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PART I — FINANCIAL INFORMATION

The following unaudited consolidated financial staénts have been prepared in accordance with Ererally accepted accounting
principles for interim financial information and thithe instructions to Form 10-Q and Rule 10-ORefjulation S-X, and, accordingly, do not
include all of the information and footnotes regdiby U.S. generally accepted accounting princifdesomplete financial statements.
However, in the opinion of management, all adjustteiéconsisting only of normal recurring accruaishsidered necessary for a fair
presentation have been included. Operating refarlthe three months ended March 31, 2013 are exgsarily indicative of the results that
may be expected for the full year ending Decemlie?B813, or for any other interim period. The Cemancorp, Inc. 2012 Annual Report on
Form 10-K, should be read in conjunction with thsancial statements.




Item 1. Financial Statements
CENTER BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CONDITION

March 31, December 31,
(in thousands, except for share and per share dat: 2013 2012
(Unaudited)
ASSETS
Cash and due from ban $ 116,75 $ 104,13.
Interest bearing deposits with banks — 2,004
Total cash and cash equivale 116,75 106,13t
Investment securitie!
Available-for-sale 458,00 496,81!
Held-to-maturity (fair value of $81,921 and $62,4: 78,21 58,06«
Loans hel-for-sale 774 1,491
Loans 879,38 889,67:
Less: Allowance for loan losses 10,23: 10,231
Net loans 869,15! 879,43!
Restricted investment in bank stocks, at 8,96¢ 8,964
Premises and equipment, | 13,54« 13,56:
Accrued interest receivab 6,42: 6,84¢
Bank-owned life insuranc 34,93t 34,96
Goodwill and other intangible ass: 16,84¢ 16,85¢
Prepaid FDIC assessmel 52t 811
Other real estate ownt 1,53¢ 1,30(
Due from brokers for investment securit 71¢ —
Other assets 3,39¢ 4,51¢
Total assets $ 1,609,79! $ 1,629,76!
LIABILITIES
Deposits:
Nor-interest bearini $ 213,79: $ 215,07:
Interes-bearing:
Time deposits $100 and ov 99,68 110,83!
Interest-bearing transaction, savings and time siepless than $100 968,74 981,01¢
Total deposit: 1,282,22. 1,306,92.
Long-term borrowings 146,00( 146,00(
Subordinated debentur 5,15¢ 5,15¢
Accounts payable and accrued liabilities 11,66¢ 10,99
Total liabilities 1,445,04; 1,469,07.

STOCKHOLDERS' EQUITY
Preferred stock, $1,000 liquidation value per sham¢horized 5,000,000 shares; issued and

outstanding 11,250 shares of Series B preferradk stoMarch 31, 2013 and December 31, 2(

total liquidation value of $11,250 at March 31, 3Gihd December 31, 20. 11,25( 11,25(
Common stock, no par value, authorized 25,000,0@0es; issued 18,477,412 shares at March

2013 and December 31, 2012; outstanding 16,34&Bafes at March 31, 2013 and 16,347,9

shares at December 31, 2( 110,05¢ 110,05¢
Additional paic-in capital 4,82( 4,801
Retained earning 50,69( 46,75:
Treasury stock, at cost (2,128,497 common shareath 31, 2013 and 2,129,497 common sh

at December 31, 201 (17,230 (17,237
Accumulated other comprehensive income 5,167 5,06:

Total stockholders’ equity 164,75: 160,69:

Total liabilities and stockholders’ equity $ 1,609,79! $ 1,629,76!

See accompanying notes to unaudited consolidataddial statements.




CENTER BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME

(Unaudited)
Three Months Ended
March 31,
(in thousands, except for share and per share dat 2013 2012
Interest income
Interest and fees on loa $ 9,92: $ 9,38t
Interest and dividends on investment securi
Taxable 2,972 3,08¢
Tax-exempt 1,07¢ 773
Dividends 131 14¢
Interest on federal funds sold and other short-terrastment 2 —
Total interest income 14,10« 13,39¢
Interest expense
Interest on certificates of deposit $100 or Ir 23¢ 252
Interest on other depos 1,04t 1,15¢
Interest on borrowings 1,45( 1,64
Total interest expense 2,734 3,05(
Net interest income 11,37( 10,34
Provision for loan losses — 107
Net interest income after provision for loan losse 11,37( 10,23¢
Other income
Service charges, commissions and 40€ 44€
Annuities and insurance commissic 10C 44
Bank-owned life insuranc 56E 251
Loan related fee 13¢ 11C
Net gains on sale of loans held for < 13¢ 12€
Other 17¢ 41
Other-than-temporary impairment losses on investreecurities (24) (58)
Net gains on sale of investment securi 343 99t
Net investment securities gains 31¢ 937
Total other income 1,84t 1,95¢
Other expense
Salaries and employee bene 3,49( 3,11¢
Occupancy and equipme 90¢€ 70C
FDIC insurance 313 29¢
Professional and consultit 21¢ 24¢€
Stationery and printin 85 84
Marketing and advertisin 101 31
Computer expens 35% 35%
Other real estate owned, 1 19 62
All other 1,052 914
Total other expense 6,53¢ 5,807
Income before income tax expens 6,67 6,38¢
Income tax expense 1,752 2,15¢
Net Income 4,92¢ 4,231
Preferred stock dividends 56 141
Net income available to common stockholdetr $ 4866 $ 4,09(
Earnings per common share
Basic $ 03C $ 0.2t
Diluted $ 03C $ 0.2t
Weighted average common shares outstandir
Basic 16,348,21 16,332,32
Diluted 16,373,58 16,338,16
Dividend paid per common she $ 0.05¢ $ 0.03(

See accompanying notes to unaudited consolidataddial statements.






CENTER BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Unaudited)
Three Months Ended
March 31,
(in thousands) 2013 2012
Net income $ 4,92¢ $ 4,231
Other comprehensive income (loss), net of
Unrealized gains and losses on securities ava-for-sale:
Unrealized holding gains on availa-for-sale securitie 54¢ 4,96¢
Tax effect (200) (1,777)
Net of tax amoun 34¢ 3,18¢
Reclassification adjustment of OTTI losses inclugethcome 24 58
Tax effect (6) (20)
Net of tax amoun 18 38
Reclassification adjustment for net gains arisiogrdy the perioc (349 (995)
Tax effect 90 33E
Net of tax amoun (259 (660)
Amortization of unrealized holding gains on sedesitransferred from available-for-sale to held-to
maturity (14 (20
Tax effect 5 3
Net of tax amount 9 (7)
Total other comprehensive income 104 2,56(
Total comprehensive income $ 502¢ $ 6,791

See accompanying notes to unaudited consolidataddial statements.




CENTER BANCORP, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

(in thousands, except for share and per shai

data)

Balance as of January 1, 201

Net income

Other comprehensive income, net of
Dividend on series B preferred stc
Issuance cost of common stc

Cash dividends declared on common stock ($0.0

per share
Stocl-based compensation expel
Balance as of March 31, 201

Balance as of January 1, 201

Net income

Other comprehensive income, net of
Dividend on series B preferred stc
Issuance cost of common stc

Cash dividends declared on common stock ($0.0

per share

Stock issued for options exercise (1,000 shé

Stocl-based compensation expel
Balance as of March 31, 201

(Unaudited)
Accumulated
Additional Other Total
Preferred Common Paid In Retained Treasury Comprehensive  Stockholders
Stock Stock Capital Earnings Stock Income (Loss) Equity
$ 11,25 $ 110,05¢ $ 471 $ 32,69 $ (17,359 $ (5,44¢) $ 135,91¢
4,231 4,231
2,56( 2,56(
(14) (24))
@ @
(490 (490
7 7
$ 11,25 $ 110,05¢ $ 4,72 $ 36,29 $ !17,351) $ §2,88€) $ 142,08:
$ 11,25 $ 110,05¢ $ 4801 $ 46,75 $ (17,23) $ 506 $ 160,69:
4,92¢ 4,92
104 104
(85) (85)
(©) 3
(899 (899)
2 10
11 11
$ 11,25 $  110,05¢ $ 482( $ 50,69C $ (17,230 $ 5,161 $ 164,75!

See accompanying notes to unaudited consolidataddial statements.




CENTER BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

(in thousands)

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net caskigen by operating activitie:
Amortization of premiums and accretion of discoumtsnvestment securities, r
Depreciation and amortizatic
Stoclk-based compensatic
Provision for loan losse
Net othe-thar-temporary impairment losses on investment secs
Gains on sales of investment securities,
Loans originated for resa
Proceeds from sale of loans held for ¢
Gains on sale of loans held for s
Decrease in accrued interest receivs
Decrease in prepaid FDIC insurance assessr
Increase in cash surrender value of -owned life insuranc
Life insurance death bene
Decrease (increase) in other as:
Increase 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 repaymer
Net purchases of restricted investment in bankkst
Net decrease (increase) in loi
Purchases of premises and equipn
Proceeds from bank-owned life insurance death kisnef
Net cash provided by (used in) investing activities
Cash flows from financing activities:
Net (decrease) increase in depao
Cash dividends on preferred stc
Cash dividends on common stc
Issuance cost of common stc
Proceeds from exercise of stock options
Net cash (used in) provided by financing activities
Net change in cash and cash equival
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Supplemental disclosures of cash flow information
Cash payments fo
Interest paid on deposits and borrowil
Supplemental disclosures of nc-cash investing activities:
Trade date accounting settlements for investmest:
Transfer of loans to other real estate ow
Transfer from investment securities avail-for-sale to investment securities F-to-maturity

Three Months Ended

March 31,
2013 2012

$ 492¢ % 4,231
95¢ 1,211

212 21C

11 7

— 107

24 58

(343 (99%)

(7,605 (6,439

8,46( 5,55¢

(13¢) (12€)

42¢€ 25E

28¢€ 24C

(2749) (251)

(297 —

90¢ (647)

60¢ 1,70C

8,16¢ 5,121

(37,209 (88,337

45,00¢ 41,51

14,12: 8,65¢
(4,99¢) (4,849

68¢ 7,28¢

() —
10,04« (33,567)
(182) (13€)

592 —
28,06¢ (69,415

(24,699 32,05¢
(28) (16€)
(899) (490
(©) ()

10 —

(25,619 31,40(
10,617 (32,899

106,13¢ 111,10:

$ 116,75 $ 78,207
$ 2,727 $ 3,097
$ 65C $ 1,85¢
$ 23c % —
$ 15,93¢ $ —

See accompanying notes to unaudited consolidataddial statements.




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1. Basis of Presentation

The consolidated financial statements of CentercBg Inc. (the “Parent Corporation”) are prepasadhe accrual basis and include the
accounts of the Parent Corporation and its whollyxd subsidiary, Union Center National Bank (thariB’ and, collectively with the Pare
Corporation and the Parent Corporation’s otherctlia@d indirect subsidiaries, the “Corporation”)l gignificant intercompany accounts and
transactions have been eliminated from the accopipgronsolidated financial statements.

In preparing the consolidated financial statememtmagement has made estimates and assumptiordfétathe reported amounts of
assets and liabilities as of the dates of the dataed statements of condition and that affectrdsailts of operations for the periods prese
Actual results could differ significantly from thegstimates. Material estimates that are partigusaisceptible to change in the near term
relate to the determination of the allowance fanldosses, other-than-temporary impairment evalnaif securities, the evaluation of the
impairment of goodwill and the valuation of defertax assets.

The consolidated financial statements have beguaped in conformity with U.S. generally acceptedaamting principles (*U.S.
GAAP”).

Note 2. Earnings per Common Share

Basic earnings per common share (“EPS”) is compbyedividing income available to common sharehad®gr the weighted average
number of common shares outstanding. Diluted ERBdes any additional common shares as if all gty dilutive common shares were
issued (e.g., stock options). The Corporasontighted average common shares outstandingltaediEPS include the effect of stock opti
and warrants outstanding using the Treasury Stoethdtl, which are not included in the calculatiomas$ic EPS. Anti-dilutive stock option
shares outstanding were 31,604 and 79,343, regphgtior the three months ended March 31, 2013Marth 31, 2012.

Earnings per common share have been computed bagbé following:

Three Months Ended

March 31,
(in thousands, except per share amount: 2013 2012
Net income $ 4,92¢ % 4,231
Preferred stock dividends (56) (1417)
Net income available to common shareholders $ 4.86¢ $ 4.,09(
Basic weighted average common shares outstal 16,34¢ 16,33:
Plus: effect of dilutive options 26 6
Diluted weighted average common shares outstanding 16,37¢ 16,33¢
Earnings per common sha
Basic $ 0.3C $ 0.2t
Diluted $ 03C $ 0.2t

Note 3. Stock-Based Compensation

The Corporation maintains two stock-based comp@rsatans from which new grants could be issued Thrporation’s stock based
compensation plans permit Parent Corporation comstmek to be issued to key employees and directoitse Corporation and its
subsidiaries. The options granted under the plem@tended to be either incentive stock optionsan-qualified options. Under the 2009
Equity Incentive Plan, a total of 392,292 sharesaamilable for grant and issuance as of Marct2813. Under the 2003 Non-Employee
Director Stock Option Plan, a total of 371,962 slsaemain available for grant and issuance uneepldn as of March 31, 2013. Such shares
may be treasury shares, newly issued shares anhiation thereof.

Options have been granted to purchase common ptowkipally at the fair market value of the stodklze date of grant. Options are
exercisable over a three year vesting period stadne year after the date of grant and generafifreten years from the date of grant.




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 3. Stock-Based Compensation—(continued)

Stock-based compensation expense for share-bagetephawards is based on the grant date fair ve@dtimated in accordance with the
provisions of FASB ASC 718-10-10Stock Based Compensatibimhe Corporation recognizes these compensatistsawet of a forfeiture
rate and recognizes the compensation costs forthofe shares expected to vest on a strdiighbasis over the requisite service period of
award, which is generally the option vesting teffi@ gears. The Corporation estimated the forfeitate based on its historical experience
during the preceding seven fiscal years.

For the three months ended March 31, 2013, thedZatipn’s income before income taxes and net inconaie reduced by $11,000 and
$7,000, respectively, as a result of the compemsatkpense related to stock options. For the tmaths ended March 31, 2012, the
Corporation’s income before income taxes and reirire were reduced by $7,000 and $4,000, respegta®la result of the compensation
expense related to stock options.

Under the principal option plans, the Corporaticeiyralso grant stock awards to certain employeesk3twards are independent of
option grants and are generally subject to forfeiftiemployment terminates prior to the releasaryf applicable restrictions. Unless fully
vested at the time of grant, such awards genevally within 30 days to five years from the datgmaint. During that period, ownership of the
shares cannot be transferred. Restricted stoclstackt awards that are fully vested at the timerahghave the same cash dividend and vc
rights as other common stock and are considerbd turrently issued and outstanding. The Corparaigenses the cost of stock awards,
which is determined to be the fair market valu¢hefshares at the date of grant, ratably over ¢énieg during which any restrictions lapse.
There were no restricted stock awards outstandiMpach 31, 2013 and March 31, 2012.

There were 31,257 and 27,784 shares of common stubdrlying options that were granted during thre¢hmonths ended March 31,
2013 and 2012, respectively. The fair value of sHmsed payment awards was estimated using th&-Blawles option pricing model with
the following assumptions and weighted averageviaines at the time the grants were awarded:

Three Months Ended

March 31,
2013 2012
Weighted average fair value of gra $ 25C % 2.0
Risk-free interest rat 1.86% 2.02%
Dividend yield 1.7€% 1.24%
Expected volatility 23.21% 22.0%
Expected life in month 69 68

Activity under the principal option plans as of Mhr31, 2013 and changes during the three monthesdeddrch 31, 2013 were as
follows:

Weightec-
Average
Weighted- Remaining
Average Contractual Aggregate
Exercise Term Intrinsic
Shares Price (Years) Value
Outstanding at December 31, 2( 183,57: $ 9.92
Grantec 31,257 12.52
Exercised (1,000 10.6¢
Outstanding at March 31, 2013 213,83: 10.4C 6.37 $ 472,61t
Exercisable at March 31, 20. 140,90: $ 10.2¢ 50 $ 341,29:

The aggregate intrinsic value of options aboveaggnts the total pre-tax intrinsic value (the défece between the Corporation’s closing
stock price on the last trading day of the firsader of 2013 and the exercise price, multipliedhsynumber of in-the-money options) that
would have been received by the option holdersdliamption holders exercised their options on Ma3&h2013. This amount changes based
on the fair value of the Corporation’s stock.

As of March 31, 2013, there was approximately $280 ,of total unrecognized compensation expensérrgleo unvested stock options.
These costs are expected to be recognized oveighted average period of 3.18 years.

10




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 4. Recent Accounting Pronouncements

In December 2012, the FASB issued an exposuré afrafproposed ASU of Topic 825-16redit Losses The amendments of the
proposed ASU would require all reporting entitiesth public and nonpublic, to calculate impairmeiéxisting financial assets on the basis
of the current estimates of contractual cash floetsexpected to be collected on the financial adseid at the reporting date. The proposed
amendments would remove the existing “probabledshpld for recognizing credit losses and broadenadhge of information that must be
considered in measuring the allowance for expectedit losses. The estimate of expected credietoasuld be based on relevant
information about past events, including historioak experience with similar assets, current d@mmi and reasonable and supportable
forecasts that affect the future collectabilityttoé assets’ remaining contractual cash flows.

As a result of the proposed amendments, finansi#ta carried at amortized cost less an allowanctdweflect the current estimate of
the cash flows expected to be collected at thertieyggodate, and the income statement would refteadit deterioration (or improvement) that
has taken place during the period. For financisésmeasured at fair value with changes in fdireveecognized through other
comprehensive income, the balance sheet wouldctefie fair value, but the income statement woaftect credit deterioration (or
improvement) that has taken place during the peAwodentity, however, may choose to not recognigeeeted credit losses on financial as
measured at fair value, with changes in fair vakeognized through other comprehensive incomenttii 1) the fair value of the financial
asset is greater than (or equal to) the amortimstiltasis and (2) expected credit losses on thadial asset are insignificant. Currently, when
credit losses are measured, an entity only corsigist events and current conditions; the propasezhdments would broaden the
information entities are required to consider tude historical loss experience with similar assetd reasonable and supportable forecasts
that affect the expected collectability of the &ssemaining contractual cash flows. It is expddigat entities will be able to leverage their
current risk monitoring systems in implementing peposed approach, however, for the inputs usedtimate the expected credit loss
approach. An entity would apply the proposed ameasrdmwith a cumulative-effect adjustment to théesteent of financial position
beginning in the first reporting period in whicketguidance is effective.

Both users and preparers of financial statements vegjuested to review and comment upon the expabalft by April 30, 2013. The
exposure draft does not include a proposed effectate of this guidance.

In January 2013, the FASB issued ASU No. 2013*Balance Sheet (Topic 210): Disclosures about Qfiisg Assets and Liabilities,”
which amended disclosures by requiring improvedrimftion about financial instruments and derivaihstruments that are either offset on
the balance sheet or subject to an enforceableemastting arrangement or similar agreement, ieetpe of whether they are offset on the
balance sheet. Reporting entities are requireddaige both net and gross information for thesetssand liabilities in order to enhance
comparability between those entities that prepaee financial statements on the basis of inteamai financial reporting standards ("IFRS").
Companies were required to apply the amendmentsstal years beginning on or after January 1, 2@b8 interim periods within those
years. The adoption of this accounting standatchdi have a material impact on the Corporatiassilts of operation, financial position,
liquidity.

In February 2013, the FASB issued ASU No. 2013*(Reporting of Amounts Reclassified Out of Accumdi&#her Comprehensive
Income,” to improve the transparency of reporting thesgassifications. ASU No. 2013-02 does not amenydeausting requirements for
reporting net income or other comprehensive incomibe financial statements. ASU No. 2013-02 reggigin entity to disaggregate the total
change of each component of other comprehensivenaand separately present reclassification adgrasrand current period other
comprehensive income. The provisions of ASU N0.3202 also requires that entities present eitharsingle note or parenthetically on the
face of the financial statements, the effect ofidigant amounts reclassified from each componéraicoumulated other comprehensive
income based on its source and the income statdmeritem affected by the reclassification. The@wation adopted the provisions of ASU
No. 201:-02 effective January 1, 2013. As the Corporatimviged these required disclosures in the notése¢donsolidated Financial
Statements, the adoption of ASU No. 2@Bhad no impact on the Corporation's consolidatattments of income and condition. See N
to the Consolidated Financial Statements for tseldsures required by ASU No. 2013-02.

11




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 5. Comprehensive Income
Total comprehensive income includes all changesirity during a period arising from transactiond ather events and circumstances
from non-owner sources. The Corporation’s otherm@hensive income is comprised of unrealized hgldiains and losses on investment

securities available-for-sale, and actuarial losdetefined benefit plans, net of taxes.

Disclosure of comprehensive income for the threattmoended March 31, 2013, and 2012 is presentia iGonsolidated Statements of
Comprehensive Income.

Accumulated other comprehensive income at Marct2813 and December 31, 2012 consisted of the fatigw

March 31, December 31
2013 2012
(in thousands)

Investment securities availa-for-sale, net of ta $ 8,89 $ 8,781
Unamortized component of securities transferrethfavailable-for-sale to held-to-maturity, net

tax 158 162
Defined benefit pension and post-retirement plaesof tax (3,880 (3,880

Total accumulated other comprehensive income $ 5161 $ 5,06:

12




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 6. Investment Securities

The Corporation’s investment securities are classifis available-for-sale and held-to-maturity aréh 31, 2013 and December 31,
2012. Investment securities available-for-saleraperted at fair value with unrealized gains oséssincluded in equity, net of tax.
Accordingly, the carrying value of such securitieBects their fair value at the balance sheet.d#dé& value is based upon either quoted
market prices, or in certain cases where theiienigeld activity in the market for a particular ingnent, assumptions are made to determine
their fair value. See Note 8 of the Notes to Cadstéd Financial Statements for a further discussio

Transfers of debt securities from the availablesiale category to the held-to-maturity categoryraagle at fair value at the date of
transfer. The unrealized holding gain or loss atdhte of transfer remains in accumulated othempecehensive income and in the carrying
value of the held-to-maturity investment seculyemiums or discounts on investment securitiegarertized or accreted using the effective
interest method over the life of the security asdjustment of yield. Unrealized holding gainsagdes that remain in accumulated other
comprehensive income are amortized or accretedtbeaemaining life of the security as an adjustnodyield, offsetting the related
amortization of the premium or accretion of thecdimt.

The following tables present information relatedhte Corporation’s investment securities at Marth2913 and December 31, 2012.

March 31, 2013

Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value

(in thousands)
Investment Securities Availabl-for-Sale:

Federal agency obligatiol $ 16,14¢ $ 144 $ (121 $ 16,16¢
Residential mortgage pethrough securitie 50,18( 1,33¢ — 51,51«
Commercial mortgage pethrough securitie 9,711 20¢ — 9,92¢
Obligations of U.S. states and political subdivisi 92,38¢ 3,86¢ (297) 95,95¢
Trust preferred securitie 21,42; 48¢ (1,129 20,78¢
Corporate bonds and noi 227,01: 10,071 (257) 236,83
Asse-backed securitie 19,23¢ 35¢ — 19,59¢
Certificates of depos 2,85: 39 3 2,88¢
Equity securitie: 53t — (16%) 37C
Other securities 3,911 68 (15) 3,96¢
Total $ 443,400 $ 16,58 $ (1,980 $ 458,00+
Investment Securities Hel-to-Maturity:
Federal agency obligatiol $ 3,89: % 157 % — 4,05(
Commercial mortgage pethrough securitie 5,12¢ 141 (6) 5,26(
Obligations of U.S. states and political subdivisio 69,19 3,68¢ (269) 72,61’
Total $ 78,21. $ 3,98/ $ (279 $ 81,92:
Total investment securities $ 521,61: $ 20,56¢ $ (2,255 $ 539,92!
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December 31, 201;

Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value

(in thousands)
Investment Securities Availabl-for-Sale:

U.S. Treasury and agency securi $ 11,87 % 62 $ (23 $ 11,90¢
Federal agency obligatiol 20,20 338 (5) 20,53t
Residential mortgage pethrough securitie 52,40( 1,38t (@D} 53,78¢
Commercial mortgage pethrough securitie 9,72¢ 244 — 9,96¢
Obligations of U.S. states and political subdivisi 103,19 4,65: (132 107,71«
Trust preferred securitie 22,27 144 (1,179 21,24¢
Corporate bonds and noi 228,68 9,09t (377 237,40"
Collateralized mortgage obligatio 2,12 — — 2,12(
Asse-backed securitie 19,43 311 — 19,74:
Certificates of depos 2,85¢ 21 (20 2,86t
Equity securitie: 53t — (210 32t
Other securities 9,14¢ 68 (15) 9,19¢
Total $ 482,440 $ 16,31¢ $ (1,947 $ 496,81!
Investment Securities Hel-to-Maturity:
Federal agency obligatiol $ 4,17¢ % 79 $ — 3 4,257
Commercial mortga¢-backed securitie 5,501 154 (5) 5,65(
Obligations of U.S. states and political subdivisio 48,38t 4,13¢ — 52,524
Total $ 58,06: $ 437: $ G $ 62,43:
Total investment securities $ 540,50: $ 20,68t $ (1,946 $ 559,24t

The following table presents information for intraent securities available-for-sale at March 31,2®ased on scheduled maturities.
Actual maturities can be expected to differ frorhestuled maturities due to prepayment or earlyayatibns of the issuer.

March 31, 2013
Amortized
Cost Fair Value
(in thousands)

Investment Securities Availabl-for-Sale :

Due in one year or le: $ 20,27 $ 20,33}
Due after one year through five ye: 103,42: 106,52¢
Due after five years through ten ye 131,74« 139,11.
Due after ten yeal 123,61 126,25:
Residential mortgage pethrough securitie 50,18( 51,51«
Commercial mortgage pethrough securitie 9,711 9,92¢
Equity securitie: 53t 37C
Other securities 3,911 3,96¢
Total $ 443,400 $ 458,00«
Investment Securities Hel-to-Maturity :
Due after five years through ten ye $ 519t $ 5,491
Due after ten yeal 67,89: 71,17(
Commercial mortgage pass-through securities 5,12¢ 5,26(
Total $ 78,21: $ 81,92:
Total investment securities $ 521,61 $ 539,92!
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During the three months ended March 31, 2013Cibwporation reclassified at fair value approximatl5.9 million in available-for-
sale investment securities to the held-to-matwdtiegory. The net unrealized losses were immateeiadained in accumulated other
comprehensive income and will be accreted overaghmining life of the securities as an adjustméyiald, offsetting the related
amortization of the premium or accretion of thecdimt on the transferred securities. No gains s8de were recognized at the time of
reclassification. Management considers the helahdibdrity classification of these investment se@sito be appropriate as the Corporation
has the positive intent and ability to hold thesewsities to maturity.

For the three months ended March 31, 2013, procefeaizilable-for-sale investment securities saftbanted to approximately $45.0
million.

The varying amount of sales from the availabledale portfolio over the past few years, and thaigant volume of such sales in 2011,
reflect the significant volatility present in thearket. Given the historic low interest rates prewain the market, it is necessary for the
Corporation to protect itself from interest ratgpesure. Securities that once appeared to be souadtments can, after changes in the ma
become securities that the Corporation has thébfléy to sell to avoid losses and mismatchesméiest-earning assets and interest-bearing
liabilities at a later time.

Gross gains and losses from the sales of investseentrities for the three month periods ended Madgt2013 and 2012 were as follo

Three Months Ended

March 31,
(in thousands) 2013 2012
Gross gains on sales of investment secul $ 43z 3 99t
Gross losses on sales of investment securities 89 —
Net gains on sales of investment securities $ 34 $ 99t

The following summarizes OTTI charges for the pdsiondicated.

Three Months Ended

March 31,
2013 2012
(in thousands)
Principal losses on a variable rate CMO $ 24 $ 58
Total other-than-temporary impairment charges $ 24 $ 58

The Corporation performs regular analysis on alirntzestment securities to determine whether argeal fair value indicates that an
investment is other-than-temporarily impaired ic@dance with FASB ASC 320-10. FASB ASC 320-10 megucompanies to record OTTI
charges, through earnings, if they have the irtesell, or if it is more likely than not that theyll be required to sell, an impaired debt
security before recovery of its amortized cost @asithe Corporation intends to sell or it is mékely than not it will be required to sell the
security before recovery of its amortized cost fdsiss any current period credit loss, the OTTéognized in earnings equal to the entire
difference between the investment’s amortized basts and its estimated fair value at the balaheetdate. If the Corporation does not
intend to sell the security and it is more liketah not that the entity will be required to se#l gecurity before recovery of its amortized cost
basis less any current period loss, and it detersiiinat a decline in fair value is other than terapg the OTTI is separated into the amount
representing the credit loss and the amount retatetl other factors. The amount of the OTTI rethto the credit loss is determined based on
the present value of cash flows expected to bedsitl and is recognized in earnings. The amoutiteofotal OTTI related to other factors is
recognized in other comprehensive income, net plicgble taxes. The previous amortized cost basis the OTTI recognized in earnings
becomes the new amortized cost basis of the inwggtm

The Corporation’s assessment of whether an impairmsesther than temporary includes factors suchtather the issuer has defaulted
on scheduled payments, announced a restructuriigrafiled for bankruptcy, has disclosed severaitigy problems that cannot be resolved,
disclosed a deteriorating financial condition ostained significant losses. The Corporation maistai watch list for the identification and
monitoring of securities experiencing problems tiegjuire a heightened level of review. This co@slult from credit rating downgrades.
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The following table presents detailed information éach trust preferred security held by the Cation at March 31, 2013 which has at
least one rating below investment grade.

Expected

Deferrals Deferral/Defaults
Lowest Number of and Defaults 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 Capital I\ Single —  $ 1,77 $ 1,806 $ 36 BB+ 1 None None
Countrywide Capital \ Single — 2,747 2,80¢ 61 BB+ 1 None None
Countrywide Capital \ Single — 25(C 25€ 6 BB+ 1 None None
Citigroup Cap IX Single — 992 1,021 23 BB 1 None None
Citigroup Cap IX Single — 1,90¢ 1,971 66 BB 1 None None
Citigroup Cap Xl Single — 24¢€ 253 7 BB 1 None None
Nationsbank Cap Trust | Single — 1,572 1,24t (3279 BB+ 1 None None
Morgan Stanley Cap Trust | Single — 2,50( 2,518 13 BB+ 1 None None
Morgan Stanley Cap Trust | Single — 1,742 1,75¢ 16 BB+ 1 None None
Saturns— GS 200-06 Single — 24z 24¢ 5 BB+ 1 None None
Saturns— GS 20006 Single — Bl 32C 7 BB+ 1 None None
Saturns— GS 200-04 Single — 781 79¢ 17 BB+ 1 None None
Saturns— GS 200-04 Single — 22 22 — BB+ 1 None None
Goldman Sach Single — 99¢ 1,04t 46 BB+ 1 None None
Stifel Financial Single — 4,50( 4,68( 18C BBB- 1 None None
1)
ALESCO Preferred Funding V Poolec C1 84E 44 (801) Ca 47 of 61 35.%% 44.5%
Total $ 21,420 $ 20,78¢ $ (639)

(1) Includes banks and insurance compar
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The Corporation owns one pooled trust preferredriy“Pooled TRUP”), which consists of securitissued by financial institutions
and insurances companies. The Corporation holdsifzzanine tranche of the Pooled TRUP. Senior vesgenerally are protected from
defaults by over-collateralization and cash floedé protection provided by subordinated tranchéth senior tranches having the greatest
protection and mezzanine tranches subordinatduetednior tranches. The Corporation’s analysif@fooled TRUP falls within the scope
of EITF 99-20, ASC 320-40 and uses a discountel fta model to determine the total OTTI loss. Thedel considers the structure, term
and the financial condition of the underlying issu&pecifically, the model details interest rapgscipal balances of note classes and
underlying issuers and the allocation of the paymsiemthe note classes according to a priorityagfpents specified in the offering circular
and indenture. The current estimate of expecteld taws is based on the most recent trustee repodsother relevant market information
including announcements of interest payment ddfeaiadefaults of underlying trust preferred seigussumptions used in the model
include defaults rates, default rate timing prafigad recovery rates. We assume no prepaymerite Booled TRUP was issued at
comparatively tight spreads and as such, therttlésincentive, if any, to prepay.

On March 25, 2013, the Pooled TRUP, ALESCO VIl umed its fifteenth interruption of cash flow paymt®to date. Management
reviewed the expected cash flow analysis and csegiport to determine if it was probable that althgipal and interest would be repaid, and
recorded no other-than-temporary impairment chéogthe three months ended March 31, 2013 and Matgi2012.

At March 31, 2013, excess subordination as a p&agerof remaining performing collateral for the AREO Preferred Funding VI
investments was -49.4 percent. Excess subordingtittie amount of performing collateral above thmant of outstanding collateral
underlying each class of the security. The excelerslination as a percent of remaining performiolipteral reflects the difference between
the performing collateral and the collateral ungiag each security divided by the performing catat. A negative number results when the
paying collateral is less than the collateral ulyileg each class of the security. A low or negativenber decreases the likelihood of full
repayment of principal and interest according fginal contractual terms.

Credit Loss Portion of OTTI Recognized in Earnings on Debt Securities

Three Months Year
Ended Ended
March 31, December
2013 31,2012
(in thousands)
Balance of cred-related OTTI at January $ 4450 $ 6,53¢
Addition:
Credit losses on investment securities for whidtesthan-temporary impairment was not
previously recognize 24 87C
Reduction:
Credit losses on investment securities sold dutiegperiod (2,119 (2,959
Balance of credit-related OTTI at period end $ 2,36 $ 4,45(
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The Corporation did not record other-than-temponargairment charges relating to equity holdingbamk stocks for the three months
ended March 31, 2013 and March 31, 2012.

Temporarily mpaired | nvestments

For all other securities, the Corporation doeshatieve that the unrealized losses, which were ctm@g of 55 investment securities as of
March 31, 2013, represent an other-than-temporapairment. The gross unrealized losses associdtbdederal agency obligations,
mortgage-backed securities, corporate bonds arex@ampt securities are not considered to be ottzer temporary because their unrealized
losses are related to changes in interest rated@ndt affect the expected cash flows of the ugihey collateral or issuer.

Factors affecting the market price include creidk,rmarket risk, interest rates, economic cyces liquidity risk. The magnitude of any
unrealized loss may be affected by the relativecentration of the Corporatianinvestment in any one issuer or industry. Thep@@tion ha
established policies to reduce exposure througérslification of concentration of the investmenttfmio including limits on concentrations
to any one issuer. The Corporation believes thestment portfolio is prudently diversified.

The decline in value is related to a change irrésterates and subsequent change in credit spreauised for these issues affecting
market price. All issues are performing and arecetgd to continue to perform in accordance witlir tesspective contractual terms and
conditions. Short to intermediate average duratansin certain cases monthly principal paymentsikhreduce further market value
exposure to increases in rates.

The Corporation evaluates all securities with ulized losses quarterly to determine whether the is®ther than temporary. Unrealized
losses in the collateralized mortgage obligaticaategory consist primarily of private issue collatezed mortgage obligations. Unrealized
losses in the corporate debt securities categargisbof single issuer corporate trust preferreaisges, pooled trust preferred securities and
corporate debt securities issued by large finamesditutions, insurance companies and other catedssuers. The unrealized loss in equity
securities consists of other bank equities. Théiem fair value is due in large part to the ladlan active trading market for these securi
changes in market credit spreads and rating aggmengrades. For collateralized mortgage obligatiomsnagement reviewed expected cash
flows and credit support to determine if it waslmble that all principal and interest would be iépbilone of the corporate issuers have
defaulted on interest payments. Management condltiag these securities, other than the previomglgtioned Pooled TRUP, were not
other-than-temporarily impaired at March 31, 2083ture deterioration in the cash flow on collaterd mortgage obligations or the credit
quality of these large financial institution isssief TRUP debt securities could result in impairtredrarges in the future.

In determining that the securities giving risehe previously mentioned unrealized losses werethar-than-temporary, the Corporation
evaluated the factors cited above, which the Catjimr considers when assessing whether a secsityér-than-temporarily impaired. In
making these evaluations the Corporation must é&semnsiderable judgment. Accordingly there candassurance that the actual results
will not differ from the Corporation’s judgmentsdathat such differences may not require the futecegnition of other-than-temporary
impairment charges that could have a material effache Corporation’s financial position and réswif operations. In addition, the value of,
and the realization of any loss on, an investmeaouisty are subject to numerous risks as cited abov
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The following tables indicate gross unrealized ésssot recognized in income and fair value, agdeshy investment category and the
length of time individual securities have been roatinuous unrealized loss position at March 31,and December 31, 2012:

March 31, 2013

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

(in thousands)
Investment Securities Availabl-for-Sale:

Federal agency obligatiol $ 6,151 $ (121) $ 6,151 $ (121) $ — $ —
Obligations of U.S. states and political subdivis 15,52: (297) 15,52: (297) — —
Trust preferred securitie 1,28¢ (1,129 — — 1,28¢ (1,129¢)
Corporate bonds and noi 21,98t (257) 11,577 (139 10,40¢ (11¢)
Certificates of depos 19C (©)] 19C (©)] — —
Equity securitie: 37C (16%) — — 37C (165)
Other securities 98t (15) — — 98t (15

Total 46,49: (1,980 33,44( (559 13,05: (1,42¢)

Investment Securities
Held-to-Maturity:

Commercial mortgage pethrough securitie 592 (6) — — 592 (6)
Obligations of U.S. states and political subdivisio 18,10¢ (269) 18,10¢ (269 — —

Total 18,70: (275) 18,10¢ (269) 592 (6)
Total Temporarily Impaired Securities $ 65190 $ (2,25%) $ 5154¢ $ (8239) $ 1364« $ (1,437

December 31, 201.
Total Less than 12 Months 12 Months or Longer
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
(in thousands)

Investment Securities Availabl«-for-Sale:
U.S. Treasury and agency securi $ 446( $ 23y $ 446 $ (23 % — 8 —
Federal agency obligatic 871 (5) 871 (5) — —
Residential mortgage

pas-through securitie 1,66¢ 1) 1,66¢ 1) — —
Obligations of U.S. states and political subdivisi 18,36( (132 18,36( (132 — —
Trust preferred securitie 11,74( (1,179 10,49 (18) 1,24¢ (1,15€)
Corporate bonds and noi 26,44( (377) 18,24 (139 8,19¢ (237)
Certificates of depos 38¢ (20 38¢ (20 — —
Equity securitie: 32t (210 — — 32t (210)
Other securities 98¢ (15) — — 98t (15)

Total 65,24+ (1,94 54,49; (329 10,75: (1,61¢)
Investment Securities

Held-to-Maturity:
Commercial mortgage-backed securities 932 (5) 932 (5 — —

Total 932 (5) 932 (5 — —
Total Temporarily Impaired Securities $ 6617¢ $ (1,946 $ 5542¢ $ (3260 $ 10,75 $ (1,619
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Investment securities having a carrying value gfragimately $94.4 million and $96.1 million at Mar81, 2013 and December 31,
2012, respectively, were pledged to secure pulgpodits, borrowings, and Federal Home Loan Bankiacks and for other purposes
required or permitted by law.

Note 7. Loans and the Allowance for Loan Losses

Loans are stated at their principal amounts inctusi net deferred loan origination fees. Intenesbme is credited as earned except
when a loan becomes past due 90 days or more autd eists as to the ultimate collection of inteé@sprincipal; in those cases the
recognition of income is discontinued. Loans that@ast due 90 days or more that are both wellredand in the process of collection will
remain on an accruing basis. When a loan is plaoatbn-accrual status, interest accruals ceasearmullected accrued interest is reversed
and charged against current income.

Portfolio segments are defined as the level at whit entity develops and documents a systematicadelogy to determine its
allowance. Management has determined that the Catipp has two portfolio segments of loans anddegsommercial and consumer) in
determining the allowance. Both quantitative andlig@tive factors are used by management at thiégtiorsegment level in determining the
adequacy of the allowance for the Corporation. §da®f loans and leases are a disaggregation obtperation's portfolio segments. Clas
are defined as a group of loans and leases whante stimilar initial measurement attributes, riskratteristics, and methods for monitoring
and assessing credit risk. Management has detatrtiiaé the Corporation has five classes of loankl@ases: commercial and industrial
(including lease financing), commercial — real gstaonstruction, residential mortgage (includiognie equity) and installment.

Generally, all classes of commercial and consuoeard and leases are placed on actrual status upon becoming contractually pas
90 days or more as to principal or interest (unleass and leases are adequately secured by callatee in the process of collection, and are
reasonably expected to result in repayment), whang are renegotiated below market levels, or whalstantial doubt about full repayment
of principal or interest is evident. For certaistadlment loans the entire outstanding balancéendan is charged-off when the loan becomes
60 days past due.

Payments received on non-accrual loans are apadjethst principal. A loan may only be restoredri@acruing basis when it again
becomes well secured and in the process of callecti all past due amounts have been collectediandonths of payments to demonstrate
that the borrower can continue to meet the loamdet oan origination fees and certain direct loggination costs are deferred and
recognized over the life of the loan as an adjustrteethe loan’s yield using the level yield method

20




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Impaired Loans

The Corporation accounts for impaired loans in etaoce with FASB ASC 310-10-35. The value of impdiloans is based on the
present value of expected future cash flows distmliat the loan’s effective interest rate or, asagtical expedient, at the loan’s observable
market price or at the fair value of the collatéfdhe loan is collateral dependent.

A loan is considered impaired when, based on ctiméormation and events, it is probable that tleep@ration will not be able to collect
all amounts due from the borrower in accordancé e contractual terms of the loan, including siched interest payments. The
Corporation has defined its population of impail@ahs to include all classes of non-accrual anghtiexd debt restructuring (“TDR1pans. At
part of the evaluation of the value of impairednisathe Corporation individually reviews for impagnt all non-homogeneous loans (in each
instance, above an established dollar threshog200,000) internally classified as substandardeto. Smaller impaired non-homogeneous
loans and impaired homogeneous loans are collécevaluated for impairment.

When a loan has been identified as being impathedamount of impairment is measured based onrébsept value of expected future
cash flows discounted at the loan's effective agtrate, the loan's observable market price,@estimated fair value of the collateral, less
any selling costs, if the loan is collateral-depamtdIf the measurement of the impaired loan is than the recorded investment in the loan
(including accrued interest, net of deferred loagsfor costs and unamortized premiums or discquartsinpairment is recognized by creal
or adjusting an existing allocation of the Allowanor by recording a partial charge-off of the ldauits fair value. Interest payments made on
impaired loans are typically applied to principalass collectability of the principal amount isgeaably assured, in which case interest
income may be accrued or recognized on a cash basis

Loans Modified in a Troubled Debt Restructuring

Loans are considered to have been modified in a Whén due to a borrower's financial difficultidse tCorporation makes certain
concessions to the borrower that it would not atlige consider. Modifications may include interegerreductions, principal or interest
forgiveness, forbearance, and other actions intttmleninimize economic loss and to avoid foreclesur repossession of collateral.
Generally, a non-accrual loan that has been maftiifi@ TDR remains on non-accrual status for aogleof six months to demonstrate that the
borrower is able to meet the terms of the modikxsth. However, performance prior to the modificatior significant events that coincide
with the modification, are included in assessingthiker the borrower can meet the new terms and estrin the loan being returned to
accrual status at the time of loan modificatiorafber a shorter performance period. If the borrdsvability to meet the revised payment
schedule is uncertain, the loan remains on nonsatstatus.

Reserve for Credit Losses

The Corporation's reserve for credit losses is etsag of two components, the allowance and theveder unfunded commitments (the
"Unfunded Commitments").

Allowance for Loan Losses

The allowance for loan losses is maintained avel ldetermined adequate to provide for probable loases. The allowance is increased
by provisions charged to operations and reducddday charge-offs, net of recoveries. The allowasdsmsed on management’s evaluation of
the loan portfolio considering economic conditiottie volume and nature of the loan portfolio, histl loan loss experience and individual
credit situations.

Material estimates that are particularly suscegtiblsignificant change in the near-term relatdédetermination of the allowance for
loan losses. In connection with the determinatibthe allowance for loan losses, management obiadependent appraisals for significant
properties.

The ultimate collectability of a substantial portiof the Corporatiors loan portfolio is susceptible to changes in #a estate market a
economic conditions in the State of New Jerseytaadmpact of such conditions on the creditwortbfef the borrowers.
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Management believes that the allowance for loasd®$s adequate. Management uses available infomtatrecognize loan losses;
however, future additions to the allowance may éeessary based on changes in economic conditivasldition, various regulatory
agencies, as an integral part of their examingtimeess, periodically review the Corporation’s atmce for loan losses. Such agencies may
require the Corporation to recognize additionsh&dllowance based on their judgments about infiomavailable to them at the time of
their examinations.

Reserve for Unfunded Commitments

The reserve for unfunded commitments is maintaateadlevel believed by management to be suffidiemtosorb estimated probable
losses related to unfunded credit facilities anddétuded in other liabilities in the consolidatet@dtements of condition. The determination of
the adequacy of the reserve is based upon an ¢ealwd the unfunded credit facilities, including assessment of historical commitment
utilization experience, and credit risk. Net adjushts to the reserve for unfunded commitmentsraleded in other expense.

Risk Related to Representation and Warranty Provisions

The Corporation sells residential mortgage loarthénsecondary market primarily to Fannie Mae. Cheporation sells residential
mortgage loans to Fannie Mae that include variepsasentations and warranties regarding the otigmand characteristics of the resider
mortgage loans. Although the specific represemtatand warranties vary, they typically cover owhgr®f the loan, validity of the lien
securing the loan, the absence of delinquent taxkens against the property securing the loamm@nce with loan criteria set forth in the
applicable agreement, compliance with applicabdierfal, state, and local laws, and other matters.

As of March 31, 2013, the unpaid principal balaotéhe Corporation’s portfolio of residential maafge loans sold to Fannie Mae was
$9.7 million. These loans are generally sold olm@recourse basis. The agreements under whichahg@tion sells residential mortgage
loans require the Corporation to deliver variousudoents to the investor or its document custodithough these loans are primarily sold
on a nonrecourse basis, the Corporation may be obligatedgorchase residential mortgage loans where medjdiocuments are not delive
or are defective. Investors may require the immedi@purchase of a mortgage loan when an early gatydefault discovered in an
underwriting review reveals significant underwriideficiencies, even if the mortgage loan has syesly been brought current. As of
March 31, 2013, there were no pending repurchapeests related to representation and warranty gions.

Composition of Loan Portfolio

The following table sets forth the composition led ICorporation’s loan portfolio, including net deéal fees and costs, at March 31, 2013
and December 31, 2012:

March 31, December 31

2013 2012
(in thousands)
Commercial and industri; $ 187,18: $ 181,68:
Commercial real esta 501,56 497,39
Constructior 35,16: 40,27
Residential mortgag 154,75 169,09«
Installment 58¢ 1,104
Subtotal 879,25 889,54¢
Net deferred loan cos 134 1232
Total loans $ 879,38 $ 889,67

At March 31, 2013 and December 31, 2012, loans¢cw@ive officers and directors aggregated appratéty $19,406,000 and
$18,977,000, respectively. During the three moetided March 31, 2013, the Corporation made newslaad advances to executive officers
and directors in the amount of $1,038,000. Paymantuch persons during 2013 aggregated $609,000.

Management is of the opinion that the above loam®wnade on the same terms and conditions as phegailing for comparable
transactions with non-related borrowers.
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At March 31, 2013 and December 31, 2012, loan kalsuef approximately $562.8 million and $532.8 imiil| respectively, were pledg
to secure borrowings from the Federal Reserve BalNew York and the Federal Home Loan Bank of NeavkY

The following table presents information about loaceivables on non-accrual status at March 313 201 December 31, 2012:

Loans Receivable on No-Accrual Status

March 31, December 31
2013 2012
(in thousands)
Commercial and industri $ 21z $ 214
Commercial real esta 354 354
Constructior — 31¢
Residential mortgage 1,99¢ 2,72¢
Total loans receivable on non-accrual status $ 256 $ 3,61¢

The amount of interest income that would have ieearded on noaccrual loans during the three months ended Mat¢cR@13 and th
year ended December 31, 2012, had payments remaiaedordance with the original contractual termas $33,000 and $187,0(
respectively.

The Corporation continuously monitors the credilgy of its loans receivable. In addition to tiiernal staff, the Corporation utilizes
the services of a third party loan review firm &terthe credit quality of its loans receivable.ditrquality is monitored by reviewing certain
credit quality indicators. Assets classified “Paas® deemed to possess average to superior crediityq requiring no more than normal
attention. Assets classified as “Special Mentioatdgenerally acceptable credit quality yet poskigeer risk characteristics/circumstances
than satisfactory assets. Such conditions inclt@éngd liquidity, slow pay, stale financial statembs, or other conditions that require more
stringent attention from the lending staff. Thesaditions, if not corrected, may weaken the loaalitgior inadequately protect the
Corporation’s credit position at some future datesets are classified “Substandard” if the assethaell defined weakness that requires
management’s attention to a greater degree thdondos classified special mention. Such weaknéteft uncorrected, could possibly result
in the compromised ability of the loan to perfomrcbntractual requirements. An asset is classd®tDoubtful”if it is inadequately protect:
by the net worth and/or paying capacity of thegdnior of the collateral, if any, that securesdbégation. Assets classified as doubtful
include assets for which there is a “distinct poiisy” that a degree of loss will occur if the iaguacies are not corrected. All loans past due
90 days or more and all impaired loans are includdlle appropriate category below. The followiable presents information, excluding
deferred costs, about the loan credit quality ata&1, 2013 and December 31, 2012:

Credit Quality Indicators
March 31, 2013

Special
Pass Mention Substandard Doubtful Total
(in thousands)
Commercial and industri; $ 182,48 $ 3,148 $ 1,54¢ $ — $ 187,18:
Commercial real esta 467,03° 18,77( 15,75¢ 501,56
Constructior 34,31¢ — 847 35,16:
Residential mortgag 150,19« 991 3,572 154,75
Installment 45¢ — 132 58¢
Total loans $ 834,49( $ 22,90¢ $ 21,857 $ $ 879,25:
Credit Quality Indicators
December 31, 201
Special
Pass Mention Substandard Doubtful Total
(in thousands)

Commercial and industri; $ 176,81¢ $ 3,281 $ 1,58: $ $ 181,68:
Commercial real esta 462,26t 18,94¢ 16,181 497,39
Constructior 38,30: 81C 1,16¢ 40,27
Residential mortgag 163,76¢ 99: 4,33 169,09«
Installment 967 — 137 1,104
Total loans $ 842,12. $ 24,02¢ $ 23,397 $ $ 889,54¢
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The following table provides an analysis of the @ined loans at March 31, 2013 and December 31,:2012

Three Months Ended March 31, 201

Unpaid
Recorded Principal Related
Investment Balance Allowance
No Related Allowance Record: (in thousands)
Commercial real estate $ 1,500 $ 1,95C $ =
Total $ 1,50C $ 1,95C $ —
With An Allowance Recorde
Commercial real esta $ 418 $ 4.18C $ 474
Residential mortgage 1,21¢ 1,214 111
Total $ 539 $ 5,39 $ 58E
Total
Commercial real esta $ 5,68( $ 6,13( $ 474
Residential mortgage 1,21¢ 1,21¢ 111
Total (including related allowance) $ 6,89¢ $ 7,344 $ 58t
Year Ended December 31, 2012
Unpaid
Recorded Principal Related
Investment Balance Allowance
No Related Allowance Record: (in thousands)

Commercial real estate $ 1,50C $ 1,95C $ =
Total $ 1,50( 1,95( $ —
With An Allowance Recorde
Commercial real esta $ 4,18 $ 4,18C $ 492
Residential mortgage 1,25¢ 1,25¢ 152
Total $ 543t % 5,43t $ 64k
Total
Commercial real esta $ 5,68( $ 6,13(C $ 492
Residential mortgage 1,25¢ 1,25¢ 152
Total (including related allowance) $ 6,93t $ 7,388 $ 64E
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Three Months Ended
March 31,2013

Three Months Ended
March 31,2012

Average Interest Average Interest
Recorded Income Recorded Income
Investment Recognized Investment Recognized
Impaired loans with no related allowance recort
Commercial real estate $ 1,50C $ 19 $ 2,108 $ 30
Total $ 1,50 $ 19 $ 2,108 $ 30
Impaired loans with an allowance record
Commercial real esta $ 418 $ 34 % 418 $ 35
Constructior — — 3,04¢ —
Residential mortgage 1,24¢ 10 4,46¢ 26
Total $ 542¢ $ 44 % 11,69 $ 61
Total impaired loans
Commercial real esta $ 568( $ 53 % 6,28 $ 65
Constructior — — 3,04« —
Residential mortgage 1,24¢ 10 4,46¢ 26
Total $ 6,92¢ $ 63 $ 13,79¢ $ 91

Included in impaired loans at March 31, 2013 aentothat are deemed troubled debt restructuringthede loans, $6.2 million, 90.8
percent of which are included in the tables abave performing under the restructured terms anéecriing interest.
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The following table provides an analysis of thenggdf loans, excluding deferred fees and costsateapast due at March 31, 2013 and
December 31, 2012:

Aging Analysis
March 31, 2013

Loans

Receivable > 9

3C-59 Days 6C-89 Days Greater Than Total Past Total Loans Days And

Past Due Past Due 90 Days Due Current Receivable Accruing

(in thousands)
Commercial and Industrii $ 7 $ — 8 21z $ 21¢ $ 186,96. $ 187,18. $ —
Commercial Real Esta 78C — 354 1,13¢ 500,42 501,56: —
Constructior — — — — 35,16: 35,16! —
Residential Mortgag 1,13¢ — 2,05¢ 3,19( 151,56 154,75 55
Installment 4 — — 4 58E 58¢ —
Total $ 1,927 $ — $ 2,62( $ 4547 $ 874,70t $ 879,25! $ 5E
December 31, 201,
Loans

Receivable > 9

30-59 Days 6C-89 Days Greater Than Total Past Total Loans Days And

Past Due Past Due 90 Days Due Current Receivable Accruing

(in thousands)

Commercial and Industrii $ 50C $ — $ 214 % 804 $ 180,87¢ $ 181,68.: $ —
Commercial Real Esta 1,012 703 354 2,06¢ 495,32: 497,39 —
Constructior — — 31¢ 31¢ 39,95¢ 40,27 —
Residential Mortgag 2,017 62¢ 2,78¢ 5,42¢ 163,66! 169,09: 5E
Installment 23 — — 23 1,081 1,104 —
Total $ 3,64: $ 1,331 $ 3,671 $ 8,64/ $ 880,90 $ 889,54¢ $ 55

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

Allowance for loan and lease losse
Individually evaluated for impairme
Collectively evaluated for impairme

Total

Loans Receivable
Individually evaluated for impairme
Collectively evaluated for impairme
Loans acquired with discounts related to ci
quality
Total

Allowance for loan and lease losse

Allowance for loan and lease losse
Individually evaluated for impairme
Collectively evaluated for impairme

Total

Loans Receivable
Individually evaluated for impairme
Collectively evaluated for impairme
Loans acquired with discounts related to ci
quality
Total

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

March 31, 2013

Comm
C&l R/E Construction Res Mtge Installment Unallocated Total
(in thousands)

$ — 3 474 % — 3 11 $ — 3 — 3 58t
2,08: 4,87¢ 284 1,261 103 1,031 9,64

$ 2,08: $ 535! $ 284 % 137t $ 102§ 1,031 $ 10,23:
$ — 3 5680 $ — % 1,212 $ — % — % 6,89¢
183,95t¢ 475,74: 33,76¢ 135,28( 461 — 829,20t

3,22¢ 20,14( 1,397 18,26: 12€ — 43,15:

$ 187,18: $ 501,56: $ 3516! $ 154,75° $ 58¢ $ — $ 879,25!

December 31, 201
Comm
C&l R/E Construction Res Mtge Installment Unallocated Total
(in thousands)

$ — % 49 % — % 152 $ — % — % 64t
2,424 4,83( Bild 1,38( Al 532 9,59z

$ 2,42¢  $ 532 $ 312 $ 153 $ 112 $ 532 $ 10,23:
$ — 3 5680 $ —  $ 1,258 % — 8 — 8 6,93t
177,64 470,79 38,17: 146,93( 978 — 834,51t

4,03¢ 20,91¢ 2,10t 20,90¢ 131 — 48,09¢

$ 181,68: $ 497,39 $ 40,277 $ 169,09 $ 1,100 $ — $ 889,54¢

The Corporation’s allowance for loan losses is e quarterly. Many factors are considered, inalgdrowth in the portfolio,
delinquencies, nonaccrual loan levels, and othegofa inherent in the extension of credit. ThereeHaeen no material changes to the
allowance for loan loss methodology as disclosefiénCorporation’s Annual Report on Form K@s of and for the year ended Decembe

2012.

A summary of the activity in the allowance forhoasses is as follows:

Balance at January
Charge offs
Recoverie:

Provision

Balance at March 31,

Three Months Ended March 31, 201

Comm
C&l R/E Construction  Res Mtge  Installment  Unallocatec Total
(in thousands)

$ 2,42 $ 5320 % 31 % 1532 $ 115 $ 53z $ 10,23:
— — — — ©) — ()

— — — — 1 — 1

(347 3C (29 (159) (5 49¢ —

$ 2,087 $ 535! $ 284 $ 1,37¢ $ 108 $ 1,031 $ 10,23:
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Three Months Ended March 31, 201:

Comm
C&l R/E Construction  Res Mtge  Installment  Unallocatec Total
(in thousands)
Balance at January $ 1527 $ 597: $ 707 $ 1,26: $ 51 $ 82 $ 9,60z
Charge offs — — — — (©) — (©)]
Recoveries — — — 47 1 — 48
Provision 257 (96) (70) (76) 5 87 107
Balance at March 31, $ 1,78¢ $ 587¢ $ 637 $ 1,23¢ $ 54 $ 16 $ 9,75¢

At March 31, 2013, there were no commitments tal ladditional funds to borrowers whose loans werammaccrual status or were
contractually past due in excess of 90 days atichstiruing interest, or whose terms have been figoblin troubled debt restructurings.

The policy of the Corporation is to generally graatnmercial, mortgage and installment loans to Nergey residents and businesses
within its market area. The borrowers’ abilitiesépay their obligations are dependent upon varfactrs, including the borrowers’ income
and net worth, cash flows generated by the borrewerderlying collateral, value of the underlyinglateral, and priority of the lender’s lien
on the property. Such factors are dependent upgougaeconomic conditions and individual circumsesbeyond the control of the
Corporation. The Corporation is therefore subjeaigk of loss. The Corporation believes its legdiolicies and procedures adequately
minimize the potential exposure to such risks &rad adequate provisions for loan losses are prdvioleall known and inherent risks.
Collateral and/or personal guarantees are reqtdredrtually all loans.

The Corporation had no troubled debt restructurthging the three months ended March 31, 2013.

Loans modified in a troubled debt restructuringed $8.3 million at March 31, 2013 of which $1.8lion were on non-accrual status.
The remaining loans modified were current at threetof the restructuring and have complied withtdrens of their restructure agreement. At
December 31, 2012, loans modified in a troubled dettructuring totaled $8.3 million of which $Idllion were on non-accrual status. The
remaining loans modified were current at the tirhthe restructuring and have complied with the ®oftheir restructure agreement.

In an effort to proactively manage delinquent Igahe Corporation has selectively extended to ocektarrowers concessions such as rate
reductions, extension of maturity dates, princgraihterest forgiveness, adjusted repayment tefonisearance agreements, or combinatiol
two or more of these concessions. As of March 8132loans on which concessions were made witheotdp adjusted repayment terms
amounted to $1.6 million. Loans on which combinasief two or more concessions were made amount®@.fomillion. The concessions
granted included principal concessions, rate réducadjusted repayment, extended maturity and eaymeferral.
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Note 8. Fair Value Measurements and Fair Value dfinancial Instruments
Fair Value Measurements

Management uses its best judgment in estimatinfpihgalue of the Corporation’s financial and niimancial instruments; however,
there are inherent weaknesses in any estimatitmitpee. Therefore, for substantially all financald nonfinancial instruments, the fair val
estimates herein are not necessarily indicativb@fimounts the Corporation could have realizexlsale transaction on the dates indicated.
The estimated fair value amounts have been meaasrefithe respective period-end dates indicategirnand have not been re-evaluated or
updated for purposes of these financial statensriisequent to those respective dates. As suchstimeated fair values of these financial
non-financial instruments subsequent to the resmentporting dates may be different than the art®teported at each year-end.

U.S. GAAP establishes a fair value hierarchy thagrijlizes the inputs to valuation techniques uetheasure fair value. The hierarchy
gives the highest priority to unadjusted quotedgwmiin active markets for identical assets or litsds (Level 1 measurements) and the lowest
priority to unobservable inputs (Level 3 measuretsieT he three levels of the fair value hierarchey described below:

« Level 1: Unadjusted exchange quoted prices in actiarkets that are accessible at the measuremtenfodadentical, unrestricted
assets or liabilities

» Level 2: Quoted prices for similar assets and liéx in active markets, and inputs that are oleele for the asset or liability, either
directly or indirectly, for substantially the fukrm of the financial instrumer

« Level 3: Prices or valuation techniques that regjiriputs that are both significant to the fair walneasurement and unobservable
example, supported with little or no market acyiyi

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

The following information should not be interpretesian estimate of the fair value of the entirepGmation since a fair value calculation
is only provided for a limited portion of the Corption’s assets and liabilities. Due to a wide mo§valuation techniques and the degree of
subjectivity used in making the estimates, compassetween the Corporation’s disclosures and thbether companies may not be
meaningful. The following methods and assumptiorsawused to estimate the fair values of the Cotjmora assets measured at fair value
a recurring basis at March 31, 2013 and Decembe2(BIL2.
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Investment Securities Available-for-Sale

Where quoted prices are available in an active ptamkvestment securities are classified in Levef the valuation hierarchy. Level 1
inputs include investment securities that have egiptices in active markets for identical assétgubted market prices are not available, 1
fair values are estimated by using pricing modslsited prices of securities with similar charastés, or discounted cash flows. Example
instruments, which would generally be classifiethim Level 2 of the valuation hierarchy, include maipal bonds and certain agency
collateralized mortgage obligations. In certainesaghere there is limited activity in the marketdgoarticular instrument, assumptions must
be made to determine their fair value and are ifledsas Level 3. Due to the inactive conditiontleé markets amidst the financial crisis, the
Corporation treated certain investment securitiekevel 3 assets in order to provide more appraprialuations. For assets in an inactive
market, the infrequent trades that do occur arearinte indication of fair value. When measurinig ¥alue, the valuation techniques available
under the market approach, income approach andgévrapproach are used. The Corporation’s evaluatos based on market data and the
Corporation employs combinations of these appraatdreits valuation methods depending on the adass. In certain cases where there
were limited or less transparent information preddy the Corporation’s third-party pricing servitar value was estimated by the use of
secondary pricing services or through the use oftrinding third-party broker quotes.

On a quarterly basis, management reviews the griciiormation received from the Corporation’s thpdrty pricing service. This revie
process includes a comparison to non-binding thady broker quotes, as well as a review of markktted conditions impacting the
information provided by the Corporation’s third-papricing service.

Management primarily identifies investment secesitivhich may have traded in illiquid or inactiverkes by identifying instances of a
significant decrease in the volume and frequendyaafes, relative to historical levels, as wellrestances of a significant widening of the bid-
ask spread in the brokered markets. Investmentitiesuhat are deemed to have been trading ouidi or inactive markets may require the
use of significant unobservable inputs. For exampl@nagement may use quoted prices for similarstmvent securities in the absence of a
liquid and active market for the securities beiafued. As of March 31, 2013 and December 31, 20Ehagement made adjustments to
prices provided by the third-party pricing servaea result of illiquid or inactive markets.

At March 31, 2013 and December 31, 2012, the Catj’s pooled trust preferred security, ALESCO,Was classified as Level 3.
Market pricing for the Level 3 security varied wigiérom one pricing service to another based onldkk of trading. As such, the security \
not considered to have readily observable markiat i@t was accurate to support a fair value ascpiteed by FASB ASC 820-10-05. The
Corporation determined that significant adjustmesisag unobservable inputs are required to detexifidin value at the measurement date.

The Corporation determined that an income appreatiation technique (present value technique)rieatimizes the use of relevant
observable inputs and minimizes the use of unolddavinputs will be equally or more representatiféair value than the market approach
valuation technique used at the prior measurenatesdAs a result, the Corporation used the digaat@ adjustment technique to determine
fair value.

The fair value of private label CMO as of March 2013 and December 31, 2012 was determined by ulisiog the expected cash flows
over the life of the security. The discount rateswlatermined by deriving a discount rate when taekats were considered more active for
this type of security. To this estimated discowtéy additions were made for more liquid marketsianreased credit risk as well as assessing
the risks in the security, such as default risk senerity risk. However, the private label CMO hatgrruptions of its scheduled principal
payments and the Corporation recorded a net settieprincipal loss of $24,000 for the three morthded March 31, 2013, this security was
sold at its book value on January 4, 2013.

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

hierarchy used at March 31, 2013 and December@I2 are as follows:
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Fair Value Measurements ai
Reporting Date Using

Quoted
Prices in
Active Significant
Markets for Other Significant
Identical Observable Unobservable
March 31, Assets Inputs Inputs
Assets Measured at Fair Value on a Recurring Bas 2013 (Level 1) (Level 2) (Level 3)
(in thousands)
Federal agency obligatiol $ 16,16¢ $ — $ 16,16¢ $ —
Residential mortgage pethrough securitie 51,51« — 51,51« —
Commercial mortgage pethrough securitie 9,92¢ — 9,92¢ —
Obligations of U.S. states and political subdivis 95,95¢ — 95,95¢ —
Trust preferred securitie 20,78¢ — 20,74« 44
Corporate bonds and not 236,83: — 236,83: —
Asse-backed securitie 19,59¢ 1,46t 18,13( —
Certificates of depos 2,88¢ — 2,88¢ —
Equity securitie: 37C 37C — —
Other securities 3,964 3,96¢4 — —
Securities available-for-sale $ 458,00 $ 579¢ $ 452,16. $ 44

Fair Value Measurements al
Reporting Date Using

Quoted
Prices in
Active
Markets Significant
for Other Significant
December Identical Observable Unobservable
31, Assets Inputs Inputs
Assets Measured at Fair Value on a Recurring Basis 2012 (Level 1) (Level 2) (Level 3)
(in thousands)
U.S. treasury and agency securi $ 1190¢ $ 11,90¢ $ — $ =
Federal agency obligatiol 20,53t — 20,53t —
Residential mortgage pethrough securitie 53,78¢ — 53,78¢ —
Commercial mortgage pethrough securitie 9,96¢ — 9,96¢ —
Obligations of U.S. states and political subdivisi 107,71 46¢ 107,24! —
Trust preferred securitie 21,24¢ — 21,21 36
Corporate bonds and nol 237,40" — 237,40! —
Collateralized mortgage obligatio 2,12C — 2,12( —
Asse-backed securitie 19,74 — 19,74 —
Certificates of depos 2,86t — 2,86 —
Equity securitie: 32t 32t — —
Other securities 9,19¢ 9,19¢ — —
Securities available-for-sale $ 496,81' $ 2190 $ 47487 $ 36

The fair values used by the Corporation are obthirem 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 aggrdhat considers observable market ¢
such as interest rate volatilities, LIBOR yieldegyrcredit spreads and prices from market makeddiam trading systems (Level 2). The fair
values of the obligations of states and politicdddivisions and asset-backed securities measuffadt &hlue using Level 1 inputs at March
31, 2013 and December 31, 2012 represented thbgsegrice of the securities since they were aeduiear quarteend March 31, 2013 a
yearend 2012.
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The following tables present the changes in inaest securities available-for-sale with significanbbservable inputs (Level 3) for the
three months ended March 31, 2013 and 2012.

Three Months Ended

March 31,
2013 2012
(in thousands)
Balance, beginning of the peri $ 36 $ 2,11¢
Principal interest deferra 14 34
Principal repaymenti — (58)
Total net unrealized (losses) gains (6) (128
Balance, end of the period $ 44 % 1,96:

For the three months ended March 31, 2013, there n@transfers of investment securities availdbtesale into or out of Level 1, Leyv
2, or Level 3 assets, except for securities pusthas the quarter end included in Level 1, repr@sgmurchase prices, which subsequently
will be evaluated and placed in the appropriateeleepending on the observable inputs.

Assets Measured at Fair Value on a Non-Recurring Bas

For assets measured at fair value on a non-regupadsis, the fair value measurements used at M&rc®013 and December 31, 2012
were as follows:

Fair Value Measurements at Reporting Dat:

Using
Quoted
Prices
in Active Significant
Markets for Other Significant
Identical Observable Unobservable
March 31, Assets Inputs Inputs
Assets Measured at Fair Value on a Nc-Recurring Basis 2013 (Level 1) (Level 2) (Level 3)
(in thousands)
Impaired loan $ 4,80¢ $ — $ — $ 4,80¢
Fair Value Measurements at Reporting Dat:
Using
Quoted
Prices
in Active Significant
Markets for Other Significant
December Identical Observable Unobservable
31, Assets Inputs Inputs
Assets Measured at Fair Value on a Nc-Recurring Basis 2012 (Level 1) (Level 2) (Level 3)
(in thousands)
Impaired loan: $ 4,79C $ — 8 — 8 4,79(
Other real estate ownt 1,30¢ — — 1,30(

The following methods and assumptions were usestimate the fair values of the Corporation’s aseetasured at fair value on a non-
recurring basis at March 31, 2013 and DecembeP312.

Impaired Loans. The value of an impaired loan is measured based tigopresent value of expected future cash flaasodnted at the
loan’s effective interest rate, or the fair valdate collateral if the loan is collateral depend@&maller balance homogeneous loans that are
collectively evaluated for impairment, such asdestial mortgage loans and installment loans, peeifically excluded from the impaired
loan portfolio. The Corporation’s impaired loans arimarily collateral dependent. Impaired loaresiadividually assessed to determine that
each loan’s carrying value is not in excess offétirevalue of the related collateral or the presaitie of the expected future cash flows.
Impaired loans at March 31, 2013 that requiredlaaten allowance were $5,394,000 with a relateldation allowance of $585,000
compared to $5,435,000 with related valuation afioee of $645,000 at December 31, 2012. Impaireuslof$1,500,000 and $1,500,000
had no recorded valuation allowance for March 31,.and December 31, 2012, respectively.
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Fair Value of Financial I nstruments

Other Real Estate Owned. Other real estate owned (“OREQ”) is measurediatéue less costs to sell. The Corporation belgethat the
fair value component in its valuation follows theyisions of FASB ASC 820-10-05. The fair valueQRREO is determined by sales
agreements or appraisals by qualified licensedaaggns approved and hired by the Corporation. Gostell associated with OREO is based
on estimation per the terms and conditions of #iessagreements or appraisals.

FASB ASC 825-10 requires all entities to discldse éstimated fair value of their financial instrurhassets and liabilities. For the
Corporation, as for most financial institutionsg timajority of its assets and liabilities are coasidl financial instruments as defined in FASB
ASC 825-10. Many of the Corporation’s financialtmsnents, however, lack an available trading maalsetharacterized by a willing buyer
and willing seller engaging in an exchange transactt is also the Corporation’s general practoe intent to hold its financial instruments
to maturity and not to engage in trading or satgvisies except for loans held-for-sale and inwaesht securities available-for-sale. Therefore,
significant estimations and assumptions, as wetirasent value calculations, were used by the Catjon for the purposes of this disclosure.

Investment Securities Held-to-Maturity . The fair value of the Corporation’s investmerdwsdies held-to-maturity was primarily measured
using information from a third-party pricing semidf quoted prices were not available, fair valuese estimated primarily by obtaining
quoted prices for similar assets in active markethrough the use of pricing models. In cases witeere may be limited or less transparent
information provided by the Corporation’s third-papricing service, fair value may be estimatedhsy use of secondary pricing services or
through the use of non-binding third-party brokaotgs.

Loans Held-for-Sale. Fair value is estimated using the prices of tbepGrations existing commitments to sell such loans and/ergthote:
market price for commitment to sell similar loans.

Loans. The fair value of the Corporation’s loans was eatad by discounting the expected future cash flasisg the current interest rates at
which similar loans would be made to borrowers githilar credit ratings and for the same remainmrajurities. Loans were segregated by
types such as commercial, residential and consloages. Expected future cash flows were projectegdban contractual cash flows, adjus
for estimated prepayments.

Non Interest-Bearing Deposits The fair value for non interest-bearing depasitsgqual to the amount payable on demand at trortieg
date.

Interest-Bearing Deposits. The fair values of the Corporation’s interest#irgadeposits were estimated using discounted tashanalyses.
The discounted rates used were based on ratestyméfered for deposits with similar remaining tuaties. The fair values of the
Corporation’s interest-bearing deposits do not fake consideration the value of the Corporatidoisy-term relationships with depositors,
which may have significant value.

Term Borrowings and Subordinated Debentures The fair value of the Corporation’s long-term tmvings and subordinated debentures
were calculated using a discounted cash flow ambraad applying discount rates currently offeresellaon weighted remaining maturities.

Accrued Interest Receivable/Payable The carrying amounts of accrued interest appraténfair value resulting in a level 2 or level 3
classification based on the level of the asseiability with which the accrual is associated.

The following presents the carrying amount, faiueaand placement in the fair value hierarchyhef €orporatiors financial instrumen
as of March 31, 2013 and December 31, 2012.
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March 31, 2013

Financial assetl
Cash and due from bar
Investment securities availa-for-sale
Investment securities h-to-maturity
Restricted investment in bank sto
Loans held for sal
Net loans
Accrued interest receivak

Financial liabilities
Non intere«-bearing deposit
Interes-bearing deposit
Lon¢-term borrowings
Subordinated debentur
Accrued interest payak

December 31, 201.

Financial assel
Cash and due from bar
Interest bearing deposits with bai
Investment securities availa-for-sale
Investment securities h-to-maturity
Restricted investment in bank sto
Loans held for sal
Net loans
Accrued interest receivak

Financial liabilities
Non intere«-bearing deposit
Interes-bearing deposit
Lon¢-term borrowings
Subordinated debentur
Accrued interest payak

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)

$ 116,75 $ 116,75 $ 116,75 $ = =
458,00« 458,00« 5,79¢ 452,16: 44
78,21 81,92: — 81,92: —
8,96¢ 8,96¢ — 8,96¢ —
774 774 774 — —
869,15! 881,94 — — 881,94
6,42:% 6,42: — 3,96¢ 2,45k
213,79 213,79 — 213,79 —
1,068,42! 1,069,55! — 1,069,55! —
146,00( 161,71. — 161,71. —
5,15¢ 5,03: — 5,03z —
881 881 — 881 —
$ 104,13: $ 104,13 $ 104,13: $ — —
2,004 2,00¢ 2,004 — —
496,81! 496,81! 21,90: 474,87¢ 36
58,064 62,43 — 62,43 —
8,96¢ 8,96« — 8,96¢ —
1,491 1,491 1,491 — —
879,43! 897,03( — — 897,03(
6,84¢ 6,84¢ — 4,46¢ 2,38¢
215,07: 215,07: — 215,07: —
1,091,85: 1,092,82; — 1,092,82; —
146,00( 162,99: — 162,99: —
5,15¢ 5,04¢ — 5,04¢ —
874 874 — 874 —
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Note 9. Net Investment in Direct Financing Lease

During the second quarter of 2010, the Corporatiatered into a lease of its former operationsitgaiinder a direct financing lease. The
lease has a 15 year term with no renewal optionsoAling to the terms of the lease, the lesseamabligation to purchase the property
underlying the lease in either year seven (7)(1é) or fifteen (15) at predetermined prices fardh years as provided in the lease. The
structure of the minimum lease payments and thehaise prices as provided in the lease provideducament to the lessee to purchase the
property in year seven (7).

At March 31, 2013 and December 31, 2012, the ngtsitment in direct financing lease consists of mimmim lease receivable of
$4,645,000 and $4,699,000, respectively, and uedamerest income of $879,000 and $928,000, réispdc for a net investment in direct
financing lease of $3,766,000 and $3,771,000, cs@dy. The net investment in direct financingdeas carried as a component of loans in
the Corporation’s consolidated statements of cadit

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

March 31, 2013

For years ending December . (in thousands)
2013 $ 162
2014 21€
2015 22¢
2016 26¢
2017 26E
Thereafter 2,63(

Total minimum future lease receipts $ 3,76¢

Note 10. Components of Net Periodic Pension Cost
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 pensi@mpThe following table sets forth the net pertopénsion cost of the Corporation’s pension
plan for the periods indicated.

Three Months Ended

March 31,
2013 2012
(in thousands)
Interest cos $ 132 % 14z
Net amortization and deferr 2 (30
Net periodic pension cost $ 13C $ 11z

Contributions
The Corporation presently estimates it will conitd$450,000 to its Pension Trust for the 2013 plzar.

The Preservation of Access to Care for Medicameefieiaries and Pension Relief Act of 2010, sigimgd law on June 25, 2010, permits
single employer and multiple employer defined b#mpdén sponsors to elect to extend the plan’s dization period of a Shortfall
Amortization Base over either a nine year period @ifteen year period, rather than the seven pednd required under the Pension
Protection Act of 2006. The relief was availableday two Plan Years 2008 through 2011.

The Bank has elected to apply the Pension Reliefifieen year amortization of the Shortfall Amaation Bases established for the 2
and 2011 Plan Years.

The Moving Ahead for Progress in the 2Century Act which was enacted on July 6, 2012 doathspecial rules related to funding
stabilization for single employer defined beneféns. Under these provisions, the interest rated tscalculate the plan’s funding
percentages and minimum required contribution djeséed as necessary to fall within a specifiedjeatinat is determined based on an
average of rates for the 25 year period endingeptiesnber 30 of the calendar year preceding thied@g of the Plan Year. For Plan years
beginning in 2012, the range is 90% - 110% of thg&ar average. The effect of the application efatjusted rates was to reduce the 2012
required minimum contribution to the Plan to apjpmetely $300,000. However, the actuary has recondeethat the contribution for the
2013 plan year be at least $450,000 in order téimom to make progress toward fully funding Plabliities and that amount has been
contributed for the 2012 Plan Year.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 11. Income Taxes

For the three months ended March 31, 2013, thedZatipn recorded income tax expense of $1.8 mill@mpared with a $2.2 million
income tax expense for the three months ended MafrcB012. The effective tax rates for the threemih@eriods ended March 31, 2013 and
2012 were 26.3 percent and 33.7 percent, respgctive
Note 12. Borrowed Funds
Short-Term Borrowings

Short-term borrowings, which consist primarily etsrities sold under agreements to repurchaser&ddeme Loan Bank (“FHLB")
advances and federal funds purchased, generallymawrities of less than one year. The detaith@se short-term borrowings are presented

in the following table.

March 31, 201! March 31, 201:
(dollars in thousands)

Average interest rat

At quarter enc —% —%

For the quarte 0.21% 0.13%
Average amount outstanding during the que $ 33 % 22C
Maximum amount outstanding at any month end ingtherter $ — $ —
Amount outstanding at quarter e $ — $ —

Long-Term Borrowings

Long-term borrowings, which consist primarily of EBl advances and securities sold under agreemengéptochase, totaled $146.0
million at March 31, 2013 and mature within fourgight years. The FHLB advances are secured byeedf certain collateral, including t
not limited to U.S. government and agency mortgaaeked securities and a blanket assignment offgungifirst lien mortgage loans,
consisting of both residential mortgages and cormrakreal estate loans.

At March 31, 2013, FHLB advances had a weightedageinterest rate of 3.44 percent and are contligtscheduled for repayment as
follows:

March 31, 201:
(in thousands)

2016 20,00(
Thereafter 95,00(
Total $ 115,00(

The Corporation has entered into agreements unkiehvit has sold securities subject to an obligatmrepurchase the same or similar
securities. Under these arrangements, the Corparatay transfer legal control over the assets tillitetain effective control through an
agreement that both entitles and obligates the @atjon to repurchase the assets. The obligatioagorchase the securities is reflected as a
liability in the Corporation’s consolidated statarhef condition, while the securities underlying thecurities sold under agreements to
repurchase remain in the respective asset accandtare delivered to and held as collateral byltparty trustees. At March 31, 2013,
securities sold under agreements to repurchase hesighted average interest rate of 5.90 percehtes contractually scheduled for
repayment as follows:

March 31, 201

(in thousands)

After 2016 $ 31,00(
Total $ 31,00(
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 13. Subordinated Debentures

During 2003, the Corporation formed a statutoryitess trust, which exists for the exclusive purpaisg) issuing Trust Securities
representing undivided beneficial interests inabkgets of the Trust; (ii) investing the gross pedseof the Trust securities in junior
subordinated deferrable interest debentures (sutaiedi debentures) of the Corporation; and (iiaging in only those activities necessary
or incidental thereto. These subordinated debestamd the related income effects are not eliminiaidide consolidated financial statements
as the statutory business trust is not consolidatadcordance with FASB ASC 810-10. Distributiamsthe subordinated debentures owned
by the subsidiary trusts below have been classégthterest expense in the Consolidated Staternéiisome.

The characteristics of the business trusts andatacurities have not changed with the deconatidid of the trusts. The capital
securities provide an attractive source of fundsesihey constitute Tier 1 capital for regulatowypgnses and have the same tax advantages a
debt for Federal income tax purposes.

The subordinated debentures are redeemable in whelart prior to maturity on January 23, 2034. Tlbating interest rate on the
subordinated debentures is three-month LIBOR pl8S Bercent and resets quarterly. The rate at Mat¢2013 was 3.15 percent.

Note 14. Stockholders’ Equity

On January 12, 2009, the Corporation issued $1i@®mih nonvoting Fixed Rate Cumulative Perpetuafrred Stock, Series A to the
U.S. Department of Treasury (“Treasury”) undeQepital Purchase Program. As part of the transactite Corporation also issued warrants
to the Treasury to purchase 173,410 shares of canstock of the Corporation at an exercise pric&65 per share. As a result of the
successful completion of the Corporation’s rigtferng in October 2009, the number of shares ugifey the warrants held by the U.S.
Treasury was reduced to 86,705 shares, or 50 pgestére original 173,410 shares as outlined bypiteerisions of the Capital Purchase
Program.

On September 15, 2011, the Corporation issued$Itillion in nonvoting senior preferred stock lbe fTreasury under the Small
Business Lending Fund Program (“SBLF Program”). &lritie Securities Purchase Agreement, the Corparasued to the Treasury a total
of 11,250 shares of the Corporation’s Senior NomGlative Perpetual Preferred Stock, Series B, lgpaitiquidation value of $1,000 per
share. Simultaneously, using the proceeds fronstwance of the SBLF Preferred Stock, the Corpmragdeemed from the Treasury, all
10,000 outstanding shares of its Fixed Rate Curmel&erpetual Preferred Stock, Series A, liquidadmount $1,000 per share, for a
redemption price of $10,041,667, including accrbatunpaid dividends up to the date of redempfidre investment in the SBLF program
provided the Corporation with approximately $1.2#ion additional Tier 1 capital. The capital reeed under the program will allow the
Corporation to continue to serve its small busiratissits through the commercial lending program.

On December 7, 2011, the Corporation repurchased/#mrants issued on January 12, 2009 to the Ueastiry as part of its participat
in the U.S. Treasury’s TARP Capital Purchase Progia the repurchase, the Corporation paid the Ur&sury $245,000 for the warrants.
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Item 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations

The purpose of this analysis is to provide the eeadth information relevant to understanding asgessing the Corporation’s results of
operations for the periods presented herein amhdial condition as of March 31, 2013 and Decen3fie2012. In order to fully understand
this analysis, the reader is encouraged to reviewconsolidated financial statements and accompgmgtes thereto appearing elsewhere in
this report.

Cautionary Statement Concerning Forward-Looking Staements

This report includes forwarlboking statements within the meaning of Sectiona &f the Securities Act of 1933, as amended, ditel @
the Securities Exchange Act of 1934, as amendatljrtiiolve inherent risks and uncertainties. Thigart contains certain forward-looking
statements with respect to the financial conditiesylts of operations, plans, objectives, futledgrmance and business of Center Bancorp
Inc. and its subsidiaries, including statementgguled by, followed by or that include words or gesasuch as “believes,” “expects,”
“anticipates,” “plans,” “trend,” “objective,” “coiiue,” “remain,” “pattern” or similar expressionsfoture or conditional verbs such as “will,”
“would,” “should,” “could,” “might,” “can,” “may” or similar expressions. There are a number of ingmifiactors 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) competitiveepsures among depository institutions may incre@géficantly; (2) changes in the interest
rate environment may reduce interest margins; (@)qyment speeds, loan origination and sale voluohesge-offs and loan loss provisions
may vary substantially from period to period; (€ngral economic conditions may be less favoralale g#xpected; (5) political developments,
sovereign debt problems, wars or other hostiliti@y disrupt or increase volatility in securitiesrkeds or other economic conditions; (6)
legislative or regulatory changes or actions maxeegkly affect the businesses in which Center Bgnisoengaged, including, without
limitation, the Dodd-Frank Wall Street Reform anonSumer Protection Act of 2010; (7) changes anttisén the securities markets may
adversely impact Center Bancorp; (8) a delayedasrplete resolution of regulatory issues couldeasily impact planning by Center
Bancorp; (9) the impact on reputation risk credigdhe developments discussed above on such masiénssiness generation and retention,
funding and liquidity could be significant; (10) @er Bancorp may experience unforeseen difficultieéategrating Saddle River Valley
Bank’s operations into its own following its August2012 acquisition of certain assets and assompfi certain liabilities of Saddle River
Valley Bank; and (11) the outcome of regulatory &ghl investigations and proceedings may not ltieipated. Further information on other
factors that could affect the financial result$Cainter Bancorp is included in Item 1A. of Centen&arp’s Annual Report on Form 10-K and
in Center Bancorp’s other filings with the Secestiand Exchange Commission. These documents dtebdevdree of charge at the
Commission’s website at http://www.sec.gov andfont Center Bancorp, Inc.

Critical Accounting Policies and Estimates

The accounting and reporting policies followed gn&r Bancorp, Inc. and its subsidiaries (the “©oaipon”) conform, in all material
respects, to U.S. generally accepted accountimgiptes. In preparing the consolidated financiateshents, management has made estimates
judgments and assumptions that affect the repartezlints of assets and liabilities as of the ddtéiseoconsolidated statements of condit
and for the periods indicated in the statementspefations. Actual results could differ signifidgrfrom those estimates.

The Corporation’s accounting policies are fundamletat understanding Management’s Discussion andyAisa(*MD&A”) of financial
condition and results of operations. The Corporgtias identified the determination of the allowafardoan losses, the other-than-temporary
impairment evaluation of securities, the valuatidthe impairment of goodwill and deferred tax ésde be critical because management
must make subjective and/or complex judgments aimadters that are inherently uncertain and coulthbet subject to revision as new
information becomes available. Additional infornaition these policies is provided below.

Allowance for Loan Losses and Related Provision

The allowance for loan losses represents manag&nestimate of probable credit losses inherenhéldan portfolio. Determining the
amount of the allowance for loan losses is consitdlercritical accounting estimate because it regusignificant judgment and the use of
estimates related to the amount and timing of ebgueftiture cash flows on impaired loans, estiméieges on pools of homogeneous loans
based on historical loss experience, and considaraf current economic trends and conditionspfiwhich may be susceptible to significant
change. The loan portfolio also represents theekrasset type on the consolidated statementsdftimm.
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The evaluation of the adequacy of the allowancéofan losses includes, among other factors, alysisaf historical loss rates by loan
category applied to current loan totals. Howeveta loan losses may be higher or lower than hisibtrends, which vary. Actual losses on
specified problem loans, which also are providedrfdhe evaluation, may vary from estimated losscpntages, which are established based
upon a limited number of potential loss classifimas.

The allowance for loan losses is established tHr@ugrovision for loan losses charged to expensmadgement believes that the current
allowance for loan losses will be adequate to dbkman losses on existing loans that may becomeliectible based on the evaluation of
known and inherent risks in the loan portfolio. Bwaluation takes into consideration such factershenges in the nature and size of the
portfolio, overall portfolio quality, and specifiroblem loans and current economic conditions whiely affect the borrowers’ ability to pay.
The evaluation also details historical losses layloategory and the resulting loan loss rates wdmetprojected for current loan total amot
Loss estimates for specified problem loans are @ds$ailed. All of the factors considered in thelgsia of the adequacy of the allowance for
loan losses may be subject to change. To the eattmal outcomes differ from management estimaidditional provisions for loan losses
may be required that could materially adverselydntgarnings in future periods. Additional inforinatcan be found in Note 1 of the Notes
to Consolidated Financial Statements.

Other-Than-Temporary | mpairment of | nvestment Securities

Investment securities are evaluated on at leasteeyly basis, and more frequently when marketlit@ms warrant such an evaluation,
to determine whether a decline in their value leothan-temporary. FASB ASC 320-10-65 clarifies ititeraction of the factors that should
be considered when determining whether a debt isgcsiother—than-temporarily impaired. For debtigities, management assesses whethel
(a) it has the intent to sell the security anditiy more likely than not that it will be requiréd sell the security prior to its anticipated
recovery. These steps are done before assessinigentize entity will recover the cost basis of itneestment.

In instances when a determination is made thatlar-¢han-temporary impairment exists but the itmedoes not intend to sell the debt
security and it is not more likely than not thawvitl be required to sell the debt security prioiits anticipated recovery, FASB ASC 320-48-
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 lcas)l (b) the amount of the total other-than-temporapairment related to all other factors.
The amount of the total other-than-temporary impaint related to the credit loss is recognized miags. The amount of the total other-
than-temporary impairment related to all otherdagis recognized in other comprehensive income.

Fair Value of | nvestment Securities

FASB ASC 820-10-35 clarifies the application of frevisions of FASB ASC 820-10-05 in an inactiverkes and how an entity would
determine fair value in an inactive market. Thefgooation applied the guidance in FASB ASC 820-10x8%n determining fair value for the
Corporation’s private label collateralized mortgadpigations, pooled trust preferred securities sindle name corporate trust preferred
securities. See Note 8 of the Notes to Consolidabedncial Statements for further discussion.

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

Goodwill

The Corporation adopted the provisions of FASB AS50-10, which requires that goodwill be reporteplesate from other intangible
assets in the Consolidated Statements of Conditiohnot be amortized but rather tested for impaitraenually or more frequently if
impairment indicators arise. No impairment charges weemed necessary for the three months endedh 1982013 and 2012.

Income Taxes

The objectives of accounting for income taxes anetognize the amount of taxes payable or refuedabthe current year and deferred
tax liabilities and assets for the future tax copmmces of events that have been recognized intay € financial statements or tax returns.
Judgment is required in assessing the future tagespuences of events that have been recognizkd @drporation’s consolidated financial
statements or tax returns.

Fluctuations in the actual outcome of these futareconsequences could impact the Corporation’saatated financial condition or

results of operations. Note 11 of the Notes tosotidated Financial Statements includes additidisdussion on the accounting for income
taxes.
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Earnings

Net income available to common stockholders forttiiee months ended March 31, 2013 amounted t&8480 compared to
$4,090,000 for the comparable three-month periattdiMarch 31, 2012. The Corporation recorded egsnier diluted common share of
$0.30 for the three months ended March 31, 20k®arpared with earnings of $0.25 per diluted comstware for the same three months in
2012. Dividends relating to the preferred stockiégito the U.S. Treasury reduced earnings by appetgly $0.003 and $0.009 per fully

diluted common share for the three month periodedrarch 31, 2013 and 2012, respectively. The @irad return on average assets was

1.23 percent for the three months ended March @13 2compared to 1.16 percent for three monthsceMbgch 31, 2012. The annualized

return on average stockholders’ equity was 12.06gvd for the three-month period ended March 3132@ompared to 12.05 percent for the

three months ended March 31, 2012.

Net Interest Income and Margin

Net interest income is the difference betweentiterést earned on the portfolio of earning asgetadipally loans and investments) and
the interest paid for deposits and borrowings, Wisigpport these assets. Net interest income igmiex$ on a fully tax-equivalent basis by
adjusting tax-exempt income (primarily interestreat on obligations of state and political subdossi) by the amount of income tax which
would have been paid had the assets been investarable issues. Net interest margin is definegeasnterest income on a fully tax-
equivalent basis as a percentage of total averdgeest-earning assets.

The following table presents the components ofmtetest income on a fully tax-equivalent basistfar periods indicated.

Net Interest Income
(tax-equivalent basis)

(dollars in thousands)

Interest income:

Investment securities AF

Investment securities HTI

Loans, including net cos

Restricted investment in bank stocks, at
Other interest-bearing deposits

Total interest income

Interest expense

Time deposits $100 or mo

All other deposit:

Borrowings

Total interest expense

Net interest income on a fully t-equivalent basi
Tax-equivalent adjustmeﬁt)

Net interest income

(1) Computed using a federal income tax rate of 35qeror 2013 and 201

Three Months Ended
March 31, 2013

Increase Percent
2013 2012 (Decrease’ Change
3,88¢ $ 3,57¢ $ 31z 8.7%%
762 72¢ 33 4.5%
9,92: 9,38t 53¢ 5.7¢
10¢& 121 13 (10.79)
2 — 2 —
14,68 13,81: 872 6.32
23¢ 252 13 (5.16)
1,04t 1,15¢ (117 (9.60
1,45( 1,64: (192) (11.69)
2,73¢ 3,05( (31€) (10.3¢)
11,95( 10,76: 1,18¢ 11.0¢
(580) (41€) (164) 39.4;
11,37¢ $ 10,34F $ 1,02t 9.91%
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Net interest income on a fully tax-equivalent béstseased $1.2 million or 11.1 percent to $12.0ioni for the three months ended
March 31, 2013 as compared to the same periodlg.Zor the three months ended March 31, 2013)¢heterest margin contracted 8 bi
points to 3.31 percent from 3.39 percent duringttinee months ended March 31, 2012. For the th@hms ended March 31, 2013, a
decrease in the average yield on interest-earrgsgts of 28 basis points was partially offset lgerease in the average cost of interest-
bearing liabilities of 17 basis points, resultimgai decrease in the Corporation’s net interestshboé 11 basis points for the periddet interes
margin compression during the first quarter peab@013, occurred primarily as result of a higtulidjty pool carried during the quarter. Tt
coupled with a continued high level of prepaymeraesis on mortgage-backed securities in the investpeetfolio and a high level of loan
modifications during the quarter, dampened oth&oas (including a growth in the Corporation’s arser base and enhancement the
Corporation’s liquidity position, effected whileglfCompany increased its earning assets base) timkaprove the margin.

For the three-month period ended March 31, 2018rést income on a tax-equivalent basis increagetB©3,000 or 6.3 percent
compared to the same three-month period in 2012. iMbrease in interest income was due primarilg tawlume increase in investment
securities and loans partially offset by a decimgields due to the lower interest rate environtnérerage investment securities volume
increased during the current three-month perio8%8:4 million, to $559.6 million, compared to thsf quarter of 2012. The loan portfolio
increased on average $118.1 million, to $873.9%anillfrom an average of $755.8 million in the sagmarter in 2012, reflecting net increases
in commercial loans and commercial real estatéaelsectors of the loan portfolio. Average loansesented approximately 60.5 percent of
average interest-earning assets during the fistteguof 2013 compared to 59.5 percent in the sgunaeter in 2012.

For the three months ended March 31, 2013, intesgstnse decreased $316,000, or 10.4 percent fresaime period in 2012. The
average rate of interest-bearing liabilities deseelal 7 basis points to 0.90 percent for the threetims ended March 31, 2013, from 1.07
percent for the three months ended March 31, 2@tlthe same time, the volume of average intereatibg liabilities increased by $69.4
million. This increase was primarily in money matksavings, and other interest-bearing deposi&58f3 million, $12.8 million and $38.5
million, respectively, and was partially offset gcreases in borrowings of $14.9 million and tirepasits of $25.3 million. Since 2009 steps
have been taken to improve the Corporation’s rtet@st margin by allowing the runoff of certainmigite deposits and to position the
Corporation for further high-costing cash outflovise result of these actions, together with theicedn in market interest rates, has been a
decline in the Corporation’s average cost of fuirds.the three months ended March 31, 2013, thpd&ation’s net interest spread on a tax-
equivalent basis decreased to 3.17 percent, fr@BBercent for the three months ended March 312.201
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The following table quantifies the impact on ndenest income on a tax-equivalent basis resultiognfchanges in average balances and
average rates during the three month periods pregefiny change in interest income or expensebattible to both changes in volume and
changes in rate has been allocated in proportidinetoelationship of the absolute dollar amounthdnge in each category.

Analysis of Variance in Net Interest Income Due t&Changes in Volume and Rates
Three Months Ended

March 31, 2013 and 2012
Increase (Decrease) Due to Change in:

Average Average Net
(tax-equivalent basis, in thousands Volume Rate Change
Interes-earning asset:
Investment securitie:
Available-for-sale
Taxable $ 201 $ (180 $ 21
Tax-exempt 374 (82 292
Held-to-maturity
Taxable (207) 65 (142
Tax-exempt 23¢ (58) 178
Total investment securitie 601 (25%) 34¢
Loans 1,38t (847) 53¢
Restricted investment in bank stot 3 (20 (13
Other interest bearing deposits 2 — 2
Total interest-earning assets 1,98t (1,112 873
Interes-bearing liabilities:
Money market deposi 65 (58) 7
Savings deposil 13 (44) (32)
Time deposit: 67 (167) (99)
Other interest-bearing deposits 40 (46) (6)
Total interes-bearing deposit 18t (309) (1249
Borrowings and subordinated debentures (14%) (47) (192)
Total interest-bearing liabilities 40 (35€) (316)
Change in net interest income $ 1,94 $ (756) $ 1,18¢
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The following tables, “Average Statements of Cainditvith Interest and Average Rates”, presentlierthree months ended March 31,
2013 and 2012, the Corporation’s average assaldljties and stockholders’ equity. The Corporasamet interest income, net interest spread
and net interest margin are also reflected.

Average Statements of Condition with Interest and Aerage Rates

Three Months Ended March 31,

2013 2012
Interest Interest
Average Income/ Average Average Income/ Average
(tax-equivalent basis) Balance Expense Rate Balance Expense Rate
(dollars in thousands)
Assets
Interes-earning asset:
Investment securities (1,
Available-for-sale
Taxable $ 399,35t $ 2,821 28% $ 371,76t $ 2,80¢ 3.02%
Tax-exempt 94,90: 1,062 4.4¢ 62,11( 77C 4.9¢
Held-to-maturity
Taxable 18,87: 16¢ 3.5¢€ 43,69: 31C 2.8¢
Tax-exempt 46,507 594 5.11 28,70¢ 41¢ 5.84
Total investment securitie 559,63 4,651 3.3z 506,27 4,30t 3.4C
Loans (2) 873,91t 9,92¢ 4.54 755,81: 9,38t 4.97
Restricted investment in bank stoc 8,96¢ 10¢ 4.8z 9,23: 121 5.24
Other interest-bearing deposits 1,42¢ 2 0.5€ — — —
Total interest-earning assets 1,443,94. 14,68 4.07 1,271,32. 13,81 4.3
Non interes-earning asset:
Cash and due from ban 88,26 122,19:
Bank-owned life insuranc 34,89¢ 29,04¢
Intangible asset 16,85¢ 16,89
Other asset 30,26¢ 31,49
Allowance for loan losses (10,229 (9,689
Total non interest-earning assets 160,04¢ 189,94
Total assets $ 1,603,99. $ 1,461,27
Liabilities and Stockholders’ Equity
Interes-bearing liabilities:
Money market deposi $ 38317t $ 39¢ 0.42% $ 324,92: $ 391 0.48%
Savings deposil 196,80: 162 0.3 183,96! 194 0.4z
Time deposit: 178,65( 43C 0.9¢ 203,98: 524 1.02
Other interest-bearing deposits 302,63. 293 0.3¢ 264,08! 29¢ 0.4¢
Total interes-bearing deposit 1,061,26 1,28¢ 0.4¢ 976,95¢ 1,40¢ 0.5¢
Shor-term and lon-term borrowings 146,33: 1,411 3.8¢ 161,22( 1,60(C 3.97
Subordinated debentures 5,15¢ 39 3.0¢ 5,15t 42 3.2¢
Total interest-bearing liabilities 1,212,74 2,73¢ 0.9C 1,143,333 3,05( 1.07
Non interes-bearing liabilities:
Demand deposil 212,86( 167,92:
Other liabilities 15,52¢ 9,60¢
Total non interest-bearing liabilities 228,38 177,52
Stockholders’ equity 162,85: 140,41:
Total liabilities and stockholders’ equity  $ 1,603,99: $ 1,461,27.
Net interest income (t-equivalent basis 11,95( 10,76:
Net interest sprea 3.1% 3.2t%
Net interest margin (2 3.31% 3.3%
Tax-equivalent adjustment (4) (580) (41€)
Net interest incom $  11,37( $  10,34*

(1) Average balances are based on amortized

(2) Average balances include loans on-accrual status

(3) Represents net interest income as a percentageabaverage intere-earning asset:
(4) Computed using a federal income tax rate of 35qmror 2013 and 201
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Investment Portfolio

At March 31, 2013, the principal components ofithestment securities portfolio were U.S. Governtagency obligations, federal
agency obligations including mortgage-backed s&esriobligations of U.S. states and political suisibns, corporate bonds and notes, trust
preferred securities, asset backed securities quitiyesecurities.

During the three months ended March 31, 2013, aqpetely $45.0 million in investment securities wesold from the available-farale
portfolio. The cash flow from the sale of investrnsecurities was primarily used to purchase newr#ées. The Corporation’s sales from its
available-for-sale investment portfolio reflect tioned volatility present in the market. Given thistoric low interest rates prevalent in the
market, it is necessary for the Corporation togubitself from interest rate exposure. Securifies once appeared to be sound investments
can, after changes in the market, become secutti@she Corporation must sell in order to avoisskes and mismatches of interest-earning
assets and interest-bearing liabilities.

For the three months ended March 31, 2013, avenagstment securities increased $53.4 million tpragimately $559.6 million, or
38.8 percent of average interest-earning assets, $506.3 million on average, or 39.8 percent @fage interest-earning assets, for the
comparable period in 2012. This increase refléstpart, the acquisition of $37.1 million of invesnt securities from Saddle River Valley
Bank on August 1, 2012.

During the three-month period ended March 31, 2e8yvolume-related factors applicable to the itwmest portfolio increased interest
income by approximately $601,000 while rate-relatkdnges resulted in a decrease in interest incdrapproximately $255,000 from the
same period in 2012. The tax-equivalent yield aregtments decreased by 8 basis points to 3.32mgdroen a yield of 3.40 percent during
the comparable period in 2012. A 14 basis pointekese in taxable yield was partially offset by meréase in the purchase of tax exempt
municipal securities during the period.

For the three months ended March 31, 2013, thedZatipn recorded principal losses of $24,000 oarable rate CMO, which was sc
See Note 6 of the Notes to the Consolidated FimdStatements for further discussion.

At March 31, 2013, net unrealized gains on investnsecurities available-for-sale, which are caraec component of accumulated
other comprehensive income and included in stoddrsl equity, net of tax, amounted to $14.6 millascompared with net unrealized gains
of $14.4 million at December 31, 2012. At March 2Q13, the net unrealized gains on investment gs=uheld-to-maturity that were
transferred from securities available-for-sale,aeied, net of tax, as a component of accumulatiedr comprehensive income and included
in stockholders’ equity. The gross unrealized lessgsociated with agency securities and federalcggebligations, mortgage-backed
securities, corporate bonds and tax-exempt seesiatie not considered to be other than temporaguse their unrealized losses are related
to changes in interest rates and do not affectxipected cash flows of the underlying collaterakeuer.
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Loan Portfolio

Lending is one of the Corporation’s primary busmastivities. The Corporation’s loan portfolio ctsts of commercial, residential and
retail loans, serving the diverse customer basts imarket area. The composition of the Corporatigortfolio continues to change due to the
local economy. Factors such as the economic clinmaterest rates, real estate values and employatleciintribute to these changes. Growth
is generated through business development effepieat customer requests for new financings, patiatrinto existing markets and entry
into new markets.

The Corporation seeks to create growth in commidemaing by offering customer-focused products eathpetitive pricing and by
capitalizing on the positive trends in its marketaa Products offered are designed to meet thadiabrequirements of the Corporation’s
customers. It is the objective of the Corporatiaradit policies to diversify the commercial loaorfolio to limit concentrations in any single
industry.

At March 31, 2013, total loans amounted to $879illan, a decrease of $10.3 million or 1.2 percastcompared to December 31, 2012.
For the three-month period ended March 31, 201@ydr of $5.0 million and $3.1 million in the commee&l and industrial and commercial
real estate portfolios offset by decreases of $f8llion in residential mortgage loans, $5.1 mitlim the construction portfolio and $126,000
in the installment loan portfolio. Total gross Isaecorded in the quarter included $64.1 milliometfv loans and advances, offset by payoffs
and principal payments of $74.2 million.

At March 31, 2013, the Corporation had $50.7 millio outstanding loan commitments which are exgktddund over the next 90 days.

Average total loans increased $118.1 million o6J&ercent for the three months ended March 31, 281®mpared to the same perio
2012, while the average yield on loans decreasetBHlyasis points as compared with the same pari@012. The decrease in the average
yield on loans was primarily the result of lowernket interest rates on the repricing of existingrne and the origination of new loans. -
increase in average total loan volume was due pifiyrta increased customer activity and new lendialgtionships. The volume increase i
reflects the acquisition of $52.2 million of loafnem Saddle River Valley Bank on August 1, 2012eMolume-related factors during the
period contributed increased interest income 0888 million, while the rate-related changes de@dasterest income by $847,000.

Allowance for Loan Losses and Related Provision

The purpose of the allowance for loan losses (#iiewance”) is to absorb the impact of losses iahein the loan portfolio. Additions to
the allowance are made through provisions chargathst current operations and through recoveriegenoa loans previously charged-off.
The allowance for loan losses is maintained atraouet considered adequate by management to préigeobable credit losses inherent in
the loan portfolio based upon a periodic evaluatibthe portfolio’s risk characteristics. In esiahing an appropriate allowance, an
assessment of the individual borrowers, a detettioimaf the value of the underlying collateral eaiew of historical loss experience and an
analysis of the levels and trends of loan categpdelinquencies and problem loans are consid&uch factors as the level and trend of
interest rates and current economic conditionspe®a group statistics are also reviewed. Giveregtieordinary economic volatility
impacting national, regional and local markets,@meporation’s analysis of its allowance for loasdes takes into consideration the potential
impact that current trends may have on the Cormoratborrower base.

Although management uses the best information @viai] the level of the allowance for loan loss@sai@s an estimate, which is subject
to significant judgment and short-term change. dMagiregulatory agencies, as an integral part of €&xamination process, periodically
review the Corporation’s allowance for loan lossasch agencies may require the Corporation to @ser¢he allowance based on their
analysis of information available to them at thediof their examination. Furthermore, the majooitghe Corporation’s loans are secured by
real estate in the State of New Jersey. Futurestidgnts to the allowance may be necessary duetmatc factors impacting New Jersey
real estate and the economy in general, as welbasating, regulatory and other conditions beydmdGorporation’s control.

45




At March 31, 2013, the level of the allowance w&6,832,000 as compared to $10,237,000 at Decenib@032. Provisions to the
allowance for the three-month period ended March2813 totaled $0 compared to $107,000 for the gaenied in 2012. The net charge offs
were $5,000 for the three months ended March 313 20mpared to $45,000 in net recoveries for theetmonths ended March 31, 2012.
The allowance for loan losses as a percentagdaiflt@ns amounted to 1.16 percent at March 313 2@pared to 1.15 percent at Decen
31, 2012.

The level of the allowance for the respective pmsiof 2013 and 2012 reflects the credit qualityhimithe loan portfolio, the loan volume
recorded during the periods, the changing composdf the commercial and residential real estada loortfolios and other related factors. In
management’s view, the level of the allowance atd&@1, 2013 is adequate to cover losses inhemehgiloan portfolio. Management's
judgment regarding the adequacy of the allowanost@tates ¢‘Forward-Looking Statement” under the Private Sdims Litigation Reform
Act of 1995. Actual results could differ materiaflpm management’s analysis, based principally uperfactors considered by management
in establishing the allowance.

Changes in the allowance for loan losses are pregémthe following table for the periods indicate

Three Months Ended

March 31,
2013 2012
(dollars in thousands)
Average loans for the peric $ 87391t $ 755,81.
Total loans at end of peric 879,38 790,62:
Analysis of the Allowance for Loan Loss¢
Balance— beginning of yea $ 10,237 $ 9,602
Chargeoffs:
Installment loans (6) 3
Total charg-offs (6) 3
Recoveries
Residential mortgage loal — 47
Installment loans 1 1
Total recoveries 1 48
Net recoveries (char-offs) 5) 45
Provision for loan losses — 107
Balance — end of period $ 10,23: $ 9,75¢
Ratio of net (recoveries) cha-offs during the period to average loans duringptéeod (1) N/M (0.09%
Allowance for loan losses as a percentage of togals 1.1¢% 1.22%

(1) Annualized. N/M- not meaningful
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Asset Quality

The Corporation manages asset quality and cresttitay maintaining diversification in its loan patib and through review processes
include analysis of credit requests and ongoingremxation of outstanding loans, delinquencies, amtgqtial problem loans, with particular
attention to portfolio dynamics and mix. The Cogtarn strives to identify loans experiencing diffity early enough to correct the problems,
to record charge-offs promptly based on realissEeasments of current collateral values and cagls fland to maintain an adequate
allowance for loan losses at all times.

It is generally the Corporation’s policy to discionie interest accruals once a loan is past due iaserest or principal payments for a
period of ninety days. When a loan is placed onawtrual status, interest accruals cease and extedl accrued interest is reversed and
charged against current income. Payments receivedn-accrual loans are applied against princiddban may be restored to an accruing
basis when it again becomes well-secured, allghastamounts have been collected and the borrovmtinces to make payments for the next
six months on a timely basis. Accruing loans past @0 days or more are generally well-secured ikl process of collection.

Non-Performing Assets and Troubled Debt Restructurd Loans

Non-performing loans include non-accrual loans acctuing loans past due 90 days or more. Non-alcloams represent loans on which
interest accruals have been suspended. In geiigésahe policy of management to consider the ghaoff of loans at the point they become
past due in excess of 90 days, with the excepfidmams that are both well-secured and in the m®cé collection. Non-performing assets
include nonperforming loans and other real estate owned. Tealudlebt restructured loans represent loans tmbens experiencing financi
difficulties on which a concession was grantedhsag a reduction in interest rate which is lowantthe current market rate for new debt
similar risks, or modified repayment terms, and@@dgorming under the restructured terms. Suchdpas restructured, are not included
within the Corporation’s non-performing loans.

The following table sets forth, as of the datesaatkd, the amount of the Corporation’s remerual loans, accruing loans past due 90
or more, other real estate owned and troubled @situctured loans.

March 31, December 31

2013 2012
(in thousands)
Non-accrual loan: $ 2,56 $ 3,61¢
Accruing loans past due 90 days or more 55 55
Total nor-performing loan: 2,62( 3,671
Other real estate owned 1,53¢ 1,30(
Total non-performing assets $ 4,15¢ $ 4,971
Troubled debt restructured loans — performing $ 6,78¢ $ 6,81:

At March 31, 2013, non-performing assets totale@ $4illion, or 0.26 percent of total assets, as jgarad with $8.7 million, or 0.59
percent, at March 31, 2012 and $5.0 million, olQ8rcent, at December 31, 2012. The decreaseMramh 31, 2012 reflects the ability to
satisfactorily work out the problem loans that &xi$ie largest component of the remaining non-addoans is comprised of one relationship
totaling $639,000, or 24.9 percent of the totatused by senior liens on a residential propertyated in Morris County, New Jersey. This
loan has been restructured angesforming and it is anticipated that it will beumed to a performing status in the second quaft2013.

The remaining loans are primarily residential prtips and are in the process of being worked autts8quent to March 31, 2013, a
commercial property with a recorded value of $120,@as resolved with no further loss to its recdrdalue.

The Corporation held $1.5 million in other realatstowned at March 31, 2013 and $1.3 million ateDatzer 31, 2012, respectively.
Troubled debt restructured loans totaled $8.3 anillit March 31, 2013 and $8.3 million at Decemter2B12. A total of $6.79 million

and $6.81 million of troubled debt restructuredni®avere performing pursuant to the terms of thespective modifications at March 31, 2!
and December 31, 2012, respectively.
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Overall credit quality in the Bank’s loan portfolid March 31, 2013 remained relatively strong. ©mwn “potential problem
loans” (as defined by SEC regulations), some ottlaire non-performing loans and are included irtab&e above, as of March 31, 2013
have been identified and internally risk-rated ssets specially mentioned or substandard. Sucls maounted to $44.8 million and $47.4
million at March 31, 2013 and December 31, 2018peetively. The improvement in credit quality ogewdras the commercial and industrial
loans decreased $136,000 in special mention an@®34n the substandard category. Commercial itateloans decreased $175,000 in
special mention and decreased $425,000 in theandetd category. Residential mortgage loans desnle®,000 in special mention and
decreased in the substandard category by $7600@0Gtruction loans decreased $810,000 in the dpaeiation category and decreased
$317,000 in the substandard category. Installntard decreased $4,000 in the substandard catdgwye loans are considered potential
problem loans due to a variety of changing condgtiaffecting the credits, including general ecormeooinditions and/or conditions applicable
to the specific borrowers. The Corporation hasareifn loans.

At March 31, 2013, other than the loans set fatibve, the Corporation is not aware of any loanighvpresent serious doubts as to the
ability of its borrowers to comply with present ftoeepayment terms and which are expected to faldne of the categories set forth in the
tables or descriptions above.

Other Income

The following table presents the principal categ®f other income for the periods indicated.

Three Months Ended

March 31,
Increase Percent
(dollars in thousands) 2013 2012 (Decrease’ Change
Service charges, commissions and $ 40€ $ 44€ $ (40 (8.971%
Annuities and insurance commissi 10C 44 56 127.2%
Bank-owned life insuranc 56E 251 314 125.1(
Net investment securities gai 31¢ 937 (618) (65.9¢)
Loan related fee 13¢ 11C 29 26.3¢
Net gains on sales of loans held for ¢ 13¢ 12¢€ 12 9.5z
All other 17¢ 41 137 334.1¢
Total other income $ 1,84t $ 1,95 $ (110 (5.69)%

For the three months ended March 31, 2013, totedrahcome amounted to $1.8 million, compared tal tother income of $2.0 million
for the same period in 2012. The decrease of $000d the three months ended March 31, 2013 wiasapity as a result of a reduction in
net investment securities gains (decreasing to $80%or the three months ended March 31, 2013 fiehinvestment gains of $937,000 for
the same period last year). Excluding net investreeaurities gains, the Corporation recorded twitaér income of $1.5 million for the three
months ended March 31, 2013, compared to $1.0amiftor the three months ended March 31, 2012. ifisi®ase reflected increases of
$56,000 in annuity and insurance commissions, $&04in bank-owned life insurance including $291,008eath benefits, $29,000 in loan
related fees, $12,000 in net gain on sales of lbaftsfor sale, and $137,000 in all other, inclgdioan purchase accounting benefits on paid
off loans of $98,000, offset by a $40,000 decréaservice charges, commissions and fees.
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Other Expense
The following table presents the principal categ®f other expense for the periods indicated.

Three Months Ended

March 31,
Increase Percent
(dollars in thousands) 2013 2012 (Decrease’ Change
Salaries and employee bene $ 3,49(C $ 3,11¢ % 372 11.9%
Occupancy and equipme 90¢€ 70C 20¢€ 29.4:
FDIC insurance 31: 29¢ 14 4.6¢
Professional and consultit 21¢ 24¢€ 27 (10.99)
Stationery and printin 85 84 1 1.1¢
Marketing and advertisin 101 31 70 225.8:
Computer expens 358 358 — —
Other real estate owned, 1 19 62 (43) (69.3%)
All other 1,052 914 13€ 15.1(
Total other expense $ 6,563t $ 5807 $ 731 12.5%

For the three months ended March 31, 2013, totedratxpense increased $731,000, or 12.6 percen,tfre comparable three months
ended March 31, 2012. This was primarily attriblegb increases in salaries and employee benéf#8%2,000, occupancy and equipmen
$206,000, FDIC insurance of $14,000, marketing aheertising of $70,000, and all other of $138,000.

Salaries and employee benefits expense for thdeguarded March 31, 2013 increased $372,000 orfder@nt over the comparable
period in the prior year. These increases weregilyndue to additions to staff including the Sad®&liver Valley Bank acquisition and
Englewood New Jersey branch, merit increases ajttthbenefit costs. Full-time equivalent staffingdls were 173 at March 31, 2013 and
170 at March 31, 2012.

Occupancy and equipment expense for the quartexdedrch 31, 2013 increased $206,000, or 29.4 perfrem the comparable three-
month period in 2012. The increase for the quavees primarily attributable to higher rent expens81,000 and building and equipment
expenses of $98, 000.

FDIC insurance expense increased $14,000, or 4cépe for the three months ended March 31, 20b3pewed to the same period in
2012. The increase was caused by a new assessmantd.

Marketing and advertising expense increased $700@25.8 percent for the three months ended M3atcl2013 compared to the same
period in 2012. The increase was caused by incdgaset and other media expense due to EnglewoatdkiBg Center, loan product
promotion and private banking wealth managemennptmn.

Professional and consulting expense for the thmesths ended March 31, 2013 decreased $27,000@p&icent compared to the
comparable quarter of 2012, reflecting lower expsnelated to loan workout.

All other expense for the three months ended M8&ict2013 increased $138,000, or 15.1 percent, cardfa the same quarter of 2012.

49




Provision for Income Taxes

For the quarter ended March 31, 2013, the Corporagcorded income tax expense of $1.8 million, garad with $2.2 million of
income tax expense for the quarter ended MarcR@IL2. The effective tax rates for the quarterhyiqgus ended March 31, 2013 and 2012
were 26.3 percent and 33.7 percent, respectivély.ldwer effective tax rate in the first quartei26fL3 was primarily due to the formation of
a tax advantaged subsidiary in the fourth quat@0&2 and a higher level of tax advantaged reveifitoen tax exempt investment securities
and bank-owned life insurance.

Recent Accounting Pronouncements

Note 4 of the Notes to Consolidated Financial $tatets discusses the expected impact of accountomgppncements recently issued or
proposed but not yet required to be adopted.

Asset and Liability Management

Asset and Liability management encompasses anssai/market risk, the control of interest ragkr{interest sensitivity management)
and the ongoing maintenance and planning of liqgiaind capital. The composition of the Corporatsostatement of condition is planned and
monitored by the Asset and Liability Committee (“B0D"). In general, management’s objective is tomje net interest income and
minimize market risk and interest rate risk by ntoring the components of the statement of conditiod the interaction of interest rates.

Short-term interest rate exposure analysis is supphted with an interest sensitivity gap model. Tbeporation utilizes interest
sensitivity analysis to measure the responsiveoisst interest income to changes in interestletels. Interest rate risk arises when an
earning asset matures or when its interest rategesain a time period different than that of a sufipg interest-bearing liability, or when an
interest-bearing liability matures or when its net& rate changes in a time period different tihan of an earning asset that it supports. While
the Corporation matches only a small portion otcfffieassets and liabilities, total earning assets interest-bearing liabilities are grouped to
determine the overall interest rate risk withinuenier of specific time frames. The difference betwmterest-sensitive assets and interest-
sensitive liabilities is referred to as the int¢éiansitivity gap. At any given point in time, t@erporation may be in an ass&nsitive positiol
whereby its interest-sensitive assets exceedtisast-sensitive liabilities, or in a liability-sstive position, whereby its interest-sensitive
liabilities exceed its interest-sensitive assetpethding in part on management’s judgment as feqed interest rate trends.

The Corporatiors interest rate sensitivity position in each timanfe may be expressed as assets less liabilitidighdlities less assets,
as the ratio between rate sensitive assets (“R8Ad)rate sensitive liabilities (“RSL"). For exampdeshort-funded position (liabilities
repricing before assets) would be expressed asr@egative position, when period gaps are comphyeslbtracting repricing liabilities from
repricing assets. When using the ratio method, &/RSL ratio of 1 indicates a balanced positionatiorgreater than 1 indicates an asset-
sensitive position and a ratio less than 1 indat&ability-sensitive position.

A negative gap and/or a rate sensitivity ratio tass 1 tends to expand net interest margins ailiag rate environment and reduce net
interest margins in a rising rate environment. Guagly, when a positive gap occurs, generally margkpand in a rising rate environment
and contract in a falling rate environment. Frometito time, the Corporation may elect to delibdyatgismatch liabilities and assets in a
strategic gap position.

At March 31, 2013, the Corporation reflected a fpasiinterest sensitivity gap with an interest sewvisy ratio of 1.78:1.00 at the
cumulative one-year position. Based on managempateption of interest rates remaining low throgh3, emphasis has been, and is
expected to continue to be, placed on controllialility costs while extending the maturities @Hilities in order to insulate the net interest
spread from rising interest rates in the futurewileer, no assurance can be given that this obguetill be met.
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Estimates of Fair Value

The estimation of fair value is significant to amer of the Corporation’s assets, including loagid lfor sale and investment securities
available-for-sale. These are all recorded at eftievalue or the lower of cost or fair valueifRaalues are volatile and may be influenced by
a number of factors. Circumstances that could cas8mates of the fair value of certain assetsliahbilities to change include a change in
prepayment speeds, discount rates, or market sttegtes. Fair values for most available-for-saleestment securities are based on quoted
market prices. If quoted market prices are notlakg, fair values are based on judgments regafditnge expected loss experience, current
economic condition risk characteristics of variéinancial instruments, and other factors. Thesinagées are subjective in nature, involve
uncertainties and matters of significant judgmett toerefore cannot be determined with precisidrar@es in assumptions could
significantly affect the estimates.

Impact of Inflation and Changing Prices

The financial statements and notes thereto presefdewhere herein have been prepared in accordéticgenerally accepted
accounting principles, which require the measurdrogfinancial position and operating results imis of historical dollars without
considering the change in the relative purchasowep of money over time due to inflation. The imipakinflation is reflected in the
increased cost of operations; unlike most industoanpanies, nearly all of the Corporation’s asseis liabilities are monetary. As a result,
interest rates have a greater impact on performtnacedo the effects of general levels of inflatibrterest rates do not necessarily move in
the same direction or to the same extent as tieegpaf goods and services.

Liquidity

The liquidity position of the Corporation is depentlprimarily on successful management of the Baaksets and liabilities so as to
meet the needs of both deposit and credit custorhiepgidity needs arise principally to accommodptssible deposit outflows and to meet
customers’ requests for loans. Scheduled prindi@al repayments, maturing investments, short-tegaid assets and deposit inflows, can
satisfy such needs. The objective of liquidity n@garaent is to enable the Corporation to maintaifigeant liquidity to meet its obligations in
a timely and cost-effective manner.

Management monitors current and projected cashsflawd adjusts positions as necessary to mairdaiquate levels of liquidity. Under
its liquidity risk management program, the Corpiararegularly monitors correspondent bank fundirgasure and credit exposure in
accordance with guidelines issued by the bankigglaetory authorities. Management uses a variefyoténtial funding sources and
staggering maturities to reduce the risk of posiitinding pressure. Management also maintaindailele contingency funding plan desigr
to respond adequately to situations which could teastresses on liquidity. Management believesttteCorporation has the funding
capacity to meet the liquidity needs arising frootemtial events. In addition to pledgeable investnsecurities, the Corporation also
maintains borrowing capacity through the FederaeRee Bank Discount Window and the Federal HomenlRenk of New York secured
with loans and marketable securities.

The Corporation’s primary sources of short-ternuililify consist of cash and cash equivalents andediged investment securities
available-for-sale.

At March 31, 2013, the Parent Corporation had $800 jn cash and shotrm investments compared to $629,000 at Decenihez(3 2
Expenses at the Parent Corporation are moderatmandgement believes that the Parent Corporateseptly has adequate liquidity to fund
its obligations.

Certain provisions of long-term debt agreementspgrily subordinated debt, prevent the Corporafiom creating liens on, disposing of

or issuing voting stock of subsidiaries. As of MaB1, 2013, the Corporation was in compliance &ltltovenants and provisions of these
agreements.
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Deposits

Total deposits decreased to $1.28 billion at M&th2013 from $1.31 billion at December 31, 201@al non interest-bearing deposits
decreased from $215.1 million at December 31, 201213.8 million at March 31, 2013, a decreas$108 million or 0.59 percent. Interest-
bearing demand, savings and time deposits undé),®20 decreased $12.3 million to a total of $968illilon at March 31, 2013 as compared
to $981.0 million at December 31, 2012. Time desds100,000 and over decreased $11.1 million agpaced to year-end 2012 primarily
due to an outflow of municipal certificates of defioTime deposits $100,000 and over representggétcent of total deposits at March 31,
2013 compared to 8.5 percent at December 31, 2012.

Core Deposits

The Corporation derives a significant proportiontsfliquidity from its core deposit base. Totahtend deposits, savings and money
market accounts of $1.13 billion at March 31, 2d&8reased by $12.5 million, or 1.1 percent, froncddeber 31, 2012. At March 31, 2013,
total demand deposits, savings and money markeuats were 88.2 percent of total deposits compar&.5 percent at year-end 2012.
Alternatively, the Corporation uses a more stringmiculation for the management of its liquiditysitions internally, which calculation
consists of total demand, savings accounts and ymoaeket accounts (excluding money market accogigtater than $100,000 and time
deposits) as a percentage of total deposits. Thigher increased by $4.0 million, or 0.57 perceninf$699.9 million at December 31, 2012
to $703.9 million at March 31, 2013 and represeb#® percent of total deposits at March 31, 2018amnpared with 53.6 percent at
December 31, 2012.

The Corporation continues to place the main foduts @leposit gathering efforts in the maintenam=elopment, and expansion of its
core deposit base. Management believes that thbasigoon serving the needs of our communitiesprilVide a long term relationship base
that will allow the Corporation to efficiently corate for business in its market. The success ofthédegy is reflected in the growth of the
demand, savings and money market balances durniysh quarter of 2013.

The following table depicts the Corporation’s cdeposit mix at March 31, 2013 and December 31, 2@E2d on the Corporation’s
alternative calculation:

Dollar
March 31, 2013 December 31, 201, Change
Amount Percentage Amount Percentage 2013 vs. 201
(dollars in thousands)

Non interes-bearing deman $ 213,79 30.4% $ 215,07: 30.7% $ (1,277)
Interes-bearing deman 207,42 29.t 217,92. 31.1 (10,499
Regular saving 110,94. 15.¢ 110,89t 15.¢ 46
Money market deposits under $100 171,70! 24.4 156,00! 22.5 15,69
Total core deposits $ 703,86: 100.(% $ 699,89! 100.(% $ 3,96¢
Total depositt $ 1,282,222 $ 1,306,92: $ (24,699
Core deposits to total depos 54.9% 53.6%
Borrowings

Short-Term Borrowings
Short-term borrowings, which consist primarily etsrities sold under agreements to repurchaser&ddeme Loan Bank (“FHLB")

advances and federal funds purchased, generallymawrities of less than one year. The detaith@se short-term borrowings are presented
in the following table.
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March 31, 2013
(dollars in thousands

Average interest rat
At quarter enc —%
For the quarte 0.21%

Average amount outstanding during the que 33¢

Maximum amount outstanding at any month end ingtherter —

Amount outstanding at quarter e

& B

Long-Term Borrowings

Long-term borrowings, which consist primarily of EBl advances and securities sold under agreemengéptochase, totaled $146.0
million at March 31, 2013 and December 31, 2018, mature within three to eight years. The FHLB amnbes are secured by pledges of
certain collateral, including but not limited to3J.government and agency mortgage-backed secuaiitba blanket assignment of qualifying
first lien mortgage loans, consisting of both resitial mortgages and commercial real estate |gsniglarch 31, 2013, FHLB advances and
securities sold under agreements to repurchaseéiggthted average interest rates of 3.44 percenbd@tpercent, respectively.

Subordinated Debentures

On December 19, 2003, Center Bancorp Statutoryt Tus statutory business trust and whathyned subsidiary of Center Bancorp, i
issued $5.0 million of MMCapS capital securitiesrteestors due on January 23, 2034. The trust héme proceeds of this offering to the
Corporation and received in exchange $5.2 millibthe Parent Corporation’s subordinated debentdfies.subordinated debentures are
redeemable in whole or part. The floating interat on the subordinated debentures is three-mildBM@R plus 2.85 percent and reprices
quarterly. The rate at March 31, 2013 was 3.15qm@rc he capital securities qualify as Tier 1 didr regulatory capital purposes.

Cash Flows

The Consolidated Statements of Cash Flows prekerditanges in cash and cash equivalents resultingthe Corporation’s operating,
investing and financing activities. During the tamonths ended March 31, 2013, cash and cash éeptivancreased by $10.6 million over
the balance at December 31, 2012. Net cash ofriflian was provided by operating activities, pririy net income as adjusted to net cash.
Net income of $4.9 million was adjusted principdly net gains on sales of investment securitief)d million, amortization of premiun
and accretion of discounts on investment secunitif $1.0 million, a decrease in prepaid FDISuiance assessments of $286,000, a
decrease in other assets of $0.9 million and are&se in other liabilities of $609,000. Net casbvjited by investing activities amounted to
approximately $28.1 million, primarily reflectingreet decrease in loans of $10.0 million and a petehse in investment securities of $17.6
million. Net cash of $25.6 million was used in firténg activities, primarily from the decrease ipdsits of $24.7 million and the funding of
dividends.

Stockholders’ Equity

Total stockholders’ equity amounted to $164.8 wiillior 10.2 percent of total assets, at March 8132compared to $160.7 million or
9.9 percent of total assets at December 31, 20d@k Balue per common share was $9.39 at March(@®!13,Zompared to $9.14 at December
31, 2012. Tangible book value (i.e., total stockleot’ equity less preferred stock, goodwill and otheaimgfible assets) per common share
$8.36 at March 31, 2013, compared to $8.11 at Dbeei, 2012.

Tangible book value per share is a non-GAAP finalntieasure and represents tangible stockholdeustye@r tangible book value)
calculated on a per common share basis. The Cdipotzelieves that a disclosure of tangible bodkieger share may be helpful for those
investors who seek to evaluate the Corporationakh@lue per share without giving effect to goodlaild other intangible assets. The
following table presents a reconciliation of tdtabk value per share to tangible book value petesaa of March 31, 2013 and December 31,
2012,
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March 31, December 31,

2013 2012
(in thousands, except for share
data)

Stockholder equity $ 164,75. $ 160,69:
Less: Preferred stoc 11,25( 11,25(
Less: Goodwill and other intangible assets 16,84¢ 16,85¢
Tangible common stockholders’ equity $ 136,65 $ 132,58:
Book value per common she $ 93¢ % 9.14
Less: Goodwill and other intangible assets 1.0 1.02
Tangible book value per common share $ 8.3t $ 8.11

On September 15, 2011, the Corporation issued $Imilion in nonvoting senior preferred stock tetd.S. Treasury (the “Treasury”)
under the Small Business Lending Fund Program (‘'SBtogram”). Under the Securities Purchase Agreérttes Corporation issued to the
Treasury a total of 11,250 shares of the CorpanaiSenior Non-Cumulative Perpetual Preferred St8ekies B, having a liquidation value
of $1,000 per share. Simultaneously, using thegeds from the issuance of the SBLF Preferred SthekCorporation redeemed from the
Treasury, all 10,000 outstanding shares of itsdFRate Cumulative Perpetual Preferred Stock, Sévridiguidation amount $1,000 per share,
for a redemption price of $10,041,667, includingraed but unpaid dividends up to the date of rediempThe investment in the SBLF
program provided the Corporation with approximatgly25 million additional Tier 1 capital. The capithat the Corporation received under
the program will allow it to continue to serve shimlsiness clients through the commercial lendirag@am.

On December 7, 2011, the Corporation repurchased#nrants issued on January 12, 2009 to the Tmgasipart of its participation in
the U.S. Treasury’s TARP Capital Purchase Progharthe repurchase, the Corporation paid the Trea®245,000 for the warrants.

During the three months ended March 31, 2013, timp@ation had no purchases of common stock agedarth its stock buyback
programs. At March 31, 2013, there were 652,868shavailable for repurchase under the Corporatistick buyback programs.

Regulatory Capital and Capital Adequacy
The maintenance of a solid capital foundationisimary goal for the Corporation. Accordingly, dabiplans and dividend policies are
monitored on an ongoing basis. The Corporationjecilve with respect to the capital planning pracissto effectively balance the retention

of capital to support future growth with the go&pooviding stockholders with an attractive longrtereturn on their investment.

The Corporation and the Bank are subject to regnjajuidelines establishing minimum capital staddéahat involve quantitative
measures of assets, and certain off-balance shews,ias risk-adjusted assets under regulatoryuatiog practices.

The following is a summary of regulatory capitalamts and ratios as of March 31, 2013 for the Catian and the Bank, compared
with minimum capital adequacy requirements and-dgeilatory requirements for classification as awapitalized depository institution.
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To Be Wel-Capitalized Under

For Capital Adequacy Prompt Corrective Action
Center Bancorp, Inc. Purposes Provisions
At March 31, 2013 Amount Ratio Amount Ratio Amount Ratio
(dollars in thousands)
Tier 1 leverage capit: $ 147,82 9.31% $  63,51( 4.0(% N/A N/A
Tier 1 risk-based capite 147,82( 11.62% 50,84 4.00% N/A N/A
Total risk-based capite 158,26: 12.4¢% 101,61« 8.0(% N/A N/A
To Be Well-Capitalized Under
Union Center For Capital Adequacy Prompt Corrective Action
National Bank Purposes Provisions
At March 31, 2013 Amount Ratio Amount Ratio Amount Ratio
(dollars in thousands)
Tier 1 leverage capiti $ 147,36 9.2¢9% $ 63,45 4.0(% $ 79,31 5.0(%
Tier 1 risk-based capite 147,36: 11.6(% 50,81¢ 4.0(% 76,22! 6.0(%
Total risk-based capite 157,84: 12.4% 101,58 8.0(% 126,98« 10.0(%

N/A - not applicable

The Office of the Comptroller of the Currency (“*OG®ad established higher minimum capital ratiostfee Bank effective as of
December 31, 2009; however, those higher capitimisravere removed during the second quarter of 28%2f March 31, 2013, management
believes that each of the Bank and the Corporatieat all capital adequacy requirements to whicl #re subject.

Basel Il

The Basel Committee on Banking Supervision (thes&ommittee”) provides a forum for regular cogpien on banking supervisory
matters. Its objective is to enhance understandiirkgy supervisory issues and improve the qualifyamking supervision worldwide. It seeks
to do so by exchanging information on national svigery issues, approaches and techniques, witeva to promoting common
understanding. At times, the Committee uses thisnoon understanding to develop guidelines and sigmgvstandards in areas where they
are considered desirable. In this regard, the Catr@enis best known for its international standand€apital adequacy; the Core Principles
Effective Banking Supervision; and the Concordatmss-border banking supervision.

The Basel Committee released a comprehensivef sbposals for changes to capital, leverage, anddity requirements for banks in
December 2009 (commonly referred to as “Basel.llIf) July 2010, the Basel Committee announcedi#ségn for its capital and liquidity
reform proposals and in September 2010, the ovarbigdy of the Basel Committee announced minimupitabratios and transition periods.

In December 2010 and January 2011, the Basel Cdaepublished the final texts of reforms on captad liquidity generally referred
to as “Basel Ill.” Although Basel Il is intended be implemented by participating countries fogégrinternationally active banks, its
provisions are likely to be considered by Unitedt& banking regulators in developing new regutatapplicable to other banks in the
United States, including Union Center National Ba& of the date of this filing, final regulatiohave not been issued.

For banks in the United States, among the mostfi&ignt provisions of Basel lll concerning capitak 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 riskreighted assets, plus the additional 2.5% capitaservation buffer, reaching 10.5% by 2(
after a phas-in period.

« An additional countercyclical capital buffer te bmposed by applicable national banking regulapersodically at their discretion,
with advance notice
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» Restrictions on capital distributions and discnedity bonuses applicable when capital ratios fativithe buffer zone
« Deduction from common equity of deferred tax asesdepend on future profitability to be realiz
* Increased capital requirements for counterpartglicrisk relating to OTC derivatives, repos andws@es financing activities

»  For capital instruments issued on or after Jan8y 2013 (other than common equity), a loss-dieury requirement such that the
instrument must be written off or converted to coonnequity if a trigger event occurs, either purduarapplicable law or at the
direction of the banking regulator. A trigger evenan event under which the banking entity wowdddme nonviable without the
write-off or conversion, or without an injection cdpital from the public sector. The issuer musintain authorization to issue the
requisite shares of common equity if conversionesrequired

The Basel Il provisions on liquidity include coreplcriteria establishing the LCR (liquidity coveeagtio) and NSFR (net stable fund
ratio). Although Basel Il is described as a “fitiekt,” it is subject to the resolution of certégsues and to further guidance and modification,
as well as to adoption by United States bankingleggrs, including decisions as to whether andhatvextent it will apply to United States
banks that are not large, internationally activeksa

Looking Forward

One of the Corporation’s primary objectives is thiave balanced asset and revenue growth, and aathe time expand market
presence and diversify its financial products. Heeveit is recognized that objectives, no mattexliocused, are subject to factors beyonc
control of the Corporation, which can impede it8ighto achieve these goals. The following facter®uld be considered when evaluating
Corporation’s ability to achieve its objectives:

The financial marketplace is rapidly changing andently is in flux. The Treasury and banking redats have implemented, and may
continue to implement, a number of programs unéer legislation to address capital and liquidityess in the banking system. In addition,
new financial system reform legislation may affieahks’ abilities to compete in the marketplacés Hifficult to assess whether these
programs and actions will have short-term and/ngerm positive effects.

Banks are not the only place to obtain loans, hernly place to keep financial assets. The bankidgstry has lost market share to o
financial service providers. The future is predéchbn the Corporation’s ability to adapt its prasuprovide superior customer service and
compete in an ever-changing marketplace.

Net interest income, the primary source of earnirggnpacted favorably or unfavorably by changemterest rates. Although the imp
of interest rate fluctuations can be mitigated pprapriate asset/liability management strategiggjficant changes in interest rates can have
a material adverse impact on profitability.

The ability of customers to repay their obligatiea®ften impacted by changes in the regional andlleconomy. Although the
Corporation sets aside loan loss provisions towlzedllowance for loan losses when the Board detesrsuch action to be appropriate,
significant unfavorable changes in the economya@ubact the assumptions used in the determinafioihhe adequacy of the allowance.

Technological changes will have a material impachow financial service companies compete for agliver services. It is recognized
that these changes will have a direct impact on the@amarketplace is approached and ultimately ofitpbility. The Corporation has taken
steps to improve its traditional delivery channélewever, continued success will likely be measungthe ability to anticipate and react to
future technological changes.

This “Looking Forward” description constitutes aviard-looking statement under the Private Securitiigation Reform Act of 1995.
Actual results could differ materially from thosejected in the Corporation’s forward-looking stagnts due to numerous known and
unknown risks and uncertainties, including thedesteferred to in this quarterly report and in @@ poration’s Annual Report on Form KO-
for the year ended December 31, 2012.
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Item 3. Qualitative and Quantitative Disclosures abut Market Risks
Market Risk

The Corporation’s profitability is affected by fluations in interest rates. A sudden and substantiease or decrease in interest rates
may adversely affect the Corporation’s earningh&oextent that the interest rates borne by aasetdiabilities do not similarly adjust. The
Corporation’s primary objective in managing inténege risk is to minimize the adverse impact adradjes in interest rates on the
Corporation’s net interest income and capital, e/kiructuring the Corporation’s asset-liabilityusture to obtain the maximum yield-cost
spread on that structure. The Corporation relieagmily on its asseliability structure to control interest rate riSkae Corporation continuall
evaluates interest rate risk management oppomtgretnd has been focusing its efforts on increabim@orporation’s yield-cost spread
through wholesale and retail growth opportunities.

The Corporation monitors the impact of changesterest rates on its net interest income usingraét@ols. One measure of the
Corporation’s exposure to differential changeqieiiest rates between assets and liabilities i€trporation’s analysis of its interest rate
sensitivity. This test measures the impact onmetést income and on net portfolio value of an adiate change in interest rates in 100 basis
point increments. Net portfolio value is definedlaes net present value of assets, liabilities dftbalance sheet contracts.

The primary tool used by management to measureramage interest rate exposure is a simulation makel of the model to perform
simulations reflecting changes in interest ratesy onultiple-year time horizons enables managentedételop and initiate strategies for
managing exposure to interest rate risk. In itaugitions, management estimates the impact on texest income of various changes in
interest rates. Projected net interest income Beibsito movements in interest rates is modelesidobon a ramped rise and fall in interest 1
based on a parallel yield curve shift over a twehanth time horizon and then maintained at thogel$eover the remainder of the model ti
horizon, which provides a rate shock to the twear period and beyond. The model is based ondiiualamaturity and repricing characteris
of interest rate-sensitive assets and liabilifidse model incorporates assumptions regarding egasset and deposit growth, prepayments,
interest rates and other factors.

Management believes that both individually and telagiether, these assumptions are reasonablehdabmplexity of the simulation
modeling process results in a sophisticated estinmatt an absolutely precise calculation of exp@skor example, estimates of future cash
flows must be made for instruments without contractnaturities or payment schedules.

Based on the results of the interest simulationehad of March 31, 2013, and assuming that managedoes not take action to alter-
outcome, the Corporation would expect an incre&de33 percent in net interest income if inter@ges increased by 200 basis points from
current rates in a gradual and parallel rate rangp a twelve month period. These results and @halyses indicate to management that the
Corporation’s net interest income is presently migly sensitive to rising interest rates.

Based on management’s perception that financiaketsmill continue to be volatile, interest rathattare projected to continue at low
levels will generate increased downward repricihgarning assets. Emphasis has been, and is egdeatentinue to be, placed on interest-
sensitivity matching with an overall objective afproving the net interest spread and margin owvengxt twelve months. However, no
assurance can be given that this objective wilinae.

Equity Price Risk

The Corporation is exposed to equity price riskeigmt in its portfolio of publicly traded equitycsgities, which had an estimated fair
value of approximately $370,000 and $325,000 atck&1, 2013 and December 31, 2012, respectivelymdator equity investment
holdings for impairment on a quarterly basis. la #vent that the carrying value of the equity itvent exceeds its fair value, and the dec
in value is determined to be to be other than teargothe carrying value is reduced to its curfaitvalue by recording a charge to current
operations. For the three months ended March 313 26d 2012, the Corporation recorded no other-teanporary impairment charges on
equity security holdings.

57




Item 4. Controls and Procedures

a) Disclosure controls and proceduress of the end of the Corporation’s most recentiynpleted fiscal quarter covered by this report,
the Corporation carried out an evaluation, withpgheicipation of the Corporation’s managementluding the Corporation’s chief executive
officer and chief financial officer, of the effeetiness of the Corporation’s disclosure controls@modedures pursuant to Securities Exchange
Act Rule 13a-15. Based upon that evaluation, they@ation’s chief executive officer and chief firgal officer concluded that the
Corporation’s disclosure controls and procedureséfiective in ensuring that information requirede disclosed by the Corporation in the
reports that it files or submits under the Secesitexchange Act is recorded, processed, summaairdeported, within the time periods
specified in the SEG'rules and forms and are operating in an effectimaner and that such information is accumulatedcammunicated t
management, including the Corporation’s chief exgewfficer and chief financial officer, as apprigte to allow timely decisions regarding
required disclosure.

b) Changes in internal controls over financial repadi: There have been no changes in the Corporatiatésnal controls over financial
reporting that occurred during the Corporation® fgscal quarter to which this report relates thete materially affected, or are reasonable
likely to materially affect, the Corporation’s imt&l control over financial reporting.

PART Il - OTHER INFORMATION
Item 1. Legal Proceedings

There are no significant pending legal proceedingslving the Corporation other than those arisiog of routine operations. Based
upon the information currently available, it is ty@nion of management that the disposition omdtie determination of such other claims
will not have a material adverse impact on the obdated financial position, results of operatioos|iquidity of the Corporation. This
statement constitutes a forward-looking statemadeuthe Private Securities Litigation Reform AEL895. Actual results could differ
materially from this statement as a result of wasi€actors, including the uncertainties arisingiiaving facts within the context of the legal
processes.
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Item 6. Exhibits
Exhibit No.
31.1
31.2
32.1*
32.2*
101.INS**
101.SCH**
101.CAL**
101.DEF**

101.LAB**
101.PRE**

Description

Certification of the Chief Executive Officefrthe Parent Corporation Pursuant to Sectiond8@Be Sarbanes-Oxley
Act of 2002.

Certification of the Chief Financial Officef the Parent Corporation Pursuant to Sectiond3@Be Sarbanes-Oxley
Act of 2002.

Certification of the Chief Executive Officef the Parent Corporation Pursuant to Sectiond@be Sarbanes-Oxley
Act of 2002.

Certification of the Chief Financial Officef the Parent Corporation Pursuant to Section®@be Sarbanes-Oxley
Act of 2002.

XBRL Instance Documer

XBRL Taxonomy Extension Schema Docum

XBRL Taxonomy Extension Calculation Linkbase Docutr

Definition Taxonomy Extension Linkbase Docum

XBRL Taxonomy Extension Label Linkbase Docum

XBRL Taxonomy Extension Presentation Linkbase Doent

* = Furnished and not filed.

** = Pursuant to Rule 406T of Regulation S-T, tiniteractive data file is deemed not filed or pdra@egistration statement or prospectus for
purposes of Sections 11 or 12 of the SecuritiesoA&033, is deemed not filed for purposes of secti8 of the Securities Exchange Act of
1934, and otherwise is not subject to liability anthese sections.
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causisdréport to be signed on its behalf,
by the undersigned, thereunto duly authorized.

CENTER BANCORP, INC.

(Registrant)
By: /s/ Anthony C. Weagle By: /s/ Vincent N. Tozz
Anthony C. Weagle' Vincent N. Tozzi
President and Chief Executive Offic Vice President, Treasurer and Chief Financial @ft
Date: May 9, 201. Date: May 9, 201.
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EXHIBIT 31.1
CERTIFICATION
I, Anthony C. Weagley, certify that:
1. | have reviewed this Quarterly Report on ForrQLOf Center Bancorp, Inc.;

2. Based on my knowledge, this report does notador@ny untrue statement of a material fact or dmnd#ttate a material fact necessary to
make the statements made, in light of the circuntsts.under which such statements were made, nlatadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintainiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15 (e) and 15¢)6and 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 procedoresiused such disclosure controls and procedoites designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to me by ot
within those entities, particularly during the metion which this report is being prepared,;

b) designed such internal control over financigloréing, or caused such internal control over foiahreporting to be designed under my
supervision, to provide reasonable assurance rieggitie reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

c) evaluated the effectiveness of the registraligcosure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation; and

d) disclosed in this report any change in the tegis¢'s internal control over financial reportirftat occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourthdisguarter in the case of an annual report) thathaterially affected, or is reasonably likely to
materially affect, the registrant’s internal comeer financial reporting.

5. The registrant’s other certifying officer(s) alndave disclosed, based on my most recent evaluafiinternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing that equivalent
functions):

a) all significant deficiencies and material weads the design or operation of internal contr@rdinancial reporting which are
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

b) any fraud, whether or not material, that invelweanagement or other employees who have a signifrole in the registrant's internal
control over financial reporting.

Date: May 9, 2013 /sl Anthony C. Weagle
Anthony C. Weagle'
President and Chief Executive Offic




EXHIBIT 31.2
CERTIFICATION
[, Vincent N. Tozzi, certify that:
1. | have reviewed this Quarterly Report on ForrQLOf Center Bancorp, Inc.;

2. Based on my knowledge, this report does notador@ny untrue statement of a material fact or dmn#ttate a material fact necessary to
make the statements made, in light of the circuntsts.under which such statements were made, niatadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintainiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15 (e) and 15¢)6and 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 procedoresiused such disclosure controls and procedotes designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtubsidiaries, is made known to me by ot
within those entities, particularly during the metion which this report is being prepared,;

b) designed such internal control over financigloréing, or caused such internal control over foiahreporting to be designed under my
supervision, to provide reasonable assurance rieggitie reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

c) evaluated the effectiveness of the registraligcosure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation; and

d) disclosed in this report any change in the tegis¢'s internal control over financial reportirftat occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourthdisguarter in the case of an annual report) thathaterially affected, or is reasonably likely to
materially affect, the registrant’s internal comeer financial reporting.

5. The registrant’s other certifying officer(s) alndave disclosed, based on my most recent evaluafiinternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing that equivalent
functions):

a) all significant deficiencies and material weads the design or operation of internal contr@rdinancial reporting which are
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

b) any fraud, whether or not material, that invelweanagement or other employees who have a signifrole in the registrant's internal
control over financial reporting.

Date: May 9, 2013 /sl Vincent N. Tozz
Vincent N. Tozzi
Vice President, Treasurer and Chief Financial ¢efl




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 this Quarterly Report of Cerancorp, Inc. (the “Corporation”) on Form 10-Q fbe quarter ended March 31, 2013
filed with the Securities and Exchange Commisstbe (Report”), I, Anthony C. Weagley, President &tdef Executive Officer of the

Corporation, certify, pursuant to 18 U.S.C. Secfi8s0, as adopted pursuant to Section 906 of tHea8as-Oxley Act of 2002, that to my
knowledge:

1. The Report fully complies with the requiremesit$Section 13 (a) of the Securities Exchange Ac984; and

2. The information contained in the Report fairhegents, in all material respects, the consolidfiteshcial condition of the Corporation
as of the dates presented and the consolidateltsre$operations of the Corporation for the pesigdesented.

Date: May 9, 2013 /s! Anthony C. Weagle
Anthony C. Weagle'
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 this Quarterly Report of Cerancorp, Inc. (the “Corporation”) on Form 10-Q fbe quarter ended March 31, 2013
filed with the Securities and Exchange Commisstbe (Report”), I, Vincent N. Tozzi, Vice Presidefitreasurer and Chief Financial Officer

of the Corporation, certify, pursuant to 18 U.SSgction 1350, as adopted pursuant to Section 9¢&darbanes-Oxley Act of 2002, that to
my knowledge:

1. The Report fully complies with the requiremesit$Section 13 (a) of the Securities Exchange Ac&984; and

2. The information contained in the Report fairhggents, in all material respects, the consolidfiteghcial condition of the Corporation
as of the dates presented and the consolidateltsre$operations of the Corporation for the pesigesented.

Date: May 9, 2013 /sl Vincent N. Tozz
Vincent N. Tozzi
Vice President, Treasurer and Chief Financial @ff




