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Sun Bancorp, Inc. and Subsidiaries
SELECTED FINANCIAL DATA

(Dollars in thousands, except per share amounts)

At or for the Years Ended December 31, 2007 2006 2005 2004 2003
Selected Balance Sheet Data B}
Total assets $3,338,392  $3,325,563  $3,107,889 $3,053,587  $2,599,487
Cash and investments 548,152 695,222 814,528 952,779 1,058,096
Loans receivable, net of alfowance for loan losses 2,482,917 2,339,584 2,027,753 1,847,721 1,364,465
Total deposits 2,699,091 2,667,997 2,471,648 2,430,363 2,111,125
Borrowings and securities sold under

agreements to repurchase 154,213 160,622 248 967 254,310 222,398
Junior subordinated debentures 97,941 108,250 77,322 77,322 72,167
Shareholders’ equity 362,177 342,227 295,653 279,220 185,718
Selected Results of Operations
Interest income $ 197823 § 183,950 $ 153229 $ 124269 $ 108,062
Net interest income 98,836 99,078 97,515 89,318 72,287
Provision for foan losses 8,403 3,807 2,310 2,075 4,825
Net interest income after provision for loan losses 90,433 95,271 95,205 87,243 67,462
Non-interest income 26,155 19,746 18,288 19,119 17,356
Non-interest expense 88,963 89,393 84,660 81,152 66,036
Net income 19,352 17,274 19,521 17,629 13,336
Per Share Data®
Earnings Per Share:

Basic $ 089 $ 0.81 $ 0.98 $ 098 $ 0.88

Dituted 0.86 0.77 0.92 0.91 0.82
Book Value 16.68 15.89 14.76 14.08 11.48
Selected Ratios
Return on average assets 0.58% 0.53% 0.63% 0.63% 0.59%
Return on average equity 5.45 528 6.76 7.80 8.71
Ratio of average equity to average assets 10.72 10.09 9.27 8.08 6.79

(1) Data is adjusted for a 5% stock dividend declared in April 2007.
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Sun Bancorp, Inc. and Subsidiaries
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Sun Bancorp, Inc. and Subsidiaries
2007 To Our SHAREHOLDERS AND FRIENDS...

2007 FINANCIAL REVIEW

Net income for the year ended December 31, 2007 was $19.4 million, or $0.86 per diluted share, compared to netincome of $17.3
million, or $0.77 per diluted share, for 2006. Included in 2007 results are net charges of approximately $2.1 million (pre-tax), o
$0.06 per share. These net charges reflect severance and other related expenses, debt redemption and early debt extinguishment
charges, and branch rationalization costs, which were partially offset by a gain realized on the sale of branches in the first quarter.
The prior year included approximately $1.6 million (pre-tax), or $0.05 per share, in non-operating charges for branch rationalization
and severance related charges.

Total assets at December 31, 2007 were $3.34 billion, an increase of $12.8 million over year end 2006. Total loans before allowance
for loan losses grew $144.7 million, or 6.1%, to $2.51 billion. Total deposits increased $31.1 million, or 1.2%, to $2.70 billion. Organic
deposit growth, adjusted for approximately $40 million in deposits sold in connection with the sale of three branches in the first quarter,
was approximately 2.7%.

We continue to prudently manage our balance sheet growth and capital. Our capital position is healthy and will allow the Company
to continue to support its internal growth projections. During 2007, the Company repurchased 1,010,523 shares of outstanding
common stock, which completed the initial repurchase plan announced in the second quarter. The Board of Directors has
subsequently authorized a new stock repurchase plan covering up to approximately 5%, or 1.1 million, additional common shares.
We will continue to monitor opportunities to deploy our capital wisely in this environment.

Revenue growth and expense containment initiatives that started in 2006-1ike fee enhancements, branch rationalization and
renegotiated service contracts—continued to produce results in 2007.

Total non-interest income grew year-over-year $6.4 million, or 32.5%, which included a $1.4 million net gain on the sale of branches
as part of the Company’s ongoing branch rationalization program. Total non-interest expenses decreased $430,000, or 0.5%,
compared to 2006. Total non-interest expenses in 2007 included $2.7 million of severance and other related charges, debt
redemption and early debt extinguishment charges, and branch rationalization costs. Non-interest expense for 2006 included
approximately $1.2 milfion of similar charges. Excluding these charges, the comparable year-over-year decrease in non-interest
expenses was $1.9 million, or 2.2%.

As aresult of these efforts and our overall performance, the Company's efficiency ratio trended favorably each quarter of 2007. Our
stated goal was to be below 70%. We are proud to say that, excluding non-operating expenses, the efficiency ratio for 2007 was
69.37%, with a record low for the fourth quarter of 66.61%. We expect this trend to continue.

THE CONTINUING GROWTH OF OUR CORE BUSINESSES

Through Sun National Bank, the Company provides an array of commercial and retail banking services, which serve as our
core businesses.

In 2007, our retail team moved the bank forward toward our goal of becoming a high-performing sales organization. With continued
execution and refinement of the sales process that was implemented in the second half of 2006, the Bank grew deposits by $31.1
million, or 1.2%. Retail sales indicators, including average number of sales per banker and product cross-sells per customer, realized
significant increases in 2007. These positive growth trends can be linked to successful sales campaigns, continuous training, the
strengthening of our sales culture and solid execution by the retail team.

A significant initiative in 2007 was re-branding Sun National Bank. Our new tag line—"We Want to Know Your Name’-has become
the core of our community-banking philosophy. This brand promise rests on the foundation that if we know our customers’ names,
then we know them well enough to understand what they need and want from their bank. To support our branding, we put a fresh
face on marketing materials, created and placed strategic advertisements, and launched our new Web site.

We continued to refine the branch network with the sale of three branches (Hightstown, Millhurst and Philadelphia); the consolidation
of another three (Millville Downtown into Millville, Aflantic City North into Atlantic City and One Christina into Fourth Street in Wilmington,
Delaware); renovations at more than 40 locations; two branches that moved to new buildings (Trenton and Martton); and the addition
of one de novobranch (Rio Grande). Additionally, we installed new signage that is visible to everyone passing by. New signs are now
at 53 of our locations, with plans to complete the entire branch network by mid-2008.

Our commercial banking services also generated positive growth for the Company. Commercial loans were $2.0 billion at December
31,2007, up $99.6 million from December 31, 2006, an increase of 5.2%. At year-end, pipelines were strong and we continue to
see solid demand on the loan side, despite market pressures. The Bank also opened two loan production offices—one in late 2006
in Edison, Middlesex County, and the other in early 2008 in Bloomfield, Essex County. These two locations expanded our footprint
into areas where we don’t yet have a branch presence, but recognized a need to support our existing commercial customers, as
well as develop new business.
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INVESTING IN OUR PEOPLE AND COMMUNITIES
In 2007, Sun continued its focus on investing in our people and the communities we serve.

For employees, the Company created a corporate-wide incentive compensation program that covers anyone not already
enrolled in our retail or wholesale programs. Additionally, we awarded our second Thomas Edison State College scholarship,
launched an internal Web site, which serves as an information hub for everything from news and announcements to photos
of family milestones, and hosted several events just to say “Thank You.”

The Company’s community and external constituent relations continued to flourish in 2007 as well. The Bank and its
employees supported more than 500 local organizations through donations, volunteerism and event participation. We
topped off the year with our annual United Way Campaign Day, where the Bank, employees and directors donated more
than $108,000.

The Company also revitalized its Advisory Boards. Sun looks to its Advisory Board members to promote public recognition
and advocacy of Sun and its goal of meeting the needs of the local communities we serve. With improved communication
and outreach, along with a more structured program, our 100 Advisory Board members in seven regions referred more than
$40 million in booked business in 2007.

WELCOMING OUR NEW PRESIDENT & GEO-THOMAS X. GEISEL
After almost a year of careful review and consideration, the Company’s nationwide search for a president and CEO was
successfully completed in December when we announced that Thomas X. Geisel was joining Sun in January 2008.

Tom joins Sun from a large, super-regional bank where he had responsibility for a region with approximately $20 billion in
assets and revenue exceeding $550 miltion. His impressive resume includes 20 years of experience in Retail, Business,
Commercial, Private and Investment Banking. His strengths lie in growing revenue while effectively managing expenses,
developing asset management services, ensuring excellent credit quality, and charting profitable strategic direction—everything
Sun was looking for in a leader.

In the few months that Tom has been here, he aiready has proven to be an effective and dynamic leader, and will no doubt
serve as a catalyst to Sun’s growth.

WHAT LIES AHEAD-A MESSAGE FRONM OUR PRESIDENT & CEO

Sun, like most financial institutions, will face market challenges in 2008, as we expect to be operating under a difficult
economic environment that is stressing loan portfofios and credit quality. However, as mergers and acquisitions in the
New Jersey region continue to consclidate the landscape, we see many new opportunities for financial growth and
client acquisition.

The Company’s operating earings momentum, combined with our other 2007 accomplishments, put us in a strong position
going into 2008. As always, our goals are focused on revenue growth, expense management, maintaining credit quality,
supporting our communities and enhancing shareholder value.

The simple underlying strategy is to continue leveraging the success of Sun’s commercial banking services with & focus on
small business, middle market and niche industries where we have experience and success. We also will optimize our
footprint to enhance the markets where we are strong, build upon the markets where we have a presence and reallocate
assets from markets where our ability to have a meaningful impact is limited.

On behalf of the board of directors, we thank you for your support, and look forward to more growth and success in 2008
as we move Sun toward becoming a high-performing community bank.

Sincerely,
Bernard A. Brown Sidney R. Brown Thomas X. Geisel
Chairman of the Board Vice Chairman of the Board President and

Chief Executive Officer
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Sun Bancorp, Inc. and Subsidiaries

MaANAGEMENT’S DiscussioN AND ANALYSIS OF FINANCIAL CONDITION

AND RESULTS OF OPERATIONS

(All dollar amounts presented in the tables, except share and per share amounts, are in thousands)

ORGANIZATION OF INFORMATION

Management’s Discussion and Analysis provides a narrative on the
Company’s financial condition and resuits of operations that should be
read in conjunction with the accompanying consolidated financial
statements. It includes the following sections:

* OVERVIEW

* CRITICAL ACCOUNTING POLICIES, JUDGMENTS AND ESTIMATES
* RECENT ACCOUNTING PRINCIPLES

® RESULTS OF OPERATIONS

* LIQUIDITY AND CAPITAL RESCURCES

° FINANCIAL CONDITION

* FORWARD-LOOKING STATEMENTS

OVERVIEW

Sun Bancorp, Inc. (the “Company”) is a multi-state Bank Holding
Company headquartered in Vineland, New Jersey. The Company’s
principal subsidiary is Sun National Bank (the “Bank”). At December 31,
2007, the Company had total assets of $3.34 billion, total deposits of
$2.70 billion and total shareholders’ equity of $362.2 million. The
Company’s principal business is to serve as a holding company for the
Bank. As a registered holding company, the Company is subject to the
supervision and regulation of the Board of Governors of the Federal
Reserve System.

Through the Bank, the Company provides commercial and retail
banking services. As of December 31, 2007, the Company had 70
Community Banking Centers located in 13 counties in southern and
central New Jersey and in the contiguous New Castle County market in
Delaware. During the first quarter of 2008, the Company expects to
consolidate two Community Banking Centers, located in New Jersey, into
an existing Community Banking Center. See Note 3 of the Notes to the
Consolidated Financial Statements for additional information regarding
the consolidation.

The Company offers a comprehensive array of lending, depository
and financial services to its commercial and retail customers throughout
the marketplace. The Company’s lending services to businesses include
term loans and lines of credit, mortgage loans, construction loans, and
equipment leasing. The Company is a Preferred and Express Lender
with the Small Business Administration (“SBA”) and a Preferred Lender
with the New Jersey Economic Development Authority. The Company’s
commercial deposit services include business checking accounts and
cash management services such as electronic banking, sweep accounts,
lockbox services, internet banking, remote deposit and controlled
disbursement services. The Company’s lending services to consumers
include residential mortgage loans, residential construction foans,
second mortgage loans, home equity loans and installment loans. The
Company’s consumer deposit services include checking accounts,
savings accounts, money market deposits, certificates of deposit and
individual retirement accounts. In addition, the Company offers mutual
funds, securities brokerage, annuities and investment advisory services
through a third-party arrangement.
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The Company funds its lending activities primarily through retail
deposits, brokered deposits, the scheduled maturities of its investment
portfolio, repurchase agreements with customers and advances from the
Federal Home Loan Bank (“FHLB".

As a financial institution with a primary focus on traditional banking
activities, the Company generates the majority of its revenue through net
interest income, which is defined as the difference between interest
income earned on loans and investments and interest paid on deposits
and borrowings.

Growth in net interest income is dependent upon the Company’s ability
to prudently manage the balance sheet for growth, combined with how
successfully it maintains or increases net interest margin, which is net
interest income as a percentage of average interest-earning assets.

The Company also generates revenue through fees earned on the
various services and products offered to its customers and through sales
of loans, primarily SBA and residential mortgages. Offsetting these
revenue sources are provisions for credit losses on loans, administrative
expenses and income taxes.

The slowing regional and national economy has been, and will
continue to be, a challenge for the Company. While New Jersey has not
suffered wholesale declines in the value of residential real estate as have
other areas of the country, construction lending and lending to
contractors will be impacted by weakness in this sector. Potential also
exists for the flattening and decline in commercial real estate values over
the long term, which may impact the eventual ability to successfully
refinance maturing commercial mortgage loans. Additionally, what
remains uncertain is the impact of historically high energy prices on both
business and leisure travel.

The Company's net income for 2007 was $19.4 million, or $0.86 per
share—diluted compared to $17.3 million, or $0.77 per share~diluted in
2006. Included in 2007 results are net charges of approximately $2.1
million {pre-tax), or $0.06 per share. The net charges include $2.4 million
of severance and other related expenses, $915,000 for the write-off of
unamottized issuance costs on redeemed trust preferred securities and
sarly extinguishment of debt charges on FHLB borrowing, and $185,000
of branch rationalization charges. Offsetting these charges was a gain of
$1.4 million realized from the sale of three branches. The prior year
included approximately $1.6 million (pre-tax), or $0.05 per share, in
branch rationalization and severance related charges. The following is an
overview of key factors affecting the Company’s results for 2007:

e Total loans before allowance for loan losses grew $144.7 million,
or 6.1%, to $2.51 billion. Organic loan growth adjusted for
approximately $166 million in loan prepayments and a branch sale
was approximately 13.1%.

» Total deposits increased $31.1 million, or 1.2%, to $2.70 billion.
Organic deposit growth, adjusted for approximately $40 million in
deposits sold in connection with the sale of three branches, was
approximately 2.7%.

e As part of the Company’s branch rationalization program to improve
profitability, the Company sold three branch offices during the first
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quarter of 2007, including approximately $40 million of aggregate
deposits and approximately $19 million of aggregate loan
receivables, resulting in a net gain (pre-tax) of $1.4 million. During
the third quarter of 2007, the Company consolidated two branch
offices, resulting in $185,000 (pre-tax) of lease buy-out and other
related charges.

 Net interest income (on a tax-equivalent basis) for 2007 was $100.4
million. The interest rate spread and net interest margin (on a tax-
equivalent basis) was 2.71% and 3.37%, respectively. The interest
rate spread and net interest margin, adjusted for approximately
$791,000 for the write-off of unamortized issuance costs on
redeemed trust preferred securities, was 2.74% and 3.40%,
respectively. The compression in the net interest margin of 7 basis
points from 3.44% for 2006 to 3.37% for 2007 reflects continued
intense market competitiveness for both loans and deposits, the
challenging interest rate environment in 2007, lower levels of
demand deposits, as well as the increased cost of interest-bearing
deposits attributable to the Company’s deposit pricing strategy in
support of the retall transformation initiative, which began in the third
quarter of 2006 and continued through all of 2007.

 The provision for loan losses increased year-over-year $4.6 million
to $8.4 million. Total non-performing assets were $29.6 million at
December 31, 2007, or 1.18% of total loans and real estate owned
compared to $15.2 million, or 0.64%, at December 31, 2006. Net
charge-offs for 2007 were $7.1 million, or 0.29%, of average loans
outstanding compared to $1.9 million, or 0.08%, of average loans
outstanding for 2006.

e Total non-interest income grew year-over-year $6.4 million to $26.2
million as service charges on deposits increased $2.6 million as a
result of the implementation of select retail banking fee enhancements
and a net gain of $1.4 million as a result of branch rationalization.

* In January 2007, the Company terminated the employment of the
Company’s former President and Chief Executive Officer and as a
result, recognized $1.8 million in severance and other related
charges. The Vice Chairman of the Board served as interim President
and Chief Executive Officer until the appointment of the new
President and Chief Executive Officer who joined the Company
effective January 7, 2008.

e The Company'’s efficiency ratio trended favorably each quarter of
2007, ending with a fourth quarter efficiency ratio of 66.61% as the
Company continued to focus on ongoing profitability enhancement
initiatives with particular emphasis on expense efficiency savings.

o During 2007, the Company repurchased approximately 5%, or
1,010,523 shares, of the Company’s outstanding common stock. in
late December 2007, the Company announced a new stock
repurchase plan of approximately 5%, or 1,100,000 shares.

CRITICAL ACCOUNTING POLICIES, JUDGMENTS AND ESTIMATES

The discussion and analysis of the financial condition and results of
operations are based on the Consolidated Financial Statements, which
are prepared in conformity with generally accepted accounting principles
(“GAAP™) in the United States of America. The preparation of these
financial statements requires management to make estimates and
assumptions affecting the reported amounts of assets and liabilities,
disclosure of contingent assets and liabilities, and the reported amounts
of income and expenses. Management evaluates these estimates and
assumptions on an ongoing basis, including those related to the

allowance for loan losses, goodwill, intangible assets, income taxes,
stock-based compensation and derivative financial instruments.
Management bases its estimates on historical experience and various
other factors and assumptions that are belisved to be reasonable under
the circumstances. These form the basis for making judgments on the
carrying value of assets and liabilities that are not readily apparent from
other sources. Actual results may differ from these estimates under
different assumptions or conditions.

Alfowance for Loan Losses. Through the Bank, the Company
originates loans that it intends to hold for the foreseeable future or until
maturity or repayment. The Company may not be able to collect all
principal and interest due on these loans. Allowance for loan losses
represents management’s estimate of probable credit losses inherent in
the foan portfolic as of the balance sheet date. The determination of the
allowance for loan losses requires management to make significant
estimates with respect to the amounts and timing of losses and market
and economic conditions. The allowance for loan losses is maintained at
a level that management considers adequate to provide for estimated
losses and impairment based upon an evaluation of known and inherent
risk in the loan portfolio. Loan impairment is evaluated based on the fair
value of collateral or estimated net realizable value. A provision for foan
losses is charged to operations based on management’s evaluation of
the estimated losses that have been incurred in the Company’s loan
portfolio. It is the policy of management to provide for losses on
unidentified loans in its portfolio in addition to classified loans.

Management monitors its allowance for loan losses at least quarterly
and makes adjustments to the allowance through the provision for loan
losses as economic conditions and other pertinent factors indicate. The
quarterly review and adjustment of the qualitative factors employed in
the aliowance methodology and the updating of historic loss experience
altow for timely reaction to emerging conditions and trends. In this
context, a series of qualitative factors are used in a methodology as a
measurement of how current circumstances are affecting the loan
portfolio. Included in these qualitative factors are:

« | evels of past due, classified and non-accrual loans, troubled debt
restructurings and medifications

» Nature and volume of loans
e Changes in lending policies and procedures, underwriting standards,

collections, charge-offs and recoveries and for commercial loans,
the level of loans being approved with exceptions to policy

o Experience, ability and depth of management and staff

» National and local economic and business conditions, including
various market segments

e Quality of Company’s loan review system and degree of Board
oversight

» Concentrations of credit and changes in levels of such
concentrations

e Effect of external factors on the level of estimated credit losses in the
current portfolio

Additionally, historic loss experience over the more conservative of
gither the trailing four or eight quarters is taken into account. In
determining the allowance for loan losses, management has established
both specific and general pooled allowances. Values assigned to the
qualitative factors and those developed from historic loss experience
provide a dynamic basis for the calculation of reserve factors for both
pass-rated loans (general pooled allowance) and those criticized and
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classified loans without Statement of Financial Accounting Standards
(“SFAS™ No. 114, Accounting by Creditors for Impairment of a Loan-an
amendment of FASB Statements No. 5 and 15, reserves (specific
allowance). The amount of the specific allowance is determined through
a loan-by-loan analysis of certain large dollar commercial loans. Loans
not individually reviewed are evaluated as a group using reserve factor
percentages based on historic 10ss experience and the qualitative factors
described above. In determining the appropriate level of the general
pooled allowance, management makes estimates based on internal risk
ratings, which take into account such factors as debt service coverage,
loan-to-value ratios, and external factors. Estimates are periodically
measured against actual loss experience.

As changes in the Company’s operating environment occur and as
recent loss experience fluctuates, the factors for each category of loan
hased on type and risk rating will change to reflect current circumstances
and the quality of the loan portfolio. Given that the components of the
allowance are based partially on historical losses and on risk rating
changes in response to recent events, required reserves may trail the
emergence of any unforeseen deterioration in credit quality.

Although the Company maintains its atlowance for loan losses at levels
considered adequate to provide for the inherent risk of loss in its loan
portfolio, if economic conditions differ substantially from the assumptions
used in making the evaluations, there can be no assurance that future
losses will not exceed estimated amounts or that additional provisions
for loan losses will not be required in future periods. Accordingly, a decline
in the national economy or the local economies of the areas in which the
loans are concentrated could result in an increase in loan delinquencies,
foreclosures or repossessions resulting in increased charge-off amounts
and the need for additional loan loss allowances in future periods. In
addition, the Company’s determination as to the amount of its allowance
for loan losses is subject to review by the Bank’s primary regulator, the
Office of the Comptroller of the Currency (the “0CC”), as part of its
examination process, which may result in the establishment of an
additional allowance based upon the judgment of the OCC after a review
of the information available at the time of the OCC examination.

Accounting for Income Taxes. The Company accounts for income
taxes in accordance with SFAS No. 109, Accounting for Income Taxes,
and Financial Accounting Standards Board (the “FASB”) Interpretation
(“FIN") No. 48, Accounting for Uncertainty in Income Taxes—an
interpretation of FASB Statement No. 109. SFAS No. 109 requires the
recording of deferred income taxes that reflect the net tax effects of
temporary differences between the carrying amounts of assets and
liabilities for financial reporting purposes and the amounts used for
income tax purposes. Management exercises significant judgment in the
gvaluation of the amount and timing of the recognition of the resulting tax
assets and liabilities. The judgments and estimates required for the
gvaluation are updated based upon changes in business factors and the
tax laws. If actual results differ from the assumptions and other
considerations used in estimating the amount and timing of tax
recognized, there can be no assurance that additional expenses will not
be required in future periods. On January 1, 2007, the Company
incorporated FIN No. 48 with its existing accounting policy. FIN No. 48
prescribes a minimum probability threshold that a tax position must meet
before a financial statement benefit is recognized. The Company
recognizes, when applicable, interest and penalties related to
unrecognized tax benefits in the provision for income taxes in the
consolidated income statement. Assessment of uncertain tax positions
under FIN No. 48 requires careful consideration of the technical merits

of a position based on management’s analysis of tax regulations and
interpretations. Significant judgment may be involved in applying the
requirements of FIN No. 48.

Valuation of Goodwill. The Company assesses the impairment of
goodwill at least annually, based on the fair value methodology as
described in SFAS No. 142, Goodwill and Intangible Assets. The Company
will continue to monitor conditions, such as fluctuations in market values
and credit quality for both the Company and its peers, which would trigger
the need for more frequent review. i the Company determines that the
carrying value of goodwill may not be recoverable, then the Company will
assess impairment based on a projection of undiscounted future cash
flows and measure the amount of impairment based on fair value. Write-
downs of the amount of any impairment are to be charged to the results
of operations in the period in which the impairment is determined.

Stock-Based Compensation. The Company accounts for stock-
based compensation in accordance with the fair value recognition
provisions of SFAS No. 123(R), Share-Based Payment. The Company
adopted SFAS No. 123(R) on January 1, 2006 using a modified
prospective approach. Under the fair value provisions of SFAS No. 123(R),
stack-based compensation cost is measured at the grant date based on
the value of the award and is recognized as expense over the appropriate
vesting period. Determining the fair value of stock-based awards at grant
date requires judgment, including estimating the expected term of the
stock options and the expected volatifity of the Company’s stock. In
addition, judgment is required in estimating the amount of stock-based
awards that are expected to be forfeited. If actual resufts differ
significantly from these estimates or different key assumptions were
used, it could have a material effect on the Company’s Consolidated
Financial Statements. Prior to January 1, 2006, the Company had accounted
for stock-based compensation in accordance with SFAS No. 123,
Accounting for Stock-Based Compensation, as adopted prospectively on
January 1, 2003, and in accordance with Accounting Principles Opinion
(“APB™) No. 25, Accounting for Stock Issued to Employees. See Note 2 of
the Notes to Consolidated Financial Statements for additional information
regarding stock-based compensation.

RECENT ACCOUNTING PRINCIPLES

In December 2007, the FASB issued SFAS No. 141(R), Business
Combinations, which replaces SFAS No. 141, Business Combinations.
SFAS No. 141(R) retains the fundamental requirements in SFAS No. 141
that the acquisition method of accounting (formerly referred to as purchase
method) he used for all business combinations and that an acquirer be
identified for each business combination. SFAS No. 141(R) defines the
acquirer as the entity that obtains control of one or more businesses in the
business combination and establishes the acquisition date as of the date
that the acquirer achieves control. SFAS No. 141(R) requires an acquirer
to recognize the assets acquired, the liabilities assumed, and any non-
controlling interest in the acquiree at the acquisition date, measured at
their fair values. SFAS No. 141(R) requires the acquirer to recognize
acquisition-related costs and restructuring costs separately from the
business combination as period expense. SFAS No. 141(R) is effective for
business combinations for which the acquisition date is on or after the
beginning of the first annual reporting period beginning on or after
December 15, 2008. The adoption of this statement will impact the
accounting and reporting of acquisitions after January 1, 2009.
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In November 2007, the SEC issued Staff Accounting Bulletin (“SAB™)
No. 109, Written Loan Commitments Recorded at Fair Value through
Earnings. SAB No. 109 supersedes SAB No. 105, Application of
Accounting Principles to Loan Commitments, and expresses the current
view of the staff that, consistent with guidance in SFAS No. 156,
Accounting for Servicing of Financial Assets, and SFAS No. 159, The Fair
Value Option for Financial Assets and Financial Liabilities, the expected
net future cash flows related to the associated servicing of a loan,
including the servicing rights sold to a third party, should be included in
the measurement of all written loan commitments that are accounted for
at fair value through eamings. SAB No. 109 was effective for fiscal
quarters beginning after December 15, 2007. The Company will adopt
SAB No. 109 for any loan commitments issued or modified on or after
January 1, 2008 and does not expect there to be a material impact to the
Company’s financial condition or results of operations.

In May 2007, the FASB issued FSP No. FIN 48-1, Definition of
Settlement in FASB FIN 48. FSP No. FIN 48-1 amends FIN No. 48 to
provide guidance on determining whether a tax position is “effectively
settled” for the purpose of recognizing previously unrecognized tax
benefits. The concept of “effectively settled” replaces the concept of
“ultimately settled” originally issued in FIN No. 48. The tax position- can
be considered “effectively settled” upon completion of an examination by
the taxing authority if the entity does not plan to appeal or litigate any
aspect of the tax position and it is remote that the taxing authority would
examine any aspect of the tax position. For “effectively settled” tax
positions, the full amount of the tax benefit can be recognized. The
guidance in FSP No. FIN 48-1 was effective upon initial adoption of FIN
No. 48 which was adopted on January 1, 2007 and the initial application
of the interpretation did not have an impact to the Company’s financial
condition or results of operations.

In February 2007, the FASB issued SFAS No. 159, The Fair Value
Option for Financial Assets and Financial Liabilities—Including an
Amendment of FASB Statement No. 115, which permits entities to choose
to measure many financial instruments and certain other items at fair
value that are not currently required to be measured at fair value. SFAS
No. 159 also establishes presentation and disclosure requirements
designed to facilitate comparisons between entities that choose different
measurement attributes for similar types of assets and liabilities. The
Company adopted SFAS No. 159 on January 1, 2008. SFAS No. 159 did
not have an impact on the Company’s financial condition or results of
operations as the Company did not elect to fair value any of its financial
assets and financial liabilities that are not currently required to be
measured at fair value.

In September 2006, the FASB issued SFAS No. 157, Fair Value
Measurements. SFAS No. 157 defines fair value, establishes a framework
for measuring fair value, and expands disclosures about fair value
measurements. SFAS No. 157 does not require any new fair value
measurements. The definition of fair value retains the exchange price notion
in earlier definitions of fair value. SFAS No. 157 clarifies that the exchange
price is the price in an orderly transaction between market participants to
sell the asset or transfer the liability in the market in which the reporting
entity would transact for the asset or liability. The definition focuses on the
price that would be received to sell the asset or paid to transfer the liability
{an exit price), not the price that would be paid to acquire the asset or
received to assume the liability (an entry price). SFAS No. 157 emphasizes
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that fair value is a market-based measurement, not an entity-specific
measurement. FASB-Staff Position (“FSP”) No. 157-2, Effective Date of
FASB Statement No. 157, issued in February 2008, delays the effective
date of SFAS No. 157 for nonfinancial assets and nonfinancial liabilities,
except for items that are recognized or disclosed at fair value in an entity’s
financial statements on a recurring basis (at least annually), to fiscal years
beginning after November 15, 2008. The Company adopted SFAS No. 157
on January 1, 2008 for assets and liahilities that are not excluded from
FSP No. 157-2 and it did not have a material impact on the Company’s
financial condition or results of operations.

In September 2006, the FASB issued Emerging Issues Task Force
{“EITF") No. 06-5, Accounting for Purchases of Life Insurance-Determining
the Amount That Could Be Realized in Accordance with FASB Technical
Bulletin No. 85-4. EITF No. 06-5 explains how to determine “the amount
that could be realized” from a life insurance contract, for purposes of
recording the cash surrender value on the balance shegt. EITF No. 06-5
requires policyholders to determine the amount that could be realized
under a life insurance contract assuming individual policies are
surrendered instead of surrendering all policies as a group. Any adjustment
to the carrying amount of cash surrender value will be recorded as a direct
adjustment to retained earnings and reported as a change in accounting
principle. EITF No. 06-5 was effective January 1, 2007. The Company’s
bank owned life insurance (“BOLI") transactions adhere to the guidance
provided by EITF No. 06-5.

RESULTS OF OPERATIONS

The following discussion focuses on the major components of the
Company’s operations and presents an overview of the significant
changes in the results of operations during the past three fiscal years.
This discussion should be reviewed in conjunction with the
Consolidated Financial Statements and notes thereto presented
elsewhere in this Annual Report. All earnings per share amounts are
presented assuming dilution.

Net Interest Income. Net interest income is the most significant
component of the Company’s income from operations. Net interest
income is the difference between interest earned on total interest-
garning assets (primarily loans and investment securities), on a fully
taxable equivalent basis, where appropriate, and interest paid on total
interest-bearing liabilities (primarily deposits and borrowed funds). Fully
taxable equivalent basis represents income on total interest-earning
assets that is either tax-exempt or taxed at a reduced rate, adjusted to
give effect to the prevailing incremental federal tax rate, and adjusted for
nondeductible carrying costs and state income taxes, where applicable.
Yield caiculations, where appropriate, include these adjustments. Net
interest income depends on the volume and interest rate earned on
interest-earning assets and the volume and interest rate paid on
interest-bearing liabilities.

Table 1 provides detail regarding the Company’s average daily
balances with corresponding interest income and interest expense, as
well as yield and cost information for the years ended December 31,
2007, 2006 and 2005. Table 2 sets forth certain information regarding
changes in interest income and interest expense of the Company for the
years ended December 31, 2007, 2006 and 2005.

SUN BANCORP, INC.



TABLE 1: STATEMENTS OF AVERAGE BALANCES, INCOME OR EXPENSE, YIELD OR COST

Years Ended December 31, 2007 2006 2005
Average  Income/ Yield/ Average Income/  Yield/ Average Income/  Yield/
Balance  Expense Cost Balance  Expense Cost Balance Expense Cost
Interest-earning assets:
Loans receivable 1 @:
Commercial and industrial $1,986,959 $142,891 7.19% $1,880,475 $133,312 709%  $1,659,713 $106,915 6.44%
Home equity 247,017 16,010 6.48 202,072 13,326 6.59 134,375 7,617 5.67
Second mortgage 78,176 5,060 6.47 74,184 4,647 6.26 47,670 2,979 6.25
Residential real estate 44,368 3,362 7.58 30,264 2,460 8.13 27,572 2,215 8.03
Other 90,234 7,104 7.87 86,505 7,136 8.25 72,938 5,430 7.44
Total loans receivable 2,446,754 174,427 713 2,273,500 160,876 7.08 1,942,268 125,156 6.44
Investment securities © 481,775 22,514 4.67 595,474 22,032 3.70 824,755 27,412 3.32
Interest-earning deposits with banks 13,871 673 4.85 14,676 702 478 6,833 195 2.85
Federal funds sold 32,966 1,725 5.23 23,938 1,172 4.90 34,888 1,172 3.36
Total interest-earning assets 2,975,366 199,339 6.70 2,907,588 184,782 6.36 2,808,744 153,935 5.48
Non-interest-earning assets:
Cash and due from banks 68,963 80,241 79,713
Bank properties and equipment 44,014 43,099 37,186
Goodwill and intangible assets 153,957 157,082 136,552
Other assets 72,641 57,321 53,091
Total non-interest-eaming assets 339,575 337,743 306,542
Total assets $3,314,941 $3,245,331 $3,115,286
Interest-bearing liabilities:
Interest-bearing deposit accounts:
Interest-bearing demand deposits $ 759,855 22,130 2.91% $ 841,288 23,587 2.80% $ 874577 16,099 1.84%
Savings deposits 455,096 13,214 2.90 365,932 6,687 1.83 423,747 4,986 1.18
Time deposits 1,022,172 48,908 4.78 889,192 36,618 412 684,892 20,342 2.97
Total interest-bearing
deposit accounts 2,237,123 84,252 3.77 2,096,412 66,892 319 1,883,216 41,427 2.09
Short-term borrowings:
Federal funds purchased 2,929 155 529 4,277 231 5.40 3,619 118 3.26
Repurchase agreements
with customers 44,213 1,961 444 45,726 1,985 4.34 76,894 2,008 2.61
Long-term borrowings:
FHLB advances © 87,306 3,764 4,31 147,017 6,833 4.65 167,830 6,996 417
Junior subordinated debentures 101,330 8,468 8.36 106,894 8,409 7.87 77,534 5,165 6.66
Obligation under capital lease 5,288 387 7.32 5,356 522 7.31 - -
Total borrowings 241,066 14,735 6.1 309,270 17,980 5.81 325,892 14,287 4.38
Total interest-bearing liabilities 2,478,189 98,987 3.99 2,405,682 84,872 3.53 2,309,108 55,714 2.41
Non-interest-bearing liabilities:
Non-interest-bearing
demand deposits 453,281 494,488 503,197
Other liabilities 28,095 17,851 14,134
Total non-interest-
bearing liabilities 481,376 512,339 517,331
Total liabilities 2,959,565 2,918,021 2,826,439
Shareholders’ equity 355,376 327,310 288,847
Total liabilities and
shareholders’ equity $3,314,941 $3,245,331 $3,115,286
Net interest income © $100,352 $ 99,910 $ 98,221
Interest rate spread 2.71% 2.83% 3.07%
Net interest margin © 3.37% 3.44% 3.50%
Ratio of average interest-
earning assets 1o average
interest-bearing liabilities 120.06% 120.86% 121.64%

(1) Average balances include non-accrual toans (see “Non-Performing and Problem Assets”).,
{2) Loan fees are included in interest income and the amount is not material for this analysis.
(3) Interest earned on non-taxable investment securities is shown on a tax equivalent basis assuming a 35% marginal federal tax rate for all periods.
(4) Average balance includes advances from FHLB and securities sold under agreements to repurchase—FHLB,
)

(B) Interest rate spread represents the difference hetwesn the averags vield on interest-earning assets and the average cost of interest-bearing liabilities.

(6) Net interest margin represents net interest income as a percentage of average interest-eaming assets.

©)
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TABLE 2: RATE-VOLUME VARIANGE ANALYSIS ®

Years Ended December 31,

2007 vs. 2006

2006 vs. 2005

Increase (Decrease) Due To

Increase (Decrease) Due To

Volume Rate Net Volume Rate Net
Interest income:
Loans receivable:
Commercial and industrial $7669 $ 1,910 $ 9,579 $15035  $11,362  $26,397
Home equity 2,811 (127) 2,684 4,311 1,398 5,709
Second mortgage 257 161 418 1,659 4 1,663
Residential real estate 1,005 (103) 902 219 26 245
Other 222 (254) (32) 1,079 627 1,706
Total loans receivable 11,964 1,587 13,551 22,303 13,417 35,720
Investment securities (3,438) 3,920 482 (8,234) 2,854 (5,380)
Interest-earning deposits with banks (35) 6 (29) 319 188 507
Federal funds sold 469 84 553 (436) 436 -
Total interest-earning assets /8,960 5,597 14,557 13,952 16,895 30,847
“Interest expense:
Interest-bearing deposit accounts:
Interest-bearing demand deposits (2,021) 564 (1,457) (635) 8,123 7,488
Savings deposits 1,920 4,607 6,527 (755) 2,456 1,707
Time deposits - 5,934 6,356 12,290 7,090 9,186 16,276
Total interest-bearing deposit accounts 5,833 11,527 17,360 5700 19,765 25,465
Short-term borrowings:
Federal funds purchased (71) (5) (76) 25 38 113
Repurchase agreements with customers (54) 30 (24) (1,019 996 23
Long-term borrowings:
FHLB advances @ (2,601) (468) (3,069) 919 756 (163)
Junior subordinated debentures (330) 389 59 2,195 1,049 3,244
Obligation under capital lease (123) (12) (135) - 522 522
Total borrowings (3,179) (66) (3,245) 282 3,411 3,693
Total interest-bearing liabilities 2,654 11,461 14,115 5,982 23,176 29,158
Net change in net interest income $6306 $(5864) $ 442 $ 7970 $0,281) $ 1,689

(1) For each category of interest-earning assets and interest-bearing liabilities, information is provided on changes attributable to (i) changes in volume (changes in average volume
multiplied by the prior year rate) and (ii) changes in rate (changes in rate multiplied by the prior year average volume). The combined effect of changes in both volume and rate has been
allocated to volume or rate changes in proportion to the absolute doliar amounts of the change in each.

(2) Amounts include advances from FHLB and securities sold under agreements to repurchase—-FHLB.

The Company’s net interest margin and interest rate spread decreased
in 2007 to 3.37% and 2.71%, respectively, as compared to 3.44% and
2.83%, respectively, for 2006 and 3.50% and 3.07%, respectively, for
2005, The net interest margin and interest rate spread for 2007, adjusted
for $791,000 of write-off of unamortized issuance costs of redeemed
trust preferred securities, was 3.40% and 2.74%, respectively. The
decrease in the net interest margin and interest rate spread reflects
continued intense market competitiveness for loans and deposits, the
challenging interest rate environment for 2007, lower levels of demand
deposits, as well as the increased costs of interest-bearing deposits
attributable in part to the Company’s deposit pricing strategy in support
of the retail transformation initiative which began in the third quarter of
2006 and continued in 2007.

During the first half of 2007, the yield curve was partially inverted or
flat before becoming gradually positive during the remainder of the year.
In September 2007, the Federal Reserve Board decreased overnight
interest rates by 50 basis points, the first time rates decreased since
June 2003. By the end of 2007, the Federal Reserve Board decreased

these rates a total of 100 basis points to a new target rate of 4.25%. In
January 2008, the Federal Reserve Board reduced overnight interest
rates an additional 125 basis points with the target rate ending at 3.00%.
Further Federal Reserve Board interest reductions in 2008 are likely to
result in further compression of the Company’s net interest margin
especially due to the potential continuation of high deposit rates from
competition within the Company’s primary markets. This further
compression could have an impact on the financial condition, results of
operations and cash flows,

From a traditional balance sheet gap analysis, the Company remained
modestly liability sensitive at December 31, 2007. The more robust net
interest income simulation analysis (see Liquidity and Capital Resources)
shows a position that is relatively neutral to interest rates. The netincome
simulation results are impacted by expected strong deposit pricing
competition which may limit deposit pricing flexibility in both increasing
and decreasing rate environments, as well as a movement toward more
floating or short-term adjustable loans.
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Net interest income (on a tax-equivalent basis) increased $442,000,
or 0.4%, to $100.4 million for 2007 compared to $99.9 million for 20086.
Interest income (on a tax-equivalent basis) increased $14.6 million from
2006 to $199.3 million for 2007, while interest expense increased $14.1
million from 2006 to $99.0 miliion for 2007.

Interest income increased $14.6 million for 2007 as average loans
receivable grew $173.3 million, or 7.6%, offset by a decrease in average
investment securities of $113.7 million, or 19.1%. The increase in
average loans receivable was primarily funded by an increase in deposits,
as well as by calls or maturities of lower yielding investment securities.
The rates earned on average loan receivables and average investment
securities increased 5 basis points and 97 basis points, which increased
interest income $1.6 miflion and $3.9 million, respectively, during 2007.
The Company will rely primarily on deposit growth supplemented with
wholesale borrowings to support its loan funding during 2008. This will
place continued pressure on the net interest margin due to the continued
intense market competitiveness for deposits in the expected declining
interest rate environment.

Interest expense increased $14.1 million for 2007 as average interest-
bearing deposits increased $140.7 million, or 6.7%, offset by a reduction
in average FHLB advances of $59.7 million, or 40.6%. The cost of
average interest-bearing deposits increased 58 basis points. The
relatively flat yield curve in 2007 and continued intense market
competition for retail deposits caused an increase in funding costs despite
the decrease in interest rates in fate 2007. Average non-interest-bearing
demand deposits decreased by $41.2 million, or 8.3%, over 2006.

Net interest income (on a tax-equivalent basis) increased $1.7 million,
or 1.7%, to $99.9 million for 2006 compared to $98.2 million for 2005.
Interest income (on a tax-equivalent basis) increased $30.9 million from
2005 to $184.8 million for 2006, while interest expense increased $29.2
million from 2005 to $84.9 miltion for 2006.

Interest income increased $30.9 million for 2006 as average loans
receivable grew $331.2 million, or 17.1%, which were partially funded
by calls or maturities of lower yielding investment securities. Average
investment securities decreased $229.3 million during 2006. The rates
earned on average loans receivable and average investment securities
increased 64 basis points and 38 basis points, respectively.

Interest expense increased $29.2 million for 2006 as average interest-
bearing deposits grew $113.2 million, offset by a decrease in average
borrowings of $16.6 million. The cost of average interest-bearing deposits
increased 110 basis points which reflected the continued market
competition for retail deposits. The interest paid on average borrowings
increased 143 basis points from 2005.

Provision for Loan Losses. The Company recorded a provision for
loan losses of $8.4 million for 2007, as compared to $3.8 million for
2006 and $2.3 million, for 2005. The Company’s loans receivable grew
6.1%, or $144.7 million to $2.51 billion at December 31, 2007 as
compared to $2.37 billion and $2.05 billion at December 31, 2006 and
2005, respectively. The ratio of allowance for loan losses to loans
receivable was 1.08% at December 31, 2007 and 2006 compared to
1.10% at December 31, 2005. Net charge-offs were $7.1 million, or
0.29%, of average loans outstanding for the year ended December 31,
2007 as compared to $1.9 million, or 0.08%, of average loans outstanding
and $1.9 million, or 0.10%, of average loans outstanding at December 31,
2006 and 2005, respectively. The increase in 2007 net charge-offs was
primarily due to the deterioration of several commercial and small business
loans which had a direct correlation with the increase in provision for loan
losses in 2007.

At least quarterly, management performs an analysis to identify the
inherent risk of loss in the Company’s loan portfolio. This analysis includes
a qualitative evaluation of concentrations of credit, past loss experience,
current economic conditions, amount and composition of the loan
portfolio (including loans being specifically monitored by management),
estimated fair value of underlying collateral, delinquencies, and other
factors. Although the Company cannot predict loan losses with certainty,
management expects net loan charge-offs as a percentage of average
loans outstanding to approximate 0.20% in 2008.

Non-Interest Income. Non-interest income increased $6.4 million,
or 32.5%, to $26.2 million for 2007 as compared to $19.7 million and
$18.3 million for 2006 and 2005, respectively. The increase for 2007
was primarily due to an increase of $2.6 million in service charges on
deposit accounts resulting from the implementation of select retail
banking fee enhancements and a $1.4 million net gain on the sales of
branches as part of the Company's continuing branch rationalization
program. In addition, the Company generates income through the sale of
residential mortgages and SBA loans. The gain on sale of loans increased
$562,000, or 49.9%, to $1.7 mitlion for 2007. Furthermore, BOLI income
increased $684,000 primarily due to the conversion during the fourth
guarter of approximately $40.4 million of the Company’s existing general
account BOLI policies to a new separate account policy. The net
conversion cost for this transaction resulted in the recognition of
$301,000 in BOLI income and $416,000 in federal income tax expense.

Non-interest income increased $1.5 million, or 8.0%, to $19.7 million
for 2006 as compared to $18.3 million for 2005. The increase for 2006
was primarily a result of an increase of $2.2 million in service charges
on deposit accounts offset by a decrease in gain on sale of investment
securities of $794,000. During the fourth quarter of 2008, the Company
entered into an agreement of sale for a parcel of land and recognized a
loss of $294,000. In addition, the gain on sale of loans, which includes
residential mortgages and SBA loans, increased 14.0% to $1.1 million for
2006 compared to $989,000 for 2005.

Non-Interest Expense. Non-interest expense decreased $430,000,
or 0.5%, to $89.0 million for 2007 as compared to $89.4 million and $84.7
million for 2006 and 2005, respectively. Non-interest expense for 2007
includes severance and other related charges of $2.4 million, $185,000 of
branch rationalization charges, and a $124,000 prepayment penalty
recognized as a result of the early extinguishment of an FHLB borrowing.
Non-interest expense for 2006 includes severance and other related
charges of $740,000 and $495,000 in branch rationalization charges.
Excluding these charges, non-interest expense decreased $1.9 million, or
2.2%, from 2006. The $1.9 million decrease was primarily a result of a
$956,000 decrease in salaries and employee benefits which was primarily
due to the staff reductions that were initiated in the second quarter of 2006
and a decrease in occupancy and equipment expense of $1.1 million. In
addition, insurance with the Federal Deposit Insurance Corporation (“FDIC™)
increased $971,000, net of one-time assessment credit of $526,000, as
a result of the Federal Deposit Insurance Reform Act of 2005.

Non-interest expense increased $4.7 million, or 5.6%, to $89.4 million for
2006 as compared to $84.7 million for 2005. Of the increase for 2008,
approximately $2.9 million is due to the incremental expenses resulting from
the January 2006 Advantage acquisition. Non-interest expense, excluding
the expenses of Advantags, increased $1.8 million, or 2.1%, for 2006 as
compared to 2005. The increase was primarily a result of $740,000 in
severance and other related charges and $495,000 of charges related to the
consolidation of two branch offices. In addition, the Company recognized
$170,000 in stock option expenses during 2006 which were directly related
to the adoption of SFAS No. 123(R) on January 1, 2006.
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Income Tax Expense. income taxes decreased $77,000 to $8.3
million for 2007 from $8.4 million for 2006. The Company’s effective tax
rate for 2007 decreased as a result of an increase in tax-exempt income
in relation to taxable income along with the implementation of several
state tax planning strategies. Income taxes decreased $962,000 to $8.4
million for 2006 from $9.3 million for 2005. The decrease for 2006 was
due to a lower pre-tax income, while the effective tax rate remained
relatively flat from 2005.

Management expects that the Company's adherence to FIN No. 48
may result in increased volatility in quarterly and annual effective income
tax rates as FIN No. 48 requires that any change in judgment or change
in measurement of a tax position taken in a prior period be recognized as
a discrete event in the period in which it occurs. Factors that could impact
management’s judgment include changes in income, tax laws and
regulations, and tax planning strategies.

LIQUIDITY AND CAPITAL RESOURCES

The liquidity of the Company is the ability to maintain cash flows that are
adequate to fund operations and meet its other obligations on a timely and
cost-effective basis in various market conditions. The ability of the Company
to meet its current financial obligations is a function of balance sheet
structure, the ability to liquidate assets and the availability of alternative
sources of funds, To meet the needs of the clients and manage the risk of
the Company, the Company engages in liquidity planning and management.

The major source of the Company’s funding is deposits, which
management believes will be sufficient to meet the Company’s daily and
long-term operating liquidity needs. The ability of the Company to retain
and aftract new deposits is dependent upon the variety and effectiveness
of its customer account products, customer service and convenience,
and rates paid to customers. The Company also obtains funds from the
repayment and maturities of loans, as well as maturities or calls of
investment securities, while additional funds can be obtained from a
variety of sources including brokered deposits, federal funds purchased,
FHLB advances, securities sold under agreements to repurchase, loan
sales or participations, and other secured and unsecured borrowings. It
is anticipated that brokered deposits, FHLB advances, securities sold
under agreements to repurchase and other wholesale funding sources
will be secondary sources of funding, and management expects there to
be adequate collateral for such funding requirements.

The Company’s primary uses of funds are the origination of loans, the
funding of the Company’s maturing certificates of deposit, deposit
withdrawals and the repayment of borrowings. Certificates of deposit
scheduled to mature during the 12 months ending December 31, 2008
total $932.0 million, or approximately 88.8% of total certificates of
deposit. The Company anticipates that it will be able to retain a significant
amount of these maturing deposits. The Company continues to operate
with a core deposit relationship strategy that values a long-term stable
customer relationship. This strategy employs a pricing strategy that
rewards customers that establish core accounts and maintain a certain
minimum threshold account balance. The Company will continue to
competitively price deposits for growth and retention. As discussed earlier,
the competitive market environment for deposits has been, and is
expected 1o continue 1o be, intense causing pressure on net interest
margin. However, based on market conditions and other liquidity
considerations, the Company may also avail itself to the secondary
borrowings discussed above.

Net oans receivable grew $143.3 miltion, or 6.1%, during 2007. The
Company anticipates that deposits, cash and cash equivalents on hand,
the cash flow from assets, as well as other sources of funds will provide
adequate liquidity for the Company’s future operating, investing and
financing needs. The Company has additional secured borrowing capacity
with the FHLB of approximately $38.0 million, of which $78.5 million was
outstanding at December 31, 2007, and other sources of approximately
$64.0 million. The FHLB provides a reliable source of funds with a wide
variety of terms and structures. Management will continue to monitor the
Company’s liquidity and maintain it at a level that they deem adequate but
not excessive.

Management has a capital plan for the Company and the Bank that
should allow the Company and the Bank to grow capital internally at levels
sufficient for achigving its internal growth projections while managing its
operating and financial risks. The Company has also considered a plan for
contingency capital needs, and when appropriate, the Company’s Board of
Directors may consider various capital raising alternatives. The principal
components of the capital plan are to generate additional capital through
retained earnings from internal growth, access the capital markets for
external sources of capital, such as common equity and capital securities,
when necessary or appropriate, redeem existing capital instruments and
refinance such instruments at lower rates when conditions permit and
maintain sufficient capital for safe and sound operations.

In the second quarter of 2007, the Board of Directors of the Company
authorized the initiation of a stock repurchase plan covering up to 5%, or
approximately 1,000,000 shares, of the Company’s outstanding common
stock. During 2007, the Company repurchased 1,010,523 shares of
outstanding common stock, thus completing in late December the initial
repurchase plan. The Board subsequently authorized a new stock
repurchase plan covering up to approximately 5%, or 1,100,000
additional shares, of common stock to be repurchased in the open market
or in privately negotiated transactions. The tangible equity to tangible
assets ratio was 6.61% at December 31, 2007. The Company considers
6% as the minimum threshold for this ratio.

In April 2007, the Company called the $20.0 million outstanding capital
securities of Sun Capital Trust lll contemporaneously with the redemption
of the Sun Capital Trust lll debentures. At the time of the call, the Company
recognized a write-down of approximately $541,000 of unamortized debt
issuance costs. In addition, in April 2007, the Company issued an
additional $10.0 million of new capital securities (Sun Capital Trust VII)
which was used in part to redeem the $20.0 million of previously issued
capital securities (Sun Capital Trust IIf). In July 2007, the Company called
the $10.0 million of outstanding capital securities of Sun Capital Trust IV
contemporaneously with the redemption of the Sun Capital Trust IV
debentures. At the time of the call, the Company recognized a write-down
of approximately $250,000 of unamortized debt issuance costs. In
addition, in July 2007, the Company issued $10.0 million of new capital
securities (Sun Capital Trust VIll) which was used to redeem the $10.0
million of previously issued capital securities (Sun Capital Trust IV). In
January 2008, the Company called the $5.0 million outstanding capital
securities of CBNJ Trust | contemporaneously with the redemption of
CBNJ Trust | debentures.

The Company is subject to risk-hased capital guidelines adopted by the
Federal Reserve Board for bank holding companies. The Bank is also
subject to similar capital requirements adopted by the OCC. Under these
requirements the federal bank regulatory agencies have established
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guantitative measures to ensure that minimum thresholds for Tier 1
Capital, Total Capital and Leverage (Tier 1 Capital divided by average
assets) ratios are maintained. Failure to meet minimum capital
requirements can initiate certain mandatory, and possibly additional
discretionary, actions by regulators that, if undertaken, could have a direct
material effect on the Company’s and the Bank’s consolidated financial
statements. Under the capital adequacy guidelines and the regulatory

TABLE 3: REGULATORY CAPITAL LEVELS

framework for prompt corrective action, the Company and the Bank must
mest specific capital guidelines that involve quantitative measures of their
assets and certain off-balance sheet items as calculated under regulatory
accounting practices. It is the Company’s intention to maintain “well-
capitalized” risk-based capital levels. Table 3 provides the regulatory
capital levels for the Company and the Bank at December 31, 2007.

To Be Well-Capitalized

For Gapital Under Prompt Corrective
December 31, 2007 Actual Adequacy Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio

Total Capital (to Risk-Weighted Assets):

Sun Bancorp, Inc. $334,126 11.82% $226,051 8.00% N/A

Sun National Bank 311,961 11.06 225,697 8.00 $282,122 10.00%
Tier | Capital (to Risk-Weighted Assets):

Sun Bancorp, Inc. 306,764 10.86 113,025 4.00 N/A

Sun National Bank 284,599 10.09 112,849 4.00 169,273 6.00
Leverage Ratio;

Sun Bancorp, Inc. 306,764 9.67 126,850 4.00 N/A

Sun National Bank 284,599 9.00 126,540 4.00 158,175 5.00

(1) Not applicable to bank holding corﬁpanies,

While the capital securities are deconsolidated in accordance with
GAAP, they continue to qualify as Tier 1 or core capital of the Company
under federal regulatory guidelines. These securities are subject to a 25%
capital limitation under risk-based capital guidelines developed by the
Federal Reserve Board. The portion that exceeds the 25% capital
limitation qualifies as Tier 2, or supplementary capital of the Company. At
December 31, 2007, the entire $95.0 million in capital securities qualify
as Tier 1.

In March 2005, the Federal Reserve amended its risk-based capital
standards to expressly allow the continued limited inclusion of
outstanding and prospective issuances of capital securities in a bank
holding company’s Tier 1 capital, subject to tightened quantitative limits.
The Federal Reserve’s amended rule, effective March 31, 2009, will limit
capital securities and other restricted core capital elements to 25% of all
core capital elements, net of goodwill less any associated deferred tax
liability. The Company does not anticipate that this amended rule will have
a material impact on it capital ratios.

See Note 24 of the Notes to Consolidated Financial Statements for
additional information regarding regulatory matters.

Asset and Liability Management. Interest rate, credit and
operational risks are among the most significant market risks impacting
the performance of the Company. The Company has an Asset Liability
Committee (“ALCO"), composed of senior management representatives
from a variety of areas within the Company. ALCO, which meets monthly,
devises strategies and tactics to maintain the net interest income of the
Company within acceptable ranges over a variety of interest rate

scenarios. Should the Company’s risk modeling indicate an undesired
exposure to changes in interest rates, there are a number of remedial
options available, including changing the investment portfolio
characteristics, and changing loan and deposit pricing strategies. Two of
the tools used in monitoring the Company’s sensitivity to interest rate
changes are gap analysis and net interest income simulation.

Gap Analysis. Banks are concerned with the extent to which they are
able to match maturities or re-pricing characteristics of interest-earning
assets and interest-bearing liabilities. Such matching is facilitated by
examining the extent to which such assets and liabilities are interest-rate
sensitive and by monitoring the bank’s interest rate sensitivity gap. Gap
analysis measures the volume of interest-earning assets that will mature
or re-price within a specific time period, compared to the interest-bearing
liabilities maturing or re-pricing within that same time period. On a
monthly basis, the Company and the Bank monitor their gap, primarily
cumutative through both six months and one year maturities.

Table 4 provides the maturity and re-pricing characteristics of the
Company’s interest-earning assets and interest-bearing liabilities at
December 31, 2007. All amounts are categorized by their actual maturity
or re-pricing date with the exception of interest-bearing demand deposits
and savings deposits. As a result of prior experience during periods of rate
volatility and management’s estimate of future rate sensitivities, the
Company allocates the interest-bearing demand deposits and savings
deposits into categories noted below, based on the estimated duration of
those deposits.
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