
  

      
 

 
 

 
   

 
 

  
 

 

 

 

 

 

  

    
 
 

 
 

 
 
 

 
 

  
  
 

 News Release
 
Gerald H. Lipkin, Chairman, President and CEO 

Good Morning and welcome to our 4 h quarter earnings conference call. 

We are pleased with Valley’s 4th quarter results as the financial performance and credit metrics 
continue to improve markedly from prior periods. 

During the quarter we originated over $700 million of new loans, despite a considerable contraction in 
residential mortgage activity.  Commercial lending was once again the bright spot, generating over 
$500 million in new originations, an increase of over 50% from the same quarter one year ago.   

Valley’s commercial mortgage portfolio comprised the bulk of the originations, accounting for over 
60% of the new commercial volume recognized in the 4th quarter.  For the year, Valley originated over 
$1.3 billion of new commercial mortgage loans, representing nearly a 150% increase from the same 
period one year ago. Many of the originations in the commercial real estate portfolio were 10 year 
adjustable rate loans with interest rate resets occurring after 36 and 72 months.  For the 4th quarter 
the average rate on new CRE originations was approximately 4.0%.  To a great extent, a sizeable 
amount of the new volume originated was within the New York City geography, as both the New 
Jersey and Long Island markets continue to slowly rebound. 

Competition within the CRE marketplace remains fierce, as large money center institutions, local 
community banks and even credit unions compete for the traditional middle market customer.  At 
Valley, credit quality remains absolute and while we may modestly relax on pricing, we remain 
steadfast on credit terms and conditions. 

Although not as sizeable as the CRE originations, C&I activity was brisk for the quarter as Valley 
originated over $200 million of new loans, nearly 25% more than the prior quarter.  However, the 
portfolio contracted slightly as payoffs within Valley’s purchased credit impaired loan pools and legacy 
loans remain substantial.   

Specifically, within the C&I market, borrower financial conditions have improved. Profitability and 
liquidity continue to expand for many of our customers, however many appear unwilling to take the 
risks necessary to expand their businesses.  A disproportionate percentage of origination volume is a 
byproduct of refinance activity.  That being said, we are guardedly optimistic about the opportunities 
prevalent in the commercial lending space.  Overall, economic conditions appear to be improving and 
fundamentally our borrowers have the capacity to expand operations.  

Within the consumer lending portfolio, loan originations declined significantly both on a linked quarter 
and annual basis.  The decline in residential mortgage outstandings during this period accounted for 
the entire contraction, as payoffs outpaced originations retained in portfolio.  However, other 
consumer lending originations, particularly autos, were strong. 

Residential mortgage volume continues to be negatively impacted by the decline in refinance activity. 
Although purchase applications have nearly tripled since the beginning of 2013, the sheer number is 
dwarfed in comparison to the refinance activity we experienced in 2013. During the quarter we closed 
approximately $95 million in new originations and processed nearly $225 million in applications. 
Unless market interest rates decline considerably, we anticipate 2014 residential loan volume to be 
consistent with the levels recognized in the 4th quarter. 
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Other consumer lending activity was strong in the 4th quarter, as closings exceeded $120 million. For 
the full year of 2013, total consumer lending originations were slightly less than ½ a billion dollars, 
which reflects nearly a 60% increase from the level of originations realized in 2012.  Largely as a 
result of the increase in origination volume, total consumer loans outstanding, excluding residential 
mortgages, increased nearly 16% on an annualized basis from the 3rd quarter period end balance. 
We anticipate continued strong origination volume throughout 2014. 

During the quarter, Valley recognized a gain of $11.3 million related to the termination of a branch 
operating lease associated with a sale leaseback transaction entered into during 2007.  Although the 
gain reflects an infrequent event, the occurrence should not be considered a one-time event.  Valley 
owns over 100 properties, almost all of which are carried at below fair market value.  This hidden 
value has been discussed for years at various investor conferences and included in regulatory filings. 
As we evaluate our traditional branch network, in an effort to right size the branch footprint, similar 
opportunities may manifest, producing gains in the future.  

In that regard, as announced via press release in the 4th quarter, we have embarked on a branch 
modernization initiative, which will incorporate new digital delivery channels and self-service banking 
platforms. As a result of this plan, Valley intends to introduce new technologies that will enhance the 
customer experience, while simultaneously reducing overhead expense over time to reflect the new 
reality of retail banking. 

As part of this modernization initiative, when appropriate we have begun to design new branch 
interiors, which both incorporate the latest technologies being employed, while simultaneously 
updating the interior layout, to encourage even more personalized service. 

As a result, of the increasing use of mobile banking and remote deposit capture, foot traffic in most 
branches has shown a significant decline over the past few years.  Accordingly, for the majority of our 
branches, the square footage required has declined.  As an example, we were able to reduce the 
square footage by nearly 50%, at the location in which we terminated the lease and recorded the gain 
on sale of asset in the 4th quarter.  In addition to the gain on sale, future period occupancy expense 
should decline as a result of the decrease in rent expense.   

In 2014, we intend to begin the installation of new technologies at approximately a third of our branch 
locations. We do not anticipate an increase to expense as immediate savings should be achieved 
through staff reductions, attained largely through attrition, and occupancy savings.  The speed at 
which we integrate additional technologies and upgrade further locations will largely be driven by 
customer acceptance and equipment installation timeframes.   

Although the emphasis, in which I just mentioned, is focused on reducing branch overhead expense, 
greater prominence is directed towards reducing Valley’s total core expenses.  The branch 
modernization initiative is merely a microcosm of a heightened effort throughout the organization to 
reduce total non-interest expense.  Earlier in 2013, we announced a series of initiatives to reduce 
benefit expenses, including the suspension of both the employee and director defined benefit pension 
plans. We have also implemented strategies to reduce Valley’s FDIC insurance expense, just to 
name a few. In spite of the additional regulatory requirements, we must and will adjust the entire non-
interest expense throughout the Bank. 

As I mentioned earlier, asset quality improved appreciably from the prior quarter as the ratio of non
performing assets to total assets declined from 1.22% as of September 30th to 0.77% as of December 



     

 

 

 
 

 
 

 
 

 
 

   
 

  
 

 
  

 
 

 
 

  

 

 
 
 

 

 

   

31st. The decline is largely attributable to the liquidation of impaired trust preferred securities issued 
by one deferring bank holding company.  As a result, non-accrual debt securities declined from $52.3 
million in the third quarter to $3.8 million in the 4th quarter. In addition, non-accrual loans declined $21 
million or nearly 18% during the same period.  The improvement in asset quality is significant as it 
allows the Bank to redeploy funding to new performing assets, reduce Valley’s FDIC insurance 
expense and unlock capital to leverage the institution. 

In addition to the improvement in non-performing assets, the level of net charge-offs recorded in the 
quarter was an improvement from the third quarter.  The reported figure of $5.4 million or 19 basis 
points as a ratio to non-covered average loans, included approximately $2.9 million of charge-offs 
related to valuation adjustments of certain impaired loans.  Exclusive of these adjustments, the 
annualized ratio of net charge offs to average loans would have reflected only 9 basis points. 

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 fourth quarter expanded $4.5 million from the prior quarter to $116.1 million. 
The increase is largely attributable to growth in average loans outstanding, reduced premium 
amortization within the investment portfolio, combined with a reduction in interest expense on most 
interest bearing liabilities. 

Average loans outstanding grew over $500 million during the last six months, as Valley redeployed 
excess liquidity into higher yielding assets. The increase in average loan balances accounted for 
approximately $2.0 million, or 45% of the total linked quarter increase in net interest income.   

The improvement in loan interest income during the 4th quarter was partly mitigated by a contraction in 
portfolio yield as the average rate on Valley’s loan portfolio declined 5 basis points from the third 
quarter of 2013. In the aggregate, Valley originated over $700 million of new loans during the quarter, 
at an average yield of approximately 3.60%.  While the loans are accretive to net interest income, the 
yield is less than the collective yield on total loans.  Unless market level interest rates begin to rise 
beyond current levels, we anticipate continued pressure on the yield on average loans. 
In addition, 4th quarter interest income was positively impacted by $1.8 million due to a reduction in 
premium amortization on Valley’s taxable investments, as compared to the linked prior quarter. 
Principal paydowns on mortgage backed securities declined nearly 35% from those realized in the 
third quarter and nearly 45% from the cash flows recognized in the same period one year ago. As of 
December 31st, the unamortized premiums on mortgage backed securities were approximately $56.0 
million, of which we are scheduled to amortize approximately $14.0 million over the next twelve 
months based on current projected prepayment speeds.  As a result of the reduced premium 
amortization recognized during the quarter, Valley’s fourth quarter net interest margin was positively 
impacted by approximately 5 basis points from the third quarter.  Although we anticipate continued 
contraction in premium amortization, based on early cash flows received during January of 2014, 
coupled with the level of current market interest rates we do not anticipate significant further benefits 
to both the investment portfolio average rate and net interest margin. 

Further benefiting the improvement in linked quarter net interest income was the reduction in interest 
expense of $1.3 million, as Valley’s cost of funds declined from 1.18% to 1.13%.  The reduction in 
long-term borrowing costs, largely attributable to Valley’s capital optimization strategy, including the 



 

     

 

 

  
 

 
 

 

 
 

  
  

 
 

 

 

 
 
 

 

 
 

 

 
 
 

    
 

 

 
 

early redemption of junior subordinated debentures, employed during the second half of 2013, 
accounted for the majority of the reduction.  As a result of these actions, interest expense was 
reduced by approximately $1.0 million and the net interest margin was favorably impacted by 3 basis 
points. The junior subordinated debentures were not fully redeemed until the end of October, as such 
we anticipate a minor reduction in 1st quarter borrowing expense attributable to the aforementioned 
capital actions.  

Valley’s cost of deposits declined one basis point from the third quarter to 0.40%.  The cost of Valley’s 
time deposits declined from 1.28% to 1.23%, as higher costing deposits either mature or reprice at 
lower rates. We anticipate continued contraction in this portfolio as nearly ½ of the entire balance in 
time deposits matures during 2014, although, most of the maturities are skewed to the latter half of 
the year. The reduction in current period cost of deposits is also attributable to the increase in non-
interest bearing deposits both in absolute dollars and as a percentage of total deposits.  On average, 
non-interest bearing deposits now account for nearly 33% of all deposits and remarkably over 25% of 
Valley’s entire funding base.  

Largely as a result of the aforementioned linked quarter changes to interest income and interest 
expense, Valley’s net interest margin improved 7 basis points to 3.27% in the 4th quarter.  As 
discussed, many of the positive benefits realized in the quarter may not be as significant in future 
periods. When viewed in conjunction with the reduction in number of days in the first quarter we 
anticipate a slight reduction to the net interest margin.  That being said, we continue to focus our 
efforts on expanding net interest income, as the margin is mostly a barometer of the interest rate 
environment.   

Non-interest income increased significantly from the third quarter, principally due to two large 
infrequent items.  Net gains on securities transactions increased nearly $10.7 million from the third 
quarter as Valley sold a non-accruing debt security for proceeds of $52.5 million.  Additionally, during 
the quarter, Valley terminated an operating lease related to a building sale-leaseback transaction 
entered into during 2007.  As a result of the lease termination, Valley recognized a gain of $11.3 
million. The decision to terminate the lease is consistent with Valley’s previously announced branch 
modernization initiative.    The new location, which is located on the same block, allowed Valley to 
right size the facility, in light of current branch transaction activity, while integrating a modern platform 
and delivery channel. 

Non-interest expense for the quarter was $96.1 million, an increase of $1.6 million from the prior 
quarter. Many variables attributed to the increase during the current quarter.  Positively impacting the 
current period expense was a decline in net occupancy expense, essentially the result of the 
aforementioned lease termination, in the amount of $1.7 million.  In addition, changes in the mark to 
market on mortgage banking derivatives further reduced 4th quarter non-interest expense by $1.5 
million, as compared to the 3rd quarter of 2013. Mitigating the reductions in expense were a few large 
items, which we expect to wane in future periods.  Amortization of losses related to the write-down of 
tax credit investments increased $5.9 million, while salary and benefit expenses increased $1.2 million 
from the third quarter. Of the combined $7.1 million, we anticipate only approximately $2.0 million to 
impact the first quarter of 2014, a net reduction of over $5.0 million.  As Gerry mentioned earlier, 
reducing our expenses and enhancing the efficiency of the organization is key to delivering improved 
profitability in 2014.   

Our effective tax rate increased during the quarter to 28.9%, an increase from the 20.8% rate realized 
in the third quarter.  The increase is fundamentally attributable to the shift in composition of revenues 
generated in the fourth quarter, combined with the timing and recognition of tax credits utilized.  For 



     

 

 

 
 

 

 
 

 

the year, Valley’s effective tax rate was 26.35%.  We anticipate, for 2014, the effective tax rate to 
range between 26% and 29%. 

On October 25th Valley redeemed substantially our entire Trust Preferred securities portfolio, largely in 
response to the new Basel III capital rules.  As a result, the Bank’s Tier I and Total regulatory capital 
ratios declined from the prior linked quarter by approximately 100 basis points.  However, Valley’s Tier 
I common regulatory capital ratio expanded 11 basis points to 9.28%. Presently, this ratio exceeds 
the fully phased in minimum Basel III Tier One Common Capital ratio including the full capital 
conservation buffer by 228 basis points or nearly $270 million of common equity.    

Tangible book value increased from $5.28 as of September 30 h to $5.39 as of December 31st. During 
the 4th quarter, Valley’s Board of Directors announced a reduction to the common stock cash 
dividend. We believe the retention of a higher amount of capital will enable us to leverage the 
balance sheet to grow net interest income and tangible book value in future periods. 

### 


