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Gerald H. Lipkin, Chairman, President and CEO 
 
Good Morning and welcome to our 2nd quarter earnings conference call.    
 
Valley’s 2nd fiscal quarter was highlighted by a second Florida Bank acquisition announcement, 
earnings expansion, balance sheet growth, and continued cost containment measures, all giving rise 
to our enthusiasm for Valley’s future. 
 
In May, we announced the strategic continuation of our Florida expansion efforts with the acquisition 
of Orlando based CNL Bank.  CNL, when merged with Valley’s existing Florida franchise will expand 
Valley’s Florida presence to 36 branches, with deposits in excess of $2.5 billion, of which nearly 40% 
will be non-interest bearing, and $2.1 billion in gross loans.  
 
Specifically, CNL provides Valley an entrée into the Jacksonville and Naples/Ft. Myers marketplaces, 
while exponentially expanding Valley’s Orlando and Southeast markets.  From a financial perspective 
the transaction is expected to be accretive to earnings within the first 12 months of consolidated 
operations, exclusive of expanded consumer lending revenue opportunities.  
 
The announcement comes on the heels of Valley’s successful systems integration of the former 1st 
United Bank of Florida, which was completed during the 1st quarter.  We have a talented and 
dedicated team of individuals who have repeatedly administered systems and cultural integrations in 
connection with Valley’s past acquisitions.  We are excited about the opportunity to grow our Florida 
franchise and believe we have identified an excellent institution, and most importantly which will add 
highly qualified people to our management team.   
 
Subject to regulatory and CNL shareholder approval, we continue to anticipate a 4th quarter close of 
the CNL acquisition.  To date, the necessary regulatory applications have been filed and the Form S-4 
was submitted to the SEC earlier this week.          
 
While we desire to continue diversifying the Bank’s geographic presence in creating, what we like to 
refer to as a three legged stool, consisting of the best markets in New Jersey, New York and Florida, 
this desire is a goal not an obsession.  The Bank remains steadfast in its acquisition criteria that each 
transaction should be accretive within the first year, tangible book dilution must be manageable and 
most importantly the business combination must make long term strategic sense for our shareholders.   
 
For the quarter, Valley reported net income of $32.0 million an increase of $1.7 million from the 1st 
quarter.  The increase was largely attributable to expanded net interest income as loan growth 
continued to be a bright spot, throughout all categories and geographies.   
 
During the quarter, we purchased participations in approximately $480 million of mostly multi-family 
real estate loans in our marketplace.  These loans have interest rates that will generally reset in the 
next three to five years and were all thoroughly examined by Valley under its normal underwriting 
criteria prior to their purchase.  Additionally, many of these loans will assist us in meeting our CRA 
commitment. 
 
Exclusive of this purchase, linked quarter non-covered loans also increased over 9.0% on an 
annualized basis, as organic loan originations equaled nearly $945 million, an increase of more than 
$250 million when compared to the prior quarter.  That being said, in part due to the liquid nature of 



     
Valley’s loan portfolio, net loans, exclusive of the acquired portfolio, expanded by approximately $300 
million from the 1st quarter.  
 
Commercial activity was brisk across all of Valley’s geographic locations, as each of Valley’s areas 
experienced significant expansion of new originations from the prior period.  C&I origination volume 
increased approximately $100 million from the prior quarter, although net outstandings only increased 
1.5% on an annualized basis, in large part due to a decrease in line usage.  The C&I pipeline both in 
New Jersey and New York continues to be strong.  In Florida, the commercial pipeline continues to 
expand reaching over $200 million, a direct consequence of maintaining the legacy 1st United team, 
coupled with Valley’s increased lending authority and additions to staff.  
 
Consumer lending origination volume in the second quarter was strong, reflective of increased activity 
both in Valley’s indirect auto and residential mortgage business lines.  That being said, application 
activity within the Residential mortgage business line has slowed in recent months as we continue to 
experience a decline in refinancing activity.  However, we are encouraged by an increase in purchase 
activity and moving into the third quarter we anticipate this will help to mitigate some of the decrease 
in refinancings. 
 
Indirect auto loan outstandings grew approximately $35 million from the prior quarter, as second 
quarter originations exceeded $155 million.  Activity coming out of Florida has been growing and is in 
line with our expectations.  During the same period, Valley also turned down a large volume of indirect 
auto applications, of which nearly $100 million reflected FICO scores in excess of 700.  While the 
current yield on new originations is accretive due in part to the short duration of the portfolio, the 
spread remains thin as the Bank maintains its stringent credit and loan to value criteria.  While indirect 
auto is a distinct business line within our organization, one in which Valley has been an active 
participant for over 60 years, we do not intend to dramatically increase the portfolio until market terms 
and pricing improve. 
 
We continue to believe that maintaining Valley’s diverse balance sheet, comprised of both consumer 
and commercial loans remains the prudent approach for the long-term success of the Bank as each 
portfolio contains unique cash flow and interest rate characteristics in varying interest rate 
environments and economic cycles. 
 
Although loan growth continues to be strong the level of market interest rates creates a challenging 
environment, one in which increased volume alone will not generate sufficient shareholder returns.  
The Bank must continue to manage operating expenses in a manner consistent with both meeting 
regulatory expectations and the changing delivery channel dynamics.   
 
During 2014, the Bank initiated a branch modernization strategy which introduced new technology into 
many of our locations, ultimately reducing annual direct operating expenses by approximately $4.0 
million.  However, enhancing technology alone will not achieve the desired reduction in operating 
expenses.  During the 3rd and 4th quarters of 2015, we intend to close 13 branch locations or 
approximately 6% of our branch network.  Of the 13 locations, 12 are situated in New Jersey and 
reflect approximately 8% of the New Jersey branch footprint. As we continue to assess the 
appropriate balance between technology and branches, we anticipate further branch closures during 
2016. 
 
During the quarter we raised $215 million of additional capital, comprised of $115 million in preferred 
equity and $100 million in subordinated debt.  The increase in capital did not fill an immediate need, 
as we believe based on the risk profile of the Bank, we had sufficient capital.  However, as the bank 



     
continues to grow using both organic and acquisition methods, we thought it was appropriate to 
provide a stronger capital base to support the expansion of the franchise.  We believe that acting now 
was prudent, particularly when we consider the historical cost of capital and what we are able to 
accomplish because of today’s low rates.   
 
The banking industry today is as challenging as we can remember from a competitive, interest rate 
and economic perspective.  To succeed and generate improved financial performance we must 
effectively manage our operating expenses and grow the balance sheet in a responsible and 
profitable manner, cognizant of both the long-term interest rate risk and credit cycles.  We believe the 
steps Valley has undertaken in the second quarter support this approach through expanding the 
Bank’s footprint to generate additional loan volume, deemphasizing the branch as a delivery channel 
and providing capital to support future initiatives. 
    
 
Alan D. Eskow, Senior Executive Vice President and Chief Financial Officer 
 
For the quarter, Valley’s fully tax equivalent net interest margin was 3.22%, an increase of 2 basis 
points from the 1st quarter.  The linked quarter expansion is largely attributable to an increase in fee 
income, which positively impacted the yield on new loans, coupled with a redeployment of excess 
short term liquidity.   
 
As part of the Bank’s asset liability risk management program, Valley actively enters into derivative 
contracts on behalf of customers as a means to enhance the Bank’s future asset sensitivity.  During 
the quarter, approximately $2.0 million, or 5 basis points on the effective loan yield, was recognized 
as income.  In addition to the derivative program, the Bank is proactive in managing the composition 
of new loan and investment originations to further mitigate extension risk.  During the second quarter, 
the yield on new loan originations was slightly less than 3.50%, as a significant portion of the Bank’s 
organic originations are derived from indirect auto and C&I loans which either encompass short 
durations or immediately reprice with a change in market interest rates.   
 
Further, as Gerry alluded to in his prepared remarks, the Bank acquired approximately $480 million of 
CRE loans during the second quarter.  The purchase of the seasoned loan portfolio while in isolation 
will expand the Bank’s interest income, has a dual function of effectively reducing future extension risk 
as principal amortization from the investment portfolio was re-directed to fund part of the purchase.  
The investment portfolio as of June 30th contracted approximately $140 million from March 31st and 
we anticipate a further reduction as new investment alternatives available in the marketplace do not 
provide a suitable return for either the interest rate or credit risks assumed.  We expect the loans 
recently purchased to have an average life of approximate three years, which is significantly less than 
viable alternatives within the investment portfolio.  We currently believe extending duration to capture 
additional yield within the investment portfolio is an imprudent approach at this juncture in the interest 
rate cycle. 
 
In part, as a result of Valley’s previous investment portfolio management strategies, the current period 
premium amortization within the portfolio increased $1.5 million from the prior period as MBS cash 
flows expanded 43% from the 1st quarter.  The increased amortization negatively impacted the yield 
on taxable investments by 27 basis points during the 2nd quarter.  Based on actual cash flows 
received in the month of July, we anticipate the level of premium amortization to be elevated in the 
third quarter, but less than the absolute expense recognized in the 2nd quarter. 
 



     
On the funding side of the balance sheet, the cost of funds remained flat with that of the 1st quarter, at 
93 basis points.  Total deposit costs were similarly unchanged at 40 basis points as approximately 
30% of the Bank’s total deposits are non-interest bearing. 
 
Non-interest income during the period increased $1.6 million from the 1st quarter as positive change in 
FDIC loss-share receivable was in part mitigated by the decline in gains on securities transactions 
equal to $2.5 million.  The remaining non-interest income categories remained relatively flat from both 
a linked quarter and annual period perspective. 
 
Non-interest expense declined approximately $700 thousand from the prior quarter as anticipated 
linked quarter reductions in compensation and snow plowing expenses were largely offset by 
increases in other expense categories.  Some of the increases were attributable to volatility in certain 
line items such as REO and professional fees; however, as Gerry indicated earlier we intend to focus 
efforts on reducing our expense base.  The closing of 13 branches will likely reduce non-interest 
expense by approximately $4.0 million on annual basis.  As possible further branch closures are 
evaluated we anticipate there would be incremental savings from any additional closures.  
 
Credit quality as of June 30th was solid, in spite of an increase in linked quarter net charge offs.  Total 
non-accrual loans declined to approximately $55.0 million or 0.38% of total loans.  In part, as a result 
of the decline, the ratio of allowance for losses on non-covered loans as a percent of non-accrual 
loans increased to 188% from 178% in the first quarter.  The provision for loan losses during the 
quarter equaled $4.5 million compared to no provision in the first quarter.  The increase is largely 
attributable to the rise in linked quarter net charge offs, coupled with significant growth in loans, 
including those acquired, during the quarter. 
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