemporary impairment charge of $484,000, whichesents 15.3 percent of 1
par amount of $3.2 million. The new cost basistfier security has been written down to $2.1 millimmg this security was subsequently sold at
this book value in January 2013.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 5 — Investment Securities — (continued)
Temporarily Impaired Investments

For all other securities, the Corporation doeshatieve that the unrealized losses, which were ¢ of 49 investment securities as of
December 31, 2012, represent an other-than-tempon@airment. The gross unrealized losses assacwth mortgage-backed securities,
corporate bonds, asset-backed securities and ExfEbsecurities are not considered to be othertdraporary because their unrealized losses are
related to changes in interest rates and do nettidtie expected cash flows of the underlying el or issuer.

Factors affecting the market price include credk,rmarket risk, interest rates, economic cyaes liquidity risk. The magnitude of any
unrealized loss may be affected by the relativeeentration of the Corporation’s investment in ang @ssuer or industry. The Corporation has
established policies to reduce exposure througérsification of concentration of the investmenttfmio including limits on concentrations to &
one issuer. The Corporation believes the investmerifolio is prudently diversified.

The decline in value is related to a change irrésterates and subsequent change in credit sprequised for these issues affecting market
price. All issues are performing and are expeatezbhtinue to perform in accordance with their eztiye contractual terms and conditions. Short
to intermediate average durations and in certasesanonthly principal payments should reduce fumterket value exposure to increases in r

The Corporation evaluates all securities with ulized losses quarterly to determine whether the i®®ther than temporary. Unrealized
losses in the mortgadeacked securities category consist primarily of.ldgency and private issue collateralized mortgdajigations. Unrealize
losses in the corporate debt securities categorgisoof single name corporate trust preferredrétges; a pooled trust preferred security and
corporate debt securities issued by large finanmesitutions. The decline in fair value is dudange part to the lack of an active trading mafke
these securities, changes in market credit spreadisating agency downgrades. For collateralizedgage obligations, management reviewed
expected cash flows and credit support to deterihihgas probable that all principal and interestuld be repaid. None of the corporate issuers
have defaulted on interest payments. Managemeictuzted that these securities were not other-tharpdearily impaired at December 31, 2012.
Future deterioration in the cash flow on collateed mortgage obligations or the credit qualitghese large financial institution issuers of
corporate debt securities could result in impairnodrarges in the future.

In determining that the securities giving risette previously mentioned unrealized losses wer@thar than temporary, the Corporation
evaluated the factors cited above, which the Catfmor considers when assessing whether a secsidthér-thartemporarily impaired. In makir
these evaluations the Corporation must exercissigerable judgment. Accordingly, there can be rsu@sice that the actual results will not di
from the Corporation’s judgments and that suchedéfiices may not require the future recognitiontieéethantemporary impairment charges tl
could have a material affect on the Corporatioimarcial position and results of operations. Initild, the value of, and the realization of any
loss on, an investment security is subject to nooeerisks as cited above.
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Note 5 — Investment Securities — (continued)

The following tables indicate gross unrealized ésssot recognized in income and fair value, agdeeghy investment category and the length
of time individual securities have been in a camins unrealized loss position at December 31, 20822011:

December 31, 201.

Total Less than 12 Months 12 Months or Longer
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses

(Dollars in Thousands
Investment Securities Availabl-

for-Sale:
U.S. Treasury and agency securi $ 4,46C $ 23 $ 4,46 $ (23) % — 8 —
Federal agency obligatic 871 5) 871 (5) — —
Residential mortgage pass-throu

securities 1,66¢ () 1,66¢ (@D} — —
Obligations of U.S. states and

political subdivision: 18,36( (132) 18,36( (132) — —
Trust preferred securitie 11,74 (1,179 10,49 (18) 1,24¢ (1,156
Corporate bonds and not 26,44( (379) 18,24 (139 8,19¢ (237)
Certificates of depos 38¢ (10 38¢ (10) — —
Equity securitie! 32t (210 — — 32t (210
Other securities 98t (15) — — 98t (15)

Total 65,24+ (2,947 54,49; (329 10,75: (1,619

Investment Securities
Held-to-Maturity:
Commercial mortgage-backed

securities 937 (5 937 (5 — —

Total 932 (5) 932 (5 — —
Total Temporarily Impaired

Securities $ 66,17¢ $ (1,946) $ 55,42: $ (32¢) $ 10,75. $ (1,618
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Note 5 — Investment Securities — (continued)

December 31, 201

Total Less than 12 Months 12 Months or Longer
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses

(Dollars in Thousands
Investment Securities Availabl-for-Sale
Residential mortgage

pas-through securitie $ 2,01:  $ 6 $ 2,01: $ 6 $ — % —
Obligations of U.S. states and political

subdivisions 4,352 (36) 4,352 (36€) — —
Trust preferred securitie 15,27: (4,399 4,32¢ (99¢) 10,94° (3,399
Corporate bonds and notl 97,04: (4,077) 89,53« (3,667) 7,50¢ (4149
Collateralized mortgage obligatio 1,89¢ (1,329 — 1,89¢ (1,329
Asse-backed securitie 3,88¢ 13 3,88¢ (13 — —
Equity securitiet 262 (273) — — 262 (273)
Other securities 98( (20) — — 98( (20)

Total 125,70! (10,146 104,10t (4,719 21,59° (5,437

Investment Securities
Held-to-Maturity:

Federal agency obligatiol 11,98( (34) 11,98( (34) — —
Commercial mortgage-backed securitie: 6,207 (69) 6,207 (69 — —
Total 18,18’ (103) 18,18: (10%) — —

Total Temporarily Impaired Securites $ 143,89 $ (10,249 $ 122,29! $ (481) $ 21597 $ (5,437

Investment securities having a carrying value grapimately $96.1 million and $98.7 million at Dedeer 31, 2012 and 2011, respectively,
were pledged to secure public deposits, short-temowings, and FHLB advances and for other purposquired or permitted by law.

Note 6 — Loans and the Allowance for Loan Losses

The following table sets forth the composition loé Corporation’s loan portfolio including net deéat fees and costs, at December 31, 2012
and 2011, respectively:

2012 2011

(Dollars in Thousands
Commercial and industrii $ 181,68. $ 146,71:
Commercial real esta 497,39. 408,16:-
Constructior 40,27 39,38¢
Residential mortgag 169,09: 159,75:
Installment 1,10¢ 95¢
Subtotal 889,54 754,97"
Net deferred loan cos 122 17
Total loans $ 889,67. $ 754,99.
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Note 6 — Loans and the Allowance for Loan Losses (eontinued)

At December 31, 2012 and 2011, loans to officetsdirectors aggregated approximately $18,977,00084:9,279,000, respectively. During
the year ended December 31, 2012, the Corporatimemew loans to officers and directors in the athofi$13,952,000; payments by such
persons during 2012 aggregated $5,254,000. On MarcR012, the Corporation appointed Frederickigh  the Board of Directors. Mr. Fish
had a prior lending relationship with the Bank, thil loan to Mr. Fish of approximately $9,910,08@ncluded in the amount of new loan to
officers and directors. During the year ended Ddasm31, 2011, the Corporation made new loans foesff and directors in the amount of
$6,875,000; payments by such persons during 20greggted $2,052,000.

Management is of the opinion that the above loa@®wnade on the same terms and conditions as phegailing for comparable transactions
with non-related borrowers.

At December 31, 2012 and 2011, loan balances abappately $532.8 million and $469.5 million werleg@ged to secure short term
borrowings from the Federal Reserve Bank of NewkYard Federal Home Loan Bank Advances.

During the second quarter of 2010, the Corporatistered into a lease of its former operationsifgaihder a direct financing lease. The lease
has a 15 year term with no renewal options. Acewydo the terms of the lease, the lessee has gyatibh to purchase the property underlying
lease in either year seven (7), ten (10) or fift€s) at predetermined prices for those years @#ged in the lease. The structure of the minimum
lease payments and the purchase prices as pravideel lease provide an inducement to the lesspartthase the property in year seven (7).

At December 31, 2012 and 2011, the net investnmediréct financing lease consists of a minimumeéeaseivable of $4,699,000 and
$4,870,000, respectively, and unearned interestirecof $928,000 and $1,123,000, respectively, feetanvestment in direct financing lease of
$3,771,000 and $3,747,000, respectively. The nesiment in direct financing lease is carried asraponent of loans in the Corporation’s
consolidated statements of condition.

Minimum future lease receipts of the direct finamgciease are as follows:

For years ending December 31 (Dollars in Thousands
2013 $ 21€
2014 21€
2015 22¢
2016 26E
2017 26E
Thereafter 2,581

Total minimum future lease receipts $ 3,771

The following table presents information about leaceivables on non-accrual status at Decembe2®P, and 2011:

2012 2011

(Dollars in Thousands
Commercial and industri $ 214 $ 12&
Commercial real esta 354 22t
Constructior 31¢ 3,04¢
Residential mortgage 2,72¢ 3,47
Total loans receivable on non-accrual status $ 3,61¢ $ 6,871
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Note 6 — Loans and the Allowance for Loan Losses (eontinued)

The Corporation continuously monitors the credaldy of its loans receivable. In addition to timeirnal staff, the Corporation utilizes the
services of a third party loan review firm to rétte credit quality of its loans receivable. Creglitlity is monitored by reviewing certain credit
quality indicators. Assets classified “Pass& deemed to possess average to superior craditfygrequiring no more than normal attention. éts
classified as “Special Mention” have generally atable credit quality yet possess higher risk attaréstics/circumstances than satisfactory
assets. Such conditions include strained liquidityw pay, stale financial statements, or othedi@ns that require more stringent attention from
the lending staff. These conditions, if not coreglctmay weaken the loan quality or inadequatelyeptdhe Corporation’s credit position at some
future date. Assets are classified “Substandartii@fasset has a well defined weakness that reguiamagement’s attention to a greater degree
than for loans classified special mention. Suchkness, if left uncorrected, could possibly resulthie compromised ability of the loan to perform
to contractual requirements. An asset is class#detDoubtful”if it is inadequately protected by the net wortld/an paying capacity of the oblic
or of the collateral, if any, that secures the gddfion. Assets classified as doubtful include askatwhich there is a “distinct possibility” that
degree of loss will occur if the inadequacies arecorrected. All loans past due 90 days or mockadinmpaired loans are included in the
appropriate category below. The following tablesergs information about the loan credit qualitipatember 31, 2012 and 2011:

Credit Quality Indicators

December 31, 201
(Dollars in Thousands)

Special
Pass Mention Substandard Doubtful Total
Commercial and industri; $ 176,81¢ $ 3,281 $ 1,58 $ — 3 181,68:
Commercial real esta 462,26t 18,94¢ 16,18: — 497,39.
Constructior 38,30: 81C 1,16¢ — 40,27
Residential mortgag 163,76¢ 99: 4,33 — 169,09:
Installment 967 — 137 — 1,10¢
Total loans $ 842,12. $ 24,02¢ $ 23,397 $ — 8 889,54!

Credit Quality Indicators

December 31, 201
(Dollars in Thousands)

Special
Pass Mention Substandard Doubtful Total
Commercial and industri; $ 143,090 $ 2,02: $ 1,59: $ — 3 146,71:
Commercial real esta 371,51¢ 24,28: 12,36: — 408,16«
Constructior 36,34« — 3,04¢ — 39,38¢
Residential mortgag 154,08( — 5,67: — 159,75:
Installment 95¢ — — — 95¢
Total loans $ 705,99¢ $ 26,30¢ $ 22,67: $ — 3 754,97!
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The following table provides an analysis of the @inpd loans at December 31, 2012 and 2011:

December 31, 201
(Dollars in Thousands)

Unpaid Average Interest
Recorded Principal Related Recorded Income
No Related Allowance Recorde! Investment Balance Allowance Investment Recognizec
Commercial real estate $ 1,500 $ 1,95( $ — $ 224; $ 10€
Total $ 1,50( 1,95C $ — $ 2,24; $ 10¢
Unpaid Average Interest
Recorded Principal Related Recorded Income
With An Allowance Recorded Investment Balance Allowance Investment Recognizec
Commercial real esta $ 4,18 $ 4,18 $ 49 % 4,17¢ $ 13¢
Constructior — — — 1,65¢ 16
Residential mortgage 1,25¢ 1,25¢ 152 3,667 51
Total $ 543 $ 543 $ 645 $ 11,741 $ 312
Total
Commercial real esta $ 568( $ 6,13( $ 49 % 6,421 $ 24¢€
Constructior — — — 1,65¢ 16
Residential mortgage 1,25k 1,25k 152 3,667 51
Total (including related allowance) $ 6,93t $ 7,308 $ 64 $ 11,741 $ 31%
December 31, 201.
(Dollars in Thousands)
Unpaid Average Interest
Recorded Principal Related Recorded Income
No Related Allowance Recordel Investment Balance Allowance Investment Recognizec
Commercial and industri; $ — $ — $ — $ 292 % 11
Commercial real esta 2,121 2,57( — 3,39( 14¢
Construction — — — 3,15¢ —
Total $ 2,121 % 257C % — $ 6,83t $ 16C
Unpaid Average Interest
Recorded Principal Related Recorded Income
With An Allowance Recorded Investment Balance Allowance Investment Recognized
Commercial real esta $ 4,180 $ 4,180 $ 567 $ 4,58: $ 25¢
Constructior 3,04« 3,58¢ 20C 3,04¢ 18
Residential mortgage 4,601 4,601 31¢ 4,572 102
Total $ 11,82 $ 12,36¢ $ 1,08t $ 12,200 $ 37¢
Total
Commercial and industrii $ — $ — $ — $ 29z % 11
Commercial real esta 6,301 6,75( 567 7,97 407
Constructior 3,04« 3,58¢ 20C 6,20¢ 18
Residential mortgage 4,601 4,601 31¢€ 4,57 102
Total (including related allowance) $ 13,94¢ $ 1493 $ 1,08 $ 19,04. $ 53¢
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Note 6 — Loans and the Allowance for Loan Losses (eontinued)

Loans are considered to have been modified inubted debt restructuring when due to a borrowénarfcial difficulties, the Corporation
makes certain concessions to the borrower thabuldvnot otherwise consider. Modifications may ut# interest rate reductions, principal or
interest forgiveness, forbearance, and other agtittiended to minimize economic loss and to avoiddiosure or repossession of collateral.
Generally, a non-accrual loan that has been matiifie troubled debt restructuring remains on noersal status for a period of six months to
demonstrate that the borrower is able to meetettres of the modified loan. However, performancemo the modification, or significant events
that coincide with the modification, are includedaissessing whether the borrower can meet theerevs tand may result in the loan being
returned to accrual status at the time of loan figadion or after a shorter performance periodhé borrower’s ability to meet the revised
payment schedule is uncertain, the loan remainwaraccrual status. Included in impaired loansextdinber 31, 2012 are loans that are deemed
troubled debt restructurings. Of these loans, $6llton, 91% of which are included in the tableDab, are performing under the restructured
terms and are accruing interest.
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Note 6 — Loans and the Allowance for Loan Losses (eontinued)

The following table provides an analysis of thenggdf loans, including deferred fees and costg,af@past due at December 31, 2012 and

2011:

Aging Analysis

Commercial and Industri
Commercial Real Esta
Constructior
Residential Mortgag
Installment

Total

Aging Analysis

Commercial and Industri
Commercial Real Esta
Constructior
Residential Mortgag
Installment

Total

December 31, 201.

(Dollars in Thousands)

Loans
Receivable
30-59 60-89 Greater Total > 90 Days
Days Days Than Total Loans And

Past Due PastDue 90 Days PastDue Current Receivable Accruing
$ 59C $ — $ 21€ $ 80€ $ 180,87t $ 181,68: $ o
1,012 70z 354 2,06¢ 495,32: 497,39: —
— — 31¢ 31¢ 39,95¢ 40,27 —
2,017 62¢ 2,78¢ 5,42¢ 163,66! 169,09: 55
23 — — 23 1,081 1,10« —
$ 3642 $ 1331 $§ 367 $ 8,64¢ $88090. $ 889,54 $ 55

December 31, 201
(Dollars in Thousands)
Loans
Receivable
30-59 60-89 Greater Total > 90 Days
Days Days Than Total Loans And

Past Due PastDue 90 Days PastDue Current Receivable Accruing
$ 137 $ 154 % 125 $ 1,80¢ $ 144,90 $ 146,71. $ o
1,331 5,33t 1,25¢ 7,92( 400,24 408,16 1,02¢
— — 3,04« 3,04« 36,34« 39,38¢ —
2,17¢ 99 3,47 5,75( 154,00: 159,75: —
16 — — 16 942 95¢ —
$ 3658 $ 6,97¢ $ 7,90C $ 1853t $ 736,43t $ 75497' $  1,02¢
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Note 6 — Loans and the Allowance for Loan Losses (eontinued)

The following table details the amount of loanseieable that are evaluated individually, and cdliegy, for impairment, and the related
portion of the allowance for loan loss that is edlted to each loan portfolio segment:

Allowance for loan and lease losses

December 31, 201
(Dollars in Thousands)

C&l Comm R/E Construction Res Mtge Installment Unallocatec  Total

Allowance for loan and lease losse
Individually evaluated for impairme! $ — $ 49¢ % — 3 152 $ — $ — $ 64t
Collectively evaluated for impairmer 2,42¢ 4,83( 312 1,38( 113 532 9,59
Total $ 242¢ % 5,32¢ $ 31 $§ 153 % 11 $ 53z $ 10,23:
Loans Receivable
Individually evaluated for impairmer $ — $ 5,68( $ — $ 125t $ — $ — $ 6,93t
Collectively evaluated for impairmer 177,64« 470,79’ 38,17: 146,93( 973 — 834,51t
Loans acquired with discounts relate

to credit quality 4,03¢ 20,91¢ 2,10t 20,90¢ 131 — 48,09¢
Total $181,68: $ 497,39: $ 40,277 $169,09: $ 1,10¢ $ — $889,54¢

Allowance for loan and lease losses

December 31, 201.
(Dollars in Thousands)

C&l Comm R/E Construction Res Mtge Installment Unallocatec  Total

Allowance for loan and lease losse

Individually evaluated for impairme! $ — $ 567 $ 20C $ 31 $ — $ — $ 1,08t
Collectively evaluated for impairmer 1,527 5,40¢ 507 94kt 51 82 8,517
Total $ 1527 $ 597z $ 707 $ 1,26: $ 51 § 82 $ 9,60
Loans Receivable

Individually evaluated for impairmer $ — $ 6,301 $ 3,042 $ 4,601 $ — $ — $ 13,94¢
Collectively evaluated for impairmer 146,71: 401,86 36,34« 155,15 95¢ —  741,02¢
Total $146,71: $ 408,16: $ 39,38t $159,75: $ 95¢ $ — $754,97!

The Corporation’s allowance for loan losses is el quarterly and many factors are consideretlydimoy growth in the portfolio,
delinquencies, nonaccrual loan levels, and oth&ofa inherent in the extension of credit. Thereehizeen no material changes to the allowance
for loan loss methodology as disclosed in the Cafian’s previous Annual Reports.
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Note 6 — Loans and the Allowance for Loan Losses (eontinued)
A summary of the activity in the allowance for Idasses is as follows:

Year Ended December 31, 201
(Dollars in thousands)

C&Il Comm R/E Construction Res Mtg Installment Unallocatec  Total
Balance at January $ 1527 $ 597: $ 707 $ 1,26¢ $ 51 $ 82 $ 9,60C
Loans charge-off — (57) — (454) (16) — (527)
Recoverie: — 80 54C 21C 7 — 837
Provision for loan losses 897 (672) (934) 512 71 45(C 32¢
Balance at December 31, $ 242« $ 532 $ 312 $§ 153 $ 112 $ 532 $ 10,23i

Year Ended December 31, 201
(Dollars in thousands)

C&Il Comm R/E Construction Res Mtg Installment Unallocatec  Total
Balance at January $ 1,27: $ 571t $ 551 $ 1,03t $ 52 $ 23¢ $ 8,86
Loans charge-off (18¢) (1,16%) (631) (29) (20) — (2,02¢)
Recoveries 24C 15 — 58 7 — 31E
Provision for loan losses 201 1,41( 787 19E 12 (157) 2,44¢
Balance at December 31, $ 1527 $ 597: $ 707 $ 1,26 $ 51 $ 82 $ 9,607

For the Year Ended December 31

2012 2011 2010
(Dollars in Thousands
Balance at the beginning of ye $ 9,60z $ 8,861 $ 8,711
Provision for loan losse 32t 2,44¢ 5,07¢
Loans charge-off (527) (2,029 (4,940
Recoveries on loans previously charged-off 837 31k 20
Balance at the end of year $ 10,237 $ 9,60z $ 8,86

The amount of interest income that would have ieearded on non-accrual loans in 2012, 2011 an@ Ba#l payments remained in
accordance with the original contractual terms $#87,000, $378,000 and $598,000, respectively.

At December 31, 2012, there were no commitmenisno additional funds to borrowers whose loans vmere-accrual or contractually past
due in excess of 90 days and still accruing intemrsvhose terms have been modified in troubldat destructurings.

The policy of the Corporation is to generally graammercial, mortgage and installment loans to Nergey residents and businesses within
its market area. The borrowers’ abilities to refiair obligations are dependent upon various fadtaiuding the borrowers’ income and net
worth, cash flows generated by the borrowers’ ugdeg collateral, value of the underlying collaterand priority of the lender’s lien on the
property. Such factors are dependent upon varicosagnic conditions and individual circumstancesdoelthe control of the Corporation. The
Corporation is therefore subject to risk of losseTorporation believes its lending policies ammtpdures adequately minimize the potential
exposure to such risks and that adequate provifioriean losses are provided for all known andenemt risks. Collateral and/or personal
guarantees are required for a large majority ofbgporation’s loans.
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The following table presents information about titeeibled debt restructurings (TDRs) by class tratezhduring the period indicated:

Year Ended December 31, 201
Pre-restructuring Postrestructuring

Outstanding Outstanding
Number of Recorded Recorded
Loans Investment Investment

(Dollars in Thousand:s
Troubled debt restructuring

Commercial Real Esta 13 22t $ 22E
Residential Mortgag 1 714 67t
Installment 1 1,35¢ 137

Total 3% 2,29 $ 1,037

The Corporation had no loans charged off in coniaeatith loan modifications at the time of the miazhtion during the twelve months enc
December 31, 2012.

The Corporation had one loan modified as a TDRiwithe previous twelve months that subsequentlgu&fd during the twelve months
ended December 31, 2012.

ASU No. 2011-02 provides guidance to creditorsefealuating whether a modification or restructuririgh receivable is a troubled debt
restructuring. In general, a modification or restaning of a loan constitutes a TDR if the Corpimaigrants a concession to a borrower
experiencing financial difficulty. Loans modified TDRs are placed on nagtcrual status until the Corporation determinesftitare collection ¢
principal and interest is reasonably assured, wh@terally requires that the borrower demonstraté®opmance according to the restructured t
for a period of at least six months. However, penfance prior to the modification, or significaneets that coincide with the modification, are
included in assessing whether the borrower can theatew terms and may result in the loan beingmetd to accrual status at the time of loan
modification or after a shorter performance peribthe borrower’s ability to meet the revised pamhschedule is uncertain, the loan remains on
non-accrual status.

Loans modified in a troubled debt restructuringed $8.3 million at December 31, 2012 of whichbhillion were on non-accrual status.
The remaining loans modified were current at theetof the restructuring and have complied withtéres of their restructure agreement.

In an effort to proactively manage delinquent Igahs Corporation has selectively extended to oelarrowers concessions such as rate
reductions, extension of maturity dates, princigaihterest forgiveness, adjusted repayment tefonisearance agreements, or combinations o
or more of these concessions. As of December 3I12,26ans on which concessions were made with cespadjusted repayment terms
amounted to $1.6 million. Loans on which combinagiof two or more concessions were made amouni®@.8million. The concessions gran
included principal concessions, rate reductionstéd repayment, extended maturity and paymentrdéfe
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Note 7 — Premises and Equipment

Premises and equipment are summarized as follows:

Estimated
Useful Life
(Years) 2012 2011
(Dollars in Thousands

Land = $ 2,40 $ 2,40z
Buildings 5-40 13,43¢ 12,71
Furniture, fixtures and equipme 2-20 17,22¢ 16,19:
Leasehold improvements 5-30 2,90( 1,83¢
Subtotal 35,96: 33,14
Less: accumulated depreciation and amortization 22,40( 20,81
Total premises and equipment, net $ 13,56: $ 12,321

Depreciation and amortization expense of premiedsguipment for the three years ended Decembem3dunted to $868,000 in 2012,
$926,000 in 2011 and $1,096,000 in 2010.

Note 8 — Goodwill and Other Intangible Assets
Goodwill

Goodwill allocated to the Corporation as of Decenfife 2012 and 2011 was $16,804,000. There werhaoges in the carrying amount of
goodwill during the fiscal years ended December2B81,2 and 2011.

The table below provides information regarding¢herying amounts and accumulated amortization afrtized intangible assets as of the
dates set forth below.

Gross Accumulated Net
Carrying Carrying
Amount Amortization Amount

(Dollars in Thousands
As of December 31, 2012

Core deposits $ 70 $ (649) $ 54
Total intangible assets 70z (649) 54
As of December 31, 2011

Core deposits $ 705 $ (605) $ 98
Total intangible assets 703 (605) 98

The current year and estimated future amortizatiqense for amortized intangible assets was $44¢@@D12 and $31,000, $18,000 and
$5,000, respectively, for 2013, 2014 and 2015.
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Note 9 — Deposits

Time Deposits

As of December 31, 2012 and 2011, the Corporattotes time deposits were $170.9 million and $194iBion, respectively. As of Decemhb

31, 2012, the contractual maturities of these tilmgosits were as follows:

(dollars in thousands) Amount

2013 $ 111,47:
2014 32,32¢
2015 12,43«
2016 10,32:
2017 4,29¢
Thereafter —
Total $ 170,85¢

The amount of time deposits with balances of $10D@& more was $110.8 million and $138.0 milliorod®ecember 31, 2012 and 2011,

respectively. As of December 31, 2012, the conti@anaturities of these time deposits were asvialo

(dollars in thousands) Amount
Three Months or Les $ 25,13t
Over Three Months through Six Mont 23,05:
Over Six Months through Twelve Mont 21,81:
Over Twelve Months 40,83t
Total $ 110,83!
Note 10 — Borrowed Funds:
Long-term borrowings at December 31, 2012 and 2faitisisted of the following:
2012 2011
(Dollars in Thousands

FHLB long-term advance $ 115,000 $ 120,00(
Securities sold under agreements to repurchase 31,00( 41,00(
Total long-term borrowings $ 146,000 $ 161,00(

Securities sold under agreements to repurchasavedge balances of $38.2 million and $67.4 milfmrthe years ended December 31,
2012 and 2011, respectively. The maximum amourstanding at any month end during 2012 and 2011344 million and $84.8 million,
respectively. The average interest rate paid oargs sold under agreements to repurchase wbdepercent and 3.39 percent for the years
ended December 31, 2012 and 2011, respectively.

In September 2012, the Corporation terminated adftillion repurchase agreement with Citi Globalrkt and prepaid a $5.0 million
advance from FHLB New York.
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Note 10 — Borrowed Funds: — (continued)

The weighted average interest rates on long temmowings at December 31, 2012 and 2011 were 3.8%peand 3.93 percent, respectively.
The maximum amount outstanding at any month-enthg@012 and 2011 was $161.0 million. The averatgrést rates paid on Federal Home
Loan Bank advances were 3.51 percent for the yerated December 31, 2012 and 2011.

At December 31, 2012 and 2011, advances from tHereEHome Loan Bank of New York (“FHLB”) amounted$115.0 million and $120.0
million, respectively. The FHLB advances had a \w&ig average interest rate of 3.44 percent and@edAfnt at December 31, 2012 and 2011,
respectively. These advances are secured by plefgét B stock, 1 — 4 family residential mortgagesmmercial real estate mortgages and U.S.
Government and Federal Agency obligations. The recksare subject to quarterly call provisions atdiscretion of the FHLB and at December
31, 2012 and 2011, are contractually scheduledefzayment as follows:

2012 2011

(Dollars in Thousands
2013 $ — 3 5,00(
2016 20,00( 20,00(
2017 55,00( 55,00(
2018 40,00( 40,00(
Total $ 115,000 $ 120,00(

The advance due in 2013 was prepaid by the Coiparet September 2012.

The securities sold under repurchase agreementkéo counterparties included in long-term dellest $31.0 million and $41.0 million at
December 31, 2012 and 2011, respectively. The weiigaverage rates were 5.90 percent and 5.31 pexctBecember 31, 2012 and 2011,
respectively. The schedule for contractual repayriseas follows:

2012 2011

(Dollars in Thousands
2015 $ =% 10,00(
2017 15,00( 15,00(
2018 16,00( 16,00(
Total $ 31,000 $ 41,00(

The repurchase agreement due in 2015 was termibgtéee Corporation in September 2012.
Note 11 — Subordinated Debentures:

During 2003, the Corporation formed a statutoryitess trust, which exists for the exclusive purpafs@) issuing Trust Securities
representing undivided beneficial interests inahgets of the Trust; (ii) investing the gross pedseof the Trust securities in junior subordinated
deferrable interest debentures (subordinated detes)tof the Corporation; and (iii) engaging inyotilose activities necessary or incidental
thereto. These subordinated debentures and tliedetecome effects are not eliminated in the cadat#d financial statements as the statutory
business trust is not consolidated in accordante WASB ASC 810-10. Distributions on the subordatatiebentures owned by the subsidiary
trust have been classified as interest expendwitonsolidated Statements of Income.
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Note 11 — Subordinated Debentures: — (continued)

The following table summarizes the mandatory reddsentrust preferred securities of the Corporai@tatutory Trust Il at December 31,

2012.
Securities Redeemable by
Issuance Date Issued Liguidation Value Coupon Rate Maturity Issuer Beginning
Floating
$1,000 per 3-month
Capital LIBOR + 285
12/19/03 $ 5,000,001 Security Basis Pointt 01/23/203< 01/23/200¢

Note 12 — Income Taxes

The current and deferred amounts of income taxresgéor the years ended December 31, 2012, 2012G4® respectively, are as follows:

2012 2011 2010
(Dollars in Thousand:s

Current:

Federa $ 5,50¢ $ 3,81¢ $ (27)
State 25¢ 187 19¢
Subtotal 5,76¢ 4,00t 171
Deferred:

Federa 1,08¢ 2,157 (197
State 827 1,24¢ 242
Subtotal 1,912 3,40¢ 51
Income tax expense $ 7,671 $ 7,411 $ 222

Reconciliation between the amount of reported inedax expense and the amount computed by applyegtatutory Federal income tax rate

is as follows:

2012 2011 2010
(Dollars in Thousands
Income before income tax expet $ 25,18: $ 21,337 $ 7,22¢
Federal statutory rate 35% 35% 34%
Computec“expecte” Federal income tax expen 8,81« 7,46¢ 2,457
State tax, net of Federal tax ben 70€ 93¢ 291
Bank owned life insuranc (35€) (36%) (417)
Tax-exempt interest and dividen (1,229 (595) (75)
Tax on bank owned life insurance policy surrendsn — — 53¢
Reversal of unrealized tax benefit & inter — — (2,557)
Bargain gain on Saddle River Valley Bank acquisi (319 — —
Other, net 55 (32) (22)
Income tax $ 7,671 $ 7,411 $ 227
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The tax effects of temporary differences that gige to significant portions of the deferred tagzetsand deferred tax liability at December 31,
2012 and 2011 are presented in the following table:

2012 2011
(Dollars in Thousands

Deferred tax assets

Impaired asset $ 1,967 $ 2,82(
Allowance for loan losse 4,04( 3,81(
Employee benefit plar 64 13
Unrealized losses on securities avail-for-sale 1,15¢
Pension actuarial loss 2,47% 2,15(
Other 454 512
Federal AMT Credit: — 854
NJ NOL — 37:¢
NJ AMA credits 131 21C
Total deferred tax assets $ 9,12¢ $ 11,89¢
Deferred tax liabilities:

Depreciatior $ 294 % 30z
Market discount accretic 14¢ 43
Deferred loan costs, net of fe 33C 397
Purchase accounting 60¢ 40
Unrealized gains on securities available-for-sale 5,67¢ —
Total deferred tax liabilities 7,05¢ 78%
Net deferred tax ass $ 2,07¢ $ 11,11:

Based on the Corporatiagnhistorical and current taxable income and thgepted future taxable income, management belienissniore likely
than not that the Corporation will realize the Héeref the net deductible temporary differencessérg at December 31, 2012 and 2011,
respectively.

At December 31, 2012, the Corporation has no fé@d@c state income tax loss carry forwards.

In assessing the realization of deferred tax assetaagement considers whether it is more likedyr thot that some portion or all of the
deferred tax assets will not be realized. The @tenealization of deferred tax assets is depeng®nt the generation of future taxable income
during periods in which those temporary differengesome deductible. Management considers the slkedtbokversal of deferred tax liabilities,
the projected future taxable income, and tax plagpsirategies in making this assessment. Durin@ 20#l 2011, based on the level of historical
taxable income and projections for future taxabt®mime over the periods in which the deferred taetasare deductible, the Corporation believes
the net deferred tax assets are more likely thanorioe realized.

The Corporation’s federal income tax returns arenognd subject to examination from the 2009 taxneyear and forward. The Corporatisn’
state income tax returns are generally open fra2608 and later tax return years based on indibistate statutes of limitations.
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Note 13 — Commitments, Contingencies and Concentiians of Credit Risk

In the normal course of business, the Corporatasdutstanding commitments and contingent liagdjtsuch as standby and commercial
letters of credit, unused portions of lines of dradd commitments to extend various types of ¢r&bmmitments to extend credit and standby
letters of credit generally do not exceed one year.

These financial instruments involve, to varying &g, elements of credit risk in excess of the arsotecognized in the consolidated finar
statements. The commitment or contract amountesfetiinancial instruments is an indicator of thep@eation’s level of involvement in each ty
of instrument as well as the exposure to credg inghe event of non-performance by the othenyparthe financial instrument.

The Corporation controls the credit risk of thasarficial instruments through credit approvals, téaind monitoring procedures. To minimize
potential credit risk, the Corporation generallguies collateral and other credit-related ternt @nditions from the customer. In the opinion of
management, the financial condition of the Corporawvill not be materially affected by the finaltoome of these commitments and contingent
liabilities.

A substantial portion of the Barkloans are secured by real estate located in Meseyl Accordingly, the collectability of a subgtahportior
of the loan portfolio of the Bank is susceptibleel@nges in the New Jersey real estate market.

The following table provides a summary of finandratruments with off-balance sheet risk at Decande 2012 and 2011.:

2012 2011

(Dollars in Thousand:s
Commitments under commercial loans and lines afit $ 129,79 $ 90,86¢
Home equity and other revolving lines of cre 46,79¢ 49,20:
Outstanding commercial mortgage loan commitm 30,95¢ 32,93¢
Standby letters of crec 1,70C 1,80(C
Performance letters of cre: 27,74% 20,48:
Outstanding residential mortgage loan commitm 2,207 —
Overdraft protection line 5,66¢ 5,85(
Other consumer — —
Total $ 244,86. $ 201,13¢

Other expenses include rentals for premises anig@gat of $805,000 in 2012, $710,000 in 2011 ar@P$BO0 in 2010. At December 31,
2012, the Corporation was obligated under a nurabron-cancelable leases for premises and equipmmamty of which provide for increased
rentals based upon increases in real estate tagetha cost of living index. These leases, mostlath have renewal provisions, are principally
operating leases. Minimum rentals under the tertisese leases for the years 2013 through 201%&84,000, $884,000, $895,000, $784,00C
$796,000, respectively. Minimum rentals due 201@ after are $8,091,000.

The Corporation is subject to claims and lawstigg arise in the ordinary course of business. Baped the information currently available
connection with such claims, it is the opinion cimagement that the disposition or ultimate deteation of such claims will not have a material
adverse impact on the consolidated financial pmsitiesults of operations, or liquidity of the Cargtion.

Note 14 — Stockholders’ Equity and Regulatory Requements

On January 12, 2009, the Corporation issued $1bmih nonvoting senior preferred stock to the \D@partment of Treasury under the
Capital Purchase Program. As part of the transacti® Corporation also issued warrants to the Tr&sury to purchase 173,410 shares of
common stock of the Corporation at an exerciseefc$8.65 per share. As a result of the successfapletion of a rights offering in October
2009, the number of shares underlying the wartaeit$ by the U.S. Treasury was reduced to 86,70feshar 50 percent of the original 173,410
shares as outlined by the provisions of the Capitathase Program.
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On September 15, 2011, the Corporation issued $ilion in nonvoting senior preferred stock te freasury under the Small Business
Lending Fund Program (“SBLF Program”). Under theBities Purchase Agreement, the Corporation issuéae Treasury a total of 11,250
shares of the Corporation’s Senior Non-CumulatiggoBtual Preferred Stock, Series B, having a liafine value of $1,000 per share.
Simultaneously, using the proceeds from the issiahthe SBLF Preferred Stock, the Corporation eeted from the Treasury, all 10,000
outstanding shares of its Fixed Rate Cumulativpé&aal Preferred Stock, Series A, liquidation ami@in000 per share, for a redemption price of
$10,041,667, including accrued but unpaid dividemul$o the date of redemption. The investmenté&nSBLF program provides the Corporation
with approximately $1.25 million additional Tierchpital. The capital received under the progranhallibw the Corporation to continue to serve
its small business clients through the commereiadling program.

On December 7, 2011, the Corporation repurchased/#nrants issued on January 12, 2009 to the WeBsliry as part of its participation in
the U.S. Treasury’s TARP Capital Purchase Progharie repurchase, the Corporation paid the U.8aJury $245,000 for the warrants.

Federal Deposit Insurance Corporation (“FDIC”) dimel Board of Governors of the Federal Reserve By§teRB") regulations require banks
to maintain minimum levels of regulatory capitahdér the regulations in effect at December 31, 2012 subject to the enhanced requirement
described below), the Bank was required to main(iiaa minimum leverage ratio of Tier | capitalttdal adjusted assets of 4.00 percent, and (ii)
minimum ratios of Tier | and total capital to riskeighted assets of 4.00 percent and 8.00 perasgectively.

Under its prompt corrective action regulations, ibgulators are required to take certain superyiaotions with respect to an undercapitalized
institution. Such actions could have a direct makexffect on the institution’s financial statem&nthe regulations establish a framework for the
classification of financial institutions into fiveategories: well capitalized, adequately capitdlizendercapitalized, significantly undercapitalized
and critically undercapitalized. Generally, anitosion is considered well capitalized if it hateaerage (Tier I) capital ratio of at least 5.00
percent; a Tier | risk-based capital ratio of aiste6.00 percent; and a total risk-based capitial of at least 10.00 percent.

The foregoing capital ratios are based in partpatiic quantitative measures of assets, liabdiied certain off-balance sheet items as
calculated under regulatory accounting practicegit@l amounts and classifications are also suljegtialitative judgments by the regulators
about capital components, risk weightings and oiéetors.

At December 31, 2012, management believes thadin& and the Parent Corporation met all capitafjadey requirements to which they are
subject.

The following is a summary of the Bank’s and thegRaCorporation’s actual capital amounts and sai® of December 31, 2012 and 2011,

compared to the FRB and FDIC minimum capital adeguequirements and the FRB and FDIC requirememntsléassification as a well-
capitalized institution.
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For Classification
Under Corrective

Union Center Minimum Action Plan
National Bank Capital Adequacy as Well Capitalized
Amount Ratio Amount Ratio Amount Ratio

(Dollars in Thousands
December 31, 2012

Leverage (Tier 1) capiti $ 143,29: 8.9% $ 63,757 4.0(% $ 79,69¢ 5.0(%
Risk-Based Capital:
Tier 1 $ 143,29: 11.35% $ 50,50( 40(% $ 75,75( 6.0(%
Total $ 153,77t 12.1¢% $ 101,00: 8.0(% $ 126,25: 10.0%
December 31, 2011

Leverage (Tier 1) capiti $ 127,47 9.15% $ 55,72¢ 4.0(% $ 69,657 5.0(%
Risk-Based Capital:
Tier 1 $ 127,47. 11.8% $ 43,17¢ 4.0% $ 64,76: 6.0(%
Total $ 137,07 12.7% $ 86,34¢ 8.0(% $ 107,93: 10.0%

Minimum Capital For Classification
Parent Corporation Adequacy as Well Capitalized
Amount Ratio Amount Ratio Amount Ratio
(Dollars in Thousands

December 31, 2012

Leverage (Tier 1) capiti $ 143,82: 9.02% $ 63,78( 4.0% $ 79,72t 5.0(%
Risk-Based Capital:
Tier 1 $ 143,82 11.3% $ 50,50¢ 40(% $ 75,76 6.0(%
Total $ 154,27: 12.22% $ 100,99t 8.0(% N/A N/A
December 31, 2011

Leverage (Tier 1) capiti $ 129,43 9.2% $ 55,73: 40(% $ 69,66! 5.0(%
Risk-Based Capital:
Tier 1 $ 129,43 12.0% $ 43,14¢ 4.0% $ 64,71¢ 6.0(%
Total $ 139,03¢ 12.8% $ 86,29: 8.0(% N/A N/A

The Corporation issued $5.2 million of subordinadeentures in 2003. These securities are incladedcomponent of Tier 1 Capital for
regulatory purposes.

On March 1, 2005, the Federal Reserve adoptedabrfite that allows the continued inclusion of ¢aitgling and prospective issuances of t
preferred securities in the Tier | Capital of bdrkding companies, subject to stricter quantitalivéts and qualitative standards. The new
guantitative limits became effective after a fiveay transition period ended March 31, 2009. Unldeffinal rules, trust preferred securities and
other restricted core capital elements are limiteB5% of all core capital elements. Amounts ofrieted core capital elements in excess of these
limits may be included in Tier Il Capital. Based @neview of the final rule, the Corporation betisvthat its trust preferred issues qualify as Tier
Capital. However, in the event that the trust pref&issues do not qualify as Tier | Capital, tleeg@ration would remain well-capitalized.

The Dodd-Frank Act includes certain provisionsenfteferred to as the “Collins Amendment,” conaggrthe capital requirements of the

United States banking regulators. These provisiwasntended to subject bank holding companiebdsame capital requirements as their bank
subsidiaries and to eliminate or significantly reelthe use of hybrid capital instruments, espsciallst preferred securities, as regulatory
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capital. Under the Collins Amendment, trust prefdrsecurities issued by a company, such as Uniate€CNational Bank, with total consolidated
assets of less than $15 billion before May 19, 21idtreated as regulatory capital are grandfathérg any such securities issued later are not
eligible as regulatory capital. The banking reguisiimust develop regulations setting minimum riakeal and leverage capital requirements for
holding companies and banks on a consolidated Hasisire no less stringent than the generallyiegdge requirements in effect for depository
institutions under the prompt corrective actionulagons. The banking regulators also must seekake capital standards countercyclical so that
the required levels of capital increase in timesafnomic expansion and decrease in times of ederzmntraction.

Note 15 — Comprehensive Income

Total comprehensive income includes all changesjuity during a period from transactions and othemts and circumstances from non-
owner sources. The Corporation’s other compreheriarome (loss) is comprised of unrealized holdjams and losses on securities available-
for-sale, obligations for defined benefit pensitempand an adjustment to reflect the curtailmerihefCorporation’s defined benefit pension plan,
net of taxes.

Disclosure of comprehensive income for the yeadedribecember 31, 2012, 2011 and 2010 is presamtbd iConsolidated Statements of
Comprehensive Income. The table below providesan@liation of the components of other comprehemgicome to the disclosure provided in
the Consolidated Statement of Comprehensive Income.

Years Ended December 31

2012 2011 2010
(Dollars in Thousands

Reclassification adjustments for OTTI losses inellich income $ 87C $ 34z $ 5,57¢
Tax effect (26%) (119) (1,127

Net of tax amount 60E 228 4,45¢
Unrealized gains on available for sale secur 19,81¢ 8,99( 3,82
Tax effect (7,444) (3,48¢) (1,799

Net of tax amount 12,37¢ 5,50¢ 2,031
Reclassification adjustment for realized gainsirgisluring this period (2,887) (3,976 (4,237)
Tax effect 87¢ 1,38( 852

Net of tax amount (2,009 (2,596 (3,38%)
Unrealized holding gains on securities transfefrech available-for-sale to

held-to-maturity securities — 291 —
Tax effect — (110 —

Net of tax amount — 181 —
Unrealized holding gains on securities transfefrech available-for-sale to

held-to-maturity securities 2 (4€) —
Tax effect 1 28 —

Net of tax amount (@) (18) —
Pension plan
Actuarial loss (790) (1,649 —
Tax effect 328 584 —

Net of tax amount (467) (1,06%) —
Other comprehensive income, net of tax $ 10,50¢ $ 2,22¢ $ 3,101
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Accumulated other comprehensive income (loss) aebBéer 31, 2012 and 2011 consisted of the following

2012 2011
(Dollars in Thousand:s
Investment securities available for sale, net »f $ 8,781 $ (2,19¢)
Unamortized component of securities transferrethfevailable-for-sale to
helc-to-maturity, net of ta 162 168
Defined benefit pension and post-retirement plasspf tax (3,880) (3,419
Total $ 5,06 $ (5,44¢6)

Note 16 — Pension and Other Benefits
Defined Benefit Plans

The Corporation maintained a non-contributory pemgilan for substantially all of its employees L8gptember 30, 2007, at which time the
Corporation froze its defined benefit pension plHEme benefits are based on years of service anentipdoyee’s compensation over the prior five-
year period. The plan’s benefits are payable irfdhm of a ten year certain and life annuity. Thengs intended to be a tax-qualified defined
benefit plan under Section 401(a) of the Interraléhue Code. The pension plan generally coversamgs of Union Center National Bank and
the Parent Corporation who had attained age 2tamgpleted one year of service prior to SeptembePB07. Payments may be made under the
Pension Plan once attaining the normal retiremgatod 65 and are generally equal to 44 percentpafricipant’s highest average compensation
over a 5-year period.

The following table sets forth changes in projediedefit obligation, changes in fair value of pimsets, funded status, and amounts
recognized in the consolidated statements of cimmdior the Corporation’s pension plans at Decen®ier2012 and 2011.

2012 2011
(Dollars in Thousand:s

Change in Benefit Obligation:

Projected benefit obligation at beginning of y $ 12,34 % 11,03:
Interest cos 55E 58¢
Actuarial loss 1,38¢ 1,33¢
Benefits paid (756) (611)
Projected benefit obligation at end of year $ 13,53: $ 12,34¢
Change in Plan Assets

Fair value of plan assets at beginning ) $ 6,762 $ 6,99:
Actual return on plan asse 681 (111
Employer contribution 347 491
Benefits paid (75€) (611)
Fair value of plan assets at end of year $ 703 % 6,762
Funded status $ (6,499 $ (5,589

Amounts related to unrecognized actuarial lossethfoplan, on a preax basis, that have been recognized in accumuddbext comprehensi
loss amounted to $6,354,000 and $5,563,000 at De®edd, 2012 and 2011, respectively.
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The net periodic pension cost for 2012, 2011 ariD20cludes the following components:

2012 2011 2010
(Dollars in Thousands
Interest cos $ 55 $ 58¢ $ 601
Expected return on plan ass (377) (387) (419
Net amortizatior 294 17¢ 13C
Net periodic pension expen $ 472 $ 387 $ 31¢

The following table presents the assumptions usedlculate the projected benefit obligation inteafthe last three years.

2012 2011 2010
Discount rate 4.02% 4.6% 5.25%
Rate of compensation incree N/A N/A N/A
Expected lon-term rate of return on plan ass 5.5(% 5.5(% 6.25%
The following information is provided for the yemmded December 31.:
2012 2011 2010

(Dollars in Thousand:s
Weighted average assumptions used to determingenietic benefit cost for
years ended December

Discount rate 4.64% 5.25% 5.7%%
Expected lon-term return on plan asse¢ 5.5(% 5.5(% 6.25%
Rate of compensation incree N/A N/A N/A

The process of determining the overall expected-tenm rate of return on plan assets begins witveew of appropriate investment data,
including current yields on fixed income securitibistorical investment data, historical plan perfance and forecasts of inflation and future total
returns for the various asset classes. This datasfthe basis for the construction of a best-esémenge of real investment return for each asset
class. An average, weighted real-return rangengpced reflecting the plag’'expected asset mix, and that range, when combiiteén expecte
inflation range, produces an overall best-estimateected return range. Specific factors such apltrés investment policy, reinvestment risk ¢
investment volatility are taken into consideratauring the construction of the best estimate reirn range, as well as in the selection of thal
return assumption from within the range.

Plan Assets

The Union Center National Bank Pension Trust's Wwiid-average asset allocation at December 31, 2014, and 2010, by asset category, is
as follows:

Asset Category 2012 2011 2010
Equity securitie: 6C% 47% 44%
Debt and/or fixed income securiti 3% 41% 3%

Alternative investments, including commodities,giign currency and real

estate 1% 4% —%

Cash and other alternative investments, includedgle funds, equity

structured notes —% 8% 19%

Total 10(% 10(% 10(%
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The general investment policy of the Pension Tisufdr the fund to experience growth in assets wikhtallow the market value to exceed the

value of benefit obligations over time. Appropridfeersification on a total fund basis is achiebgdollowing an allowable range of commitment
within asset category, as follows:

Range Target
Equity securitie: 42-48% 45%
Debt and/or fixed income securiti 37-43% 40%
International equit 12-18% 15%
Short terrr N/A N/A
Other N/A N/A

The fair values of the Corporation’s pension plasets at December 31, 2012 and 2011, by assebogtege as follows:

December 31

2012 Fair Value Measurements at Reporting Date Usin
Quoted Prices
in Active Significant
Markets for Other Significant
Identical Asset: Observable Unobservable
Inputs Inputs
(Level 1) (Level 2) (Level 3)
(Dollars in Thousands
Cash $ 42 $ 42 $ — 3 —
Equity securities
U.S. companie 3,15¢ 3,15¢ — —
International companie 1,051 1,051 — —
Debt and/or fixed income securities 2,78 2,78 — —
Total $ 7,03¢ $ 7,03¢ $ — 3 —
December 31
2011 Fair Value Measurements at Reporting Date Usin
Quoted Prices
in Active Significant
Markets for Other Significant
Identical Asset: Observable Unobservable
Inputs Inputs
(Level 1) (Level 2) (Level 3)
(Dollars in Thousands
Cash $ 512 $ 512 $ — 3 —
Equity securities
U.S. companie 1,78¢ 1,78¢ — —
International companie 1,40¢ 1,40¢ — —
U.S. Treasury securitie 2,79¢ 2,79¢ — —
Commodities 25¢ 25€ — —
Total $ 6,76: $ 6,76: $ — 3 =
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The investment manager is not authorized to pusstejuire or otherwise hold certain types of miaskeurities (subordinated bonds, real
estate investment trusts, limited partnershipsedaduts, naked calls, stock index futures, oil, gamineral exploration ventures or unregistered
securities) or to employ certain types of markehteques (margin purchases or short sales) or ttgenge, pledge, hypothecate, or in any manner
transfer as security for indebtedness, any secowityed or held by the Plan.

Cash Flows
Contributions
The Bank expects to contribute $450,000 to its ®eriErust in 2013.

The Preservation of Access to Care for MedicarecBeiaries and Pension Relief Act of 2010, sign&d law on June 25, 2010, permits sir
employer and multiple employer defined benefit @aonsors to elect to extend the plan’s amortimgtieriod of a Shortfall Amortization Base
over either a nine year period or a fifteen yeaioge rather than the seven year period requirettuthe Pension Protection Act of 2006. The
relief was available for any two Plan Years 200&tigh 2011.

The Bank has elected to apply the Pension Reliefifieen year amortization of the Shortfall Amagtion Bases established for the 2009 and
2011 Plan Years.

The Moving Ahead for Progress in the2Century Act which was enacted on July 6, 2012 doathspecial rules related to funding
stabilization for single employer defined benefdns. Under these provisions, the interest rated tescalculate the plan’s funding percentages
and minimum required contribution are adjustedexzasary to fall within a specified range thatatednined based on an average of rates for the
25 year period ending on September 30 of the caleyehr preceding the first day of the Plan year.Fian years beginning in 2012, the range is
90% - 110% of the 25 year average. The effect@ffbplication of the adjusted rates was to redue®012 required minimum contribution to the
Plan to approximately $300,000. However, the agthas recommended that the contribution for the338an year be at least $450,000 in order
to continue to make progress toward fully funditgRiabilities and that amount has been contrithdite the 2012 Plan Year.

Estimated Future Benefit Payme

The following benefit payments, which reflect exigecfuture service, as appropriate, are expectbe fwaid in each year 2013, 2014, 2015,
2016, 2017 and years 2018-2022, respectively: $836,5746,985, $754,368, $755,657, $739,069 argP$3,09.

401(k) Benefit Plan
The Corporation maintains a 401(k) employee saviihgs to provide for defined contributions whichvecs substantially all employees of the

Corporation. The Corporation’s contribution to41(k) plan provided a dollar-for-dollar matchingntribution up to six percent of salary
deferrals for the periods presented. For 2012, 2012010, employer contributions amounted to $0h,$358,000 and $294,000, respectively.
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At December 31, 2012, the Corporation maintainea $tock-based compensation plans from which newtgi@uld be issued. The 2009
Equity Incentive Plan permits the grant of “inceatstock options” as defined under the InternaldRere Code, non-qualified stock options,
restricted stock awards and restricted stock umétres to employees, including officers, and corsiitt of the Corporation and its subsidiaries.
The 2003 Non-Employee Director Stock Option Plammis the grant of non-qualified stock optionshe Corporation’s non-employee directors.
An aggregate of 392,292 shares remain availablgréort under the 2009 Equity Incentive Plan andgagregate of 403,219 shares remain
available for grant under the 2003 Non-Employee@ior Stock Option Plan. Such shares may be trgabares, newly issued shares or a
combination thereof.

Options have been granted to purchase common gtoadpally at the fair market value of the stodklee date of grant. Options vest over a
three year vesting period starting one year dfterdate of grant and generally expire ten years tiee date of grant.

The total compensation expense related to thess plas $39,000, $35,000 and $51,000 for the yealsceDecember 31, 2012, 2011 and
2010, respectively.

As a result of the compensation expense relatetbtik options: (i) for the year ended Decembe2812, the Corporation’s income before
income taxes and net income was reduced by $3800&23,000, respectively; (ii) for the year enBedember 31, 2011, the Corporation’s
income before income taxes and net income was eeldoyg $35,000 and $21,000, respectively; andféiithe year ended December 31, 2010,
Corporation’s income before income taxes and restrite was reduced by $51,000 and $31,000, resplgctive

Under the principal option plans, the Corporaticeyrgrant restricted stock awards to certain em@syRestricted stock awards are non-
vested stock awards. Restricted stock awards depéendent of option grants and are generally sutgdorfeiture if employment terminates pr
to the release of the restrictions. Such awardsrgdly vest during a period specified at the dditgrant. During that period, ownership of the
shares cannot be transferred. Restricted stocthhasame cash dividend and voting rights as ottneon stock and is considered to be currently
issued and outstanding. The Corporation expengesoit of the restricted stock awards, which ismeined to be the fair market value of the
shares at the date of grant, ratably over the gehiming which the restrictions lapse. During 204,225 shares were awarded while in 2011, 2
shares were awarded. During 2010, 2,803 sharesameraded. 2012 and 2011 shares were purchased opdn market while 2010 shares were
issued from Treasury shares. The amount of comfiensapst related to restricted stock awards inetlith salary expense was $25,000, $25,000
and $25,000 in 2012, 2011 and 2010, respectivedyoffDecember 31, 2012, all shares relating taictstl stock awards were vested. Thus, there
were no restricted stock awards outstanding at mbee 31, 2012.

Options covering 27,784, 27,784 and 38,203 shaegs granted on March 1, 2012, March 1, 2011 anacMar 2010, respectively. The fair
value of share-based payment awards was estimsitegl the Black-Scholes option pricing model witk tbllowing assumptions and weighted
average fair values:

2012 2011 2010
Weighted average fair value of gra $ 20 % 1.8¢ $ 2.1¢€
Risk-free interest rat 2.0%% 2.1% 2.2%
Dividend yield 1.24% 1.32% 1.41%
Expected volatility 22.0/% 22.2% 28.6(%
Expected life in month 68 65 62
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Option activity under the principal option planscdifecember 31, 2012 and changes during the twatweths ended December 31, 2012\
as follows:

Weighted-
Average
Weighteo- Remaining
Average Contractual Aggregate
Exercise Term Intrinsic
Shares Price (In Years) Value
Outstanding at December 31, 2( 171,37¢ % 10.01
Granted 27,78¢ 9.64
Exercisec (15,58¢) 8.9¢
Forfeited/cancelled/expired —
Outstanding at December 31, 2012 183,57: $ 9.97 6.0 $ 360,67¢
Exercisable at December 31, 2012 117,11: $ 10.42 4.7¢  $ 189,18

The aggregate intrinsic value of options aboveasgmts the total pre-tax intrinsic value (the défee between the Corporatisrelosing stoc
price on the last trading day of 2012 and the @gengrice, multiplied by the number of in-the-morogtions) that would have been received by
the option holders had all option holders exerctbed options on December 31, 2012. This amouahghs based on the fair market value of the
Parent Corporation’s stock.

As of December 31, 2012, $95,000 of total unrecoephicompensation cost related to stock optionspsaed to be recognized over a
weighted-average period of 1.48 years. Changeptiores outstanding during the past three years agfellows:

Exercise Price

Stock Option Plan Shares Range per Share
Outstanding, December 31, 2009 (124,271 sharesisable) 192,00: $7.67 to $15.7.
Granted during 201 38,200 $ 8.53
Exercised during 201 — $ 0.00
Expired or canceled during 2010 (31,259 $7.67 to $15.7.
Outstanding, December 31, 2010 (138,898) sharasisable) 198,94¢ $7.67 to $15.7.
Granted during 201 27,78: % 9.11
Exercised during 201 (42,49H $ 7.71
Expired or canceled during 2011 (12,85)) $10.50 to $15.7.
Outstanding, December 31, 2011 (105,388) sharasisable) 171,37¢ $7.67 to $15.7.
Granted during 201 27,78: % 9.64
Exercised during 201 (15,58¢) $7.67 to $10.5!
Expired or canceled during 2012 — 3 0.00
Outstanding, December 31, 2012 (117,111) sharesisable) 183,57 $7.67 to $15.7.

Under the Director Stock Option Plan, there weoelsbptions granted with a weighted average fdineraf 27,784 and $2.03, 27,784 and
$1.89 and 38,203 and $2.16 during the years enéedrbber 31, 2012, 2011 and 2010, respectively €Tlere 2,125, 2,780 and 2,803 stock
options granted under the Employee Stock Incerftlaa during the years ended December 31, 2012, 204 P010, respectively.
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Certain restrictions, including capital requirensemxist on the availability of undistributed netfits of the Bank for the future payment of
dividends to the Parent Corporation. A dividend may/be paid if it would impair the capital of tBank. Furthermore, prior approval by the O
is required if the total of dividends declared ioadendar year exceeds the total of the Bank'gradits for that year combined with the retained
profits for the two preceding years. At DecemberZ112, approximately $36.1 million was availalie fayment of dividends based on the
preceding guidelines.

Note 19 — Fair Value Measurements and Fair Value dfinancial Instruments

Management uses its best judgment in estimatinfgihgalue of the Corporation’s financial and nfmancial instruments; however, there are
inherent weaknesses in any estimation techniquexeftre, for substantially all financial and nondicial instruments, the fair value estimates
herein are not necessarily indicative of the am®tim Corporation could have realized in a salestietion on the dates indicated. The estimated
fair value amounts have been measured as of #spective year-ends and have not been re-evaloatgatiated for purposes of these financial
statements subsequent to those respective datesicAsthe estimated fair values of these finaraidl nonfinancial instruments subsequent to
respective reporting dates may be different tharathounts reported at each year-end.

FASB ASC 820-10-05 defines fair value, establishé@smework for measuring fair value, establishésae-level valuation hierarchy for
disclosure of fair value measurement and enharisesgure requirements for fair value measuremditts.valuation hierarchy is based upon the
transparency of inputs to the valuation of an agséability as of the measurement date.

FASB ASC 820-10-65 provides additional guidancegstimating fair value in accordance with FASB A&ZD-10-05 when the volume and
level of activity for the asset or liability havigsificantly decreased. This ASC also includes gnitk on identifying circumstances that indicate a
transaction is not orderly.

FASB ASC 820-10-05 establishes a fair value hidératbat prioritizes the inputs to valuation methoded to measure fair value. The
hierarchy gives the highest priority to unadjusgjedted prices in active markets for identical asseliabilities (Level 1 measurements) and the
lowest priority to unobservable inputs (Level 3 s@@ments). The three levels of the fair valueanaty under FASB ASC 820-10-05 are as
follows:

* Level 1: Unadjusted quoted prices in active markets tteaaacessible at the measurement date for identicedstricted assets or
liabilities.

« Level 2: Quoted prices for similar assets and liabilitreactive markets, and inputs that are observaisléhke asset or liability, either
directly or indirectly, for substantially the fuktrm of the financial instrumer

» Level 3: Prices or valuation techniques that require ispliat are both significant to the fair value measwent and unobservable (for
example, supported with little or no market actiyi

An asset’s or liability’s level within the fair uaé hierarchy is based on the lowest level of itpat is significant to the fair value
measurement.
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The following information should not be interpreteslan estimate of the fair value of the entiregpGration since a fair value calculation is
only provided for a limited portion of the Corpaaat's assets and liabilities. Due to a wide ranfyeatuation techniques and the degree of
subjectivity used in making the estimates, compasdetween the Corporatisrdisclosures and those of other companies magenoteaningfu
The following methods and assumptions were usestimate the fair values of the Corporatiassets measured at fair value on a recurring
at December 31, 2012 and December 31, 2011:

Cash and Cash Equivalents
The carrying amounts for cash and cash equivaégypeoximate those assets’ fair value.
Securities Availabl-for-Sale

Where quoted prices are available in an active etadecurities are classified with Level 1 of tladuation hierarchy. Level 1 inputs include
securities that have quoted prices in active markgtidentical assets. If quoted market pricesnateavailable, then fair values are estimated by
using pricing models, quoted prices of securitiéh wimilar characteristics, or discounted casiWwfioExamples of instruments, which would
generally be classified within Level 2 of the vdlaa hierarchy, include municipal bonds and certaency collateralized mortgage obligation:
certain cases where there is limited activity ia tharket for a particular instrument, assumptionstrbe made to determine their fair value an
classified as Level 3. Due to the inactive conditid the markets amidst the financial crisis, tlegg@ration treated certain securities as Level 3
securities in order to provide more appropriatei@abns. For assets in an inactive market, thednfent trades that do occur are not a true
indication of fair value. When measuring fair valthe valuation techniques available under the etaagproach, income approach and/or cost
approach are used. The Corporation’s evaluaticnbased on market data and the Corporation emptoybinations of these approaches for its
valuation methods depending on the asset class.

At December 31, 2012, the Corporation’s pooledttpusferred security, ALESCO VII, was classifiedla&vel 3. Market pricing for the Level
3 securities varied widely from one pricing servicenother based on the lack of trading. As sti@se securities were considered to no longer
have readily observable market data that was artoaupport a fair value as prescribed by FASE830-10-05. The fair value measurement
objective remained the same in that the price vedeby the Corporation would result from an ordérnsaction (an exit price notion) and that
observable transactions considered in fair valuewet forced liquidations or distressed saleb@nteasurement date.

In regards to the pooled trust preferred secufiiggled TRUPS”), the Corporation was able to deteatiair value of the TRUPS using a
market approach validation technique based on L2vgbuts that did not require significant adjustiise The Level 2 inputs included:

(a) Quoted prices in active markets for similar TRURS\insignificant adjustments for differences betwehe TRUPS that the Corporat
holds and similar TRUP

(b) Quoted prices in markets that are not adtie¢ represent current transactions for the sansemolar TRUPS that do not require
significant adjustment based on unobservable in

Since June 30, 2008, the market for these TRUP $®dramme increasingly inactive. The inactivity waglenced first by a significant wideni
of the bid-ask spread in the brokered markets iichvthese TRUPS trade and then by a significantedese in the volume of trades relative to
historical levels as well as other relevant factétsDecember 31, 2012, the Corporation determthatithe market for similar TRUPS had
stabilized. That determination was made considdhiagthere are more observable transactionsfidfesi TRUPS, the prices for those
transactions that have occurred are current angjpoesent fair value, and the observable pricethfise transactions have stabilized over time,
thus increasing the potential relevance of thosetations. However, the Corporation’s one TRUPBestember 31, 2012 has been classified
within Level 3 because the Corporation determired significant adjustments using unobservabletspte required to determine a true fair v
at the measurement date.
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Note 19 — Fair Value Measurements and Fair Value dfinancial Instruments — (continued)

The Corporation held one variable rate privatellabBateralized mortgage obligation (CMO), whiclasvalso evaluated for impairment. The
Variable Rate Collateralized Mortgage Obligatiorsvegiginally issued in 2006 and is 30 year Adjuktdbate Mortgage loan secured by a first
lien, fully amortizing one-to-four residential mgage loans. The tranche purchased was a Super Sétfi@an original credit rating of AAA/AA.
The top five states geographic concentration casegrin the deal were California 18.2 percent, Ar&0.5 percent, Virginia 6.1 percent, Florida
6.5 percent and Nevada 6.3 percent. No one stagzdgd a 25 percent concentration. These stateshean heavily impacted by the financial
crises and as such have sustained heavy delin@seaiftécting the credit rating of the security. ldgement applied aggressive default rates to
identify if any credit impairment exists, as thémmds were downgraded to below investment grade.Cdrporation recorded $318,000 in
principal losses on the bond in 2012, and an dtien-temporary impairment charge of $484,000, whigitesents 15.3 percent of the par amount
of $3.2 million. The new cost basis for the seguhias been written down to $2.1 million, and thléswgity was subsequently sold at this book v
in January 2013. This bond was transferred frorall8uo level 2 as of December 31, 2012.

The Corporation determined that an income approathation technique (present value technique)ratimizes the use of relevant
observable inputs and minimizes the use of unobbdavinputs will be equally or more representatif/éir value than the market approach
valuation technique used at the prior measurensBsdAs a result, the Corporation used the digaat® adjustment technique to determine fair
value.

The fair value as of December 31, 2012 was deteunlty discounting the expected cash flows ovelifilnef the security. The discount rate
was determined by deriving a discount rate whenrtagkets were considered more active for this tyfggecurity. To this estimated discount rate,
additions were made for more liquid markets andeiased credit risk as well as assessing the mistkeeisecurity, such as default risk and severity
risk. The securities continue to make schedulel flas/s and no material cash flow payment defaldtge occurred to date.

Securities Hel-to-Maturity

The fair value of the Company’s investment seasitield-to-maturity was primarily measured usirfigrimation from a third-party pricing
service.

Loans Held for Sale

Loans held for sale are required to be measurtdtedower of cost or fair value. Under FASB ASC 82B05, market value is to represent fair
value. Management obtains quotes or bids on gdhdrof these loans directly from the purchasingiicial institutions.

Loans Receivabli

The fair value of performing loans, except resiggdmhortgages, is calculated by discounting schelobsh flows through the estimated
maturity using estimated market discount ratesrifédct the credit and interest rate risks inhenethe loan. The estimate of maturity is based on
the historical experience of the Bank with prepagtador each loan classification, modified as reggiby an estimate of the effect of current
economic and lending conditions. For performingd®stial mortgage loans, fair value is estimatedlisgounting contractual cash flows adjusted
for prepayment estimates using discount rates barsesgcondary market sources adjusted to refléferelnces in servicing and credit costs.
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Note 19 — Fair Value Measurements and Fair Value dfinancial Instruments — (continued)
Restricted Stock

The carrying amount of restricted investments inkbostocks, which includes stock of the Federal Howmgn Bank of New York, Federal
Reserve Bank of New York and Atlantic Central BasskBank, approximates fair value, and considerdittieed marketability of such securities.

Accrued Interest Receivable and Payal

The carrying value of accrued interest receivahbaccrued interest payable approximates its fires
Deposits

The fair value of deposits with no stated matustych as non-interest-bearing demand deposits)gsaind interest-bearing checking
accounts, and money market and checking accosrgguial to the amount payable on demand as of Omwedi, 2012 and 2011. The fair value
of certificates of deposit is based on the discedinalue of contractual cash flows. The discoutd imestimated using the rates currently offered
for deposits of similar remaining maturities.

Short-Term Borrowings

Short-term borrowings that mature within six mordinsl securities sold under agreements to repurdtaasefair values which approximate
carrying value.

Long-Term Borrowings

Fair values of FHLB advances are estimated usisgpdinted cash flow analysis, based on quoted ploceew FHLB advances with similar
credit risk characteristics, terms and remainingumity. These prices obtained from this active nearepresent a market value that is deemed to
represent the transfer price if the liability wassumed by a third party.

Subordinated Deb

The fair value of subordinated debentures is eséichhy discounting the estimated future cash flasg)g market discount rates of financial
instruments with similar characteristics, terms sdaining maturity.

Off-Balance Sheet Financial Instruments

The fair value of commitments to extend credits8reated using the fees currently charged to eéntersimilar agreements, taking into
account the remaining terms of the agreementshtengresent creditworthiness of the counterparfiesfixed rate loan commitments, fair value
also considers the difference between currentdesfeinterest rate and the committed rates.

The fair value of financial standby letters of dtéslbased on fees currently charged for simiggmeaments or on the estimated cost to
terminate them or otherwise settle the obligatiwitk the counterparties.

Assets and Liabilities Measured at Fair Value on &ecurring Basis
For financial assets and liabilities measurediatviue on a recurring basis, the fair value meaments by level within the fair value

hierarchy used at December 31, 2012 and Decemb@021 are as follows:
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Note 19 — Fair Value Measurements and Fair Value dfinancial Instruments — (continued)

December 31

Financial Instruments Measured at Fair Value oreauRing
Basis:
U.S. treasury and agency securi $
Federal agency obligatiol
Residential mortgage pe«through securitie
Commercial mortgage pe-through securitie
Obligations of U.S. states and political subdiuie
Trust preferred securitie
Corporate bonds and not
Collateralized mortgage obligatio
Asse-backed securitie
Certificates of depos
Equity securitie:
Other securities

Securities available-for-sale $

2012 Fair Value Measurements at Reporting Date Usin
Quoted
Prices
in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs
(Level 1) (Level 2) (Level 3)
(Dollars in Thousands
11,90¢ $ 11,90¢ $ — 3 —
20,53¢ — 20,53¢ —
53,78¢ — 53,78¢ —
9,96¢ — 9,96¢ —
107,71 46¢ 107,24! —
21,24¢ — 21,21 36
237,40! — 237,40! —
2,12( — 2,12( —
19,74 — 19,74 —
2,86t — 2,86¢ —
32t 32t — —
9,19¢ 9,19¢ — —
496,81! $ 21,90 $ 474,87t $ 36

December 31

Financial Instruments Measured at Fair Value oreelRing
Basis:
Federal agency obligatiol $
Residential mortgage pethrough securitie
Obligations of U.S. states and political subdiuie
Trust preferred securitie
Corporate bonds and not
Collateralized mortgage obligatio
Asse-backed securitie
Equity securitie:
Other securities

Securities available-for-sale $

2011 Fair Value Measurements at Reporting Date Usin
Quoted
Prices
in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs
(Level 1) (Level 2) (Level 3)
(Dollars in Thousands
24,96¢ $ 2,00 $ 22,965 $ —
115,36« — 115,36 —
69,17 397 68,77¢
16,18 — 15,97 21€
173,11 2,00( 171,11 —
1,89¢ — — 1,89¢
7,658 — 7,65:¢ —
262 262 — —
5,88: 5,88: — —
414,50° $ 10,54¢ $ 401,84t $ 2,11t
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Note 19 — Fair Value Measurements and Fair Value dfinancial Instruments — (continued)

The fair values used by the Corporation are obtbfrean an independent pricing service and represigmer quoted market prices for the
identical securities (Level 1 inputs) or fair vadugetermined by pricing models using a market aggrahat considers observable market data,
such as interest rate volatilities, LIBOR vyieldeeircredit spreads and prices from market makeatdiam trading systems (Level 2). The fair
values of the federal agency obligations, obligatiof states and political subdivision and corpolainds and notes measured at fair value using
Level 1 inputs at December 31, 2012 and 2011 repted the purchase price of the securities sireewlere acquired near year-end 2012 and

2011.

The following table presents the changes in seearévailable-for-sale with significant unobseneatniputs (Level 3) for the year ended

December 31, 2012 and December 31, 2011:

2012 2011

(Dollars in Thousand:s
Beginning balance, January $ 2,11 % 2,87(
Transfers into Level — —
Transfers out of Level (2,120 —
Principal interest deferra 11€ 11¢
Principal paydowr (272) (697)
Total net losses included in net inco (68) —
Total net unrealized (losses) gains 26E (17€)
Ending balance, December 31, $ 3€ % 2,11t

Assets Measured at Fair Value on a Non-Recurring Bas

For assets measured at fair value on a non-regurasis, the fair value measurements at Decemh@032 and 2011 are as follows:

December 31

2012 Fair Value Measurements at Reporting Date Usin
Quoted Prices
in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs
(Level 1) (Level 2) (Level 3)
(Dollars in Thousands
Assets Measured at Fair Value on a Non-Recurrir
Basis:
Impaired loan: $ 4,79 $ — $ — % 4,79(
Other real estate ownt 1,30(¢ — — 1,30(C

December 31

2011 Fair Value Measurements at Reporting Date Usin
Quoted Prices
in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Assets Inputs Inputs
(Level 1) (Level 2) (Level 3)
(Dollars in Thousands
Assets Measured at Fair Value on a Non-Recurrir
Basis:
Impaired loan: $ 10,74( $ — $ — 8 10,74(
Other real estate ownt 591 — — 591
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Note 19 — Fair Value Measurements and Fair Value dfinancial Instruments — (continued)

The following methods and assumptions were usedgtimate the fair values of the Corporation’s assetasured at fair value on a non-
recurring basis at December 31, 2012 and 2011:

Impaired Loans. The value of an impaired loan is measured based thgopresent value of expected future cash flassodnted at the
loan’s effective interest rate, or the fair valdete collateral if the loan is collateral dependé&@maller balance homogeneous loans that are
collectively evaluated for impairment, such asdestial mortgage loans and installment loans, peeically excluded from the impaired loan
portfolio. The Corporation’s impaired loans arenarily collateral dependent. Impaired loans aréviddally assessed to determine that each
loan’s carrying value is not in excess of the failue of the related collateral or the presentealiithe expected future cash flows. At December
31, 2012 and 2011, impaired loans totaled $5,486z01@ $11,825,000, respectively. The amount ofedlaaluation allowances was $645,000 at
December 31, 2012 and $1,085,000 at December 31, 20

Other Real Estate OwnedCertain assets such as OREO are measured atlizrleas cost to sell. The Corporation believestthafair
value component in its valuation follows the promiss of FASB ASC 820-10-05. Fair value of OREOéseiimined by sales agreements or
appraisals by qualified licensed appraisers apptevel hired by the Corporation. Costs to sell dagedt with OREO are based on estimation per
the terms and conditions of the sales agreemerapmaisal.

Fair Value of Financial Instruments

FASB ASC 825-10 requires all entities to discldse ¢stimated fair value of their financial instrurthassets and liabilities. For the
Corporation, as for most financial institutionsg thajority of its assets and liabilities are coasidl financial instruments as defined in FASB ASC
825-10. Many of the Corporation’s financial instreims, however, lack an available trading marketasacterized by a willing buyer and willing
seller engaging in an exchange transaction. Isis the Corporation’s general practice and interttdld its financial instruments to maturity and
not to engage in trading or sales activities exéapibans held-for-sale and investment secur#ieslable-for-sale. Therefore, significant
estimations and assumptions, as well as presamt ealculations, were used by the CorporationHerpurposes of this disclosure.

Investment Securities Held-to-Maturity. The fair value of the Corporation’s investment seims held-to-maturity was primarily measured
using information from a third-party pricing sem@idf quoted prices were not available, fair valuese estimated primarily by obtaining quoted
prices for similar assets in active markets orugtothe use of pricing models. In cases where timeiebe limited or less transparent information
provided by the Corporation’s thiqgarty pricing service, fair value may be estimaigdhe use of secondary pricing services or thrahghuse o
non-binding third-party broker quotes.

Loans. The fair value of the Corporation’s loans was eated by discounting the expected future cash flesisg the current interest rates at
which similar loans would be made to borrowers githilar credit ratings and for the same remaimirgjurities. Loans were segregated by types
such as commercial, residential and consumer Id&aqsected future cash flows were projected basetbatractual cash flows, adjusted for
estimated prepayments.

Interest-Bearing Deposits. The fair values of the Corporation’s interestfigadeposits were estimated using discounted ffashanalyses.
The discounted rates used were based on ratesttywéfered for deposits with similar remaining tmaties. The fair values of the Corporation’s
interest-bearing deposits do not take into conaiitar the value of the Corporation’s long-term tielaships with depositors, which may have
significant value.

Term Borrowings and Subordinated Debentures The fair value of the Corporation’s long-term tmavings and subordinated debentures
were calculated using a discounted cash flow agbraad applying discount rates currently offereskldleon weighted remaining maturities.

Accrued Interest Receivable/PayableThe carrying amounts of accrued interest approxarfeit value resulting in a level 2 or level 3
classification based on the level of the assebility with which the accrual is associated.
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The following presents the carrying amount, failueaand placement in the fair value hierarchyhef €orporation’s financial instruments as
of December 31, 2012 and December 31, 2011.

Fair Value Measurements

Quoted
Prices
in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Carrying Assets Inputs Inputs
Amount Fair Value (Level 1) (Level 2) (Level 3)

(in thousands)
December 31, 201.
Financial assetl

Cash and due from ban $ 104,13: $ 104,13: $ 104,13: $ — % —
Interest bearing deposits with bar 2,00¢ 2,00¢ 2,00¢ — —
Investment securities availa-for-sale 496,81! 496,81! 21,90: 474,87t 36
Investment securities he-to-maturity 58,06« 62,43: — 62,43 —
Restricted investment in bank stoc 8,96¢ 8,964 — 8,964 —
Loans held for sal 1,491 1,491 1,491 — —
Net loans 879,43! 897,03 — — 897,03
Accrued interest receivahb 6,84¢ 6,84¢ — 4,46¢ 2,38¢
Financial liabilities
Non interes-bearing deposit 215,07: 215,07: — 215,07: —
Interes-bearing deposit 1,091,85. 1,092,82. — 1,092,82. —
Long-term borrowings 146,00( 162,99: — 162,99: —
Subordinated debentur 5,15¢ 5,04¢ — 5,04¢ —
Accrued interest payab 874 874 — 874 —

December 31, 201
Financial assetl

Cash and due from ban $ 111,10 $ 111,10 $ 111,10 $ — % —
Investment securities availa-for-sale 414,50° 414,50° 10,54¢ 401,84¢ 2,11¢
Investment securities heto-maturity 72,23 74,92 — 74,92: —
Restricted investment in bank stoc 9,23: 9,23: — 9,23: —
Loans held for sal 1,01¢ 1,02¢ 1,02¢ — —
Net loans 745,39( 751,22: — — 751,22:
Accrued interest receivab 6,21¢ 6,21¢ — 3,89« 2,32
Financial liabilities
Non interes-bearing deposit 167,16- 167,16- — 167,16- —
Interes-bearing deposit 954,25: 928,77 — 928,77 —
Long-term borrowings 161,00( 175,93: — 175,93: —
Subordinated debentur 5,15¢ 5,15¢ — 5,15¢ —
Accrued interest payab 99z 99z — 99z —
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The fair value of commitments to originate loanesimated using the fees currently charged ta émtie similar agreements, taking into
account the remaining terms of the agreementshengresent creditworthiness of the counterparfiesfixed-rate loan commitments, fair value
also considers the difference between currentdenfeinterest rates and the committed rates. Tinedtues of letters of credit and lines of credit
are based on fees currently charged for simila@exgents or on the estimated cost to terminatehenetse settle the obligations with the
counterparties at the reporting date.

Changes in assumptions or estimation methodolagéshave a material effect on these estimated/édires.

The Corporation’s remaining assets and liabilitilsich are not considered financial instrumentsehzot been valued differently than has
been customary with historical cost accounting.diéclosure of the relationship value of the Corgiorés core deposit base is required by FASB
ASC 825-10.

Fair value estimates are based on existing balstmeet financial instruments, without attemptingstimate the value of anticipated future
business and the value of assets and liabilitigsatte not considered financial instruments. Fangle, there are certain significant assets and
liabilities that are not considered financial assmtliabilities, such as the brokerage networkeided taxes, premises and equipment, and
goodwill. In addition, the tax ramifications reldt® the realization of the unrealized gains arsdés can have a significant effect on fair value
estimates and have not been considered in theate8m

Management believes that reasonable comparabdityden financial institutions may not be likely edo the wide range of permitted
valuation techniques and numerous estimates whiwt be made, given the absence of active seconuiakets for many of the financial
instruments. This lack of uniform valuation methlugges also introduces a greater degree of subjgcto these estimated fair values.

Note 20 — Parent Corporation Only Financial Statemsts

The Parent Corporation operates its wholly-owndatigliary, Union Center National Bank. The earniofjthis subsidiary are recognized by
the Corporation using the equity method of accagntAccordingly, earnings are recorded as incregsti®e Corporation’s investment in the
subsidiaries and dividends paid reduce the investimehe subsidiaries. The ability of the Parentg@ration to pay dividends will largely depe
upon the dividends paid to it by the Bank. Dividempayable by the Bank to the Corporation are mettiunder supervisory regulations (see Note
18 of the Notes to Consolidated Financial Stateg)ent
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Condensed financial statements of the Parent Catiparonly are as follows:
Condensed Statements of Condition

At December 31,
2012 2011
(Dollars in Thousand:s

ASSETS
Cash and cash equivale! $ 62¢ $ 2,04
Investment in subsidiarie 165,35: 139,10°
Securities available for sa 54z 41¢
Other assets 41 191
Total assets $ 166,560 $ 141,75
LIABILITIES AND STOCKHOLDERS ' EQUITY
Other liabilities $ 718 $ 68¢
Subordinated debentur 5,15¢ 5,15¢
Stockholders’ equity 160,69: 135,91t
Total liabilities and stockholders’ equity $ 166,56 $§ 141,75
Condensed Statements of Income
For Years Ended December 31
2012 2011 2010
(Dollars in Thousands
Income:
Dividend income from subsidiari $ 2,07¢ % 78t % 50C
Other income 15 7 8
Net gains (losses) on available for sale secul 26 — (97)
Management fees 40¢ 294 29C
Total Income 2,52¢ 1,08¢ 701
Expenses (731) (61F) (635)
Income before equity in undistributed earningsutfssdiaries 1,79¢ 471 6€
Equity in undistributed earnings of subsidiaries 15,70¢ 13,45¢ 6,93¢
Net Income $ 17,500 $ 13,92¢ $ 7,00¢
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Condensed Statements of Comprehensive Income

Consolidatec

Consolidatec

Subsidiaries Parent Total
(Dollars in Thousands

For the year ended 201
Net income $ 17,507 $ — 3 17,50°
Other comprehensive income, net of 1

Net unrealized gain on investment securi 10,93t 41 10,97¢

Actuarial loss (467) — (467)
Total other comprehensive income 10,46¢ 41 10,50¢
Total comprehensive income $ 27,97F $ 41 $ 28,01¢
For the year ended 201
Net income $ 13,92¢ $ — 3 13,92¢
Other comprehensive income, net of 1

Net unrealized gain on investment securi 3,301 @) 3,29

Actuarial loss (1,06%) — (1,065
Total other comprehensive income 2,23¢ (7) 2,22¢
Total comprehensive income $ 16,16: $ ™ $ 16,15¢
For the year ended 201
Net income $ 7,00¢ $ — 7,004
Other comprehensive income, net of 1

Net unrealized gain on investment securities 2,98¢ 112 3,101
Total other comprehensive income 2,98¢ 112 3,101
Total comprehensive income $ 9,99: $ 112 $ 10,10¢

Condensed Statements of Cash Flows

For Years Ended December 3:

2012 2011 2010
(Dollars in Thousands

Cash flows from operating activities:
Net income $ 17,507 $ 13,92¢ $ 7,00
Adjustments to reconcile net income to net caskigeal by operating

activities:
Net (gains) losses on available for sale secul (26€) — 97
Equity in undistributed earnings of subsidi (15,709 (13,455 (6,939
Change in deferred tax as — 3 224
Decrease (increase) in other as: 562 (29¢) (44)
(Decrease) increase in other liabilit (772) 22( 7C
Stock based compensation 39 35 51

Net cash provided by operating activities 1,602 431 464
Cash flows from investing activities:
Maturity of availabl-for-sale securitie — — 13C
Proceeds from sales of availe-for-sale securitie 37t — —
Purchase of availat-for-sale securitie (410 — —
Investments in subsidiaries — (1,250 (8,000

Net cash used in investing activitie (35) (1,250) (7,870
Cash flows from financing activities:
Net decrease in borrowini — (310) (82
Cash dividends on common stc (2,77%) (1,955 (1,800)
Cash dividends on preferred stc (369) (417) (500
Proceeds from issuance of Series B preferred ¢ — 11,25( —
Redemption of Series A preferred st — (10,000 —
Warrant repurchase — (24E —
Issuance cost of common stc (8) 5) (6)



Issuance cost of Series B preferred si
Proceeds from exercise of stock opti
Proceeds from restricted sta
Proceeds from issuance of shares from stock offe
Issuance cost of common stock from common stockriofj
Tax expense from stock based compensation

Net cash (used in) provided by financing activitie
Increase (decrease) in cash and cash equivi
Cash and cash equivalents at beginning of year
Cash and cash equivalents at the end of year
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141 32¢ —

— — 25

— — 12,14¢

— — (770)

28 — 7

(2,980) (1,43%) 9,02:
(1,419 (2,257 1,61¢

2,04z 4,29¢ 2,68:

$ 62¢ § 2,04; $ 4,29¢
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Note 21 — Quarterly Financial Information of Center Bancorp, Inc. (Unaudited)

2012

4th Quarter 3rd Quarter  2nd Quarter 1st Quarter
(Dollars in Thousands, Except per Share D

Total interest incom $ 14,26: $ 14,11¢ $ 13,49¢ $ 13,39¢
Total interest expense 2,841 2,93t 2,95( 3,05(
Net interest incom 11,42: 11,18: 10,54¢ 10,34¢
Provision for loan losse 10C 22t (107%) 107
Total other income, net of securities ge 1,217 1,87 1,091 1,01¢
Net securities (losses) gai (207) 763 513 937
Other expense 6,19: 7,507 5,69( 5,807
Income before income tax 6,14t 6,08¢ 6,567 6,38¢
Provision from income taxes 1,67¢ 1,632 2,21 2,15¢
Net income $ 4,46¢ $ 4,45. $ 4,350 $ 4,231
Net income available to common stockholc $ 4,441 $ 4,42¢ $ 426¢ $ 4,09(
Earnings per shar

Basic $ 027 $ 027 $ 0.2¢ $ 0.2t
Diluted $ 027 $ 027 $ 0.2¢ $ 0.2t
Weighted average common shares outstani

Basic 16,347,56 16,347,08 16,333,65 16,332,32
Diluted 16,363,69 16,362,63 16,341,76 16,338,16

2011
4th Quarter 3rd Quarter  2nd Quarter 1st Quarter
(Dollars in Thousands, Except per Share D

Total interest incom $ 13,26: $ 12,91¢ $ 12,87¢ $ 12,867
Total interest expense 3,101 3,06¢ 3,08t 2,92:
Net interest incom 10,16: 9,85( 9,79: 9,94t
Provision for loan losse 30C 1,02( 25C 87¢
Total other income, net of securities ge 1,04¢ 1,03: 931 831
Net securities gain 817 1,25(C 801 76€
Other expense 6,227 5,52¢ 5,757 5,93t
Income before income tax 5,50¢ 5,58¢ 5,51¢ 4,72¢
Provision from income taxes 1,88¢ 1,88z 1,93« 1,711
Net income $ 3,62: $ 3,702 $ 3,58/ $ 3,01¢
Net income available to common stockholc $ 3,23¢ $ 3,551 $ 3,43¢ $ 2,87
Earnings per shar

Basic $ 0.2C $ 02z $ 021 % 0.1¢
Diluted $ 02C $ 02z % 021 $ 0.1¢
Weighted average common shares outstant

Basic 16,311,19 16,290,70 16,290,70 16,290,39
Diluted 16,327,99 16,313,36 16,315,66 16,300,60

F- 60

Note: Due to rounding, quarterly earnings peraslmaay not sum to reported annual earnings per <




Item 9. Changes in and Disagreements with Accountémon Accounting and Financial Disclosures
None.

Item 9A. Controls and Procedures

(a) Evaluation of Disclosure Controls and Procedure

The Corporation maintains disclosure controls anndgdures that are designed to ensure that infamedquired to be disclosed in its reports
filed or submitted pursuant to the Securities ExgfeaAct of 1934, as amended (“Exchange Adg’yecorded, processed, summarized and reg
within the time periods specified in the Securitiesl Exchange Commissiarules and forms, and that information requiredealisclosed by tf
Corporation in its Exchange Act reports is accuteglaand communicated to management, including tirpdation’s Chief Executive Officer
and Chief Financial Officer, to allow timely de@ss regarding required disclosure.

Under the supervision and with the participatiot®fmanagement, including the Corporation’s Chieécutive Officer and Chief Financial
Officer, the Corporation evaluated the effectivenefthe design and operation of the Corporatidisslosure controls and procedures pursuant to
Exchange Act Rule 13a-15(e) and 15d-15(e) as oééer 31, 2012. Based upon that evaluation, thpdZation’s Chief Executive Officer and
Chief Financial Officer concluded that the Corpummas disclosure controls and procedures were gife@s of such date as described below in
Management’s Report on Internal Control Over FimeriReporting (Item 9A(b)).

(b) Management’'s Report on Internal Control over Fhancial Reporting

The Corporation’s management is responsible fabdishing and maintaining adequate internal cortvelr financial reporting as defined in
Rules 13a-15(f) of the Exchange Act. The Corporgsgianternal control system is a process designqadvide reasonable assurance to the
Corporation’s management, Board of Directors aratedtolders regarding the reliability of financieporting and the preparation and fair
presentation of financial statements for exterapbrting purposes in accordance with U.S. geneaaltgpted accounting principles. Our internal
control over financial reporting includes policesd procedures that pertain to the maintenancecofds that, in reasonable detail, accurately and
fairly reflect transactions and dispositions ofedssprovide reasonable assurances that transaeferrecorded as necessary to permit preparatior
of financial statements in accordance with U.S egelty accepted accounting principles and thatipge@nd expenditures are being made only in
accordance with authorizations of management amditiectors of the Corporation; and provide reablenassurance regarding prevention or
timely detection of unauthorized acquisition, uselisposition of the Corporation’s assets that ddwdve a material effect on our financial
statements.

All internal control systems, no matter how welsidmed, have inherent limitations. Therefore, et@se systems determined to be effective
can provide only reasonable assurance with respdictancial statement preparation and presentafitso, projections of any evaluation of
effectiveness to future periods are subject taidiethat controls may become inadequate becauskaniges in conditions, or that the degree of
compliance with the policies or procedures may ritatate.

As part of the Corporation’s program to comply witection 404 of the Sarbanes-Oxley Act of 2002,management assessed the
effectiveness of the Corporation’s internal contreér financial reporting as of December 31, 2Gh2 (Assessment”). In making this
Assessment, management used the control critamaefivork of the Committee of Sponsoring Organizatid@OSO”) of the Treadway
Commission published in its report entitled Intét@antrol — Integrated Framework. Management’s Assgent included an evaluation of the
design of the Corporation’s internal control ovieahcial reporting and testing of the operatiorfdaiveness of its internal control over financial
reporting. Management reviewed the results of #gsessment with the Audit Committee.
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Based on this Assessment, management determingeshaf December 31, 2012, the Corporation’s irgkecontrol over financial reporting
was effective to provide reasonable assurancedigpthe reliability of financial reporting and tpeeparation of financial statements for external
purposes in accordance with accounting principteegally accepted in the United States of America.

ParenteBeard LLC, the independent registered pabtiounting firm that audited the Corporation’ssaidated financial statements included
in this Annual Report on Form 10-K, has issuedaitaeport on the Corporation’s internal contreeofinancial reporting as of December 31,
2012. The report, which expresses an unqualifiédiap on the effectiveness of the Corporation’gintl control over financial reporting as of
December 31, 2012, is included in this item untertteading “Report of Independent Registered Pédéounting Firm.”
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(c) Report of Independent Registered Public Accouirtg Firm

Board of Directors and Stockholders
Center Bancorp, Inc.

We have audited Center Bancorp, Inc.’s (the “Caapon”) internal control over financial reporting af December 31, 2012, based on criteria
established itnternal Control — Integrated Framewoigsued by the Committee of Sponsoring Organizatidrise Treadway Commission
(COSO0). Center Bancorp, Ins.management is responsible for maintaining effedtiternal control over financial reporting and ifis assessme
of the effectiveness of internal control over fiogh reporting included in the accompanying Managetis Report on Internal Control over
Financial Reporting. Our responsibility is to exggean opinion on the Corporation’s internal contnar financial reporting based on our audit.

We conducted our audit in accordance with the stadedof the Public Company Accounting Oversighti8dé@nited States). Those standards
require that we plan and perform the audit to abtaasonable assurance about whether effectivenaiteontrol over financial reporting was
maintained in all material respects. Our auditnd&iinal control over financial reporting includdataining an understanding of internal control
over financial reporting, assessing the risk thaiaderial weakness exists, and testing and evafyttie design and operating effectiveness of
internal control based on the assessed risk. Qiit also included performing such other procedaes/e considered necessary in the
circumstances. We believe that our audit providesagonable basis for our opinion.

A corporation’s internal control over financial tefing is a process designed to provide reasoradserance regarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordantteagicounting principles generally accepted in
the United States of America. A corporation’s inrcontrol over financial reporting includes thassdicies and procedures that (1) pertain to the
maintenance of records that, in reasonable detlrately and fairly reflect the transactions disgositions of the assets of the corporation; (2)
provide reasonable assurance that transactiomse@eded as necessary to permit preparation ofiiabstatements in accordance with generally
accepted accounting principles, and that receipdseapenditures of the corporation are being madiein accordance with authorizations of
management and directors of the corporation; apgr(8/ide reasonable assurance regarding preveatitmely detection of unauthorized
acquisition, use, or disposition of the corporasassets that could have a material effect offitlamcial statements.

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

In our opinion, Center Bancorp, Inc. maintainedalimaterial respects, effective internal contreér financial reporting as of December 31,
2012, based on the criteria establishebhiarnal Control — Integrated Framewoissued by the Committee of Sponsoring Organizatifrise
Treadway Commission (COSO).

We also have audited, in accordance with the stdsdz the Public Company Accounting Oversight Bio@/nited States), the consolidated
statements of condition of Center Bancorp, Inc. sutusidiaries and the related consolidated statenoéincome, comprehensive income, cha
in stockholders’ equity and cash flows for eaclthefyears in the thregear period ended December 31, 2012 and our rdptett March 13, 201
expressed an unqualified opinion.

/s/ ParenteBeard LLC
ParenteBeard LLC
Clark, New Jersey
March 13, 2013
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(d) Changes in Internal Controls Over Financial Rejrting

There have been no changes in the Compzanyernal control over financial reporting idergif in the Assessment that occurred during the
fiscal quarter to which this Annual Report on FdriK relates that have materially affected, orragsonably likely to materially affect, the
Company’s internal control over financial reporting
Item 9B. Other Information

None.
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PART llI
Item 10. Directors and Corporate Governance

The Corporation responds to this item by incorpogaherein by reference the material responsivith item in the Corporation’s definitive
proxy statement for its 2013 Annual Meeting of &tomders. Certain information on Executive Officefghe registrant is included in Part I, Item
3A of this report, which is also incorporated herey reference.

The Corporation maintains a code of ethics applecabthe Corporation’s chief executive officernge financial professional personnel
(including the Corporation’s chief financial offiggrincipal accounting officer or controller andrpons performing similar transactions), all other
executive officers and all directors. The Corpamatalso maintains a code of conduct applicabldl wileer employees. Copies of both codes were
filed as exhibits to the Corporation’s Annual Repmr Form 10-K for the year ended December 31, 2088 Corporation will provide copies of
such codes to any person without charge, upon sttuénthony C. Weagley, President and Chief EsieelOfficer, Center Bancorp, Inc., 2455
Morris Avenue, Union, NJ 07083.

Item 11. Executive Compensation

The Corporation responds to this item by incorpogaherein by reference the material responsiwith item in the Corporation’s definitive
proxy statement for its 2013 Annual Meeting of &tomlders.

Item 12. Security Ownership of Certain Beneficial @vners and Management

The Corporation responds to this item by incorpogaherein by reference the material responsivitd item in the Corporation’s definitive
proxy statement for its 2013 Annual Meeting of &toalders.

Stock Compensation Plan Information

For information related to stock based compensatiea Note 16 of the Notes to Consolidated FinhStéements. The following table gives
information about the Corporation’s common stock tinay be issued upon the exercise of options.antgrand rights under the Corporation’s
2009 Equity Incentive Plan, 1999 Incentive Plar@3&mployee Stock Option Plan, 1993 Outside DireStock Option Plan and 2003 Non-
Employee Director Stock Option Plan as of Decender2012. These plans were the Corporaiamily equity compensation plans in existenc
of December 31, 2012.

Number of Number of Securities
Securities Remaining Available
to Be Issued Upo for Future Issuance

Exercise of Under Equity
Outstanding Weighted-Average Compensation Plan:
Options, Exercise Price of (Excluding Securities

Warrants and  Outstanding Options, Reflected in

Rights Warrants and Rights Column (a))

Plan Category (a) (b) (c)

Equity Compensation Plans Approved by Sharehol 183,57: $ 9.92 795,51
Equity Compensation Plans Not Approved by Sharefeld — — —
Total 183,57: $ 9.97 795,51:

Item 13. Certain Relationships and Related Transa@ins

The Corporation responds to this item by incorpogaherein by reference the material responsivaitd item in the Corporation’s definitive
proxy statement for its 2013 Annual Meeting of &tomlders.

Item 14. Principal Accounting Fees and Services
The Corporation responds to this item by incorpogaherein by reference the material responsivitd item in the Corporation’s definitive

proxy statement for its 2013 Annual Meeting of &tomders.
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PART IV
Iltem 15. Exhibits, Financial Statement Schedules
(a) (1) Financial Statements and Schedt

The following Financial Statements and Supplemgriata are filed as part of this annual report:

Report of Independent Registered Public Accourfimgm F-2
Consolidated Statements of Condit F-3
Consolidated Statements of Inco F-4
Consolidated Statements olomprehensive Inconr F-5
Consolidated Statements of Changes in Stockh¢ Equity F-6
Consolidated Statements of Cash Fl F-7
Notes to Consolidated Financial Statemt F-8

(b) Exhibits (numbered in accordance with Item 601 ef§&ation -K) filed herewith or incorporated by reference ast pf this annual repo

Exhibit

No. Description

2.1 Bank Purchase and Assumption Agreement, dated &gbty 2012, by and among the Registrant, SaddlerRi
Valley Bancorp and Saddle River Valley Bank is ipmrated by reference to Exhibit 2.1 to the Regigts Current
Report on Form-K dated February 2, 201

3.1 The Registrar's Restated Certificate of Incorporatis

3.2 The Registrar s Amended and Restated-Laws.

10.1 Small Business Lending Fund — SecuritiezRase Agreement -Standard Terms attached thereto dated Septe

15, 2011, between the Registrant and the Unite@S2epartment of the Treasury is incorporatecefigrence to
Exhibit 10.1 to the Registre’s Current Report on Forn-K dated September 21, 20:

10.2* The Registrant’s 1993 Employee Stock Qpftan is incorporated by reference to Exhibit 16.the Registrant’s
Annual Report on Form -K for the year ended December 31, 1¢

10.3* The Registrant’'s 1993 Outside DirectorcBt@ption Plan is incorporated by reference to BitHi0.4 to the
Registrar’s Annual Report on Form -K for the year ended December 31, 1€

10.5* The Registrant’s Annual Incentive Plaimisorporated by reference to Exhibit 10.6 to thgiR®ant’'s Annual Report
on Form 1-K for the year ended December 31, 2C

10.6* Employment Agreement, effective April 412, by and among the Registrant, Union CenteroNatiBank and
Anthony C. Weagley, is incorporated by referencExbibit 10.1 to the Registrant’s Current Reportamm 8-K
filed with the SEC on April 6, 201:

10.7 Non-Competition Agreement, dated as of December 20 20dtween the Registrant, and Anthony C. Weagley i
incorporated by reference to Exhibit 10.1 to thgiBtean’s Current Report on Forn-K dated December 6, 201

10.8 Non-Competition Agreement, dated as of December 20 20dtween the Registrant, and James W. Sorge is
incorporated by reference to Exhibit 10.2 to thgiBtean’s Current Report on Forn-K dated December 6, 201

10.9* Center Bancorp, Inc. 2009 Equity Incenfilan is incorporated by reference to Exhibit 10.the Registrant’s
Current Report on Formr-K dated June 1, 200

10.10* Center Bancorp, Inc. 1999 Stock IncenENen is incorporated by reference to Exhibit 1ad.the Registrant’s
Annual Report on Form -K for the year ended December 31, 1¢
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Exhibit

No. Description

10.11 Registrant’s Placement Agreement dated Decembe&0lB with Sandler O'Neill & Partners, L.P. to issand sell $5
million aggregate liquidation amount of floatinggdMMCapS(SM) Securities is incorporated by refeesto Exhibit 10.15
of the Registrar’'s Annual Report on Form -K for the year ended December 31, 2C

10.12 Indenture dated as of December 19, 2003, betweeRdlgistrant and Wilmington Trust Company relatm§5.0 million
aggregate principal amount of floating rate debestis incorporated by reference to Exhibit 10.flhe Registrant’s
Annual Report on Form -K for the year ended December 31, 2C

10.13 Amended and restated Declaration of Trust of CeBéercorp Statutory Trust I, dated as of Decemi9e2D03 is
incorporated by reference to Exhibit 10.17 of tlegRtrant’s Annual Report on Form 10-K for the yeaded December
31, 2003

10.14 Guarantee Agreement between Registrant and Wilmingtust Company dated as of December 19, 200® isporated
by reference to Exhibit 10.18 of the Regist’s Annual Report on Form -K for the year ended December 31, 2C

10.15 Registration Rights Agreement, dated Septembe2@®4, relating to securities issued in a Septerabe4 private
placement of securities, is incorporated by refeeen Exhibit 10.2 to the Registrant’s Current Répa Form 8-K dated
October 1, 2004

10.16* The Registrant’'s Amended and Restated 2003 Non-&raplDirector Stock Option Plan, as amended andteek is
incorporated by reference to Exhibit 10.1 to thgiBtean’s Current Report on Forn-K dated March 5, 200t

10.17* Amended and restated Employment Agreement amongebestrant, its bank subsidiary and Mark S. Caedeffective as
of January 1, 2007, is incorporated by referendextubit 10.4 to the Registrant’'s Current Reportramm 10-K filed with
the SEC on February 26, 2007. See also Exhibit2l

10.18 Registration Rights Agreement, dated June 30, 2@0&ting to securities issued in a June 2005 @ipéacement of
securities is incorporated by reference to ExHibBiR to the Registra’s Current Report on Forn-K dated June 30, 200

10.19* Open Market Share Purchase Incentive Plan is incated by reference to exhibit 10.1 to the RegistsaCurrent Report
on Form K dated January 26, 20C

10.20* Amendment to Employment Agreement among the Regitits bank subsidiary and Mark Cardone, dateceBwbder 3,
2007, is incorporated by reference to Exhibit 16.the Registrant's Current Report on Form 10-kedddecember 20,
2007.

10.23 Repurchase Agreement, dated September 15, 20liedrethe Registrant and the United States Depattofdie
Treasury, with respect to the repurchase of PredeBtock issued pursuant to TARP is incorporateckfarence to Exhibit
10.2 to the Registra’s Current Report on Forn-K dated September 21, 20:

10.24 Warrant Letter Agreement, dated December 7, 20iligling for the repurchase of the warrants issueguant to TARP
is incorporated by reference to Exhibit 10.1 toRegyistrar's Current Report on Forn-K dated December 12, 201

11.1 Statement regarding computation of per share egsnmomitted because the computation can be gldatermined from
the material incorporated by reference in this Reg|

12.1 Statement of Ratios of Earnings to Fixed Char

14.1 Code of Ethics is incorporated by reference to EixHi4.1 of the Registrant’s Annual Report on FA®aK for the year
ended December 31, 20(

21.1 Subsidiaries of the Registra

23.1 Consent of Independent Registered Public Accouriing.

24.1 Power of attorne’
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Exhibit

No. Description
31.1 Personal certification of the chief executive afipursuant to section 302 of the Sarb-Oxley Act of 2002
31.2 Personal certification of the chief financial offiqpursuant to section 302 of the Sarb-Oxley Act of 2002

32.1** Personal certification of the chief executive ddfipursuant to section 906 of the Sarb-Oxley Act of 2002

32.2%* Personal certification of the chief financial offrcpursuant to section 906 of the Sarb-Oxley Act of 2002

99.3 Code of Conduct is incorporated by refeeeio Exhibit 99.1 to the Registrant’s Annual Reor Form 10-K for the
year ended December 31, 20

101%** INS XBRL instance documel

101 x** SCH XBRL Taxonomy Extension Schema Docurr

101%** CAL XBRL Taxonomy Extension Calculation Linkbaseddment

101%** DEF XBRL Taxonomy Extension Definition Linkbase Dweent

101 x** LAB XBRL Taxonomy Extension Label Linkbase Docum

101 x** PRE XBRL Taxonomy Extension Presentation Linkbaeeubnent

(c) Financial Statement Schedu
*  Management contract on compensatory plan or armaege
**  Furnished herewitt
*** |n accordance with Rule 406T of Regulation Stfie XBRL information in Exhibit 101 to this AnnuBkport shall not be deemed “filed” for
purposed of Section 18 of the Securities ExchangeoA1934, as amended, or otherwise subject lighihder that Sectior
All financial statement schedules are omitted bseahey are either inapplicable or not requiredyemause the required information is
included in the Consolidated Financial Statementsotes thereto.
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SIGNATURES

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

CENTER BANCORP, INC.
March 13, 201! By:
/sl Anthony C. Weagle
Anthony C. Weagle'
President and Chief Executive Offic

Pursuant to the requirements of the Securities &xgh Act of 1934, the following persons on behfthe Registrant, in the capacities
described below on March 13, 2013, have signed-dpisrt below.

/sl Alexander A. Bol* Chairman of the Boar
Alexander A. Bol
/sl Frederick S. Fish Director
Frederick S. Fisl
/sl James J. Kenned Director
James J. Kennec
/s/ Howard Kent* Director
Howard Keni
/s/ Nicolas Minoia* Director
Nicholas Minoia
/s/ Harold Schechtel Director
Harold Schechte
/s/ Lawrence B. Seidmar Director
Lawrence B. Seidma
/s/ William A. Thompson’ Director
William A. Thompsor
/s Raymond Vanaria Director
Raymond Vanarii
/s/ Anthony C. Weagle President and Chief Executive Offic
Anthony C. Weagle'
/s/ Vincent N. Tozzi* Vice President, Treasurer and Chief Financial ©ff

Vincent N. Tozzi

*By:
/sl Anthony C. Weagle
Anthony C. Weagle'
Attorney-in-fact

74




Statement of Ratios of Earnings to Fixed Charges

Earnings:

1. Income before income tax

2. Plus: interest expen

3. Earnings including interest on depo:
4. Less: interest on depos

5. Earnings excluding interest on depo
Fixed Charges:

6. Interest expense (Line

7. Less: interest expense on deposits (Lir
8. Excluding interest on depos

Ratio of Earnings to Fixed Charges

Including interest on deposits (line 3 divided by
Line 6)

Excluding interest on deposits (line 5 divided b
Line 8)

Year ended December 31

Exhibit 12.1

2012 2011 2010 2009 2008
(Dollars in Thousand:s

25,18¢ 21,33: 7,22¢ 4,71 7,40¢
11,77¢ 12,17" 14,78¢ 22,64¢ 24,09¢
36,96( 33,51 22,01 27,36: 31,50¢
5,40¢ 5,52( 6,00¢ 12,30¢ 13,28
31,55 27,99 16,00¢ 15,05¢ 18,213
11,77¢ 12,17" 14,78¢ 22,64¢ 24,09t
5,40¢ 5,52( 6,00¢ 12,30¢ 13,28
6,36¢ 6,657 8,77¢ 10,33 10,80¢
3.14 2.7¢ 1.4¢ 1.21 1.31
4.9t 4.21 1.82 1.4¢€ 1.6¢




Exhibit 21.1
Subsidiaries of the Registrant as of December 31022

The following table sets forth the names of thastegnt’s direct and indirect subsidiaries anddtate or other jurisdiction of incorporation of
each such entity. In each case, the names ofdtteel Isubsidiaries are the same as the names uhatdr such subsidiaries do business.

Name Incorporation

Union Center National Bar National bank organized under the laws of the Wh8tate:
Center Bancorp Statutory Trust Delaware

Union Investment Cc New Jerse)

Center Financial Group, LL New Jerse

Center Advertising Corporatic New Jerse

Morris Property Company, LL! New Jerse)

Twin Bridge Investment Cc Delaware

Volosin Holdings, LLC New Jerse

Twin Bridge Capital Corporatio New Jerse




Exhibit 23.1
Consent of Independent Registered Public Accountingirm

Center Bancorp, Inc.
Union, New Jersey

We hereby consent to the incorporation by referémtlee Registration Statements on Form S-3 No-BEB84, No. 333-110710, N0.333-
157189, and No. 333-165787 and Form S-8 No. 333@7Mo0. 333-37434, No. 333-116174, No. 333-125R4¥,333-148323 and No. 333-
160111 of Center Bancorp, Inc. of our reports ddadch 13, 2013, relating to the consolidated foialhstatements and the effectiveness of
Center Bancorp, Inc.’s internal control over finahceporting, which appear in this Form 10-K.

/s/ ParenteBeard LLC
Clark, New Jersey
March 13, 2013




EXHIBIT 31.1

CERTIFICATION
I, Anthony C. Weagley, certify that:

1. | have reviewed this Annual Report on Form 10fkCenter Bancorp, Inc.;

2. Based on my knowledge, this report does natadomny untrue statement of a material fact ortdonstate a material fact necessary to
make the statements made, in light of the circuntgtsiunder which such statements were made, nigtagiisg with respect to the period covered
by this report;

3. Based on my knowledge, the financial statemeamis other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, angtifie periods presented in this report;

4. The registrant’s other certifying officer(s)dainare responsible for establishing and maintaimisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15 (e) and 15¢e)5and internal control over financial reporti@g defined in Exchange Act Rules 13a-15
(f) and 15d-15(f)) for the registrant and have:

a) designed such disclosure controls and procedareaused such disclosure controls and procedotee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made known to me by ot
within those entities, particularly during the mefrion which this report is being prepared;

b) designed such internal control over finanadglarting, or caused such internal control ovenfaial reporting to be designed under my
supervision, to provide reasonable assurance rieggttee reliability of financial reporting and tpeeparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

c) evaluated the effectiveness of the registrati§slosure controls and procedures and presentsi report our conclusions about the
effectiveness of the disclosure controls and proms] as of the end of the period covered by #psnt based on such evaluation; and

d) disclosed in this report any change in thestegit’s internal control over financial reportithgat occurred during the registrant’'s most
recent fiscal quarter (the registrant’s fourth disguarter in the case of an annual report) thatnhaterially affected, or is reasonably likely to
materially affect, the registrant’s internal cohtwaer financial reporting.

5. The registrant’s other certifying officer(s)dlnhave disclosed, based on my most recent evaifuat internal control over financial
reporting, to the registrant’s auditors and theittcmmmittee of the registrant’s board of directfws persons performing that equivalent
functions):

a) all significant deficiencies and material weadsin the design or operation of internal corax@r financial reporting which are
reasonably likely to adversely affect the registsaability to record, process, summarize and refivancial information; and

b) any fraud, whether or not material, that inesl\mnanagement or other employees who have a simiifiole in the registrant’s internal
control over financial reporting.

Dated: March 13, 2013 /sl Anthony C. Weagley
Anthony C. Weagley
President and Chief Executive Offic




EXHIBIT 31.2
CERTIFICATION
I, Vincent N. Tozzi, certify that:
1. | have reviewed this Annual Report on Form 10fkCenter Bancorp, Inc.;

2. Based on my knowledge, this report does natatomny untrue statement of a material fact ot donstate a material fact necessary to
make the statements made, in light of the circuntgtsiunder which such statements were made, nigtagiisg with respect to the period covered
by this report;

3. Based on my knowledge, the financial statemeamts other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, angtifie periods presented in this report;

4. The registrant’s other certifying officer(s)dainare responsible for establishing and maintaimisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15 (e) and 15¢))5and internal control over financial reportif@g defined in Exchange Act Rules 13a-15
(f) and 15d-15(f)) for the registrant and have:

a) designed such disclosure controls and procedareaused such disclosure controls and procedotge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to me by ot
within those entities, particularly during the mefrion which this report is being prepared;

b) designed such internal control over finanadglarting, or caused such internal control ovenfaial reporting to be designed under my
supervision, to provide reasonable assurance rieggitte reliability of financial reporting and tpeeparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

c) evaluated the effectiveness of the registratitslosure controls and procedures and presentisi report our conclusions about the
effectiveness of the disclosure controls and proms] as of the end of the period covered by #psnt based on such evaluation; and

d) disclosed in this report any change in thestegit’s internal control over financial reportitigat occurred during the registrant’'s most
recent fiscal quarter (the registrant’s fourth disguarter in the case of an annual report) thatnhaterially affected, or is reasonably likely to
materially affect, the registrant’s internal cohtwaer financial reporting.

5. The registrant’s other certifying officer(s)danhave disclosed, based on my most recent evaifuat internal control over financial
reporting, to the registrant’s auditors and theitaemmmittee of the registrant’s board of direct@spersons performing that equivalent
functions):

a) all significant deficiencies and material weadsin the design or operation of internal corax@r financial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and refioancial information; and

b) any fraud, whether or not material, that inesl\management or other employees who have a samiifiole in the registrant’s internal
control over financial reporting.

Dated: March 13, 2013 s/ Vincent N. Tozzi
Vincent N. Tozzi
Vice President, Treasurer and
Chief Financial Office




EXHIBIT 32.1

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

In connection with the Annual Report of Center Bampc Inc. (the “Corporation”) on Form 10-K for tgear ended December 31, 2012 filed
with the Securities and Exchange Commission (theptit”), I, Anthony C. Weagley, President and Cliigécutive Officer of the Corporation,
certify, pursuant to 18 U.S.C. Section 1350, apsatbpursuant to Section 906 of the Sarbanes-Oxepf 2002, that to my knowledge:

1. The Report fully complies with the requiremenit$Section 13 (a) of the Securities Exchange Adt934; and

2. The information contained in the Report faphgsents, in all material respects, the consolibifitancial condition of the Corporation as of
the dates presented and the consolidated reswiseoétions of the Corporation for the periods @mnésd.

Dated: March 13, 2013 /sl Anthony C. Weagley
Anthony C. Weagley
President and Chief Executive Offic




EXHIBIT 32.2

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

In connection with the Annual Report of Center Bampc Inc. (the “Corporation”) on Form 10-K for tgear ended December 31, 2012 filed
with the Securities and Exchange Commission (theptit”), I, Vincent N. Tozzi, Vice President, Traeasr and Chief Financial Officer of the
Corporation, certify, pursuant to 18 U.S.C. Secti850, as adopted pursuant to Section 906 of tHza8as-Oxley Act of 2002, that to my
knowledge:

1. The Report fully complies with the requiremenit$Section 13 (a) of the Securities Exchange Adt934; and

2. The information contained in the Report faphgsents, in all material respects, the consolibfitancial condition of the Corporation as of
the dates presented and the consolidated reswiseoétions of the Corporation for the periods @mnésd.

Dated: March 13, 2013 /s/ Vincent N. Tozzi \antN. Tozzi

Vice President, Treasurer and
Chief Financial Office




