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Finvancial HIGHLIGHTS

(DOLLARS IN THOURANDS, EXCEPT PER SUARE DATA)

SELECTED YEAR-END DAtaA: 2001 2000 1999
NET INCOME s 8,924 8 7,708 s 7,189
ToraL ASSETS 704,773 567,032 497,535
ToraL DepoSITS 630,903 308,879 444 088
TOTAL SECURITIES 221,342 153,325 162,996
TorarL Loans 416,933 344,299 287,933
STOCKHOLDERS' EQUITY 63.085 35,156 47,575
TrUsT DEPARTMENT ASSETS (BOOK VALUE) 766,928 709,732 631,469
FinanciaL Ratios:
RETURN ON AVERAGE ASSETS 1.42% 1.47% 1.48%
RETURN ON AVERAGE EQuUITY 15.03 15.30 15.67
; CAPITAL LEVERAGE RATIO 9.64 10.49 10.02
i Risk Bastop Carrrat:
} TER I 18.76 20.80 26.55
: ToraL 19.98 22.10 28.16
\ PERr SHARE:
EARNINGS - BASIC 3 2.68 S 2.32 8 2.17
EARNINGS - DILUTED 2.64 2.27 2.11
Boox VaLur 16.96 16.61 14.36
NET TOTAL DEPOSITS EQUITY
[NCOI\/IE ASSETS IN MILLIONS CAPITAL
?;\‘ MILLIONS [N MILLIONS IN MILLIONS

$631
]
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DEAR SHAREHOLDERS
AND FRIENDS

In writing this letter for our 2001 Annual Report it
was immediately obvious that events in the world
are intertwined even with the business of your
Community Bank. September 11, 2001 focuses us
all on a year of great highs and terrible lows.
Peapack-Gladstone Financial Corporation posted
tremendous results in 2001 and we are

concentrating on moving forward in a world with
changing rules.

There is no question that our economy was slowing prior to the attacks
and that the decline steepened after it. We felt fear for the first time in a
long while and confidence in the economy, of course, suffered. The
immediate reaction to the fear was a coming together with patriotism and
resolve to rid the world of some of its dangers. I doubt we have felt this
strength since World War II. The confidence issue will take a little longer.
It involves business orders, layoffs and corporate earnings. I'm sure we can
all agree that it is a matter of “when and not if” our economy improves
because Americans are at their best during adversity. We are very
confident in that.

Our local economy has remained surprisingly strong. Low interest rates
have helped to maintain an already active real estate market. Businesses
have seen borrowing costs decline significantly, helping to offset the
effects of lower sales. Charge-offs and non-performing loans in our
various loan portfolios are at an all time low. We consider this a very
good indicator for our market area and Bank.

One of the great highs of 2001 was the performance of your Bank.
Earnings increased 15.8% to $8,924,000, a record for the Corporation.
Even more encouraging was that fourth quarter earnings were
82,406,000, a 34.8% increase over the same period last year. These
numbers translate to a 1.41% Return on Average Assets and 15.38%
Return on Average Equity. These results are strong in any market.

Details of the financials are laid out in the Management Discussion and
Analysis section of this report, however, I would like to point out a few
other highlights. Total assets were $705,000,000 at the end of the year,
an increase of $138,000,000 or 24%. Loans grew over 21% or $73,000,000
to $416,933,000 at the end of the vear. As our markets widen, we continue
to attract wonderful new customers who bring solid credit needs with
them. Three additional new business-calling officers joined the Bank
during the vear. They help us get the word out and the business in.

Speaking of new markets, we are very pleased with our start in
Hillsborough. The Grand Opening for our new office took place in April of




last year and since then we have many new customers with deposits in
excess of $17,000,000. As we build our base in that area this branch will
be a significant profit center for the Bank.

I would also like to report to yvou that we opened our new Clinton
Branch on January 2, 2002. Progress and new business to date have far
exceeded our expectations.

PGB Trust & Investments also reported a very strong 2001. We have
found that in a difficult market environment many new and existing
clients are looking for more help and advice in managing their assets. In
markets like this, assets have to work harder, more opportunities need to
be found and more pitfalls need to be avoided in order that financial goals
are reached. Market value of assets managed in PGB Trust & Investments
now exceeds $1,050,000,000, producing in excess of 84,000,000 in fees to
the Bank.

During the course of the year, we issued new Peapack-Gladstone Bank
Visa Check Cards to our customers. This has proven to be a very popular
new service.

Also during 2001, we began offering PGB NetAccess to customers. This
is a fully integrated Internet banking and bill paying service. Our many
customers who are using the service absolutely love it as it gives them
access to their accounts 24 hours a day from virtually anywhere in the
world. As time goes on, we believe this will become an increasingly
important access point to all our Banls services.

Your Officers and Statf are very proud of the financial and operating
results during the past year. We think our five consecutive vyears of
record earnings and ten consecutive years of dividend growth should
continue to attract investor interest in Peapack-Gladstone Financial
Corporation stock (Amex — PGC).

As previously reported, some of the most important changes that
occurred during the year were brought about when Mr. T. Leonard Hill
decided to step back as active Chairman and was elected Chairman
Emeritus and active Board member as of January 1, 2002. Since 1944,
Mr. Hill has served and will continue to serve, our Board, Shareholders
and Customers. To put that in perspective, in 1944 we had one office and
the total assets of the Bank were $2,400,000.

When Mr. Hill became Chairman in 1989 the Bank had grown to seven
locations with $129,000,000 in assets and a Trust Department with about
£80,000,000 in assets. Compare that to today’s $700,000,000 in the Bank
and over £1,000,000,000 in PGB Trust & Investments and there is much
for which Mr. Hill can be proud. With the exception of the 70,000,000 in
assets acquired with our purchase of Chatham Savings Bank in 2000, all of
our growth has been by word of mouth and internally generated. Measured
growth and outstanding customer service is the business model we
understand.




With typical foresight, Mr. Hill recognized that succession is a very
important part of business. He moved along the senior management team
that has been such an important part of past successes and future
planning. Effective with the new vear, Frank A. Kissel was elected
Chairman & CEO, Robert M. Rogers, President & COO, Craig C.
Spengeman, President & Chief Investment Officer of PGB Trust &
Investments, and Arthur F. Birmingham, Executive Vice President & CFO.

I would like to quote from a letter that I sent to Mr. Hill while we were
planning these changes.

“You and your family are rightfully proud of Peapack-Gladstone Bank.
Your stewardship has enabled us to continue as a community
organization. We have helped countless families and businesses and by so
doing have played an important role in the evolution of the towns we do
business in. Thankfully, our long-term investors have been rewarded for
their confidence and support.

“You have put us in the position where we have a business formula that
works and a vision for the future that is clearer now than perhaps at any
time in our past.

“If we are correct, our investors will continue to prosper. Our growing
list of customers will have the modern financial services they want and
need. Our emplovees will work for a company that is energized and
moving from strength to strength. This is certainly a formula for success.”

Mr. Hill's fellow shareholders, customers and employees thank him for
his fabulous leadership. We are all very pleased that he is moving just
one chair to the left at che Board table.

Our Directors and Staff also want to thank our Shareholders for their
continuing support. Our doors are always open for questions, ideas and
new banking opportunities. Please stop in.

w‘_—__/

Lo @ f izie e Aot W1 Frogors
Frank A. Kissel Robert M. Rogers
CuammaNn & CEO Prestpent & COO




MANAGEMENT DISCUSSION ANIDD ANALYSIS

OVERVIEW: The following discussion and analysis is intended to provide information

about the financial condition and results of operations of Peapack-Gladstone Financial

Corporation and its subsidiaries on a consolidated basis and should be read in conjunction

with the consolidated Financial Statements and the related notes and supplemental

financial information appearing elsewhere in this report. All share and per share amounts
07

within this discussion have been restated to reflect the 10% and 3% stock dividends issued
in 2001 and 2000, respectively.

Peapack-Gladstone Financial Corporation (the “Corporation”), formed in 1997, is the
parent holding company for The Peapack-Gladstone Bank, formed in 1921, a commercial
bank operating fifteen branches in Somerset, Hunterdon and Morris counties. An
additional branch in Clinton, Hunterdon County opened during the first quarter of 2002.

During 2001, the cash dividend rate was increased to $0.13 per share. This new rate,
coupled with the 10% stock dividend paid on November 1, 2001, eftfectively raised the cash
dividend rate by 18% over the previous rate of $0.14 per share.

On January 7, 2000, the Corporation completed its merger with Chatham Savings, ISB.
Under terms of the merger agreement, each outstanding share of Chatham common stock
was exchanged for 2.522 shares of Corporation common stock. As a result, a total of
353,118 shares of Corporation common stock were exchanged. This merger added
braiiches in Chatham Borough and
Chatham Township. Merger-related

_ RETURN ON RETURN ON
charges incurred amounted to AVERAGE EQUITY AVERAGE ASSETS
5300 thousand and were expensed IN PERCENT IN PERCENT

in the first quarter of 2000. On an 15-(’3 15.30 - =

after tax basis, these charges Lo 1(2?

totaled $423 thousand or $0.12 per Pf

diluted share. bl

Peapack-Gladstone Financial

Corporation’s commorn stock

iy

trades on the American Stock
Exchange under the symbol “PGC”.

EARNINGS SUMMARY: For
the year ended December 31, 2001
the Corporation’s net income
increased 16% to a record $8.92
million compared to $7.71 million

earned in  2000. Earnings per

diluted share were 82.64 as
compared to $2.27 in 2000, an
increase of 16%. Earnings in 2000
include a 8423 thousand, net of
tax, or $0.12 per diluted merger-

related  charge  recorded  in

connection with the first quarter of
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These results produced a return on average assets of 1.42% as compared to 1.47% in 2000
and a return on average stockholders’ equity of 13.03% as compared to 15.30% in 2000.

The increase in net income for 2001 was primarily due to higher net interest income,
Trust fees, and other income, offset in part by higher other expenses and taxes. The
Corporation in 2001 experienced strong growth in assets and deposits and the higher level
of income and expense reflect these growth patterns.

NET INTEREST INCOME: Net interest income, the primary source of the
Corporation’s operating income, is the difference between interest and dividends earned
on earning assets and fees earned on loans, and interest paid on interest-bearing liabilities.
Earning assets include loans to individuals and businesses, investment securities, interest-
earning deposits and federal funds sold. Interest-bearing liabilities include interest-bearing
checking, savings and time deposits, Federal Home Loan Bank

advances and other borrowings. Net interest income is NET INTEREST
determined by the difference between the yields earned on INCOME

earning assets and the rates paid on interest-bearing liabilities
{“Net Interest Spread”) and the relative amounts of earning
assets and interest-bearing liabilities. The Corporation’s net
interest spread is affected by regulatory, economic and
competitive factors that influence interest rates, loan demand

N MILLIONS

and deposit flows and general levels of non-performing assets.

Net interest income (on a tax-equivalent basis) totaled $25.5
million for 2001, an increase of 9% or $2.1 million over the
823.4 million recorded in 2000. The increase was primarily due
to a $101.2 million or 21% increase in average earning assets,
offset in part by lower rates earned on earning assets, which
declined to 6.89% from 7.28% earned in 2000, and higher
interest expense which increased $3.0 million or 24% over the

levels recorded in 2000. The increase in interest expense was
primarily due to a $87.1 million increase in interest-bearing
deposits while the rate paid on interest-bearing deposits was
unchanged at 3.35%. Another factor in the growth of net

interest income was higher average noninterest-bearing demand
deposits which increased £7.2 million or 8% on average during
2001 as compared to 2000. The net interest margin in 2001
declined to 4.28% from 4.74% in 2000.

Interest income on earning assets (on a tax-equivalent basis) ,
increased $5.0 million or 14% to $40.9 million. This increase 097 98 '99
was primarily due to higher average loans, up $63.4 million or
20%, and higher average investment securities, interest-earning deposits and federal funds
sold which grew 837.8 million or 22% over 2000 levels. Partially offsetting the growth in
average earning assets were lower vields on earning assets. The average yield on the loan
portfolio was 7.45% for 2001 as compared to 7.74% in 2000. Rates earned on investment
securities declined to 6.15% from 6.44% in 2000, and rates on the shorter term
investments of federal funds sold and interest-earning deposits declined 169 and 248 basis
points, respectively.

The increase in interest expense was primarily due to higher average balances of tiered
money market accounts and certificates of deposits. Tiered money market accounts,
introduced during the fourth quarter of 2000, grew $42.4 million on average while the
average interest rate paid on this product declined to 3.60% from 3.78% in 2000.




Certificates of deposit grew $41.1 million or 28% on average as the average interest rate paid
declined to 5.29% from 5.49% in 2000, reflecting overall declining market interest rates.

LOANS: The loan portfolio represents the Corporation’s largest earning asset and is a
significant source of interest and fee income. Loan originations are a strong indication of
the Corporation’s willingness to serve its customers by helping them reach their financial
goals.

Total loans increased $72.6 million or 21% from 2000 levels. This growth was focused
primarily in the real estate sector, as 1-4 family residential loans secured by first liens
increased $35.7 million or 17% and commercial and construction loans secured by real
estate increased $33.0 million or 31%. This strong growth is primarily due to loan
originations within our market area to customers seeking residential mortgages and
comiercial mortgages on their business property. Total loans at year-end were §416.9
million, as compared to $344.3 million at December 31, 2000.

The yield on total loans averaged 7.43% for 2001, a 29 basis point decline from the 7.74%
average yield earned in 2000. The average yield on the mortgage portfolio declined in 2001
to 7.31% from 7.36% in 2000. The decline in yields earned in 2001 reflects the overall
decline in market interest rates as the Federal Reserve lowered interest rates on numerous
occasions.

THE FOLLOWING TABLE PRESENTS AN ANALYSIS OF OUTSTANDING LOANS AS OF DECEMBER 31,
(In TuousaNDS) 2001 2000 1999 1998 1997

ReEAL ESTATE—MORTGAGE
1-4 FaMILY RESIDENTIAL

FIrsT LIENS $246,197 $210,547 $168,979 §153,372 §110,903
JUNIOR Liens 22,903 25,017 21,263 12,840 14,107
Howme Eouity 18,120 15,633 14,488 12,278 12,494
ReAL ESTATE—COMMERCIAL 91,129 62,161 55,747 40,152 31,090
RieAL ESTATE—CONSTRUCTION 6,418 2,297 1,153 1,946 4,213
COMMERCIAL LOANS 15,855 13,019 12,541 11,594 11,635
CONSUMER LOANS 11,237 14,084 12,413 12,959 13,741
OTHER LOANS 5,074 1,341 1,349 663 896
TotaL LoANs £416,933 $£344,299 $287,933 8245804 §199,079

INVESTMENT SECURITIES: Investment securities are those securities that the
Corporation has both the ability and intent to hold to maturity. These securities are
carried at amortized cost. The portfolio consists primarily of U.S. government agencies,
municipal obligations, mortgage-backed securities and other securities. The Corporation’s
investment securities amounted to $48.7 million at December 31, 2001, compared with
$69.6 million at December 31, 2000.

=~




TUE FOLLOWING TABLE PRESENTS THE CONTRACTUAL MATURITIES AND YIELDS OF INVESTMENT SECURITIES
AT AMORTIZED COST, A8 OF DECEMBER 31, 2001:

AFTER 1 AFTER 5

Wity Bur WrreinNy - Bur Wrtnw AFTER
(Ix THOUSANDS) 1 YEeaR 5 YRARS 10 Years 10 YEARS ToTaL
U.S. TREASURY $ 3.000 8 —_ 5 — s  — 8 3.000
6.350% — — — 6.350%
U.S. GOVERNMENT AGENCIES 4,999 11,968 4,641 — 21.608
6.162% 6.746% 7.311% — 6.732%
MORTGAGE-BAGKED SECURITIES — — — 9,262 9,262
— — — 5.044%  5.044%
STATE AND POLITICAL SUBDIVISIONS 1.689 7.231 523 449 9,892
4.423% 6.515% 6.736%  8.909% 6.278%
OTHER DEBT SECURITIES 1,503 3.457 — — 4,960
5.391% 6.788% — —  6.365%
TOTAL $11,191 $22.656 85.164 $9.711 $48,722
5.846% 6.679% 7.253% 5.222%  6.238%

SECURITIES AVAILABLE FOR SALE: Securities available for sale are used as a
part of the Corporation’s interest rate risk management strategy, and they may be sold in
response to changes in interest rates, liquidity needs and other factors. These securities
are carried at estimated fair value, and unrealized changes in fair value are recognized as a
separate component of stockholders’ equity, net of income taxes. Realized gains and losses
are recognized in income at the time the securities are sold.

At December 31, 2001, the Corporation had securities available for sale with a market
value of $172.6 million, compared with $84.0 million at December 31, 2000. A 8635
thousand unrealized gain and 3476 thousand unrealized loss (net of income tax) was
included in stockholders’ equity at December 31, 2001 and December 31, 2000,
respectively.

THE FOLLOWING TABLE PRESENTS THE CONTRACTUAL MATURITIES OF DEBT SECURITIES AVAILABLE FOR
SALE, STATED AT MARKET VALUE, As OF DEceMBeR 31, 2001:

AFTER 1 AFTER 3

WitHIN  But WritHw  Bur WiITiiN AFTER
(IN THOUSANDS) 1 YEAR 5 YEARS 10 Years 10 YrARS ToTAL
U.S. TREASURY $1,030 4 —_ 8 — 3 — £ 1.030
6.434% — — — 6.434%
U.S. GOVERNMENT AGENCIES 306 48,663 61,011 1,985 111,965
7.250% 5.136% 5.746%  4.902% 5.471%
MORTGAGE-BACKED SEGURITIES — 11,516 6,904 13,565 31.985
— 5.350% 5.455% 3.634%  5.494%
STATE AND POLITICAL SUBDIVISIONS —_ 652 5,003 2,180 7.835
- 4.908% 5.737%  6.136%  5.779%
OTHER DEBT SECURITIES 2,112 6,232 — 11.461 19.805
4.727% 6.100% — 5.416%  5.559%
ToTtaL $3.448 $67.063 $72,918 $29.191 $172.620
5.472% 5.2539% 5.717% 5.537% 5.505%




Federal funds sold and interest-earning deposits are an integral part of the Corporation’s
investment and liquidity strategies. The combined average balance of these vehicles during
2001 was 837.6 million as compared to $17.8 million in 2000.

DEPQOSITS: Total deposits increased $122.0 million or 24% to $630.9 million at
December 31, 2001, compared to $308.9 million at December 31, 2000. Our strategy to
fund earning asset growth with core deposits was an important factor for growth in net
interest income. Marketing and sales efforts contributed to a $40.5 million increase in
tiered money market accounts and $60.4 million in certificates of deposits. Total average
deposits increased $94.3 million or 20% over 2000 levels.

THE FOLLOWING TABLE SETS FORTH INFORMATION CONCERNING TIE COMPOSITION OF THE CORPORATION'S
AVERAGE DEPOSIT BASE AND AVERAGE INTEREST RATES PAID FOR THE FOLLOWING YEARS:

2001 2000 1999

(IN THOUSANDS) # % 8 % b %
NONINTEREST-BEARING

DEMAND $102,852 — 8§ 95621 — 8 87,550 —
CHECKING 100,734 0.84 97,025 1.08 93,368 1.13
SAVINGS 77.207 1.93 50,837 2.06 83,122 2.05
MONEY MARKETS 49.869 3.04 46,276 3.43 34,670 2.38
TIERED MONEY MARKETS 44,785 3.60 2,422 5.78 — —
CERTIFICATES OF DEPOSIT 188,187 5.29 147,076 5.49 140,743 4 .80

ToTaL DEPOSITS $563,634 8469257 $439.4353

Certificates of deposit over $100,000 are generally purchased by local municipal
governments or individuals for periods one vear or less. These factors translate into a
stable customer oriented cost-effective funding source.

THE FOLLOWING TABLE SHOWS REMAINING MATURITY FOR CERTIFICATES OF DEPOSIT OVER $100,000 As
OF DECEMBER 31, 2001 (IN THOUSANDS):

THREE MONTHS OR LESS $37,172
OVER THREE MONTHS THROUGH TWELVE MONTIIS 18,778
OVER TWELVE MONTHS 3,950

TOTAL $£59,900

FEDERAL HOME LOAN BANK ADVANCES: At December 31, 2001, Federal Home
Loan Bank (“FIILB”) advances totaled $5.0 million as compared to none at December 31,
2000. The Corporation considers FHLB advances an added source of funding, and
accordingly, executes transactions from time to time to meet its funding requirements.
The FHLB advances outstanding at December 31, 2001 have varying terms and interest

rates.




THE FOLLOWING TABLE COMPARES THE AVERAGE BALANCE SHEET, NET INTEREST SPREADS AND NET INTEREST
MARGINS FOR THE YEARS ENDED DECEMBER 31, 2001, 2000, aND 1999 (FULLY TAX-EQUIVALENT - FTE):

YEAR ENDED DECEMBER 31, 2001

IncoME/
AVERAGE EXPENSE YieELD

(IN THOUSANDS, EXCEPT YIELD INFORMATION) BaLANCE (FTE) (FTE)

ASSETS:

INTEREST-EARNING ASSETS:

INvESTMENTS:
TaxABLE $160,191 % 9.668 6.04%
Tax-Exemer 13,944 1.037 7.43%
LoANS 382,430 28,476 7.45%
FeperaL Funps Soup 24,660 1,143 4.64%
INTEREST-EARNING DEPOSITS 12,955 612 4.72%
TOTAL INTEREST-EARNING ASSETS 594,180 40,936 6.89%
NONINTEREST-EARNING ASSETS:
CASH AND DUE FROM BANKS 15.653
ALLOWANGE FOR LOAN LOSSES (3.682)
PreMises AND EQuipMENT 12,448
OTHER ASSETS 10,232
ToralL NONINTEREST-EARNING ASSETS 34,653
TOTAL ASSETS $628.833

LIABILITIES AND STOCKHOLDERS® EQUITY:

INTEREST-BEARING DEPOSITS:

_ CHECKING - B - _ $100,734 8 849 0.84% )
MONEY MARKETS 49.869 1.514 3.04%
Tierep MoNey Mawkgrs 447985 1611  3.60%
Savings - 71207 1.506 1.95%
CERTIFICATES OF DEPOSIT 188,187 9,949 5.29%

__Torat INTEREST-BEARING Derosits 460.752 15.429 3.35%
LoNG-TErM DEBT 1.633 57 3.49%

ToraL INTEREST-BEARING LAABILITIES 462,415 15.486 3.35%
NONINTEREST-BEARING LAABILITIES:
DeMaND DEPOSITS - - 102,852 i
ACCRUED EXPENSES AND OTIHER LIABILITIES 4,193
ToTAL NONINTEREST-BEARING LIABILITIES 107,045
STOCKHOLOERS’ EQuITY 59,373
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $628,833
NET INTEREST INCOME $25,450
NET INTEREST SPREAD 3.54%
NET INTEREST MARGIN 4.28%

Average loan balances include non-accrual and restructured loans.

2. The tax-equivalent adjustment was computed based on a federal tax rate of 34%.

3. Investments consist of investment securities and securities available for sale at amortized cost.

10




YEAR ENpED DECEMBER 31, 2000

YEAR ENpDED DECEMBER 31, 1999

. IncomEe/ INCOME/
AVERAGE EXPENSE YIELD AVERAGE ExXpENSE YieLn
BALANCE (FTE) (FTE) BALANCE (FTE) (FTE)
5 143,600 S 9,097 6.33% $164,420 g 9,456 5.75%
12,585 957 7.60% 12,260 1,038 8.47%
319,033 24,683 7.74% 261,191 20,029 7.67%
16,977 1,092 6.33% 25,182 1,477 5.87%
833 61 7.20% — — —
493,028 35,890 7.28% 463,053 32,000 6.91%
13,222 12,570
(3,133) (2,653)
11,267 9,729
6,786 4,070
30,140 23,716
523,168 $486,769
8 97,025 $ 1,048 1.08% 8 93,368 8 1,088  1.13%
46,276 1,589 3.43% 34,670 1,095 3.16%
- 2,422 140 5.78% = = —
' 80.837 1662 206% 8312 1977 2.3%%
147,076 8,070 5.49% 140,743 6,211 4.41%
B 373,636 12,509 3.35% ) 351,903 10,341 . 2.94%
373,636 12,509 3.35% 351,903 10,341 2.94%
95,621 87,550 - .
3,531 4,181
99,152 91,731
50,380 43,135
$523,168 $ 486,769
$23,381 $21,659
3.93% 3.97%
4.74% 4.68%

11
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RATE/NOLUME ANALYSIS (fully tax-equivalent basis):

THE EFFECT OF VOLUME AND RATE CIHANGES ON NET INTEREST INCOME FOR THE YEARS ENDED DECEMBER
31, 2001 AND 2000 ARE SIIOWN BELOW:

(IN THOUSANDS) Year Exoen 2001 Coayearend Wire 2000 Yrar Exped 2000 Compared Witi 1999
NET NEY
DirrereNc. Due To Crianage IN DurrereNce DuE To CHANGE 1N
CHANGE IN: INcoME/ CHANGE IN: INcone/
Vouosme Rare ExprNse Vo RATE Expense
ASSETS
INVESTMENTS $1.155 $ (504) $ 651 $(1,217) 8§ 777 $ (440)
Loans 4,905 (1.112) 3.793 4,436 218 4,634
FEDERAL Funps SoLp 478 (427) 51 (471) 86 (3853)
INTEREST-EARNING DEPOSITS 1.131 (580) 551 61 — 61
TOTAL INTEREST INCOME 87,669 $(2.623) $5,046 $ 2,809 $1,081 33,890
LIABILITIES
CHECKING 8 40 % (239) 8 (199) § 41 g (31 S (10)
MoNEY MARKETS 123 (198) (75) 367 127 494
TIERED MONEY MARKETS 2,449 (978) 1.471 140 —_ 140
SavINGs (73) (81) (156) (54) (261) (313)
CERTIFICATES OF DEPOSIT 2,256 (377) 1,879 279 1,580 1,859
LONG-TERM DEBY 57 — 57 — — —
TOTAL INTEREST EXPENSE $4.850 £(1.873) $2,977 8§ 773 £1,395 52,168
NET INTEREST INCOME $2.819 8 (750) 52,069 8 2,036 8 (314) 81,722

ALLOWANCE FOR LOAN LOSSES AND RELATED PROVISION: The
allowance for loan losses was $4.0 million at December 31, 2001 as compared to $3.4
million at December 31, 2000. The allowance for loan losses currently provides 12.3 times
the coverage of all non-performing assets. At December 31, 2001, the allowance for loan
losses as a percentage of total loans outstanding was 0.96% compared to 1.00% at
December 31, 2000 and 1.03% at December 31, 1999. )

The provision for loan losses increased 8100 thousand, or 20%, to $600 thousand for
2001, compared to 8500 thousand for 2000. The provision was based upon management’s
review and evaluation of the size and composition of the loan portfolio, actual loan loss
experience, level of delinquencies, general market and economic conditions, detailed
analysis of individual loans for which full collectibility may not he assured, and the
existence and net realizable value of the collateral and guarantees securing the loans.
Although management used the best information available, the level of the allowance for
loan losses remains an estimate which is subject to significant judgment and short-term
change. Various regulatory agencies, as an integral part of their examination process,
periodically review the Corporation’s allowance for loan losses. Such agencies may require
the Corporation to make additional provisions for loan losses based upon information
available to them at the time of their examination. Furthermore, the majority of the
Corporation’s loans are secured by real estate in the State of New Jersey. Accordingly, the
collectibility of a substantial portion of the carrying value of the Corporation’s loan portfolio
is susceptible to changes in local market conditions and may be adversely affected should
real estate values decline or our market area in Central New Jersey area experience an
adverse economic shock. Future adjustments to the allowance may be necessary due to
econoniic, operating, regulatory and other conditions beyvond the Corporation’s control.




THE FOLLOWING TABLE PRESENTS THE LOAN LOSS EXPERIENCE DURING THE PERIODS ENDED

DecemMBER 31,

(IN THOUSANDS) 2001 2000 1999 1998 1997
ALLOWANCE FOR LOAN LOSSES AT
BEGINNING OF YEAR $3.435 52,962 82,428 $2,022° 81,721
LOANS CHARGED-OFF DURING THE
PERIOD
REAL ESTATE 42 27 —_ — 151
CONSUMER 35 119 70 152 97
COMMERCIAL AND OTHER 5 28 52 35 35
TotaL LoaNS CHARGED-OFF 92 174 122 187 283
RECOVERIES DURING TIHE PERIOD
REAL ESTATE 7 75 22 24 105
CONSUMER 653 33 63 12 23
COMMERCIAL AND OTHER 3 19 16 36 9
TotAL RECOVERIES 80 147 101 72 139
NET CHARGE-OFFS 12 27 21 115 144
PROVISION CHARGED TO EXPENSE 600 500 555 321 443
ALLOWANCE FOR LOAN LOSSES AT
END OF YEAR $4.,023 83,433 $£2,962 $2,428 £2,022

THE FOLLOWING TABLE SHOWS THE ALLOCATION OF THE ALLOWANCE FOR LOAN LOSSES AND THE
PERCENTAGE OF BACH LOAN CATEGORY TO TOTAL LOANS AS OF DECEMBER 31,

% of % of % of % of % of

Loan Loax LOAN LoaN LoaxN

CATEGORY CATEGORY CATEGORY CATEGORY CATEGORY

10 TOTAL 10 ToTaL 10O TOTAL TO TotAL 1O ToTaL

(IN THOUSANDS) 2001 Loans 2000 Loans 1999 Loaxs 1998 Loans 1997 Loaxs
Rear Estate $2.,213 92.3 31,889 91.7 81,629 90.9 81,336 8§9.7 $1,112 86.8
CONSUMER 201 2.7 172 4.1 148 4.3 121 5.3 101 6.9
CoMMERCIAL axD OTiiEr 1,609 5.0 1374 4.2 1,185 4.8 971 5.0 809 6.3
ToTAL 84,023 100.0 53,435 100.0 $2,962 100.0 82,428 100.0  8§2,022 100.0
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NON-PERFORMING ASSETS:

TIE FOLLOWING TABLE PRESENTS FOR THE YEARS INDICATED TIIE COMPONENTS OF
NON-PERFORMING ASSETS:

Years Exvoto DECEMBER 31,

(IN THOUSANDS) 2001 2000 1999 1998 1997
LOANS PAST DUE 90 DAYS OR MORE -
AND STILL ACCRUING INTEREST $ 353 s 75 S 205 8 1 $ 104
ifON—:\CCRUAL LOANS 274 325 386 806 742
TOTAL NON-PERFORMING LOANS 327 400 591 807 846
OTHUER REAL ESTATE OWNED — — — — 340
TOTAL NON-PERFORMING ASSETS 327 400 591 807 1,186
LOAN CHARGE-OFFS 92 174 122 187 283
L:)M\ RECOVERIES - 80 147 101 72 139
NET LOAN CHARGE-OFFS 12 27 21 115 144
ALLOWANCE FOR LOAN LOSSES £4,023 83,435 82,962 82,428 82,022

In addition, the Bank had restructured loans of 8320 thousand and $325 thousand at
December 31, 2001 and 2000, respectively.

RATIOS:
TOTAL NON-PERFORMING LOANS/
TOTAL LOANS 0.08% 0.12% 0.21% 0.33% 0.42%

TOTAL NON-PERFORMING LOANS/
TOTAL ASSETS 0.05% 0.07% 0.12% 0.17% 0.19%

TOTAL NON-PERFORMING ASSETS/
TOTAL ASSETS 0.05% 0.07% 0.12% 0.17% 0.27%

ALLOWANCE FOR LOAN LOSSES/
TOTAL LOANS 0.96% 1.00% 1.03% 0.99% 1.02%

ALLOWANCE FOR LOAN LOSSES/
TOTAL NON-PERFORMING LOANS/ 12.3x 8.6x 5.0x 3.0x 2.4x

Interest income of $20 thousand, 322 thousand and $39 thousand would have been
recognized during 2001, 2000, and 1999, respectively, if non-accrual loans had been
current in accordance with their original terms.

OTHER INCOME: Other income before gains on securities was $6.5 million in 2001,
an increase of 12% over 2000 levels. This increase was primarily due to higher trust fees,
additions to cash surrender value of Bank Owned Life Insurance, and service charges on
deposit accounts, partially offset by a non-recurring gain on the sale of loan servicing
recorded in 2000. Trust fees rose $409 thousand or 11% over the levels recorded in 2000.
This increase is attributable to increased volume of business as the book value of assets
under management increased $57.2 million or 8% over last year’s levels. During the third
quarter of 2001, the Corporation invested $12 million in Bank Owned Life Insurance
(BOLI) to assist in offsetting the rising costs of employee benefits, and accordingly,
realized other income of 8264 thousand on increased cash surrender value on these




policies. For the year ended December 31, 2001, securities gains were $189 thousand as
compared to a loss of 8200 thousand recorded in 2000.

THE FOLLOWING TABLE PRESENTS THE MAJOR COMPONENTS OF OTUER INCOME:

(In THOUSANDS) 2001 2000 1999
TRUST DEPARTMENT FEES $4,013 $3,604 §3,002
—S_EE\T'ICE CIIARGES ON DEPOSIT z\ccoﬁl\}?f; - 1.416"— 1,310 1,265
OTuER FEE INCOME 345 299 660
BaNK OWNED LiFg _INSURANCE o 264 — —
OTHER NON-INTEREST INCOME 248 221 176
Sare DEPOSIT RENTAL FEES 202 168 176
GAIN ON S;H oF LOAN SERVICING o - 211 —
OTHER INCOME BEFORE GAINS/(LOSSES) ON SECURITIES 6,482 5,813 5,279
SECURITIES GAINS/(LOSSES) 189 (200) 16
Torar OTHER INCOME $6.671 85,613 85,295

OTHER EXPENSES: Other expense totaled $17.8 million in 2001, an increase of §1.3
million or 8% compared to $16.5 million in 2000. This increase is commensurate with the
growth in the overall level of business activity and the addition of two branch locations.

Salaries and benefits expense, the largest component of other expense, increased 10% to
£10.0 million from $9.0 millicn in 2000. This increase was directly related to increased
officer and staff levels and the related fringe benefit costs. The full time equivalent number
of employees rose to 180 at December 31, 2001 from 167 a vear ago.

Premises and equipment expense increased to $3.6 million from $3.0 million in 2000.
This increase was primarily due to higher expenses related to our new branches in
Hillsborough and Clinton.

The Corporation strives to operate in an efficient manner and control costs as a means of
producing increased earnings and enhancing shareholder value.

THE FOLLOWING TABLE PRESENTS THE MAJOR COMPONENTS OF OTHER EXPENSES:

(IN TIIOUSANDS) 2001 2000 1999
SALARIES AND BENEFITS $ 9,975 : g 9,041 8 7,942
PREMISES AND EQU[PI\{FA\; 3.598 3,035 2,811
ADVERTISING 568 499 329
STATIONERY AND SUPPLIES 490 393 395
PROFESSIONAL FEES o 369 248 349
TRUST DEPARTMENT o 368 379 330
TELEPHONE 339 298 294
POSTAGE 320 299 234
MERGER-RELATED CHARGES A — 500 —
OTHER EXPENSE ) o i 1,796 1,828 2,531

ToTtAL OTHER EXPENSE $17.823 $16,520 $15,215

INCOME TAXES: Income tax expense for the year ended December 31, 2001 was §4.4
million as compared to $3.9 million in 2000. The effective tax rate for the vear ended
December 31, 2001 was 32.83% compared to 33.84% for the year ended December 31,

15
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2000. The increased income tax expense in 2001 retlects higher levels of taxable income
partially offset by a lower effective tax rate due to increases in tax-exempt income.

RESULTS OF OPERATIONS 2000 COMPARED TO 1999: For the year ended
December 31, 2000, net income increased 7% to $7.7 million compared to $7.2 million
earned in 1999. Diluted earnings per share increased 8% to $2.27 per share from $2.11 per
share earned in 1999. Earnings per diluted share before merger-related charges of $0.12, net
of tax, were $2.39 as compared to $2.11 in 1999, an increase of 14%. The increase in net
income for 2000 was primarily due to growth in net interest income and Trust fees offset
in part by higher other expenses. These results before merger-related charges produced a
return on average assets of 1.55% as compared to 1.48% in 1999 and a return on average
stockholders’ equity of 16.14% as compared to 15.67% in 1999.

Net interest income (on a tax equivalent basis) totaled $23.4 million for 2000, an increase
of 8% or 81.7 million over the $21.7 million recorded in 1999. The increase was primarily
due to a $30.0 million increase in average earning assets and higher rates earned on
interest-earning assets, which increased to 7.28% from 6.91% earned in 1999. Offsetting
higher interest income in part was higher interest expense which increased $2.2 million or
21%. This increase was primarily due to a $21.7 million increase in interest-bearing deposits
and higher rates paid on interest-bearing deposits, which increased to 3.33% from 2.94% in
1999. A major factor in the growth in net interest income was higher average demand
deposits which increased $8.1 million or 9% on average during 2000 as compared to 1999,
The net interest margin in 2000 was 4.74%, an increase of 6 basis points from 4.68% in

1999.

Other income before losses on securities was 85.8 million in 2000, representing a 10%
increase from 1999 levels. This increase was primarily due to higher trust fees and gain on
sale of a loan servicing portfolio, partially offset by reduced other fee income. Trust fees for
2000 were 20% higher than 1999. The sharp rise in Trust fees can be attributed to the
increase in book value of assets under management, which increased 9% in 2000 as
compared to 1999 levels in conjunction with changes in fee structure. The gain on sale of
servicing and reduction in other fee income was a result of discontinuing Chatham Savings,
FSB mortgage banking activities, which were not significant to Chatham’s assets and which
were incompatible with existing lines of business.

Other expense totaled $16.5 million in 2000, an increase of $1.3 million or 9% compared
to $15.2 million in 1999. Excluding merger-related charges of $300 thousand, the increase
was 8805 thousand, or 3%. The increase in other expense was primarily the result of
increases in salaries and benetits and advertising, offset in part by lower equipment and
data processing costs related to the consolidation of the Chatham Savings, FSB operations.

Salaries and benefits expense, the largest component of other expense, increased 14% to
$9.0 million from $7.9 million in 1999. This increase was primarily related to higher staff
levels and costs associated with attracting and retaining a well-trained professional staft
and related fringe benefits.

CAPITAL RESQURCES: The solid capital base of the Corporation provides the ability
for future growth and financial strength. Maintaining a strong capital position supports the
Corporation’s goal of providing shareholders an attractive and stable long-term return on
investment. At $63.1 million, total stockholders’ equity grew 14% or $7.9 million as
compared with 835.2 million at December 31, 2000. At December 31, 2001, unrealized
gains net of taxes were $635 thousand as compared to unrealized losses net of taxes of
8476 thousand at December 31, 2000. The change from unrealized losses to unrealized
gains, net of taxes, was primarily due to lower interest rates during 2001 as compared to

2000. Federal regulations require banks to meet target Tier 1 and total capital ratios of 4%




and 8%, respectively. At 18.8% and 20.0%, the Corporation’s Tier 1 and total capital ratios

are well in excess of regulatory minimums. The Corporation’s capital leverage ratio was
9.8% at December 31, 2001.

LIQUIDITY: Liquidity refers to an institution’s ability to meet short-term requirements
in the form of loan requests, deposit withdrawals and maturing obligations. Principal
sources of liquidity include cash, temporary investments and securities available for sale.

Management feels the Corporation’s liquidity position is sufficient to meet future needs.
Cash and cash equivalents, including federal funds sold, averaged over $40 million in 2001.
In addition, the Corporation has $172.6 million in securities designated as available for sale.
These securities can be sold in response to liquidity concerns. As of December 31, 2001,
investment securities and securities available for sale maturing within one year amounted
to $14.6 million and cash and cash equivalents totaled $20.0 million.

Another source of liquidity is borrowing capacity. The Corporation has a variety of

sources of short-term liquidity available, including federal funds purchased from
correspondent banks, short and long term borrowings from the Federal Home Loan Bank
of New York and loan participations or sales of loans. The Corporation also generates
liquidity from the regular principal payments made on its loan portfolio.
INTEREST RATE SENSITIVITY: Interest rate sensitivity is a measure of the
relationship between interest-earning assets and supporting funds which are susceptible to
changes in interest rates during comparable time periods. Interest rate movements on
deposits have made managing the Corporation’s interest rate sensitivity increasingly more
important as a means of managing net interest income. The Corporation’s Asset/Liability
Committee is responsible for managing the exposure to changes in market interest rates.
The “sensitivity” gap quantifies the repricing mismatch between assets and supporting
funds over various time intervals. The cumulative gap position as a percentage of total
rate-sensitive assets provides one relative measure of the Corporation’s interest rate
exposure.

The Corporation’s ratio of rate-sensitive assets to rate-sensitive liabilities was
approximately 0.24 to 1.00 on December 31, 2001 based on contractual maturities for the
next twelve months subject to certain assumptions explained in the following paragraph.
Since this ratio is less than 1.00, the Corporation has a “negative gap” position which may
cause its assets to reprice more slowly than its deposit liabilities. In a declining interest rate
environment, interest costs may be expected to fall faster than the interest received on
earning assets, thus increasing the net interest spread. If interest rates increase, a negative
gap means that the interest received on earning assets may be expected to increase more
slowly than the interest paid on the Corporation’s liabilities, therefore decreasing the net
interest spread.

For purposes of calculating the gap position, interest-earning demand deposits, money
market deposits and savings deposits are included in the 0-3 month category. The
Corporation recognizes that certain of these deposits are more stable with an effective
maturity greater than their repricing frequency. Assets with daily floating rates dre
included in the 0-3 month category. Assets and liabilities are included based on their
maturities or period to first repricing, subject to the foregoing assumptions.
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THE TABLE BELOW PRESENTS THE MATURITY AND REPRICING RELATIONSHIPS BETWEEN INTEREST-EARNING
ASSETS AND INTEREST-BEARING DEPOSITS A8 OF DECEMBER 31, 2001. (IN THOUSANDS)

REPRIGING OR 0-3 3-12 1-5 Over 3 .
MATURITY DATE MONTHS MONTHS YEARS YEARS TOTAL
ASSETS
SECURITIES £ 4301 $ 10,338 $ 8§9.719 $116,984 $221,342
FeDERAL FUNDS SOLD 2.543 — — — 2.543
INTEREST-EARNING DEPOSITS 15,634 — — — 15.634
Loans (1) 29,564 55.512 122,246 209,337 416,659
TOTAL INTEREST-SENSITIVE
ASSETS $ 52,042 B 65,850 $211.965 $£326,321 $656,178
Derosits
CERTIFICATES OF DEPOSIT 8 98,446 $ 93,199 § 23.634 § 141 $215.420
SAVINGS 82,268 — — — 82.268
MONEY MARKETS 109,326 — — — 109,326
CHECKING ) 110,878 — — — 110,878
LonGg-TerM DEBT _ — 5.000 — 5,000
NONINTEREST-BEARING
DEMAND DEPOSITS — — — 113,011 113.011
TOTAL INTEREST-SENSITIVE
Deprosits $400918 $ 93,199 $ 28,634 $113.152 $635,903
ASSETS/DEPOSITS 0.13 0.71 7.40 2.88 1.03
ASSETS/DEPOSITS (CUMULATIVE) 0.13 0.24 0.63 1.03

(1) Loan balances do not include nonaccrual loans.

MARKET RISK SENSITIVE INSTRUMENTS: A derivative financial instrument
includes futures, forwards, interest rate swaps, option contracts and other financial
instruments with similar characteristics. The Corporation currently does not enter into
futures, forwards, swaps or options. However, the Corporation is party to financial
instruments with off-balance sheet risk in the normal course of business to meet the
financing needs of the customers of the Corporation. These financial instruments include
commitments to extend credit and standby letters of credit. These instruments involve to
varying degrees, elements of credit and interest rate risk in excess of the amount
recognized in the consolidated statements of condition. Commitments to extend credit are
agreements to lend to a customer as long as there is no violation of any condition
established in the contract. Commitments generally have fixed expiration dates and may
require collateral from the borrower if deemed necessary by the Corporation. Standby
letters of credit are conditional commitments issued by the Corporation to guarantee the
performance of a customer to a third party up to a stipulated amount and with specified
terms and conditions.

Commitments to extend credit and standby letters of credit are not recorded as an asset
or liability by the Corporation until the instrument is exercised.

The Corporation’s exposure to market risk is reviewed on a regular basis by the Asset/
Liability Committee. Interest rate risk is the potential of economic losses due to future
interest rate changes. These economic losses can be reflected as a loss of future net
interest income and/or a loss of current fair market values. The objective is to measure the
effect on net interest income and to adjust the statement of condition to minimize the
inherent risk while at the same time maximize income. Management realizes certain risks




are inherent and that the goal is to identify and minimize the risks. Tools used by
management include the standard GAP report and interest rate shock simulation report.
The Corporation has no market risk sensitive instruments held for trading purposes.
Management believes the Corporation’s market risk is reasonable at this time.

THE FOLLOWING TABLE PRESENTS THE SCHEDULED MATURITY OF MARKET RISK SENSITIVE INSTRUMENTS AS
OF DECEMBER 31, 2001:

(IN THOUSANDS)

AVERAGE WITHIN 1-5 OVER ESTIMATED
MATURING IN: INTEREST RATE 1 YEAR YEARS 5 YEARS TortaL Famr VaLue
ASSETS
SECURITIES 6.15% 8 14,639 $ 89,719 $116,984 $221,342 £223,100
FEDERAL FunDs SoLb 4.64% 2,543 — — 2,543 2,543
INTEREST-EARNING DEPOSITS 4.72% 15,634 —_ — 15,634 15,634
LOANS (1) 7.45% 85,076 122,246 209,337 416,659 420,842
TOTAL $117,892 $211,965 $326,321 $£656,178 $662,119
LIABILITIES
SAVINGS, CHECKING
AND MONEY MARKETS 2.01% $£302,472 § — 5 — $302.472 $302,472
CD’s 5.29% 191,645 23.634 141 215,420 218,39%
Long-TerM DeEBT 3.49% — 5,000 — 5,000 5,018
TOTAL 8494,117 § 28,634 8 141 $522.892 $525,883

(1) Loan balances do not include nonaccrual loans.

EFFECTS OF INFLATION AND CHANGING PRICES: The financial statements
and related financial data presented herein have been prepared in terms of historical dollars
without considering changes in the relative purchasing power of money over time due to
inflation. Unlike most industrial companies, virtually all of the assets and liabilities of a
financial institution are monetary in nature. As a result, interest rates have a more
significant impact on a financial institution’s performance than do general levels of
inflation. Interest rates do not necessarily move in the same magnitude as the prices of
goods and services.

The Corporation believes residential real estate values have stabilized, however, if real
estate prices in the Corporation’s trade area decrease, the values of real estate
collateralizing the Corporation’s loans and real estate held by the Corporation as other
real estate owned could also be adversely affected.
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RECENT ACCOUNTING PRONOUNCEMENTS: Statement of Financial
Accounting Standards (8FAS) No. 133, Accounting for Derivative Instruments and Hedging
Activities, as amended by SFAS No. 138, Accounting for Certain Derivative Instruments and
Certain Hedging Activities, an Amendment of Financial Accounting Standards Board
(FASB) Statement No. 133 was adopted by the Corporation on January 1, 2001. The
adoption of these statements did not have a material impact on the consolidated financial
statemerts of the Corporation.

SFAS No. 140 “Accounting for Transfers and Servicing of Financial Assets and
Extinguishment of Liabilities (a Replacement of FASB Statement 123)" supersedes and
replaces the guidance of SFAS No. 125. SFAS No. 140 provides guidance on the following
topics: securitization transactions involving financial assets; sales of financial assets such
as receivables, loans, and securities; factoring transactions; wash sales; servicing assets and
liabilities; collateralized borrowing arrangements; securities lending transactions;
repurchase agreements; loan collateralized borrowing arrangements; securities lending
transactions; repurchase agreements; loan participations; and extinguishment of liahilities.
The provisions of SFAS No. 140 are effective for transactions entered into after March 31,
2001. The initial adoption of SFAS No. 140 did not have a material impact on the
Corporation’s consolidated financial statements.

On July 20, 2001, the FASB issued SFAS No. 141, “Business Combinations.” SFAS No.
141 requires that the purchase method of accounting be used for all business
combinations initiated after June 30, 2001. SFAS No. 141 specifies the criteria acquired
intangible assets must meet to be recognized and reported apart from goodwill. The
Corporation adopted SFAS No. 141 effective July 1, 2001. The initial adoption of SFAS No.
141 had no significant impact on the Corporation’s consolidated financial statements.

On July 20, 2001, the FASB issued SFAS No. 142, “Goodwill and Other Intangible
Assets.” SFAS No. 142 requires that goodwill and intangible assets with indefinite useful
lives no longer be amortized, but instead tested for impairment at least annually in
accordance with the provisions of SFAS No. 142. The Corporation was required to adopt
SFAS No. 142 effective January 1, 2002. As of December 31, 2001, the Corporation had
8563 thousand in unamortized goodwill with annual amortization of $100 thousand, which
ceased upon the adoption of SFAS No. 142. The Corporation has evaluated the transitional
gsoodwill impairment criteria of SFAS No. 142 and has determined that the goodwill
recorded at December 31, 2001 has not been impaired. Therefore management has
determined that the initial adoption of SFAS No. 142 had no impact on the consolidated
financial statements of the Corporation.

In August, 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement
Obligations,” which addresses financial accounting and reporting for obligations associated
with the retirement of tangible long-lived assets and the associated asset retirement costs.
SFAS No. 143 requires an enterprise to record the fair value of an asset retirement
obligation as a liability in the period in which it incurs a legal obligation associated with
the retirement of tangible long-lived assets. The Corporation is required to adopt_the
provisions of SFAS No. 143 for fiscal years beginning after June 15, 2002. The Corporation
does not anticipate that SFAS No. 143 will significantly impact the Corporation’s
consolidated financial statements.

On October 3, 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or
Disposal of Long-Lived Assets”, which addresses financial accounting and reporting for the
impairment or disposal of long-lived assets. While SFAS No. 144 supersedes SFAS No. 121,
“Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be
Disposed Of”, it retains many of the fundamental provisions of that Statement. The




Statement is effective for fiscal years beginning after December 15, 2001. The initial
adoption of SFAS No. 144 did not have a significant impact on the Corporation’s financial
Statements.

PGH TRUST AND INVESTMENTS: PGB Trust and Investments, a division of the
bank, continues to be an extremely important part of Peapack-Gladstone Financial
Corporation. Since its inception in 1972, it has served in the roles of executor and trustee
while providing investment management, custodial, tax, retirement and financial services to
its growing client base.

The book value of assets under management in PGB Trust
and Investments increased from $709.7 million at December
31, 2000 to §766.9 million at December 31, 2001, an increase TRUST ASSETS
of 8%. The corresponding market value at December 31, 2001 BOOK VALUE IN MILLIONS
is in excess of §1 billion. Fee income generated by PGB Trust
and Investments was $4.0 million, $3.6 million and $3.0 8767

million in 2001, 2000 and 1999, respectively.

FORWARD LOOKING STATEMENTS: In addition to $651
historical information, this annual report contains or may =
contain certain forward-looking statements and information
that are based on beliefs of, and information currently
available to management. When using this report and in oral
statements by management the words “anticipate,” “believe,”
“estimate,” “expect,” “future,” “intend,” “plan,” and similar
expressions as they relate to the Corporation, identify

forward-looking statements.

Such statements reflect the current views of management
with respect to future events and are subject to certain risks,
uncertainties and assumptions relating to the Corporation’s
operations and results of operations, competitive factors and
pricing pressures, shifts in market demand, the performance
and needs of customers served by the Corporation and other
risks and uncertainties. These include uncertainties
specifically identified in the text surrounding such statements
and uncertainties with respect to changes or developments in
social, economic, business, industry, market, legal and
regulatory circumstances and conditions and actions taken or
omitted to be taken by third parties, competitors, and
legislative, regulatory, judicial and other governmental authorities and officials.
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Should one or more of these risks or uncertainties materialize, or should the underlying
assumptions prove incorrect, actual results may vary significantly from those anticipated,
believed, estimated, expected, intended or planned.




SELECTED CONSOLIDATED FINANCIAL BDATAS

THE FOLLOWING IS SELECTED CONSOLIDATED FINANCIAL DATA FOR THE CORPORATION AND ITS
SUBSIDIARIES FOR THE YEARS INDICATED. TUIS INFORMATION IS DERIVED FROM THE [ISTORICAL
CONSOLIDATED FINANCIAL STATEMENTS AND SHOULD BE READ IN CONJUNCTION WITH TIHE CONSOLIDATED

FINANCIAL STATEMENTS AND NOTES.
YEARS ENDED DECEMBER 31,

(IN THOUSANDS, EXCEPT PER SHARE DATA) 2001 2000 1999 1998 1997
SUMMARY EARNINGS:
INTEREST INCOME $40.523 835,567 $31,587 $29,949 827,708
INTEREST EXPENSE 15.486 12,509 10,341 10,843 10,193
NET INTEREST INCOME 25,037 23,038 21,246 19,106 17,513
Provisiox FOR Loan LossEes 600 500 555 521 443
NET INTEREST INCOME AFTER PROVISION
FOR LoaN LossEs 24,437 22,558 20,691 18,583 17,070
OTHER INCOME, EXCLUSIVE
OF SECURITIES GAI_N@/(LOSSES) 6.482 5,813 5,279 4,623 3,604
OTHER EXPENSES 17,823 16,520 15,215 13,802 12,695
SecuriTies GaiNs/(LOSSES) 189 (200) 16 178 29
INCOME BEFORE INCOME TaAX EXPENSE 13,285 11,651 10,771 9,584 8,008
IncOME Tax EXPENSE 4,361 3,943 3,582 3,550 3,109
NET INCOME g 8,924 S 7,708 8 7,189 8 6,034 S 4,899

PER SHARE DATA: (RerLects 10% STOCK DIVIDEND PAID IN 2001, 5% STOCK DIVIDENDS PAID
IN 2000, 1999 AND 1998; AND A 2:1 STOCK SPLIT IN DECEMBER, 1997.)

EARNINGS PER SHARE-BASIC 8 2.68 g 2.32 g 217 $ 1.82 $ 148
EARNINGS PER SHARE-DILUTED 2.64 2.27 211 1.77 1.45
Casit DiviDENDS DECLARED 0.58 0.54 0.50 0.46 0.41
Boox VarLue END-OP-PERIOD 18.96 16.61 14.36 14.04 12.47
WEIGHTED AVERAGE SHARES OUTSTANDING 3,327,836 3,320,208 3,313,511 3,313,297 3,317,222
@;\wN STéCK EQUIVALENTS 55,954 78,571 95,093 100,104 53,731

DIVIDENDS BOOK VALUE
PER SHARE PER SHARE
IN DOLLARS IN DOLLARS
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2001 2000 1999 1998 1997
BALANCE SHEET DATA: (AT PERIOD END)
ToraL AsseTs $704,773 $367,032 £497,535 8480,929 8442760
INVESTMENT SECURITIES 48,722 69,575 61,672 65,500 84,192
SECURITIES AVAILABLE FOR SALE 172.620 83,950 101,324 103,604 97,863
Loans 416,933 344,299 287,933 245,804 199,079
ALLOWANCE FOR LoaN LossEs 4,023 3,435 2,962 2,428 2,022
ToTaL DEPOSITS 630,903 508,879 444,088 430,750 400,793
L]:OTM. STOCKHOLDERS EQuiTY 63,085 55,156 47,575 44,461 39,426
TrusT ASSETS (BOOK VALUE) 766,928 709,732 651,469 349,321 453,671
_ Casi DIVIDENDS DECLARED 1.846 1,592 1,292 1,097 978
SELECTED PERFORMANCE RATIOS:
RETURN ON AVERAGE TOTAL ASSETS 1.42% 1.47% 1.48% 1.33% 1.16%
RETURN ON AVERAGE TOTAL STOCKHOLDERS EQUITY 15.03 15.30 15.67 14.21 13.11
DivipEND Pavout Ratio 20.69 20.65 17.97 16.21 18.59
AVERAGE TOTAL STOCRIOLDERS EQuity
TO AVERAGE ASSETS 9.44 9.63 §.86 9.39 8.82
NON-INTEREST EXPENSES TO AVERAGE ASSETS 2.83 3.16 3.13 3.05 3.00
NON-INTEREST INCOME TO AVERAGE ASSETS 1.06 1.07 1.09 1.06 0.85
ASSET QUALITY RATIOS: (AT PERIOD END)
NON-ACCRUAL LOANS TO TOTAL LOANS 0.07% 0.09% 0.13% 0.33% 0.37%
NON-PERFORMING ASSETS 10 TOTAL ASSETS 0.05 0.07 0.12 0.17 0.27
ALLOWANCE FOR LOAN LOSsEs TO
NON-PERFORMING LOANS 12.3x §.6x 5.0x 3.0x 2.4x
_ALLOWANCE FOR LOaAN Losses 10 ToTAL Loans 0.96% 1.00% 1.03% (.99% 1.02%
NET CHARGE-OFFS TO AVERAGE
Loans PLus OTHER REaL EsTATE Owned 0.01 0.01 0.01 0.05 0.08
LIQUIDITY AND CAPITAL RATIOS:
AVERAGE LOANS TO AVERAGE DEPOSITS 67.85% 67.99%  359.44% 56.36%  48.67%
~ ToraL SrockHOLDERS' EQUITY TO TOTAL Assets 8.95 9.73 9.56 9.24 8.90
TiER 1 CAPITAL TO RisK WEIGHTED Assets 18.76 20.80 26.55 18.97 14.91
TOTAL CAPITAL TO RISK WEIGHTED Assets 19.98 22.10 28.16 19.06 15.66
TiER 1 LEVERAGE RATIO 9.84 10.49 10.02 .40 8.76
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THE FOLLOWING TABLE SETS FORTH CERTAIN UNAUDITED QUARTERLY FINANCIAL DATA FOR THE PERIODS

INDICATED:

SELECTED 2001 QUARTERLY DATA:

(D()LL;\RS IN THOUSANDS

EXCEPT PER SHARE DATA) MARCH 31 Juxe 30 SepteMBER 30 DECEMBER 31
InTEREST INCOME £9,694 $9.,988 $10,372 $£10,469
INTEREST EXPENSE 3,959 3.964 3.955 3.608

NEeT INTEREST INCOME 5,735 6,024 6,417 6,861
PROVISION FOR LOAN LOSSES 126 124 126 224
OTHER INCOME, EXCLUDING

SECURITIES GAINS/(LOSSES) 1,634 1,530 1,504 1.814
SECURITIES GAINS/(LOSSES) — 79 111 1)
OTHER EXPENSE 4,217 4,236 4,447 4,923
NET INCOME BEFORE INCOME TAX EXPENSE 3,026 3,273 3.459 3,527
Incove Tax EXPENSE 996 1,081 1,163 1,121

NET INCOME $2,030 $2.192 $ 2,296 $ 2,406
EARNINGS PER SHARE-BASIC $ 0.61 8 0.66 g 0.69 $ 0.72
EARNINGS PER SHARE-DILUTED 0.60 0.65 0.68 0.71
SeLecteDd 2000 QUARTERLY DATA:
(DOLLARS IN THOUSANDS
EXCEPT PER SHARE DATA) Marcu 31 JungE 30 SeEPTEMBER 30  DECEMBER 31
INTEREST INCOME £8,563 $8,861 58,842 $9,301
INTEREST EXPENSE 2,744 2,895 3,303 3,567

NET INTEREST INCOME 5,819 5,966 5,539 5,734
ProvisioN FOrR Loan Losses 126 126 126 122
OTHER INCOME, EXCLUDING

SECURITIES GAINS/(LOSSES) 1,460 1,567 1,518 1,268
SECURITIES GAINS/(LOSSES) 1 (197) (4) —
OTHER EXPENSE 4,514 4,089 3,695 4,222
NeT INCOME BEFORE INCOME TAX EXPENSE 2,640 3,121 3,232 2,658
[NcomE TAX EXPENSE 911 1,063 1,096 873

NET INCOME $1,729 82,038 $2,136 $1,785
EARNINGS PER SHARE-BASIC 5 0.52 $ 0.63 8 0.63 $ 0.54
EARNINGS PER SHARE-DILUTED 0.51 0.60 0.63 0.33




INDEPENDENT AUDITORS® REPORT

The Board of Directors
Peapack-Gladstone Financial Corporation

We have audited the accompanying consolidated statements of condition of Peapack-
Gladstone Financial Corporation and subsidiary as of December 31, 2001 and 2000, and
the related consolidated statements of income, changes in stockholders’ equity, and cash
flows for each of the years in the three-year period ended December 31, 2001. These
consolidated financial statements are the responsibility of the Corporation’s management.
Our responsibility is to express an opinion on these consolidated financial statements
based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide
a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in
all material respects, the financial position of Peapack-Gladstone Financial Corporation and
subsidiary as of December 31, 2001 and 2000, and the results of their operations and their
cash flows for each of the vears in the three-year period ended December 31, 2001, in
conformity with accounting principles generally accepted in the United States of America.

MG LLP

Short Hills, New Jersey
January 17, 2002
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CONSOLIDATED STATEMENTS OF CONDITION

Drcemper 31,

(DOLLARS IN THOUSANDS) 2001 2000

ASSETS

CASH AND DUE FROM BANKS 8§ 17,440 $ 16,971

FEDERAL FUNDS SOLD 2,543 36,376
ToTAL CASH AND CASH EQUIVALENTS 19,983 53,347

INTEREST-EARNING DEPOSITS 15.634 910

INVESTMENT SECURITIES (APPROXIMATE MARKET VALUE

850,480 v 2001 anDp 870,230 v 2000) . 48,722 69,573
SECURITIES AVAILABLE FOR SALE (AMORTIZED COST

$171,529 v 2001 aND 884,688 v 2000) 172,620 83,950
LOANS 416,933 344,299

LESs: ALLOWANCE FOR LOAN LOSSES 4,023 3,435

NET LOANS 412,910 340,864
PREMISES AND EQUIPMENT 13.474 11,661
ACCRUED INTEREST RECEIVABLE 5,197 4,164
CASH SURRENDER VALUE 12,244 —
OTHER ASSETS 3,989 2,561

TOTAL ASSETS 8704.773 $567,032
LIABILITIES
DEeposITS:

NONINTEREST-BEARING DEMAND DEPOSITS $113.011 $103,858

INTEREST-BEARING DEPOSITS:

CHECKING 110,878 108,780
SAVINGS - 82,268 74,657
~_ MoONEY MARKETS 109,326 66,581
CERTIFICATES OF DEPOSIT OVER $100,000 59,900 40,064
CERTIFICATES OF DEPOSIT LESS THAN $100,000 155,520 114,939
ToraL DEPOSITS 630,903 508,879
LONG-TERM DEBT 5,000 —
ACCRUED EXPENSES AND OTHER LIABILITIES 5.785 2,997
TOTAL LIABILITIES 641,688 511,876
STOCKHOLDERS' EQUITY
CoMMON SToCK (NO PAR VALUE; STATED VALUE 8134

PeR SHARE; AUTHORIZED 10,000,000 SHARES;

Issueb 3,368,127 SHARES IN 2001 AND 3,038,715 v 2000) 5.608 5,064
SurPLUS 37,838 25,104
TREASURY STOCK AT COST, 40,279 SHARES IN 2001

AND 22,706 SHARES IN 2000 (1,588) (956)
RETAINED EARNINGS 20,572 26,420
ACCUMULATED OTHER COMPREHENSIVE INCOME/

(Loss), NeT oF INcoME Tax 655 (476)

TOTAL STOCKHOLDERS' EQUITY 63.085 55,136
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $704.773 $567,032

See accompanying notes to Consolidated Financial Statements




CONSOLIDATED STATEMENTS OF INCOME

YEArRS ExDid DECEMBER 31,

(DOLLARS IN THOUSANDS, EXCEPT PER SHARE AMOUNTS) 7 20&1_ B ZOOQ 19??
INTEREST INCOME
INTEREST AND FEES ON LOANS $28,476 $24,683 $20,029
INTEREST ON INVESTMENT SECURITIES:
TAXABLE 3,190 3,469 2,921
TaX-EXEMPT 523 634 619
INTEREST AND DIVIDENDS ON SECURITIES AVAILABLE FOR SALE:
TAXABLE , 6498 5,628 6,535
Tax-EXEMPT 81 — )
INTEREST ON FEDERAL FUNDS SOLD 1,143 1,092 1,477
INTEREST-EARNING DEPOSITS 612 61 —
TOTAL INTEREST INCOME 40,523 35,367 31,587
INTEREST EXPENSE
INTEREST ON CHECKING ACCOUNTS 849 1,048 1,058
INTEREST ON SAVINGS ACCOUNTS 4,631 3,391 3,072
INTEREST ON GERTIFICATES OF DEPOSIT OVER SlO0,0Q() _3,‘5/18 1,843 3 1,846
INTEREST ON OTHER TIME DEPOSITS 7,431 6,227 4,365
INTEREST ON LONG-TERM DEBT 57 —_ —_
TOTAL INTEREST EXPENSE 15.486 12,509 10,341
NET INTEREST INCOME 25,037 23,058 21,246
PROVISION FOR LOAN LOSSES 600 500 555
NET INTEREST INCOME AFTER PROVISION
FOR LOAN LOSSES 24,437 22,558 20,691
OTHER INCOME
TrusT FEES 4,013 3,604 3,002
SERVICE CHARGES AND FEES 1,957 1,777 2,101
OTHER INCOME ) 512 432 176
SECURITIES GAINS/(LossES) 189 (200) 16
ToTAL OTHER INCOME 6,671 5,613 5,295
OTHER EXPENSES
SALARIES AND EMPLQ@ BENEFITS - 9,975 9,041 7,942
PRrREMISES AND EQUIPMENT 3.598 3,035 2,811
MERGER-RELATED CHARGES — 500 —
OTHER EXPENSES 4,250 3,944 4,462
ToraL OTHER EXPENSES 17,823 16,520 15,215
INCOME BEFORE INCOME TAX EXPENSE 13,285 11,651 10,771
IncomE Tax EXPENSE 4,361 3,943 3,582
NET INCOME $ 8,924 $ 7,708 8 7,189

EARNINGS PER SHARE

Basic 5 2.68 5 232 g 2.17
DirLuTted 2.64 2.27 2.11

See accompanying notes to Consolidated Financial Statements
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CONSOLIDATED STATEMENTS OF CHANGES

IN STOCKHOLDERS' EQUITY

ACCUMULATED

OTHER
COMPREHENSIVE
(DOLLARS IN THOUSANDS, EXCEPT COMMON TrREASURY  RETAINED Incone
PER SHARE AMOUNTS) STOCK SURPLUS SToCK  EARNINGS (Loss) ToraL
BALANCE AT DrceEMBER 31, 1998 8$4,5396  $13,640 S(791) 826,086 8 930 844,461
COMPREHENSIVE INCOME
Nt INncouMe 1999 7,189 7,189
UNREALIZED HOLDING LOSsES ON »
SECURITIES ARISING DURING THE
Perion (NET or Tax BENEFIT
oF (81,352)) (2,874)
LESS: RECLASSIFICATION ADJUSTMENT
FOR GAINS INCLUDED IN NET INCOME
(NeT or IncoME Tax or $6) 10
NET UNREALIZED HOLDING LOSSES ON
SECURITIES ARISING DURING THE
Perton (NET OF TaAX BENEFIT
or (81,338)) (2,884) (2,884)
ToraL COMPREHENSIVE INCOME 4,305
DiviDENDS DECLARED (80.30 PER SHARE) (1,292) (1,292)
COMMON STOCK OPTIONS EXERCISED
AND RELATED TAX BENEFITS 6 55 (96) (35)
COMMON STOCK DIVIDERD
(Frve PERCENT) 202 5,767 (5,969) —
TREASURY STOCK TRANSACTIONS 136 136
BALANCE AT DECEMBER 31, 1999 84,804 819,462 £(655) 825,918 3(1,954) 847,575
COMPREHENSIVE INCOME
NET INCcOME 2000 7,708 7,708
UNREALIZED HOLDING GAINS ON
SECURITIES ARISING DURING THE
PeRIOD (NET OF INCOME TAX OF
S780) 1,351
LEss: RECLASSIFICATION ADJUSTMENT
For Losses INCLUBED IN NET INCOME
(NET OF TaX BENEFIT OF ($68)) (127)
NET UNREALIZED HOLDING GAINS ON
SECURITIES ARISING DURING THE
Periop (NET OF INCOME TaX or $848) 1,478 1,478
ToraL COMPREHENSIVE INCOME 9,186
DiviDENDS DECLARED ($0.54 PER SHARE) (1,592) (1,592)
COMMON STOCK OPTIONS EXERCISED
AND RELATED TAX BENEFITS 30 265 (7) 288
COMMON STOCK DIVIDEND
(F1ve PERCENT) 230 5,377 (5,607) —
TREASURY STOCK TRANSACTIONS (301) (301)
BALANCE AT DECEMBER 31, 2000 $5,064 825,104 8(956) 826,420 8 (476) 855,156
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(DOLLARS IN THOUSANDS, EXCEPT COMMON TREASURY  RETAINED
PER SHARE AMOUNTS) Stock SURPLUS STOCK  EARNINGS

ACCUMULATED
OTHER
COMPREHENSIVE
IncoME

(Loss)

COMPREHENSIVE INCOME
NEeT IncoMmE 2001 8,924
UNREALIZED HOLDING GAINS ON
SECURITIES ARISING DURING THE
PeriOD (NET OF INCOME TAX OF
8762)
LEss: RECLASSIFICATION ADJUSTMENT
For GAINS INCLUDED IN NET INCOME
(NeT oF INcoMmE Tax oF 864)
NET UNREALIZED HOLDING GAINS ON
SECURITIES ARISING DURING THE
PERIOD (NET OF INCOME TAX OF
$698)
ToTaL COMPREHENSIVE INCOME
DIVIDENDS DECLARED ($0.58 PER SHARE) (1.846)
COMMON STOCK OPTIONS EXERCISED
AND RELATED TAX BENEFITS 34 318
CoMMON STocK DIVIDEND
(TEN PERCENT) 510 12,416 (12,920)
TREASURY STOCK TRANSACTIONS (632)

1,131

1,131
10.055
(1.846)

BaLANCE AT DECEMBER 31, 2001 $5.608 837,838 $8(1,588) $20,572

2655

See accompanying notes to Consolidated Financial Statements
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CONSOLIDATED STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 31,

{DOLLARS IN THOUSANDS ) 2001 2000 1999
OPERATING ACTIVITIES: -
NET INcoME g 8924 § 7,708 8§ 7,189

PROVIDED BY OPERATING ACTIVITIES:

DEPRECIATION 1,204 1,001 981
AMORTIZATION OF PREMIUM AND ACCRETION
OF DISCOUNT ON SECURITIES, NET 247 239 349
PROVISION FOR LOAN LOSSES - 600 500 555
BENEFIT FOR DEFERRED TAXES (313) (185) (235)
“(GA-IN)/LOSS ON SALE OF SECURITIES - (189) 200 (16)
INCREASE IN CASH SURRENDER VALUE (244) — —
{_II\TCRE,\SE) DECREASE IN ACCRUED INTEREST RECEIVABLE (1,033) (720) 141
(INCREASE)Y/DECREASE IN OTHER ASSETS (1.813) 913 (1,853)
INCREASE IN AGCRUED EXPENSES AND OTHER LIABILITIES 2,788 125 i,?gi
NET Cast PROVIDED BY OPERATING ACTIVITIES 10.171 9,781 8,622
INVESTING ACTIVITIES:
PROCEEDS FROM MATURITIES OF INVESTMENT SECURITIES 8,487 15,205 21,770
PROCEEDS FROM MATURITIES OF SECURITIES
AVAILABLE FOR SALE 11,943 31,096 8,937
PROCEEDS FROM CALLS OF INVESTMENT SECURITIES 12,831 10 4,600
PROCEEDS FROM SALES AND CALLS OF SECURITIES
AVAILABLE FOR SALE 68,796 13,297 17,663
PURCHASE OF INVESTMENT SECURITIES B (1.494) (23,176) (22,676)
PURCHASE OF SECURITIES AVAILABLE FOR SALE (166,609) (27,203) (30,025)
NET (INGREASE)/DECREASE [N SHORT-TERM INVESTMENTS (14,724) (910) 2,153
NET INCREASE IN LOANS o (72.646)  (36,393)  (41,344)
PURCHASES OF PREMISES AND EQUIPMENT ' (3.6?7 ) (2,921745‘“”—"#55 )
PURCHASE OF LIFE INSURANCE (12,000) -— —
NEeT Castt USED IN INVESTING ACTIVITIES (168,433) (51,018) (39,869)
FINANCING ACTIVITIES:
NET INCREASE IN DEPOSITS 122,024 66,172 13,338
NET DECREASE OF SHORT-TERM BORROWINGS — (3,000) —
PROCEEDS FROM LONG-TERM BORROWINGS 5,000 — —
DIvVIDENDS PAID (1,8406) (1,592) (1,292)
EXERCISE OF STOCK OPTIONS 352 288 (35)
PurcHASE OF TREASURY STOCK (632) (301) (1306)
NET Cast PROVIDED BY FINANCING ACTIVITIES 124,898 61,567 11,875
NET (DECREASE)/INCREASE IN CASH
AND CASH EQUIVALENTS (33,364) 20,330 (19,372)
Castt AND Cast EQUIVALENTS AT BEGINNING OF PERIOD 53,347 33,017 52,389
CASH AND GASH EQUIVALENTS AT END OF PERIOD $ 19983 § 53347 § 33,017
SUPPLEMENTAL DISCLOSURES OF CASH FLOW
INFORMATION
CasH PAD DURING THE YEAR FOR: )
INTEREST g 15,725 § 12,009 § 10,167

OME TAXES 2,197 3,984 3,697

NSFER OF SECURITIES Froy HELD TO
MATURITY TO AVAILABLE FOR SALE 1,004 — —

See accompanying notes to Consolidated Financial Statements




NoTES TOo CONSOLIDATED FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

PRINCIPLES OF CONSOLIDATION AND ORGANIZATION: The consolidated financial
statements of the Corporation are prepared on the accrual basis and include the accounts
of the Corporation and its wholly-owned subsidiary, Peapack-Gladstone Bank and its
wholly-owned subsidiaries, Peapack-Gladstone Investment Company and Peapack-
Gladstone Mortgage Group, Inc. While the following footnotes include the collective results
of Peapack-Gladstone Financial Corporation and Peapack-Gladstone Bank, these footnotes
primarily reflect the Bank’s and its subsidiaries activities. All significant intercompany
balances and transactions have been eliminated from the accompanying consolidated
financial statements.

BUSINESS:  The Peapack-Gladstone Bank, the subsidiary of the Corporation, provides a full
range of banking services to individual and corporate customers through its branch
operations in northwestern New Jersey. The Bank is subject to competition from other
financial institutions, is regulated by certain federal and state agencies and undergoes
periodic examinations by those regulatory authorities.

BASIS OF FINANCIAL STATEMENT PRESENTATION: The consolidated financial statements
have been prepared in accordance with accounting principles generally accepted in the
United States of America. In preparing the financial statements, management is required
to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities as of the date of the statement
of condition and revenues and expenses for that period. Actual results could differ from
those estimates.

CASH AND CASH EQUIVALENTS:  For purposes of the statements of cash flows, cash and cash
equivalents include cash and due from banks and federal funds sold. Generally, federal

funds are sold for one-day periods.

INVESTMENT SECURITIES: Investment securities are comprised of debt securities that the
Corporation has the positive intent and ability to hold to maturity. Such securities are
stated at cost, adjusted for amortization of premium and accretion of discount over the
term of the investments.

SECURITIES AVAILABLE FOR SALE: Debt securities that cannot be categorized as investment
securities are classified as securities available for sale. Such securities include debt
securities to be held for indefinite periods of time and not intended to be held to maturity,
as well as marketable equity securities. Securities held for indefinite periods of time include
securities that management intends to use as part of its asset/liability management strategy
and that may be sold in response to changes in interest rates, resultant prepayment risk and
other factors related to interest rate and resultant prepayment risk changes. Securities
available for sale are carried at fair value and unrealized holding gains and losses (net of
related tax effects) on such securities are excluded from earnings, but are included in
Stockholders’ Equity as Accumulated Other Comprehensive Income. Upon realization,
such gains or losses are included in earnings using the specific identification method.

LOANS: Loans are stated at the principal amount outstanding. Loan origination fees and
certain direct loan origination costs are deferred and recognized over the life of the loan as

an adjustment to the loan’s yield. The accrual of income on loans, including impaired loans,
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is discontinued if certain factors indicate reasonable doubt as to the timely collectibility of
such interest, generally when the loan becomes over 90 days delinquent. A non-accrual loan
is not returned to an accrual status until factors indicating doubtful collection no longer
exist. The majority of the loans are secured by real estate located within the Corporation’s

market area in Northwestern New Jersey.

ALLOWANCE FOR LOAN LOSSES: The allowance for loan losses is maintained at a level
considered adequate to provide for probable loan losses inherent in the portfolio. The
allowance is based on management’s evaluation of the loan portfolio considering economic
conditions, the volume and nature of the loan portfolio, historical loan loss experience and
individual credit situations. The allowance is increased by provisions charged to expense
and reduced by net charge-offs.

Management believes that the allowance for loan losses is adequate. While management
uses available information to recognize loan losses, future additions to the allowance may
be necessary based on changes in economic conditions. In addition, various regulatory
agencies, as an integral part of their examination process, periodically review the
allowance for loan losses. Such agencies may require the Corporation to recognize
additions to the allowance based on their judgments about information available to them

at the time of their examinations.

Management, considering current information and events regarding the borrowers’ ability
to repay their obligations, considers a loan to be impaired when it is probable that the
Corporation will be unable to collect all amounts due according to the contractual terms of
the loan agreement. When a loan is considered to be impaired, the amount of impairment is
measured based on the fair value of the collateral. Impairment losses are included in the

allowance for loan losses through provisions charged to operations.

PREMISES AND EQUIPMENT: Premises and equipment are stated at cost, less accumulated
depreciation. Depreciation charges are computed using the straight-line method. Premises
and equipment are depreciated over the estimated useful lives of the assets. Expenditures
for maintenance and repairs are expensed as incurred. The cost of major renewals and
improvements are capitalized. Gains or losses realized on routine dispositions are recorded

as other income or other expense.

OTHER REAL ESTATE OWNED: Other real estate owned is carried at fair value minus
estimated costs to sell, based on an independent appraisal. When a property is acquired,
the excess of the loan balance over the estimated fair value is charged to the allowance for
loan losses. Any subsequent write-downs that may be required to the carrying value of the
properties or losses on the sale of properties are charged to the valuation allowance on other

real estate owned or to other expense.

INTANGIBLE ASSETS: Intangible assets resulting from acquisitions under the purchase
method of accounting consist of goodwill. Goodwill is being amortized on a straight-line
basis over 25 years.

INCOME TAXES: The Corporation files a consolidated Federal income tax return. Separate
State income tax returns are filed for each subsidiary based on current laws and regulations.

The Corporation recognizes deferred tax assets and liabilities for the expected future tax
consequences of events that have been included in its financial statements or tax returns.
The measurement of deferred tax assets and liabilities is based on the enacted tax rates

applicable to taxable income for the vears in which these temporary differences are




expected to be recovered or settled. Such tax assets and liabilities are adjusted for the effect

of a change in tax rates in the period of enactment.

StocK OpTION PLAN:  The Corporation applies the provisions of APB Opinion No. 235 and
provides pro forma net income and pro forma earnings per share disclosures for emplovee
stock option grants as if the fair-value-based method defined in SFAS No. 123 had been
applied.

EARNINGS PER SHARE: The numerator of both the Basic and Diluted EPS is equivalent to
net income. The weighted average number of shares outstanding used in the denominator
for Diluted EPS is increased over the denominator used for Basic EPS by the effect of
potentially dilutive common stock equivalents utilizing the treasury stock method.

Common stock equivalents are common stocls options outstanding.

All share and per share amounts have been restated to retlect the 10% stock dividend
issued in 2001 and the 3% stock dividends issued in 2000 and 1999.

The following table shows the calculation of both Basic and Diluted earnings per share for
the years ended December 31, 2001, 2000 and 1999:

(IN THOUSANDS, EXCEPT FOR SHARE DATA) 2001 2000 1999
NET INCOME 858,924 87,708 87,189
BASIC WEIGHTED AVERAGE SHARES QUTSTANDING 3,327,836 3,320,208 3,313,511
PLUS: COMMON STOCK EQUIVALENTS 55,954 78,571 95,093
DILUTED WEIGHTED AVERAGE SHARES OUTSTANDING 3.383.,790 3,398,779 3,408,604

EARNINGS PER SHARE:

&3

Basic

68 S 2.32 8§ 2.17
6

2.
DiLuTED 2.64 2.27 2.11

TREASURY STOCK: Treasury stock is recorded using the cost method and accordingly is
presented as an unallocated reduction of stockholders’ equity.

COMPREHENSIVE INCOME: Comprehensive income consists of net income and net
unrealized gains or losses on securities available for sale and is presented in the
consolidated statements of changes in stockholders’ equity.

RECLASSIFICATION: Certain reclassifications have been made in the prior periods’
financial statements in order to conform to the 2001 presentation.
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ACQUISITIONS:  On January 7, 2000, the Corporation acquired Chatham Savings, FSB
(“Chatham”). The transaction was accounted for using the pooling of interests method of
accounting. The consolidated financial statements of Peapack-Gladstone Financial
Corporation have been restated to include Chatham for all periods presented. Separate
results of the combining companies for the vear ended December 31, 1999 are as follows:

{IN THOUSANDS) 1999

NET INTEREST INE&\«E AFTER PROVISION FOR LOAN LOSSES

PEAPACK-GLADSTONE 817,877

CHATHAM 2,814
820,691

NeT INCOME

PEAPACK-GLADSTONE £ 6,021

EIL\TI-IAM 568
g 7,189

During the first quarter of 2000, the Corporation recorded a merger-related charge of £500
thousand related to the acquisition of Chatham. This charge was fully realized in 2000. These
charges include only identified direct and incremental costs associated with this acquisition.
Items included in these charges include the following: personnel expenses which include
severance payments and benefits for terminated employees, principally, senior executives of
Chatham; professional fees which include investment banking, accounting and legal fees; and
other expenses which include data processing and the write-off of supplies and other assets

not considered useful in the operation of the combined entity.




2, INVESTMENT SECURITIES

A summary of amortized cost and approximate market value of investment securities
included in the consolidated statements of condition as of December 31, 2001 and 2000

follows:

2001
- V GROSS GROSS APPROXIMATE
AMORTIZED UNREALIZED UNREALIZED MARKET
(IN THOUSANDS) CosT GAINS LossEs VALUE
U.S. TREASURY & GOVERNMENT AGENGIES $24.608  $1.205 B — $25.813
MORTGAGE-BACKED SECURITIES 9,262 124 (69) 9,317
STATE AND POLITICAL SUBDIVISIONS 9,892 317 — 10,209
OTHER DEBT SECURITIES 4,960 181 — 5,141
848,722 51,827 $(69) 850,480

2000
. GRrROss GROSS APPROXIMATE
AMORTIZED UNREALIZED UNREALIZED MARKET
(IN THOUSANDS) Cost GAINS Lossts VALUE
U.S. TREASURY & GOVERNMENT AGENGIES 836,748 8525 3 (78) $37,195
MORTGAGE-BACKED SECURITIES 11,334 102 (148) 11,288
STATE AND POLITICAL SUBDIVISIONS 15,520 237 (36) 15,721
OTHER DEBT SECURITIES 5973 S0 27) 6,026
$69,575 $944 5(289) 570,230

The amortized cost and approximate market value of investment securities as of
December 31, 2001, by contractual maturity, are shown below. Expected maturities will
differ from contractual maturities because borrowers may have the right to call or repay
obligations with or without call or prepayment penalties.

MATURING IN:

APPROXIMATE

(IN THOUSANDS) AMORTIZED COST MARKET VALUE
ONE YEAR OR LESS $11,191 $11,437
:AFI‘ER ONE YEAR THROUGIH FIVE YEARS 22.656 23,787
APTER FIVE YEARS THROUGH TEN YEARS 5,164 5,398
AFTER TEN YEARS o 9,711 9,858
$48,722 $50.,480

Securities having an approximate carrying value of $1.7 million as of December 31, 2001
and 2000 were pledged to secure public funds and for other purposes required or
permitted by law. During 2001, the Corporation transferred one security in the amount of
£1.0 million from Held to Maturity to Available for Sale. The security had a market value of
£1.0 million. The transfer was made due to a significant deterioration in the issuer’s credit

worthiness.
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3. SECURITIES AVAILABLE FOR SALE

A summary of amortized cost and approximate market value of securities available for
sale included in the consolidated statements of condition as of December 31, 2001 and
2000 follows:

2001
Gross | GROSS  APPROXIMATE
AMORTIZED UNREALIZED UNREALIZED MARRKET
(IN THOUSANDS) CosT GAINS LoOSsES VALUE
U.S. TREASURY & GOVERNMENT AGENCIES $111,907 $1.377 $(289) $£112,995
MORTGAGE-BAGKED SECURITIES 32,137 66 (218) 31,985
STATE aND POLITICAL SUBDIVISIONS 7,955 11 (131) 7.835
OTHER SECURITIES 19,530 383 (108) 19.805
$171,529 $1.837 $(746) $172,620

2000
-  Gross GROSS  APPROXIMATE
AMORTIZED UNREALIZED UNREALIZED MARKET
(IN THOUSANDS) Cost GAINS LossEs VALUE
UHSleI_\st & GO\fEIL\T;iEN'L‘ AGENCIES ,S? 5,883 $111 '¥E§(586_)¥__;7F,410§
MORTGAGE-BACKED SECURITIES 1,882 1 (16) 1,867
STATE AND POLI'H(;\L SUL;DIVISIONS 77777777 ;240 — (2) 238
OTHER SECURITIES 11,683 99 (345) 11,437
584,688 211 $(949) 883,950

The amortized cost and approximate market value of debt securities available for sale as
of December 31, 2001, by contractual maturity, are shown below. Expected maturities will
differ from contractual maturities because borrowers may have the right to call or repay
obligations with or without call or prepayment penalties.

MATURING IN:

APPROXIMATE

(IN THOUSANDS) AMORTIZED COST MARKET VALUR
ONE YEAR OF LEss $ 3307  $ 3.448
ArTER ONE YEAR THROUGH FIVE YEARS 66,247 67,063
AFTER FIVE YEARS THROUGH TEN YEARS 72635 72,918
APTER TEN YEARS ' 29,340 29191
$171,529 $172.620

Securities having an approximate carrying value of $£3.0 million as of December 31, 2001
were pledged to secure public funds and for other purposes required or permitted by law.
There were no available for sale securities pledged as of December 31, 2000. Gross gains of
$189 thousand and $16 thousand were realized in 2001 and 1999. There were gross realized
losses in 2000 of §200 thousand.




4. LOANS

Loans outstanding as of December 31, 2001 and 2000 consisted of the following:

{(IN THOUSANDS) 2001 2000
Loaxs SecUureDp By 1-4 FaMILy - $287.220 $251,197
COMMERCIAL REAL ESTATE 91.129 62,161
CONSTRUCTION LOANS 6,418 2,297
COMMERCIAL LOANS 15.855 13,019
ConsuMmeRr LOANS - 11,237 14,(38‘4
OTHER LOANS 5.074 1,341

TOTAL LOANS $416,933 8344 ,299

Non-accrual loans totaled 8274 thousand and $3235 thousand at December 31, 2001 and
2000, respectively. Loans past due 90 days or more and still accruing interest totaled $33
thousand and 875 thousand at December 31, 2001 and 2000, respectively. There are no
commitments to lend additional amounts on non-acerual loans. The amount of interest
income recognized on year-end non-accrual loans totaled $10 thousand, 88 thousand and
83 thousand in 2001, 2000 and 1999, respectively. Interest income of $20 thousand, $22
thousand and $39 thousand would have been recognized during 2001, 2000 and 1999,

respectively, under contractual terms for such non-accrual loans.

Loans that met the criteria of troubled debt restructuring totaled $320 thousand and
$325 thousand at December 31, 2001 and 2000, respectively. The amount of interest
income recognized on troubled debt restructurings in 2001, 2000 and 1999 totaled §22
thousand, 817 thousand and $32 thousand, respectively. Interest income of approximately
832 thousand, $33 thousand and 840 thousand would have been recognized during 2001,
2000 and 1999, based on original terms. There are no commitments to lend additional
amounts on troubled debt restructurings.

The Corporation defines an impaired loan as an investment in a loan that is on non-
accrual status with a principal outstanding balance in excess of $100 thousand. Residential
mortgage loans, a group of homogeneous loans that are collectively evaluated for
impairment, are excluded. There was no recorded investment in impaired loans as of or
for the years ended December 31, 2001 and 2000, »

5. ALLOWANCE FOR LOAN LOSSES
A summary of changes in the allowance for loan losses for the years indicated follows:

YEARS ENDED DECEMBER 31,

(IN THOUSANDS) 2001 2000 1999
BALANCE, BEGINNING OF YEAR o ) $3.435 §2,962 82,428
ProOvISION CHARGED TO EXPENSE 600 500 553
LoaNs CHARGED-OFF (92) (174) (122)
RECOVERIES 80 147 101
BALANGE, END OF YEAR $4.,023 83,435 82,962
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6. PREMISES AND FQUIPMENT

Premises and equipment as of December 31, follows:

(IN THOUSANDS) 2001 2000
Lao $ 2,554 $ 2,554
BUILDINGS 7,298 5,994
FURNITURE aND BoQuipment 7481 6,493
EI;\SEIIOLD IMPROVEMENTS 3.360 3,049
PROJECTS IN PROGRESS 1,511 1,268
22,204 19,358

LESS: ACCUMULATED DEPRECIATION 8,730 7,697
TOTAL $13,474 $11,661

Depreciation expense amounted to $1.2 million, $1.0 million and $§981 thousand for the
years ended December 31, 2001, 2000 and 1999, respectively.

7. DEPOSITS

Interest expense on time deposits of §100,000 or more totaled $2.5 million, $1.8 million
and $1.8 million in 2001, 2000 and 1999, respectively.

The scheduled maturities of time deposits are as follows:

(IN THHOUSANDS)

2002 $191,645
2003 19,300
2004 " 653
2005 1,093
2006 o ) B 2,729

TOTAL §215,420

8. FEDERAL HOME LOAN BANK ADVANCES AND OTHER BORROWINGS

At December 31, 2001, advances from the Federal [Home Loan Bank of New York (FHLB)
amounted to $5.0 million with a weighted average interest rate of 3.73%. There were no
advances outstanding at December 31, 2000. These advances are secured by pledges of 1-4
family residential mortgages totaling $219.0 million at December 31, 2001. The advances
have fixed maturity dates with $3.0 million scheduled to mature in 2004 and $2.0 million
in 2006.

Other borrowings consisting of overnight borrowings at FHLB had an average balance of
$1.6 million for the year ended December 31, 2001. There were no borrowings outstanding
at any month end during 2001. There were no overnight borrowings in 2000.




9. FAIR VALUE OF FINANCIAL INSTRUMENTS

The Corporation discloses estimated fair values for its significant financial instruments.
Because no market exists for a significant portion of the Corporation’s financial
instruments, fair value estimates are based on judgments regarding future expected loss
experience, current economic conditions, risk characteristics of various financial
instruments and other factors. These estimates are subjective in nature and involve
uncertainties and matters of significant judgment and therefore cannot be determined with

precision. Changes in assumptions could significantly affect the estimates.

The following methods and assumptions were used to estimate the fair value of each class
of significant financial instruments:

CASH AND SHORT-TERM INVESTMENTS — The carrying amount of cash and short-term
investments is considered to be fair value.

SECURITIES — The fair value of securities is based upon quoted market prices or dealer
quotes.

Loans — The fair value of loans is estimated by discounting the future cash flows using
the build-up approach counsisting of four components: the risk-free rate, credit quality,
operating expense and prepayment option price.

Deposits — The fair value of deposits with no stated maturity, such as demand deposits,
checking accounts, savings and money market accounts, is equal to the carrying amount.
The fair value of certificates of deposit is based on the discounted value of contractual

cash flows.

LONG-TERM DEBT — The fair value of FHLB advances is based on the discounted value of
estimated cash flows. The discount rate is estimated using the rates currently offered for

similar advances.

The following table summarizes carrying amounts and fair values for financial
instruments at December 31, 2001 and 2000:

(IN THOUSANDS) 2001 2000
CARRYING Far CARRYING FaIr
AMOUNT VALUE AMOUNT VALUE

FINANCIAL ASSETS:

CasH AND CaSH EQUIVALENTS £ 19,983 8 19,983 8 53,347 $ 33,347
INTEREST-EARNING DEPOSITSI 15.634 15,634 910 916
INVESTMENT SECURITIES 48,722 50,480 69,575 70,230
F—SECL)[;[TEES AVAILABLE FOR SALE 172,620 172,620 83,950 83,950
Loans, NET OF ALLOWANCE FOR .
Loan Lossis 412,910 420,842 340,864 339,461
[;&;NCI\I LIABILITIES: 7
DepPoSITS 630,903 633,876 510,260 510,862
LoNG-TERM DEBT 5.000 5,018 — —
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0. INCOME TAXES

The income tax expense included in the consolidated financial statements for the years
ended December 31, 2001, 2000 and 1999, is allocated as follows:

(IN THOUSANDS) 2001 2000 1999
FEDERAL:
CURRENT EXPENSE $4,493 54,014 8 3,639
DEFERRED BENEFIT (252) (180) (225)
STATE:
CURRENT EXPENSE 181 114 198
DEFERRED BENEFIT (61) (5) (30}
ToTaL INCOME TAX EXPENSE $4,361 $3,943 $ 3,582

STOCKHOLDERS EQUITY:
DEFERRED EXPENSE/(BENEFIT) UNREALIZED GAIN
(LOSsS) ON SECURITIES AVAILABLE FOR SALE 5 698 S 848 $(1,660)

Total income tax expense differed from the amounts computed by applying the U.S. Federal
income tax rate of 34% in 2001, 2000 and 1999 to income before taxes as a result of the following:

(IN THOUSANDS) 2001 2000 1999
E@}ED “ExPECTED” TaX EXPENSE B $4,517 $3,961 83,662

INCREASE/(DECREASE) IN TAXES RESULTING FrOM:
TAX-EXEMPT INCOME (234) (217) (210)
STaTE INCOME TAXES _ 79 72 111
BaNK OWNED LIFE INSURANCE (82) — —
OTHER 81 127 1(5
$4,361 83,943 83,582

The tax effects of temporary differences that give rise to significant portions of the deferred
tax assets and deferred tax liabilities as of December 31, 2001 and 2000 are as follows:

(IN THOUSANDS) 2001 2000

DEFERRED TAX ASSETS:
Loans, PRINCIPALLY DUE TO ALLOWANCE FOR

LOAN LOSSES AND DEFERRED FEE INCOME $1,532 $1,171

7 PosT RETIREMENT BENEFITS OTHER THAN PENSIONS 147 162
START-UP & ORGANIZATION COSTS _ 51 70
CaPITAL LOss CARRYOVER 2 —
UNREALIZED LOSS ON SECURITIES AVAILABLE FOR SALE — 262
ToraL GROSS DEFERRED ASSETS $1,732 31,665

DEFERRED TAX LIABILITIES:
INVESTMENT SECURITIES, PRINCIPALLY DUE TO

THE ACCRETION OF BOND DISCOUNT 54 29
“ﬁﬁ"\?@ﬁﬁ\m ON SECURITIES A\U\IL;—\ELE FOR SALE 436 —
bEFERRED LoaN ORIGINATION COSTS AND FEES o 300 263

BANK PREMISES AND EQUIPMENT,

PrincipaLLy DUE TO DIFFERENCES IN DEPRECIATION 417 463
ToTal GrROSS DEFERRED LIABILITIES 1,207 755
NET DEFERRED TAX ASSET % 525 g 910




11. BENEFIT PILANS

The Corporation sponsors a non-contributory defined benefit pension plan that covers
substantially all salaried employees. The benefits are based on an employee’s
compensation, age at retirement and years of service. It is the policy of the Corporation to
fund not less than the minimum funding amount required by the Employee Retirement
Income Security Act (ERISA). Plan assets primarily consist of U.S. government agencies
and common stock.

The following table shows the change in benefit obligation, the change in plan assets and
the funded status for the plan at December 31,

(IN THOUSANDS) 2001 2000
CHANGE IN BENEFIT OBLIGATION

BENEFIT OBLIGATION AT BEGINNING OF YEAR $4.319 $4,313
Service CosT 590 474
INTEREST COST 360 286
ACTUARIAL (GAIN)/LOSS 644 (698)
BENEFITS PAID (271) (36)
BengriT OBLIGATION AT END OF YEAR 85,642 84,319

CHANGE IN PLAN ASSETS

FAIR VALUE OF PLAN ASSETS AT BEGINNING OF YEAR $5,224 84,874
ACTUAL RETURN ON PLAN ASSETS (340) 88
EMPLOYER CONTRIBUTION 572 318
BENEFITS PAID (271) (56)
FAIR VALUE OF PLAN ASSETS AT END OF YEAR $5,185 $5,224
FUNDED STATUS 8 (457) £ 905
UNRECOGNIZED TRANSITION ASSET (51) (58)
UNRECOGNIZED PRIOR SERVICE COST 3) 4)
UNRECOGNIZED NET ACTUARIAL GAIN 322 (1,137)
ACCRUED BENEFIT COST £ (189) 3 (294)

Net periodic expense for the years ended December 31 included the following components:

(I¥ THOUSANDS) 2001 2000 1999
Service COST $590 3474 $558
INTEREST COST 360 286 225
EXPECTED RETURN ON PLAN ASSETS (459) (412) (343)
AMORTIZATION OF:

NET GAIN (19) (49) (11)

UNRECOGNIZED PRIOR SERVICE COST 1 1 1

UNRECOGNIZED REMAINING NET ASSETS - (7 - (7) (7)
NeT PERIODIC BENEFIT COST 8466 8293 £423
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The following table shows the actuarial assumption applied for the plan at December 31,

2001 2000 1999
WEIGHTED-AVERAGE DISCOUNT RATE 7% 5% 6%
WEIGHTED-AVERAGE RATE OF INCREASE
ON FUTURE COMPENSATION 3% 3% 3%
WEIGHTED-AVERAGE EXPECTED LONG-TERM
RATE OF RETURN ON PLAN ASSETS 8% 8% 7.5%

SAVINGS AND PROFIT SHARING PLANS:

In addition to the retirement plan, the Corporation sponsors a profit sharing plan and a
savings plan under Section 401(k) of the Internal Revenue Code, covering substantially all
salaried employees over the age of 21 with at least 12 months of service. Under the savings
portion of the plan, emplovee contributions are partially matched by the Corporation.
Expense for the savings plan was approximately $30 thousand, $30 thousand and $253
thousand in 2001, 2000 and 1999, respectively. Contributions to the profit sharing portion
are made at the discretion of the Board of Directors and all funds are invested solely in
Corporation stock. The contribution to the profit sharing plan was 8300 cthousand in 2001,
8275 thousand in 2000 and $250 thousand in 1999.

£2, STOCK OPTION PLANS

The Corporation’s incentive stocl option plans allow the granting of up to 229,847 shares
of the Corporation’s common stock to certain key employees. The options granted under
this plan are, in general, exercisable not earlier than one vear after the date of grant, at a
price equal to the fair market value of the common stock on the date of grant, and expire
not more than ten vears after the date of grant. The stock options will vest during a period
of up to five years after the date of grant. Changes in options outstanding during the past
three vears were as follows:

OPTION PRICE

SHARES PR SHARE
Bavance, DeEceMBER 31, 1998 128,084 $13.45 - 846.38
GRANTED DURING 1999 31,156 42.41 - 49.65
EXERCISED DURING 1999 (6,408) 13.45 - 28.65
BaLance, DECEMBER 31, 1999 152,832 813.45 — $49.65
GRANTED DurNG 2000 7,564 32,90 - 41.36
Exercisen DurinGg 2000 {10,506) 13.45 - 28.65
ForrEITED DURING 2000 (9806) 28.65 — 41.36
BaLaxce, DeGEMBER 31, 2000 148,904 $£13.45 - $49.65
GRANTED DURING 2001 41,430 32.95 - 44.88
EXErCISED DurING 2001 (24,760) 13.45 - 28.65
Forrertep DuriNg 2001 (3,272) 28.65 - 40.80
Bavance, DEceMBeR 31, 2001 162,302 $13.45 — $49.65




At December 31, 2001, the number of options exercisable was 83,306 and the weighted-
average price of those options was $24.84 per share. At December 31, 2000, the number of
options exercisable was 92,832 and the weighted-average price of those options was $20.45
per share.

The Corporation has non-qualified stock option plans for non-employee directors. The
plan allows the granting of up to 124,792 shares of the Corporation’s common stock. The
options granted under this plan are, in general, exercisable not earlier than one year after
the date of grant, at a price equal to the tair market value of the common stock on the date
of grant, and expire not more than ten vears after the date of grant. The stock options will
vest during a period of up to five years after the date of grant. Changes in options
outstanding during the past three years were as follows:

OPTION PRICE

SHARES PER SHARE
BALANCE, DECEMBER 31, 1998 v 94,745 $13.45 - 842.41
EXBRCISED DURING 1999 (2,668) 13.45
FORFEITED DURING 1999 (4,520) 13.45-42.41
BALANCE, DECEMBER 31, 1999 87,557 813.45 - 8§42.41
GRANTED DuriNG 2000 1,909 39.83
EXERC[SED DuriNG 2000 (2:217) o 13.45
Bavance, DEceMBER 31, 2000 87,249 $13.45 - $39.39
GRANTED DURING 2001 16,039 37.95
Exercisep During 2001 (772) 13.45
Barance, DecEMBER 31, 2001 102,516 $13.45 — 842 .41

At December 31, 2001, the number of options exercisable was 73,481 and the weighted-
average price of those options was $20.57. At December 31, 2000, the number of options
exercisable was 68,143 and the weighted-average price of those options was $18.53.

At December 31, 2001, there were 27,807 additional shares available for grant under the
Plans. The per share weighted-average fair value of stock options granted during 2001, 2000
and 1999 was $8.85, 89.43, and $10.14 on the date of grant using the Black Scholes option-
pricing model with the following weighted-average assumptions: 2001—expected dividend
vield of 1.70%, expected volatility of 20%, risk-free interest rate of 4.77%, and an expected
lite of 3 years; 2000—expected dividend yield of 1.40%, expected volatility of 21%, risk-free
interest rate of 5.97%, and an expected life of 5 years; 1999-—expected dividend yield of
0.96%, expected volatility of 17%, risk-free interest rate of 4.88%, and an expected life of 5

years.
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The Corporation applies APB Opinion No. 25 in accounting for its Plans and, accordingly,
no compensation cost has been recognized for its stock options in the financial statements.
Had the Corporation determined compensation cost based on the fair value at the grant date
for its stoclk options under SFAS No. 123, the Corporation’s net income and earnings per
share would have been reduced to the pro forma amounts indicated below:

(IN THOUSANDS EXCEPT PER SHARE DATA) 2001 2000 1999
NET INCOME:
As REPORTED $8,924 87,708 $7,189
Pro Forma $8.630 857,421 86,991

EARNINGS PER SHARE:
AS REPORTED

Basic $2.68 $2.32 §2.17
DILUTED $2.64 82.27 $2.11
Pro Forma

Basic £2.59 £2.24 $2.11
DiLuren $2.55 $2.18 82.05

13. COMMITMENTS

The Corporation, in the ordinary course of business, is a party to litigation arising from
the conduct of its business. Management does not consider that its actions depart from
routine legal proceedings and such actions will not affect its financial position or results of
its operations in any material manner. There are various outstanding commitments and
contingencies, such as guarantees and credit extensions, including loan commitments of
$78.0 million and $66.0 million and letters of credit of 82.5 million and $4.0 million at
December 31, 2001 and 2000, respectively, which are not included in the accompanying
consolidated financial statements.

For commitments to originate loans, the Corporation’s maximum exposure to credit risk
is represented by the contractual amount of those instruments. Those commitments
represent ultimate exposure to credit risk only to the extent that they are subsequently
drawn upon by customers. The Corporation uses the same credit policies and underwriting
standards in making loan commitments as it does for on-balance-sheet instruments. For
loan commitments, the Corporation would generally be exposed to interest rate risk from
the time a commitment is issued with a defined contractual interest rate.

At December 31, 2001, the Corporation was obligated under non-cancelable operating
leases for certain premises. Rental expense aggregated $869 thousand, 3718 thousand and
805 thousand for the years ended December 31, 2001, 2000 and 1999, respectively, which
is included in premises and equipment expense in the consolidated statements of income.

The minimum annual lease payments under the terms of the lease agreements, as of
December 31, 2001, were as follows:

(IN THOUSANDS

2002 31,124
2003 1,136
2004 931
2005 N 899
2006 1,010
THEREAFTER 8,235

TotAL 513,335




i4. REGULATORY CAPITAL

The Corporation and the Bank are subject to various regulatory capital requirements
administered by the Federal banking agencies. Failure to meet minimum capital
requirements can initiate certain mandatory and possibly additional discretionary actions
by regulators that, if undertaken, could have a direct material effect on the Corporation’s
and the Bank’s consolidated financial statements. Under capital adequacy guidelines and
the regulatory framework for prompt corrective action, the Corporation and the Bank
must meet specific capital guidelines that involve quantitative measures of the
Corporation's and the Bank’s assets, liabilities and certain off-balance sheet items as
calculated under regulatory accounting practices. The Corporation’s and the Bank’s capital
amounts and classification are also subject to qualitative judgments by the regulators about
components, risk weighting and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the
Corporation and the Bank to maintain minimum amounts and ratios of total and Tier I
capital (as defined in the regulations) to risk-weighted assets (as defined), and of Tier I
capital (as defined) to average assets (as defined). Management believes, as of December
31, 2001, that the Corporation and the Bank meet all capital adequacy requirements to
which they are subject.

As of December 31, 2001, the most recent notification from the Federal Deposit
Insurance Corporation categorized the Corporation and the Bank as well capitalized under
the regulatory framework for prompt corrective action. To be categorized as well-
capitalized, the Corporation and the Bank must maintain minimum total risk-based, Tier |
risk-based and Tier I leverage ratios as set forth in the table. There are no conditions or
events since that notification that management believes have changed the Corporation’s or
the Bank’s category.

The Corporation’s actual capital amounts and ratios are presented in the table.
To Be WeLL

CAPITALIZED UNDER For CAPITAL
PrROMPT CORRECTIVE ADEQUACY
(IN THOUSANDS) ACTUAL ACTION PROVISIONS PURPOSES
AMOUNT Ratio AMOUNT RaTIO AMOUNT RATIO

As or DECEMBER 31, 2001:
TorAL CAPITAL
(To Risk-WEIGHTED AsSETS)  $65,890 20.0% $£32,970 10.0% $£26376 8.0%

Tier T CAPITAL
(To RISK-WEIGHTED ASSETS) 61,867 18.8 19,782 6.0 13,188 4.0

Tier T CAPITAL
(To AVERAGE ASSETS) 61,867 9.8 31,442 5.0 18,865 3.0

As or DECEMBER 31, 2000:
ToTaL CAPITAL
(To Risk-WEIGHTED ASSETS) 858,328 22.1% 826,394 10.0% 821,115 8.0%

TIER T CAPITAL
(To Risk-WEIGHTED ASSETS) 54,893 20.8 15,836 6.0 10,557 4.0

Tier 1 CAPITAL
(TO AVERAGE ASSETS) 54,893 10.5 26,158 5.0 15,695 3.0
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18, CONDENSED FINANCIAL STATEMENTS OF PEAPACK-GLADSTONE
FINANCIAL CORPORATION (PARENT COMPANY ONLY):

The following information of the parent company only financial statements as of and for
the years ended December 31, 2001 and 2000 should be read in conjunction with the notes

to the consolidated financial statements.

STATEMENTS OF CONDITION

DiEcEMBER 31,

(IN THOUSANDS) 2001 2000
ASSETS:
Casn 8 53 g 1,577
SECURITIES AVAILABLE FOR SALE 7,574 3,719
INVESTMENT IN SUBSIDIARY 55,952 50,024
OTHER ASSETS 80 228
TOTAL ASSETS $63,659 $55,548
LIABILITIES:
OTHER LIABILITIES $ 574 g 392
ToTAL LIABILITIES 574 392
STOCKHOLDERS’ EQUITY:
COMMON STOCK 5,608 5,064
SURPLUS 37,838 25,104
TREASURY STOCK (1,588) (956)
RETAINED EARNINGS 20,572 26,420
ACCUMULATED OTHER COMPREHENSIVE INCOME/(LOSS),
NET OF INcOME TAX 655 (476)
TOTAL STOCKHOLDERS' EQUITY 63,085 55,156
TOTAL LIABILITIES AND STOCKHOLDERS® EQUITY £63.639 $55,548
STATEMENTS OF INCOME
YEARS ENDED DECEMBER 31,
(IN THOUSANDS) 2001 2000 1999
INCOME:
DIVIDEND FROM BANK $4,000 84,000 $3,000
OTHER INCOME 300 212 99
TotaL INCOME 4,300 4,212 3,099
EXPENSES:
OTHER EXPENSES 280 389 216
TorAL EXPENSES 280 389 . 216
INCOME BEFORE INCOME TAX BENEFIT/
EXPENSE AND EQUITY IN UNDISTRIBUTED
EARNINGS OF BANK 4,020 3,823 2,883
IncoME TaX (BENEFIT)/EXPENSE (8) 15 (39)
NET INCOME BEFORE EQUITY IN
UNDISTRIBUTED EARNINGS OF BANK 4,028 3,808 2,922
EqQuity IN UNDISTRIBUTED EARNINGS OF BANK 4,896 3,900 4,267
NET INCOME $8,924 87,708 87,189




STATEMENTS OF CASH FLOWS

YearS ENDED DECEMBER 31,

(IN THOUSANDS) 2001 2000 1999
CASH FLOWS FROM OPERATING
ACTIVITIES:
NET INCOME $8,924 87,708 87,189
LESS EQUITY IN UNDISTRIBUTED EARNINGS (4,896) (3,900) (4,267)
AMORTIZATION AND ACCRETION ON SECURITIES (5) 3 4)
INCREASE/(DECREASE) IN OTHER ASSETS 148 4) 15
INCREASE IN OTHER LIABILITIES 116 32 150
NET CasH PROVIDED BY OPERATING ACTIVITIES 4,287 3,831 3,083
CASH FLOWS FROM INVESTING ACTIVITIES:
PROCEEDS FROM SALES OF SECURITIES AVAILABLE FOR
SALE 3,576 1,001 —
PURCHASE OF SECURITIES AVAILABLE FOR SALE (7,261) (2,116) (1,583)
NET CAsH USED IN INVESTING ACTIVITIES (3,685) (1,115) (1,583)
CASH FLOWS FROM FINANCING
ACTIVITIES:
DIvIDENDS PAID (1.846) (1,592) (1,292)
EXERCISE OF STOCK OPTIONS 352 288 (35)
TREASURY STOCK TRANSACTIONS (632) (301) {136)
NET CasH USED IN FINANCING ACTIVITIES (2,126) (1,6053) (1,463)
NET INCREASE IN CASH AND CASH EQUIVALENTS (1,524) 1,111 37
CASH AND CASH EQUIVALENTS AT BEGINNING OF
PERIOD 1,577 466 429
CasH aND CASH EQUIVALENTS AT END OF PERIOD 8 53 81,577 466
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COMMON STOCK PRICES (Unaudited)

The following table shows the 2001 and 2000 range of prices paid on known
trades of Peapack-Gladstone Financial Corporation common stock.

2001 Hicu Low Plll)lg\gll)lli?{g
1st QUARTER 842.27 $35.45 20.14
2nd QUARTER 36.36 " 32.27 0.14
3rd QUARTER 38.60 33.68 0.15
4th QUARTER 39.25 36.50 0.15
2000 Hicn Low PPRWSI%\II\LIE
1st QUARTER $38.95 $35.38 £0.13
2nd QUARTER 33.33 32.46 0.13
3rd QUARTER 33.55 33.33 | 0.14
4th QUARTER 39.04 33.55 0.14
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Assistant Vice President &
Assistant Comptroller

VALERIE L. KODAN

Assistant Vice President

MARY ANNE MALONEY

Assistant Vice President

KATIIRYN M. NEIGH

Assistant Vice President

PAULA A. PHILHOWER

Assistant Vice President

CHRISTOPHER P. POCQUAT

Assistant Vice President

DIANE M. RIDOLF1

Assistant Vice President

S. SHAY SCHOENBAUM

Assistant Vice President &
Marketing Officer

PATRICIA A. STUMP

Assistant Vice President

EDWARD J. SWEENEY

Assistant Vice President

FRANK C. WALDRON

Assistant Vice President

SHERRI L. AMATO

Assistant Cashier

MARJORIE A. DZWONCZYK

Assistant Cashier &
CRA and Compliance Officer

DAVID L. PETRY

Assistant Cashier

KRISTIN A. ROMEO

Assistant Cashier

SCOTT T. SEARLE

Assistant Cashier




PGB TRUST AND INVESTMENTS
GLADSTONE

CRAIG C. SPENGEMAN

President & Chief
Investment Officer®

BRYANT K. ALFORD

First Vice President &
Senior Trust Officer

JOHN M. BONK

First Vice President & Director of

Business Development

JOHN C. KAUTZ

First Vice President & Senior
Investment Officer

RICHARD K. DONNELLY

Vice President & Trust Officer

ROBERT M. FIGURELLI

Vice President & Trust Officer

ROY C. MILLER

Vice President & Trust Officer

KATHERINE S. QUAY

Vice President & Trust Officer

SUSAN K. SHEEHAN

Vice President & Trust Officer

ANNE M. SMITH

Vice President & Trust Officer

KURT G. TALKE

Vice President & Trust Officer

LAWRENCE J. VERNY

Vice President & Trust Officer

JENNIFER DAVIS

Assistant Vice Presi_dent
& Trust Officer

EDWARD P. NICOLICCHIA

Trust Officer

CATHERINE A. MCCATHARN

Assistant Trust Officer &
Secretary *

PATRICIA K. SAWKA

Assistant Trust Officer

BERNARDSVILLE CHARLES A. STUDDIFORD III Vice President
CAROL E. RITZER Assistant Cashier
CALIFON LAURINE J. HAMILTON Assistant Vice President

CHATHAM MAIN STREET

VALERIE A. OLPP

Assistant Vice President

TONYA M. FLOWERS

Assistant Cashier

MARY M. FOLEY

Assistant Cashier

CHESTER DONNA M. WHRITENOUR Assistant Vice President
CLINTON CAROLYN I. SEPKOWSKI Assistant Vice President
FAR HILLS LINDA ZIROPOULOS Assistant Cashier
FELLOWSHIP JANET E. BATTAGLIA Assistant Cashier
GLADSTONE THOMAS N. KASPER Vice President

CAROL L. BEHLER Assistant Cashier
HILLSBOROUGH AMY E. GLASER Assistant Vice President

LONG VALLEY

KATHERINE M. KREMINS

Vice President

JAMES A. CICCONE

Assistant Cashier

MENDHAM

LINDA E. BURNS

Assistant Vice President

J. ANTHONY KATTERMANN

Assistant Cashier

NEW VERNON

DONNA I. GISONE

Vice President

PLUCKEMIN LEEANN HUNT Vice President
TERESA M. LAWLER Assistant Cashier
POTTERSVILLE PHYLLIS E. HERZOG Assistant Cashier

CHATHAM SHUNPIKE

DONNA I. GISONE

Vice President

* Denotes a Holding Company Officer




DIRECTORS

OFFICES

ANTHONY J. CONSI 11
Senior Vice President
Weichert Realtors
Morris Plains, NJ

PAMELA HILL
President
Ferris Corp.
Gladstone, NJ

T. LEONARD HILL
Chairman Emeritus

FRANK A. KISSEL
Chairman of the Board & CEO

JOHN D. KISSEL
Turpin Realty, Inc
Far Hills, NJ

JAMES R. LAMB, ESQ.
James R. Lamb, P.C.
Morristown, NJ

GEORGE R. LAYTON
Director

Layton Funeral Home
Bedminster, NJ

EDWARD A. MERTON
President

Merton Excavating & Paving Co.
Chester, NJ

F. DUFFIELD MEYERCORD
Managing Director
Mevercord Advisors, Inc.
Bedminster, NJ

JOHN R. MULCAHY
Far Hills, NJ

ROBERT M. ROGERS
President & COO

PHILIP W. SMITH III
President

Phillary Management, Inc.
Far Hills, NJ

CRAIG C. SPENGEMAN
President, PGB Trust and
Investments

JACK D. STINE

Trustee

Proprietary House Association
Perth Amboy, NJ

WILLIAM TURNBULL

Director Emeritus

LOAN & ADMINISTRATION
BUILDING

158 Route 206 North

Gladstone, NJ 07934

(908) 234-0700

www.pgbank.com

PGB TRUST &
INVESTMENTS

190 Main Street
Gladstone, NJ 07934
(908) 719-4360

GLADSTONE (Main Office)
190 Main Street
Gladstone, NJ 07934

(908) 719-4360

BERNARDSVILLE

36 Morristown Road
Bernardsville, NJ 07924
(908) 766-1711

CALIFON

438 Route 513
Califon, NJ 07830
(908) 832-5131

CHESTER

350 Main Street
Chester, NJ 07930
(908) 879-8115

FAR HILLS

26 Dumont Road
Far Hills, NJ 07931
(908) 781-1018

FELLOWSHIP VILLAGE
8000 Fellowship Road
Basking Ridge, NJ 07920
(908) 719-4332

LONG VALLEY

59 East Mill Road (Route 24)
Long Valley, NJ 07853

(908) 876-3300

MENDHAM

17 East Main Street
Mendham, NJ 07945
(973) 543-6499

PLUCKEMIN

468 Route 206 North
Bedminster, NJ 07921
(908) 638-4300

POTTERSVILLE

11 Pottersville Road
Pottersville, NJ 07979
(908) 439-2265

NEW VERNON

Village Road

New Vernon, NJ 07976
(973) 540-0444

CHATHAM MAIN STREET
311 Main Street
Chatham, NJ 07928
(973) 635-8500

CHATHAM SHUNPIKE

650 Shunpike Road

Chatham Township, NJ 07928
(973) 377-0081

HILLSBOROUGH

417 Route 206 North
Hillsborough, NJ 08844
(908) 281-1031

CLINTON

189 Center Street
Clinton, NJ 08809
(908) 238-1935




SHARFEHOLDER INFORMATION

Corporate Address

Stock Listing

Independent Auditors

158 Route 206, North
Gladstone, New Jersey
07934

(908) 234-0700
www.pgbank.com

Annual Meeting

Peapack-Gladstone Financial
Corporation common stock is
traded on the American
Stock Exchange under the
symbol PGC and reported in
the Wall Street Journal and
most major newspapers.

Transfer Agent

KPMG LLP
150 John F. Kennedy Parkway
Short Hills, New Jersey 07078

Shareholder Relations

The annual meeting of
shareholders of Peapack-
Gladstone Financial
Corporation will be held on
April 23, 2002 at 2:00 p.m.

First City Transfer Company
PO Box 170
Iselin, New Jersey 08830

Arthur F. Birmingham
Executive Vice President and
Chief Financial Officer

(908) 719-4308
birmingham@pgbank.com




TONE BANK

Federal Deposit Insurance Corporation

PRONE 1908 3340700
woww.pghk.com




