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Gerald H. Lipkin, Chairman, President and CEO 
 
Good Morning and welcome to our 1st quarter earnings conference call.    
 
For the quarter, Valley generated net income of $33.8 million, the equivalent of $0.17 per diluted 
common share.  The quarter included a few infrequent items related to income tax and non-interest 
expense, both of which, Alan will provide additional color in his prepared remarks.   
 
Total non-covered loan growth of approximately 5.0% annualized was the highlight for the quarter, as 
strong origination volume in consumer and commercial real estate lending offset by the continued 
slowdown in residential mortgage activity, as reported across most of the industry this quarter. 
 
During the quarter we originated over $600 million of new loans, approximately 30% consumer and 
70% commercial.  Commercial lending originations of nearly $450 million for the quarter, compares 
favorably versus the $360 million realized in the same period one year ago.  The increase in activity 
was predominately in commercial real estate, although C&I volume continues to grow and we 
anticipate increased activity as the year progresses.   
 
Commercial real estate activity within Valley’s footprint continues to largely be a byproduct of 
refinance activity, although the conditions have begun to thaw for some of our larger commercial 
developers.  The improving economic conditions, coupled with the low interest rate environment have 
begun to foster a renewed sense of optimism.  We are beginning to witness an increase in activity 
across Valley’s entire geographic footprint, however the New York and Long Island markets continue 
to account for a disproportionate percentage of our activity.  Never the less our commercial pipeline 
remains strong and we anticipate continued growth based on current projections. 
 
Competition within the New York metropolitan marketplace continues to remain fierce as large money 
center institutions renew their focus on middle market customers, traditional savings and loans look to 
reinvent themselves and local community banks attempt to redeploy excess capital.  As a result 
pricing, and in some instances credit terms, present a formidable challenge.  At Valley, as opposed to 
relaxing on credit conditions, for the most part we have elected to increase our sales efforts by 
refocusing branch staff and expanding our commercial lending personnel.  While we remain steadfast 
in upholding our credit quality, we continue to be very competitive when it comes to pricing and have 
introduced aggressively priced lending products that provide an opportunity for our borrowers to 
capitalize on the current interest rate environment while not creating a noose around the Bank, should 
interest rates increase.   
 
Of the current quarter loan originations, we anticipate over 50% to reprice within the next 36 months.  
Managing the Bank’s current and future interest rate risk profile is paramount and actively managed 
both on the asset and liability side of the balance sheet. 
 
Commercial lending wasn’t the only bright spot for the Bank in the quarter as consumer lending 
origination activity was brisk.  Total non-covered consumer loans expanded nearly 16% on an 
annualized basis during the quarter as strong indirect auto originations were supported by growth in 
other consumer lending products.  Unfortunately, a large portion of the consumer activity wasn’t 
realized until the latter half of the quarter as inclement weather conditions negatively impacted auto 
sales in January and February.  That being said, 1st quarter consumer origination volume was the 
strongest Valley has witnessed in over 5 years and based on early indications, the second quarter 
appears promising as well.   

1455 Valley Road, Wayne, NJ 07470      phone: 973-305-3380          fax: 973-696-2044           www.valleynationalbank.com 
 



       
 
Residential mortgage activity continues to decline as the consumer refinance market has slowed to 
levels not witnessed since before the recession and purchase activity in our marketplace remains 
modest.  Typically residential mortgage volume intensifies in the second quarter, however based on 
early application volume we do not expect a material change from the activity reported in the first 
quarter.  As a result of the contraction in residential mortgage origination volume, staffing levels were 
reduced by approximately 25% during the first quarter.   
 
Right sizing the residential mortgage department to reflect current activity levels is just one example of 
management actions to quickly address the changing landscape within the marketplace.  In the 4 h 
quarter, we announced an aggressive program to modernize Valley’s branch network. We continue to 
evaluate all delivery channels and anticipate continued improvement in both operating efficiency and 
customer service.  We have begun the process of installing new technology in our branches and have 
established commensurate staff reductions.  Where appropriate we intend to reduce the size of our 
branches and have established significant occupancy cost reductions for both 2014 and beyond. 
 
In addition to the proactive steps management has announced and undertaken in streamlining the 
Bank’s efficiency, we actively seek to manage the balance sheet in the most efficient and profitable 
manner.  During the quarter, we transferred a significant share of Valley’s non-accrual loans to held 
for sale as improving market conditions coupled with more favorable internal rate of return goals used 
by active loan purchasers, have improved the viability of liquidating non-performing assets at this 
time.  Further, the incremental reduction in future operating expenses, related both to the carrying 
cost of the non-performing asset and the decrease in FDIC insurance assessments provide an added 
bonus to our sales analysis of the loans transferred.  We expect all of the non-accrual loans 
transferred to held for sale in the first quarter to be sold prior to June 30th, at levels in the aggregate 
consistent with the net carrying value.  In fact, as of today substantially all of these credits have either 
been sold or closed, or are under contract with meaningful non-refundable deposits. 
 
Total non-performing assets as of March 31st, equaled $114.6 million.  Exclusive of the non-
performing loans held for sale of $27.3 million, the adjusted total non-performing assets as of the 
current quarter end equaled only $87 million or 0.53% of total assets.  In the same period one year 
ago, total non-performing assets exceeded $200 million and equaled 1.25% of total assets.  The 
reduction will not only reduce future period non-interest expense but diminishes credit volatility and 
unlocks capital that can be used to leverage the Bank and support loan growth. 
 
In summary, we are guardedly optimistic about the continued opportunities in the coming quarters.  
Expanding the balance sheet via loan growth, coupled with new initiatives developed to reduce 
operating expenses should provide the catalyst to both earnings and tangible book value expansion.   
.    
 
Alan D. Eskow, Senior Executive Vice President and Chief Financial Officer 
Net interest income in the first quarter equaled $114.0 million, a decline of approximately $2.0 million 
from the prior quarter.  The margin compressed 7 basis points during the same period as the yield on 
earning assets contracted greater than the reduction in cost of funds.  The decline in the margin and 
net interest income is largely the result of the current low interest rate environment as the expansion 
in both Valley’s loan and investment portfolios during the first quarter of 2014 benefited these 
performance measures.  
 
Interest income on loans for the first quarter equaled $131 million, a reduction of approximately $5.0 
million from the prior linked fourth quarter, in spite of an increase in average outstandings of $140 



       
million.  During the same period, the yield on loans dropped 24 basis points.  The linked quarter 
decline is attributable to a multitude of factors including the reduction in day count between the two 
periods, the decrease in interest accretion on purchased credit impaired loans, a reduction in loan fee 
income and the current yield on new originations.  As Gerry referenced earlier, loan origination 
volume was strong in the quarter exceeding over $600 million.  However, the new loan volume yield 
was approximately 3.40%.  The low yield is a function of the interest rate environment, increased 
market competition and a reduction of duration on new assets originated, including short-term 
automobile loans.  Unless market level interest rates begin to rise beyond current levels, and or 
competition dissipates we anticipate continued pressure on the yield on average loans.  However, we 
do not expect the linked quarter loan portfolio yield contraction in the second quarter to be the same 
magnitude as seen in the first quarter. 
 
Interest income within the investment portfolio continues to be positively impacted by the reduction in 
premium amortization, largely within Valley’s taxable mortgage backed securities portfolio.  Total 
principal pay downs within the portfolio declined approximately 19% from the prior linked quarter and 
over 50% from the same period one year ago.  Principally, as a result of the decrease in premium 
amortization, the yield on mortgage backed securities has increased 60 basis points during the last 12 
months.  However, the increase in both yield and interest income is partly mitigated by the expansion 
of the portfolio’s average duration by approximately 2 years to around 4.5 years.  As of March 31st, the 
net unamortized premiums on mortgage backed securities were approximately $55.3 million, of which 
we are scheduled to amortize approximately $13.3 million over the next twelve months based on 
current projected prepayment speeds.  Based on early cash flows received during April, coupled with 
the level of current market interest rates we do not anticipate a significant change to the level of 
premium amortization realized in the second quarter. 
 
Total cost of funds improved on a linked quarter basis from 1.13% to 1.08%, mostly due to the early 
redemption of Valley’s 7.75% junior subordinated debentures, which occurred on October 25 h, 2013.  
Valley’s cost of deposits declined two basis point from the fourth quarter to 0.38%.  The cost of 
Valley’s time deposits declined from 1.23% to 1.21%, as higher costing certificates continue to 
mature.  During the remaining 9 months of 2014, approximately 45% of the certificate of deposit 
portfolio will mature, of which nearly 15% have current rates in excess of 3.0%.  We anticipate 
continued contraction in Valley’s funding cost as these certificates mature and are either renewed at 
current market rates or the deposits are replaced with less expensive alternative funding sources. 
 
As previously disclosed in our investor presentation, at the end of the 4th quarter, both certificates of 
deposit and borrowings are much closer to maturity.  Besides the certificates mentioned above, 
approximately another $600 million will reprice beginning in 2015 through 2017, which are currently 
priced above market.  Our high cost borrowings begin maturing during 2015.  The maturities of each 
and subsequent repricing are expected to reduce funding costs over the next few years. 
 
The linked quarter decline in non-interest income is principally due to the recognition of two large 
infrequent items in the 4th quarter.  Mortgage banking activity remains relatively lifeless as refinance 
activity is quiet due to the absolute level of market interest rates and purchase volume is seasonally 
light this time of year.  Based on early application volume realized in April, we do not expect a material 
change in mortgage banking activity from the results recognized in the first quarter.  
 
Non-interest expense for the quarter was $94.9 million, a reduction of $1.2 million from the prior 
quarter.  However, the 1st quarter included a few items which Valley does not anticipate recognizing to 
the same degree in the 2nd quarter.  Partly as a result of the inclement weather occupancy expense 
increased $1.9 million from the linked quarter.  Additionally, employee benefit expenses included 
seasonal increases to payroll taxes.  In the aggregate, we expect 2nd quarter non-interest expense to 



       
decline from the amount realized in the first quarter.  Reducing non-interest expense will continue to 
be a focus of the Bank throughout 2014.  Over the last two years, salary expense has declined by 
over 6.0% and actual staffing has been reduced by 8.0%.  We intend to further streamline Valley’s 
delivery channels through the implementation of new technologies and adoption of the branch 
modernization strategy, as discussed last quarter.  We believe this will continue the positive trend of 
reducing staffing expense.   
 
Our effective tax rate for the quarter was only 2.4%, largely due to the reduction in our reserve for 
unrecognized tax benefits, resulting from the completion of a recent income tax examination.  We 
anticipate, the effective tax rate will range between 27 and 29 percent for the remainder of 2014. 
 
As Gerry indicated earlier, during the first quarter we transferred approximately $27 million in the 
carrying value of non-accrual loans to loans held for sale.  As a result of this transfer, the Bank 
recorded charge-offs of $8.3 million, most of which had been previously reserved for within our 
allowance for loan losses.  As such, the current period net charge-offs related to this transfer has an 
immaterial impact on the current period provision for loan loss calculation.  As of March 31st, the 
allowance for non-covered loans and unfunded letters of credit as a percentage of total non-covered 
loans excluding non-covered PCI loans was equal to 0.93%.  To put this in context, the total 
allowance for credit losses in absolute dollars is 125% of total adjusted non-performing assets at 
March 31, 2014, and 169% of total non-accrual loans.  The total reserve for credit losses balance of 
$109.3 million is equal to almost 4 years of trailing non-covered net charge-offs.  We are comfortable 
with the adequacy of the allowance based upon our March 31st reserve analysis and believe it fairly 
represents the inherent credit risk of loss within the Bank’s loan portfolio. 
 
With regard to the non-accrual loans transferred to held for sale, we anticipate the actual liquidation of 
each to occur within the second quarter at levels in the aggregate consistent with reported carrying 
value.  The ancillary benefit of increased liquidity and reduced non-interest expense should 
materialize in the second quarter, with the majority of the benefit transpiring in the following quarters.  
We believe the timing to liquidate the portfolio was appropriate based on market demand for assets, 
and the increased opportunities to redeploy the proceeds into alternative earning assets.     
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