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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
For the quarterly period ended September 30, 2008

or

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission File Number: 001-31566

PROVIDENT FINANCIAL SERVICES, INC.

(Exact Name of Registrant as Specified in Its Charter)
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Delaware 42-1547151
(State or Other Jurisdiction of (LR.S. Employer
Incorporation or Organization) Identification No.)
830 Bergen Avenue, Jersey City, New Jersey 07306-4599
(Address of Principal Executive Offices) (Zip Code)

(201) 333-1000

(Registrant s Telephone Number, Including Area Code)

Indicate by check mark whether the Registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding twelve months (or for such shorter period that the Registrant was required to file such reports), and (2) has been
subject to such filing requirements for the past 90 days. YES x NO ~

Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See definitions of large accelerated filer , accelerated filer , and smaller reporting company in Rule 12b-2 of the Exchange Act. (Check
one):

Large Accelerated Filer x =~ Accelerated Filer ~ Non-Accelerated Filer Smaller Reporting Company
Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). YES © NO x

As of November 1, 2008 there were 83,209,293 shares issued and 60,049,720 shares outstanding of the Registrant s Common Stock, par value
$0.01 per share, including 438,563 shares held by the First Savings Bank Directors Deferred Fee Plan not otherwise considered outstanding
under U.S. generally accepted accounting principles.
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PART I FINANCIAL INFORMATION

Item 1. FINANCIAL STATEMENTS.

Cash and due from banks
Federal funds sold
Short-term investments

Total cash and cash equivalents

Investment securities held to maturity (market value of $347,193 (unaudited) and $359,699 at

Consolidated Statements of Financial Condition
September 30, 2008 (Unaudited) and December 31, 2007

(Dollars in thousands, except share data)

ASSETS

September 30, 2008 and December 31, 2007, respectively)

Securities available for sale, at fair value
Federal Home Loan Bank ( FHLB ) stock

Loans

Less allowance for loan losses

Net loans

Foreclosed assets, net

Banking premises and equipment, net
Accrued interest receivable
Intangible assets

Bank-owned life insurance ( BOLI )

Other assets

Total assets

Deposits:

Demand deposits

Savings deposits

Certificates of deposit of $100,000 or more
Other time deposits

Total deposits

Mortgage escrow deposits
Borrowed funds

Other liabilities

Total liabilities

Table of Contents

LIABILITIES AND STOCKHOLDERS E!

PROVIDENT FINANCIAL SERVICES, INC. AND SUBSIDIARY

ITY

September 30,
2008

$ 84,970

3,664

88,634

354,112
832,659
43,149
4,378,148
43,329

4,334,819

3,556
77,078
23,587

516,031
125,654
51,826

$ 6,451,105

$ 1,732,534
904,596
431,744

1,067,003

4,135,877
19,648
1,244,794
35,218

5,435,537

December 31,
2007

$ 83,737
18,000
38,892

140,629

358,491
769,615
39,764
4,296,291
40,782

4,255,509

1,041
79,138
24,665

520,722
121,674
48,143

$ 6,359,391

$ 1,553,625
1,031,725
480,362
1,159,108

4,224,820
18,075
1,075,104
40,598

5,358,597
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Stockholders Equity:

Preferred stock, $0.01 par value, 50,000,000 shares authorized, none issued

Common stock, $0.01 par value, 200,000,000 shares authorized, 83,209,293 shares issued and 59,609,837
shares outstanding at September 30, 2008, and 59,646,936 shares outstanding at December 31, 2007
Additional paid-in capital

Retained earnings

Accumulated other comprehensive income

Treasury stock, at cost

Unallocated common stock held by Employee Stock Ownership Plan ( ESOP )

Common stock acquired by the Directors Deferred Fee Plan ( DDFP )

Deferred compensation DDFP

Total stockholders equity
Total liabilities and stockholders equity

See accompanying notes to unaudited consolidated financial statements.
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832
1,013,080
451,856
186
(384,852)
(65,534)
(7,690)
7,690

1,015,568

$ 6,451,105

832
1,009,120
437,503
4,335
(383,407)
(67,589)
(7,759)
7,759

1,000,794

$ 6,359,391
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PROVIDENT FINANCIAL SERVICES, INC. AND SUBSIDIARY

Three and nine months ended September 30, 2008 and 2007 (Unaudited)

Interest income:

Real estate secured loans
Commercial loans
Consumer loans

Investment securities
Securities available for sale
Other short-term investments
Federal funds sold

Total interest income

Interest expense:
Deposits
Borrowed funds

Total interest expense

Net interest income
Provision for loan losses

Net interest income after provision for loan losses

Non-interest income:

Fees

Gain on insurance settlement

BOLI

Net (loss) gain on securities transactions
Other income

Total non-interest income

Non-interest expense:

Compensation and employee benefits
Net occupancy expense

Data processing expense
Amortization of intangibles
Advertising and promotion expense
Other operating expenses

Total non-interest expense

Income before income tax expense

Table of Contents

Consolidated Statements of Income

(Dollars in thousands, except per share data)

Three months ended

September 30,
2008

$ 42,465 $
10,665
9,106
3,606
10,770
26

76,638

20,133
11,154

31,287

45,351
3,800

41,551

7,281

1,320
(966)
140

7,775

16,591
5,195
2,296
1,373
1,160
5,343

31,958

17,368

2007

42,791
11,547
10,227
3,802
9,418
37

5

77,827

30,307

8,237

38,544

39,283
1,300

37,983

6,435

1,339
2
297

8,073

20,842
4,938
2,249
1,677
1,089
4,916

35,711

10,345

Nine months ended

September 30,
2007

2008

124,406
32,568
27,932
10,860
32,372

329
164

228,631

68,945

32,577

101,522

127,109
6,600

120,509

18,287

3,980
(565)
1,525

23,227

50,768
15,626
6,903
4,706
2,989
16,210

97,202

46,534

$

125,315
29,880
29,061
11,664
28,614

115
110

224,759

83,663
24,501

108,164

116,595
2,800

113,795

18,599
5,947
4,026

(61)
1,490

30,001

54,784
14,451
6,913
4,915
3,341
14,775

99,179

44,617
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Income tax expense 4,205 2,085 12,325 11,932
Net income $ 13,163 $ 8,260 $ 34,209 $ 32,685
Basic earnings per share $ 0.23 $ 0.14 $ 0.61 $ 0.55
Average basic shares outstanding 56,078,691 58,968,076 56,006,174 59,787,076
Diluted earnings per share $ 0.23 $ 0.14 $ 0.61 $ 0.55
Average diluted shares outstanding 56,078,870 58,968,076 56,006,234 59,787,076

See accompanying notes to unaudited consolidated financial statements.
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PROVIDENT FINANCIAL SERVICES, INC. AND SUBSIDIARY
Consolidated Statements of Changes in Stockholders Equity for the Nine Months Ended September 30, 2008 and 2007 (Unaudited)

(Dollars in thousands)

ACCUMULATED
OTHER
COMPREHENSIVE
RETAINED (LOSS) TREASURY
EARNINGS INCOME STOCK

COMMON
UNALLOCATED ¢1oCcK  DEFERRED  TOTAL
ESOP  ACQUIREDOMPENSATISNOCKHOLDERS
SHARES BYDDFP  DDFP EQUITY

ADDITIONAL
COMMON PAID-IN
STOCK CAPITAL

Balance at

December 31,2006 $ 799 $ 937,616 $ 424958 $

Comprehensive
income:

Net income

Other
comprehensive
income:
Unrealized holding
gains on securities
arising during the
period (net of tax of
$1,821)
Reclassification
adjustment for
losses included in
net income (net of
tax of ($27))
Amortization
related to
post-retirement
obligations (net of
tax of ($124))

Total
comprehensive
income

Common stock
issued in
connection with the
First Morris
acquisition, net
Cash dividends
declared

Tax contingency
reserve reversal
Distributions from
DDFP

Purchase of
treasury stock
Allocation of ESOP
shares

Table of Contents

(7,150)

32,685

2,444

34

(179)

33 61,902
(19,894)
2,048

47

21
3,763

$ (266,587) $

(80,275)

(70,480) $ (13,010) $

166

2,047

13,010 $ 1,019,156

32,685

2,444

34

(179)

$ 34,984

61,935
(19,894)

2,048

(166) 47
(80,275)

2,026
3,763
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Allocation of SAP

shares

Allocation of stock

options 2,585 2,585

Balance at
September 30,
2007 $ 832 $ 1,007,940 $ 437,749 $ (4,851) $ (346,862) $ (68,433) $ (12,844) $ 12844 $ 1,026,375

See accompanying notes to unaudited consolidated financial statements.
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PROVIDENT FINANCIAL SERVICES, INC. AND SUBSIDIARY
Consolidated Statements of Changes in Stockholders Equity for the Nine Months Ended September 30, 2008 and 2007 (Unaudited) (Continued)

(Dollars in thousands)

COMMON
ACCUMULATED STOCK
ADDITIONAL OTHER UNALLOCATER cUIRED DEFERRED  TOTAL
COMMON PAID-IN RETAINEDOMPREHENSIVEREASURY ESOP BY COMPENSATI®INOCKHOLDERS
STOCK CAPITAL EARNINGS INCOME STOCK SHARES DDFP DDFP EQUITY
Balance at
December 31,2007 $ 832 $ 1,009,120 $ 437,503 $ 4,335 $ (383.407) $ (67,589) $ (7,759) $ 7,759 $ 1,000,794
Comprehensive
income:
Net income 34,209 34,209
Other
comprehensive
income:
Unrealized holding
losses on securities
arising during the
period (net of tax of
($3,057)) (4,784) 4,784)

Reclassification

adjustment for losses

included in net

income (net of tax of

($226)) 339 339
Amortization related

to post-retirement

obligations (net of

tax of $204) 296 296

Total comprehensive

income $30,060

Cash dividends

declared (19,856) (19,856)
Distributions from

DDFP 3) 69 (69) 3)
Purchases of

treasury stock (1,445) (1,445)
Allocation of ESOP

shares (324) 2,055 1,731

Allocation of SAP

shares 2,513 2,513

Allocation of stock

options 1,774 1,774

Balance at

September 30,2008 $ 832 $ 1,013,080 $ 451,856 $ 186 $ (384,852) $ (65,534) $ (7,690) $ 7,690 $ 1,015,568

See accompanying notes to unaudited consolidated financial statements.
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PROVIDENT FINANCIAL SERVICES, INC. AND SUBSIDIARY
Consolidated Statements of Cash Flows

Nine months ended September 30, 2008 and 2007 (Unaudited)

(Dollars in thousands)

Cash flows from operating activities:

Net income

Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization of intangibles
Provision for loan losses

Deferred tax benefit

Increase in cash surrender value of BOLI

Net amortization of premiums and discounts on securities
Accretion of net deferred loan fees

Amortization of premiums on purchased loans, net
Net increase in loans originated for sale

Proceeds from sales of loans originated for sale
Proceeds from sales of foreclosed assets, net
Allocation of ESOP shares

Allocation of SAP shares

Allocation of stock options

Net loss (gain) on sale of loans

Net gain on securities available for sale
Impairment charge on securities

Net gain on sale of premises and equipment

Net gain on sale of foreclosed assets

Decrease (increase) in accrued interest receivable
(Increase) decrease in other assets

(Decrease) increase in other liabilities

Net cash provided by operating activities

Cash flows from investing activities:

Proceeds from maturities, calls and paydowns of investment securities
Purchases of investment securities

Proceeds from sales of securities available for sale

Proceeds from maturities and paydowns of securities available for sale
Purchases of securities available for sale

Purchases of loans

Net decrease (increase) in loans

Cash consideration paid to acquire First Morris, net of cash and cash equivalents received
Proceeds from sales of premises and equipment

Purchases of premises and equipment, net

Net cash (used in) provided by investing activities

Cash flows from financing activities:
Net decrease in deposits

Table of Contents

Nine months ended

September 30,
2008 2007
$ 34209 $ 32,685
10,531 10,425

6,600 2,800
(4,495) (4,545)
(3,980) (4,026)

229 797
(1,608) (1,575)

1,966 2,477
(13,281) (6,209)

13,275 6,284

4,953 689

1,731 2,026

2,513 3,763

1,774 2,585

6 (75)
(844) (61)
1,409
87) (153)
@

1,078 (984)
(3,587) 9,887
(5,380) 1,056
47,011 57,846
35,855 32,638

(31,774) (8,642)

7,731 43,287

159,087 163,207
(181,918) (21,680)
(228,426) (58,353)
83,098 (52,597)
(1,383)

818 328
(4,496) (6,959)

(160,025) 89,846
(88,943) (61,099)
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Increase (decrease) in mortgage escrow deposits
Purchases of treasury stock

Cash dividends paid to stockholders

Proceeds from long-term borrowings

Payments on long-term borrowings

Net increase in short-term borrowings

Net cash provided by (used in) financing activities

Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Cash paid during the period for:
Interest on deposits and borrowings

Income taxes

Table of Contents

1,573
(1,445)
(19,856)
390,600
(327,601)
106,691

61,019

(51,995)
140,629

$ 88,634

$ 102,063

$ 10,371

99)
(80,275)
(19,894)
110,000

(143,062)
65,629

(128,800)

18,892
92,057

$ 110,949

$ 107,241

$ 15,538

13
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PROVIDENT FINANCIAL SERVICES, INC. AND SUBSIDIARY
Consolidated Statements of Cash Flows
Nine months ended September 30, 2008 and 2007 (Unaudited) (Continued)

(Dollars in thousands)

Non cash investing activities:
Transfer of loans receivable to foreclosed assets

Loan securitizations

Fair value of assets acquired

Goodwill and core deposit intangible

Liabilities assumed

Common stock issued for First Morris acquisition

See accompanying notes to unaudited consolidated financial statements.
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Nine months ended
September 30,
2008 2007

$ 7,896 $ 761

$55217 $

$ $554,284
$ $ 96,952
$ $ 527,256
$ $ 61,935

14



Edgar Filing: PROVIDENT FINANCIAL SERVICES INC - Form 10-Q

Table of Conten
PROVIDENT FINANCIAL SERVICES, INC. AND SUBSIDIARY
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
Note 1. Summary of Significant Accounting Policies
A. Basis of Presentation

The accompanying unaudited consolidated financial statements include the accounts of Provident Financial Services, Inc. and its wholly-owned
subsidiary, The Provident Bank (the Bank , together with Provident Financial Services, Inc., the Company ).

The interim unaudited consolidated financial statements reflect all normal and recurring adjustments, which are, in the opinion of management,
considered necessary for a fair presentation of the financial condition and results of operations for the periods presented. The results of
operations for the three and nine months ended September 30, 2008 are not necessarily indicative of the results of operations that may be
expected for all of 2008.

Certain information and note disclosures normally included in financial statements prepared in accordance with U.S. generally accepted
accounting principles ( GAAP ) have been condensed or omitted, pursuant to the rules and regulations of the Securities and Exchange
Commission.

These unaudited consolidated financial statements should be read in conjunction with the December 31, 2007 Annual Report to Stockholders on
Form 10-K.

B. Earnings Per Share

The following is a reconciliation of the numerators and denominators of the basic and diluted earnings per share calculations:

For the three months ended September 30, For the nine months ended September 30,
2008 2007 2008 2007
Per Per Per Per
Share Share Share Share
Income Shares Amount Income Shares Amount Income Shares Amount Income Shares Amount
Net income $13,163 $ 8,260 $ 34,209 $ 32,685

Basic earnings per share:

Income available to

common stockholders $13,163 56,078,691 $ 0.23 $8,260 58,968,076 $ 0.14 $ 34,209 56,006,174 $ 0.61 $32,685 59,787,076 $ 0.55
Dilutive shares 179 60

Diluted earnings per

share:

Income available to

common stockholders $ 13,163 56,078,870 $ 0.23 $8,260 58,968,076 $ 0.14 $ 34,209 56,006,234 $ 0.61 $ 32,685 59,787,076 $ 0.55

Anti-dilutive stock options and awards totaling 4,263,178 shares at September 30, 2008, were excluded from the earnings per share calculations.

Table of Contents 15
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Note 2. Loans and Allowance for L.oan Losses

Loans receivable at September 30, 2008 and December 31, 2007 are summarized as follows (in thousands):

Mortgage loans:
Residential
Commercial

Multi

-family

Construction

Total mortgage loans

Commercial loans
Consumer loans

Total

Premium on purchased loans

other loans

Unearned discounts

Net deferred (fees) costs

The activity in the allowance for loan losses for the three and nine months ended September 30, 2008 and 2007 is summarized as follows (in

thousands):

Table of

Contents

September 30,
2008

$ 1,787,599
997,149
55,244
229,420
3,069,412

671,636
626,670

1,298,306

11,051
(523)
(98)

$ 4,378,148

Three months ended

December 31,
2007

$ 1,705,747
847,907

67,546
309,569

2,930,769

712,062
644,134

1,356,196

9,793
(661)
194

$ 4,296,291

Nine months ended

September 30, September 30,
2008 2007 2008 2007
Balance at beginning of period $41,118 $ 36,764 $40,782 $32,434
Provision charged to operations 3,800 1,300 6,600 2,800
Allowance for loan losses transferred from First Morris 2,825
Recoveries of loans previously charged off 700 346 1,903 1,753
Loans charged off (2,289) (819) (5,956) (2,221)
Balance at end of period $43,329 $ 37,591 $ 43,329 $ 37,591
Note 3. Deposits
Deposits at September 30, 2008 and December 31, 2007 are summarized as follows (in thousands):
September 30, December 31,
2008 2007
Savings $ 904,596 $ 1,031,725
Money market 680,006 598,344
NOW 589,328 467,868

16
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Non-interest bearing 463,200
Certificates of deposit 1,498,747
$ 4,135877

10
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487,413
1,639,470

$ 4,224,820
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Note 4. Components of Net Periodic Benefit Cost

The Bank has a noncontributory defined benefit pension plan (the Plan ) covering its full-time employees who had attained age 21 with at least
one year of service as of April 1, 2003. The Plan was frozen on April 1, 2003. The Plan provides for 100% vesting after five years of service.
The Plan s assets are invested in investment funds and group annuity contracts managed by the Principal Financial Group and Allmerica
Financial.

In addition to pension benefits, certain health care and life insurance benefits are currently made available to retired employees. The costs of
such benefits are accrued based on actuarial assumptions from the date of hire to the date the employee is fully eligible to receive the benefits.
Effective January 1, 2003, eligibility for retiree health care benefits was frozen as to new entrants and benefits were eliminated for employees
with less than ten years of service as of December 31, 2002. Effective January 1, 2007, eligibility for retiree life insurance benefits was frozen to
new entrants and retiree life insurance benefits were eliminated for employees with less than ten years of service as of December 31, 2006.

Net periodic benefit costs for the three and nine months ended September 30, 2008 and 2007 include the following components (in thousands):

Pension Other post- Pension Other post-
benefits retirement benefits benefits retirement benefits
Three months ended September 30, Nine months ended September 30,
2008 2007 2008 2007 2008 2007 2008 2007
Service cost $ 41 47 3 140 181
Interest cost 267 234 252 237 761 724 764 759
Expected return on plan assets (389) (413) (1,168) (1,212)
Amortization of unrecognized transitional obligation 58 123
Amortization of prior service cost (D) @)) 3) 3)
Amortization of the net (gain) loss (174) (162) (496) (423)
Net periodic benefit (increase) cost $(122) (179) 118 179 $ (407) (488) 405 637

The Company previously disclosed in its consolidated financial statements for the year ended December 31, 2007 that it does not expect to
contribute to its defined benefit pension plan in 2008. As of September 30, 2008, no contributions to the defined benefit pension plan have been
made.

The net periodic benefit (increase) costs for pension benefits and other post-retirement benefits for the three and nine months ended
September 30, 2008 were calculated using the results of the January 1, 2008 Statement of Financial Accounting Standards ( SFAS ) No. 87 and
SFAS No. 106 valuations.

Note 5. Impact of Recent Accounting Pronouncements

In October 2008, Financial Accounting Standards Board Staff Position ( FSP ) 157-3, Determining the Fair Value of a Financial Asset When the
Market for That Asset Is Not Active, was issued. FSP 157-3 clarifies the application of SFAS No. 157, Fair Value Measurements, in a market
that is not active and provides an example to illustrate key considerations in determining the fair value of a financial asset when the market for

that financial asset is not active. FSP 157-3 was effective upon issuance, including prior periods for which financial statements have not been
issued. The Company considered the guidance in FSP 157-3 in determining the fair value of financial instruments as discussed in Note 6 to the
unaudited consolidated financial statements.

In June 2008, FSP EITF 03-6-1, Determining Whether Instruments Granted in Share-Based Payment Transactions Are Participating Securities,
was issued. FSP EITF 03-6-1 requires unvested share-based payment awards that contain non-forfeitable rights to dividends or dividend

equivalents to be treated as participating securities as defined in Emerging Issues Task Force ( EITF ) Issue No. 03-6, Participating Securities and
the Two-Class Method under FASB Statement No. 128, and, therefore, included in the earnings allocation in computing earnings per share under
the two-class method described in SFAS No. 128, Earnings Per Share. FSP EITF 03-6-1 is effective for financial statements issued for fiscal
years beginning after December 15, 2008,
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and interim periods within those years. Upon adoption, all previously reported earnings per share data must be retroactively adjusted to conform
with the requirements of the FSP. The Company is currently evaluating the impact of the adoption of FSP EITF 03-6-1 on its calculation of
earnings per share.

In March 2008, the Financial Accounting Standards Board ( FASB ) issued SFAS No. 161. Disclosure about Derivative Instruments and Hedging
activities, an Amendment of FASB Statement No. 133. The new standard establishes enhanced disclosure requirements about (a) how and why

an entity uses derivative instruments; (b) how derivative instruments and related hedged items are accounted for under Statement 133 and its

related interpretations; and (c) how derivative instruments and related hedged items affect an entity s financial position, financial performance,

and cash flows. SFAS No. 161 is effective for financial statements issued for fiscal years and interim periods beginning after November 15,

2008, and is not expected to have a significant impact on the Company s financial condition, results of operations or financial statement

disclosures.

On January 1, 2008, the Company adopted SFAS No. 157, Fair Value Measurements. SFAS No. 157 defines fair value, establishes a framework
for measuring fair value in GAAP, and expands disclosures about fair value measurements. The adoption of SFAS No. 157 on January 1, 2008
did not have a material impact on the Company s financial condition or results of operations.

Effective January 1, 2008, the Company adopted the provisions of EITF Issue No. 06-11, Accounting for Income Tax Benefits of Dividends on
Share-Based Payment Awards. EITF 06-11 states that a realized income tax benefit from dividends or dividend equivalents that are charged to
retained earnings and are paid to employees for equity classified unvested equity shares, unvested equity share units, and outstanding equity
share options should be recognized as an increase in additional paid-in capital. The amount recognized in additional paid-in capital for the
realized income tax benefit from dividends on those awards should be included in the pool of excess tax benefits available to absorb potential
future tax deficiencies on share-based payment awards. The adoption of EITF 06-11 did not have a material impact on the Company s financial
condition, results of operations or financial statement disclosures.

In February 2008, FSP No. 157-2, Effective Date of FASB Statement No. 157, was issued. FSP No. 157-2 delayed the application of SFAS
No. 157 for non-financial assets and non-financial liabilities until January 1, 2009. The Company is currently evaluating the impact of the
adoption of FSP No. 157-2 on its financial statement disclosures.

On January 1, 2008, the Company adopted SFAS No. 159, The Fair Value Option for Financial Assets and Liabilities Including an amendment
of FASB Statement No. 115. SFAS No. 159 permits entities to choose to measure selected financial assets and liabilities at fair value. The
adoption of SFAS No. 159 did not impact the Company s financial condition, results of operations or financial statement disclosures, as the
Company did not elect the fair value option for any assets or liabilities.

In December 2007, the FASB issued SFAS No. 141 (Revised 2007), Business Combinations ( SFAS No. 141R ), which replaces SFAS No. 141,

Business Combinations, and applies to all transactions and other events in which one entity obtains control over one or more other businesses.
SFAS No. 141R requires an acquirer, upon initially obtaining control of another entity, to recognize the assets, liabilities and any non-controlling
interest in the acquiree at fair value as of the acquisition date. Contingent consideration is required to be recognized and measured at fair value
on the date of acquisition rather than at a later date when the amount of that consideration may be determinable beyond a reasonable doubt. This
fair value approach replaces the cost-allocation process required under SFAS No. 141 whereby the cost of an acquisition was allocated to the
individual assets acquired and liabilities assumed based on their estimated fair value. SFAS No. 141R requires acquirers to expense
acquisition-related costs as incurred rather than allocating such costs to the assets acquired and liabilities assumed, as was previously the case
under SFAS No. 141. Under SFAS No. 141R, the requirements of SFAS No. 146, Accounting for Costs Associated with Exit or Disposal
Activities, would have to be met in order to accrue for a restructuring plan in purchase accounting. Pre-acquisition contingencies are to be
recognized at fair value, unless it is a non-contractual contingency that is not likely to materialize, in which case, nothing should be recognized
in purchase accounting and, instead, that contingency would be subject to the probable and estimable recognition criteria of SFAS No. 5,

Accounting for Contingencies. SFAS No. 141R is effective for all business combinations closing on or after January 1, 2009 and could have a
significant impact on the Company s accounting for business combinations on or after such date.
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In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial Statements, an Amendment of ARB
Statement No. 51. This standard amends the guidance in Accounting Research Bulletin ( ARB ) No. 51, Consolidated Financial Statements. The
new standard establishes accounting and reporting standards for the non-controlling interest in a subsidiary and for the deconsolidation of a
subsidiary. SFAS No. 160 clarifies that a non-controlling interest in a subsidiary, which is sometimes referred to as minority interest, is an

ownership interest in the consolidated entity that should be reported as a component of equity in the consolidated financial statements. Among

other requirements, SFAS No. 160 requires consolidated net income to be reported at amounts that include the amounts attributable to both the

parent and the non-controlling interest. It also requires disclosure, on the face of the consolidated income statement, of the amounts of

consolidated net income attributable to the parent and to the non-controlling interest. SFAS No. 160 is effective on January 1, 2009, and is not
expected to have a significant impact on the Company s financial condition, results of operations or financial statement disclosures.

In November 2007, the Securities and Exchange Commission ( SEC ) issued SEC 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 indicates that the expected net future cash flows related to the associated servicing of the loan should be included in the
measurement of all written loan commitments that are accounted for at fair value through earnings. The guidance in SAB No. 109 is applied on a
prospective basis to derivative loan commitments issued or modified in fiscal quarters beginning after December 15, 2007. The Company s
adoption of SAB No. 109 did not have a material impact on its financial condition, results of operations or financial statement disclosures.

Note 6. Fair Value Measurement of Assets and Liabilities

SFAS No. 157 establishes a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair value. The hierarchy
gives the highest priority to unadjusted quoted prices in active markets for identical assets or liabilities (level 1 measurements) and the lowest
priority to unobservable inputs (level 3 measurements). The three levels of fair value hierarchy under SFAS No. 157 are as follows:

Level 1: Unadjusted quoted market prices in active markets that are accessible at the measurement date for identical, unrestricted
assets or liabilities;

Level 2: Quoted prices in markets that are not active, or inputs that are observable either directly or indirectly, for substantially the full
term of the asset or liability; and

Level 3: Prices or valuation techniques that require inputs that are both significant to the fair value measurement and unobservable
(i.e., supported by little or no market activity).
A financial instrument s level within the fair value hierarchy is based on the lowest level of input that is significant to the fair value measurement.
The following table presents the assets and liabilities reported on the consolidated statements of financial condition at their fair value as of
September 30, 2008 by level within the fair value hierarchy.

Fair Value Measurements at Reporting Date Using:

Quoted Prices in Significant Significant
Active Markets for Other Unobservable
September 30, Identical Assets Observable Inputs
(Dollars in thousands) 2008 (Level 1) Inputs (Level 2) (Level 3)
Securities available for sale $ 832,659 $ 102,195 $ 730,464 $
Loans measured for impairment based on the fair value of the
underlying collateral in accordance with SFAS No. 114 2,208 2,208

13

Table of Contents 21



Edgar Filing: PROVIDENT FINANCIAL SERVICES INC - Form 10-Q

Table of Conten

The following valuation techniques are based upon the unpaid principal balance only and exclude any accrued interest or dividends at the
measurement date. Interest income and expense and dividend income are recorded within the consolidated statements of income depending on
the nature of the instrument using the effective interest method based on acquired discount or premium.

The valuation techniques described below were used to measure fair value of financial instruments in the preceding table on a recurring basis
during the three and nine months ended September 30, 2008.

For securities available for sale, fair value was estimated using a market approach. The majority of the Company s securities are fixed income
instruments that are not quoted on an exchange, but are traded in active markets. Prices for these instruments are obtained through third party
data service providers or dealer market participants with which the Company has historically transacted both purchases and sales of securities.
Prices obtained from these sources include market quotations and matrix pricing. Matrix pricing, a Level 2 input as defined by SFAS No. 157, is
a mathematical technique used principally to value certain securities to benchmark or comparable securities. The Company also holds equity
securities and debt instruments issued by the U.S. government and U.S. government-sponsored agencies that are traded in active markets with
readily accessible quoted market prices that are considered Level 1 inputs.

The valuation techniques described below were used to measure fair value of financial instruments in the preceding table on a non-recurring
basis during the three and nine months ended September 30, 2008.

For loans measured for impairment based on the fair value of the underlying collateral in accordance with SFAS No. 114, Accounting by
Creditors for Impairment of a Loan, fair value was estimated using a market approach. The Company measures the fair value of collateral
underlying impaired loans primarily through obtaining independent appraisals that rely upon market prices for similar assets in active markets.
These appraisals include adjustments to comparable assets based on the appraisers market knowledge and experience, and are considered Level
3 inputs. The Company recognized impairment charges of $1.2 million via specific reserves established through the provision for loan losses in
connection with loans measured for impairment based on the fair value of the underlying collateral in accordance with SFAS No. 114 during the
nine months ended September 30, 2008.

There were no changes to the valuation techniques for fair value measurement during the three and nine months ended September 30, 2008.

Certain non-financial assets and non-financial liabilities measured at fair value on a non-recurring basis include goodwill and other intangible
assets and other non-financial long-lived assets. As stated in Note 5, SFAS No. 157 will be applicable to these fair value measurements
beginning January 1, 2009.

Note 7. Subsequent Event

On October 28, 2008, Visa Inc. announced that it has agreed to settle litigation with Discover Financial Services, originally filed in 2004, for
$1.89 billion. The settlement includes $1.74 billion from the litigation escrow created under Visa s retrospective responsibility plan, $80.0
million from Visa Inc. to obtain releases from MasterCard for all potential claims against Visa, including those related to Visa s former
Settlement Service Fee, and an additional $65.0 million which will be refunded by Morgan Stanley under a separate agreement related to the
settlement.

This settlement is subject to approval by Visa s former U.S. member financial institutions. The settlement agreement ends all current litigation
between Discover, Visa USA, Visa International, and MasterCard and it releases Visa and its members from all potential liability related to
Visa s existing rules or agreements with member financial institutions. As a former U.S. member financial institution, the Company s total
liability with respect to the Discover settlement is approximately $107,000, of which $40,000 was recorded in a previous quarter.
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Item 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS.
Forward Looking Statements

Certain statements contained herein are forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and

Section 21E of the Securities Exchange Act of 1934. Such forward-looking statements may be identified by reference to a future period or

periods or by the use of forward-looking terminology, such as may, will, believe, expect, estimate, anticipate, continue, or similar tern
variations on those terms, or the negative of those terms. Forward-looking statements are subject to numerous risks and uncertainties, including,

but not limited to, those related to the economic environment, particularly in the market areas in which the Company operates, competitive

products and pricing, fiscal and monetary policies of the U.S. Government, changes in government regulations affecting financial institutions,

including regulatory fees and capital requirements, changes in prevailing interest rates, acquisitions and the integration of acquired businesses,

credit risk management, asset-liability management, the financial and securities markets and the availability of and costs associated with sources

of liquidity.

The Company wishes to caution readers not to place undue reliance on any such forward-looking statements, which speak only as of the date
made. The Company wishes to advise that the factors listed above could affect the Company s financial performance and could cause the
Company s actual results for future periods to differ materially from any opinions or statements expressed with respect to future periods in any
current statements. The Company does not undertake and specifically declines any obligation to publicly release the result of any revisions,
which may be made to any forward-looking statements to reflect events or circumstances after the date of such statements or to reflect the
occurrence of anticipated or unanticipated events.

Critical Accounting Policies

The calculation of the allowance for loan losses is a critical accounting policy of the Company. The allowance for loan losses is a valuation
account that reflects management s evaluation of the probable losses inherent in the loan portfolio. The Company maintains the allowance for
loan losses through provisions for loan losses that are charged to income. Charge-offs against the allowance for loan losses are taken on loans
where management determines that the collection of loan principal is unlikely. Recoveries made on loans that have been charged-off are credited
to the allowance for loan losses.

The Company s evaluation of the adequacy of the allowance for loan losses includes a review of all loans on which the collectibility of principal
may not be reasonably assured. For residential mortgage and consumer loans, this is determined primarily by delinquency and collateral values.
For commercial real estate and commercial loans, an extensive review of financial performance, payment history and collateral values is
conducted on a quarterly basis.

As part of the evaluation of the adequacy of the allowance for loan losses, each quarter management prepares a worksheet. This worksheet
categorizes the entire loan portfolio by certain risk characteristics such as loan type (residential mortgage, commercial mortgage, construction,
commercial, etc.) and loan risk rating.

When assigning a risk rating to a loan, management utilizes a nine point internal risk rating system. Loans deemed to be acceptable quality are
rated one through four, with a rating of one established for loans with minimal risk. Loans deemed to be of questionable quality are rated five
(watch) or six (special mention). Loans with adverse classifications (substandard, doubtful or loss) are rated seven, eight or nine, respectively.
Commercial mortgage, commercial and construction loans are rated individually and each lending officer is responsible for risk rating loans in
his or her portfolio. These risk ratings are then reviewed by the department manager and/or the Chief Lending Officer and the Credit
Administration Department. The risk ratings are then confirmed by the Loan Review Department and, for loans requiring Credit Committee
approval, they are periodically reviewed by the Credit Committee in the credit renewal or approval process.

Management believes the primary risks inherent in the portfolio are a decline in the economy, generally, a decline in real estate market values,
and possible increases in interest rates. Any one or a combination of these events may adversely affect borrowers ability to repay the loans,
resulting in increased delinquencies, loan losses and future levels of provisions. Accordingly, the Company has provided for loan losses at the
current level to address the current risk in its loan portfolio. Management considers it important to maintain the ratio of the allowance for loan
losses to total loans at an acceptable level given current economic conditions, interest rates and the composition of the portfolio.
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Although management believes that the Company has established and maintained the allowance for loan losses at adequate levels, additions may
be necessary if future economic and other conditions differ substantially from the current operating environment. In addition, various regulatory
agencies periodically review the adequacy of the Company s allowance for loan losses as an integral part of their examination process. Such
agencies may require the Company to recognize additions to the allowance or additional write-downs based on their judgments about
information available to them at the time of their examination. Although management uses the best information available, the level of the
allowance for loan losses remains an estimate that is subject to significant judgment and short-term change.

Additional critical accounting policies relate to judgments about other asset impairments, including goodwill, investment securities and deferred
tax assets. The Company engages an independent third party to perform an annual analysis during the fourth quarter to test the aggregate balance
of goodwill for impairment. For purposes of goodwill impairment evaluation, the Bank is identified as the reporting unit. The fair value of
goodwill is determined in the same manner as goodwill recognized in a business combination and uses standard valuation methodologies,
including a review of comparable transactions and discounted cash flow analysis. A continuing period of market disruption resulting in the
Company s stock price remaining below its book value per share may adversely impact the goodwill valuation. If the carrying amount of
goodwill pursuant to this analysis were to exceed the implied fair value of goodwill, an impairment loss would be recognized. No impairment
loss was required to be recognized for the three or nine months ended September 30, 2008 or 2007.

The Company s available for sale securities portfolio is carried at estimated fair value, with any unrealized gains or losses, net of taxes, reported
as accumulated other comprehensive income or loss in stockholders equity. Estimated fair values are based on market quotations or matrix
pricing as discussed in Note 6 to the unaudited consolidated financial statements. Securities which the Company has the positive intent and
ability to hold to maturity are classified as held to maturity and carried at amortized cost. The Company conducts a periodic review and
evaluation of the securities portfolio to determine if any declines in the fair values of securities are other than temporary. If such a decline were
deemed other than temporary, the Company would write down the security to fair value through a charge to current period operations. The
market value of the securities portfolio is significantly affected by changes in interest rates. In general, as interest rates rise, the market value of
fixed-rate securities decreases and as interest rates fall, the market value of fixed-rate securities increases. The Company evaluates its intent and
ability to hold securities for a sufficient time to recover the recorded principal balance. The Company also has investments in common stock
issued by several publicly-traded financial institutions, the valuation of which is affected by the institutions performance and market conditions.
During the three and nine months ended September 30, 2008, the Company recognized impairment charges totaling $1.4 million related to
investments in a debt security issued by Lehman Brothers Holdings, Inc. and the common stock of two publicly-traded financial institutions.

The determination of whether deferred tax assets will be realizable is predicated on estimates of future taxable income. Such estimates are
subject to management s judgment. A valuation allowance is established when management is unable to conclude that it is more likely than not
that it will realize deferred tax assets based on the nature and timing of these items.

COMPARISON OF FINANCIAL CONDITION AT SEPTEMBER 30, 2008 AND DECEMBER 31, 2007

Total assets at September 30, 2008 increased $91.7 million, or 1.4%, to $6.45 billion compared to $6.36 billion at December 31, 2007, due
primarily to increases in loans and securities available for sale.

Securities available for sale, at fair value, increased $63.0 million, or 8.2%, to $832.7 million at September 30, 2008, compared to $769.6
million at December 31, 2007. The increase in the securities available for sale portfolio included $55.2 million of residential mortgage loan
pools that were securitized by the Company in the first quarter of 2008 and are held as securities available for sale. The investment portfolio
consists primarily of Agency-guaranteed mortgage-backed securities and bank-qualified municipal bonds. There are no preferred or trust
preferred equity securities, or common or preferred stock of Fannie Mae or Freddie Mac in the portfolio. The weighted average life of the
Company s available for sale securities portfolio was 4.8 years at September 30, 2008.
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Federal Home Loan Bank stock increased $3.4 million, or 8.5%, to $43.1 million at September 30, 2008, compared to $39.8 million at
December 31, 2007. The Company invests in stock of the Federal Home Loan Bank of New York ( FHLB-NY ) as required under the terms of
membership. The level of required stock holdings is dependent, in part, on outstanding borrowings by the Company from the FHLB-NY.

Total net loans at September 30, 2008 increased $79.3 million, or 1.9%, to $4.33 billion, compared to $4.26 billion at December 31, 2007, as
year-to-date loan originations and purchases more than offset the securitization of $55.2 million of conforming one- to four-family 30-year
fixed-rate residential mortgage loans during the first quarter of 2008. Loan originations totaled $952.6 million and loan purchases totaled $228.4
million for the nine months ended September 30, 2008. Compared with December 31, 2007, commercial mortgage and multi-family loans
increased $136.9 million, and residential mortgage loans increased $81.9 million, while construction loans decreased $80.1 million, commercial
loans decreased $40.4 million, and consumer loans decreased $17.5 million. Commercial loans, consisting of commercial real estate,
construction and commercial loans, totaled $1.95 billion, or 44.7% of the loan portfolio at September 30, 2008, compared to $1.94 billion, or
45.2% of the loan portfolio at December 31, 2007. The Company intends to continue to focus on the origination of commercial loans. Retail
loans, which consist of residential mortgage loans and consumer loans, such as fixed-rate home equity loans and lines of credit, totaled $2.41
billion and accounted for 55.3% of the loan portfolio at September 30, 2008, compared to $2.35 billion, or 54.8% of the portfolio at

December 31, 2007.

At September 30, 2008, the allowance for loan losses totaled $43.3 million, or 0.99% of total loans, compared with $40.8 million, or 0.95% of
total loans at December 31, 2007. Total non-performing loans were $35.3 million, or 0.81% of total loans at September 30, 2008, compared to
$34.6 million, or 0.81% of total loans at December 31, 2007. The Company had one loan with an outstanding balance of $1.1 million at
September 30, 2008, for which terms have been modified under a troubled debt restructuring. This loan was current as to principal and interest
prior to restructuring and has continued to perform in accordance with the modified terms; therefore it is not included in non-performing loans at
September 30, 2008. No impairment charge has been required with respect to this loan. Non-performing assets were $38.8 million, or 0.60% of
total assets at September 30, 2008, compared to $35.7 million, or 0.56% of total assets at December 31, 2007.

At September 30, 2008, the Company identified two commercial real estate loans and one commercial loan with total outstanding balances of
$22.5 million that are potential problem loans. These loans were not past due at September 30, 2008, but known information about possible
credit problems of the borrowers causes management to have serious doubts as to the ability of such borrowers to comply with the present loan
repayment terms and which may result in these loans being included later in non-performing loans.

At September 30, 2008, the Company held $3.6 million of foreclosed assets, compared with $1.0 million at December 31, 2007. The increase in
foreclosed assets was primarily attributable to one commercial real estate line of credit secured by a number of properties that was previously
classified as impaired.

Total deposits decreased $88.9 million to $4.14 billion at September 30, 2008, from $4.22 billion at December 31, 2007. However, core
deposits, which consist of all demand and savings deposits, increased $51.8 million, or 2.0%, to $2.64 billion at September 30, 2008, compared
to $2.59 billion at December 31, 2007. Within core deposits, NOW checking account balances increased $121.5 million, to $589.3 million at
September 30, 2008, and money market account balances increased $81.7 million, to $680.0 million at September 30, 2008. These increases
were primarily due to increases in relationship checking and money market account balances, increases in business money market accounts, and
a shift in customer deposits out of short-term certificates of deposit and lower-rate savings accounts. Certificates of deposit decreased $140.7
million, or 8.8%, to $1.50 billion at September 30, 2008, compared to $1.64 billion at December 31, 2007. Certain higher-cost certificates of
deposit that matured were replaced with borrowed funds at more favorable rates, as the Company continued to emphasize relationship banking
