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Indicate by check mark if the Registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. YES = NO x

Indicate by check mark whether the Registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding twelve months (or for such shorter period that the Registrant was required to file such reports); and (2) has been
subject to such filing requirements for the past 90 days. YES x NO ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§ 232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). YES x NO ~

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of Registrant s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form
10-K or any amendment to this Form 10-K.

Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting

company. See the definitions of large accelerated filer, accelerated filer, and smaller reporting company in Rule 12b-2 of the Exchange Act.
(Check one):

Large Accelerated Filer x Accelerated Filer © Non-Accelerated Filer © Smaller Reporting Company
Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). YES © NO x

As of February 1, 2013, there were 83,209,293 issued and 60,354,185 shares of the Registrant s Common Stock outstanding, including 416,123
shares held by the First Savings Bank Directors Deferred Fee Plan not otherwise considered outstanding under accounting principles generally
accepted in the United States of America. The aggregate value of the voting and non-voting common equity held by non-affiliates of the
Registrant, based on the closing price of the Common Stock as of June 30, 2012, as quoted by the NYSE, was approximately $820.9 million.
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Certain statements contained herein are forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and
Section 21E of the Securities Exchange Act of 1934. Such forward-looking statements may be identified by reference to a future period or
periods, or by the use of forward-looking terminology, such as may, will, believe, expect, estimate, anticipate, continue, or similar terr
variations on those terms, or the negative of those terms. Forward-looking statements are subject to numerous risks and uncertainties, including,
but not limited to, those related to the economic environment, particularly in the market areas in which Provident Financial Services, Inc. (the
Company ) operates, competitive products and pricing, fiscal and monetary policies of the U.S. Government, changes in government regulations
affecting financial institutions, including regulatory fees and capital requirements, changes in prevailing interest rates, acquisitions and the
integration of acquired businesses, credit risk management, asset-liability management, the financial and securities markets and the availability
of and costs associated with sources of liquidity.

The Company cautions readers not to place undue reliance on any such forward-looking statements which speak only as of the date made. The
Company also advises readers that the factors listed above could affect the Company s financial performance and could cause the Company s
actual results for future periods to differ materially from any opinions or statements expressed with respect to future periods in any current
statements. The Company does not undertake and specifically declines any obligation to publicly release the result of any revisions which may
be made to any forward-looking statements to reflect events or circumstances after the date of such statements or to reflect the occurrence of
anticipated or unanticipated events.

PART I

Item 1. Business
Provident Financial Services, Inc.

The Company is a Delaware corporation which became the holding company for The Provident Bank (the Bank ) on January 15, 2003, following
the completion of the conversion of the Bank to a stock chartered savings bank. On January 15, 2003, the Company issued an aggregate of
59,618,300 shares of its common stock, par value $0.01 per share in a subscription offering and contributed $4.8 million in cash and 1,920,000
shares of its common stock to The Provident Bank Foundation, a charitable foundation established by the Bank. As a result of the conversion

and related stock offering, the Company raised $567.2 million in net proceeds, of which $293.2 million was utilized to acquire all of the
outstanding common stock of the Bank. The Company owns all of the outstanding common stock of the Bank, and as such, is a bank holding
company subject to regulation by the Federal Reserve Board.

At December 31, 2012, the Company had total assets of $7.28 billion, loans of $4.90 billion, total deposits of $5.43 billion, and total
stockholders equity of $981.2 million. The Company s mailing address is 239 Washington Street, Jersey City, New Jersey 07302, and the
Company s telephone number is (732) 590-9200.

Capital Management. The Company paid cash dividends totaling $40.7 million and repurchased 678,750 shares of its common stock at a cost of
$9.4 million in 2012. At December 31, 2012, 4.1 million shares were eligible for repurchase. The Company and the Bank were well capitalized
at December 31, 2012 under current regulatory standards.

Available Information. The Company is a public company, and files interim, quarterly and annual reports with the Securities and Exchange
Commission ( SEC ). These respective reports are on file and a matter of public record with the SEC and may be read and copied at the SEC s
Public Reference Room at 100 F Street, NE, Room 1580, Washington, DC 20549. The public may obtain information on the operation of the
Public Reference Room by calling the SEC at 1-800-SEC-0330. The SEC maintains an Internet site that contains reports, proxy and information
statements, and other information regarding issuers that file electronically with

Table of Contents 4



Edgar Filing: PROVIDENT FINANCIAL SERVICES INC - Form 10-K

Table of Conten

the SEC (http://www.sec.gov). All filed SEC reports and interim filings can also be obtained from the Bank s website, www.providentnj.com, on
the Investor Relations page, without charge from the Company.

The Provident Bank

Established in 1839, the Bank is a New Jersey-chartered capital stock savings bank currently operating 78 full-service branch offices in the New
Jersey counties of Hudson, Bergen, Essex, Mercer, Middlesex, Monmouth, Morris, Ocean, Passaic, Somerset and Union, which the Bank
considers its primary market area. As a community- and customer oriented institution, the Bank emphasizes personal service and customer
convenience in serving the financial needs of the individuals, families and businesses residing in its primary markets areas. The Bank attracts
deposits from the general public and businesses primarily in the areas surrounding its banking offices and uses those funds, together with funds
generated from operations and borrowings, to originate commercial real estate loans, residential mortgage loans, commercial business loans and
consumer loans. The Bank also invests in mortgage-backed securities and other permissible investments.

The following are highlights of The Provident Bank s operations:

Diversified Loan Portfolio. To improve asset yields and reduce its exposure to interest rate risk, the Bank diversifies its loan portfolio by
originating commercial real estate loans and commercial business loans. These loans generally have adjustable rates or shorter fixed terms and
interest rates that are higher than the rates applicable to one- to four-family residential mortgage loans. However, these loans generally have a
higher risk of loss than one- to four- family residential mortgage loans.

Asset Quality. As of December 31, 2012, non-performing assets were $111.5 million or 1.53% of total assets, compared to $135.4 million or
1.91% of total assets at December 31, 2011. While the Bank s non-performing asset levels have been adversely impacted by the troubled real
estate market and the challenging economic environment, the Bank continues to focus on conservative underwriting criteria and on active and
timely collection efforts.

Emphasis on Relationship Banking and Core Deposits. The Bank emphasizes the acquisition and retention of core deposit accounts, such as
checking and savings accounts, and expanding customer relationships. Core deposit accounts totaled $4.47 billion at December 31, 2012,
representing 82.4% of total deposits, compared with $4.03 billion, or 78.1% of total deposits at December 31, 2011. The Bank also focuses on
increasing the number of households and businesses served and the number of banking products per customer.

Non-Interest Income. The Bank s focus on transaction accounts and expanded products and services has enabled the Bank to generate
non-interest income. Fees derived from core deposit accounts are a primary source of non-interest income. The Bank also offers investment
products and wealth and asset management services through its subsidiaries to generate non-interest income. Total non-interest income was
$43.6 million for the year ended December 31, 2012, compared with $32.5 million for the year ended December 31, 2011, and fee income was
$30.3 million for the year ended December 31, 2012, compared with $25.4 million for the year ended December 31, 2011.

Managing Interest Rate Risk. The Bank manages its exposure to interest rate risk through the origination and retention of adjustable rate and
shorter-term loans. In addition, the Bank uses its investments in securities to manage interest rate risk. At December 31, 2012, 46.0% of the
Bank s loan portfolio had a term to maturity of one year or less, or had adjustable interest rates. Moreover, at December 31, 2012, the Bank s
securities portfolio totaled $1.66 billion and had an expected average life of 3.75 years.

MARKET AREA

The Company and the Bank are headquartered in Jersey City, which is located in Hudson County, New Jersey. At December 31, 2012, the Bank
operated a network of 78 full-service banking offices throughout eleven counties in northern and central New Jersey, comprised of 14 offices in
Hudson County, 3 in Bergen, 7 in Essex, 1 in
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Mercer, 22 in Middlesex, 9 in Monmouth, 10 in Morris, 4 in Ocean, 1 in Passaic, 4 in Somerset and 3 in Union Counties. The Bank also
maintains its administrative offices in Iselin, New Jersey and satellite loan production offices in Convent Station and Princeton, New Jersey. The
Bank s lending activities, though concentrated in the communities surrounding its offices, extend predominantly throughout the State of New
Jersey.

The Bank s eleven-county primary market area includes a mix of urban and suburban communities and has a diversified mix of industries
including pharmaceutical and other manufacturing companies, network communications, insurance and financial services, healthcare, and retail.
According to the U.S. Census Bureau s most recent population data for 2012, the Bank s eleven-county market area has a population of

6.6 million, which was 74.6% of the state s total population. Because of the diversity of industries in the Bank s market area and, to a lesser
extent, its proximity to the New York City financial markets, the area s economy can be significantly affected by changes in national and
international economies. According to the U.S. Bureau of Labor Statistics, the unemployment rate in New Jersey remained elevated at 9.6% at
December 31, 2012, and increased from 9.1% at December 31, 2011.

Within its primary market area, the Bank had an approximate 2.31% share of bank deposits as of June 30, 2012, the latest date for which
statistics are available, and an approximate 1.95% deposit share of the New Jersey market statewide.

COMPETITION

The Bank faces intense competition both in originating loans, retaining loans and attracting deposits. The northern and central New Jersey
market area has a high concentration of financial institutions, including large money center and regional banks, community banks, credit unions,
investment brokerage firms and insurance companies. The Bank faces direct competition for loans from each of these institutions as well as from
mortgage companies and other loan origination firms operating in its market area. The Bank s most direct competition for deposits has come
from the several commercial banks and savings banks in its market area, especially large regional banks which have obtained a major share of
the available deposit market due in part to acquisitions and consolidations. Many of these banks have substantially greater financial resources
than the Bank and offer services that the Bank does not provide. In addition, the Bank faces significant competition for deposits from the mutual
fund industry and from investors direct purchases of short-term money market securities and other corporate and government securities.

The Bank competes in this environment by maintaining a diversified product line, including mutual funds, annuities and other investment
services made available through its investment subsidiary. Relationships with customers are built and maintained through the Bank s branch
network, its deployment of branch and off-site ATMs, and its telephone and web-based banking services.

LENDING ACTIVITIES

The Bank originates commercial real estate loans, commercial business loans, fixed-rate and adjustable-rate mortgage loans collateralized by
one- to four-family residential real estate and other consumer loans, for borrowers generally located within its primary market area.

Residential mortgage loans are primarily underwritten to standards that allow the sale of the loans to the secondary markets, primarily to the

Federal National Mortgage Association ( FNMA or Fannie Mae ) and the Federal Home Loan Mortgage Corporation ( FHLMC or Freddie Mac ).
To manage interest rate risk, the Bank generally sells fixed-rate residential mortgages that it originates with terms greater than 15 years. The

Bank commonly retains biweekly payment fixed-rate residential mortgage loans with a term of 25 years or less and a majority of the originated

adjustable rate mortgages for its portfolio.

The Bank originates commercial real estate loans that are secured by income-producing properties such as multi-family apartment buildings,
office buildings, and retail and industrial properties. Generally, these loans have terms of either 5 or 10 years.
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The Bank historically provided construction loans for both single family and condominium projects intended for sale and commercial projects
that will be retained as investments by the borrower. Since 2008, the Bank significantly reduced for sale construction loan originations due to
adverse market conditions. The Bank underwrites most construction loans for a term of three years or less. The majority of these loans are
underwritten on a floating rate basis. The Bank recognizes that there is higher risk in construction lending than permanent lending. As such, the
Bank takes certain precautions to mitigate this risk, including the retention of an outside engineering firm to perform plan and cost reviews and
to review all construction advances made against work in place and a limitation on how and when loan proceeds are advanced. In most cases, for
the single family/condominium projects, the Bank limits its exposure against houses or units that are not under contract. Similarly, commercial
construction loans usually have commitments for significant pre-leasing, or funds are held back until the leases are finalized.

The Bank originates consumer loans that are secured, in most cases, by a borrower s assets. Home equity loans and home equity lines of credit
that are secured by a first or second mortgage lien on the borrower s residence comprise the largest category of the Bank s consumer loan
portfolio. The Bank s consumer loan portfolio also includes marine loans made on an indirect basis that are secured by a first lien on recreational
boats. The marine loans were generated via boat dealers located on the East Coast of the United States. The Bank discontinued indirect marine
lending in 2010. Marine loans are currently made on a direct, limited accommodation basis to existing customers.

Commercial loans are made to businesses of varying size and type within the Bank s market. The Bank lends to established businesses, and the
loans are generally secured by business assets such as equipment, receivables, inventory, real estate or marketable securities. On a limited basis,
the Bank makes unsecured commercial loans. Most commercial lines of credit are made on a floating interest rate basis and most term loans are
made on a fixed interest rate basis, usually with terms of five years or less.

Loan Portfolio Composition. Set forth below is selected information concerning the composition of the loan portfolio in dollar amounts and in
percentages (after deductions for deferred fees and costs, unearned discounts and premiums and allowances for losses) as of the dates indicated.

At December 31,
2012 2011 2010 2009 2008
Amount Percent Amount Percent Amount Percent Amount Percent Amount Percent

(Dollars in thousands)
Residential mortgage

loans $ 1,265,015 26.17% $ 1,308,635 28.58% $ 1,386,326 31.93% $ 1,491,358 34.49% $1,793,123 40.03%
Commercial

mortgage loans 1,349,950 27.92 1,253,542 27.37 1,180,147 27.19 1,089,937 25.21 923,044 20.60
Multi-family

mortgage loans 723,958 14.98 564,147 12.32 387,189 8.92 227,663 5.27 189,462 4.23
Construction loans 120,133 2.48 114,817 2.51 125,192 2.88 195,889 4.53 233,727 5.22

Total mortgage loans 3,459,056 71.55 3,241,141 70.78 3,078,854 70.92 3,004,847 69.50 3,139,356 70.08

Commercial loans 866,395 17.92 849,009 18.54 755,487 17.40 785,818 18.18 753,173 16.81
Consumer loans 579,166 11.98 560,970 12.25 569,597 13.12 586,459 13.56 624,282 13.94
Total gross loans 4,904,617 101.45 4,651,120 101.57 4,403,938 101.45 4,377,124 101.24 4,516,811 100.84

Premiums on

purchased loans 4,964 0.10 5,823 0.13 6,771 0.16 8,012 0.19 10,980 0.24
Unearned discounts (78) (100) (104) (266) (0.01) (492) (0.01)
Net deferred costs

(fees) (4,804) (0.10) (3,334) (0.07) (792) (0.02) (676) (0.02) (551) 0.01
Total loans 4,904,699 101.45 4,653,509 101.62 4,409,813 101.58 4,384,194 101.40 4,526,748 101.06
Allowance for loan

losses (70,348) (1.45) (74,351) (1.62) (68,722) (1.58) (60,744) (1.40) (47,712) (1.07)
Total loans, net $ 4,834,351 100.00% $ 4,579,158 100.00% $ 4,341,091 100.00% $ 4,323,450 100.00% $ 4,479,036 100.00%
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Loan Maturity Schedule. The following table sets forth certain information as of December 31, 2012, regarding the maturities of loans in the
loan portfolio. Demand loans having no stated schedule of repayment and no stated maturity, and overdrafts are reported as due within one year.

Residential mortgage loans
Commercial mortgage loans
Multi-family mortgage loans
Construction loans

Total mortgage loans
Commercial loans
Consumer loans

Total loans

Within
One Year

$ 2,885
130,309
7,389
70,286

210,869
200,156
25,857

$ 436,882

One
Through
Three
Years

$ 3310
138,378
39,567
49,847

231,102
104,901
7,059

$ 343,062

Three
Through
Five Years

$ 17,817
192,657
138,839

349,313
117,212
19,536

$ 486,061

Ten
Five Through
Through Twenty
Ten Years Years
(In thousands)
$ 127,005 $ 397,679
793,710 94,644
386,266 151,588
1,306,981 643,911
344,408 80,557
92,676 303,298
$ 1,744,065 $ 1,027,766

Beyond
Twenty
Years

$716,319
252
309

716,880
19,161
130,740

$ 866,781

Total

$1,265,015
1,349,950
723,958
120,133

3,459,056
866,395
579,166

$4,904,617

Fixed- and Adjustable-Rate Loan Schedule. The following table sets forth at December 31, 2012, the dollar amount of all fixed-rate and
adjustable-rate loans due after December 31, 2013.

Residential mortgage loans
Commercial mortgage loans
Multi-family mortgage loans
Construction loans

Total mortgage loans
Commercial loans
Consumer loans

Total loans

Due After December 31, 2013

Fixed Adjustable
(In thousands)

$ 838,681 $ 423449
696,514 523,127
426,952 289,617
9,827 40,020
1,971,974 1,276,213
308,588 357,651
367,104 186,205

$ 2,647,666 $ 1,820,069

Total

$1,262,130
1,219,641
716,569
49,847

3,248,187
666,239
553,309

$ 4,467,735

Residential Mortgage Loans. The Bank originates residential mortgage loans secured by first mortgages on one- to four-family residences,

generally located in the State of New Jersey. The Bank originates residential mortgages primarily through commissioned mortgage

representatives, the Internet and its branch offices. The Bank originates both fixed-rate and adjustable-rate mortgages. As of December 31, 2012,
$1.27 billion or 26.2% of the total portfolio consisted of residential real estate loans. Of the one- to four-family loans at that date, 66.5% were
fixed-rate and 33.5% were adjustable-rate loans.

The Bank originates fixed-rate fully amortizing residential mortgage loans with the principal and interest due each month, that typically have
maturities ranging from 10 to 30 years. The Bank also originates fixed-rate residential mortgage loans with maturities of 15, 20 and 30 years that
require the payment of principal and interest on a biweekly basis. Fixed-rate jumbo residential mortgage loans (loans over the maximum that one
of the government-sponsored agencies will purchase) are originated with maturities of up to 30 years. The Bank has offered adjustable-rate
mortgage loans with a fixed-rate period of 1, 3, 5, 7 or 10 years prior to the first annual interest rate adjustment. In October 2009, the Bank
discontinued the origination of one- and three-year adjustable
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rate mortgage loans. The standard adjustment formula is the one-year constant maturity Treasury rate plus 2°/,%, adjusting annually with a 2%
maximum annual adjustment and a 6% maximum adjustment over the life of the loan.

The Company does not originate or purchase sub-prime or option ARM loans. Prior to September 30, 2008, the Company originated on a limited
basis Alt-A mortgages in the form of stated income loans with a maximum loan-to-value ratio of 50%. The balance of these Alt-A loans at
December 31, 2012 was $9.5 million.

Residential loans are primarily underwritten to Freddie Mac and Fannie Mae standards. The Bank s standard maximum loan to value ratio is
80%. However, working through mortgage insurance companies, the Bank underwrites loans for sale to Freddie Mac or Fannie Mae programs
that will finance up to 95% of the value of the residence. Generally all fixed-rate loans with terms of 20 years or more are sold into the
secondary market with servicing rights retained. Fixed-rate residential mortgage loans retained in the Bank s portfolio generally include loans
with a term of 15 years or less and biweekly payment residential mortgage loans with a term of 25 years or less. The Bank retains the majority of
the originated adjustable-rate mortgages for its portfolio.

Loans are sold without recourse, generally with servicing rights retained by the Bank. The percentage of loans sold into the secondary market
will vary depending upon interest rates and the Bank s strategies for reducing exposure to interest rate risk. In 2012, $36.7 million, or 19.9% of
residential real estate loans originated were sold into the secondary market. All of the loans sold in 2012 were long-term, fixed-rate mortgages.

The retention of adjustable-rate mortgages, as opposed to longer-term, fixed-rate residential mortgage loans, helps reduce the Bank s exposure to
interest rate risk. However, adjustable-rate mortgages generally pose credit risks different from the credit risks inherent in fixed-rate loans
primarily because as interest rates rise, the underlying debt service payments of the borrowers rise, thereby increasing the potential for default.
The Bank believes that these credit risks, which have not had a material adverse effect on the Bank to date, generally are less onerous than the
interest rate risk associated with holding 20- and 30-year fixed-rate loans in its loan portfolio.

For many years, the Bank has offered discounted rates on residential mortgage loans to low- to moderate-income individuals. Loans originated
in this category over the last five years have totaled $53.0 million. The Bank also offers a special rate program for first-time homebuyers under
which originations have totaled over $8.5 million for the past five years.

Commercial Real Estate Loans. The Bank originates loans secured by mortgages on various commercial income producing properties, including
multi-family apartment buildings, office buildings and retail and industrial properties. Commercial real estate loans were 27.9% of the loan
portfolio at December 31, 2012. A substantial majority of the Bank s commercial real estate loans are secured by properties located in the State
of New Jersey.

The Bank originates commercial real estate loans with adjustable rates and with fixed interest rates for a period that is generally five to ten years
or less, which may adjust after the initial period. Typically these loans are written for maturities of ten years or less and generally have an
amortization schedule of 20 or 25 years. As a result, the typical amortization schedule will result in a substantial principal payment upon
maturity. The Bank generally underwrites commercial real estate loans to a maximum 75% advance against either the appraised value of the
property, or its purchase price (for loans to fund the acquisition of real estate), whichever is less. The Bank generally requires minimum debt
service coverage of 1.20 times. There is a potential risk that the borrower may be unable to pay off or refinance the outstanding balance at the
loan maturity date. The Bank typically lends to experienced owners or developers who have knowledge and contacts in the commercial real
estate market.

Among the reasons for the Bank s continued emphasis on commercial real estate lending is the desire to invest in assets bearing interest rates that
are generally higher than interest rates on residential mortgage loans
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and more sensitive to changes in market interest rates. Commercial real estate loans, however, entail significant additional credit risk as
compared to one- to four-family residential mortgage loans, as they typically involve larger loan balances concentrated with single borrowers or
groups of related borrowers. In addition, the payment experience on commercial real estate loans secured by income-producing properties is
typically dependent on the successful operation of the related real estate project and thus may be more significantly impacted by adverse
conditions in the real estate market or in the economy generally.

The Bank performs more extensive diligence in underwriting commercial real estate loans than loans secured by owner-occupied one- to
four-family residential properties due to the larger loan amounts and the riskier nature of such loans. The Bank assesses and mitigates the risk in
several ways, including inspection of all such properties and the review of the overall financial condition of the borrower and guarantors, which
may include, for example, the review of the rent rolls and the verification of income. If applicable, a tenant analysis and market analysis are part
of the underwriting. For commercial real estate secured loans in excess of $750,000 and for all other commercial real estate loans where it is
deemed appropriate, the Bank employs environmental experts to inspect the property and ascertain any potential environmental risks.

The Bank requires a full independent appraisal for commercial real estate. The appraiser must be selected from the Bank s approved list. The
Bank also employs an independent review appraiser to ensure that the appraisal meets the Bank s standards. The underwriting guidelines
generally provide that the loan-to-value ratio shall not exceed 75% of the appraised value and the debt service coverage should be at least 1.20
times. In addition, financial statements are required annually for review. The Bank s policy also requires that a property inspection of commercial
mortgages over $2.5 million be completed at least every 18 months, or more frequently when warranted.

The Bank s largest commercial mortgage loan as of December 31, 2012 was a $28.9 million loan secured by a first mortgage lien on a 378 room,
full service hotel and a 422 car parking garage located in Elizabeth, New Jersey. The loan has a risk rating of 4 (loans rated 1-4 are deemed to be

acceptable quality  see discussion of the Bank s nine-point risk rating system for loans under Allowance for Loan Losses inthe Asset Quality
section) and was performing in accordance with its terms and conditions as of December 31, 2012.

Multi-family Loans. The Bank underwrites loans secured by apartment buildings that have five or more units. The Bank considers multi-family
lending a component of the commercial real estate lending portfolio. The underwriting standards and procedures that are used to underwrite
commercial real estate loans are used to underwrite multi-family loans, except the loan-to-value ratio shall not exceed 80% of the appraised
value of the property, the debt-service coverage should be a minimum of 1.15 times and an amortization period of up to 30 years.

The Bank s largest multi-family loan as of December 31, 2012 was a $28.6 million loan on a 131-unit apartment community located in

Morristown, New Jersey. The loan has a risk rating of 3 (loans rated 1-4 are deemed to be acceptable quality see discussion of the Bank s
nine-point risk rating system for loans under Allowance for Loan Losses inthe Asset Quality section) and was performing in accordance with its
terms and conditions as of December 31, 2012.

Construction Loans. The Bank originates commercial construction loans. Commercial construction lending includes both new construction of
residential and commercial real estate projects and the reconstruction of existing structures.

The Bank s commercial construction financing takes two forms: projects for sale (single family/condominiums) and projects that are constructed
for investment purposes (rental property). To mitigate the speculative nature of construction loans, the Bank generally requires significant
pre-leasing on rental properties and requires that a percentage of the single-family residences or condominiums be under contract to support
construction loan advances.

The Bank underwrites construction loans for a term of three years or less. The majority of the Bank s construction loans are floating-rate loans
with a maximum 75% loan-to-value ratio for the completed project. The
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Bank employs professional engineering firms to assist in the review of construction cost estimates and make site inspections to determine if the
work has been completed prior to the advance of funds for the project.

Construction lending generally involves a greater degree of risk than one- to four-family mortgage lending. Repayment of a construction loan is,
to a great degree, dependent upon the successful and timely completion of the construction of the subject project and the successful marketing of
the sale or lease of the project. Construction delays, slower than anticipated absorption or the financial impairment of the builder may negatively
affect the borrower s ability to repay the loan.

For all construction loans, the Bank requires an independent appraisal, which includes information on market rents and/or comparable sales for
competing projects. The Bank also obtains personal guarantees and conducts environmental due diligence as appropriate.

The Bank also employs other means to mitigate the risk of the construction lending process. For single family/condominium financing, the Bank
generally requires payment for the release of a unit that exceeds the amount of the loan advance attributable to such unit. On commercial
construction projects that the developer maintains for rental, the Bank typically holds back funds for tenant improvements until a lease is
executed.

The Bank s largest construction loan as of December 31, 2012 was a $28.0 million loan secured by a first lien on a new 250 unit luxury
multi-family apartment project located in Woolwich Township, Gloucester County, New Jersey. The loan had an outstanding balance of $18.4
million at December 31, 2012. The project is approximately 70% complete with 75 units leased and occupied. The loan has a risk rating of 4
(loans rated 1-4 are deemed to be acceptable quality see discussion of the Bank s nine-point risk rating system for loans under Allowance for
Loan Losses inthe Asset Quality section) and was performing in accordance with its terms and conditions as of December 31, 2012.

Commercial Loans. The Bank underwrites commercial loans to corporations, partnerships and other businesses. Commercial loans represented
17.9% of the loan portfolio at December 31, 2012. The majority of the Bank s commercial loan customers are local businesses with revenues of
less than $50.0 million. The Bank offers commercial loans for equipment purchases, lines of credit for working capital purposes, letters of credit
and real estate loans where the borrower is the primary occupant of the property. Most commercial loans are originated on a floating-rate basis
and the majority of fixed-rate commercial term loans are fully amortized over a five-year period. Owner-occupied commercial real estate loans
are generally underwritten to terms consistent with those utilized for commercial real estate; however, the maximum loan-to-value ratio for
owner-occupied commercial real estate loans is 80%.

The Bank also underwrites Small Business Administration ( SBA ) guaranteed loans and guaranteed or assisted loans through various state,
county and municipal programs. These governmental guarantees are typically used in cases where the borrower requires additional credit
support. The Bank has Preferred Lender status with the SBA, allowing a more streamlined application and approval process.

The underwriting of a commercial loan is based upon a review of the financial statements of the prospective borrower and guarantors. In most
cases the Bank obtains a general lien on accounts receivable and inventory, along with the specific collateral such as real estate or equipment, as
appropriate.

Commercial loans generally bear higher interest rates than residential mortgage loans, but they also involve a higher risk of default since their
repayment is generally dependent on the cash flow of the borrower s business. As a result, the availability of funds for the repayment of
commercial loans may be substantially dependent on the success of the business itself and the general economic environment. The Bank s largest
commercial loan was a $38.0 million line of credit to a general contracting company specializing in bridge and highway construction with a risk
rating of 3 (loans rated 1-4 are deemed acceptable quality -see discussion of the Bank s nine-point risk rating system for loans under Allowance
for Loan Losses inthe Asset Quality section). The
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line is used primarily for bid bonding and working capital purposes. The Bank sold a participation interest of $10.0 million in the line of credit to
another financial institution, which reduced the Bank s exposure to $28.0 million. As of December 31, 2012, the line of credit did not have an
outstanding balance.

Consumer Loans. The Bank offers a variety of consumer loans to individuals. Consumer loans represented 12.0% of the loan portfolio at
December 31, 2012. Home equity loans and home equity lines of credit constituted 90.8% of the consumer loan portfolio and indirect marine
loans constituted 7.2% of the consumer loan portfolio as of December 2012. The remainder of the consumer loan portfolio includes personal
loans and unsecured lines of credit, direct auto loans and recreational vehicle loans, which represented 2.0% of the consumer loan portfolio. The
Bank no longer purchases indirect auto or recreational vehicle loans.

Interest rates on home equity loans are fixed for a term not to exceed 20 years and the maximum loan amount is $500,000. A portion of the

home equity loan portfolio includes first lien product loans, under which the Bank has offered special rates to borrowers who refinance first
mortgage loans on the home equity (first lien) basis. The Bank s home equity lines are made at floating interest rates and the Bank provides lines
of credit of up to $500,000. The approved home equity lines and utilization amounts as of December 31, 2012 were $456.2 million and $191.1
million, respectively, representing utilization of 41.9%.

The Bank previously purchased marine loans from established dealers and brokers located on the East Coast of the United States, which were
underwritten to the Bank s pre-established underwriting standards. The maximum marine loan is $500,000. All marine loans are collateralized by
a first lien on the vessel. Originations of marine loans have declined significantly as the Bank discontinued indirect marine lending in 2010.
Marine loans are currently made only on a direct, limited accommodation basis to existing customers. At December 31, 2012, marine loans
totaled $41.7 million.

Consumer loans generally entail greater credit risk than residential mortgage loans, particularly in the case of home equity loans and lines of
credit secured by second lien positions, consumer loans that are unsecured or that are secured by assets that tend to depreciate, such as
automobiles, boats and recreational vehicles. Collateral repossessed by the Bank from a defaulted consumer loan may not provide an adequate
source of repayment of the outstanding loan balance, and the remaining deficiency may warrant further substantial collection efforts against the
borrower. In addition, consumer loan collections are dependent upon the borrower s continued financial stability, and which is more likely to be
adversely affected by job loss, divorce, illness or personal bankruptcy. Furthermore, the application of various federal and state laws, including
bankruptcy and insolvency laws, may limit the amount which can be recovered on such loans.

Loan Originations, Purchases, and Repayments. The following table sets forth the Bank s loan origination, purchase and repayment activities for
the periods indicated.

Year Ended December 31,
2012 2011 2010
(In thousands)

Originations:

Residential mortgage $ 184,327 $ 146,742 $ 152,002
Commercial mortgage 270,190 240,930 197,718
Multi-family mortgage 219,068 150,625 134,052
Construction 92,291 119,245 51,066
Commercial 658,228 664,199 490,004
Consumer 228,401 184,955 111,407
Subtotal of loans originated 1,652,505 1,506,696 1,136,249
Loans purchased 73,740 79,521 90,430
Total loans originated 1,726,245 1,586,217 1,226,679
Loans sold or securitized 36,723 21,394 18,139
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Year Ended December 31,
2012 2011 2010
(In thousands)

Repayments:

Residential mortgage 270,251 285,848 327,379
Commercial mortgage 179,937 159,742 110,117
Multi-family mortgage 59,599 21,065 11,556
Construction 73,116 86,447 71,158
Commercial 622,851 555,535 508,269
Consumer 206,654 187,040 123,782
Total repayments 1,412,408 1,295,676 1,152,261
Total reductions 1,449,131 1,317,070 1,170,400
Other items, net) (25,924) (25,451) (30,660)
Net increase (decrease) $ 251,190 $ 243,696 $ 25619

(1) Other items include charge-offs, deferred fees and expenses, discounts and premiums.

Loan Approval Procedures and Authority. The Bank s Board of Directors approves the Lending Policy on an annual basis as well as on an
interim basis as modifications are warranted. The Lending Policy sets the Bank s lending authority for each type of loan. The Bank s lending
officers are assigned dollar authority limits based upon their experience and expertise. All loan approvals require joint lending authority.

The largest individual lending authority is $10.0 million, which is only available to the Chief Executive Officer and the Chief Lending Officer
for permanent commercial real estate loans. The Chief Executive Officer and the Chief Lending Officer have individual lending authority up to
$7.5 million for all other loan facilities. Loans in excess of these limits, or which when combined with existing credits of the borrower or related
borrowers exceed these limits, are presented to the management Credit Committee for approval. The Credit Committee currently consists of
seven senior officers including the Chief Executive Officer, the Chief Lending Officer, the Chief Financial Officer and the Chief Credit Officer,
and requires a majority vote for credit approval.

While the Bank discourages loan policy exceptions, from time to time, based upon reasonable business considerations exceptions to the policy
may be warranted. The business reason and mitigants for the exception must be noted on the loan approval document. The policy exception
requires the approval of the Chief Lending Officer or the Department Manager of the lending department responsible for the underlying loan, if
it is within his or her approval authority limit. All other policy exceptions must be approved by the Credit Committee. The Credit Administration
Department reports the type and frequency of loan policy exceptions to the Credit Committee and the Risk Committee of the Board of Directors
on a quarterly basis, or more frequently if necessary.

The Bank has adopted a risk rating system as part of the credit risk assessment of its loan portfolio. The Bank s commercial real estate and
commercial lending officers are required to assign a risk rating to each loan in their portfolio at origination. When the lender learns of important
financial developments, the risk rating is reviewed accordingly. Similarly, the Credit Committee can adjust a risk rating. Quarterly,

management s Credit Risk Management Committee meets to review all loans rated a watch or worse. In addition, a loan review examination is
performed by an independent third party which validates the risk ratings. The risk ratings play an important role in the establishment of the loan
loss provision and to confirm the adequacy of the allowance for loan losses.

Loans to One Borrower. The regulatory limit on total loans to any borrower or attributed to any one borrower is 15% of the Bank s unimpaired
capital and surplus. As of December 31, 2012, the regulatory lending limit was $90.1 million. The Bank s current internal policy limit on total
loans to a borrower or related borrowers
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that constitute a group exposure is up to $80.0 million for loans with a risk rating of 2 or better, $70.0 million for loans with a risk rating of 3
and $50.0 million for loans with a risk rating of 4. The Bank reviews these group exposures on a quarterly basis. The Bank also sets additional
limits on size of loans by loan type.

At December 31, 2012, the Bank s largest group exposure with an individual borrower and its related entities was $70.6 million, consisting of
three commercial mortgage loans secured by first liens on three institutional quality multi-family apartment projects with a total of 370 units
located in northern New Jersey. Each of these loans has a credit risk rating of 3. The borrower, headquartered in New Jersey, is one of the largest
privately held real estate owners and developers in the United States. Management has determined that this exception to the internal group
exposure policy limit is manageable and is mitigated by the borrower s diverse revenue mix as well as its reputation and proven successful track
record. This lending relationship was approved as an exception to the internal policy limits by the Management Credit Committee and reported
to the Risk Committee of the Board of Directors, and conformed to the regulatory limit applicable to the Bank at the time of loan origination. As
of December 31, 2012, all of the loans in this lending relationship were performing in accordance with their respective terms and conditions.

As of December 31, 2012, the Bank had $1.5 billion in loans outstanding to its 50 largest borrowers and their related entities.
ASSET QUALITY

General. One of the Bank s key objectives has been and continues to be to maintain a high level of asset quality. In addition to maintaining sound
credit standards for new loan originations, the Bank employs proactive collection and workout processes in dealing with delinquent or problem
loans. The Bank actively markets properties that it acquires through foreclosure or otherwise in the loan collection process.

Collection Procedures. In the case of residential mortgage and consumer loans, the collections personnel in the Bank s Asset Recovery
Department are responsible for collection activities from the sixteenth day of delinquency. Collection efforts include automated notices of
delinquency, telephone calls, letters and other notices to delinquent borrowers. Foreclosure proceedings and other appropriate collection
activities such as repossession of collateral are commenced within at least 90 to 120 days after a loan is delinquent. Periodic inspections of real
estate and other collateral are conducted throughout the collection process. The Bank s collection procedures for Federal Housing Association

( FHA ) and Veteran s Administration ( VA ) one- to four-family mortgage loans follow the collection guidelines outlined by those agencies.

Real estate and other assets acquired through foreclosure or in connection with a loan workout are held as foreclosed assets. The Bank carries
other real estate owned and other foreclosed assets at the lower of their cost or their fair value less estimated selling costs. The Bank attempts to
sell the property at foreclosure sale or as soon as practical after the foreclosure sale through a proactive marketing effort.

The collection procedures for commercial real estate and commercial loans include sending periodic late notices and letters to a borrower once a
loan is past due. The Bank attempts to make direct contact with a borrower once a loan is 16 days past due, usually by telephone. The Chief
Lending Officer and Chief Credit Officer review all commercial real estate and commercial loan delinquencies on a weekly basis. Generally,
delinquent commercial real estate and commercial loans are transferred to the Asset Recovery Department for further action if the delinquency is
not cured within a reasonable period of time, typically 60 to 90 days. The Chief Lending Officer and Chief Credit Officer have the authority to
transfer performing commercial real estate or commercial loans to the Asset Recovery Department if, in their opinion, a credit problem exists or
is likely to occur.

Loans deemed uncollectible are proposed for charge-off on a monthly basis. Any charge-off recommendation of $250,000 or greater is
submitted to Executive Management for approval.
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Delinquent Loans and Non-performing Loans and Assets. The Bank s policies require that the Chief Credit Officer continuously monitor the
status of the loan portfolios and report to the Board of Directors on a monthly basis. These reports include information on impaired loans,
delinquent loans, criticized and classified assets, and foreclosed assets. An impaired loan is defined as a non-homogenous loan greater than $1.0
million for which it is probable, based on current information, that the Bank will not collect all amounts due under the contractual terms of the
loan agreement. Impaired loans also include all loans modified as troubled debt restructurings ( TDRs ). A loan is deemed to be a TDR when a
modification resulting in a concession is made by the Bank in an effort to mitigate potential loss arising from a borrower s financial difficulty.
Smaller balance homogeneous loans including residential mortgages and other consumer loans are evaluated collectively for impairment and are
excluded from the definition of impaired loans, except for modified loans previously discussed. Impaired loans are individually identified and
reviewed to determine that each loan s carrying value is not in excess of the fair value of the related collateral or the present value of the expected
future cash flows. As of December 31, 2012, there were 108 impaired loans totaling $109.6 million. Included in this total were 80 TDRs to 70
borrowers totaling $58.4 million that were performing in accordance with their restructured terms and which continued to accrue interest at
December 31, 2012.

Interest income stops accruing on loans when interest or principal payments are 90 days in arrears or earlier when the timely collectability of
such interest or principal is doubtful. When the accrual of interest on a loan is stopped, the loan is designated as a non-accrual loan and the
outstanding unpaid interest previously credited is reversed. A non-accrual loan is returned to accrual status when factors indicating doubtful
collection no longer exist, the loan has been brought current and the borrower demonstrates some period (generally six months) of timely
contractual payments.

Federal and state regulations as well as the Bank s policy require the Bank to utilize an internal risk rating system as a means of reporting
problem and potential problem assets. Under this system, the Bank classifies problem and potential problem assets as substandard,  doubtful or
loss assets. An asset is considered substandard if it is inadequately protected by the current net worth and paying capacity of the obligor or of the
collateral pledged, if any. Substandard assets include those characterized by the distinct possibility that the Bank will sustain some loss if the
deficiencies are not corrected. Assets classified as doubtful have all of the weaknesses inherent in those classified substandard with the added
characteristic that the weaknesses present make collection or liquidation in full, on the basis of currently existing facts, conditions, and values,
highly questionable and improbable. Assets classified as loss are those considered uncollectible and of such little value that their continuance as
assets without the establishment of a specific loss reserve is not warranted. Assets which do not currently expose the Bank to sufficient risk to
warrant classification in one of the aforementioned categories, but possess weaknesses, are designated special mention.

General valuation allowances represent loss allowances which have been established to recognize the inherent risk associated with lending

activities, but which, unlike specific allowances, have not been allocated to particular problem assets. When the Bank classifies one or more

assets, or portions thereof, as substandard or doubtful, the Bank may establish a specific allowance for loan losses in an amount deemed prudent
by management. When the Bank classifies one or more assets, or portions thereof, as loss, the Bank is required either to establish a specific
allowance for losses equal to 100% of the amount of the asset so classified or to charge-off such amount.

The Bank s determination as to the classification of assets and the amount of the valuation allowances is subject to review by the FDIC and the
New Jersey Department of Banking and Insurance, each of which can require the establishment of additional general or specific loss allowances.
The FDIC, in conjunction with the other federal banking agencies, issued an interagency policy statement on the allowance for loan and lease
losses. The policy statement provides updated guidance for financial institutions on both the responsibilities of the board of directors and
management for the maintenance of adequate allowances, and guidance for banking agency examiners to use in determining the adequacy of
general valuation allowances. Generally, the policy statement reaffirms that institutions should have effective loan review systems and controls
to identify, monitor and address
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asset quality problems; that loans deemed uncollectible are promptly charged off; and that the institution s process for determining an adequate
level for its valuation allowance is based on a comprehensive, adequately documented, and consistently applied analysis of the institution s loan
and lease portfolio. While management believes that on the basis of information currently available to it, the allowance for loans losses is
adequate as of December 31, 2012, actual losses are dependent upon future events and, as such, further additions to the level of allowances for
loan losses may become necessary.

Loans are classified in accordance with the risk rating system described above. At December 31, 2012, $182.4 million of loans were classified as
substandard, which consisted of $79.6 million in commercial and multi-family mortgage loans, $54.2 million in commercial loans, $29.3 million

in residential loans, $13.6 million in construction loans and $5.7 million in consumer loans. At that same date, loans classified as doubtful

totaled $464,000, consisting solely of commercial loans. There were no loans classified as loss at December 31, 2012. As of December 31, 2012,

$45.7 million of loans were designated special mention.

The following table sets forth delinquencies in the loan portfolio as of the dates indicated.

At December 31, 2012 At December 31, 2011 At December 31, 2010
60-89 Days 90 Days or More 60-89 Days 90 Days or More 60-89 Days 90 Days or More
Number Principal Number Principal Number Principal Number Principal Number Principal Number Principal

of Balance of Balance of Balance of Balance of Balance of Balance
Loans of Loans Loans of Loans Loans of Loans Loans of Loans Loans of Loans Loans of Loans
(Dollars in thousands)

Residential mortgage loans 43 $ 11,986 146 $ 29,293 35 $ 7936 184 $ 40,386 29 $ 8370 167 $ 41,247
Commercial mortgage loans 5 12,194 11 14,932 2 1,155 9 11,928 1 4,286 9 14,478
Multi-family mortgage loans 2 412 1 997 1 200

Construction loans

Total mortgage loans 48 24,180 159 44,637 37 9,091 194 53,311 30 12,656 177 55,925

Commercial loans 2 70 46 15,682 11 526 40 15,059 8 562 63 12,437

Consumer loans 33 1,808 65 5,666 29 1,908 78 8,533 33 3,487 83 6,215

Total loans 83 § 26,058 270  $ 65,985 77 $ 11,525 312 $ 76,903 71 $ 16,705 323 $ 74,577
13
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Non-Accrual Loans and Non-Performing Assets. The following table sets forth information regarding non-accrual loans and other
non-performing assets. At December 31, 2012, there were 14 troubled debt restructured loans totaling $25.7 million that were classified as
non-accrual, compared to 10 non-accrual troubled debt restructured loans which totaled $24.3 million at December 31, 2011; no troubled debt
restructurings were non-accrual at any of the prior periods. Loans are generally placed on non-accrual status when they become 90 days or more
past due or if they have been identified as presenting uncertainty with respect to the collectability of interest or principal.

At December 31,
2012 2011 2010 2009 2008
(Dollars in thousands)
Non-accruing loans:

Residential mortgage loans $ 29,293 $ 40,386 $ 41,247 $ 28,622 $ 14,503
Commercial mortgage loans 29,072 29,522 16,091 23,356 24,830
Multi-family mortgage loans 412 997 201

Construction loans 8,896 11,018 9,412 13,186 9,403
Commercial loans 25,467 32,093 23,505 12,548 4,456
Consumer loans 5,850 8,533 6,808 6,765 5,926
Total non-accruing loans 98,990 122,549 97,264 84,477 59,118

Accruing loans delinquent 90 days or more

Total non-performing loans 98,990 122,549 97,264 84,477 59,118
Foreclosed assets 12,473 12,802 2,858 6,384 3,439
Total non-performing assets $ 111,463 $ 135,351 $ 100,122 $90,861 $ 62,557
Total non-performing assets as a percentage of total assets 1.53% 1.91% 1.47% 1.33% 0.96%
Total non-performing loans to total loans 2.02% 2.63% 2.21% 1.93% 1.31%

Non-performing commercial mortgage loans decreased $449,000 to $29.1 million at December 31, 2012, from $29.5 million at December 31,
2011. At December 31, 2012, the Company held 10 non-performing commercial mortgage loans. The largest non-performing commercial
mortgage loan was a $12.9 million loan secured by a first mortgage on a 200,000 square foot office/industrial building located in Eatontown,
New Jersey, which has been negatively impacted by the loss of a major tenant that relied upon contracts with the Federal Government. The loan
has been restructured and payments are current at December 31, 2012. The borrower continues to make efforts to lease the property. There is no
contractual commitment to advance additional funds to this borrower.

Non-performing commercial loans decreased $6.6 million, to $25.5 million at December 31, 2012, from $32.1 million at December 31, 2011.
Non-performing commercial loans at December 31, 2012 consisted of 54 loans. The largest non-performing commercial loan relationship
consisted of four loans to a power systems manufacturer with total outstanding balances of $8.7 million at December 31, 2012. All contractual
payments on these loans, based upon modified terms, were current at December 31, 2012.

Non-performing construction loans decreased $2.1 million, to $8.9 million at December 31, 2012, from $11.0 million at December 31, 2011. At
December 31, 2012, non-performing construction loans consisted of one loan secured by a first mortgage on a 77,000 square foot newly
constructed Class A office building, and a parcel of land with approvals for an 110,000 square foot office building located in Parsippany, New
Jersey. The office building is completed, except for tenant improvements, but not leased due to weakness in the market. The property is being
marketed and the principals are supporting the project. All contractual payments on this loan, based upon modified terms, were current at
December 31, 2012. The Company has an unfunded commitment of $3.6 million on this loan at December 31, 2012.

14
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Non-performing multi-family loans declined $585,000, to $412,000 at December 31, 2012, from $997,000 at December 31, 2011 as a result of a
$997,000 note sale, partially offset by inflows of two smaller loans.

Non-performing residential mortgage loans decreased $11.1 million to $29.3 million at December 31, 2012, from $40.4 million at December 31,
2011. Gross charge-offs of residential loans were $4.6 million for the year ended December 31, 2012.

Non-performing consumer loans decreased $2.6 million, to $5.9 million at December 31, 2012, from $8.5 million at December 31, 2011. Gross
consumer loan charge-offs were $3.5 million for the year ended December 31, 2012.

At December 31, 2012, the Company held $12.5 million of foreclosed assets, compared with $12.8 million at December 31, 2011. Foreclosed
assets at December 31, 2012 are carried at fair value based on recent appraisals and valuation estimates, less estimated selling costs. Foreclosed
assets consisted of $6.5 million of commercial real estate, $5.0 million of residential properties, and $583,000 of marine vessels at December 31,
2012.

Non-performing assets totaled $111.5 million, or 1.53% of total assets at December 31, 2012, compared to $135.4 million, or 1.91% of total
assets at December 31, 2011. If the non-accrual loans had performed in accordance with their original terms, interest income would have
increased by $3.0 million during the year ended December 31, 2012.

Allowance for Loan Losses. The allowance for loan losses is a valuation account that reflects an evaluation of the probable losses in the loan
portfolio. The allowance for loan losses is maintained through provisions for loan losses that are charged to income. Charge-offs against the

allowance for loan losses are taken on loans where it is determined the collection of loan principal is unlikely. Recoveries made on loans that
have been charged-off are credited to the allowance for loan losses.

Management s evaluation of the adequacy of the allowance for loan losses includes the review of all loans on which the collectability of principal
may not be reasonably assured. For residential mortgage and consumer loans this is determined primarily by delinquency and collateral values.
For commercial real estate and commercial loans, an extensive review of financial performance, payment history and collateral values is
conducted on a quarterly basis.

As part of the evaluation of the adequacy of the allowance for loan losses, each quarter management prepares an analysis that categorizes the
entire loan portfolio by certain risk characteristics such as loan type (residential mortgage, commercial mortgage, construction, commercial, etc.)
and loan risk rating. The factors considered in assessing the adequacy of the allowance for loan losses include the following:

results of the routine loan quality reviews performed by an outside third party;

general economic and business conditions affecting key lending areas;

credit quality trends (including trends in non-performing loans, including anticipated trends based on market conditions);

collateral values;

loan volumes and concentrations;

seasoning of the loan portfolio;

specific industry conditions within portfolio segments;
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duration and breadth of the current business cycle.
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When assigning a risk rating to a loan, management utilizes the Bank s internal nine-point risk rating system. Loans deemed to be acceptable
quality are rated 1 through 4, with a rating of 1 established for loans with minimal risk. Loans that are deemed to be of questionable quality are
rated 5 (watch) or 6 (special mention). Loans with adverse classifications (substandard, doubtful or loss) are rated 7, 8 or 9, respectively.
Commercial mortgage, commercial, multi-family and construction loans are rated individually, and each lending officer is responsible for risk
rating loans in his or her portfolio. These risk ratings are then reviewed by the department manager and/or the Chief Lending Officer and by the
Credit Administration Department. The risk ratings for loans requiring Credit Committee approval are periodically reviewed by the Credit
Committee in the credit approval or renewal process. The risk ratings are also confirmed through periodic loan review examinations, which are
currently performed by an independent third party. Reports by the independent third party are presented directly to the Audit and Risk

Committees of the Board of Directors.

Each quarter, the lending groups prepare individual Credit Risk Management Reports for the Credit Administration Department. These reports
review all commercial loans and commercial mortgage loans that have been determined to involve above-average risk (risk rating of 5 or worse).
The Credit Risk Management Reports contain the reason for the risk rating assigned to each loan, status of the loan and any current
developments. These reports are submitted to a committee chaired by the Chief Credit Officer. Each loan officer reviews the loan and the
corresponding Credit Risk Management Report with the committee and the risk rating is evaluated for appropriateness.

Management assigns general valuation allowance ( GVA ) percentages to each risk rating category for use in allocating the allowance for loan
losses, giving consideration to historical loss experience by loan type, as well as qualitative and environmental factors such as:

levels of and trends in delinquencies and impaired loans;

levels of and trends in charge-offs and recoveries;

trends in volume and terms of loans;

effects of any changes in risk selection and underwriting standards, changes in lending policies, procedures and practices;

changes in the quality of the Bank s loan review system;

experience, ability, and depth of lending management and other relevant staff;

national and local economic trends and conditions;

industry conditions; and

effects of changes in credit concentration.
The appropriateness of these percentages is evaluated by management at least annually and monitored on a quarterly basis, with changes made
when they are required. In the first quarter of 2012, management completed its most recent evaluation of the GVA percentages. As a result of
that evaluation, GV A percentages applied to the marine portfolio were increased to reflect an increase in historical loss experience.

The reserve factors applied to each loan risk rating are inherently subjective in nature. Reserve factors are assigned to each of the risk rating
categories. This methodology permits adjustments to the allowance for loan losses in the event that, in management s judgment, significant
conditions impacting the credit quality and collectability of the loan portfolio as of the evaluation date are not otherwise adequately reflected in
the analysis.
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relation to the total loan balance, loan portfolio growth, loan portfolio composition, loan delinquency trends and peer group analysis. As a result
of this process, management has established an unallocated portion of the allowance for loan losses. The unallocated portion of the allowance for

16

Table of Contents 22



Edgar Filing: PROVIDENT FINANCIAL SERVICES INC - Form 10-K

Table of Conten

loan losses is warranted based on factors such as the geographic concentration of the loan portfolio, current economic conditions and the losses
inherent in commercial lending, as these types of loans are typically riskier than residential mortgages.

Management believes the primary risks inherent in the portfolio are a continued decline in the economy, generally, a continued decline in real
estate market values, rising unemployment or a protracted period of unemployment at current elevated levels, increasing vacancy rates in
commercial investment properties and possible increases in interest rates in the absence of economic improvement. Any one or a combination of

these events may adversely affect borrowers

ability to repay the loans, resulting in increased delinquencies, loan losses and future levels of
provisions. Accordingly, the Company has provided for loan losses at the current level to address the current risk in its loan portfolio.

Management considers it important to maintain the ratio of the allowance for loan losses to total loans at an acceptable level given current
economic conditions, interest rates and the composition of the portfolio. Management will continue to review the entire loan portfolio to
determine the extent, if any, to which further additional loan loss provisions may be deemed necessary. The allowance for loan losses is
maintained at a level that represents management s best estimate of probable losses related to specifically identified loans as well as probable
losses inherent in the remaining loan portfolio. There can be no assurance that the allowance for loan losses will be adequate to cover all losses
that may in fact be realized in the future or that additional provisions for loan losses will not be required.

Analysis of the Allowance for Loan Losses. The following table sets forth the analysis of the allowance for loan losses for the periods indicated.

Balance at beginning of period

Charge offs:

Residential mortgage loans
Commercial mortgage loans
Multi-family mortgage loans
Construction loans
Commercial loans
Consumer loans

Total

Recoveries:

Residential mortgage loans
Commercial mortgage loans
Multi-family mortgage loans
Construction loans
Commercial loans
Consumer loans

Total

Net charge-offs
Provision for loan losses

Allowance of acquired institution

Balance at end of period

Ratio of net charge-offs to average loans outstanding during the

period

Allowance for loan losses to total loans

Allowance for loan losses to non-performing loans
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2012

$ 74,351

4,622
3,253
19

238
12,259
3,516

23,907

105
56

2,771
971

3,904

20,003
16,000

$70,348

0.43%

1.43%

71.07%

Year Ended December 31,
2011 2010 2009
(Dollars in thousands)

$ 68,722 $ 60,744 $47,712

5,229 1,996 2,712

3,408 10,452 619

123 1,384 1,089

8,634 11,196 7,576

7,659 4,439 7,624

25,053 29,467 19,620

197 359 19

15 30 6

4 47

1,018 727 1,367

548 782 1,010

1,782 1,945 2,402

23,271 27,522 17,218

28,900 35,500 30,250

$ 74,351 $ 68,722 $ 60,744
0.52% 0.64% 0.39%
1.60% 1.56% 1.39%
60.67% 70.66% 71.91%

2008

$40,782

20
3,529

88
1,967
4,821

10,425

480

88
372
1,313

2,255

8,170
15,100

$47,712

0.19%
1.05%

80.71%
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Allocation of Allowance for Loan Losses. The following table sets forth the allocation of the allowance for loan losses by loan category for the
periods indicated. This allocation is based on management s assessment, as of a given point in time, of the risk characteristics of each of the
component parts of the total loan portfolio and is subject to changes as and when the risk factors of each such component part change. The
allocation is neither indicative of the specific amounts or the loan categories in which future charge-offs may be taken, nor is it an indicator of
future loss trends. The allocation of the allowance to each category does not restrict the use of the allowance to absorb losses in any category.

At December 31,
2012 2011 2010 2009 2008

Amount of Percent of Amount of Percent of Amount of Percent of Amount of Percent. of Amount of Percent of
Allowance Loansin  Allowance Loans in  Allowance Loansin  Allowance Loans in Allowance Loans in
for Each for Each for Each for Each for Each
Loan  Category to Loan  Category to Loan  Category to Loan  Category to Loan  Category to
Losses Total Loans Losses Total Loans Losses Total Loans Losses Total Loans Losses Total Loans
(Dollars in thousands)

Residential mortgage loans $ 6,053 2579% $ 5,873 28.14% $ 6,628 3148% $ 5324 34.07% $ 4,142 39.70%
Commercial mortgage

loans 21,639 27.52 22,308 26.95 20,441 26.80 23,578 24.90 14,938 20.44
Multi-family mortgage

loans 7,163 14.76 6,933 12.13 4,065 8.79 2,309 5.20 973 4.19
Construction loans 3,107 2.45 4,329 2.47 7,282 2.84 4,134 4.48 5,264 5.17
Commercial loans 20,315 17.67 25,381 18.25 22,210 17.15 16,572 17.95 12,697 16.68
Consumer loans 5,224 11.81 5,515 12.06 5,616 12.94 5,964 13.40 6,854 13.82
Unallocated 6,847 4,012 2,480 2,863 2,844

Total $ 70,348 100.00% $ 74,351 100.00% $ 68,722 100.00% $ 60,744 100.00% $ 47,712 100.00%
INVESTMENT ACTIVITIES

General. The Board of Directors annually approves the Investment Policy for the Bank and the Company. The Chief Financial Officer and the
Treasurer are authorized by the Board to implement the Investment Policy and establish investment strategies. The Chief Executive Officer,
Chief Financial Officer, Treasurer and Assistant Treasurer are authorized to make investment decisions consistent with the Investment Policy.
Investment transactions for the Bank are reported to the Board of Directors of the Bank on a monthly basis.

The Investment Policy is designed to generate a favorable rate of return, consistent with established guidelines for liquidity, safety and
diversification, and to complement the lending activities of the Bank. Investment decisions are made in accordance with the policy and are based
on credit quality, interest rate risk, balance sheet composition, market expectations, liquidity, income and collateral needs.

The Investment Policy does not currently permit the purchase of any securities that are below investment grade.

The investment strategy is to maximize the return on the investment portfolio consistent with guidelines that have been established for liquidity,
safety, duration and diversification. The investment strategy also considers the Bank s and the Company s interest rate risk position as well as
liquidity, loan demand and other factors. Acceptable investment securities include U.S. Treasury and Agency obligations, collateralized

mortgage obligations ( CMOs ), corporate debt obligations, municipal bonds, mortgage-backed securities, commercial paper, mutual funds,
bankers acceptances and Federal funds. Securities purchased for the investment portfolio require a minimum credit rating of A by Moody s or
Standard & Poor s at the time of purchase.

Securities in the investment portfolio are classified as held to maturity, available for sale or held for trading. Securities that are classified as held
to maturity are securities that the Bank or the Company has the intent and ability to hold until their contractual maturity date and are reported at
cost. Securities that are classified as available for sale are reported at fair value. Available for sale securities include U.S. Treasury and Agency
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obligations, U.S. Agency and privately-issued CMOs, corporate debt obligations and equities. Sales of securities may occur from time to time in
response to changes in market rates and liquidity needs and to facilitate balance sheet reallocation to effectively manage interest rate risk. At the
present time, there are no securities that are classified as held for trading.

Management conducts a periodic review and evaluation of the securities portfolio to determine if any securities with a market value below book
value were other-than-temporarily impaired. If such an impairment were deemed other-than-temporary, management would measure the total
credit-related component of the unrealized loss, and the Company would recognize that portion of the loss as a charge to current period earnings.
The remaining portion of the unrealized loss would be recognized as an adjustment to accumulated other comprehensive income. The fair value
of the securities portfolio is significantly affected by changes in interest rates. In general, as interest rates rise, the fair value of fixed-rate
securities decreases and as interest rates fall, the fair value of fixed-rate securities increases. The market for non-investment grade, privately
issued mortgage-backed securities remains illiquid and prices have not appreciated despite favorable movements in interest rates. The Company
evaluates if it has the intent to sell these securities and if it is not more likely than not that the Company would be required to sell the securities
before the anticipated recovery.

CMOs are a type of debt security issued by a special-purpose entity that aggregates pools of mortgages and mortgage-related securities and
creates different classes of CMO securities with varying maturities and amortization schedules as well as a residual interest with each class
possessing different risk characteristics. In contrast to pass-through mortgage-backed securities from which cash flow is received (and
prepayment risk is shared) pro rata by all securities holders, the cash flow from the mortgages or mortgage-related securities underlying CMOs
is paid in accordance with predetermined priority to investors holding various tranches of such securities or obligations. A particular tranche of
CMOs may therefore carry prepayment risk that differs from that of both the underlying collateral and other tranches. Accordingly, CMOs
attempt to moderate risks associated with conventional mortgage-related securities resulting from unexpected prepayment activity. In declining
interest rate environments, the Bank attempts to purchase CMOs with principal lock-out periods, reducing prepayment risk in the investment
portfolio. During rising interest rate periods, the Bank s strategy is to purchase CMOs that are receiving principal payments that can be reinvested
at higher current yields. Investments in CMOs involve a risk that actual prepayments will differ from those estimated in pricing the security,
which may result in adjustments to the net yield on such securities. Additionally, the fair value of such securities may be adversely affected by
changes in the market interest rates. Management believes these securities may represent attractive alternatives relative to other investments due
to the wide variety of maturity, repayment and interest rate options available.

At December 31, 2012, the Bank held $42.0 million in privately-issued CMOs in the investment portfolio. The Bank and the Company do not
invest in collateralized debt obligations, mortgage-related securities secured by sub-prime loans, or any preferred equity securities.
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Amortized Cost and Fair Value of Securities. The following table sets forth certain information regarding the amortized cost and fair values of
the Company s securities as of the dates indicated.

At December 31,
2012 2011 2010
Amortized Cost Fair Value Amortized Cost Fair Value = Amortized Cost Fair Value
(Dollars in thousands)

Held to Maturity:

Mortgage-backed securities $ 11,123 $ 11,583 $ 22321 $ 23,180 $ 39,493 $ 41,170
FHLB obligations 500 500 500 504 250 250
FHLMC obligations 1,300 1,305 499 503 750 744
FNMA obligations 2,905 2,934 2,648 2,676 1,749 1,729
FFCB obligations

State and municipal obligations 336,078 350,825 314,108 330,902 294,527 298,239
Corporate obligations 7,558 7,769 8,242 8,531 9,253 9,548
Total held-to-maturity $ 359,464 $ 374916 $ 348,318 $ 366,296 $ 346,022 $ 351,680
Available for Sale:

State and municipal obligations 9,933 10,316 11,066 11,614 11,188 11,629
Mortgage-backed securities 1,134,647 1,162,325 1,221,988 1,251,003 1,223,869 1,247,526
FHLMC obligations 38,812 39,026 24,077 24,155 20,080 20,077
FHLB obligations 13,196 13,234 43,546 43,669 85,188 85,770
FNMA obligations 38,435 38,757 33,506 33,725

FFCB obligations 4,001 4,009 4,003 3,996
Corporate obligations 7,517 7,636 9,543 9,929
Equity securities 307 344 307 308

Total available for sale $1,235,330 $1,264,002 $1,346,008 $1,376,119 $1,353,871 $1,378,927

Average expected life of
securities” 3.75 years 3.00 years 3.42 years

(1) Average expected life is based on prepayment assumptions utilizing prevailing interest rates as of the reporting dates and does not include
equity securities.

The aggregate carrying values and fair values of securities by issuer, where the aggregate book value of such securities exceeds ten percent of

stockholders equity are as follows (in thousands):

Carrying Value Fair Value
At December 31, 2012:
FNMA $ 559,461 $ 572,592
FHLMC 550,063 562,662
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The following table sets forth certain information regarding the carrying value, weighted average yields and contractual maturities of the
Company s debt securities portfolio as of December 31, 2012. No tax equivalent adjustments were made to the weighted average yields.
Amounts are shown at amortized cost for held to maturity securities and at fair value for available for sale securities.

At December 31, 2012

More Than One More Than Five
One Year or Less Year to Five Years Years to Ten Years After Ten Years Total
Weighted Weighted Weighted Weighted Weighted
Carrying Average Carrying Average Carrying Average Carrying  Average Carrying  Average
Value Yield Value Yield Value Yield Value Yield Value Yield®»
(Dollars in thousands)
Held to Maturity:
Mortgage-backed securities $ % $ 845 4.73% $ 10,278 434% $ % $ 11,123 4.37%
Agency obligations 4,005 1.15 700 2.07 4,705 1.29
Corporate obligations 1,515 5.06 5,753 3.60 290 1.65 7,558 3.81
State and municipal
obligations 41,617 242 70,221 3.61 83,165 3.80 141,075 3.02 336,078 3.26
Total held to maturity $43,132 2.51% $ 80,824 3.50% $ 94433 3.84% $ 141,075 3.02% $ 359,464 3.28%

Available for sale:
State and municipal

obligations $ 2,665 2.85% $ 7,205 397% $ 446 3.90% $ % $ 10,316 3.67%
Mortgage-backed securities 241 3.94 6,653 4.66 134,296 3.34 1,021,135 2.47 1,162,325 2.59
Agency obligations 35,291 0.57 55,726 0.80 91,017 0.71
Total available for sale® $ 38,197 0.75% $ 69,584 1.50% $ 134,742 3.34% $1,021,135 247% $1,263,658 2.46%

(1) Yields are not tax equivalent
(2) Totals excludes $344,000 of available for sale equity securities
SOURCES OF FUNDS

General. Primary sources of funds consist of principal and interest cash flows received from loans and mortgage-backed securities, contractual
maturities on investments, deposits, Federal Home Loan Bank of New York ( FHLB ) advances and proceeds from sales of loans and
investments. These sources of funds are used for lending, investing and general corporate purposes, including acquisitions and common stock
repurchases.

Deposits. The Bank offers a variety of deposits for retail and business accounts. Deposit products include savings accounts, checking accounts,
interest-bearing checking accounts, money market deposit accounts and certificate of deposit accounts at varying interest rates and terms. The
Bank also offers IRA and KEOGH accounts. Business customers are offered several checking account and savings plans, cash management
services, remote deposit capture services, payroll origination services, escrow account management and business credit cards. The Bank focuses
on relationship banking for retail and business customers to enhance the customer experience. Deposit activity is influenced by state and local
economic conditions, changes in interest rates, internal pricing decisions and competition. Deposits are primarily obtained from the areas
surrounding the Bank s branch locations. To attract and retain deposits, the Bank offers competitive rates, quality customer service and a wide
variety of products and services that meet customers needs, including online banking. The Bank has no brokered deposits.

Deposit pricing strategy is monitored monthly by the management Asset/Liability Committee and Pricing Committee. Deposit pricing is set
weekly by the Bank s Treasury Department. When setting deposit pricing, the Bank considers competitive market rates, FHLB advance rates and
rates on other sources of funds. Core deposits,
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defined as savings accounts, interest and non-interest bearing checking accounts and money market deposit accounts represented 82.4% of total
deposits at December 31, 2012 and 78.1% of total deposits at December 31, 2011. As of December 31, 2012 and December 31, 2011, time
deposits maturing in less than one year amounted to $624 million and $755 million, respectively.

The following table indicates the amount of certificates of deposit by time remaining until maturity as of December 31, 2012.

Maturity
3 Months Over 3 to Over 6 to Over 12
or Less 6 Months 12 Months Months Total
(In thousands)
Certificates of deposit of $100,000 or more $ 76,562 $ 51,371 $ 67,927 $ 129,041 $ 324,901
Certificates of deposit less than $100,000 146,101 123,779 158,721 203,971 632,572
Total certificates of deposit $222,663 $175,150 $ 226,648 $333,012 $957,473

Certificates of Deposit Maturities. The following table sets forth certain information regarding certificates of deposit.

Period to Maturity from December 31, 2012 At December 31,
One to Two to
Less Than Two Three Three to Four to Five Years
One Year Years Years Four Years Five Years or More 2012 2011 2010
(In thousands)

Rate:
0.00 to 0.99% $506,674 $ 67,511 $14593 $ 18 $ 13 $ $588,809 $ 609,021 $ 569,143
1.00 to 2.00% 41,186 13,392 2,235 23,851 42,251 1,173 124,088 205,321 342,161
2.01 to 3.00% 12,403 30,325 71,837 14,787 129,352 168,354 173,921
3.01 to 4.00% 21,664 46,642 350 4 68,660 71,441 88,028
4.01 to 5.00% 42,244 3,124 253 434 123 46,178 64,806 78,959
5.01 to 6.00% 290 24 7 321 9,506 24,997
6.01 to 7.00% 188 946
Over 7.01% 39 26 65 89 107
Total $624,461 $161,057 $89,268 $ 39,097 $ 42,413 $ 1,177 $957473 $1,128,726 $1,278,262

Borrowed Funds. At December 31, 2012, the Bank had $803.3 million of borrowed funds. Borrowed funds consist primarily of FHLB advances
and repurchase agreements. Repurchase agreements are contracts for the sale of securities owned or borrowed by the Bank, with an agreement to
repurchase those securities at an agreed-upon price and date. The Bank uses wholesale repurchase agreements, as well as retail repurchase
agreements as an investment vehicle for its commercial sweep checking product. Bank policies limit the use of repurchase agreements to
collateral consisting of U.S. Treasury obligations, U.S. government agency obligations or mortgage-related securities.

As a member of the FHLB, the Bank is eligible to obtain advances upon the security of the FHLB common stock owned and certain residential
mortgage loans, provided certain standards related to credit-worthiness have been met. FHLB advances are available pursuant to several credit
programs, each of which has its own interest r