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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 refrlthe six months ended June 30, 2013 are notssadéy indicative of the results that may
be expected for the full year ending December 8132or for any other interim period. The Centen&ap, Inc. 2012 Annual Report on Form
10-K, should be read in conjunction with theseffitial statements.




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

June 30, December 31,
(in thousands, except for share and per share dat: 2013 2012
(Unaudited)
ASSETS
Cash and due from ban $ 61,95¢ $ 104,13:
Interest bearing deposits with banks — 2,00
Total cash and cash equivale 61,95¢ 106,13t
Investment securitie!
Available-for-sale 419,77 496,81!
Held-to-maturity (fair value of $135,354 and $62,4. 136,78t 58,06+
Loans hel-for-sale 58E 1,491
Loans 902,82: 889,67
Less: Allowance for loan losses 10,20: 10,231
Net loans 892,62( 879,43!
Restricted investment in bank stocks, at 8,98¢ 8,96¢
Premises and equipment, | 13,45¢ 13,56:
Accrued interest receivab 6,85( 6,84¢
Bank-owned life insuranc 35,20¢ 34,96
Goodwill and other intangible ass: 16,84( 16,85¢
Prepaid FDIC assessmel — 811
Other real estate ownt 22C 1,30(
Other assets 12,41 4,51¢
Total assets $ 1,605,69: $ 1,629,76
LIABILITIES
Deposits:
Nor-interest bearini $ 219,66¢ $ 215,07:
Interes-bearing:
Time deposits $100 and ov 101,12 110,83!
Interest-bearing transaction, savings and time siepless than $100 960,10: 981,01¢
Total deposit: 1,280,89. 1,306,92.
Long-term borrowings 146,00( 146,00(
Subordinated debentur 5,15¢ 5,15¢
Accounts payable and accrued liabilities 12,36¢ 10,991
Total liabilities 1,444,41. 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 stbJune 30, 2013 and December 31, 201:

total liquidation value of $11,250 at June 30, 28h8 December 31, 20: 11,25( 11,25(
Common stock, no par value, authorized 25,000,8@0es; issued 18,477,412 shares at June 3(

2013 and December 31, 2012; outstanding 16,36 &fdres at June 30, 2013 and 16,347,915

shares at December 31, 2( 110,05¢ 110,05t¢
Additional paic-in capital 4,92¢ 4,801
Retained earning 54,35¢ 46,75:
Treasury stock, at cost (2,109,668 common shar&snat 30, 2013 and 2,129,497 common shar

December 31, 201: (17,079 (17,237
Accumulated other comprehensive (loss) income (2,224 5,06:

Total stockholders’ equity 161,28! 160,69:

Total liabilities and stockholders’ equity $ 1,605,69; $ 1,629,76

See accompanying notes to unaudited consolidateddial statements.




CENTER BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME

(in thousands, except for share and per share data)

Interest income
Interest and fees on loa
Interest and dividends on investment securi
Taxable
Tax-exempt
Dividends
Interest on federal funds sold and other short-texmastment
Total interest income

Interest expense
Interest on certificates of deposit $100 or Ir
Interest on other depos
Interest on borrowings

Total interest expense
Net interest income
Provision for loan losses
Net interest income after provision for loan losse
Other income
Service charges, commissions and
Annuities and insurance commissic
Bank-owned life insuranc
Loan related fee
Net gains on sale of loans held for <
Other
Otherthar-temporary impairment losses on investment secs
Net gains on sale of investment securi

Net investment securities gains

Total other income
Other expense
Salaries and employee bene
Occupancy and equipme
FDIC insurance
Professional and consultit
Stationery and printin
Marketing and advertisin
Computer expens
Other real estate owned, 1
All other

Total other expense
Income before income tax expens
Income tax expense
Net Income
Preferred stock dividends
Net income available to common stockholdetr

Earnings per common share
Basic
Diluted
Weighted average common shares outstandir
Basic
Diluted
Dividend paid per common she

See accompanying notes to unaudited consolidataddial statements.

(Unaudited)
Three Months Ended Six Months Ended
June 30, June 30,

2013 2012 2013 2012
$ 9,89 $ 9,41¢ % 19,81 % 18,79¢
2,88t 3,117 5,857 6,20(
1,081 82¢ 2,157 1,59¢
121 14C 252 28¢
— 4 2 4
13,97¢ 13,49¢ 28,08: 26,89:
22C 182 45¢ 434
1,063 1,12¢ 2,10¢ 2,28:
1,46¢ 1,64z 2,91¢ 3,28¢
2,751 2,95( 5,48t 6,00(
11,22¢ 10,54¢ 22,59¢ 20,89:
— (107) — —
11,22¢ 10,65: 22,59¢ 20,89:
451 421 857 867
14¢ 48 24¢ 92
274 24¢ 83¢ 497
114 95 258 20t
91 10C 22¢ 22¢
31 181 20¢ 222
— (140 (29 (199
60C 65% 942 1,64¢
60C 51¢ 91¢ 1,45(
1,707 1,60 3,552 3,55¢
3,33¢ 3,05t 6,82t 6,17:
811 60¢ 1,717 1,30¢
20¢ 27C 521 56¢
23C 294 44¢ 54C
78 96 162 18C
62 5€ 162 87
342 362 69¢€ 71t
107 22 12¢ 84
902 92¢ 1,95¢ 1,84:
6,07¢ 5,69( 12,61« 11,497
6,85¢ 6,567 13,53¢ 12,95:
1,93¢ 2,21¢ 3,68¢ 4,36¢
4,92¢ 4,35¢ 9,847 8,58¢
28 84 84 22t
$ 489 $ 426¢ $ 9,76 $ 8,35¢
$ 0.3C $ 0.2¢ $ 0.6C $ 0.51
$ 0.3C $ 0.2¢ $ 0.6C $ 0.51
16,348,91 16,333,65 16,348,56 16,332,99
16,375,77. 16,341,76 16,375,02 16,340,01
$ 0.05¢ % 0.03C % 0.11¢C $ 0.06(
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CENTER BANCORP, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE (LOSS) INC OME

(Unaudited)
Three Months Ended Six Months Ended
June 30, June 30,
(in thousands) 2013 2012 2013 2012
Net income $ 4,92 $ 4,35 $ 9,847 $ 8,58¢
Other comprehensive (loss) income, net of
Unrealized gains and losses on securities ava-for-sale:
Unrealized holding (losses) gains on avail-for-sale securitie (11,7079 4,40¢ (11,159 9,37
Tax effect 4,68¢ (1,68€) 4,48¢ (3,467
Net of tax amoun (7,019 2,72( (6,665 5,90¢
Reclassification adjustment of OTTI losses includeithcome — 14C 24 19¢
Tax effect — (47) (6) (67)
Net of tax amoun — 93 18 131
Reclassification adjustment for net gains arisingrdy the periot (600 (659) (9439 (1,649
Tax effect 167 221 257 55€
Net of tax amoun (439) (432) (68€) (1,092
Amortization of unrealized holding gains on sedesitransferre:
from availabl-for-sale to hel-to-maturity 88 1€ 74 6
Tax effect (33) (5 (28 (2
Net of tax amoun 55 11 46 4
Total other comprehensive (loss) income (7,399 2,392 (7,287) 4,95;
Total comprehensive (loss) income $ (2,468 $ 6,74t $ 2,56( $ 13,53¢

See accompanying notes to unaudited consolidataddial statements.




(in thousands, except for share and pe
share 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 ($0.085 lpae’

Stock issued for options exercise (14,761 shi
Stock-based compensation expense
Balance as of June 30, 201

Balance as of January 1, 201

Net income

Other comprehensive loss, net of

Dividend on series B preferred stc

Issuance cost of common stc

Cash dividends declared on common stock ($0.13eze)
Issuance of restricted stock awards (18,829 sh

Stock issued for options exercise (1,000 she
Stock-based compensation expense

Balance as of June 30, 201

CENTER BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY

(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 $ 4715 $ 32,690 $ (17,359 $ (5,446 $ 135,911
8,58¢ 8,58¢
4,95 4,95
(225) (22%)
(3 (C]
(1,38¢) (1,38¢)
12 12C 13z
15 15
$ 1125  $ 110,05¢ $ 4,74:  $ 39,66 $ (17,230 $ (499 % 147,98
$ 11,25  $ 110,05¢ % 4,801 % 46,750  $ (17,23) $ 506! $ 160,69:
9,841 9,847
(7,287) (7,287)
(119 (119)
(6) (6)
(2,125 (2,12%)
91 152 24z
8 2 1c
25 25
$ 1125( $ 110,05 $ 4,92t $ 54,35 $ (17,079 $ 2,229 $ 161,28!

See accompanying notes to unaudited consolidateddial 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
Net othe-thar-temporary impairment losses on investment secs
Gains on sales of investment securities,
Net loss on sale of other real estate ow
Loans originated for resa
Proceeds from sale of loans held for ¢
Gains on sale of loans held for s
Increase in accrued interest receive
Decrease in prepaid FDIC insurance assessr
Increase in cash surrender value of t-owned life insuranc
Life insurance death bene
Increase in other asse
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) redemption of restricted investrirebaink stock:
Net increase in loar
Purchases of premises and equipn
Proceeds from ba-owned life insurance death bene
Proceeds from sale of other real estate owned
Net cash used in investing activities
Cash flows from financing activities:
Net (decrease) increase in depao
Net decrease in sh-term borrowings
Cash dividends on preferred stc
Cash dividends on common stc
Issuance of restricted stock awa
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
Income taxe:
Supplemental disclosures of nc-cash investing activities;
Trade date accounting settlements for investmaest:
Transfer of loans to other real estate ow
Transfer from investment securities avail-for-sale to investment securities F-to-maturity

Six Months Ended

June 30,
2013 2012
$ 9,847 $ 8,58¢
1,841 2,33¢
42¢ 421
25 15
24 19¢
(943) (1,649
75 —
(12,357 (10,83)
13,48¢ 11,587
(229 (22€)
) (246)
811 534
(54¢) (497)
(297) —
(3,215 (2,539
1,18¢ 92<
10,14¢ 8,61¢
(119,749 (134,679
78,91 71,16:
29,58: 18,18¢
(6,109 (5,86¢)
2,80: 16,32¢
(22 94
(13,42) (51,359
(309 (28¢)
592 —
1,23( 10¢&
(26,48.) (86,316
(26,02¢) 53,23
— 107
(849 (225)
(1,979 (980
245 —
(6) ©)
1C 132
(27,849) 52,26¢
(44,179 (25,43))
106,13t 111,10:
$ 61,95¢ $ 85,66¢
$ 554¢ $ 6,08(
$ 1,63 $ 3,88t
$ — 3 1,54t
$ 23¢ $ —
$ 75,69 $ —

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 Parent
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 datated statements of condition and that affectrésilts of operations for the periods presented
Actual results could differ significantly from thegstimates. Material estimates that are partigusaisceptible to change in the near term re
to the determination of the allowance for loan éssghe other-than-temporary impairment evaluatfosecurities, the evaluation of the
impairment of goodwill and the evaluation of deégltax assets.

The consolidated financial statements have beguaped in conformity with U.S. generally acceptedaamting principles (*U.S. GAAB?

Note 2. Earnings per Common Share

Basic earnings per common share (“EPS”) is compbyedividing income available to common sharehadwgr 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 Corporation’sgiviid average common shares outstanding for dileR®linclude the effect of stock options
and restricted stock awards outstanding using teasury Stock Method, which are not included indgaleulation of basic EPS. Anti-dilutive
stock option and restricted stock award sharesandsg were 67,451 and 67,451, respectively Herthree and six months ended June 30,
2013, and anti-dilutive stock option shares outditagpwere 79,343 and 79,343, respectively, forthinee and six months ended June 30, 2012

Earnings per common share have been computed bagbé following:

Three Months Ended Six Months Ended
June 30, June 30,

(in thousands, except per share amount: 2013 2012 2013 2012
Net income $ 492: % 435: % 9847 $ 8,58¢
Preferred stock dividenc (28) (84) (84) (225)

Net income available to common shareholc $ 4895 $ 426¢ $ 9,76: $ 8,35¢
Basic weighted average common shares outstai 16,34¢ 16,33¢ 16,34¢ 16,33¢
Plus: effect of dilutive option 27 8 26 7

Diluted weighted average common shares outstar 16,37¢ 16,34: 16,37¢ 16,34(
Earnings per common sha

Basic $ 03C $ 026 $ 06C $ 0.51

Diluted $ 03C $ 026 $ 0.6C $ 0.51

Note 3. Stock-Based Compensation

The Corporation maintains two stock-based comp@rsatans from which new grants could be issuea 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 plemséended to be either incentive stock optionsar-qualified options. Under the 2009
Equity Incentive Plan, a total of 373,463 sharesaamailable for grant and issuance as of June@®IB.2Jnder the 2003 NoEmployee Directa
Stock Option Plan, a total of 380,644 shares reraa#ilable for grant and issuance under the plasf dane 30, 2013. Such shares may be
treasury shares, newly issued shares or a comtintaereof.

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

Stock-based compensation expense for share-bagatwpaawards is based on the grant date fair v@dtimated on the date of grant. The
Corporation recognizes compensation costs for tebaees expected to vest on a straight-line basisthe requisite service period of the
award, which is generally the option vesting teffthoee years. The Corporation estimates the fifeirate based on its historical experience
during the preceding seven fiscal years.

For the six months ended June 30, 2013, the Cdippigincome before income taxes and net incomeweduced by $25,000 and
$15,000, respectively, as a result of the compensakpense related to stock options. For the girths ended June 30, 2012, the
Corporation’s income before income taxes and regirite were reduced by $15,000 and $9,000, resphgtasea result of the compensation
expense related to stock options.

Under the principal stock-based compensation ptlesCorporation may also grant stock awards taoeemployees. Stock awards are
independent of option grants and are generallyestiltp forfeiture if employment terminates priotthe release of any applicable restrictions.
Unless fully vested at the time of grant, such @sayenerally vest within 30 days to five years fitv@ date of grant. During that period,
ownership of the shares cannot be transferredriBtest stock and stock awards that are fully vestetie time of grant have the same cash
dividend and voting rights as other common stoak @@ considered to be currently issued and oustgnThe Corporation expenses the cost
of stock awards, which is determined to be therfarket value of the shares at the date of gratetbly over the period during which any
restrictions lapse.

There were 18,829 restricted stock awards outstgrati June 30, 2013 and none at June 30, 2012e Hvesrds were issued with an aw
price equal to the market price of the Corporasa@ommon stock on the award date and with a fiee yesting period. Forfeiture provisions
exist for personnel that separate employment befesting period expires. During the first six mantf 2013, none of the shares of restricted
stock were vested.

There were 31,257 and 27,784 shares of common statdrlying options that were granted during tlxensonths ended June 30, 2013
2012, respectively. The fair value of share-basssanent awards was estimated using the Black-Sclopliésn pricing model with the
following assumptions and weighted average faiue@alat the time the grants were awarded:

Six Months Ended

June 30,
2013 2012
Weighted average fair value of gra $ 250 $ 2.0¢
Risk-free interest rat 1.8€% 2.05%
Dividend yield 1.7¢% 1.24%
Expected volatility 23.21% 22.00%
Expected life in month 69 68

Activity under the stock-based compensation plangfalune 30, 2013 and changes during the six martted June 30, 2013 were as
follows:

Weighted-
Weighted- Average
Average Remaining Aggregate
Exercise Contractual Intrinsic
Shares Price Term (Years) Value
Outstanding at December 31, 2( 183,57: $ 9.92
Grantec— options 31,257 12.52
Exercisec (2,000 10.6¢
Canceled (8,682) 10.5¢
Outstanding at June 30, 2013 205,14¢ 10.3¢ 56C $ 503,19:
Exercisable at June 30, 20 140,90: $ 10.2¢ 4.1¢ $ 374,07

The aggregate intrinsic value of options aboveasgnts the total pre-tax intrinsic value (the défece between the Corporation’s closing
stock price on the last trading day of the secarattgr of 2013 and the exercise price, multipligdi® number of in-the-money options) that
would have been received by the option holdersdfiagption holders exercised their options on J80e2013. This amount changes based on
the fair value of the Corporation’s stock.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 3. Stock-Based Compensation—(continued)

As of June 30, 2013, there was approximately $1#B@f total unrecognized compensation expenseimglab unvested stock optiol
These costs are expected to be recognized oveightee average period of 2.98 years. As of June€803, there was approximately $243,
of total unrecognized compensation expense relatingnvested restricted stock awards. These cost®xpected to be recognized ov
weighted average period of five years.

Note 4. Recent Accounting Pronouncements

In December 2012, the FASB issued an exposure dfadt proposed ASU of Topic 825-16redit Losses The amendments of {
proposed ASU would require all reporting entitiesth public and nonpublic, to calculate impairmehéxisting financial assets on the basi
the current estimates of contractual cash flowsexpected to be collected on the financial assekd at the reporting date. The propc
amendments would remove the existing “probalbie&shold for recognizing credit losses and broatienrange of information that must
considered in measuring the allowance for expectedit losses. The estimate of expected crediebssould be based on relevant informe
about past events, including historical loss exgrere with similar assets, current conditions amgaraable and supportable forecasts that
the future collectability of the assets’ remaingantractual cash flows.

As a result of the proposed amendments, finansidta carried at amortized cost less an allowancédweflect the current estimate of
cash flows expected to be collected at the reppdite, and the income statement would reflectitcdederioration (or improvement) that |
taken place during the period. For financial asssasured at fair value with changes in fair vakmognized through other comprehen
income, the balance sheet would reflect the failuejabut the income statement would reflect creeierioration (or improvement) that |
taken place during the period. An entity, howeweay choose to not recognize expected credit lomsdmancial assets measured at fair v
with changes in fair value recognized through ott@mprehensive income, if both (1) the fair valdgh® financial asset is greater than
equal to) the amortized cost basis and (2) expectedit losses on the financial asset are insiggifi. Currently, when credit losses
measured, an entity only considers past eventscanmént conditions; the proposed amendments worddden the information entities
required to consider to include historical loss exnignce with similar assets and reasonable andostgige forecasts that affect the expe
collectability of the assetsemaining contractual cash flows. It is expecteat #ntities will be able to leverage their currésk monitoring
systems in implementing the proposed approach, emvéor the inputs used to estimate the expecteditcloss approach. An entity wo
apply the proposed amendments with a cumulafiect adjustment to the statement of financialitpms beginning in the first reporting peri
in which the guidance is effective.

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

In January 2013, the FASB issued ASU No. 2013*Bhjance Sheet (Topic 210): Disclosures about Qfisg Assets and Liabilities,”
which amended disclosures by requiring improvedrimiation about financial instruments and derivaiiviruments that are either offset
the balance sheet or subject to an enforceableemastting arrangement or similar agreement, ieege of whether they are offset on
balance sheet. Reporting entities are requiredréwigle both net and gross information for theseetssand liabilities in order to enha
comparability between those entities that preplaed financial statements on the basis of inteomati financial reporting standards ("IFR¢
Companies were required to apply the amendmenfistal years beginning on or after January 1, 2@b8 interim periods within those ye:
The adoption of this accounting standard did rexteha material impact on the Corporation's resafit®perations, financial position,
liquidity.

In February 2013, the FASB issued ASU No. 2013“0Reporting of Amounts Reclassified Out of Accumdl@éer Comprehensi
Income," to improve the transparency of reporting theselassifications. ASU No. 201® does not amend any existing requirement
reporting net income or other comprehensive incomée financial statements. ASU No. 2003-+equires an entity to disaggregate the
change of each component of other comprehensivemacand separately present reclassification adgr#snand current period otl
comprehensive income. The provisions of ASU No.3202 also requires that entities present either simgle note or parenthetically on
face of the financial statements, the effect ofifigant amounts reclassified from each componér@tcoumulated other comprehensive inc
based on its source and the income statementténe affected by the reclassification. The Corporatadopted the provisions of ASU |
201392 effective January 1, 2013. As the Corporatiaviged these required disclosures in the noteladCbnsolidated Financial Stateme
the adoption of ASU No. 20132 had no impact on the Corporation's consolidatatements of income and condition. See Note Hd
Consolidated Financial Statements for the discksuvequired by ASU No. 2013-02.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 5. Comprehensive Income

Total comprehensive income includes all changesjurity 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 losgetefined benefit plans, net of taxes.

Disclosure of comprehensive income for the thregesix months ended June 30, 2013, and 2012 ismeaben the Consolidated
Statements of Comprehensive Income.

Accumulated other comprehensive income at Jun@2@IB and December 31, 2012 consisted of the fofigwi

June 30, December 31

2013 2012
(in thousands)
Net unrealized gain on investment securities abke-for-sale, net of ta; $ 1,44¢ $ 8,781
Unamortized component of securities transferrethfavailable-for-sale to held-tmaturity, ne
of tax 20¢ 162
Defined benefit pension and post-retirement plaesof tax (3,880) (3,880
Total accumulated other comprehensive (loss) income $ (2,229 $ 5,06:
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 6. Investment Securities

The Corporation’s investment securities are clasifis available-for-sale and held-to-maturityuate)30, 2013 and December 31, 2012.
Investment securities available-for-sale are regubatt fair value with unrealized gains or lossetuided in equity, net of tax. Accordingly, the
carrying value of such securities reflects their ¥alue at the balance sheet date. Fair valuasgdh upon either quoted market prices, or in
certain cases where there is limited activity ia tharket for a particular instrument, assumptioes@ade to determine their fair value. See
Note 8 of the Notes to Consolidated Financial $tatets for a further discussic

Transfers of debt securities from the availablesiale category to the held-toaturity category are made at fair value at the datransfe|
The unrealized holding gain or loss at the datieasfsfer remains in accumulated other comprehemso@ne and in the carrying value of the
held-to-maturity investment security. Premiums iscdunts on investment securities are amortizeatoreted using the effective interest
method over the life of the security as an adjustroéyield. Unrealized holding gains or lossed leanain in accumulated other
comprehensive income are amortized or accretedtbeaemaining life of the security as an adjustnodryield, offsetting the related
amortization of the premium or accretion of thecdimt.

The following tables present information relatedhte Corporation’s investment securities at June28@3 and December 31, 2012.

June 30, 2013

Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value

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

U.S. Treasury and agency securi $ 43,45( $ — (1,312 $ 42,13¢
Federal agency obligatiol 14,26" 3C (437) 13,85¢
Residential mortgage pethrough securitie 48,92¢ 682 (227) 49,38¢
Commercial mortgage pethrough securitie 9,70¢ — (28¢) 9,421
Obligations of U.S. states and political subdivisi 39,34 1,092 (25) 40,40¢
Trust preferred securitie 20,62( 224 (1,159 19,681
Corporate bonds and noi 215,26: 5,66 (2,129 218,80:.
Asse-backed securitie 19,03¢ 242 — 19,28:
Certificates of depos 2,40: 3C (29 2,40:
Equity securitie: 37¢€ — (121) 25E
Other securities 4,081 68 (15) 4,13¢
Total $ 417,47C $ 8,03¢ $ (5,739 $ 419,77
Investment Securities Hel-to-Maturity:
Federal agency obligatiol $ 3,69¢ % 68 $ — 3 3,76¢
Commercial mortgage pethrough securitie 4,96¢ — (98) 4,86
Obligations of U.S. states and political subdivis 118,03: 2,04t (3,365 116,71:
Trust preferred securities 10,09: — (82) 10,00¢
Total $ 136,78t $ 2,117 $ (3,549 $ 135,35«
Total investment securities $ 554,25t $ 10,14¢ $ (9,27¢) $ 555,12
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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 33¢ 5) 20,53t
Residential mortgage pethrough securitie 52,40( 1,38¢ Q) 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 nol 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 2,854 21 (20 2,86
Equity securitie: 53t — (210 32t
Other securities 9,14¢ 68 (15) 9,19¢
Total $ 482,440 $ 16,31¢ $ (1,949 $ 496,81!
Investment Securities Hel-to-Maturity:
Federal agency obligatiol $ 4,17¢ % 7% % — 3 4,257
Commercial mortga¢-backed securitie 5,501 154 5) 5,65(
Obligations of U.S. states and political subdivisio 48,38¢ 4,13¢ — 52,52¢
Total $ 58,06: $ 437: $ oG $ 62,43:
Total investment securities $ 540,50: $ 20,68¢( $ (1,94€) $ 559,244

The following table presents information for intraent securities available-feale at June 30, 2013, based on scheduled magi
Actual maturities can be expected to differ frorhestuled maturities due to prepayment or earlyayatibns of the issuer.

June 30, 201:
Amortized
Cost Fair Value
(in thousands)

Investment Securities Availabl-for-Sale :

Due in one year or le: $ 13,077 $ 13,117
Due after one year through five ye: 88,31 90,53
Due after five years through ten ye 178,02¢ 178,03:
Due after ten yeal 74,96( 74,89«
Residential mortgage pethrough securitie 48,92¢ 49,38¢
Commercial mortgage pethrough securitie 9,70¢ 9,421
Equity securitie: 37¢€ 25E
Other securities 4,081 4,13¢
Total $ 417,470 $ 419,77,
Investment Securities Hel-to-Maturity :
Due after one year through five ye $ 13,97¢ $ 13,86«
Due after five years through ten ye 9,531 9,59:
Due after ten yeal 108,31. 107,03:
Commercial mortgage pass-through securities 4,96¢ 4,86
Total $ 136,78t $ 135,35:
Total investment securities $ 554,25t $ 555,12
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During the six months ended June 30, 2013, the@ation reclassified at fair value approximatelyp %7million in available-for-sale
investment securities to the held-to-maturity catggThe net unrealized gains at date of transfesumnted to $63,000, remained in
accumulated other comprehensive income and willibeounted over the remaining life of the secwsiis an adjustment of yield, offsetting
related amortization of the premium or accretiotthef discount on the transferred securities. Nogyar losses were recognized at the time of
reclassification. Management considers the helohaibdrity classification of these investment se@esito be appropriate as the Corporation ha
the positive intent and ability to hold these séms to maturity.

For the six months ended June 30, 2013, proceealgailfible-forsale investment securities sold amounted to apprabely $78.9 million.

The varying amount of sales from the availabledale portfolio over the past few years, and theiagant volume of such sales in 2011,
reflect the significant volatility present in thearket. Given the historic low interest rates premain the market, it is necessary for the
Corporation to protect itself from interest ratgpesure. Securities that once appeared to be sourdtments can, after changes in the market
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 investssenrities for the three and six month periodseenJune 30, 2013 and 2012 wer
follows:

Three Months Ended Six Months Ended
June 30, June 30,
(in thousands) 2013 2012 2013 2012
Gross gains on sales of investment secul $ 60C $ 65 $ 1,032 $ 1,64¢
Gross losses on sales of investment securities — — 8¢ —
Net gains on sales of investment securities $ 60C $ 655 $ 9243 $ 1,64¢
The following summarizes OTTI charges for the pdsiondicated.
Three Months Ended Six Months Ended
June 30, June 30,

(in thousands) 2013 2012 2013 2012
Other than temporary impairment char $ — 3 28 % — 3 28
Principal losses on a variable rate CMO — 112 24 17C

Total other-than-temporary impairment charges $ — $ 14C $ 24 % 19¢

The Corporation performs regular analysis on alintzestment 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 segt
before recovery of its amortized cost basis. If@weporation intends to sell or it is more likehah not it will be required to sell the security
before recovery of its amortized cost basis, thd103 recognized in earnings equal to the entifiedince between the investment’'s amortizec
cost basis and its estimated fair value at thengalgheet date. If the Corporation does not intersell the security and it is not more likely
than not that the entity will be required to skk security before recovery of its amortized castig the OTTI is separated into the amount
representing the credit loss and the amount retatedl 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 Corporatiors assessment of whether an impairment is othertémaporary includes factors such as whether theeidsas defaulted «
scheduled payments, announced a restructuring iafildtbfor bankruptcy, has disclosed severe liggyigroblems 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 June 30, 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 — 3 1,77¢  $ 1,772 $ 2 BB+ 1 None None
Countrywide Capital \ Single — 2,747 2,76¢ 21 BB+ 1 None None
Countrywide Capital \ Single — 25C 252 2 BB+ 1 None None
Citigroup Cap IX Single — 992 1,001 9 BB 1 None None
Citigroup Cap IX Single — 1,90¢ 1,931 25 BB 1 None None
Citigroup Cap XI Single — 24¢€ 24¢ 3 BB 1 None None
Nationsbank Cap Trust | Single — 1,57 1,26( (31%5) BB+ 1 None None
Morgan Stanley Ca
Trust IV Single — 2,50C 2,49( (1C) BB+ 1 None None
Morgan Stanley Cap
Trust IV Single — 1,742 1,742 — BB+ 1 None None
Saturns— GS 200-04 Single — 53¢ 54€ 11 BB+ 1 None None
Goldman Sach Single — 1,00C O5E| (47 BB+ 1 None None
Stifel Financia Single — 4,500 4,651 151 BBB- 1 None None
ALESCO Preferred
Funding VII Pooled c1 85¢ 72 (787) Ca 47 of 6(1) 35.9% 34.5%
Total $ 20,62( $ 19,687 $ (937)

(1) Includes banks and insurance compar
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The Corporation owns one pooled trust preferredrityd“Pooled TRUP”), which consists of securitissued by financial institutions and
insurances companies. The Corporation holds theaméze tranche of the Pooled TRUP. Senior trangkasrally are protected from defaults
by over-collateralization and cash flow defaulttpation provided by subordinated tranches, withadananches having the greatest protection
and mezzanine tranches subordinated to the seamttes. The Corporation’s analysis of the PooRUF falls within the scope of EITF 99-
20, ASC 320-40 and uses a discounted cash flow htodietermine the total OTTI loss. The model cdass the structure, term and the
financial condition of the underlying issuers. Sfieally, the model details interest rates, priradipalances of note classes and underlying
issuers and the allocation of the payments to tlie dasses according to a priority of paymentsifipd in the offering circular and indenture.
The current estimate of expected cash flows ischaseghe most recent trustee reports and otheraetanarket information including
announcements of interest payment deferrals outtefaf underlying trust preferred security. Assuiops used in the model include defaults
rates, default rate timing profiles and recovetgsaWe assume no prepayments, as the Pooled TREBsued at comparatively tight spread:
and as such, there is little incentive, if anyptepay.

On June 25, 2013, the Pooled TRUP, ALESCO VII, ired its fifteenth interruption of cash flow paynteto date. Management reviewed
the expected cash flow analysis and credit sugpatetermine if it was probable that all principald interest would be repaid, and recorded n
other-than-temporary impairment charge for thensbnths ended June 30, 2013 and June 30, 2012.

At June 30, 2013, excess subordination as a pegemf remaining performing collateral for the ALES Preferred Funding VII
investments was -48.9 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

Six Months Year
Ended Ended
June 30, December
2013 31,2012
(in thousands)
Balance of cred-related OTTI at January $ 445( $ 6,53¢
Addition:
Credit losses on investment securities for whidtepthan-temporary impairment was not previoush
recognizec 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-thi@mporary impairment charges relating to equitydingjs in bank stocks for the six months er
June 30, 2013 and June 30, 2012.

Temporarily Impaired | nvestments

For all other securities, the Corporation doeshatieve that the unrealized losses, which were cm@p of 160 investment securities as of
June 30, 2013, represent an other-than-temporgrgirment. The gross unrealized losses associatbdederal agency obligations, mortgage-
backed securities, corporate bonds and tax-exeseprisies are not considered to be other than teanpdecause these unrealized losses are
related to changes in interest rates and do nettatie expected cash flows of the underlying tedéd 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 Corporation’s investment in ang éssuer or industry. The Corporation has
established policies to reduce exposure througérslification of concentration of the investmenttfmio including limits on concentrations to
any one issuer. The Corporation believes the invest portfolio is prudently diversified.

The decline in value is related to a change inr@sterates and subsequent change in credit sprequised for these issues affecting ma
price. All issues are performing and are expeatezbhtinue to perform in accordance with their eztiye contractual terms and conditions.
Short to intermediate average durations and irazedases monthly principal payments should reduidber 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 lo:
in the corporate debt securities category consilstsses on single issuer corporate trust prefesemdirities, pooled trust preferred securities
corporate debt securities issued by large finamesditutions, insurance companies and other catedssuers. The unrealized loss in equity
securities consists of losses on other bank egquifiee decline in fair value of $9.3 million is dindarge part to the lack of an active trading
market for these securities, changes in markeftcspteads and rating agency downgrades. For eddliged mortgage obligations,
management reviewed expected cash flows and aeglitort to determine if it was probable that ailhpipal and interest would be repaid.
None of the corporate issuers have defaulted emdst payments. Management concluded that thegdties; other than the previous
mentioned Pooled TRUP, were not other-than-tempyiiarpaired at June 30, 2013. Future deterioraiiothe cash flow on collateralized
mortgage obligations or the credit quality of thisge financial institution issuers of TRUP deéturities could result in impairment charges
in the future.

In determining that the securities giving risehe previously mentioned unrealized losses weretiar-than-temporary, the Corporation
evaluated the factors cited above, which the Catjmr considers when assessing whether a secsidtyér-than-temporarily impaired. In
making these evaluations the Corporation must éseemonsiderable judgment. Accordingly there candeassurance 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

18




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
The following tables indicate gross unrealized ésssot recognized in income and fair value, agdeshjay investment category and the
length of time individual securities have been roatinuous unrealized loss position at June 3032thd December 31, 2012:

June 30, 201z

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 $42,13¢ $ (1,319 $ 42,13¢ $ (1,319 % — 3 —
Federal agency obligatiol 9,70¢ (437) 9,70¢ (437) — —
Residential mortgage pethrough securitie 10,04¢ (223) 10,04t (227) — —
Commercial mortgage pethrough securitie 9,421 (28¢) 9,421 (28¢) — —
Obligations of U.S. states and political subdivis 2,22¢ (25) 2,22¢ (25) — —
Trust preferred securitie 6,517 (1,157 5,18¢ (58) 1,33: (1,099
Corporate bonds and not 52,52( (2,128 50,55« (2,096 1,96¢ (32
Certificates of depos 807 (29 807 (29 — —
Equity securities 25E (127) — — 25E (127
Other securities 98t (15) — — 98t (15)

Total 134,62: (5,737 130,08: (4,46¢€) 4,53¢ (1,267%)

Investment Securities
Held-to-Maturity:

Commercial mortgage pethrough securitie 4,86 (98 4,39¢ (92 46¢ (6)
Obligations of U.S. states and political subdiuisi 67,01: (3,365 67,01 (3,365 — —
Corporate bonds and notes 10,00¢ (82) 10,00¢ (82 — —
Total 81,88’ (3,545  81,41¢ (3,539 46¢ (6)
Total Temporarily Impaired Securities $216,51( $  (9,27¢) $211,50: $ (8,009 $ 5007 $ (1,279
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 $ 4,460 $ (23) $ 4,46 $ 23 $ — $ —
Federal agency obligatic 877 5) 877 (5) — —
Residential mortgage

pas-through securitie 1,66¢ (@) 1,66¢ (2) — —
Obligations of U.S. states and political subdiuisi 18,36( (132  18,36( (132 — —
Trust preferred securitie 11,74( (1,179 10,49 (18) 1,24¢ (1,156
Corporate bonds and not 26,44( (371) 18,24 (139 8,19¢ (237)
Certificates of depos 38¢ (10 38¢ (10 — —
Equity securities 32t (210 — — 32t (210
Other securities 98t (15) — — 98¢ (15)

Total 65,24« (1,940  54,49: (32%) 10,75: (1,61%)
Investment Securities Held-to-Maturity:
Commercial mortgage-backed securities 932 (5) 932 (5) — —

Total 93z (5) 93z (5 — —
Total Temporarily Impaired Securities $66,17¢ $ (1,946 $ 55,42« $ (326)$ 10,75 $ (1,619
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Investment securities having a carrying value giragimately $84.7 million and $96.1 million at Jud@, 2013 and December 31, 2012,
respectively, were pledged to secure public depdsdrrowings, and Federal Home Loan Bank advaacésor other purposes required or
permitted by law.

Note 7. Loans and the Allowance for Loan Losses

Loans are stated at their principal amounts inckisf net deferred loan origination fees. Intenesbme is credited as earned except wher
a loan becomes past due 90 days or more and dxists as to the ultimate collection of interespdncipal; in those cases the recognition of
income is discontinued. Loans that are past du#a98 or more that are both well secured and iptbeess of collection will remain on an
accruing basis. When a loan is placed on non-atstatus, interest accruals cease and uncollecEded 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 allowant
Management has determined that the Corporatiotm@mportfolio segments of loans and leases (comialeand consumer) in determining the
allowance. Both quantitative and qualitative fastare used by management at the portfolio segraeetin determining the adequacy of the
allowance for the Corporation. Classes of loanslaases are a disaggregation of the Corporatiamtfofio segments. Classes are defined as «
group of loans and leases which share similarainitieasurement attributes, risk characteristiod,raethods for monitoring and assessing ¢
risk. Management has determined that the Corpordiés five classes of loans and leases: commamibindustrial (including lease
financing), commercial — real estate, constructiesidential mortgage (including home equity) amstallment.

Generally, all classes of commercial and consuoeard and leases are placed on non-accrual statnshggoming contractually past due
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 collectedgiandonths of payments have been
received to demonstrate that the borrower can woatio meet the loan terms. Loan origination feescertain direct loan origination costs are
deferred and recognized over the life of the lomammadjustment to the loan’s yield using the Iguad method.
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Impaired Loans

The Corporation accounts for impaired loans in edaoce with FASB ASC 310-185. The value of impaired loans is based on thegmt
value of expected future cash flows discounteti@idan’s effective interest rate or, as a pracézpedient, at the loan’s observable market
price or at the fair value of the collateral if tloan 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 tié contractual terms of the loan, including sched interest payments. The Corporatior
has defined its population of impaired loans tdude all classes of non-accrual and troubled detttucturing (“TDR”) loans. As part of the
evaluation of the value of impaired loans, the @oation individually reviews for impairment all ndtomogeneous loans (in each instance,
above an established dollar threshold of $200,008jnally classified as substandard or below. $anahpaired non-homogeneous loans and
impaired homogeneous loans are collectively evatifdr impairment.

When a loan has been identified as being impathedamount of impairment is measured based onrésept value of expected future
cash flows discounted at the loan's effective @dtrate, the loan's observable market price,ee#timated fair value of the collateral, less an
selling costs, if the loan is collateral-depend#rthe measurement of the impaired loan is leas the recorded investment in the loan
(including accrued interest, net of deferred loasfor costs and unamortized premiums or discquartsinpairment is recognized by creating
or adjusting an existing allocation of the allowaneor by recording a partial charge-off of the loauits fair value. Interest payments made on
impaired loans are typically applied to principalass collectability of the principal amount isgeaably assured, in which case interest inc
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 modified in a T&®Rains on non-accrual status for a period of gixtims to demonstrate that the borrower is
able to meet the terms of the modified loan. Howgperformance prior to the modification, or sigeait events that coincide with the
modification, are included in assessing whetheibtbreower can meet the new terms and may resthieimoan being returned to accrual status
at the time of loan modification or after a shogierformance period. If the borrower's ability teehthe revised payment schedule is uncel
the loan remains on non-accrual status.

Reserve for Credit Losses

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

Allowance for Loan Losses

The allowance for loan losses is maintained avel ldetermined adequate to provide for probablae loases. The allowance is increased
by provisions charged to operations and reducdddny 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 ndarm relate to the determination of the allowararddar
losses. In connection with the determination ofali@wance for loan losses, management obtaingperent appraisals for significant
properties.

The ultimate collectability of a substantial portiof the Corporation’s loan portfolio is suscepibd changes in the real estate market an
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$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 examination processpplically review the Corporation’s allowance foan losses. Such agencies may require the
Corporation to recognize additions to the allowalnased on their judgments about information aviélatthem at the time of their
examinations.

Reserve for Unfunded Commitments

The reserve for unfunded commitments is maintaateadlevel believed by management to be suffidieatosorb estimated probable los
related to unfunded credit facilities and is in@ddn other liabilities in the consolidated statetseof condition. The determination of the
adequacy of the reserve is based upon an evaluzitibe unfunded credit facilities, including arsessment of historical commitment
utilization experience, and credit risk. Net adjushts to the reserve for unfunded commitmentsraeded in other expense.

Risk Related to Representation and Warranty Provisions

The Corporation sells residential mortgage loanshim secondary market primarily to Fannie Mae. Tuwporation sells resident
mortgage loans to Fannie Mae that include variepsesentations and warranties regarding the otigmand characteristics of the resider
mortgage loans. Although the specific represematiand warranties vary, they typically cover owhgrsof the loan, validity of the lie
securing the loan, the absence of delinquent takdiens against the property securing the loampl@nce with loan criteria set forth in -
applicable agreement, compliance with applicabdierfal, state, and local laws, and other matters.

As of June 30, 2013, the unpaid principal balarfch® Corporatiors portfolio of residential mortgage loans sold emfie Mae was $9
million. These loans are generally sold on a regoeurse basis. The agreements under which theoGuign sells residential mortgage lo
require the Corporation to deliver various docuragatthe investor or its document custodian. Altitothese loans are primarily sold on a nor
recourse basis, the Corporation may be obligata@parchase residential mortgage loans where redjuiocuments are not delivered or
defective. Investors may require the immediate refpase of a mortgage loan when an early paymemtullediscovered in an underwriti
review reveals significant underwriting deficierssieven if the mortgage loan has subsequently bermht current. As of June 30, 2013, tl
were no pending repurchase requests related tesepiation and warranty provisions.

Composition of Loan Portfolio

The following table sets forth the composition led ICorporation’s loan portfolio, including net deéal fees and costs, at June 30, 2013
and December 31, 2012:

June 30, December 31

2013 2012
(in thousands)
Commercial and industri; $ 195,507 $ 181,68:
Commercial real esta 515,91 497,39
Constructior 38,56¢ 40,27
Residential mortgag 152,23t 169,09«
Installment 43¢ 1,104
Subtotal 902,65¢ 889,54¢
Net deferred loan cos 163 1232
Total loans $ 902,82: % 889,67

At June 30, 2013 and December 31, 2012, loansdouwtive officers and directors aggregated approtéin&20,623,000 and $18,977,0
respectively. During the six months ended June28@3, the Corporation made new loans and advanaesetutive officers and directors in
amount of $7,957,000. Payments by such personsgitine six months ended June 30, 2013 aggregat@d 1$600. Management is of
opinion that the above loans were made on the sgame& and conditions as those prevailing for coiplar transactions with naelatec
borrowers.
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At June 30, 2013 and December 31, 2012, loan basaofapproximately $430.8 million and $532.8 raiili respectively, were pledgec
secure borrowings from the Federal Reserve Bameof York and the Federal Home Loan Bank of New York

The following table presents information about leaceivables on non-accrual status at June 30, 28d ®ecember 31, 2012:

Loans Receivable on Non-Accrual Status
June 30,
2013 December 31, 201
(in thousands)

Commercial and industri $ 10 $ 214
Commercial real esta 17& 354
Constructior — 31¢
Residential mortgage 2,23( 2,72¢
Total loans receivable on non-accrual status $ 250t 9% 3,61¢

The amount of interest income that would have reearded on non-accrual loans during the six moetited June 30, 2013 and the yea
ended December 31, 2012, had payments remainettandance with the original contractual terms, $a8,000 and $187,000, respectively.

The Corporation continuously monitors the credildy of its loans receivable. In addition to itgernal staff, the Corporation utilizes the
services of a third party loan review firm to r#te credit quality of its loans receivable. Cregliility is monitored by reviewing certain credit
quality indicators. Assets classified “Pass” arerded to possess average to superior credit quaiyiring no more than normal attention.
Assets classified as “Special Mention” have gemgeaiceptable credit quality yet possess high&raisracteristics/circumstances than
satisfactory assets. Such conditions include stdhliguidity, slow pay, stale financial statememtspther conditions that require more stringen
attention from the lending staff. These conditiahapt corrected, may weaken the loan qualitynadequately protect the Corporation’s credit
position at some future date. Assets are classifedbstandard” if the asset has a well defined weak that requires managemsrttention tc
a greater degree than for loans classified spe@ation. Such weakness, if left uncorrected, cpalssibly result in the compromised ability of
the loan to perform to contractual requirementsa8set is classified as “Doubtfuf'it is inadequately protected by the net wortld/an paying
capacity of the obligor or of the collateral, ifyathat secures the obligation. Assets classifsedaubtful include assets for which there is a
“distinct possibility” that a degree of loss wiltcur if the inadequacies are not corrected. Alhpast due 90 days or more and all impaired
loans are included in the appropriate categoryw€elthe following table presents information, exéhginet deferred costs, about the
Corporation’s loan credit quality at June 30, 2@h8 December 31, 2012:

Credit Quality Indicators
June 30, 201:

Special
Pass Mention Substandard Doubtful Total
(in thousands)
Commercial and industri; $ 191,13: $ 297C $ 1,40¢ $ — 3 195,50
Commercial real esta 492,68 12,64: 10,58t — 515,91«
Constructior 37,57( — 994 — 38,56+
Residential mortgag 147,69 98¢ 3,551 — 152,23t
Installment 31C — 12¢ — 43¢
Total loans $ 869,39¢ $ 16,59¢ $ 16,66: $ — % 902,65!
December 31, 201
Special
Pass Mention Substandard Doubtful Total
(in thousands)
Commercial and industri; $ 176,81¢ $ 3281 % 158: $ — 3 181,68:
Commercial real esta 462,26t 18,94t 16,18: — 497,39
Constructior 38,30: 81C 1,164 — 40,27
Residential mortgag 163,76¢ 99:¢ 4,332 — 169,09:
Installment 967 — 137 — 1,10¢
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 June 30, 2013 and December 31, 2012:

June 30, 201:
Unpaid
Recorded Principal Related
Investment Balance Allowance
(in thousands)

No Related Allowance Record:

Commercial real estate $ 1,278 $ 1,57¢ $ —
Total $ 1278 % 157¢ $ —
With An Allowance Recorde

Commercial real esta $ 175 $ 374 $ 63
Residential mortgage 1,23¢ 1,23¢ 77
Total $ 141C$ 1,60¢ $ 14C
Total

Commercial real esta $ 145($% 1,95C % 63
Residential mortgage 1,23t 1,23t 77
Total (including related allowance) $ 2,68 ¢ 3,18t % 14C

December 31, 201,
Unpaid
Recorded Principal Related
Investment Balance Allowance
(in thousands)

No Related Allowance Record:

Commercial real estate $ 1500 % 1,95( % —
Total $ 1,50( 1,95( $ ==
With An Allowance Recorde

Commercial real esta $ 4,18( $ 4,18( $ 493
Residential mortgage 1,25¢ 1,25¢ 152
Total $ 543t $ 543t $ 64t
Total

Commercial real esta $ 568($ 6,13( $ 493
Residential mortgage 1,25¢ 1,25¢ 152
Total (including related allowance) $ 6,93t $ 7,38t $ 64E
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The following table provides an analysis relateth average recorded investment and interest iageaognized on impaired loans for
the three and six months ended June 30, 2013 &l 20

Three Months Ended June 30 Six Months Ended June 30
2013 2012 2013 2012

Average Interest Average Interest Average Interest Average Interest

Recorded Income Recorded Income Recorded Income Recorded Income

Investment Recognized Investment Recognized Investment Recognized Investment Recognized
Impaired loans with no related allowance recort
Commercial real esta $ 145 $ 1 $ 225 $ 28 3 145 $ 38 3 225( $ 58
Total $ 1,45( $ 18 $ 2,25( $ 28 $ 1,45( $ 38 $ 2,25( $ 58
Impaired loans with an allowance record
Commercial real esta $ 3,90¢ $ 34 $ 4,18( $ 34 $ 4,087 $ 68 $ 4,18( $ 68
Constructior — — 2,87t 16 — — 3,09t 1€
Residential mortgage 1,244 11 4,01¢ 33 1,244 21 4,215 5¢
Total $ 515: $ 45 $ 11,06¢ $ 83 $ 5331 $ 8¢ $ 1149 $ 144
Total impaired loans
Commercial real esta $ 535 $ 53 $ 6,43 $ 62 $ 5531 $ 106 $ 6,43( $ 127
Constructior — — 2,87¢ 16 — — 3,09:¢ 1€
Residential mortgage 1,24¢ 11 4,01¢€ 33 1,24¢ 21 4,217 59
Total $ 6,60: $ 64 $ 13,31¢ $ 111 $ 6,781 $ 127 $ 13,74( $ 20z

Included in impaired loans at June 30, 2013 areddhat are deemed troubled debt restructurings.
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The following table provides an analysis of thenggdf loans, excluding net deferred costs thapast due at June 30, 2013 and Decemb

31, 2012:

Aging Analysis

Commercial and Industrii
Commercial Real Esta
Constructior

Residential Mortgag
Installment

Total

Commercial and Industrii
Commercial Real Esta
Constructior

Residential Mortgag
Installment

Total

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

June 30, 201:

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)
$ 81C $ 69C $ 10 $ 1,60: $ 193,90 19550 $ —
82t — 17E 1,00( 514,91 515,91 —
— — — — 38,56¢ 38,56¢ —
48C — 2,28: 2,762 149,47: 152,23t 53
8 — — 8 43C 43¢ —
$ 2,12: 3 69C $ 2,561 $ 537/ % 897,28! 902,65¢ $ 53
December 31, 201
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)

$ 50C $ —  $ 21€ $ 806 $ 180,87¢ 181,68: $ —
1,01z 703 354 2,06¢ 495,32: 497,39: —
— — 31¢ 31¢ 39,95¢ 40,27 —
2,017 62€ 2,784 5,42¢ 163,66! 169,09 55
23 — — 23 1,081 1,104 —
$ 364: $ 1,331 % 3,67 $ 8,646 $ 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 edited 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 impairment

Total

Loans Receivable

Individually evaluated for impairme
Collectively evaluated for impairme

Loans acquired with discounts related to credit
quality

Total

Allowance for loan and lease losse

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

Loans Receivable

Individually evaluated for impairme
Collectively evaluated for impairme

Loans acquired with discounts related to credit
quality

Total $181,68:

June 30, 2013

Comm

C&l RIE Construction Res Mtge Installment Unallocatec  Total
(in thousands)
$ — $ 63 $ — $ 7% — $ — $ 14C
2,422 5,27( 31¢ 1,26¢ 29 75¢ 10,06:
$ 242 $ 533 $ 31 $ 1341 % 29 $ 75¢ $ 10,207
$ — $ 1,450 $ — $ 123 3 — $ — $ 2,68¢
192,61 496,18t 37,12( 134,36 30¢ — 860,59
2,89/ 18,27¢ 1,444 16,63" 13C — 39,38:
$195,50° $515,91: $ 38,56« $152,23t $ 43¢ $ — $902,65¢
December 31, 2012

Comm

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

$ — $ 49t 3 — $ 152 $ — $ — $ 64f
2,424 4,83( gilg 1,38( 118 532 9,592
$ 242¢ ¢ 5320 $ 312 $ 1537 % 113 $ 532 $ 10,23:
$ — $ 568 $ — $ 125t % — $ — $ 6,93t
177,64: 470,79 38,17:  146,93( 97z — 834,51t
4,03¢ 20,91¢ 2,10¢ 20,90¢ 131 —  48,09¢
$497,39: $ 40,277 $169,09: $ 1,10¢ $ — $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 otheofa inherent in the extension of credit. Thereehaeen no material changes to the allow:
for loan loss methodology as disclosed in the Catian’s Annual Report on Form 10-K for the yeaded December 31, 2012.

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

Three Months Ended June 30, 201

C&l Comm R/E Construction  Res Mtge Installment  Unallocated Total
(in thousands)
Balance at April 1 $ 2,08: % 535: % 284 $ 1,37¢ $ 10: $ 1,031 $ 10,23:
Charge offs — (50) — — (12) — (62)
Recoverie: 21 8 — — 2 — 31
Provision 31¢ 22 34 (37) (65) (272) —
Balance at June 30, $ 2,42: $ 533: $ 31 $ 1,341 $ 2¢ 3 75¢ $ 10,20:
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Six Months Ended June 30, 201

C&l Comm R/E Construction  Res Mtge  Installment  Unallocated Total
(in thousands)
Balance at January $ 242 $ 532: $ 318 % 1532 $ 11z % 53z $ 10,237
Charge offs — (50 — — (16) — (66)
Recoveries 21 8 — — 2 — 31
Provision (23) 52 5 (197 (70) 227 —
Balance at June 30, $ 2,42; $ 533 $ 31 $ 1,341 $ 28 $ 75¢ $ 10,20:

Three Months Ended June 30, 2012

C&l Comm R/E Construction  Res Mtge Installment  Unallocated Total
(in thousands)
Balance at April 1 $ 1,78 $ 587¢ $ 637 $ 1,23¢ % 54 $ 16 $ 9,75¢
Charge offs — — — — 5) — (5)
Recoverie: — — 54C 38 1 — 57¢
Provision (37) 297 (728) 28 9 324 (107)
Balance at June 30, $ 1,747 $ 6,17: $ 44¢  $ 1,300 $ 58 $ 498 % 10,22

Six Months Ended June 30, 201

C&l Comm R/E Construction  Res Mtge Installment Unallocated Total
(in thousands)
Balance at January $ 1527 $ 597: $ 707 $ 1,26 $ 51 $ 82 $ 9,60z
Charge offs — — — — (8 — (8
Recoveries — — 54C 85 2 — 627
Provision 22C 201 (79¢) (48) 14 411 —
Balance at June 30, $ 1,747 $ 6,17¢ $ 44¢ 3% 1,30C $ 58 $ 49¢ $  10,22]

At June 30, 2013, there were no commitments to keaditional funds to borrowers whose loans werenon-accrual status or we
contractually past due in excess of 90 days atichstiruing interest, or whose terms have been figoblin troubled debt restructurings.
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The policy of the Corporation generally is to graatmercial, mortgage and installment loans to Nergey residents and businesses
within its market area. The borrowers’ abilitiesrépay their obligations are dependent upon varfaci®rs, 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 added no new troubled debt restrings during the three and six months ended JOn2G@L3.

Loans modified in a troubled debt restructuringed $4.0 million at June 30, 2013, of which $1iliam were on non-accrual status. The
remaining loans modified were current at the tirhthe restructuring and have complied with the ®ohtheir restructure agreement. At
December 31, 2012, loans modified in a troubled deftructuring totaled $8.3 million, of which $Ifllion were on non-accrual status. The
remaining loans modified were current at the tirhthe restructuring and have complied with the ®ohtheir restructure agreement.

In an effort to proactively manage delinquent Igahe Corporation has selectively extended to acektarrowers concessions such as rate
reductions, extension of maturity dates, princigrainterest forgiveness, adjusted repayment tefonlsearance agreements, or combinations o
two or more of these concessions. As of June 303,20ans on which concessions were made with ct$peadjusted repayment terms
amounted to $1.5 million. Loans on which combinasi@f two or more concessions were made amount®®.Eomillion. The concessions
granted included principal concessions, rate reédiucadjusted repayment, extended maturity and peaymeferral.
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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 estimation technithexefore, for substantially all financial andhrfiinancial instruments, the fair value
estimates herein are not necessarily indicativb@fimounts the Corporation could have realizedsale 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 and
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 thagdrijlizes the inputs to valuation techniques uetheasure fair value. The hierarchy
gives the highest priority to unadjusted quotedgmiin active markets for identical assets or litsds (Level 1 measurements) and the lowest
priority to unobservable inputs (Level 3 measuretsie he three levels of the fair value hierarchey described below:

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

« Level 2: Quoted prices for similar assets and liids in active markets, and inputs that are obelele 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 (for
example, supported with little or no market actiyi

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

The following information should not be interpretesian estimate of the fair value of the entirepBmation since a fair value calculation is
only provided for a limited portion of the Corpdaat's assets and liabilities. Due to a wide ranfyeatuation 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 Cotjpora assets measured at fair value
recurring basis at June 30, 2013 and December@2.2
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Investment Securities Available-for-Sale

Where quoted prices are available in an active atamkvestment securities are classified in Levef the valuation hierarchy. Level 1
inputs include investment securities that have egiprices in active markets for identical assétgubted market prices are not available, then
fair values are estimated by using pricing modglsited prices of securities with similar charastés, or discounted cash flows. Examples of
instruments, which would generally be classifiethim Level 2 of the valuation hierarchy, include mipal bonds and certain agency
collateralized mortgage obligations. In certainesaghere there is limited activity in the marketdgoarticular instrument, assumptions mus
made to determine their fair value and are clastifis Level 3. Due to the inactive condition ofiterkets amidst the financial crisis, the
Corporation treated certain investment securitiekevel 3 assets in order to provide more apprtprialuations. 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 wer
limited or less transparent information providedthy Corporation’s third-party pricing service rfaalue 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 griaformation received from the Corporation’s thpdrty pricing service. This review
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
of significant unobservable inputs. For examplenaggement may use quoted prices for similar investisecurities in the absence of a liquid
and active market for the securities being valdedof June 30, 2013 and December 31, 2012, managenae adjustments to prices
provided by the third-party pricing service as suteof illiquid or inactive markets.

At June 30, 2013 and December 31, 2012, the Cdipota pooled trust preferred security, ALESCO VI, vetassified as Level 3. Mark
pricing for the Level 3 security varied widely froone pricing service to another based on the lattading. As such, the security was not
considered to have readily observable market @iattawas accurate to support a fair value as ptesttyy 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 appreatation 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 measurenmatesdAs a result, the Corporation used the digaat@ adjustment technique to determine
fair value.

The fair value of private label CMO was determimgddiscounting the expected cash flows over tleedifthe security. The discount rate
was determined by deriving a discount rate whemthekets were considered more active for this tyfpgecurity. To this estimated discount
rate, additions were made for more liquid markets iacreased credit risk as well as assessingske in the security, such as default risk and
severity risk. However, the private label CMO hatkiruptions of its scheduled principal payments #ae Corporation recorded a net
settlement principal loss of $24,000 for the sixths ended June 30, 2013; this security was satd book value on January 4, 2013.

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

value hierarchy used at June 30, 2013 and DeceBih@012 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
June 30, Assets Inputs Inputs
Assets Measured at Fair Value on a Recurring Bas 2013 (Level 1) (Level 2) (Level 3)
(in thousands)
U.S. Treasury & agency securiti $ 42,13¢ $ 42,13¢ $ — $ —
Federal agency obligatiol 13,85¢ — 13,85¢ —
Residential mortgage pethrough securitie 49,38t — 49,38t —
Commercial mortgage pethrough securitie 9,421 — 9,421 —
Obligations of U.S. states and political subdivis 40,40¢ — 40,40¢ —
Trust preferred securitie 19,681 — 19,61¢ 72
Corporate bonds and noi 218,80: — 218,80: —
Asse-backed securitie 19,28: — 19,28: —
Certificates of depos 2,40z — 2,40: —
Equity securitie: 25E 25E — —
Other securities 4,13¢ 4,13¢ — —
Investment securities available-for-sale $ 419,77. 3 46,527 $ 373,17: $ 72
Fair Value Measurements at
Reporting Date 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 Recurring Bas 2012 (Level 1) (Level 2) (Level 3)
(in thousands)
U.S. treasury and agency securi $ 11,90¢ $ 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 subdivis 107,71« 46¢ 107,24! —
Trust preferred securitie 21,24¢ — 21,21 36
Corporate bonds and noi 237,40! — 237,40! —
Collateralized mortgage obligatio 2,12( — 2,12( —
Asse-backed securitie 19,74: — 19,74: —
Certificates of depos 2,86¢ — 2,86 —
Equity securities 32t 32t — —
Other securities 9,19¢ 9,19¢ — —
Securities available-for-sale $ 496,81' $ 21,90 $ 474,87t $ 3€

The fair values used by the Corporation are obthfrem an independent pricing service and represi#mér quoted market prices for
the identical securities (Level 1 inputs) or fagdwes determined by pricing models using a maniptaach that considers observable
market data, such as interest rate volatilitieBQR yield curve, credit spreads and prices fromketamakers and live trading systems
(Level 2). The fair value of the obligations oftsgand political subdivisions securities was messat fair value using Level 1 inputs at
December 31, 2012 represented the purchase pribe skcurities since they were acquired near gedr2012.
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The following tables present the changes in inaest securities available-for-sale with significanbbservable inputs (Level 3) for the
three and six months ended June 30, 2013 and 2012.

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012
(in thousands
Balance, beginning of the peri $ 44 $ 1,96: $ € $ 2,11¢
Interest payment deferre 15 34 29 68
Principal repaymenti — (112) — (270
Total net losses included in net inco — (28 — (28
Total net unrealized (losses) gains 13 (1) 7 (129
Balance, end of the period $ 72 $ 1,85¢ $ 72 $ 1,85¢

For the six months ended June 30, 2013, there metensfers of investment securities availablesfae into or out of Level 1, Level 2,
Level 3 assets, except for securities purchasgdaatend included in Level 1, representing purclmgiges, which subsequently were evaluatec
and placed in the appropriate Level depending erotfservable inputs.

Assets Measured at Fair Value on a Non-Recurring Bas

For assets measured at fair value on a non-reguraais, the fair value measurements used at Iyrg033 and December 31, 2012 were
as follows:

Impaired Loans Valuation Techniques Range of Unobservable Inputs

Residential Appraisals of collateral value Asljuent for age of comparable sales, generally bneéeaf
0-25%

Commercia Discounted cash flow mod Discount rate from 0% to 6

Commercial Real Estate Appraisals of collateedlig Market capitalization rates between 8% th1Rlarket rental
rates for similar propertie

Construction Appraisals of collateral value éetinent for age comparable sales. Generally arseofi

5% to no chang

Other Real Estate Ownec

Residential Appraisals of collateral value Asdjuent for age of comparable sales, generally bneéeaf
0-25%
Commercial Appraisals of collateral value Adinsnt for age of comparable sales, generally arteof

15% to no chang

Fair Value Measurements at
Reporting Date Using

Quoted
Prices
in Active Significant
Markets for Other Significant
Identical Observable Unobservable
Assets Measured at Fair Value on a Non- June 30, Assets Inputs Inputs
Recurring Basis 2013 (Level 1) (Level 2) (Level 3)
(in thousands)
Impaired loan $ 11z $ — 3 — 3 11z
Other real estate own 22C — — 22C

Fair Value Measurements at
Reporting Date Using

Quoted
Prices
in Active Significant
Markets for Other Significant
December Identical Observable Unobservable
Assets Measured at Fair Value on a N¢-Recurring 31, Assets Inputs Inputs
Basis 2012 (Level 1) (Level 2) (Level 3)

(in thousands)
Impaired loan: $ 4,79C $ — 3 — 3 4,79(



Other real estate ownt 1,30(¢ — — 1,30(
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The following methods and assumptions were usestimate the fair values of the Corporation’s assetasured at fair value on a non-
recurring basis at June 30, 2013 and December@®P..2

Impaired Loans. The value of an impaired loan is measured based tigopresent value of expected future cash flagsdnted at the loan’s
effective interest rate, or the fair value of ttodlateral if the loan is collateral dependent. Serdbalance 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 arewmarily collateral dependent. Impaired loans aréviddally assessed to determine that each
loan’s carrying value is not in excess of the failue of the related collateral or the presentealfithe expected future cash flows. Impaired
loans at June 30, 2013 that required a valuatiomvahce during 2013 were $175,000 with a relatddateon allowance of $63,000 compared
to $5.4 million with related valuation allowance$#45,000 at December 31, 2012. Impaired loand & fillion had no recorded valuation
allowance during the six months ended June 30, .2@d2aired loans of $1.5 million had no recordetligéion allowance for December 31,
2012.

Fair Value of Financial I nstruments

Other Real Estate Owned. Other real estate owned (“OREQ”) is measurediavédue less costs to sell. The Corporation belgethat the fair
value component in its valuation follows the promis of FASB ASC 820-10-05. The fair value of ORE@etermined by sales agreements o
appraisals by qualified licensed appraisers apmtevel hired by the Corporation. Costs to sell dased with OREO is based on estimation
the terms and conditions of the sales agreemerappaisals.

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 coasdl financial instruments as defined in FASB
ASC 825-10. Many of the Corporati@financial instruments, however, lack an availatdding market as characterized by a willing bugsea
willing seller engaging in an exchange transactibis. also the Corporation’s general practice ement to hold its financial instruments to
maturity and not to engage in trading or salesvaiets except for loans held-for-sale and investiseturities available-for-sale. Therefore,
significant estimations and assumptions, as wetirasent value calculations, were used by the Catjoo for the purposes of this disclosure.

Investment Securities Held-to-Maturity . The fair value of the Corporation’s investmerdiséies held-to-maturity was primarily measured
using information from a third-party pricing ser@idf 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 brokeotgs.

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

Loans. The fair value of the Corporation’s loans was eated 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 remainmirajurities. Loans were segregated by
types such as commercial, residential and consloags. Expected future cash flows were projectegthan contractual cash flows, adjusted
for estimated prepayments.

Non Interest-Bearing Deposits The fair value for non interebearing deposits is equal to the amount payabBeomand at the reporting de
Interest-Bearing Deposits. The fair values of the Corporation’s interestiirgdeposits were estimated using discounted ftaghanalyses.
The discounted rates used were based on ratestyméfered for deposits with similar remaining tudties. The fair values of the
Corporation’s interest-bearing deposits do not fake consideration the value of the Corporatidotsy-term relationships with depositors,
which may have significant value.

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

Accrued Interest Receivable/Payable The carrying amounts of accrued interest appratenfair 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 €orporation’s financial instruments
as of June 30, 2013 and December 31, 2012.
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June 30, 201:
Financial assetl

Cash and due from ban

Investment securities availa-for-sale
Investment securities heto-maturity
Restricted investment in bank stoc
Loans held for sal

Net loans

Accrued interest receivab

Financial liabilities
Non interes-bearing deposit
Interes-bearing deposit
Long-term borrowings
Subordinated debentur
Accrued interest payab

December 31, 201.

Financial assel

Cash and due from ban

Interest bearing deposits with bar
Investment securities availa-for-sale
Investment securities heto-maturity
Restricted investment in bank stoc
Loans held for sal

Net loans

Accrued interest receivab

Financial liabilities
Non interes-bearing deposit
Interes-bearing deposit
Long-term borrowings
Subordinated debentur
Accrued interest payab

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

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)

$ 61,95¢ $ 61,95¢ $ 61,95¢ — $ =
419,77: 419,77: 46,521 373,17: 72
136,78t 135,35: — 135,35: —
8,98¢ 8,98¢ — 8,98¢ —
58E 58E 58E — —
892,62( 896,23t — — 896,23t
6,85( 6,85( — 4,39: 2,457
219,66 219,66 — 219,66 —
1,061,22! 1,061,98 — 1,061,98' —
146,00( 158,60t — 158,60t —
5,15¢ 5,02¢ — 5,02¢ —
811 811 — 811 —
$ 104,13: $ 104,13: $ 104,13: —  $ —
2,004 2,004 2,004 — —
496,81! 496,81! 21,90: 474,87¢ 3€
58,06« 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¢ — 4,46t 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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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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 June 30, 2013 and December 31, 2012, the nestment in direct financing lease consists of amim lease receivable of $4,591,000
and $4,699,000, respectively, and unearned interesine of $830,000 and $928,000, respectivelyafoet investment in direct financing
lease of $3,761,000 and $3,771,000, respectivéig.riet investment in direct financing lease isiedras a component of loans in the
Corporation’s consolidated statements of condition.

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

June 30, 201:

(in thousands)
For years ending December .

2013 $ 10€
2014 21¢€
2015 22¢
2016 26t
2017 26t
Thereafter 2,67¢
Total minimum future lease receipts $ 3,761

Note 10. Components of Net Periodic Pension Cost

The Corporation maintained a non-contributory dsfitvenefit pension plan for substantially all efémployees until September 30, 2007
at which time the Corporation froze the plan. Tokofving table sets forth the net periodic pensiost of the Corporation’s pension plan for
the periods indicated.

Three Months Ended Six Months Ended
June 30, June 30,
2013 2012 2013 2012
(in thousands
Interest cos $ 13z $ 13t $ 264 $ 27¢
Net amortization and deferr (54 (12 (5€) (42)
Net periodic pension cost $ 78 $ 12z $ 20 $ 23€

Contributions
The Corporation has completed funding for the 2088 year, having contributed $3,500,000 to itssRenTrust. The trust is established

to provide retirement and other benefits for eligibmployees and their beneficiaries. No part eftthst assets may be applied to any purpose
other than providing benefits under the plan amdi&draying expenses of administering the plantaedrust.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 11. Income Taxes

For the six months ended June 30, 2013, the Cdiporacorded income tax expense of $3.7 milli@mpared with a $4.4 million incor
tax expense for the six months ended June 30, 2012.

Note 12. Borrowed Funds

Short-Term Borrowings

Short-term borrowings, which consist primarily etsrities sold under agreements to repurchaser&gdeme 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.

June 30, 201 June 30, 201
(dollars in thousands)

Interest rate

At quarter enc —% 4.7%%

Average for the quarte 0.371% 1.15%
Average amount outstanding during the que $ 76 $ 182
Maximum amount outstanding at any month end ingtherter $ — 3 5,12¢
Amount outstanding at quarter e $ — $ 107

Long-Term Borrowings

Long-term borrowings, which consist primarily of EBladvances and securities sold under agreemengptochase, totaled $146.0
million at June 30, 2013 and mature within foueight years. The FHLB advances are secured by etedfcertain collateral, including but
not limited to U.S. government and agency mortgaaeked securities and a blanket assignment offgungifirst lien mortgage loans,
consisting of both residential mortgages and comrakreal estate loans.

At June 30, 2013, FHLB advances had a weightecagecinterest rate of 3.44 percent and are conatttcheduled for repayment as
follows:

June 30, 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 obligatioagarchase the securities is reflected as a
liability in the Corporation’s consolidated staterhef condition, while the securities underlying thecurities sold under agreements to
repurchase remain in the respective asset accandtare delivered to and held as collateral byl tharty trustees. At June 30, 2013, securities
sold under agreements to repurchase had a weightzdge interest rate of 5.90 percent and areaminally scheduled for repayment as

follows:

June 30, 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 purpuofsg) issuing trust securities
representing undivided beneficial interests inabgets of the trust; (ii) investing the gross pedseof the trust securities in junior subordinatec
deferrable interest debentures (subordinated detes)tof the Corporation; and (iii) engaging inyotilose activities necessary or incidental
thereto. These subordinated debentures and thedetecome effects are not eliminated in the cadatéd financial statements as the statuton
business trust is not consolidated in accordantie WASB ASC 810-10. Distributions on the subordittiebentures owned by the subsidiary
trusts below have been classified as interest esgoemnthe Consolidated Statements of Income.

The characteristics of the business trust and @ag@turities have not changed with the decong@id®f the trust. The capital securities
provide an attractive source of funds since theystitute Tier 1 capital for regulatory purposes hade the same tax advantages as 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 pl85 Bercent and resets quarterly. The rate at 30n2013 was 3.13 percent.

Note 14. Stockholders’ Equity

On January 12, 2009, the Corporation issued $1@mih nonvoting fixed rate cumulative perpetuegferred stock, Series A to the
U.S. Department of Treasury (“Treasury”) undedepital Purchase Program. As part of the trangactie Corporation also issued
warrants to the Treasury to purchase 173,410 sloa@smmon stock of the Corporation at an exerprsee of $8.65 per share. As a result
of the successful completion of the Corporatioights offering in October 2009, the number of skarederlying the warrants held by the
U.S. Treasury was reduced to 86,705 shares, oef@pt of the original 173,410 shares, as outllmethe provisions of the Capital
Purchase Program.

On September 15, 2011, the Corporation issued $Iilion in nonvoting senior preferred stock te threasury under the Small Busir
Lending Fund Program (“SBLF ProgramQnder the Securities Purchase Agreement, the Catiparissued to the Treasury a total of 11
shares of the Corporation’s Senior nmulative perpetual preferred stock, Series B,irgawa liquidation value of $1,000 per sh
Simultaneously, using the proceeds from the issu@fithe Series B Preferred Stock, the Corporataieemed from the Treasury, all 10,
outstanding shares of its fixed rate cumulativepptral preferred stock, Series A, liquidation amdkin000 per share, for a redemption pric
$10,041,667, including accrued but unpaid dividengsto the date of redemption. The investment i@ 8BLF program provided t
Corporation with approximately $1.25 million addital Tier 1 capital. The capital received under phegram enables the Corporatior
continue to serve its small business clients thihahg commercial lending program.

On December 7, 2011, the Corporation repurchased/#nrants issued on January 12, 2009 to the UeBsiliry as part of its participation
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 asdessing the Corporation’s results of
operations for the periods presented herein amahdial condition as of June 30, 2013 and Decembg2@®12. In order to fully understand this
analysis, the reader is encouraged to review theatwated financial statements and accompanyitgsribereto appearing elsewhere in this
report.

Cautionary Statement Concerning Forward-Looking Staements

This report includes forward-looking statementshwitthe meaning of Sections 27A of the Securities & 1933, as amended, and 21E of
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,” “coitue,” “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) competitive pressurgmag depository institutions may increase signiftba (2) changes in the interest rate
environment may reduce interest margins; (3) premat speeds, loan origination and sale volumesgehaffs and loan loss provisions may
vary substantially from period to period; (4) gealexconomic conditions may be less favorable thgeeted; (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 couldeasi®ly impact planning by Center
Bancorp; (9) the impact on reputation risk credigdhe developments discussed above on such masiérnssiness generation and retention,
funding and liquidity could be significant; (10) @er Bancorp may experience unforeseen difficultiéategrating Saddle River Valley Barsk’
operations into its own following its August 1, 20acquisition of certain assets and assumptioritéin liabilities of Saddle River Valley
Bank; and (11) the outcome of regulatory and légadstigations and proceedings may not be antieghdurther information on other factors
that could affect the financial results of CentanBorp is included in Item 1A. of Center Bancorisiual Report on Form 10-K and in Center
Bancorp’s other filings with the Securities and BEaxege Commission. These documents are availaldefreharge at the Commission’s
website at http://www.sec.gov and/or from Centen®&=ap, Inc.

Critical Accounting Policies and Estimates

The accounting and reporting policies followed n&r Bancorp, Inc. and its subsidiaries (colledyivthe “Corporation”) conform, in all
material respects, to U.S. generally accepted atowuprinciples. In preparing the consolidatedhfinial statements, management has made
estimates, judgments and assumptions that affegefiorted amounts of assets and liabilities dseoflates of the consolidated statements of
condition and for the periods indicated in the aidated statements of operations. Actual reswtdctdiffer significantly from those
estimates.

The Corporation’s accounting policies are fundamletat understanding Management'’s Discussion andyAisa(*MD&A”) of financial
condition and results of operations. The Corporetias identified the determination of the allowafardoan losses, the other-than-temporary
impairment evaluation of securities, the evaluatbthe impairment of goodwill and the evaluatidrdeferred tax assets to be critical because
management must make subjective and/or complexjedts about matters that are inherently uncertaincauld be most subject to revision
as new information becomes available. Additionfdrimation on 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 consillercritical 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, individuatli¢rgituation and consideration of current econotréads and conditions, all of which may be
susceptible to significant change. The loan padfalso represents the largest asset type on theotidated statements of condition.
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The evaluation of the adequacy of the allowancddan losses includes, among other factors, arysisabf historical loss rates by Ic
category applied to current loan totals. Howevetya loan losses may be higher or lower than hiesbtrends, which vary. Actual losses
specified problem loans, which also are providediffiahe evaluation, may vary from estimated losscpntages, which are established b
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 becomeliactible 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 laylocategory and the resulting loan loss rates wdmietprojected for current loan total amounts.
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 n
be required that could materially adversely imggrnings in future periods. Additional informaticein 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 leasteerly basis, and more frequently when marketltmms warrant such an evaluation, to
determine whether a decline in their value is othan-temporary. FASB ASC 320-10-65 clarifies theefaction of the factors that should be
considered when determining whether a debt sedgritther—than-temporarily impaired. For debt siigs; management assesses whether (a
it has the intent to sell the security and (b} itriore likely than not that it will be requireddell the security prior to its anticipated recovery

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 thawitl be required to sell the debt security priorits anticipated recovery. The other-than-
temporary impairment is separated into (a) the amofithe total other-than-temporary impairmenatetl to a decrease in cash flows expecte
to be collected from the debt security (the crimis) and (b) the amount of the total other-thamgterary impairment related to all other
factors. The amount of the total other-than-tempoimpairment related to the credit loss is recagdiin earnings. The amount of the total
other-than-temporary impairment related to all ofiaetors is recognized in other comprehensivenmeo

Fair Value of | nvestment Securities

FASB ASC 820-10-35 clarifies the application of irevisions of FASB ASC 820-10-05 in an inactiverked and how an entity would
determine fair value in an inactive market. Thefgooation applies the guidance in FASB ASC 820-1@8&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 Consolidabeancial Statements for further discussion.

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

Goodwill

The Corporation adopted the provisions of FASB AX0-10, which requires that goodwill be reportepiesate 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 charge weemed necessary for the six months ended 0u28B3 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 tagemuences of events that have been recognizbd Ddrporation’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 2012 forrK16f the Notes to Consolidated Financial Statemémtludes additional discussion on the
accounting for income taxes.
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Earnings

Net income available to common stockholders fortthiee months ended June 30, 2013 amounted toSaE®compared to $4,269,000
for the comparable three-month period ended Jup2CI®2. The Corporation recorded earnings peratiigdbommon share of $0.30 for the three
months ended June 30, 2013 as compared with earofr).26 per diluted common share for the sameetmonths in 2012. Dividends
relating to the preferred stock issued to the WrBasury reduced earnings per share by approxiyndfe002 and $0.005 per fully diluted
common share for the three month periods ended3wn2013 and 2012, respectively. The annualizednmeon average assets was 1.22
percent for the three months ended June 30, 2@b3pared to 1.16 percent for the three months edded 30, 2012. The annualized return or
average stockholders’ equity was 11.84 percenhithree-month period ended June 30, 2013, comiparkl.96 percent for the three months
ended June 30, 2012.

Net income available to common stockholders forsikanonths ended June 30, 2013 amounted to $®0B88ompared to $8,359,000 for
the comparable simonth period ended June 30, 2012. The Corporatioorded earnings per diluted common share of #o6e six month
ended June 30, 2013 as compared with earnings.5f $@r diluted common share for the same six nsoint2012. Dividends relating to the
preferred stock issued to the U.S. Treasury redeaedings per share by approximately $0.005 an@il@Qoer fully diluted common share for
the six month periods ended June 30, 2013 and 284Rectively. The annualized return on averagetasgs 1.22 percent for the six months
ended June 30, 2013, compared to 1.16 percenixfaranths ended June 30, 2012. The annualizedretuaverage stockholders’ equity was
11.96 percent for the six-month period ended JUn2B13, compared to 12.00 percent for the six hmoahded June 30, 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 subdosisi) 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)

Three Months Ended Six Months Ended
June 30, 2013 June 30, 2013
Increase Percent Increase Percent

(dollars in thousand: 2013 2012 (Decrease  Change 2013 2012 (Decrease  Change
Interest income:
Investment securites AF $ 3521 $ 3,75 $ (229 6.)% $ 741C $ 7,32¢ $ 84 1.1%
Investment securities HTI 1,04¢ 662 38¢€ 58.2 1,81( 1,391 41¢ 30.1
Loans, including net cos 9,892 9,41¢ 47¢ 5.1 19,81¢ 18,79¢ 1,01¢€ 5.4
Restricted investment in

bank stocks, at co 99 111 (12 (20.9) 207 232 (25) (50.0
Other interest-bearing

deposits — 4 (4) (100.0) 2 4 (2 (10.§)
Total interest income 14,56( 13,94 61¢ 4.4 29,24 27,75 1,49 54
Interest expense
Time deposits $100 or mo 22C 182 38 20.€ 45¢ 434 (25) 5.8
All other deposit: 1,06: 1,12¢ (63 (5.6) 2,10¢ 2,28 (174 (7.6
Borrowings 1,46¢ 1,64 (174) (10.€) 2,91¢ 3,28¢ (36€) (11.9)
Total interest expense 2,751 2,95( (199) (6.7) 5,48¢ 6,00( (51F) (8.6)
Net interest income on

fully tax-equivalent basi 11,80¢ 10,99: 81¢ 7.4 23,75¢ 21,75: 2,007 9.2
Tax-equivalent adjustment

Q) (581) (44E) (13€) 30.€ (1,169 (8617) (300) 34.¢

Net interest income 11,22¢ 10,54¢ 682 65 $ 2259 $ 2089 $ 1,70i 8.2%

(1) Computed using a federal income tax ratebgb&cent for 2013 and 2012.

41




Net interest income on a fully tax-equivalent béstseased $818,000 or 7.4 percent to $11.8 mifiwrihe three months ended June 30,
2013 as compared to the same period in 2012. Edhtlke months ended June 30, 2013, the net ihtaeggin contracted 1 basis point to 3.28
percent from 3.29 percent during the three montidee June 30, 2012. For the three months ended3y®13, a decrease in the average
yield on interes-earning assets of 13 basis points was partiafgedby a decrease in the average cost of intbessting liabilities of 10 basis
points, resulting in a decrease in the Corporasiort interest spread of 3 basis points for thisgeet interest margin compression during
second quarter period of 2013, occurred primaslyesult of a high liquidity pool carried duringetuarter. This, coupled with a continued
high level of prepayment speeds on mortgage-baskedrities in the investment portfolio and a higbel of loan modifications during the
guarter, dampened other actions (including a growthe Corporation’s customer base and enhancether@orporation’s liquidity position,
effected while the Corporation increased its eay@issets base) taken to improve the margin.

Net interest income on a fully tax-equivalent bastseased $2.0 million or 9.2 percent to $23.8iarilfor the six months ended June 30,
2013 as compared to the same period in 2012. Eaixhmonths ended June 30, 2013, the net intaragin contracted 5 basis points to 3.29
percent from 3.34 percent during the six monthsednlline 30, 2012. For the six months ended Jur203@, a decrease in the average yield
on interest-earning assets of 21 basis points wefty offset by a decrease in the average cbstterest-bearing liabilities of 13 basis points,
resulting in a decrease in the Corporation’s neefr@st spread of 8 basis points for the period.

For the three-month period ended June 30, 201&est income on a taequivalent basis increased by $619,000 or 4.4 peommpared 1
the same thresronth period in 2012. This increase in interesbime was due primarily to a volume increase in laamg investment securit
partially offset by a decline in yields due to tlegver interest rate environment. Average investnsaaurities volume increased during
current threenonth period by $12.2 million, to $543.7 milliorgrapared to the second quarter of 2012. The loatfigliorincreased on avera
$97.8 million, to $888.2 million, from an average$d90.4 million in the same quarter in 2012, refileg net increases in commercial loans
commercial real estate related sectors of the pmatfolio. Average loans represented approximaédly percent of average interestrning
assets during the second quarter of 2013 compeargd.2 percent in the same quarter in 2012.

For the six-month period ended June 30, 2013,dstancome on a tagquivalent basis increased by $1.5 million or Sedcpnt compare
to the same thremonth period in 2012. This increase in interesbime was due primarily to a volume increase in loand investme
securities partially offset by a decline in yieldse to the lower interest rate environment. Averagyestment securities volume incree
during the current sixaonth period by $32.7 million, to $551.6 milliorgrapared to the same period of 2012. The loan gdirtiocreased ¢
average $108.0 million, to $881.1 million, from average of $773.1 million in the same period in20&flecting net increases in commet
loans and commercial real estate related sectdirseedban portfolio. Average loans represented @gprately 61.1 percent of average interes
earning assets during the first six months of 2€di@pared to 59.3 percent in the same six mont2912.

For the three months ended June 30, 2013, intexpsinse decreased $199,000, or 6.7 percent frosathe period in 2012. The average
rate of interest-bearing liabilities decreased aSidpoints to 0.91 percent for the three montlie@dune 30, 2013, from 1.01 percent for the
three months ended June 30, 2012. At the same tfimeplume of average interest-bearing liabilitregeased by $42.9 million. This increase
was primarily in money market, savings, and othegrest-bearing deposits of $32.8 million, $11.8iom and $16.6 million, respectively, and
was partially offset by decreases in borrowing$bf.4 million and time deposits of $4.0 millionn8e 2009 steps have been taken to improv
the Corporation’s net interest margin by allowihg tunoff of certain high rate deposits and to fimsithe Corporation for further high-costing
cash outflows. The result of these actions, togethi the reduction in market interest rates, basn a decline in the Corporation’s average
cost of funds. For the three months ended Jun2Q\B, the Corporation’s net interest spread ox-@tmivalent basis decreased to 3.13
percent, from 3.16 percent for the three monthedridine 30, 2012.

For the six months ended June 30, 2013, intergmirese decreased $515,000, or 8.6 percent fronmathe period in 2012. The average
of interest-bearing liabilities decreased 13 bpsists to 0.91 percent for the six months ende@ B 2013, from 1.04 percent for the six
months ended June 30, 2012. At the same time,dluene of average interest-bearing liabilities ir@®d by $56.2 million. This increase was
primarily in money market, savings, and other ies¢tbearing deposits of $45.6 million, $12.4 milliand $27.6 million, respectively, and was
partially offset by decreases in borrowings of $lrdhillion and time deposits of $14.7 million. Fbetsix months ended June 30, 2013, the
Corporation’s net interest spread on a tax-equntdiasis decreased to 3.14 percent, from 3.22 pefoethe six months ended June 30, 2012.
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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 amounthadnge in each category.

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

Three Months Ended Six Months Ended
June 30, 2013 and 2012 June 30, 2013 and 2012
Increase (Decrease) Due to Change in: Increase (Decrease) Due to Change in:
Average Average Net Average Average Net
(tax-equivalent basis, in thousand: Volume Rate Change Volume Rate Change
Interes-earning asset:
Investment securitie:
Available-for-sale
Taxable $ (119 $ (86) ¢ (205 $ 82 % (266) $ (184
Tax-exempt 2 (26) (24) 37t (207 26¢
Held-to-maturity
Taxable (115) 86 (29 (322 151 a7y
Tax-exempt 52C (10£) 41E 762 (172) 59C
Total investment securitie 28¢ (131) 157 897 (399 503
Loans 1,11¢ (637) 47¢ 2,557 (1,54 1,01¢€
Restricted investment in bank stot 2 (20 (12 5) (20 (25)
Other interest bearing deposits (4 — (4 (2 — (2
Total interest-earning assets 1,39i (77€) 61¢ 3,44 (1,95%) 1,492
Interes-bearing liabilities:
Money market deposi 35 1 36 98 (55) 43
Savings deposil 11 (18) @) 23 (62) (398)
Time deposit: 10 (57 47 (73) (68) (147
Other interest-bearing deposits 18 (25) (7) 58 (72) (13)
Total interes-bearing deposit 74 (99) (25) 10€ (255) (149
Borrowings and subordinated
debentures (140) (34) (174) (285) (82) (366€)
Total interest-bearing liabilities (66) (133 (199 (179 (336) (515
Change in net interest income $ 1,467 $ (645 $ 8l $ 3,62¢ $ (1,619 $ 2,007
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The following tables, “Average Statements of Cainditwvith Interest and Average Rates”, presentlierthree and six months ended June
30, 2013 and 2012, the Corporation’s average adedisities and stockholders’ equity. The Corptoza’s net interest income, net interest
spread and net interest margin are also reflected.
Average Statements of Condition with Interest and Aerage Rates

Three Months Ended June 30

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 $ 376,94: $ 2,69¢ 2.8t% $ 393,35! $ 2,90 2.95%
Tax-exempt 71,54¢ 828 4.6 71,46° 847 4.7¢
Held-to-maturity
Taxable 22,71 20¢ 3.6¢ 37,68¢ 23¢ 2.5¢2
Tax-exempt 72,45 83¢ 4.63 28,93¢ 424 5.8¢€
Total investment securitie 543,65: 4,56¢ 3.3¢ 531,44t 4,41z 3.3z
Loans (2) 888,17! 9,89: 4.4% 790,38: 9,41« 4.7¢€
Restricted investment in banl
stocks 8,99t 99 4.4 9,14: 111 4.8¢
Other intere-bearing deposit — — — 5,24 4 0.31
Total interes-earning asse! 1,440,82. 14,56( 4.04 1,336,21. 13,941 4.1
Non interes-earning asset:
Cash and due from ban 100,80° 93,47:
Bank-owned life insuranc 35,04¢ 29,29¢
Intangible asset 16,84¢ 16,88¢
Other asset 31,19¢ 32,20
Allowance for loan losses (10,219 (9,819
Total non interest-earning
asset: 173,68 162,04
Total assets $  1,614,50: $  1,498,25i
Liabilities and Stockholderg’
Equity
Interes-bearing liabilities:
Money market deposi $ 396,92( $ 42C 0.42% $ 364,12. $ 384 0.42%
Savings deposil 200,43: 167 0.3 188,55( 174 0.37
Time deposit: 172,86! 40z 0.9 176,86¢ 44¢ 1.0Z
Other interest-bearing depos 289,33 294 0.41 272,69( 301 0.44
Total interest-bearing
deposits 1,059,55; 1,28: 0.4¢ 1,002,233 1,30¢ 0.5Z
Short-term and long-term
borrowings 146,76 1,42¢ 3.8¢ 161,14« 1,59¢ 3.97
Subordinated debentures 5,15¢ 40 3.1(C 5,15¢ 43 3.34
Total interest-bearing
liabilities 1,211,47 2,751 0.91 1,168,52! 2,95( 1.01
Non interes-bearing liabilities;
Demand deposil 219,96! 173,24t
Other liabilities 16,67¢ 10,87¢
Total non interest-bearing
liabilities 236,64: 184,12.
Stockholders’ equity 166,38! 145,60°
Total liabilities and
stockholder’ equity $ 1,614,50 $  1,498,25
Net interest income (ti-
equivalent basis) 11,80¢ 10,991
Net interest sprea 3.1% 3.1€%
Net interest margin (¢ 3.2&% 3.2¢%

Tax-equivalent adjustment (4 (587 (449



Net interest incom $ 11,22¢

(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 35qyeror 2013 and 201.
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Average Statements of Condition with Interest and Aerage Rates

Six Months Ended June 30

2013 2012
Interest Interest
Average Income/ Average Average Income/ Average
(tax-equivalent basis) Balance Expense Rate Balance Expense
(dollars in thousands)
Assets
Interes-earning asset:
Investment securities (1,
Available-for-sale
Taxable $ 388,08{ $ 5,52¢ 2.85% $ 382,55¢ $ 5,70¢ 2.9¢%
Tax-exempt 83,15¢ 1,88t 452 66,78¢ 1,617 4.8¢
Held-to-maturity
Taxable 20,80: 377 3.62 40,69 54¢ 2.6¢
Tax-exempt 59,55: 1,43: 4.81 28,82! 842 5.8t
Total investment securitie 551,60( 9,22( 3.34 518,86: 8,71 3.3¢
Loans (2) 881,08! 19,81t 4.5C 773,09° 18,79¢ 4.8¢
Restricted investment in banl
stocks 8,98( 207 4.61 9,18¢ 232 5.0t
Other intere-bearing deposit 70¢ 2 0.5¢€ 2,621 4 0.31
Total interest-earning asse 1,442 ,37. 29,24 4.0 1,303,76: 27,75: 4.2¢€
Non interes-earning asset:
Cash and due from ban 94,57( 107,83.
Bank-owned life insuranc 34,97 29,17:
Intangible asset 16,85( 16,89
Other asset 30,73( 31,84¢
Allowance for loan losses 510,22:) g9,74£)
Total non interest-earning
asset: 166,90:. 175,99
Total asset $ 1,609,27 $ 1,479,76!
Liabilities and Stockholder¢’
Equity
Interes-bearing liabilities:
Money market deposi $ 390,08t $ 81¢ 0.42% $ 344,52. $ 775 0.45%
Savings deposil 198,62¢ 33C 0.3t 186,25 36¢€ 0.4C
Time deposit: 175,74: 832 0.9t 190,42 973 1.0z
Other intere-bearing deposit 295,94¢ 587 0.4C 268,38t 60C 0.4t
Total interest-bearing
deposits 1,060,40. 2,567 0.4¢ 989,59: 2,71¢ 0.5t
Short-term and long-term
borrowings 146,55. 2,83¢ 3.87 161,18: 3,19¢ 3.97
Subordinated debentur 5,15¢ 79 3.0¢€ 5,15¢ 85 3.3(C
Total interest-bearing
liabilities 1,212,10:i 5,48¢ 0.91 1,155,93, 6,00( 1.04
Non interes-bearing liabilities:
Demand deposil 216,43: 170,58!
Other liabilities 16,10" 10,24(
Total non interest-bearing
liabilities 232,53¢ 180,82!
Stockholder' equity 164,62 143,00¢
Total liabilities and
stockholder’ equity $  1,609,27 $  1,479,76
Net interest income (t-
equivalent basis 23,75¢ 21,75
Net interest sprea 3.1% 3.22%
Net interest margin (¢ 3.2¢% 3.34%
Tax-equivalent adjustment (« (1,160 861)
Net interest incom $ 22,59¢ $ 20,89

(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 35qyeror 2013 and 201.
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Investment Portfolio

At June 30, 2013, the principal components of tivestment securities portfolio were U.S. Treasumy agency obligations, federal age
obligations, mortgage-backed securities, obligatiohU.S. states and political subdivisions, coap@bonds and notes, trust preferred
securities, asset backed securities and equityigesu

During the six months ended June 30, 2013, apprtely $78.9 million in investment securities wemdsfrom the available-fosale
portfolio. The cash flow from the sale of investrhsacurities was primarily used to purchase newrsiges. The Corporatios’sales from i
available-forsale investment portfolio reflect continued volgtilpresent in the market. Given the historic lavierest rates prevalent in
market, it is necessary for the Corporation to gubitself from interest rate exposure. Securitied once appeared to be sound investment
after changes in the market, become securitiesthiea€Corporation must sell in order to avoid losaed mismatches of interestrning asse
and interest-bearing liabilities.

For the three months ended June 30, 2013, avemagstiment securities increased $12.3 million taaxmately $543.7 million, or 37.7
percent of average interest-earning assets, fr@8.45nillion on average, or 39.8 percent of aveiatgest-earning assets, for the comparabl
period in 2012. This increase reflects, in par, doquisition of $37.1 million of investment seties from Saddle River Valley Bank on Aug
1, 2012. For the six months ended June 30, 20E3age investment securities increased $32.7 milbapproximately $551.6 million, or 38.2
percent of average interest-earning assets, frdB.95nillion on average, or 39.8 percent of avelatgest-earning assets, for the comparabl
period in 2012.

During the three-month period ended June 30, 20E3yolume-related factors applicable to the inwestt portfolio increased interest
income by approximately $288,000 while rate-relatkdnges resulted in a decrease in interest inodrmpproximately $131,000 from the
same period in 2012. The tax-equivalent yield arestments increased by 4 basis points to 3.36 pefican a yield of 3.32 percent during the
comparable period in 2012. The yield on the taxablestment portfolio was 2.91 percent for theranths period. An increase in the volume
of tax exempt municipal securities during the penieas offset by a decrease of 44 basis pointselyitfld on the tax exempt portfolio.

During the six-month period ended June 30, 2018yvtiume-related factors applicable to the investnpertfolio increased interest
income by approximately $897,000 while rate-relatkdnges resulted in a decrease in interest inodrapproximately $394,000 from the
same period in 2012. The tax-equivalent yield arestments decreased by 2 basis points to 3.34mgdroen a yield of 3.36 percent during the
comparable period in 2012. A 7 basis points deer@ataxable yield was partially offset by an irase in the purchase of tax exempt munic
securities during the period.

For the six months ended June 30, 2013, the Cdiporaecorded principal losses of $24,000 on aalde rate CMO, which was sold. See
Note 6 of the Notes to the Consolidated Finandiatenents for further discussic

At June 30, 2013, net unrealized gains on investisecurities available-for-sale, which are carasda component of accumulated other
comprehensive income and included in stockholdegsity, net of tax, amounted to $2.3 million as paned with net unrealized gains of $1
million at December 31, 2012. At June 30, 2013 nbeunrealized gains on investment securities-teetdaturity that were transferred from
securities available-for-sale, are carried, négarf as a component of accumulated other comprafeimsome and included in stockholders’
equity. The gross unrealized losses associatedagihcy securities and federal agency obligatiostgage-backed securities, corporate
bonds and tax-exempt securities are not considerbd other-than-temporary because their unrealassks are related to changes in interest
rates and do not affect the expected cash flowiseofinderlying collateral or issuer.
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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 employalkecantribute to these changes. Growt
generated through business development efforteatequstomer requests for new financings, penetratio existing markets and entry into
new markets.

The Corporation seeks to create growth in commidemaing by offering customer-focused products eaathpetitive 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 June 30, 2013, total loans amounted to $902l8omj an increase of $13.2 million or 1.5 percaatcompared to December 31, 2012.
For the three-month period ended June 30, 2018tgrof $33.4 million and $62.1 million in the commil and industrial and commercial
real estate portfolios and $5.0 million in the domstion portfolio offset by decreases of $4.7 ioillin residential mortgage loans and $49,000
in the installment loan portfolio compared to J@0e 2012. Total gross loans recorded in the quarttuded $88.5 million of new loans and
advances, offset by payoffs and principal paymehn#65.2 million.

At June 30, 2013, the Corporation had $84.3 milliooutstanding loan commitments which are expetiddnd over the next 90 days.

Average total loans increased $97.8 million or Jiedcent for the three months ended June 30, 20t8rapared to the same period in
2012, while the average yield on loans decreasekllyasis points as compared with the same pari@012. The decrease in the average '
on loans was primarily the result of lower markderest rates on the repricing of existing loard thie origination of new loans. The increase
in average total loan volume was due primarilynteréased customer activity and new lending relatiges. The volume increase also reflects
the acquisition of $52.2 million of loans from S&lRiver Valley Bank on August 1, 2012. The volunatated factors during the period
contributed increased interest income of $1.1 arilliwhile the rate-related changes decreased @t@eme by $637,000.

Average total loans increased $108.0 million o0Jgkrcent for the six months ended June 30, 20tBrapared to the same period in
2012, while the average yield on loans decrease?blyasis points as compared with the same pari@d@12.

Allowance for Loan Losses and Related Provision

The purpose of the allowance for loan losses (#lewance”) is to absorb the impact of losses iahein the loan portfolio. Additions to
the allowance are made through provisions chargathst current operations and through recoveriedenoa loans previously chargeff: The
allowance for loan losses is maintained at an amoamsidered adequate by management to providerédrable credit losses inherent in the
loan portfolio based upon a periodic evaluatiothef portfolio’s risk characteristics. In establigipian appropriate allowance, an assessment c
the individual borrowers, a determination of théueeof the underlying collateral, a review of histal loss experience and an analysis of the
levels and trends of loan categories, delinqueraelsproblem loans are considered. Such factdisedsvel and trend of interest rates and
current economic conditions and peer group stesistie also reviewed. Given the extraordinary econwolatility impacting national, region
and local markets, the Corporatisrénalysis of its allowance for loan losses také&s ¢onsideration the potential impact that curtesrids ma
have on the Corporation’s borrower base.

Although management uses the best information @viai) the level of the allowance for loan loss@sai@s an estimate, which is subjec
significant judgment and shaigrm change. Various regulatory agencies, as agiat part of their examination process, periodijoaview the
Corporation’s allowance for loan losses. Such aigsnmay require the Corporation to increase thewalhce based on their analysis of
information available to them at the time of th@tamination. Furthermore, the majority of the Cogpion’s loans are secured by real estate ir
the State of New Jersey. Future adjustments taltbeance may be necessary due to economic faichgacting New Jersey real estate anc
economy in general, as well as operating, regufaad other conditions beyond the Corporation’sticdn
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At June 30, 2013, the level of the allowance wa& #12,000 as compared to $10,237,000 at Decembh@032. Provisions to the
allowance for the three-month period ended Jun@@30D3 totaled $0 compared to ($107,000) for theesperiod in 2012. The net charge offs
were $30,000 for the three months ended June 3B @@mpared to $574,000 in net recoveries fortliheet months ended June 30, 2012,
bringing the Corporation’s net charge offs to $88,@or the six months of 2013 compared to net redes of $619,000 for the same period of
2012. The allowance for loan losses as a perceitaigéal loans amounted to 1.13 percent at Jun@@03 compared to 1.15 percent at
December 31, 2012.

The level of the allowance for the respective msiof 2013 and 2012 reflects the credit qualityhimithe loan portfolio, the loan volume
recorded during the periods, the changing compwsif the commercial and residential real estaa lwortfolios and other related factors. In
management’s view, the level of the allowance aeR0, 2013 is adequate to cover losses inhereheilban 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 managemerg’analysis, based principally upon the factors icemed by management
establishing the allowance.

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

Six Months Ended

June 30,
2013 2012
(dollars in thousands)

Average loans for the peric $ 881,08! $ 773,09
Total loans at end of peric 902,82: 807,45:
Analysis of the Allowance for Loan Losst
Balance— beginning of yea $ 10,237 $ 9,60z
Chargeoffs:

Commercial real estate loa (50 —

Installment loans (16) 8

Total charg-offs (66) (8

Recoveries

Commercial and industrii 21 —

Commercial real esta 8 —

Constructior — 54C

Residential mortgage loal — 85

Installment loans 2 2

Total recoveries 31 627

Net (charg-offs) recoverie: (35) 61¢
Provision for loan losses — —
Balance — end of period $ 10,20: $ 10,22:
Ratio of net charc-offs (recoveries) during the period to average $oduring the period (1 N/M (0.16%
Allowance for loan losses as a percentage of togals 1.1% 1.27%

(1) Annualized.

N/M — not meaningful.

48




Asset Quality

The Corporation manages asset quality and crettitay maintaining diversification in its loan patib and through review processes that
include analysis of credit requests and ongoingremxation of outstanding loans, delinquencies, astgqtial problem loans, with particular
attention to portfolio dynamics and mix. The Cogtan 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 casls fland to maintain an adequate allowanc
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 onawrual status, interest accruals cease and extedl accrued interest is reversed and
charged against current income. Payments receivewn-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-alcloamas 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 non-performing loans and other real esiateed. Troubled debt restructured loans represams| to borrowers experiencing financial
difficulties on which a concession was grantedhsag a reduction in interest rate which is lowantthe current market rate for new debt with
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 datesaattd, the amount of the Corporation’s non-acciaghs, accruing loans past due 90 days
or more, other real estate owned and troubled @sibtuctured loans.

June 30, December 31

2013 2012
(in thousands)
Non-accrual loan: $ 2,50¢ $ 3,61¢
Accruing loans past due 90 days or more 53 55
Total nor-performing loan: 2,561 3,671
Other real estate owned 22C 1,30(
Total non-performing assets $ 2,781 $ 4,971
Troubled debt restructured loans — performing $ 2,58t $ 6,81:

At June 30, 2013, non-performing assets totale# Bllion, or 0.17 percent of total assets, as cara@ with $5.4 million, or 0.36 percent,
at June 30, 2012 and $5.0 million, or 0.31 percariDecember 31, 2012. The decrease from Juned3Q, r2flects the ability to satisfactorily
work out the problem loans that exist. The largestponent of the remaining non-accrual loans ispresad of one relationship totaling
$629,000, or 25.1 percent of the total, secured bgnior lien on a residential property, locateMarris County, New Jersey.

The Corporation held $220,000 in other real estateed at June 30, 2013 and $1.3 million at DecerBbeR012, respectively.
Troubled debt restructured loans totaled $4.0 amilkt June 30, 2013 and $8.3 million at DecembeB12. A total of $2.59 million and

$6.81 million of troubled debt restructured loaresrgvperforming pursuant to the terms of their re8pe modifications at June 30, 2013 and
December 31, 2012, respectively.
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Overall credit quality in the Bank’s loan portfolid June 30, 2013 remained relatively strong. Othemn “potential problem loans” (as
defined by SEC regulations), some of which are perferming loans and are included in the table abasg of June 30, 2013 have been
identified and internally risk-rated as assets giganentioned or substandard. Such loans amount&83.3 million and $47.4 million at June
30, 2013 and December 31, 2012, respectively. fipeavement in credit quality occurred as the conmaéand industrial loans decreased
$311,000 in special mention and $179,000 in thetsuolard category. Commercial real estate loangdsed $6.3 million in special mention
and decreased $5.6 million in the substandard oateResidential mortgage loans decreased $5,08p&nial mention and decreased in the
substandard category by $781,000. Constructiorsldaareased $810,000 in the special mention categar decreased $170,000 in the
substandard category. Installment loans decreg&@0@in the substandard category. These loansoasdered potential problem loans du
a variety of changing conditions affecting the a€dncluding general economic conditions andmditions applicable to the specific
borrowers. The Corporation has no foreign loans.

At June 30, 2013, other than the loans set forttvejsthe Corporation is not aware of any loans tvipiesent serious doubts as to the
ability of its borrowers to comply with present toeepayment 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 Six Months Ended
June 30, June 30,
Increase Percent Increase Percent

(dollars in thousands) 2013 2012 (Decrease  Change 2013 2012 (Decrease  Change
Service charges,

commissions and fet $ 451 $ 421 % 30 7.1% $ 857 $ 867 $ (20 (1.2%
Annuities and insurance

commissior 14¢ 48 98 204.2 24¢ 92 154 167.¢
Bank-owned life insuranc 274 24¢ 28 11.4 83¢ 497 342 68.€
Net investment securitie

gains 60C 51z 87 17.C 91¢ 1,45( (53)) (36.€)
Loan related fee 114 95 19 20.C 252 20& 48 23.4
Net gains on sales of loa

held for sale 91 10C 9 (9.0 22¢ 22¢ 3 1.3
All other 31 181 (150 (82.9) 20¢ 222 (13 (5.9

Total other income $ 1707 $ 1604 $ 102 64% $ 355 $ 355¢ $ (7) (0.2)%

For the three months ended June 30, 2013, totat @thome amounted to $1.7 million, compared taltother income of $1.6 million for
the same period in 2012. The increase of $103,00thé three months ended June 30, 2013 was phneasria result of higher net investment
securities gains (increasing to $600,000 for tmeehmonths ended June 30, 2013 from net investgams of $513,000 for the same period
year). Excluding net investment securities gains,Gorporation recorded total other income of $llfion for the three months ended Ju
30, 2013, compared to $1.09 million for the threenths ended June 30, 2012. This increase reflénteglases of $30,000 in service charges,
$98,000 in annuity and insurance commissions, $#Bi® bank-owned life insurance, $19,000 in loaated fees, offset by a $9,000 decreas
in net gains on sales of loans held for sale af® DO in all other income.

For the six months ended June 30, 2013, total dtlteme decreased $7,000 compared to the samelpera®12, primarily as a result of
net investment gains and losses. Excluding nesinvent securities gains, the Corporation recordtad other income of $2.6 million for the
six months ended June 30, 2013, compared to $2ibmfor the six months ended June 30, 2012. Foesiases in other income categories for
the six months ended June 30, 2013 were recordeduply in annuity and insurance commissions of 4080, $342,000 in bank-owned life
insurance (including $291,000 in death benefitd®,800 in loan related fees and $3,000 in net gaisales of loans held for sale, offset by a
$10,000 decrease in service charges, commissiaheas and $13,000 in all other income.
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Other Expense

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

Three Months Ended Six Months Ended
June 30, June 30,
Increase Percent Increase Percent

(dollars in thousands) 2013 2012 (Decrease  Change 2013 2012 (Decrease  Change
Salaries and employee

benefits $ 333 $ 3,05 $ 28C 92% $ 6828 $ 6,17 $ 652 10.6%
Occupancy and equipme 811 60¢€ 20t 33.¢ 1,713 1,30¢ 411 31t
FDIC insurance 20¢ 27C (62 (23.0) 521 56¢ (48) (8.4)
Professional and consultit 23C 294 (64) (21.9) 44¢ 54C (92) (16.9)
Stationery and printin 78 96 (18) (18.¢) 162 18C a7 (9.9
Marketing and advertisin 62 56 6 10.7 162 87 76 87.4
Computer expens 343 362 (19 (5.2 69€ 71t (19 2.7
Other real estate owned, 1 107 22 85 386.4 12¢ 84 42 50.C
All other 902 92¢ (27) (2.9 1,95¢ 1,84: 111 6.C

Total other expense $ 607¢ $ 569 $ 38€ 6% $ 1261+ $ 11497 $ 111; 9.7%

For the three months ended June 30, 2013, totaf ettpense increased $386,000, or 6.8 percent,trermomparable three months ended
June 30, 2012. This was primarily attributablenttréases in salaries and employee benefits of $280pccupancy and equipment of
$205,000, and other real estate owned of $85,00fiaply offset by decreases in FDIC insurance &2,900, professional and consulting of
$64,000, stationery and printing of $18,000, corapakpense of $19,000 and all other of $27,000tH®six months ended June 30, 2013,
total other expense increased $1.12 million, op@&itent from the same period in 2012.

Salaries and employee benefits expense for theequanded June 30, 2013 increased $280,000 ore®c2mt over the comparable perio
the prior year. These increases were primarilytduaditions to staff, including the Saddle Riveall¢y Bank acquisition and Englewood and
Princeton New Jersey branches, merit increasehighdr benefit costs. For the six months ended 30n2013, salaries and employee ben
expense increased $652,000, or 10.6 percent. imdl¢quivalent staffing levels were 171 at June2B0.3 and 165 at June 30, 2012.

Occupancy and equipment expense for the quartedeiuhe 30, 2013 increased $205,000, or 33.8 pefomm the comparable three-
month period in 2012. The increase for the quavses primarily attributable to higher rent expen8182,000 and building and equipment
expenses of $13,000. For the six months ended3Wy2013, occupancy and equipment expense incr&dded000, or 31.5 percent from the
same period last year. The increase was primatifypatable to increases of $14,000 in real edttes, $20,000 in utilities, $110,000 in
building and equipment, $227,000 in rent expen$b,d0 in depreciation expense, and $24,000 inramae expense.

FDIC insurance expense decreased $62,000, or 28@m, for the three months ended June 30, 20tpa@d to the same period in
2012. For the six months ended June 30, 2013, k@ ance expense decreased $48,000 comparedgartteeperiod in 2012. The decrease
was caused by the return of the prepaid assesdméne FDIC.

Marketing and advertising expense increased $6000.7 percent for the three months ended Jun2®® compared to the same period
in 2012. The increase was caused by increasedarthbther media expense due to Englewood Bankémget, loan product promotion and
private banking wealth management promotion. Fersik months ended June 30, 2013, marketing anertialy expense increased $76,00(
87.4 percent, from the comparable period in 2012.

Professional and consulting expense for the threetis ended June 30, 2013 decreased $64,000 op@t@&nt compared to the
comparable quarter of 2012, reflecting lower experelated to loan workout. For the six months dnlime 30, 2013, professional and
consulting expense decreased $91,000, or 16.9mefo@m the comparable period in 2012.

All other expense for the three months ended JOn@®L3 decreased $27,000, or 2.9 percent, compauthe same quarter of 2012.
the six months ended June 30, 2013, all other esperereased $111,000, or 6.0 percent comparéxt teetme period in 2012.

Stationery and printing expense decreased $18,008.8 percent for the three months ended Jun2@IB compared to the same pe
in 2012. For the six months ended June 30, 20&8pskry and printing expense decreased $17,090grercent.

Computer expense decreased $19,000 or 5.2 pexgetitef three months ended June 30, 2013. For xhmanths ended June 30, 2C
computer expense decreased $19,000 or 2.7 percent.
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Other real estate owned expense increased $85/088604 percent for the three months ended Jun€@D3 compared to the sa
quarter of 2012. For the six months ended Jun@@03, other real estate owned expense increasetar 50.0 percent.

Provision for Income Taxes

For the quarter ended June 30, 2013, the Corparegimorded income tax expense of $1.9 million, carag with $2.2 million of income
tax expense for the quarter ended June 30, 20¥efféctive tax rates for the quarterly periodsezhdune 30, 2013 and 2012 were 28.2
percent and 33.7 percent, respectively. The loffectve tax rate in the second quarter of 2013 pramarily due to the formation of a tax
advantaged subsidiary in the fourth quarter of 281@ a higher level of tax advantaged revenues feonexempt investment securities and
bank-owned life insurance.

For the six months ended June 30, 2013, incomexp&nse amounted to $3.7 million compared with $4ildon of income tax expense
for the comparable period in 2012. The effectivertdes for the respective six-month periods enliew 30, 2013 and 2012 were 27.3 percen
and 33.7 percent, respectively.

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 anssallymarket risk, the control of interest ragkrfinterest sensitivity management)
and the ongoing maintenance and planning of liggiaind capital. The composition of the Corporatiostatement of condition is planned and
monitored by the Bank’s Asset and Liability Commét(“ALCQO"). In general, management’s objectivéa®ptimize 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.

Shortterm interest rate exposure analysis is supplerdenitd an interest sensitivity gap model. The Cogpion utilizes interest sensitiv
analysis to measure the responsiveness of neg¢gttiecome to changes in interest rate levelsrdateate risk arises when an earning asset
matures or when its interest rate changes in apieniod different than that of a supporting intéftesaring liability, or when an interest-bearing
liability matures or when its interest rate chaniges time period different than that of an earrasget that it supports. While the Corporation
matches only a small portion of specific assetsl@filities, total earning assets and interestrinediabilities are grouped to determine the
overall interest rate risk within a number of sfiedime frames. The difference between interesisiteve assets and interesgnsitive liabilities
is referred to as the interest sensitivity gapaidy given point in time, the Corporation may barnasset-sensitive position, whereby its
interest-sensitive assets exceed its interestibanbabilities, or in a liability-sensitive posiin, whereby its interest-sensitive liabilities erd
its interest-sensitive assets, depending in pamhanagement’s judgment as to projected interesttrands.

The Corporation’s interest rate sensitivity positio each time frame may be expressed as assetgleitities, as liabilities less assets, or
as the ratio between rate sensitive assets (“R8Ad)rate sensitive liabilities (“RSL”). For exampdeshortftunded position (liabilities repricir
before assets) would be expressed as a net negasite®n, when period gaps are computed by suliitigacepricing liabilities from repricing
assets. When using the ratio method, a RSA/RSt dditl indicates a balanced position, a ratio gretlian 1 indicates an asset-sensitive
position and a ratio less than 1 indicates a ligb#lensitive position.

A negative gap and/or a rate sensitivity ratio thss 1 tends to expand net interest margins alliad 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 an
contract in a falling rate environment. From tirodiine, the Corporation may elect to deliberatelgmatch liabilities and assets in a strategic
gap position.

At June 30, 2013, the Corporation reflected a pasihterest sensitivity gap with an interest stvigy ratio of 1.60:1.00 at the cumulative
one-year position. Based on management’s percegptiotierest rates remaining low through 2013, eagihhas been, and is expected to
continue to be, placed on controlling liability tosvhile extending the maturities of liabilitiesander to minimize the impact on the net inte
spread of rising interest rates in the future. Haaveno assurance can be given that this objeatiNde 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-forsale. These are all recorded at either fair vaiubelower of cost or fair value. Fair values aotatile and may be influenced by
number of factors. Circumstances that could casmates of the fair value of certain assets aaddilities 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 notlakbg, fair values are based on judgments regafditnge expected loss experience, current
economic condition risk characteristics of varifinancial instruments, and other factors. Thesinagées are subjective in nature, involve
uncertainties and matters of significant judgmet 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 measurement of fimangosition and operating results in terms ofdnis@al dollars without considering the
change in the relative purchasing power of monesr ¢time due to inflation. The impact of inflatiamrieflected in the increased cost of
operations; unlike most industrial companies, neailtlof the Corporation’s assets and liabilitieés monetary. As a result, interest rates have «
greater impact on performance than do the effdageeral levels of inflation. Interest rates dd necessarily move in the same direction or tc
the same extent as the prices of goods and services

Liquidity

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

Management monitors current and projected cashsflawd adjusts positions as necessary to mairdeiquate 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 bankigglatory authorities. Management uses a variefyoténtial funding sources and staggering
maturities to reduce the risk of potential fundprgssure. Management also maintains a detaileihgemicy funding plan designed to respond
adequately to situations which could lead to s&esm liquidity. Management believes that the Cafion has the funding capacity to meet
liquidity needs arising from potential events. tdaion to pledgeable investment securities, thepB@tion also maintains borrowing capacity
through the Federal Reserve Bank Discount Windosvtha Federal Home Loan Bank of New York securdll /eians and marketable
securities.

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

At June 30, 2013, the Parent Corporation had $824ij0cash and short-term investments compare828,$00 at December 31, 2012.
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 J@0e2013, the Corporation was in compliance witls@enants and provisions of these
agreements.
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Deposits

Total deposits decreased to $1.28 billion at Juhe€813 from $1.31 billion at December 31, 2012aToon interest-bearing deposits
increased from $215.1 million at December 31, 2@1%£219.7 million at June 30, 2013, an increas®4o million or 2.14 percent. Interest-
bearing demand, savings and time deposits undé),®20 decreased $20.9 million to a total of $960illion at June 30, 2013 as compared to
$981.0 million at December 31, 2012. Time depdkli®0,000 and over decreased $9.7 million as cordgargear-end 2012 primarily due to
an outflow of municipal certificates of depositnié deposits $100,000 and over represented 7.9rtert®tal deposits at June 30, 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 June 30, 20d&ehsed by $13.1 million, or 1.14 percent, froncddeber 31, 2012. At June 30, 2013, total
demand deposits, savings and money market accovents88.2 percent of total deposits compared t6 &tcent at year-end 2012.
Alternatively, the Corporation uses a more stringmculation for the management of its liquiditysitions internally, which calculation
consists of total demand, savings accounts and ymoaeket accounts (excluding money market accogmgater than $100,000 and time
deposits) as a percentage of total deposits. Thigher increased by $2.7 million, or 0.39 perceninf$699.9 million at December 31, 2012 to
$702.6 million at June 30, 2013 and represente@ pdrcent of total deposits at June 30, 2013 apaced 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 duringeitond quarter of 2013.

The following table depicts the Corporation’s cdeposit mix at June 30, 2013 and December 31, B83&@d on the Corporation’s
alternative calculation:

Dollar
June 30, 201: December 31, 201. Change
Amount Percentage Amount Percentage 2013 vs. 201.
(dollars in thousands)

Non interes-bearing deman $ 219,66 31.2% $ 215,07: 30.7% $ 4,59¢
Interes-bearing deman 195,95¢ 27.€ 217,92. 31.2 (21,96¢)
Regular saving 108,11¢ 15.4 110,89¢ 15.¢ (2,777)
Money market deposits under $100 178,87! 25.4 156,00¢ 22.5 22,86¢
Total core deposits $ 702,61 100.(% $ 699,89¢ 100.(% $ 2,71¢
Total depositt $  1,280,89 $  1,306,92: $ (26,029

Core deposits to total depos 54.%% 53.%

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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June 30, 201
(dollars in thousands

Interest rate
At quarter enc —%
Average for the quarte 0.371%

Average amount outstanding during the que 76¢

Maximum amount outstanding at any month end ingtierter —

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 June 30, 2013 and December 31, 2012 naaire within three to eight years. The FHLB ademnare secured by pledges of certain
collateral, including but not limited to U.S. gomerent and agency mortgage-backed securities atahkab assignment of qualifying first lien
mortgage loans, consisting of both residential gages and commercial real estate loans. At Jun2(3@, FHLB advances and securities sol
under agreements to repurchase had weighted avietagest rates of 3.44 percent and 5.90 percesperctively.

Subordinated Debentures

On December 19, 2003, Center Bancorp Statutoryt Trus statutory business trust and wholly-ownelsidiary of Center Bancorp, Inc.,
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-mildB@R plus 2.85 percent and reprices
quarterly. The rate at June 30, 2013 was 3.13 perce

Cash Flows

The Consolidated Statements of Cash Flows prekerditanges in cash and cash equivalents resultingthe Corporation’s operating,
investing and financing activities. During the sbonths ended June 30, 2013, cash and cash equsvdksreased by $44.2 million over the
balance at December 31, 2012. Net cash of $10lbbmikas provided by operating activities, primgrihet income as adjusted to net cash. Ne
cash used in investing activities amounted to apprately $26.5 million, primarily reflecting a netcrease in loans of $13.4 million and a net
increase in investment securities of $14.6 millidet cash of $27.8 million was used in financint\éties, primarily from the decrease in
deposits of $26.0 million and the funding of divide.

Stockholders’ Equity

Total stockholders’ equity amounted to $161.3 willior 10.0 percent of total assets, at June 3B,2bmpared to $160.7 million or 9.9
percent of total assets at December 31, 2012. Bahle per common share was $9.17 at June 30, 20ffhared to $9.14 at December 31,
2012. Tangible book value (i.e., total stockholtetpuity less preferred stock, goodwill and otheangible assets) per common share was
$8.14 at June 30, 2013, compared to $8.11 at Deze&ih 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 bookieger share may be helpful for those
investors who seek to evaluate the Corporationtkh@lue per share without giving effect to goodlaild other intangible assets. The
following table presents a reconciliation of tdbalok value per share to tangible book value pereshs of June 30, 2013 and December 31,
2012.
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June 30, December 31,

2013 2012
(in thousands, except for share
data)

Stockholder equity $ 161,28" $ 160,69:
Less: Preferred stoc 11,25( 11,25(
Less: Goodwill and other intangible assets 16,84( 16,85¢
Tangible common stockholders’ equity $ 133,19 $ 132,58:
Book value per common she $ 9.17 $ 9.1¢
Less: Goodwill and other intangible assets 1.0z 1.0
Tangible book value per common share $ 814 $ 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 the pracketh the issuance of the SBLF Preferred StoekQbrporation redeemed from the
Treasury, all 10,000 outstanding shares of itsdFRate Cumulative Perpetual Preferred Stock, Séridiguidation 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 undet
program enabled it to continue to serve small lassirclients through the commercial lending program.

On December 7, 2011, the Corporation repurchased/éirants issued on January 12, 2009 to the Tmgasipart of its participation in t
U.S. Treasury’s TARP Capital Purchase Programhérrépurchase, the Corporation paid the Treasut§ 920 for the warrants.

During the three and six months ended June 30,,28&3Corporation had no purchases of common sies&ciated with its stock buyback
programs. At June 30, 2013, there were 652,868 shavailable for repurchase under the Corporatistiosk buyback programs.

Regulatory Capital and Capital Adequacy
The maintenance of a solid capital foundation siamary 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 goal obyiding stockholders with an attractive long-temturn 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 June 30, 2013 for the Catjmor and the Bank, compared with
minimum capital adequacy requirements and the atgyl requirements for classification as a welliadized depository institution.
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To Be Well-Capitalized Under

For Capital Adequacy Prompt Corrective Action
Center Bancorp, Inc. Purposes Provisions
At June 30, 2013 Amount Ratio Amount Ratio Amount Ratio

(dollars in thousands)

Tier 1 leverage capit: $ 151,78 9.5(% $  63,90¢ 4.0(% N/A N/A

Tier 1 risk-based capite 151,78: 11.8% 51,32: 4.00% N/A N/A

Total risk-based capite 162,19: 12.6/% 102,65¢ 8.0(% N/A N/A

To Be Well-Capitalized Under

Union Center For Capital Adequacy Prompt Corrective Action
National Bank Purposes Provisions

At June 30, 201% Amount Ratio Amount Ratio Amount Ratio

(dollars in thousands)

Tier 1 leverage capiti $ 151,46: 9.48% $  63,90¢ 4.0% $ 79,88¢ 5.0(%

Tier 1 risl-based capite 151,46: 11.81% 51,30( 4.0(% 76,94¢ 6.0(%

Total rislk-based capite 161,90¢ 12.63% 102,55! 8.0(% 128,19: 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 capitiamisravere removed during the second quarter of 28%2f June 30, 2013, management
believes that each of the Bank and the Corporatieat all capital adequacy requirements to whicki #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 understandiifkgy 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 thisnaon understanding to develop guidelines and sigmagvstandards in areas where they
are considered desirable. In this regard, the Cdrmenis best known for its international standandsapital adequacy; the Core Principles for
Effective Banking Supervision; and the Concordatmss-border banking supervision.

The Basel Committee released a comprehensivef sbposals for changes to capital, leverage, apuddity requirements for banks in
December 2009 (commonly referred to as “Basel.llIf) July 2010, the Basel Committee announcedléségn 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 Cdeepublished the final texts of reforms on camtad liquidity generally referred to
as “Basel Ill.” Although Basel Il is intended te implemented by participating countries for larigérnationally active banks, its provisions
have also been considered by United States ban&ngdators in developing new regulations applicablether banks in the United States,
including Union Center National Bank.
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On July 9, 2013, the Office of the Comptroller loé tCurrency approved a final rule revising regulatmpital rules applicable to national
banks, implementing Basel Ill. This rule redefifiésr 1 capital as two components (Common Equity Tiand Additional Tier 1), creates a
new capital ratio (Common Equity Tier 1 Risk-bagspital Ratio) and implements a capital conserwdbiaffer. It also revises the prompt
corrective action thresholds and makes changéaskaeveighs for certain assets and off-balashbeet exposures. Banks are required to tran
into the new rule beginning on January 1, 2015ocalyh, based on the Corporation’s capital levetsaiance sheet composition at June 30,
2013, the Corporation does not believe implememtatif the new rule will have a material impact ba Corporation’s capital needs; however,
due to the complexity of the rules, the Corporatigih continue to evaluate the impact of these demto our regulatory capital of Center
Bancorp and Union Center National Bank. This statetmegarding the impact of the new regulationsstituries a forward-looking statement
under the Private Securities Litigation Reform AE1L995. Actual results could differ materially fincthis statement as a result of various
factors, including modifications to the new regidas that may be adopted prior to the effectivesiatf the new regulations.

Looking Forward

One of the Corporation’s primary objectives is ¢hiave balanced asset and revenue growth, and aathe time expand market presence
and diversify its financial products. However sitrecognized that objectives, no matter how focuaeglsubject to factors beyond the contrc
the Corporation, which can impede its ability thiawe these goals. The following factors shoulddesidered when evaluating the
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 affeabks’abilities to compete in the marketplace. It isidiift to assess whether these progr.
and actions will have short-term and/or long-teisitive effects.

Banks are not the only place to obtain loans, hernly place to keep financial assets. The bankidgstry has lost market share to other
financial service providers. The future is predichtn the Corporation’s ability to adapt its pragduprovide 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 impact
of interest rate fluctuations can be mitigated pgrapriate asset/liability management strategigsjficant changes in interest rates can have
material adverse impact on profitability.

The ability of customers to repay their obligatie©®ften impacted by changes in the regional andlleconomy. Although the
Corporation sets aside loan loss provisions towledllowance for loan losses when the Board deétesrsuch action to be appropriate,
significant unfavorable changes in the economya@ubact the assumptions used in the determinatioine 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 th@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 af@rd-looking statement under the Private Securltiigation Reform Act of 1995.
Actual results could differ materially from thosejected in the Corporation’s forward-looking statnts due to numerous known and
unknown risks and uncertainties, including thedesteferred to in this quarterly report and in @@poration’s Annual Report on Form 10-K
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 airdes in interest rates on the Corporaton’
net interest income and capital, while structutimg Corporation’s asset-liability structure to ébtdne maximum yield-cost spread on that
structure. The Corporation relies primarily onatset-liability structure to control interest regk. The Corporation continually evaluates
interest rate risk management opportunities andbaa focusing its efforts on increasing the Caapon’s yield€ost spread through wholes
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 terest income of various changes in inte
rates. Projected net interest income sensitivitméwements in interest rates is modeled based amped rise and fall in interest rates base
a parallel yield curve shift over a twelve montei horizon and then maintained at those levels tiveremainder of the model time horizon,
which provides a rate shock to the two-year pesiod beyond. The model is based on the actual maand repricing characteristics of
interest rate-sensitive assets and liabilities. Mioelel incorporates assumptions regarding earrgagtaand 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 June 30, 2013, and assuming that manageioes not take action to alter the
outcome, the Corporation would expect a decrea®edéf percent in net interest income if interegtsancreased 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 financiaketsmvill 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 owven#xt 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 $255,000 and $325,000 a¢ Bfh 2013 and December 31, 2012, respectivelymfdtor equity investment holdings
for impairment on a quarterly basis. In the evlat the carrying value of the equity investmenteexts its fair value, and the decline in valt
determined to be to be other than temporary, thgiog value is reduced to its current fair valyerbcording a charge to current operations.
For the three and six months ended June 30, 204 2@R2, the Corporation recorded no other-than-teary impairment charges on its equity
security holdings.
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Item 4. Controls and Procedures

a) Disclosure controls and proceduress of the end of the Corporati@most recently completed fiscal quarter coverethissreport, the
Corporation carried out an evaluation, with thetipgration of the Corporation’s management, inahgdthe 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 Seaesitexchange Act is recorded, processed, summaairdeported, within the time periods
specified in the SEC's rules and forms and areaipsy in an effective manner and that such inforomais accumulated and communicated to
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® fscal 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 arising of routine operations. Based u
the information currently available, it is the ojpim of management that the disposition or ultimdg&ermination of such other claims will
have a material adverse impact on the consolidfiteshcial position, results of operations, or lidity of the Corporation. This statem
constitutes a forwartboking statement under the Private Securitieghtibpn Reform Act of 1995. Actual results couldfelifmaterially fron
this statement as a result of various factorspufiolg the uncertainties arising in proving factshivi 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 Officafrthe Parent Corporation Pursuant to Sectiond8@Be Sarbanes-Oxley

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

XBRL Instance Documer

XBRL Taxonomy Extension Schema Docum

XBRL Taxonomy Extension Calculation Linkbase Docuntr

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. Weagley By: /s/ Francis R.riyat
Anthony C. Weagle' Francis R. Patry
President and Chief Executive Offic Vice President, Treasurer and Chief Financial @ft
Date: August 9, 201 Date: August 9, 201
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EXHIBIT 31.1
CERTIFICATION
[, 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 circuntstsunder 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 consolidhgubsidiaries, is made known to me by others
within those entities, particularly during the metion which this report is being prepared,;

b) designed such internal control over financiglorting, 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 presentiuisineport 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: August 9, 2013 /sl Anthony C. Weagley

Anthony C. Weagle
President and Chief Executive Offic




EXHIBIT 31.2
CERTIFICATION
I, Francis R. Patryn, 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 circuntstsunder 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 consolidhgubsidiaries, is made known to me by others
within those entities, particularly during the metion which this report is being prepared,;

b) designed such internal control over financiglorting, 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 presentiuisineport 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: August 9, 2013 /sl Francis R. Patryn

Francis R. Patry
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 CeriBancorp, Inc. (the “Corporation”) on Form 10-Q the quarter ended June 30, 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 consolidfit@cial condition of the Corporation as
of the dates presented and the consolidated resfudizerations of the Corporation for the periodsspnted.

Date: August 9, 2013 /sl Anthony C. Weagley
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 CeriBancorp, Inc. (the “Corporation”) on Form 10-Q the quarter ended June 30, 2013
filed with the Securities and Exchange Commisstbe (Report”), I, Francis R. Patryn, Vice Presidéieasurer, and Chief Financial Officer

of the Corporation, certify, pursuant to 18 U.SSgction 1350, as adopted pursuant to Section 9¢G&darbanes-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 consolidfit@cial condition of the Corporation as
of the dates presented and the consolidated rexfudiserations of the Corporation for the periodsspnted.

Date: August 9, 2013 /sl Francis R. Patryn
Francis R. Patry

Vice President, Treasurer and Chief Financial @ft




