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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, 2013

OR

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 000-17820

LAKELAND BANCORP, INC.

(Exact name of registrant as specified in its charter)
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New Jersey 22-2953275
(State or other jurisdiction of (LR.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 (Section 232.405 of this chapter) during the preceding 12 months
(or such shorter period that the registrant was required to submit and post such files). Yes x No ~

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 26, 2013 there were 29,864,460 outstanding shares of Common Stock, no par value.
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Lakeland Bancorp, Inc. and Subsidiaries

CONSOLIDATED BALANCE SHEETS

March 31, 2013
(unaudited)

December 31,
2012

(dollars in thousands except
share and per share amounts)

ASSETS:

Cash $ 88,744
Interest-bearing deposits due from banks 8,322
Total cash and cash equivalents 97,066
Investment securities available for sale, at fair value 370,234
Investment securities held to maturity; fair value of $98,827 at March 31, 2013 and $99,784 at

December 31, 2012 96,864
Federal Home Loan Bank Stock, at cost 5,381
Loans, net of deferred costs (fees) 2,170,743
Less: allowance for loan and lease losses 29,623
Net loans 2,141,120
Premises and equipment, net 32,722
Accrued interest receivable 7,743
Goodwill 87,111
Bank owned life insurance 46,456
Other assets 23,272
TOTAL ASSETS $2,907,969
LIABILITIES

Deposits:

Noninterest bearing $ 521,045
Savings and interest-bearing transaction accounts 1,566,421
Time deposits under $100 thousand 184,356
Time deposits $100 thousand and over 116,853
Total deposits 2,388,675
Federal funds purchased and securities sold under agreements to repurchase 94,315
Other borrowings 75,000
Subordinated debentures 51,548
Other liabilities 14,554
TOTAL LIABILITIES 2,624,092

STOCKHOLDERS EQUITY
Common stock, no par value; authorized shares, 40,000,000; issued 29,941,967 shares at March 31, 2013

and December 31, 2012 302,660
Accumulated deficit (21,117)
Treasury stock, at cost, 82,685 shares at March 31, 2013 and 216,077 at December 31, 2012 (1,029)
Accumulated other comprehensive income 3,363
TOTAL STOCKHOLDERS EQUITY 283,877
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$ 100,926
6,619

107,545
393,710

96,925
5,382
2,146,843
28,931

2,117,912
33,280
7,643
87,111
46,143
23,052

$ 2,918,703

$ 498,066
1,569,139
188,278
115,514

2,370,997
117,289
85,000
51,548
13,002

2,637,836

303,794
(24,145)
(2,718)

3,936

280,867
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TOTAL LIABILITIES AND STOCKHOLDERS EQUITY $ 2,907,969 $ 2,918,703

The accompanying notes are an integral part of these consolidated financial statements.
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Lakeland Bancorp, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF INCOME UNAUDITED

For the Three Months Ended March 31,
2013 2012
(In thousands, except per share data)

INTEREST INCOME

Loans, leases and fees $ 24,407 $ 25458
Federal funds sold and interest-bearing deposits with banks 13 6
Taxable investment securities and other 1,719 2,340
Tax-exempt investment securities 430 490
TOTAL INTEREST INCOME 26,569 28,294
INTEREST EXPENSE

Deposits 1,662 2,256
Federal funds purchased and securities sold under agreements to repurchase 9 28
Other borrowings 962 2,064
TOTAL INTEREST EXPENSE 2,633 4,348
NET INTEREST INCOME 23,936 23,946
Provision for loan and lease losses 3,183 4,556

NET INTEREST INCOME AFTER

PROVISION FOR LOAN AND LEASE LOSSES 20,753 19,390
NONINTEREST INCOME

Service charges on deposit accounts 2,522 2,447
Commissions and fees 1,213 980
Gains on investment securities 505 32
Income on bank owned life insurance 313 339
Other income 498 259
TOTAL NONINTEREST INCOME 5,051 4,057
NONINTEREST EXPENSE

Salaries and employee benefits 9,953 9,435
Net occupancy expense 1,974 1,688
Furniture and equipment 1,405 1,083
Stationery, supplies and postage 370 336
Marketing expense 288 470
FDIC insurance expense 513 555
Legal expense 242 399
Expenses on other real estate owned and other repossessed assets 19 38
Long term debt prepayment fee 526

Merger related expenses 631

Other expenses 2,306 2,271
TOTAL NONINTEREST EXPENSE 18,227 16,275
Income before provision for income taxes 7,577 7,172
Income tax expense 2,469 2,201

Table of Contents 6
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NET INCOME
Dividends on Preferred Stock and Accretion
Net Income Available to Common Stockholders

PER SHARE OF COMMON STOCK
Basic earnings

Diluted earnings
Dividends

The accompanying notes are an integral part of these consolidated financial statements.
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5,108

5,108

0.17

0.17

0.07

4,971
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4,351
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Lakeland Bancorp, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME UNAUDITED

For the Three Months Ended March 31,

2013 2012
(in thousands)

NET INCOME $ 5,108 $ 4,971
OTHER COMPREHENSIVE INCOME, NET OF TAX:

Unrealized securities gains (losses) during period (251) 131
Less: reclassification for gains included in net income 328 21
Change in pension liability, net 6 5
Other Comprehensive Income (Loss) (573) 115
TOTAL COMPREHENSIVE INCOME $ 4,535 $ 5,086

The accompanying notes are an integral part of these consolidated financial statements.
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Lakeland Bancorp, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS EQUITY UNAUDITED

Three Months Ended March 31, 2013

BALANCE January 1, 2013

Net Income

Other comprehensive loss, net of tax

Stock based compensation

Issuance of restricted stock awards

Issuance of stock to dividend reinvestment and stock
purchase plan

Exercise of stock options, net of excess tax benefits
Cash dividends, common stock

BALANCE March 31, 2013 (UNAUDITED)

Accumulated

Common stock Other
Number of Accumulated Treasury ~ Comprehensive
Shares Amount deficit Stock Income
(dollars in thousands)
29,941,967 $ 303,794 ($ 24,145) ($2,718) $ 3,936
5,108
(573)
185
(1,240) 1,240
(106) (299) 449
27
(1,781)
29,941,967 $ 302,660 ($ 21,117) ($1,029) $ 3,363

The accompanying notes are an integral part of these consolidated financial statements.
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$ 280,867
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44
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Lakeland Bancorp, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF CASH FLOWS UNAUDITED

CASH FLOWS FROM OPERATING ACTIVITIES
Net income

Adjustments to reconcile net income to net cash provided by operating activities:
Net amortization of premiums, discounts and deferred loan fees and costs

Depreciation and amortization

Provision for loan and lease losses

Gains on securities

Gains on sales of other real estate and other repossessed assets
Gains on sales of premises and equipment

Stock-based compensation

Increase in other assets

Increase in other liabilities

NET CASH PROVIDED BY OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from repayments on and maturity of securities:
Available for sale

Held to maturity

Proceeds from sales of securities

Available for sale

Purchase of securities:

Available for sale

Held to maturity

Net decrease in Federal Home Loan Bank Stock

Net increase in loans and leases

Proceeds from sales of other real estate and repossessed assets
Capital expenditures

Proceeds from sales of bank premises and equipment

NET CASH USED IN INVESTING ACTIVITIES

CASH FLOWS FROM FINANCING ACTIVITIES
Net increase in deposits

(Decrease) increase in federal funds purchased and securities sold under agreements to repurchase

Proceeds from other borrowings

Repayments of other borrowings

Redemption of preferred stock and common stock warrant
Excess tax benefits

Issuance of stock to dividend reinvestment and stock purchase plan

Dividends paid

NET CASH (USED IN) PROVIDED BY FINANCING ACTIVITIES

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of period
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For the Three Months Ended
March 31,
2013 2012
(dollars in thousands)

$ 5,108 $ 4971

1,501 1,803
860 715
3,183 4,556
(505) (32)
(29) 27
(68)
185 178
(109) (144)
1,558 1,555
11,684 13,575
20,608 36,189
2,543 8,030
53,670 16,540
(52,239) (36,483)
(2,609) (5,607)
1 916
(27,428) (36,731)
531 154
(696) (1,906)
462
(5,157) (18,898)
17.678 38,475
(22,974) 24,322
130,000
(10,000) (150,000)
(21,800)
27 18
44 77
(1,781) (1,506)
(17,006) 19,586
(10,479) 14,263
107,545 72,558
10
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CASH AND CASH EQUIVALENTS, END OF PERIOD

The accompanying notes are an integral part of these consolidated financial statements.
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$ 97,066

$ 86,821
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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 accounting and reporting policies of the Company conform with accounting principles generally accepted in the United States
of America (U.S. GAAP) and predominant practices within the banking industry.

The Company s unaudited interim financial statements reflect all adjustments, such as normal recurring accruals that are, in the opinion of
management, necessary for the fair presentation of the results of the interim periods. The results of operations for the quarter presented do not
necessarily indicate the results that the Company will achieve for all of 2013. You should read these interim financial statements in conjunction
with the audited 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, 2012.

The financial information in this quarterly report has been prepared in accordance with the Company s customary accounting practices. Certain
information and footnote disclosures required under U.S. GAAP have been condensed or omitted, as permitted by rules and regulations of the
Securities and Exchange Commission.

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

Certain reclassifications have been made to prior period financial statements to conform to the 2013 presentation.
Note 2. Stock-Based Compensation

Share-based compensation expense of $185,000 and $178,000 was recognized for the three months ended March 31, 2013 and 2012,
respectively. As of March 31, 2013, there was unrecognized compensation cost of $2.0 million related to unvested restricted stock; that cost is
expected to be recognized over a weighted average period of approximately 3.1 years. Unrecognized compensation expense related to unvested
stock options was approximately $20,000 as of March 31, 2013 and is expected to be recognized over a period of 1.2 years.

In the first three months of 2013, the Company granted 99,182 shares of restricted stock at a grant date fair value of $9.82 per share under the
Company s 2009 equity compensation program. These shares vest over a five year period. Compensation expense on these shares is expected to
average approximately $195,000 per year for the next five years. In the first three months of 2012, the Company granted 91,269 shares of
restricted stock at a grant date fair value of $9.50 per share under the 2009 program. Compensation expense on these shares is expected to
average approximately $173,000 per year over a five year period.

There were no grants of stock options in the first three months of 2013 and 2012.

Table of Contents 12
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Option activity under the Company s stock option plans is as follows:

Outstanding, January 1, 2013
Issued

Exercised

Forfeited

Outstanding, March 31, 2013

Options exercisable at March 31, 2013

Number of
shares

475,697

(3,757)

471,940

460,914

Weighted

average
Weighted remaining
average contractual

exercise Aggregate
price (in years) intrinsic value
$ 1231 $ 53,853
12.91
$ 1231 2.28 $ 44,753
$ 1241 2.16 $ 26,791

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 three months of 2013 and the exercise price, multiplied by the number of in-the-money options).

There were no options exercised in the first three months of 2013 and 2012.

Information regarding the Company s restricted stock (all unvested) and changes during the three months ended March 31, 2013 is as follows:

Outstanding, January 1, 2013
Granted

Vested

Forfeited

Outstanding, March 31, 2013

Table of Contents

Number of
shares
222,556
99,182
(64,680)
(1,909)

255,149

Weighted
average
price
$ 9.15

9.82
8.59
9.18
$ 9.55

13
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Note 3. Comprehensive Income

The components of other comprehensive income are as follows:

For the quarter ended:

Net unrealized gains on available for sale securities

March 31, 2013

Before tax Tax Benefit Net of
amount (Expense) tax amount
(in thousands)

Net unrealized holding gains (losses) arising during period ($414) $ 163 $ 251
Less reclassification adjustment for net gains arising during

the period

Net unrealized gains (losses)
Change in minimum pension liability

Other comprehensive income (loss), net

505 177) 328

($919) $ 340 $ 579
8 2) 6

$911) $ 338 $ 573)

Before tax
amount

$ 194

32

$ 162
8

$170

March 31, 2012

Tax Benefit
(Expense)
(in thousands)

$ 63
(1

$ 52
3

$ 55

Net of
tax amount
$ 131

21

$ 110

5
$ 115

The following table shows the changes in the balances of each of the components of other comprehensive income for the periods presented:

Changes in Accumulated Other Comprehensive Income by Component (a)

Beginning Balance

Other comprehensive income (loss) before
classifications

Amounts reclassified from accumulated other

comprehensive income

Net current period other comprehensive income (loss)
Ending balance

(a) All amounts are net of tax.

Table of Contents

For the Three Months Ended

March 31, 2013

Unrealized Gains Unrealized Gains
and and
Losses Losses
on on
Available-for-sale Available-for-sale
Securities Pension Items Total Securities

(in thousands)
$4,553 $ 617) $ 3,936 $ 3,506
(251) 6 (245) 131
328 0 328 21
(579) 6 (573) 110
$3,974 $ 611) $ 3,363 $3,616

10

For the Three Months Ended

March 31, 2012

Pension Items

¢ 635)
5
0
5

¢ 630)

Total

$2,871

136

21

115
$2,986

14
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Note 4. Statement of Cash Flow Information, Supplemental Information

For the Three Months Ended
March 31,
2013 2012
(in thousands)
Supplemental schedule of noncash investing and financing activities:

Cash paid during the period for income taxes $ 99 $ 517
Cash paid during the period for interest 2,676 4,406
Transfer of loans and leases into other repossessed assets and other real

estate owned 688 259

Note 5. Earnings Per Share

The following schedule shows the Company s earnings per share for the periods presented:

For the Three Months Ended

March 31,

(In thousands, except per share data) 2013 2012

Net income available to common shareholders $ 5,108 $ 4,351
Less: earnings allocated to participating securities 29 36
Net income allocated to common shareholders $ 5,079 $ 47315
Weighted average number of common shares outstanding basic 29,563 26,700
Share-based plans 62 47
Weighted average number of common shares diluted 29,625 26,747
Basic earnings per share $ 0.17 $ 0.16
Diluted earnings per share $ 0.17 $ 0.16

Options to purchase 444,375 shares of common stock at a weighted average price of $12.56 per share were outstanding and were not included in

the computation of diluted earnings per share for the quarter ended March 31, 2013 because the exercise price was greater than the average
market price. Options to purchase 570,914 shares of common stock at a weighted average price of $12.79 were outstanding and were not

included in the computation of diluted earnings per share for the quarter ended March 31, 2012 because the exercise price was greater than the

average market price.

11
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Note 6. Investment Securities

AVAILABLE FOR SALE

U.S. treasury and U.S. government
agencies

Mortgage-backed securities, residential
Obligations of states and political
subdivisions

Other debt securities

Equity securities

HELD TO MATURITY

U.S. government agencies
Mortgage-backed securities, residential
Mortgage-backed securities,
multifamily

Obligations of states and political
subdivisions

Other debt securities

Table of Contents

Amortized
Cost

$ 61,191
237,700
36,379

13,570
15,065

$ 363,905

Amortized
Cost

$ 16,056
37,996

1,406

39,859
1,547

$ 96,864

March 31, 2013

Gross Gross
Unrealized Unrealized
Gains Losses
(in thousands)
$ 251 $ (61

4,747 (1,124)
1,660 (123)
255 (214)
1,021 (83)
$ 7,934 $ (1,605)
March 31, 2013
Gross Gross
Unrealized Unrealized
Gains Losses
(in thousands)
$ 343 $
949 301)
(38)
952 (147)
205
$ 2449 $ (486)
12

Fair
Value

$ 61,381
241,323
37,916

13,611
16,003

$ 370,234

Fair
Value

$ 16,399
38,644

1,368

40,664
1,752

$ 98,827

Amortized
Cost

$ 86,002
235,052
36,848

13,576
14,984

$ 386,462

Amortized
Cost

$ 16,089
39,065

1,421

38,801
1,549

$ 96,925

December 31, 2012

Gross Gross
Unrealized Unrealized
Gains Losses
(in thousands)
$ 577 $ 8)
5,086 (579)
1,832 (60)
189 (321)
608 (76)
$ 8292 $ (1,044)
December 31, 2012
Gross Gross
Unrealized Unrealized
Gains Losses
(in thousands)
$ 385 $
1,313 27)
(13)
1,068 (68)
201
$ 2,967 $ (108)

Fair Value

$ 86,571
239,559

38,620

13,444
15,516

$ 393,710

Fair Value

$ 16,474
40,351

1,408

39,801
1,750

$ 99,784
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The following table shows investment securities by stated maturity. Securities backed by mortgages have expected maturities that differ from
contractual maturities because borrowers have the right to call or prepay, and are, therefore, classified separately with no specific maturity date
(in thousands):

March 31, 2013

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

Due in one year or less $ 2,451 $ 2,463 $ 14,330 $ 14,359
Due after one year through five years 37,156 37,850 13,449 14,079
Due after five years through ten years 68,370 69,622 26,444 27,218
Due after ten years 3,163 2,973 3,239 3,159

111,140 112,908 57,462 58,815
Mortgage-backed securities 237,700 241,323 39,402 40,012
Equity securities 15,065 16,003
Total securities $ 363,905 $370,234 $ 96,864 $ 98,827

The following table shows proceeds from sales of securities, gross gains and gross losses on sales or calls of securities and other than temporary
impairments for the periods indicated (in thousands):

For the Three Months Ended

March 31,
2013 2012
Sale proceeds $ 53,670 $ 16,540
Gross gains 508 99
Gross losses 3) 67)

Gains or losses on sales of investment securities are based on the net proceeds and the adjusted carrying amount of the securities sold using the
specific identification method.

Securities with a carrying value of approximately $315.5 million and $328.4 million at March 31, 2013 and December 31, 2012, respectively,
were pledged to secure public deposits and for other purposes required by applicable laws and regulations.

13
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The following table indicates the length of time individual securities have been in a continuous unrealized loss position at March 31, 2013 and

December 31, 2012:

March 31, 2013

AVAILABLE FOR SALE

U.S. government agencies

Mortgage-backed securities, residential
Obligations of states and political subdivisions
Other debt securities

Equity securities

HELD TO MATURITY

Mortgage-backed securities, residential
Mortgage-backed securities, multifamily
Obligations of states and political subdivisions

December 31, 2012
AVAILABLE FOR SALE

U.S. government agencies

Mortgage-backed securities, residential
Obligations of states and political subdivisions
Other debt securities

Equity securities

HELD TO MATURITY

Mortgage-backed securities, residential
Mortgage-backed securities, multifamily
Obligations of states and political subdivisions

Management has evaluated the securities in the above table and has concluded that none of the securities with unrealized losses have

Less than 12 months

Fair value

$21,783
61,294
4,466

4,656

$92,199

$ 15,228
1,406
5,203

$ 21,837

Unrealized
Losses

$ 61

1,118

83

83

$ 1,345

$ 301

38

142

$ 481

Less than 12 months

Fair
value

$ 3,992
30,359
2,825

4,621

$41,797

$ 1,239
1,408
3,705

$ 6,352

Unrealized
Losses

$ 8
572

60

76

$ 716
$ 27
13

63

$ 103

12 months or longer

Fair value
$ $
2,025
909
5,766
$8,700 $
$ $
371
$ 371 $

Losses
(dollars in thousands)

6
40
214

260

12 months or longer

Fair
value
$ $
3,239
5,661
$ 8,900 $
$ $
371
$ 371 $

Losses
(dollars in thousands)

7

321

328

Unrealized Number of
securities

19

Unrealized Number of
securities

—
NP 3O~

22

12

Total
Fair value

$ 21,783
63,319
5,375
5,766
4,656

$ 100,899

$ 15,228
1,406
5,574

$ 22,208

Total

Fair value

$ 3,992
33,598
2,825
5,661
4,621

$ 50,697

$ 1,239
1,408
4,076

$ 6,723

Unrealized

$

$

$

Losses

61
1,124
123
214
83

1,605

301
38
147

486

Unrealized

$

Losses

8
579
60
321
76

1,044

27
13
68

108

impairments that are other-than-temporary. All investment securities are evaluated on a periodic basis to determine if factors are identified that

would require further analysis. In evaluating the Company s securities, management considers the following items:

The Company s ability and intent to hold the securities, including an evaluation of the need to sell the security to meet certain
liquidity measures, or whether the Company has sufficient levels of cash to hold the identified security in order to recover the entire

amortized cost of the security;

Table of Contents
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The credit ratings of the underlying issuer and if any changes in the credit rating have occurred;

The length of time the security s fair value has been less than amortized cost; and

Adverse conditions related to the security or its issuer if the issuer has failed to make scheduled payments or other factors.

14

Table of Contents

19



Edgar Filing: LAKELAND BANCORP INC - Form 10-Q

Table of Conten
If the above factors indicate that additional analysis is required, management will consider the results of discounted cash flow analysis.

As of March 31, 2013, the equity securities include investments in other financial institutions for market appreciation purposes. Those equities
had a net amortized cost of $2.1 million and a market value of $2.8 million as of March 31, 2012.

As of March 31, 2013, equity securities also included $13.1 million in investment funds that do not have a quoted market price but use net asset
value per share or its equivalent to measure fair value.

The funds include $2.9 million in funds that are primarily invested in community development loans that are guaranteed by the Small Business
Administration (SBA). Because the funds are primarily guaranteed by the federal government there are minimal changes in market value
between accounting periods. These funds can be redeemed within 60 days notice at the net asset value less unpaid management fees with the
approval of the fund manager. As of March 31, 2013, the net amortized cost equaled the market value of the investment. There are no unfunded
commitments related to this investment.

The funds also include $10.3 million in funds that are invested in government guaranteed loans, mortgage-backed securities, small business
loans and other instruments supporting affordable housing and economic development. The Company may redeem these funds at the net asset
value calculated at the end of the current business day less any unpaid management fees. As of March 31, 2013, the amortized cost of these
securities was $10.1 million and the fair value was $10.3 million. There are no restrictions on redemptions for the holdings in these investments
other than the notice required by the fund manager. There are no unfunded commitments related to this investment.

Note 7. Loans and Leases.

The following sets forth the composition of Lakeland s loan and lease portfolio as of March 31, 2013 and December 31, 2012:

March 31, December 31,
2013 2012
(in thousands)

Commercial, secured by real estate $ 1,168,873 $ 1,125,137
Commercial, industrial and other 211,078 216,129
Leases 28,190 26,781
Real estate-residential mortgage 412,006 423,262
Real estate-construction 45,594 46,272
Home equity and consumer 305,715 309,626
Total loans 2,171,456 2,147,207
Plus: deferred fees (713) (364)
Loans, net of deferred fees $2,170,743 $ 2,146,843

At March 31, 2013 and December 31, 2012, home equity and consumer loans included overdraft deposit balances of $336,000 and $532,000,
respectively. At March 31, 2013 and December 31, 2012, the Company had $296.8 million and $203.1 million in residential loans pledged for
potential borrowings at the Federal Home Loan Bank of New York (FHLB).

15
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Non-Performing Assets and Past Due Loans

The following schedule sets forth certain information regarding the Company s non-performing assets and its accruing troubled debt
restructurings:

March 31, December 31,
(in thousands) 2013 2012
Commercial, secured by real estate $ 8,962 $ 10511
Commercial, industrial and other 1,203 1,476
Leases 32
Real estate residential mortgage 8,481 8,733
Real estate construction 3,560 4,031
Home equity and consumer 2,838 3,197
Total non-accrual loans and leases $ 25,044 $ 27,980
Other real estate and other repossessed assets 715 529
TOTAL NON-PERFORMING ASSETS $ 25,759 $ 28,509
Troubled debt restructurings, still accruing $ 9,012 $ 7,336

Non-accrual loans included $3.2 million and $3.4 million of troubled debt restructurings as of March 31, 2013 and December 31, 2012,
respectively.

An age analysis of past due loans, segregated by class of loans as of March 31, 2013 and December 31, 2012, is as follows:

Recorded
Investment greater
Greater Total Total than 89 Days
30-59 Days  60-89 Days Than Past Loans and
Past Due Past Due 89 Days Due Current and Leases still accruing
(in thousands)

March 31. 2013
Commercial, secured by real estate $ 4527 % 214 $ 9257 $13998 $1,154,875 $1,168,873 $ 295
Commercial, industrial and other 420 20 1,222 1,662 209,416 211,078 19
Leases 78 14 92 28,098 28,190
Real estate residential mortgage 3,694 165 9,856 13,715 398,291 412,006 1,375
Real estate construction 48 3,560 3,608 41,986 45,594
Home equity and consumer 1,955 381 2,901 5,237 300,478 305,715 63

$10,722  $§ 794 $26,796 $38312  $2,133,144 $2,171,456 $ 1,752

December 31. 2012

Commercial, secured by real estate $ 3831 $ 2308 $10,511 $16,650 $1,108,487 $1,125,137 $
Commercial, industrial and other 400 171 1,476 2,047 214,082 216,129

Leases 367 36 32 435 26,346 26,781

Real estate residential mortgage 2,370 821 10,012 13,203 410,059 423,262 1,279
Real estate construction 1,100 4,031 5,131 41,141 46,272

Home equity and consumer 2,479 363 3,355 6,197 303,429 309,626 158

$10,547 $ 3,699 $29417 $43,663 $2,103,544  $2,147,207 $ 1,437
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Impaired Loans

Impaired loans as of March 31, 2013, March 31, 2012 and December 31, 2012 are as follows:

March 31. 2013

Loans without specific allowance:
Commercial, secured by real estate
Commercial, industrial and other
Real estate-residential mortgage
Real estate-construction

Home equity and consumer

Loans with specific allowance:
Commercial, secured by real estate
Commercial, industrial and other
Real estate-residential mortgage
Real estate-construction

Home equity and consumer

Total:

Commercial, secured by real estate
Commercial, industrial and other
Real estate residential mortgage
Real estate-construction

Home equity and consumer

Table of Contents

Recorded
Investment in
Impaired loans

$17,275
4,860
355
3,413
369

2,632
535
288
146
970

$ 19,907
5,395
643
3,559
1,339

$30,843

17

Contractual
Unpaid
Principal
Balance

$ 29,572
4,937

355

4,826

369

3,175
594
288
534
970

$ 32,747
5,531
643

5,360
1,339

$ 45,620

Specific
Allowance
(in thousands)

279
148
43
15
146

$ 279
148

43

15

146

$ 631

Recognized

$

$

Interest
Income

125
48

14

139
49

14

202

Average

Investment in
Impaired loans

$

16,995
4,858
357
3,672
369

2,694
736
288
146
970

19,689
5,594
645
3,818
1,339

31,085
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March 31. 2012

Loans without specific allowance:
Commercial, secured by real estate
Commercial, industrial and other
Real estate-residential mortgage
Real estate-construction

Home equity and consumer

Loans with specific allowance:
Commercial, secured by real estate
Commercial, industrial and other
Real estate-residential mortgage
Real estate-construction

Home equity and consumer

Total:

Commercial, secured by real estate
Commercial, industrial and other
Real estate residential mortgage
Real estate-construction

Home equity and consumer

Table of Contents

Recorded
Investment in
Impaired loans

$16,795
4,887
377
10,013
350

3,556
776
329
489
958

$20,351
5,663
706
10,502
1,308

$ 38,530

18

Contractual
Unpaid
Principal
Balance

$ 22,849
9,056

377
14,488
350

5,874
889
337

1,429
958

$ 28,723
9,945

714
15,917
1,308

$ 56,607

Specific
Allowance
(in thousands)

355
221
49
49
144

$ 355
221

49

49

144

$ 818

Interest
Income
Recognized

$ 103

10

12

$ 113
10

12

$ 135

Average
Investment in
Impaired loans

$ 17,684
4,180

378

11,051

312

4,040
516
482
522
958

$ 21,724
4,696

860

11,573
1,270

$ 40,123
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December 31. 2012

Loans without specific allowance:
Commercial, secured by real estate
Commercial, industrial and other
Real estate-residential mortgage
Real estate-construction

Home equity and consumer

Loans with specific allowance:
Commercial, secured by real estate
Commercial, industrial and other
Real estate-residential mortgage
Real estate-construction

Home equity and consumer

Total:

Commercial, secured by real estate
Commercial, industrial and other
Real estate residential mortgage
Real estate-construction

Home equity and consumer

Recorded
Investment in
Impaired loans

$16,458
4,896
360
3,332
369

3,346
808
288
698
976

$ 19,804
5,704
648
4,030
1,345

$31,531

Contractual
Unpaid
Principal
Balance

$ 21,665
4,932

360

4,433

369

4,088
871
288

1,085
976

$ 25,753
5,803

648

5,518
1,345

$ 39,067

Specific

Allowance
(in thousands)

$

368
219
43
97
146

368
219
43
97
146

873

Interest
Income
Recognized

$ 495
116

46

55

$ 541
117
10

56

$ 724

Average
Investment in
Impaired loans

$ 18,301
3,838

385

5,533

360

3,825
769
374

1,445
934

$ 22,126
4,607

759

6,978

1,294

$ 35764

Interest that would have been accrued on impaired loans during the first three months of 2013 and 2012 had the loans been performing under
original terms would have been $621,000 and $812,000, respectively. Interest that would have accrued for the year ended December 31, 2012

was $2.8 million.

Credit Quality Indicators

The classes of loans are determined by internal risk rating. Management closely and continually monitors the quality of its loans and leases and
assesses the quantitative and qualitative risks arising from the credit quality of its loans and leases. It is the policy of Lakeland to require that a
Credit Risk Rating be assigned to all commercial loans and loan commitments. The Credit Risk Rating System has been developed by
management to provide a methodology to be used by Loan Officers, department heads and Senior Management in identifying various levels of
credit risk that exist within Lakeland s loan portfolios. The risk rating system assists Senior Management in evaluating Lakeland s commercial
loan portfolio, analyzing trends, and determining the proper level of required reserves to be recommended to the Board. In assigning risk ratings,
management considers, among other things, a borrower s debt service coverage, earnings strength, loan to value ratios, industry conditions and
economic conditions. Management categorizes loans and commitments into a one (1) to nine (9) numerical structure with rating 1 being the

strongest rating and rating 9 being the weakest. Ratings 1 through 5W are considered Pass ratings.
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The following table shows the Company s commercial loan portfolio as of March 31, 2013 and December 31, 2012, by the risk ratings discussed
above (in thousands):

March 31. 2013

Commercial, Commercial,
secured by industrial Real estate-
Risk Rating real estate and other construction
1 $ $ 955 $
2 12,909
3 44,222 15,272
4 380,135 58,487 875
5 634,304 84,622 34,344
SW Watch 28,378 8,099
6 Other Assets Especially Mentioned 36,294 9,351 3,097
7 Substandard 45,458 21,383 7,278
8 Doubtful 82
9 Loss
Total $ 1,168,873 $ 211,078 $ 45,594
December 31. 2012
Commercial, Commercial,
secured by industrial Real estate-
Risk Rating real estate and other construction
1 $ $ 996 $
2 12,899
3 44,448 15,676
4 350,145 62,676 795
5 623,912 88,033 34,682
5W - Watch 43,515 13,261
6 - Other Assets Especially Mentioned 21,132 2,845 6,535
7 - Substandard 41,817 19,743 4,260
8 - Doubtful 168
9 - Loss
Total $ 1,125,137 $ 216,129 $ 46,272

The risk rating tables above do not include consumer or residential loans or leases because they are evaluated on their payment performance
status.
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Allowance for Loan and Lease Losses

The following table details activity in the allowance for loan and lease losses by portfolio segment and the related recorded investment in loans
and leases for the three months ended March 31, 2013 and the year ended December 31, 2012:

Three Months Ended March 31, 2013

Allowance for Loan and Lease Losses:

Beginning Balance
Charge-offs
Recoveries
Provision

Ending Balance

Ending Balance: Individually evaluated for
impairment

Ending Balance: Collectively evaluated for
impairment

Ending Balance

Loans and Leases:

Ending Balance: Individually evaluated for
impairment

Ending Balance: Collectively evaluated for

impairment

Ending Balance (1)

(1) Excludes deferred fees

Table of Contents

Commercial,
secured by
real estate

$ 16,258
(749)

44

868

$ 16421
$ 279
16,142

$ 16421
$ 19,907
1,148,966
$1,168,873

Commercial,
industrial
and other

$ 5,103

(177)
30
288
$ 5,244
$ 148
5,096
$ 5,244
$ 5,395
205,683
$ 211,078
21

Leases
$ 578
(112)

88
(72)

$ 482
$ 0
482

$ 482
$ 0
28,190
$28,190

Real estate-

residential
mortgage
(in thousands)
$ 3,568
(565)

1

824

$ 3,828
$ 43
3,785
$ 3,828
$ 643
411,363
$ 412,006

Real
estate-
construction
$ 587

(652)

7

1,304

$ 1,246
$ 15
1,231

$ 1,246
$ 3,559
42,035
$ 45,594

Home
equity and
consumer

$ 2,837
(455)

49

(29)

$ 2402

$ 146

2,256

$ 2402

$ 1,339

304,376

$305,715

Total

$ 28,931
3 2,710)

$ 219

$ 3,183

$ 29,623

$ 631

28,992

$ 29,623

$ 30,843

2,140,613

$ 2,171,456
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Year Ended December 31, 2012

Commercial, ~ Commercial, Real estate- Real Home
secured by industrial residential estate- equity and
Allowance for Loan and Lease Losses: real estate and other Leases mortgage construction consumer Total
(in thousands)
Beginning Balance $ 16618 $ 3477 $ 688 $ 3077 $ 1424 $ 3,132 $ 28,416
Charge-offs (7,287) (949) (999) (1,822) (2,888) (2,074) ($ 16,019
Recoveries 280 428 504 66 43 306 $ 1,627
Provision 6,647 2,147 385 2,247 2,008 1473  $ 14,907
Ending Balance $ 16258 $ 5103 $ 578 $ 3568 $ 587 $ 2837 $ 28931
Ending Balance: Individually evaluated for
impairment $ 368 $ 219§ $ 43 3 97 $ 146 $ 873
Ending Balance: Collectively evaluated for
impairment 15,890 4,884 578 3,525 490 2,691 §$ 28,058
Ending Balance $ 16258 §$ 5103 § 578 $ 3568 § 587 $ 2837 $ 28,931
Loans and Leases:
Ending Balance: Individually evaluated for
impairment $ 19804 $ 5704 $ $ 648 $§ 4030 $ 1,345 3 31,531
Ending Balance: Collectively evaluated for
impairment 1,105,333 210,425 26,781 422,614 42,242 308,281 $ 2,115,676
Ending Balance(1) $1,125,137 $ 216,129 $26,781 $ 423262 $ 46272 $309,626 $ 2,147,207

(1) Excludes deferred fees

Lakeland also maintains a reserve for unfunded lending commitments which are included in other liabilities. This reserve was $973,000 and
$1,108,000 at March 31, 2013 and December 31, 2012, respectively. The Company analyzes the adequacy of the reserve for unfunded lending
commitments in conjunction with its analysis of the adequacy of the allowance for loan and lease losses. For more information on this analysis,
see Risk Elements in Management s Discussion and Analysis.

Troubled Debt Restructurings

Troubled debt restructurings are those loans where concessions have been made due to borrowers financial difficulties. Restructured loans
typically involve a modification of terms such as a reduction of the stated interest rate, a moratorium of principal payments and/or an extension
of the maturity date at a stated interest rate lower than the current market rate of a new loan with similar risk. The Company considers the
potential losses on these loans as well as the remainder of its impaired loans while considering the adequacy of the allowance for loan and lease
losses.
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The following table summarizes loans that have been restructured during the three months ended March 31, 2013 and 2012:

For the Three Months Ended For the Three Months Ended
March 31, 2013 March 31, 2012
Pre- Post- Pre- Post-
Modification Modification Modification Modification
Outstanding Outstanding Outstanding Outstanding
Number of  Recorded Recorded Number of  Recorded Recorded
Contracts  Investment Investment  Contracts  Investment Investment
(Dollars in thousands) (Dollars in thousands)
Troubled Debt Restructurings:
Commercial, secured by real estate 4 $ 2,000 $ 2,000 3 $ 529 $ 528
Commercial, industrial and other
Leases
Real estate residential mortgage
Real estate construction
Home equity and consumer
4 $ 2,000 $ 2,000 3 $ 529 $ 528

The following table summarizes as of March 31, 2013 and 2012, loans that were restructured within the last 12 months that have subsequently
defaulted:

For the Three Months Ended

March 31, 2013 March 31, 2012
Number of Recorded Number of Recorded
Contracts Investment Contracts Investment
(Dollars in thousands) (Dollars in thousands)
Defaulted Troubled Debt Restructurings:
4 $ 731 4 $ 1484

Commercial, secured by real estate
Commercial, industrial and other
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