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considered outstanding under accounting principles generally accepted in the United States of America. The aggregate
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of the Common Stock as of June 30, 2015, as quoted by the NYSE, was approximately $1.13 billion.
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Forward Looking Statements

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 terms or variations on those terms, or the negative c
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.

99 ¢ 29 ¢ 29 ¢

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 New Jersey-chartered capital stock
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.

On April 1, 2015, Beacon Trust Company ("Beacon"), a wholly owned subsidiary of the Bank, completed its
acquisition of certain assets and liabilities of The MDE Group, Inc. and the equity interests of Acertus Capital
Management, LL.C (together "MDE"), both Morristown, New Jersey-based registered investment advisory firms that
manage assets for affluent and high net-worth clients. MDE was acquired with both cash and contingent
consideration. The Company recognized goodwill of $18.3 million and a customer relationship intangible of $7.0
million related to the acquisition. The Company recognized a contingent consideration liability at its fair value of
$338,000. The contingent consideration arrangement requires the Company to pay additional cash consideration to
MDE’s former stakeholders four years after the closing of the acquisition if certain revenue targets are met. The fair
value of the contingent consideration was estimated using a discounted cash flow model. The acquisition agreement
limits the total payment to a maximum of $12.5 million, to be determined based on actual future results.

On October 31, 2014, Beacon acquired the fiduciary account relationships of Suffolk County National Bank, a
subsidiary of Suffolk Bancorp, in Suffolk County, New York.

On May 30, 2014, the Company completed its acquisition of Team Capital Bank ("Team Capital"), which, after
purchase accounting adjustments, added $964.0 million to total assets, $631.2 million to loans, and $769.9 million to
deposits. Total consideration paid for Team Capital was $115.1 million: $31.6 million in cash and 4.9 million shares
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of common stock valued at $83.5 million on the acquisition date. Team Capital was merged with and into the
Company's subsidiary, The Provident Bank as of the close of business on the date of acquisition.

At December 31, 2015, the Company had total assets of $8.91 billion, loans of $6.54 billion, total deposits of $5.92
billion, and total stockholders’ equity of $1.20 billion. 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 $41.3 million and repurchased 108,589 shares of its
common stock at a cost of $2.0 million in 2015. At December 31, 2015, 3.3 million shares were eligible for
repurchase under the board
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approved stock repurchase program. The Company and the Bank were “well capitalized” at December 31, 2015 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 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 87 full-service
branch offices in the New Jersey counties of Hudson, Bergen, Essex, Mercer, Hunterdon, Middlesex, Monmouth,
Morris, Ocean, Passaic, Somerset, Union and Warren, as well as in Bucks, Lehigh and Northampton counties in
Pennsylvania. 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
market 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, commercial business loans, residential mortgage 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 continues to
diversify its loan portfolio and has emphasized the origination of commercial real estate loans, multi-family 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, 2015, non-performing assets were $55.1 million or 0.62% of total assets,
compared to $59.0 million or 0.69% of total assets at December 31, 2014. The Bank’s non-performing asset levels
continued to decline from higher levels reported in prior years as local and national economic conditions have
gradually improved. 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, consisting of savings and demand deposit accounts, and expanding customer relationships. Core
deposit accounts totaled $5.18 billion at December 31, 2015, representing 87.5% of total deposits, compared with
$4.97 billion, or 85.7% of total deposits at December 31, 2014. 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, wealth and asset management services through its subsidiaries to generate
non-interest income. Total non-interest income was $55.2 million for the year ended December 31, 2015, compared
with $41.2 million for the year ended December 31, 2014, of which fee income was $26.3 million for the year ended
December 31, 2015, compared with $21.9 million for the year ended December 31, 2014.

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, and its investments in securities. In addition, the Bank uses interest rate
swaps as part of its interest rate risk management strategy. Interest rate swaps designated as cash flow hedges involve
the receipt of variable amounts from a counterparty in exchange for the Bank making fixed-rate payments over the life
of the agreements without exchange of the underlying notional amount. At December 31, 2015, 57.7% of the Bank’s
loan portfolio had a term to maturity of one year or less, or had adjustable interest rates. At December 31, 2015, the
Bank’s securities portfolio totaled $1.52 billion and had an expected average life of 4.40 years. to manage its exposure

6
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to interest rate movements.

MARKET AREA

The Company and the Bank are headquartered in Jersey City, which is located in Hudson County, New Jersey. At
December 31, 2015, the Bank operated a network of 87 full-service banking offices throughout thirteen counties in
northern and central New Jersey, as well as in Bucks, Lehigh and Northampton counties in Pennsylvania. The Bank
maintains its administrative

2
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offices in Iselin, New Jersey and satellite loan production offices in Convent Station, Flemington, Paramus, Princeton
and West Orange, New Jersey, as well as in Bethlehem and Newtown, Pennsylvania. The Bank’s lending activities,
though concentrated in the communities surrounding its offices, extend predominantly throughout New Jersey and
eastern Pennsylvania.

The Bank’s primary market area includes a mix of urban and suburban communities, and has a diversified mix of
industries including pharmaceutical, manufacturing companies, network communications, insurance and financial
services, healthcare, and retail. According to the U.S. Census Bureau’s most recent population data, the Bank’s New
Jersey market area has a population of 6.9 million, which was 74.6% of the state’s total population. The Bank’s
Pennsylvania market area has a population of 1.3 million, which was 10.0% of that state’s total population. Because of
the diversity of industries within 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 was 5.1% at December 31,
2015, a decrease from 6.2% at December 31, 2014. The unemployment rate in Pennsylvania remained unchanged at
4.8% for December 31, 2015, compared to December 31, 2014.

Within its primary market areas in New Jersey and Pennsylvania, the Bank had an approximate 2.13% and 0.85%
share of bank deposits as of June 30, 2015, respectively, the latest date for which statistics are available. On a
statewide basis, the Bank had an approximate 1.57% deposit share of the New Jersey market and an approximate
0.07% deposit share of the Pennsylvania market.

COMPETITION

The Bank faces intense competition in originating and retaining loans and attracting deposits. The northern and central
New Jersey and eastern Pennsylvania market areas have 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 several commercial banks and savings banks in its market area. Certain of these banks have
substantially greater financial resources than the Bank. In addition, the Bank faces significant competition for deposits
from the mutual fund and investment advisory industries 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 subsidiaries. Relationships with customers are
built and maintained through the Bank’s branch network, its deployment of branch ATMs, and its mobile, 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 Home Loan Mortgage Corporation (“FHLMC” or “Freddie Mac”), the Federal National
Mortgage Association (“FNMA” or “Fannie Mae”) and the Federal Home Loan Bank of New York ("FHLBNY"). 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 maturity of
30 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
maturities of either 5 or 10 years. For loans greater than $5.0 million originated with maturities in excess of 7 years,
the Bank generally requires loan-level interest rate swaps.

The Bank has historically provided construction loans for both single family and condominium projects intended for
sale and commercial projects, including residential for rent projects, that will be retained as investments by the
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borrower. 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 and
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
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back until the leases are finalized. Funding requirements and loan structure for residential for-rent projects vary

depending on whether such projects are vertical or horizontal construction.

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.
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
by type, including Purchased Credit Impaired ("PCI") loans, (after deductions for deferred fees and costs, unearned

discounts and premiums and allowances for losses) at the dates indicated.

At December 31,
2015
Amount Percent
(Dollars in thousands)
Residential
mortgage  $1,255,159 19.38 %
loans
Commercial
mortgage 1,716,117  26.50
loans
Multi-family
mortgage 1,234,066  19.06
loans
Construct10n331’ 649 512
loans
Total
mortgage 4,536,991  70.06
loans
Commercial | 134591 2215
loans
Consumer 506 175 874
loans
Total gross ¢ 537457 100.95
loans
Premiums
on
purchased 5,740 0.09
loans
Unearned
discounts @1 ) —
Net deferred
costs (fees) (5,482 ) (0.09)
Total loans 6,537,674  100.95
Allowance
for loan (61,424 ) (0.95 )
losses

2014
Amount

$1,252,526

1,695,822

1,042,223

221,102

4,211,673

1,263,618
611,596

6,086,887

5,307

(53

(6,636
6,085,505

(61,734

Percent

20.79

28.15

17.30

3.67

69.91

20.98

10.15

101.04

0.09

)_

) (0.11 )

101.02

) (1.02 )

2013
Amount

% $1,174,043

1,400,624

928,906

183,289

3,686,862

932,199
577,602

5,196,663

4,202

(62

(5,990
5,194,813

(64,664

Percent

22.89 %

27.30

18.11

3.57

71.87

18.17

11.26

101.30

0.08

)_

) (0.12 )

101.26

) (1.26 )

2012
Amount

$1,265,015

1,349,950

723,958

120,133

3,459,056

866,395
579,166

4,904,617

4,964

(78

(4,804
4,904,699

(70,348

Percent

26.17 %

27.92

14.98

248

71.55

17.92

11.98

101.45

0.10

)_

) (0.10 )

101.45

) (145 )

2011

Amount Pe
$1,308,635 28
1,253,542 27
564,147 12
114,817 2.
3,241,141 70
849,009 18
560,970 12

4,651,120 10

5,823 0.]
(100 ) —
(3,334 ) (0.
4,653,509 10
(74,351 ) (1.
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Total loans,
net

Loan Maturity Schedule. The following table sets forth certain information as of December 31, 2015, regarding the
maturities of loans in the loan portfolio, including PCI loans. Demand loans having no stated schedule of repayment
and no stated maturity, and overdrafts are reported as due within one year.

$6,476,250 100.00 % $6,023,771 100.00 % $5,130,149 100.00 % $4,834,351 100.00 % $4,579,158 10

4
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One . Ten
Witin - Though gt pCen  Thoush 200
One Year Three £ & Twenty y

Five Years Ten Years Years

Years Years
(Dollars in thousands)

Residential mortgage ¢, -7 $17.106  $13.863  $90.878  $490378  $640,164 $1.255,159

loans

ﬁ)‘;glsmemal MOTEAge 73 (95 231,110 239,096  977.771 169,699 24,746 1,716,117
?g;lrllts"famﬂy MOTEAZE  »3 317 32,990 213,139 756409 205328  2.893 1,234,066
Construction loans 137,538 181,303 1,667 11,141 — — 331,649
Total mortgage loans 237,310 462,509 467,765 1,836,199 865,405 667,803 4,536,991
Commercial loans 274795 206400 188,879 513,658 209380 41,179 1,434,291
Consumer loans 17,659 10,281 16,895 82,245 342811 96284 566,175
Total gross loans $529.764 $679.190 $673.539 $2.432,102 $1.417.596 $805.266 $6.537.457

Fixed- and Adjustable-Rate Loan Schedule. The following table sets forth at December 31, 2015 the amount of all
fixed-rate and adjustable-rate loans due after December 31, 2016.
Due After December 31, 2016

Fixed Adjustable Total

(Dollars in thousands)
Residential mortgage loans $784,803 $467,586 $1,252,389
Commercial mortgage loans 726,712 915,710 1,642,422
Multi-family mortgage loans 452,330 758,429 1,210,759
Construction loans 12,808 181,303 194,111
Total mortgage loans 1,976,653 2,323,028 4,299,681
Commercial loans 454,108 705,388 1,159,496
Consumer loans 333,815 214,701 548,516
Total loans $2,764,576 $3,243,117 $6,007,693

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 and the eastern part of Pennsylvania. The Bank
originates residential mortgages primarily through commissioned mortgage representatives and through the Internet.
The Bank originates both fixed-rate and adjustable-rate mortgages. As of December 31, 2015, $1.26 billion or 19.4%
of the total portfolio consisted of residential real estate loans. Of the one- to four-family loans at that date, 62.7% were
fixed-rate and 37.3% 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 10, 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 currently
offers adjustable-rate mortgage loans with a fixed-rate period of 5, 7 or 10 years prior to the first annual interest rate
adjustment. The standard adjustment formula is the one-year constant maturity Treasury rate plus 2.75%, adjusting
annually after its first re-set period, with a 2% maximum annual adjustment and a 6% maximum adjustment over the
life of the loan.

Residential mortgage 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

12
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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 30 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 2015, $3.9 million or 3.3% of residential real estate loans originated were sold into the secondary
market. All of the loans sold in 2015 were long-term, fixed-rate mortgages.

5
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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 $21.8 million. The Bank also offers
a special rate program for first-time homebuyers under which originations have totaled over $7.6 million for the past
five years. The Bank does not originate or purchase sub-prime or option ARM loans.

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 26.5% of the loan portfolio at December 31, 2015. 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 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 due 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. Generally, for commercial real estate secured loans in excess of $1.0 million and for all other
commercial real estate loans where it is deemed appropriate, the Bank requires environmental professionals to inspect
the property and ascertain any potential environmental risks.

In accordance with regulatory guidelines, the Bank requires a full independent appraisal for commercial real estate
properties. The appraiser must be selected from the Bank’s approved list, or otherwise approved by the Chief Credit
Officer in instances such as out-of-state or special use property. The Bank also employs an independent review
appraiser to ensure that the appraisal meets the Bank’s standards. Financial statements are also 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, 2015 was a $27.4 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” in the “Asset Quality” section) and was performing in
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accordance with its terms and conditions as of December 31, 2015.

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 may be used.

6
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The Bank’s largest multi-family loan as of December 31, 2015 was a $41.0 million loan secured by a first lease-hold
mortgage lien on a newly renovated 129-unit, six story class A luxury rental apartment building with 12,000 square
feet of office/retail space located in Morristown, New Jersey. The project sponsor is one of the largest privately-held
real estate owner/developers in the United States, and has extensive experience and a successful track record in the
development and management of multi-family projects. 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” in the “Asset Quality” section) and was performing in accordance with its terms and conditions as of
December 31, 2015.

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 includes projects constructed for investment purposes (rental property),
projects for sale (single family/condominiums) and to a lesser extent owner-occupied business properties. To mitigate
the speculative nature of construction loans, the Bank generally requires significant pre-leasing on rental properties;
requires that a percentage of the for-sale single-family residences or condominiums be under contract to support
construction loan advances; and requires other covenants on residential for rent projects depending on whether the
project is vertical or horizontal construction.

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 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 commercial real estate or multi-family 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. On commercial
construction projects that the developer maintains for rental, the Bank typically holds back funds for tenant
improvements until a lease is executed. For single family and 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.

The Bank’s largest construction loan at December 31, 2015 was a $23.8 million loan secured by a first mortgage lien
on a 138,600 square foot freezer warehouse which is under construction in Elizabeth, New Jersey. The loan had an
outstanding balance of $2.5 million at December 31, 2015. Construction of the project is approximately 30%
complete. The building is 100% pre-leased. The project's sponsors have extensive experience and a successful track
record in the development and management of commercial real estate. 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” in the “Asset Quality” section) and was performing in accordance with its terms and
conditions as of December 31, 2015.

Commercial Loans. The Bank underwrites commercial loans to corporations, partnerships and other businesses.
Commercial loans represented 22.1% of the loan portfolio at December 31, 2015. The majority of the Bank’s
commercial loan customers are local businesses with revenues of less than $50.0 million. The Bank primarily offers
commercial loans for equipment purchases, lines of credit for working capital purposes, letters of credit, asset-based
lines 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%.
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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.

7
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Commercial loans generally bear higher interest rates than 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 as of December 31, 2015 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” in the “Asset Quality” section). The 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, 2015, the line of credit did not have an outstanding
balance.

Consumer Loans. The Bank o