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SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

(Mark one)
[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended March 31, 2009

OR
[T TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to
Commission file number 33-27312

LAKELAND BANCORP, INC.
(Exact name of registrant as specified in its charter)

New Jersey 22-2953275
(State or other jurisdiction of (1.R.S. Employer
incorporation or organization) Identification No.)
250 Oak Ridge Road, Oak Ridge, New Jersey 07438
(Address of principal executive offices) (Zip Code)

(973) 697-2000
(Registrant’s telephone number, including area code)

(Former name, former address and former fiscal year, if changed
since last report.)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports),
and (2) has been subject to such filing requirements for the past 90 days. Yes [X] No []

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, any Interactive
Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during preceding 12
months (or such shorter period that the registrant was required to submit and post such files). Yes [] No [] The
registrant is not yet subject to this requirement.

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller
reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting company” in Rule
12b-2 of the Exchange Act: (Check one):

Large accelerated filer []  Accelerated filer [X]  Non-accelerated filer []  Smaller reporting Company [ ]

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act.):
Yes [] No [X]

APPLICABLE ONLY TO CORPORATE ISSUERS:
Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of the latest practicable date.

As of April 30, 2009 there were 23,759,102 outstanding shares of Common Stock, no par value.
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Lakeland Bancorp, Inc. and Subsidiaries
CONSOLIDATED BALANCE SHEETS

March 31, 2009 December 31,

ASSETS (unaudited) 2008
(dollars in thousands)
Cash $34,511 $35,238
Federal funds sold and Interest-bearing deposits due from banks 16,391 14,538
Total cash and cash equivalents 50,902 49,776
Investment securities available for sale 315,234 282,174
Investment securities held to maturity; fair value of $114,048 in 2009 and
$111,881 in 2008 112,248 110,114
Loans and leases, net of deferred costs 2,031,515 2,034,831
Less: allowance for loan and lease losses 25,578 25,053
Net loans 2,005,937 2,009,778
Premises and equipment - net 29,801 29,479
Accrued interest receivable 8,533 8,598
Gooduwill 87,111 87,111
Other identifiable intangible assets, net 2,436 2,701
Bank owned life insurance 39,548 39,217
Other assets 24,294 23,677
TOTAL ASSETS $2,676,044 $2,642,625
LIABILITIES AND STOCKHOLDERS' EQUITY
LIABILITIES:
Deposits:

Noninterest bearing $299,835 $302,492

Savings and interest-bearing transaction accounts 1,104,791 1,142,609

Time deposits under $100 thousand 393,731 393,549

Time deposits $100 thousand and over 236,814 217,483

Total deposits 2,035,171 2,056,133
Federal funds purchased and securities sold under agreements to repurchase 45,194 62,363
Long-term debt 210,900 210,900
Subordinated debentures 77,322 77,322
Other liabilities 27,980 14,966

TOTAL LIABILITIES 2,396,567 2,421,684
Commitments and contingencies
Stockholders’ equity:

Preferred stock, Series A, no par value, $1,000 liquidation value, authorized
1,000,000 shares; issued 59,000 shares at March 31, 2009 55,581 0
Common stock, no par value; authorized shares, 40,000,000; issued shares,

24,740,564 at March 31, 2009 and December 31, 2008 259,942 257,051
Accumulated deficit (18,980) (19,246)
Treasury stock, at cost, 981,462 shares at March 31, 2009 and 1,053,561 at

December 31, 2008 (13,503) (14,496)
Accumulated other comprehensive loss (3,563) (2,368)

TOTAL STOCKHOLDERS' EQUITY 279,477 220,941

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $2,676,044 $2,642,625

See accompanying notes to consolidated financial statements
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Lakeland Bancorp, Inc. and Subsidiaries
UNAUDITED CONSOLIDATED INCOME STATEMENTS

For the three months ended March 31,
2009 2008

INTEREST INCOME

(In thousands, except per share data)

Loans, leases and fees $30,142 $31,650
Federal funds sold and interest-bearing deposits with
banks 26 160
Taxable investment securities 3,419 3,597
Tax-exempt investment securities 569 706
TOTAL INTEREST INCOME 34,156 36,113
INTEREST EXPENSE
Deposits 7,759 11,782
Federal funds purchased and securities sold under
agreements to repurchase 38 392
Long-term debt 3,467 3,489
TOTAL INTEREST EXPENSE 11,264 15,663
NET INTEREST INCOME 22,892 20,450
Provision for loan and lease losses 6,376 1,267
NET INTEREST INCOME AFTER PROVISION
FOR LOAN AND LEASE LOSSES 16,516 19,183
NONINTEREST INCOME
Service charges on deposit accounts 2,667 2,583
Commissions and fees 823 952
Gains on sales of investment securities 885 9
Income on bank owned life insurance 331 333
Other income 267 766
TOTAL NONINTEREST INCOME 4,973 4,643
NONINTEREST EXPENSE
Salaries and employee benefits 8,583 8,404
Net occupancy expense 1,874 1,638
Furniture and equipment 1,264 1,291
Stationery, supplies and postage 420 464
Marketing expense 557 458
Core deposit intangible amortization 265 265
FDIC insurance expense 900 300
Other expenses 2,888 2,511
TOTAL NONINTEREST EXPENSE 16,751 15,331
Income before provision for income taxes 4,738 8,495
Provision for income taxes 1,563 2,955
NET INCOME $3,175 $5,540
Dividends on Preferred Stock and Accretion 539 0
Net Income Available to Common Shareholders $2,636 $5,540
PER SHARE OF COMMON STOCK
Basic earnings $0.11 $0.24
Diluted earnings $0.11 $0.24
Dividends $0.10 $0.10

UNAUDITED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

For the three months ended March 31,
2009 2008

(in thousands)
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NET INCOME $3,175 $5,540

OTHER COMPREHENSIVE INCOME NET OF TAX:

Unrealized securities gain (loss) during period (607) 773

Less: reclassification for gains included in net income 593 6

Change in pension liability, net 5 (49)

Other Comprehensive Income (Loss) (1,195) 718
TOTAL COMPREHENSIVE INCOME $1,980 $6,258

See accompanying notes to consolidated financial statements
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Lakeland Bancorp, Inc. and Subsidiaries
UNAUDITED CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY

Three Months ended March 31, 2009

Accumulated
Common stock Series A Other
Number of Preferred Accumulated Treasury Comprehensive
Shares  Amount Stock deficit Stock Loss Total
(dollars in thousands)
BALANCE DECEMBER 31,
2008 24,740,564 $257,051 $0 ($19,246) ($14,496) ($2,368) $220,941
Net Income, first three
months 2009 3,175 3,175
Other comprehensive loss
net of tax (1,195) (1,195)
Preferred Stock issued 55,493 55,493
Preferred dividends and
accretion of discount 88 (539) (451)
Common stock warrant 3,344 3,344
Stock based compensation 108 108
Issuance of restricted stock
awards (199) 199 0
Issuance of stock to
dividend reinvestment
plan (355) (425) 780 0
Exercise of stock options,
net of excess tax benefits (7 14 7
Cash dividends, common
stock (1,945) (1,945)
BALANCE March 31, 2009 24,740,564 $259,942 $55,581 ($18,980) ($13,503) ($3,563) $279,477
(UNAUDITED)
Three Months ended March 31, 2008
Accumulated
Common stock Series A Other
Number of Preferred Accumulated Treasury Comprehensive
Shares Amount Stock deficit Stock Loss Total
(dollars in thousands)
BALANCE DECEMBER 31,
2007 24,740,564 $258,037 $0 ($24,465) ($20,140) ($1,833) $211,599
Cumulative adjustment for
adoption of EITF 06-04 (546) (546)
BALANCE JANUARY 1,
2008 24,740,564 $258,037 $0 ($25,011) (%$20,140) ($1,833) $211,053
Net Income, first three
months of 2008 5,540 5,540
Other comprehensive
income net of tax 718 718
Stock based compensation 45 45
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Exercise of stock options,

net of excess tax benefits (14) 34 20
Issuance of stock to

dividend reinvestment

plan —

Cash dividends (2,328) (2,328)

BALANCE March 31, 2008 24,740,564 $258,068 $0 ($21,799) (%$20,106) ($1,115) $215,048
(UNAUDITED)

See accompanying notes to consolidated financial statements
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Lakeland Bancorp, Inc. and Subsidiaries
CONSOLIDATED STATEMENTS OF CASH FLOWS-(UNAUDITED)
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For the three months ended

March 31,
2009 2008
CASH FLOWS FROM OPERATING ACTIVITIES (in thousands)
Net income $3,175 $5,540
Adjustments to reconcile net income to net cash provided by operating activities:
Net amortization of premiums, discounts and deferred loan fees and costs 366 186
Depreciation and amortization 1,094 1,146
Provision for loan and lease losses 6,376 1,267
Gain on securities (885) (9)
Gain on sale of other repossessed assets (24) —
Stock-based compensation 108 45
(Increase) decrease in other assets (2,230) 487
Increase (decrease) in other liabilities 12,567 (695)
NET CASH PROVIDED BY OPERATING ACTIVITIES 20,547 7,967
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from repayments on and maturity of securities:
Available for sale 35,349 33,545
Held to maturity 3,203 16,232
Proceeds from sales of securities:
Available for sale 25,778 —
Purchase of securities:
Available for sale (95,387) (25,368)
Held to maturity (5,374) (500)
Net increase in loans and leases (2,641) (52,466)
Cash received on sales of other repossessed assets 2,033 —
Capital expenditures (1,151) (488)
NET CASH USED IN INVESTING ACTIVITIES (38,190) (29,045)
CASH FLOWS FROM FINANCING ACTIVITIES
Net decrease in deposits (20,962) (48,633)
Increase (decrease) in federal funds purchased and securities sold under
agreements to repurchase (17,169) 47,145
Repayments of long-term debt — (10,405)
Issuance of long-term debt — 50,000
Proceeds from issuance of Preferred Stock, net of costs 58,838 0
Exercise of stock options 6 16
Excess tax benefits 1 4
Dividends paid (1,945) (2,328)
NET CASH PROVIDED BY FINANCING ACTIVITIES 18,769 35,799
Net increase in cash and cash equivalents 1,126 14,721
Cash and cash equivalents, beginning of year 49,776 57,188
CASH AND CASH EQUIVALENTS, END OF PERIOD $50,902 $71,909

See accompanying notes to consolidated financial statements
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (UNAUDITED)
Note 1. Significant Accounting Policies
Basis of Presentation.

This quarterly report presents the consolidated financial statements of Lakeland Bancorp, Inc. (the Company) and its subsidiary,
Lakeland Bank (Lakeland).

The Company’s financial statements reflect all adjustments and disclosures which management believes are necessary for a fair
presentation of interim results. The results of operations for the quarter presented do not necessarily indicate the results that the
Company will achieve for all of 2009. You should read these interim financial statements in conjunction with the consolidated
financial statements and accompanying notes that are presented in the Lakeland Bancorp, Inc. Annual Report on Form 10-K for the
year ended December 31, 2008 (the 10-K).

The financial information in this quarterly report has been prepared in accordance with the Company’s customary accounting
practices; these financial statements have not been audited. Certain information and footnote disclosures required under generally
accepted accounting principles have been condensed or omitted, as permitted by rules and regulations of the Securities and Exchange
Commission.

All weighted average, actual shares and per share information set forth in this quarterly report on Form 10-Q have been adjusted
retroactively for the effects of stock dividends.

Note 2. Stock-Based Compensation

The Company established the 2000 Equity Compensation Program which authorizes the granting of incentive stock options and
supplemental stock options to employees of the Company, including those employees serving as officers and directors of the
Company. The plan authorizes options to purchase up to 2,257,368 shares of common stock of the Company. The Company has no
option awards with market or performance conditions attached to them. The Company’s stock option program allows for the grant of
restricted shares, as well as stock option grants. The Company generally issues shares for option exercises from its treasury stock.

Share-based compensation expense of $108,000 and $45,000 and related income tax benefits of $38,000 and $16,000 were
recognized for the three months ended March 31, 2009 and 2008, respectively. As of March 31, 2009, there was unrecognized
compensation cost of $1.3 million related to unvested restricted stock; that cost is expected to be recognized over a weighted average
period of less than four years. Unrecognized compensation expense related to unvested stock options was approximately $87,000 as
of March 31, 2009 and is expected to be recognized over a period of less than three years.

There were no grants of stock options in the first quarter of 2009 or 2008. On January 14, 2009, the Company granted 14,452
shares of restricted stock at a market value of $9.26. There were no grants of restricted shares in the first quarter of 2008.

5
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Option activity under the Company’s stock option plans as of March 31, 2009 is as follows:

Weighted
average
Weighted remaining
average contractual Aggregate
Number of exercise term intrinsic
shares price (inyears) value
Outstanding, January 1, 2009 895,521 $12.45 $793,473
Granted 0 0.00
Exercised (1,000) 5.76
Forfeited (42,062) 14.30
Outstanding, March 31, 2009 852,459 $12.37 4.26 $214,419
Options exercisable at March 31, 2009 816,707 $12.37 4.06 $214,419

The aggregate intrinsic value in the table above represents the total pre-tax intrinsic value (the difference between the
Company’s closing stock price on the last trading day of the first quarter of 2009 and the exercise price, multiplied by the number of

in the money options).

Stock options outstanding were 852,459 and 1,149,276 at March 31, 2009 and 2008, respectively. The aggregate intrinsic value
of options exercised during the first three months ended March 31, 2009 and 2008 was $1,000 and $15,000, respectively. Exercise of
stock options during the first three months of 2009 and 2008 resulted in cash receipts of $6,000 and $16,000, respectively.

Information regarding the Company’s restricted stock (all unvested) and changes during the three months ended March 31, 2009

is as follows:

Weighted

Number of average

shares price

Outstanding, January 1, 2009 114,008 $12.53
Granted 14,452 9.26
Forfeited (52) 11.26
Outstanding, March 31, 2009 128,408 $12.16

10 of 29

5/13/2009 1:51 PM



Quarterly report for the period ended March 31, 2009 http://www.sec.gov/Archives/edgar/data/846901/000119312509106367/...

Table of Contents

Note 3. Comprehensive Income

The components of other comprehensive income (loss) are as follows:

Before Tax Benefit Net of
For the quarter ended March 31, 2009 tax amount (Expense) tax amount
(dollars in thousands)

Net unrealized losses on available for sale securities

Net unrealized holding losses arising during period ($979) $372 ($607)
Less reclassification adjustment for net gains arising during

the period 885 (292) 593

Net unrealized losses (1,864) 664 (1,200)

Change in minimum pension liability 8 (3) 5

Other comprehensive loss, net ($1,856) $661 ($1,195)

Before Tax Benefit Net of

For the quarter ended March 31, 2008 tax amount (Expense) tax amount

(dollars in thousands)
Net unrealized gains on available for sale securities

Net unrealized holding gains arising during period $1,200 ($427) $773
Less reclassification adjustment for net gains arising during

the period 9 (3) 6
Net unrealized gains 1,191 (424) 767
Change in minimum pension liability (74) 25 (49)
Other comprehensive income, net $1,117 ($399) $718

Note 4. Statement of Cash Flow Information.

For the three months ended

March 31,
2009 2008
Supplemental schedule of noncash investing and financing activities: (in thousands)
Cash paid during the period for income taxes $276 $885
Cash paid during the period for interest 11,323 16,160
Transfer of loans and leases receivable to other repossessed assets 1,647 —

Note 5. Earnings Per Share.

Basic earnings per share for a particular period of time is calculated by dividing net income by the weighted average number
of common shares outstanding during that period.

Diluted earnings per share is calculated by dividing net income by the weighted average number of outstanding common shares
and common share equivalents. The Company’s outstanding “common share equivalents” are options to purchase its common stock
and a warrant issued to the United States Treasury to purchase its common stock.

All weighted average, actual shares and per share information set forth in this quarterly report on Form 10-Q have been adjusted
retroactively for the effects of stock dividends. The following schedule shows the Company’s earnings per share for the

7
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For the three months ended

March 31,

(In thousands except per share data) 2009 2008
Net Income applicable to common shareholders $2,636 $5,540
Weighted average number of common shares outstanding - basic 23,717 23,282
Share-based plans 18 92
Weighted average number of common shares and common share equivalents -

diluted 23,735 23,374
Basic earnings per share $0.11 $0.24
Diluted earnings per share $0.11 $0.24

Options to purchase 741,771 shares of common stock at a weighted average price of $13.28 per share, a warrant to purchase
949,571 shares of common stock at a price of $9.32 per share and 128,408 shares of restricted stock at a weighted average price of
$12.16 per share were outstanding and were not included in the computation of diluted earnings per share for the three months ended
March 31, 2009 because the exercise price and the grant-date price were greater than the average market price. Options to purchase
924,530 shares of common stock at a weighted average price of $14.03 per share and 18,354 shares of restricted stock at a weighted
average price of $13.95 per share were outstanding and were not included in the computations of diluted earnings per share for the
three months ended March 31, 2008.

Note 6. Investment Securities

AVAILABLE FOR SALE March 31, 2009 December 31, 2008

Gross Gross Gross Gross
Amortized Unrealized Unrealized Fair Amortized Unrealized Unrealized Fair
(in thousands) Cost Gains Losses Value Cost Gains Losses Value
U.S. government
agencies $36,394 $305 $(2) $36,697| $52,131 $1,045 $(2) $53,174
Mortgage-backed
securities 231,010 3,166 (1,322) 232,854| 180,938 2,600 (1,498) 182,040
Obligations of states and
political subdivisions 13,706 283 (23) 13,966 10,733 272 (15) 10,990
Other debt securities 14,080 — (5,228) 8,852 16,567 3 (3,886) 12,684
Other equity securities 24,253 12 (1,400) 22,865 24,149 129 (992) 23,286
$319,443 $3,766  $(7,975) $315,234| $284,518 $4,049  $(6,393) $282,174
HELD TO MATURITY March 31, 2009 December 31, 2008
Gross Gross Gross Gross
Amortized Unrealized Unrealized Fair Amortized Unrealized Unrealized Fair
(in thousands) Cost Gains Losses Value Cost Gains Losses Value
U.S. government
agencies $21,763 $540 $— $22,303| $21,760 $684 $0  $22,444
Mortgage-backed
securities 33,263 759 (14) 34,008 34,141 524 (102) 34,563
Obligations of states and
political subdivisions 55,637 1,042 (123) 56,556 52,626 872 (74) 53,424
Other 1,585 — (404) 1,181 1,587 — (137) 1,450
$112,248 $2,341 $(541) $114,048| $110,114 $2,080 $(313) $111,881
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Management has evaluated the securities in the above table and has concluded that none of these securities has impairments that

are other-than-temporary. In its evaluation, management considered the types of securities including if the securities were US
government issued, and what the credit rating was on the securities. Most of the securities that are in an unrealized loss position are in
a loss position because of changes in interest rates since the securities were purchased. The securities that have been in an unrealized
loss position for 12 months or longer include US government agency securities and mortgage backed securities whose market values
are sensitive to interest rates. The corporate securities and the obligations of state and political subdivisions listed in the above table
are investment grade securities.

March 31, 2009

Available for Sale Held to Maturity
Amortized Fair Amortized Fair
Cost Value Cost Value

Due in one year or less

Due after one year through five years
Due after five years through ten years
Due after ten years

(in thousands)
$17,382  $17,516 $33,311  $33,606
22,007 22,260 23,052 23,973
20,235 16,261 20,803 20,689
4,556 3,478 1,819 1,772

Mortgage-backed securities
Other investments

64,180 59,515 78,985 80,040
231,010 232,854 33,263 34,008
24,253 22,865 — —

Total securities

$319,443  $315,234 112,248 $114,048

Note 7. Loans and Leases.

March 31, December 31,

2009 2008
(in thousands)

Commercial $971,507 $958,620
Leases 276,170 311,463
Real estate-construction 104,106 107,928
Real estate-mortgage 357,970 336,951
Installment 317,705 315,704
Total loans 2,027,458 2,030,666
Plus: deferred costs 4,057 4,165

Loans net of deferred costs

$2,031,515 $2,034,831

The Company follows Statement of Financial Accounting Standards No. 114, “Accounting by Creditors for Impairment of a

Loan” (known as “SFAS No. 114”), and Statement of Financial Accounting Standards No. 118, “Accounting by Creditors for
Impairment of a Loan, Income Recognition and Disclosures.” Impairment is measured based on the present value of expected future
cash flows discounted at the loan’s effective interest rate, except that as a practical expedient, a creditor may measure impairment
based on a loan’s observable market price, or the fair value of the collateral if the loan is collateral-dependent. Regardless of the
measurement method, a creditor must measure impairment based on the fair value of the collateral when the creditor determines that
foreclosure is probable.
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The following table shows the Company’s recorded investment in impaired loans and leases and the related valuation
allowance calculated under SFAS No. 114 as of March 31, 2009 and 2008, and the average recorded investment in impaired loans
and leases during the three months preceding those dates:

Average Recorded
Investment (over

Date Investment Valuation Allowance preceding three
months)

March 31, 2009 $ 21.8 million $6.5 million $15.1 million

March 31, 2008 $ 10.3 million $2.7 million $ 10.0 million

Interest received on impaired loans and leases may be recorded as interest income. However, if management is not reasonably
certain that an impaired loan will be repaid in full, or if a specific time frame to resolve full collection cannot yet be reasonably
determined, all payments received are recorded as reductions of principal. The Company recognized interest on impaired loans and
leases of $2,000 in the three months ended March 31, 2009. Interest that would have accrued had the loans and leases performed
under original terms would have been $440,000 for the three months ended March 31, 2009.

Note 8. Employee Benefit Plans

The components of net periodic pension cost for the Newton Trust Company defined pension plan are as follows:

For the three months ended

March 31,
2009 2008
(in thousands)
Interest cost $23 $24
Expected return on plan assets (12) (23)
Amortization of prior service cost — —
Amortization of unrecognized net actuarial loss 18 6
Net periodic benefit expense $29 $7

Note 9. Directors’ Retirement Plan

The components of net periodic plan costs for the directors’ retirement plan are as follows:

For the three months ended

March 31,
2009 2008
(in thousands)
Service cost $6 $6
Interest cost 13 15
Amortization of prior service cost 8 8
Amortization of unrecognized net actuarial loss 3 2
Net periodic benefit expense $30 $31

The Company made contributions of $80,000 to the plan in the three months ended March 31, 2009 and does not expect to make
any more contributions in 2009.

10

5/13/2009 1:51 PM



Quarterly report for the period ended March 31, 2009 http://www.sec.gov/Archives/edgar/data/846901/000119312509106367/...

16 of 29

Table of Contents

Note 10. Fair Value Measurements

Statement of Financial Accounting Standards (SFAS) No. 157, “Fair Value Measurements” (SFAS No. 157) defines fair value
as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants
at the measurement date. SFAS No. 157 establishes a fair value hierarchy that prioritizes the inputs to valuation techniques used to
measure fair value into three broad levels giving the highest priority to unadjusted quoted prices in active markets for identical assets
or liabilities (level 1 measurements) and the lowest level priority to unobservable inputs (level 3 measurements). The following
describes the three levels of fair value hierarchy:

Level 1 — unadjusted quoted prices in active markets for identical assets or liabilities that the reporting entity has the ability to
access at the measurement date.

Level 2 — Quoted prices for similar assets or liabilities in active markets; quoted prices for identical or similar assets or
liabilities in markets that are not active; inputs other than quoted prices that are observable for the asset or liability (such as interest
rates, yield curves, volatilities, etc.)

Level 3 — unobservable inputs for the asset or liability — these shall be used to the extent that observable inputs are not available
allowing for situations in which there is little, if any, market activity available.

The following table sets forth the Company’s financial assets that were accounted for at fair values as of March 31, 2009 by
level within the fair value hierarchy. The Company had no liabilities accounted for at fair value as of March 31, 2009. As required by
SFAS No. 157, financial assets and liabilities are classified in their entirety based on the lowest level of input that is significant to
the fair value measurement:

Quoted Prices in Significant
Active Markets Other Significant Balance
for Identical Observable Unobservable as of
Assets Inputs Inputs March 31,
(in thousands) (Level 1) (Level 2) (Level 3) 2009
Assets:
Investment securities, available for sale $1,416 $313,818 — $315,234
Investment securities, held to maturity — 114,048 — $114,048
Impaired Loans and leases* — — 21,762 $21,762

*Impaired loans and leases are measured on a nonrecurring basis because they are valued at the lower of cost or market value.

Impaired loans and leases are evaluated and valued at the time the loan is identified as impaired at the lower of cost or market
value. Market value is measured based on the value of the collateral securing these loans and leases and is classified at a level 3 in
the fair value hierarchy. Collateral may be real estate, accounts receivable, equipment and/or other business assets. The value of the
real estate is assessed based on appraisals by qualified third party licensed appraisers. The value of the equipment is determined by
an appraiser, if significant, or by the value on the borrower’s financial statements. Field examiner reviews on business assets are
conducted based on the loan exposure and reliance on this type of collateral. Appraised and reported values may be discounted based
on management’s historical knowledge, changes in market conditions from the time of valuation, and/or management’s expertise and
knowledge of the client and client’s business. Impaired loans and leases are reviewed and evaluated on at least a quarterly basis for
additional impairment and adjusted accordingly, based on the same factors identified above. Impaired loans and leases were $21.8
million and $14.1 million at March 31, 2009 and December 31, 2008, respectively. During the first quarter of 2009, there were new
impaired loans and leases of $13.1 million, payments of $1.4 million, charge-offs of $3.5 million and repossessions of $606,000.

Note 11. Preferred Stock

Under the Emergency Economic Stabilization Act of 2008, the United States Treasury Department implemented the Troubled
Asset Relief Program (TARP) Capital Purchase Program (CPP), whereby the Treasury Department committed to purchase up to $250
billion of senior preferred shares from qualifying banks, savings associations, and bank holding companies engaged only in financial
activities. On February 6, 2009, under the CPP, the Company issued 59,000 shares of its Fixed Rate
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Cumulative Perpetual Preferred Stock, Series A (the “Series A preferred stock™) to the Treasury Department for a purchase price of
$59.0 million. The Series A stock has a 5% annual dividend rate for the first five years and a 9% annual dividend thereafter if the
preferred shares are not redeemed by the Company. The Company may redeem the Series A preferred stock with the consent of the
Treasury Department in conjunction with the Company’s primary regulator.

In conjunction with the issuance of our Series A preferred stock, the Company also issued a warrant to purchase 949,571 shares
of the Company’s common stock to the Treasury Department. The warrant has a 10-year term and is immediately exercisable at an
exercise price, subject to anti-dilution adjustments, of $9.32 per share.

The proceeds from the Treasury Department are allocated to the Series A preferred stock and the warrant based on their relative
fair value. The fair value of the Series A preferred stock was determined through a discounted future cash flow model. A Black-
Scholes pricing model was used to calculate the fair value of the warrant. The Black-Scholes model includes assumptions regarding
the Company’s dividend yield, stock price volatility, and the risk-free interest rate.

The Company calculated a discount on the Series A preferred stock in the amount of approximately $3.3 million which is being
amortized over a 5 year period. The effective yield on the amortization of the Series A Preferred Stock is approximately 6.36%. In
determining net income available to common shareholders, the periodic amortization and the cash dividend on the preferred stock are
subtracted from net income.

Note 12. Recent Accounting Pronouncements

In March, 2008, the FASB issued SFAS No. 161, “Disclosures about Derivative Instruments and Hedging Activities” (“SFAS
No. 161”), which amends SFAS No. 133. The statement requires enhanced disclosures about an entity’s derivative and hedging
activities, specifically, how and why an entity uses derivative instruments; how derivative instruments and related hedged items are
accounted for under SFAS No. 133 and its related interpretations; how derivative instruments and related hedged items affect an
entity’s financial position, financial performance, and cash flows. SFAS No. 161 is effective for all entities for fiscal years and
interim periods beginning after November 15, 2008. The adoption of SFAS No. 161 did not have a significant impact on the
Company’s consolidated financial statements.

In May 2008, the FASB issued Statement of Financial Accounting Standards No. 162, “The Hierarchy of Generally Accepted
Accounting Principles,” (“SFAS No. 162”). This statement identifies the sources of accounting principles and the framework for
selecting the principles to be used in the preparation of financial statements presented in conformity with generally accepted
accounting principles (GAAP) in the United States. The statement is not expected to result in a change in current practice nor have a
material impact on the Company.

In April 2008, the FASB posted FASB Staff Position (FSP) No. 142-3, “Determination of the Useful Life of Intangible Assets,”
(“FSP FAS 142-3™). This statement amends the factors that should be considered in developing renewal or extension assumptions
used to determine the useful life of a recognized intangible asset under FASB Statement No. 142, Goodwill and Other Intangible
Assets. The intent of the FSP is to improve the consistency between the useful life of a recognized intangible asset and the period of
expected cash flows, particularly as used to measure fair value in business combinations. The FSP is effective for fiscal years
beginning after December 15, 2008, and did not have a material effect on the Company’s financial position, results of operations or
cash flows.

In June 2008, the FASB posted FASB Staff Position No. EITF 03-6-1, “Determining Whether Instruments Granted in
Share-Based Payment Transactions Are Participating Securities,” (“FSP EITF 03-6-1"). This statement addressed whether
instruments granted in share-based payment transactions are participating securities prior to vesting and, therefore, need to be
included in the calculation of earnings per share (EPS) as described in FASB Statement No. 128, Earnings per Share. The FSP is
effective for financial statements issued for fiscal years beginning after December 15, 2008 with prior period EPS data adjusted
retrospectively to conformto its provisions, and did not have a material effect on the Company’s EPS.

In December 2008, the FASB issued FASB Staff Position No. 132(R)-1, “Employers’ Disclosures about Postretirement Benefit
Plan Assets.” This FASB staff position amends FASB Statement No. 132 to provide guidance on an employer’s disclosures about
plan assets of a defined benefit pension or other postretirement plan. FSP FAS 132(R)-1 requires disclosure of
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the fair value of each major category of plan assets for pension plans and other postretirement benefit plans as of the annual reporting
date. This FASB staff position becomes effective for fiscal years ending after December 15, 2009. The Company is currently
evaluating the impact of adopting FSP FAS 132(R)-1 on the consolidated financial statements, but it is not expected to have a material
impact.

On April 9, 2009, the FASB issued the following three final staff positions that were intended to provide additional guidance
and enhance disclosures regarding fair value measurements and impairments of securities:

e FSP FAS 157-4, “Determining Fair Value When the Volume and Level of Activity for the Asset or Liability Have
Significantly Decreased and Identifying Transactions That Are Not Orderly” (FSP 157-4) provides guidelines for making
fair value measurements more consistent with the principals presented in FASB 157, “Fair Value Measurements.”

* FSP FAS 107-1 and APB 28-1, “Interim Disclosures about Fair Value of Financial Instruments” (FSP 107-1) enhances
consistency in financial disclosure by requiring fair value disclosures for financial instruments to be reported in interim
financial statements. Prior to issuing the FSP, fair values for financial instruments were only disclosed annually.

e FSP FAS 115-2 and FAS 124-2, “Recognition and Presentation of Other-Than-Temporary Impairments,” (FSP 115-2)
provides additional guidance designed to create greater clarity and consistency in accounting for and presenting
impairment losses on securities. FSP 115-2 is intended to bring greater consistency to the timing of impairment
recognition, and provide greater clarity to investors about the credit and noncredit components of impaired debt securities
that are not expected to be sold.

The three final staff positions are effective for interim and annual periods ending after June 15, 2009. The Company is currently
evaluating the effect that these three staff positions will have on its consolidated financial statements.

On April 13, 2009, the Securities and Exchange Commission issued Staff Accounting Bulletin No. 111, “Other Than Temporary
Impairment of Certain Investments in Equity Securities” (SAB 111). SAB 111 provides guidance on how to evaluate equity securities
for other than temporary impairment and when a write-down of the carrying value is required. There was no material impact on the
Company’s consolidated financial statements upon adoption.

PART | - ITEM 2
Management’s Discussion and Analysis of
Financial Condition and Results of Operations

You should read this section in conjunction with Management’s Discussion and Analysis of Financial Condition and Results of
Operations included in the Company’s Annual Report on Form 10-K for the year ended December 31, 2008. All weighted average,
actual share and per share information set forth in this Quarterly Report on Form 10-Q has been adjusted retroactively for the effects
of stock dividends.

Statements Regarding Forward Looking Information

The information disclosed in this document includes various forward-looking statements that are made in reliance upon the safe
harbor provisions of the Private Securities Litigation Reform Act of 1995 with respect to credit quality (including delinquency trends
and the allowance for loan and lease losses), corporate objectives, and other financial and business matters. The words “anticipates,”
“projects,” “intends,” “estimates,” “expects,” “believes,” “plans,” “may,” “will,” “should,” “could,” and other similar expressions
are intended to identify such forward-looking statements. The Company cautions that these forward-looking statements are necessarily
speculative and speak only as of the date made, and are subject to numerous assumptions, risks and uncertainties, all of which may

change over time. Actual results could differ materially from such forward-looking statements.

In addition to the risk factors disclosed elsewhere in this document, the following factors, among others, could cause the
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Company’s actual results to differ materially and adversely from such forward-looking statements: changes in the financial services
industry and the U.S. and global capital markets, changes in economic conditions nationally, regionally and in the Company’s markets,
the nature and timing of actions of the Federal Reserve Board and other regulators, the nature and timing of legislation affecting the
financial services industry, government intervention in the U.S. financial system, passage by the U.S. Congress of legislation which
unilaterally amends the terms of the U.S. Treasury Department’s preferred stock investment in the Company, changes in levels of
market interest rates, pricing pressures on loan and deposit products, credit risks of the Company’s lending and leasing activities,
customers’ acceptance of the Company’s products and services and competition.

The above-listed risk factors are not necessarily exhaustive, particularly as to possible future events, and new risk factors may
emerge from time to time. Certain events may occur that could cause the Company’s actual results to be materially different than those
described in the Company’s periodic filings with the Securities and Exchange Commission. Any statements made by the Company that
are not historical facts should be considered to be forward-looking statements. The Company is not obligated to update and does not
undertake to update any of its forward-looking statements made herein.

Significant Accounting Policies, Judgments and Estimates

The accounting and reporting policies of the Company and its subsidiaries conform with accounting principles generally
accepted in the United States of America and predominant practices within the banking industry. The consolidated financial
statements include the accounts of the Company, Lakeland, Lakeland Investment Corp. and Lakeland NJ Investment Corp. All
intercompany balances and transactions have been eliminated.

The preparation of financial statements requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements. These estimates and
assumptions also affect reported amounts of revenues and expenses during the reporting period. Actual results could differ from these
estimates. Significant estimates implicit in these financial statements are as follows:

The principal estimates that are particularly susceptible to significant change in the near term relate to the allowance for loan
and lease losses, the valuation of the Company’s securities portfolio, the analysis of goodwill impairment and the Company’s
deferred tax assets. The evaluation of the adequacy of the allowance for loan and lease losses includes, among other factors, an
analysis of historical loss rates, by category, applied to current loan totals. However, actual losses may be higher or lower than
historical trends, which vary. Actual losses on specified problem loans and leases, which also are provided for in the evaluation,
may vary from estimated loss percentages.

The allowance for loan and lease losses is established through a provision for loan and lease losses charged to expense. Loan
principal considered to be uncollectible by management is charged against the allowance for loan and lease losses. The allowance is
an amount that management believes will be adequate to absorb losses on existing loans and leases that may become uncollectible
based upon an evaluation of known and inherent risks in the loan portfolio. The evaluation takes into consideration such factors as
changes in the nature and size of the loan portfolio, overall portfolio quality, specific problem loans and leases, and current economic
conditions which may affect the borrowers’ ability to pay. The evaluation also details historical losses by loan category, the resulting
loss rates for which are projected at current loan total amounts. Loss estimates for specified problem loans and leases are also
detailed. All of the factors considered in the analysis of the adequacy of the allowance for loan and lease losses may be subject to
change. To the extent actual outcomes differ from management estimates, additional provisions for loan and lease losses may be
required that would adversely impact earnings in future periods.

The Company accounts for impaired loans and leases in accordance with SFAS No. 114, “Accounting by Creditors for
Impairment of a Loan,” as amended by SFAS No. 118, “Accounting by Creditors for Impairment of a Loan—Income Recognition and
Disclosures.” Impairment is measured based on the present value of expected future cash flows discounted at the loan’s effective
interest rate, except that as a practical expedient, a creditor may measure impairment based on a loan’s observable market price, or
the fair value of the collateral if the loan is collateral-dependent. Regardless of the measurement method, a creditor must measure
impairment based on the fair value of the collateral when the creditor determines that foreclosure is probable.

Effective January 1, 2008, we adopted the provisions of Statement of Financial Accounting Standards (SFAS) No. 157, “Fair
Value Measurements”. We also adopted Financial Accounting Standards Board (FASB) Staff Position (FSP) No. FAS 157-3 which
provided additional guidance on valuation and disclosures. Fair values are volatile and may be influenced by a number of factors,
including market interest rates, prepayment speeds, discount rates, credit ratings and yield curves. Fair values for investment
securities
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are based on quoted market prices, where available. If quoted market prices are not available, fair values are based on the quoted
prices of similar instruments or an estimate of fair value by using a range of fair value estimates in the market place as a result of the
illiquid market specific to the type of security.

When the fair value of a security is below its amortized cost, and depending on the length of time the condition exists and the
extent the fair value is below amortized cost, additional analysis is performed to determine whether an other-than-temporary
impairment condition exists. Available-for-sale and held-to-maturity securities are analyzed quarterly for possible other-
than-temporary impairment. The analysis considers (i) the length of time and the extent to which the fair value has been less than cost,
(ii) the financial condition and near-term prospects of the issuer, and (iii) the intent and ability of the Company to retain its investment
in the issuer for a period of time sufficient to allow for any anticipated recovery in fair value. Often, the information available to
conduct these assessments is limited and rapidly changing, making estimates of fair value subject to judgment. If actual information or
conditions are different than estimated, the extent of the impairment of the security may be different than previously estimated, which
could have a material effect on the Company’s results of operations and financial condition.

The Company accounts for income taxes under the liability method of accounting for income taxes. Deferred tax assets and
liabilities are determined based on the difference between the financial statement and tax bases of assets and liabilities as measured
by the enacted tax rates that will be in effect when these differences reverse. Deferred tax expense is the result of changes in deferred
tax assets and liabilities. The principal types of differences between assets and liabilities for financial statement and tax return
purposes are the allowance for loan and lease losses, deferred loan fees, deferred compensation and securities available for sale.

The Company evaluates tax positions that may be uncertain. FASB Interpretation No. 48, “Accounting for Uncertainty in Income
Taxes (FIN 48),” prescribes a recognition threshold of more-likely-than-not, and a measurement attribute for all tax positions taken or
expected to be taken on a tax return, in order for those tax positions to be recognized in the financial statements. Additional
information regarding the Company’s uncertain tax positions is set forth in Note 9 to the Financial Statements of the Company’s Form
10-K for the year ended December 31, 2008.

The Company accounts for goodwill and other identifiable intangible assets in accordance with SFAS No. 142, “Goodwill and
Intangible Assets.” SFAS No. 142 includes requirements to test goodwill and indefinite lived intangible assets for impairment rather
than amortize them. The Company tests goodwill for impairment annually at the reporting unit level. The Company has determined that
it has one reporting unit, Community Banking. The Company analyzes goodwill using various market valuation methodologies
including an analysis of the Company’s enterprise value and a comparison of pricing multiples in recent acquisitions of similar
companies and applying these multiples to the Company. The Company has tested the goodwill as of December 31, 2008 and has
determined that it is not impaired.

Results of Operations
(First Quarter 2009 Compared to First Quarter 2008)
Net Income

Net income for the first quarter of 2009 was $3.2 million, compared to $5.5 million for the same period in 2008, a decrease of
$2.4 million or 43%. Diluted earnings per share were $0.11 for the first quarter of 2009, a $0.13 or 54% decrease over what was
reported for the same period last year. Return on Average Assets was 0.48% and Return on Average Common Equity was 5.76% for
the first quarter of 2009.

First quarter net income in 2009 declined compared to the same period in 2008 due to a $5.1 million increase in the provision
for loan and lease losses. This will be discussed in further detail below.

Net Interest Income

Net interest income on a tax equivalent basis for the first quarter of 2009 was $23.2 million, a $2.4 million or 11% increase
from the $20.8 million earned in the first quarter of 2008. The increase in net interest income primarily resulted from a decrease in
the cost of interest bearing liabilities. The components of net interest income will be discussed in greater detail below.
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The following table reflects the components of the Company’s net interest income, setting forth for the periods presented,

For the three months ended,
March 31, 2009

(1) average assets, liabilities and stockholders’ equity, (2) interest income earned on interest-earning assets and interest expense paid
on interest-bearing liabilities, (3) average yields earned on interest-earning assets and average rates paid on interest-bearing
liabilities, (4) the Company’s net interest spread (i.e., the average yield on interest-earning assets less the average cost of interest-
bearing liabilities) and (5) the Company’s net interest margin. Rates are computed on a tax equivalent basis using a tax rate of 35%.

For the three months ended,
March 31, 2008

Average Average
Interest rates Interest rates
Average Income/  earned/ Average Income/  earned/
Balance Expense paid Balance Expense paid
Assets (dollars in thousands)
Interest-earning assets:
Loans and leases (A) $2,029,214  $30,142 6.02%  $1,893,631  $31,650 6.72%
Taxable investment securities 341,081 3,419 4.01% 320,777 3,597  4.49%
Tax-exempt securities 64,910 875 5.39% 77,059 1,086 5.64%
Federal funds sold (B) 40,102 26 0.26% 19,727 160  3.24%
Total interest-earning assets 2,475,307 34,462  5.64% 2,311,194 36,493  6.35%
Noninterest-earning assets:
Allowance for loan and lease
losses (24,297) (14,863)
Other assets 222,307 234,792
TOTAL ASSETS $2,673,317 $2,531,123
Liabilities and Stockholders'
Equity
Interest-bearing liabilities:
Savings accounts $ 295,147 $ 532 0.73% $ 317,024 $ 1,264 1.60%
Interest-bearing transaction
accounts 851,828 2,393 1.14% 792,477 4,202  2.13%
Time deposits 617,558 4,834  3.13% 579,877 6,316  4.36%
Borrowings 341,727 3,505 4.10% 326,514 3,881  4.75%
Total interest-bearing liabilities 2,106,260 11,264 2.15% 2,015,892 15,663 3.11%
Noninterest-bearing liabilities:
Demand deposits 294,443 286,695
Other liabilities 15,693 15,633
Stockholders' equity 256,921 212,903
TOTAL LIABILITIES AND
STOCKHOLDERS' EQUITY $2,673,317 $2,531,123
Net interest income/spread 23,198  3.48% 20,830 3.24%
Tax equivalent basis
adjustment 306 380
NET INTEREST INCOME $ 22,892 $ 20,450
Net interest margin (C) 3.80% 3.62%

(A) Includes non-accrual loans, the effect of which is to reduce the yield earned on loans, and deferred loan

fees.

(B) Includes interest-bearing cash accounts.
(C) Net interest income divided by interest-earning assets.

Interest income on a tax equivalent basis decreased from $36.5 million in the first quarter of 2008 to $34.5 million in 2009, a

decrease of $2.0 million or 6%. The decrease in interest income was due to a 71 basis point decrease in average rates earned on
interest earning assets. Average loans and investment securities increased by $135.6 million and $8.2 million, respectively.

Total interest expense decreased from $15.7 million in the first quarter of 2008 to $11.3 million in the first quarter of 2009, a

5/13/2009 1:51 PM



Quarterly report for the period ended March 31, 2009 http://www.sec.gov/Archives/edgar/data/846901/000119312509106367/...

decrease of $4.4 million, or 28%. Average interest-bearing liabilities increased $90.4 million, but the cost of those liabilities
decreased from 3.11% in 2008 to 2.15% in 2009. The decrease in liability yields reflects the decrease in short term interest rates, as
the Federal Reserve Bank lowered the federal funds target rate from 2.25% at the end of the first quarter of 2008 to a range between
0% and .25% at the end of the first quarter of 2009. Lakeland lowered its deposit rates to reflect the lower interest rate environment.
Average deposits increased from $1.98 billion in the first quarter of 2008 to $2.06 billion in the first quarter of 2009, an increase of
$82.9 million, or 4 %. Average borrowings increased from $326.5 million in 2008 to $341.7
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million in 2009 to fund loan growth. The average rate paid on these borrowings declined 65 basis points due to the declining rate
environment. In the first quarter of 2009, the Company received $59.0 million in proceeds from the issuance of preferred stock and a
warrant to the U. S. Treasury Department. These funds were invested in loans and investment securities.

Provision for Loan and Lease Losses

In determining the provision for loan and lease losses, management considers historical loan loss experience, changes in
composition and volume of the portfolio, the level and composition of non-performing loans and leases, the adequacy of the
allowance for loan and lease losses, and prevailing economic conditions.

The provision for loan and lease losses increased to $6.4 million for the first quarter of 2009 from $1.3 million for the same
period last year as a result of management’s evaluation of the adequacy of the allowance for loan and lease losses. During the first
quarter of 2009, the Company charged off loans of $6.5 million and recovered $680,000 in previously charged off loans compared to
$587,000 and $91,000, respectively, during the same period in 2008. The higher provision for loan and lease losses in the first
quarter of 2009 compared to the first quarter of 2008 reflects a higher level of non-performing loans and leases and net charge-offs.
The provision in the first quarter of 2009 included $5.8 million for the Company’s leases compared to $433,000 for the same period
last year. For more information regarding the determination of the provision, see “Risk Elements” under “Financial Condition.”

Noninterest Income

Noninterest income increased $330,000, or 7%, from the first quarter of 2008 to the first quarter of 2009. This increase was
primarily due to an increase in gain on sales of investment securities of $876,000 partially offset by a $499,000 decrease in other
income. The majority of the decrease in other income can be attributed to a $452,000 decrease in gain on sales of leases.
Commissions and fees decreased from $952,000 in the first quarter of 2008 to $823,000 in the first quarter of 2009 due to a decrease
in loan fees.

Noninterest Expense

Noninterest expense increased from $15.3 million in the first quarter of 2008 to $16.8 million in the first quarter of 2009, an
increase of $1.4 million or 9%. Salaries and employee benefits expense increased $179,000 or 2% to $8.6 million in the first quarter
of 2009. Net occupancy expense increased by $236,000 or 14% to $1.9 million in the first quarter of 2009 from the first quarter of
2008 due primarily to expenses incurred in two new branch offices. Marketing expense increased from $458,000 in the first quarter
of 2008 to $557,000 in the first quarter of 2009 as a result of deposit promotions and new branch openings. Stationery, supplies and
postage decreased from $464,000 in the first quarter of 2008 to $420,000 in the first quarter of 2009 due to a reduction in mailings.
FDIC expense increased from $300,000 in the first quarter of 2008 to $900,000 in 2009 as a result of increased assessment rates.
Other expenses increased by $377,000 or 15% to $2.9 million in the first quarter of 2009 primarily due to an increase in collection
fees of $454,000 compared to the first quarter of 2008. The Company’s efficiency ratio was 60.0% in the first quarter of 20009,
compared to 59.2% for the same period last year. The efficiency ratio expresses the relationship between noninterest expense
(excluding other real estate expense and core deposit amortization) to total tax-equivalent revenue (excluding gains (losses) on sales
of securities).

Income Taxes

The Company’s effective tax rate decreased from 34.8% in the first quarter of 2008 to 33.0% in the first quarter of 2009
because the Company’s pre-tax income decreased $3.8 million or 44% from the first quarter of 2008 to the first quarter of 2009.
Tax-exempt income as a percent of pre-tax income increased, resulting in a decline in the effective tax rate.

Financial Condition

The Company’s total assets increased $33.4 million or 1% from $2.64 billion at December 31, 2008, to $2.68 billion at
March 31, 2009. Total deposits decreased from $2.06 billion on December 31, 2008 to $2.04 billion on March 31, 2009, a
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decrease of $21.0 million or 1%. Long-term debt remained the same at $210.9 million from December 31, 2008 to March 31, 2009.
Loans and Leases

Gross loans and leases remained the same at $2.03 billion from December 31, 2008 to March 31, 2009. Within the loan
portfolio, mortgages increased $21.0 million from December 31, 2008 to March 31, 2009. Commercial loans increased $12.9 million
in the first three months of 2009. Leases declined from $311.5 million on December 31, 2008 to $276.2 million on March 31, 2009.
For more information on the loan portfolio, see Note 7 in Notes to the Consolidated Financial Statements in this Quarterly Report on
Form 10-Q.

Risk Elements

The following schedule sets forth certain information regarding the Company’s non-accrual, past due and renegotiated loans and
leases and other real estate owned on the dates presented:

March 31, December 31, March 31,

(in thousands) 2009 2008 2008
Non-performing loans and leases:
Non-accrual loans and leases $23,764 $16,544  $10,853
Renegotiated loans and leases — — —
TOTAL NON-PERFORMING LOANS AND LEASES 23,764 16,544 10,853
Other real estate and other repossessed assets 3,517 3,997 185
TOTAL NON-PERFORMING ASSETS $27,281 $20,541 $11,038

Loans and leases past due 90 days or more and still
accruing $3,052 $825 $1,167

Non-performing assets increased from $20.5 million on December 31, 2008, or 0.78% of total assets, to $27.3 million, or
1.02% of total assets, on March 31, 2009. Non-performing assets included $15.0 million related to leases. Loans and leases past due
ninety days or more and still accruing at March 31, 2009 increased $2.2 million to $3.1 million from $825,000 on December 31,
2008. Loans and leases past due 90 days or more and still accruing are those loans and leases that are both well-secured and in
process of collection.

On March 31, 2009, the Company had $21.8 million in impaired loans and leases (consisting primarily of non-accrual loans and
leases) compared to $14.1 million at year-end 2008. For more information on these loans and leases see Note 7 in Notes to the
Consolidated Financial Statements of this Quarterly Report on Form 10-Q. The impairment of the loans and leases is measured using
the present value of future cash flows on certain impaired loans and leases and is based on the fair value of the underlying collateral
for the remaining loans and leases. Based on such evaluation, $6.5 million has been allocated as a portion of the allowance for loan
and lease losses for impairment at March 31, 2009. At March 31, 2009, the Company also had $37.7 million in loans and leases that
were rated substandard that were not classified as non-performing or impaired.

There were no loans and leases at March 31, 2009, other than those designated non-performing, impaired or substandard, where
the Company was aware of any credit conditions of any borrowers or obligors that would indicate a strong possibility of the
borrowers not complying with present terms and conditions of repayment and which may result in such loans and leases being
included as non-accrual, past due or renegotiated at a future date.
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The following table sets forth for the periods presented, the historical relationships among the allowance for loan and lease losses,
the provision for loan losses, the amount of loans and leases charged-off and the amount of loan recoveries:

Three months Year Three months
ended ended ended
March 31, December 31, March 31,
(dollars in thousands) 2009 2008 2008
Balance of the allowance at the
beginning of the year $25,053 $14,689 $14,689
Loans and leases charged off:
Commercial 202 593 280
Leases 5,964 11,211 —
Home Equity and consumer 365 2,044 307
Real estate—mortgage — 123 —
Total loans charged off 6,531 13,971 587
Recoveries:
Commercial 15 79 20
Leases 617 150 0
Home Equity and consumer 48 376 71
Real estate—mortgage — — —
Total Recoveries 680 605 91
Net charge-offs: 5,851 13,366 496
Provision for loan and lease losses 6,376 23,730 1,267
Ending balance $25,578 $25,053 $15,460

Ratio of annualized net charge-offs to

average loans and leases

outstanding 1.17% 0.68% 0.10%
Ratio of allowance at end of period as

a percentage of period end total

loans and leases 1.26% 1.23% 0.80%

The ratio of the allowance for loan and lease losses to loans and leases outstanding reflects management’s evaluation of the
underlying credit risk inherent in the loan portfolio. The determination of the adequacy of the allowance for loan and lease losses and
periodic provisioning for estimated losses included in the consolidated financial statements is the responsibility of management and
the Board of Directors. The evaluation process is undertaken on a quarterly basis.

Methodology employed for assessing the adequacy of the allowance for loan and lease losses consists of the following criteria:

» The establishment of reserve amounts for all specifically identified classified loans and leases that have been designated as
requiring attention by the Company or its external loan review consultant.

» The establishment of reserves for pools of homogeneous types of loans and leases not subject to specific review, including 1 — 4
family residential mortgages and consumer loans.

» The establishment of reserve amounts for the non-classified loans and leases in each portfolio based upon the historical average
loss experience of these portfolios and management’s evaluation of key factors.

Consideration is given to the results of ongoing credit quality monitoring processes, the adequacy and expertise of the
Company’s lending staff, underwriting policies, loss histories, delinquency trends, and the cyclical nature of economic and business
conditions. Since many of the Company’s loans depend on the sufficiency of collateral as a secondary means of repayment, any
adverse trend in the real estate markets could affect underlying values available to protect the Company against loss.
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Based upon the process employed and giving recognition to all accompanying factors related to the loan portfolio, management
considers the allowance for loan and lease losses to be adequate at March 31, 2009. The preceding statement constitutes a forward-
looking statement under the Private Securities Litigation Reform Act of 1995.

Investment Securities

For detailed information on the composition and maturity distribution of the Company’s investment securities portfolio, see Note
6 in the Notes to Consolidated Financial Statements contained in this Form 10-Q. Total investment securities increased from $392.3
million on December 31, 2008 to $427.5 million on March 31, 2009, an increase of $35.2 million, or 9%.

Deposits

Total deposits decreased from $2.06 billion on December 31, 2008 to $2.04 billion on March 31,2009, a decrease of $21.0
million, or 1%. A decline of $37.8 million or 3% in savings and interest-bearing transaction accounts was partially offset by a $19.3
million or 9% increase in time deposits $100,000 and over.

Liquidity

Cash and cash equivalents, totaling $50.9 million on March 31, 2009, increased $1.1 million from December 31, 2008.
Operating activities, principally the result of the Company’s net income, provided $20.5 million in net cash. Investing activities used
$38.2 million in net cash, primarily reflecting the purchase of securities. Financing activities provided $18.8 million in net cash,
reflecting proceeds from the issuance of preferred stock and a warrant to the Treasury Department offset by a decline in deposits of
$21.0 million and a decline in short-term borrowings of $17.2 million. The Company anticipates that it will have sufficient funds
available to meet its current loan commitments and deposit maturities. This constitutes a forward-looking statement under the Private
Securities Litigation Reform Act of 1995. At March 31, 2009, the Company had outstanding loan origination commitments of $410.2
million. These commitments include $344.5 million that mature within one year; $32.2 million that mature after one but within three
years; $5.7 million that mature after three but within five years and $27.8 million that mature after five years. The Company also had
$7.7 million in letters of credit outstanding at March 31, 2009. This included $6.8 million that are maturing within one year and
$921,000 that mature after one but within three years. Time deposits issued in amounts of $100,000 or more maturing within one year
total $220.8 million.

Capital Resources

Stockholders’ equity increased from $220.9 million on December 31, 2008 to $279.5 million on March 31, 2009. Book value
per common share increased to $9.42 on March 31, 2009 from $9.33 on December 31, 2008. The increase in stockholders’ equity
from December 31, 2008 to March 31, 2009 was primarily due to the issuance of $59.0 million in preferred stock and a warrant to
the U.S. Treasury Department. For more information, please see Note 11 in Notes to the Consolidated Financial Statements in this
Quarterly Report on Form 10-Q.

The Company and Lakeland are subject to various regulatory capital requirements that are monitored by federal banking
agencies. Failure to meet minimum capital requirements can lead to certain supervisory actions by regulators; any supervisory action
could have a direct material effect on the Company or Lakeland’s financial statements. Management believes, as of March 31, 2009,
that the Company and Lakeland meet all capital adequacy requirements to which they are subject.
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The capital ratios for the Company and Lakeland at March 31, 2009 and the minimum regulatory guidelines for such capital ratios for
qualification as a well-capitalized institution are as follows:

Tier 1 Capital Tier 1 Capital Total Capital
to Total Average to Risk-Weighted to Risk-Weighted
Assets Ratio Assets Ratio Assets Ratio
March 31, March 31, March 31,
Capital Ratios: 2009 2009 2009
The Company 10.35% 13.32% 14.57%
Lakeland Bank 9.59% 12.36% 13.61%
“Well capitalized” institution
under FDIC Regulations 5.00% 6.00% 10.00%

ITEM 3. Quantitative and Qualitative Disclosures about Market Risk

The Company manages interest rate risk and market risk by identifying and quantifying interest rate risk exposures using
simulation analysis, economic value at risk models and gap analysis. At March 31, 2009, the cumulative one-year gap was ($164.2)
million or (6.1%) of total assets.

The Company uses net interest income simulation because the Company’s Asset/Liability Management Committee believes that
the interest rate sensitivity modeling more accurately reflects the effects and exposure to changes in interest rates. Net interest income
simulation considers the relative sensitivities of the balance sheet including the effects of interest rate caps on adjustable rate
mortgages and the relatively stable aspects of core deposits. As such, net interest simulation is designed to address the probability of
interest rate changes and the behavioral response of the balance sheet to those changes. Market Value of Portfolio Equity represents
the fair value of the net present value of assets, liabilities and off-balance-sheet items. The Company’s Market Value of Portfolio
Equity at March 31, 2009 was $367.7 million.

Based on its simulation models, the Company estimates that for a 200 basis point rate shock increase, the Company’s Market
Value of Portfolio Equity would decline (7.9%) and would decrease (13.8%) for a 200 basis point rate shock decrease. The
simulation model also shows that for a 200 basis point rate increase, the Company’s projected net interest income for the next 12
months would decrease (1.9%), and would decrease (1.5%) for a 200 basis point rate decrease. The information provided for net
interest income over the next 12 months assumes that changes in interest rates of plus 200 basis points and minus 200 basis points
change gradually in equal increments over the following 12 month period. The above information is based on significant estimates
and assumptions and constitutes a forward-looking statement under the Private Securities Litigation Reform Act of 1995. For more
information regarding the Company’s market risk and assumptions used in the Company’s simulation models, please refer to the
Company’s Annual Report on Form 10-K for the year ended December 31, 2008.

ITEM 4. Controls and Procedures

@ Disclosure controls and procedures. As of the end of the Company’s most recently completed fiscal quarter (the registrant’s
fourth fiscal quarter in the case of an annual report) covered by this report, the Company carried out an evaluation, with the
participation of the Company’s management, including the Company’s Chief Executive Officer and Chief Financial Officer, of the
effectiveness of the Company’s disclosure controls and procedures pursuant to Securities Exchange Act Rule 13a-15. Based upon that
evaluation, the Company’s Chief Executive Officer and Chief Financial Officer concluded that the Company’s disclosure controls and
procedures are effective in ensuring that information required to be disclosed by the Company in the reports that it files or submits
under the Securities Exchange Act is recorded, processed, summarized and reported, within the time periods specified inthe SEC’s
rules and forms.

(b) Changes in internal controls over financial reporting. There have been no changes in the Company’s internal control over
financial reporting that occurred during the Company’s last fiscal quarter to which this report relates that have materially affected, or
are reasonably likely to materially affect, the Company’s internal control over financial reporting.
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PART Il OTHER INFORMATION

Iltem 1. Legal Proceedings

For legal proceedings, please see the description under “Legal Proceedings” in the Company’s Annual Report on Form 10-K for
the year ended December 31, 2008.

Item 1A. Risk Factors

There have been no material changes in risk factors from those disclosed under Item 1A, “Risk Factors.” in the Corporation’s
Annual Report on Form 10-K for the year ended December 31, 2008.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

The information required by this Item was disclosed in the Company’s Current Report on Form 8-K filed with the SEC on
February 9, 2009.

Item 3. Defaults Upon Senior Securities Not Applicable
Item 4. Submission of Matters to a Vote of Security Holders.

On January 28, 2009, the Company held a special meeting of shareholders to approve an amendment to the Company’s Restated
Certificate of Incorporation to authorize the Company to issue up to 1,000,000 shares of preferred stock. The following table shows
the results of that vote:

For Against Abstain Total
12,308,482 3,613,742 44,084 15,966,308
Item 5. Other Information Not Applicable

Item 6. Exhibits
31.1  Certification by Thomas J. Shara pursuant to Section 302 of the Sarbanes Oxley Act.
31.2  Certification by Joseph F. Hurley pursuant to Section 302 of the Sarbanes Oxley Act.
32.1  Certification by Thomas J. Shara and Joseph F. Hurley pursuant to Section 906 of the Sarbanes Oxley Act.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its
behalf by the undersigned thereunto duly authorized.

Lakeland Bancorp, Inc.
(Registrant)

/s/ Thomas J. Shara
Thomas J. Shara
President and Chief Executive Officer

/sl Joseph F. Hurley
Joseph F. Hurley
Executive Vice President and
Chief Financial Officer

Date: May 11, 2009
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