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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,” "project,”" "intend," “anticipate,” “continue,” or similar terms or variations on those terr
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 Provident
Financial Services, Inc. (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 cautions readers not to place undue reliance on any such forward-looking statements which speak only
as of the date made. The Company also advises readers 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 have
any obligation to update any forward-looking statements to reflect any subsequent events or circumstances after the
date of this statement.

29 ¢ ”n 9 ¢

PART 1

Item 1. Business

Provident Financial Services, Inc.

The Company is a Delaware corporation which became the holding company for Provident Bank (the “Bank”) on
January 15, 2003, following the completion of the Bank's conversion to a New Jersey-chartered capital stock savings
bank. On January 15, 2003, the Company issued an aggregate of 59,618,300 shares of its common stock, par value
$0.01 per share in a subscription offering, and contributed $4.8 million in cash and 1,920,000 shares of its common
stock to The Provident Bank Foundation, a charitable foundation established by the Bank. As a result of the

conversion and related stock offering, the Company raised $567.2 million in net proceeds, of which $293.2 million
was utilized to acquire all of the outstanding common stock of the Bank. The Company owns all of the outstanding
common stock of the Bank, and as such, is a bank holding company subject to regulation by the Federal Reserve
Board.

At December 31, 2018, the Company had total assets of $9.73 billion, total loans of $7.25 billion, total deposits of
$6.83 billion, and total stockholders’ equity of $1.36 billion. The Company’s mailing address is 239 Washington Street,
Jersey City, New Jersey 07302, and the Company’s telephone number is (732) 590-9200.

Capital Management. The Company paid cash dividends totaling $53.6 million and repurchased 635,436 shares of its
common stock at a cost of $15.1 million in 2018. At December 31, 2018, 2.5 million shares were eligible for
repurchase under the board approved stock repurchase program. The Company and the Bank were “well capitalized” at
December 31, 2018 under current regulatory standards.

Available Information. The Company is a public company, and files interim, quarterly and annual reports with the
Securities and Exchange Commission (“SEC”). The SEC maintains an Internet site (http://www.sec.gov) that contains
reports, proxy and information statements, and other information regarding issuers that file electronically with the
SEC, including the Company. All SEC reports and amendments to these reports are available on the SEC's website

and are made available as soon as practical after they have been filed or furnished to the SEC and are available on the
Bank’s website, www.provident.bank, at the “Investor Relations” page, without charge from the Company. Information
on our website should not be considered a part of this Annual Report on Form 10-K.

Provident Bank
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Established in 1839, the Bank is a New Jersey-chartered capital stock savings bank operating full-service branch
offices in the New Jersey counties of Bergen, Essex, Hudson, Hunterdon, Mercer, Middlesex, Monmouth, Morris,
Ocean, Passaic, Somerset, Union and Warren, as well as in Bucks, Lehigh and Northampton counties in Pennsylvania.
As a community- and customer-oriented institution, the Bank emphasizes personal service and customer convenience
in serving the financial needs of the individuals, families and businesses residing in its primary market areas. The
Bank attracts deposits from the general public and businesses primarily in the areas surrounding its banking offices
and uses those funds, together with funds generated from
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operations and borrowings, to originate commercial real estate loans, commercial business loans, residential mortgage
loans, and consumer loans. The Bank also invests in mortgage-backed securities and other permissible investments.
The following are highlights of Provident Bank’s operations:

Diversified Loan Portfolio. To improve asset yields and reduce its exposure to interest rate risk, the Bank continues to
emphasize the origination of commercial real estate loans, multi-family loans and commercial business loans. These
loans generally have adjustable rates or shorter fixed terms and interest rates that are higher than the rates applicable
to one-to four-family residential mortgage loans. However, these loans generally have a higher risk of loss than one-
to four-family residential mortgage loans.

Asset Quality. As of December 31, 2018, non-performing assets were $27.3 million or 0.28% of total assets, compared
to $41.8 million or 0.42% of total assets at December 31, 2017. The Bank’s non-performing asset levels continued to
decline from higher levels reported in prior years as local and national economic conditions have gradually improved.
The Bank continues to focus on conservative underwriting criteria and on active and timely collection efforts.
Emphasis on Relationship Banking and Core Deposits. The Bank emphasizes the acquisition and retention of core
deposit accounts, consisting of savings and demand deposit accounts, and expanding customer relationships. Core
deposit accounts totaled $6.08 billion at December 31, 2018, representing 89.0% of total deposits, compared with
$6.08 billion, or 90.5% of total deposits at December 31, 2017. The Bank also focuses on increasing the number of
households and businesses served and the number of banking products per customer.

Non-Interest Income. The Bank’s focus on transaction accounts and expanded products and services has enabled the
Bank to generate increased non-interest income. Fees derived from core deposit accounts are a primary source of
non-interest income. The Bank also offers investment, wealth and asset management services through its subsidiaries
to generate non-interest income. Total non-interest income was $58.7 million for the year ended December 31, 2018,
compared with $55.7 million for the year ended December 31, 2017, of which fee income was $28.1 million for the
year ended December 31, 2018, compared with $27.2 million for the year ended December 31, 2017.

Managing Interest Rate Risk. The Bank manages its exposure to interest rate risk through the origination and retention
of adjustable rate and shorter-term loans, and its investments in securities. In addition, the Bank uses interest rate
swaps as part of its interest rate risk management strategy. Interest rate swaps designated as cash flow hedges involve
the receipt of variable amounts from a counterparty in exchange for the Bank making fixed-rate payments over the life
of the agreements without exchange of the underlying notional amount. These interest rate swaps are used to hedge
the variable cash outflows associated with Federal Home Loan Bank of New York ("FHLBNY") borrowings. At
December 31, 2018, 62.2% of the Bank’s loan portfolio had a term to maturity of one year or less, or had adjustable
interest rates. At December 31, 2018, the Bank’s securities portfolio totaled $1.61 billion and had an expected average
life of 4.72 years to manage its exposure to interest rate movements.

MARKET AREA

The Company and the Bank are headquartered in Jersey City, which is located in Hudson County, New Jersey. At
December 31, 2018, the Bank operated a network of 84 full-service banking offices throughout thirteen counties in
northern and central New Jersey, as well as three counties in Pennsylvania. The Bank maintains its administrative
offices in Iselin, New Jersey and satellite loan production offices in Convent Station, Flemington, Paramus and
Princeton, New Jersey, as well as in Bethlehem, Newtown and Wayne, Pennsylvania. The Bank’s lending activities,
though concentrated in the communities surrounding its offices, extend predominantly throughout New Jersey and
eastern Pennsylvania.

The Bank’s primary market area includes a mix of urban and suburban communities, and has a diversified mix of
industries including pharmaceutical, manufacturing companies, network communications, insurance and financial
services, healthcare, and retail. According to the U.S. Census Bureau’s most recent population data, the Bank’s New
Jersey market area has a population of approximately 6.9 million, which was 77.7% of the state’s total population. The
Bank’s Pennsylvania market area has a population of approximately 1.3 million, which was 10.4% of that state’s total
population. Because of the diversity of industries within the Bank’s market area and, to a lesser extent, its proximity to
the New York City financial markets, the area’s economy can be significantly affected by changes in national and
international economies. According to the U.S. Bureau of Labor Statistics, the unemployment rate in New Jersey was
4.0% at December 31, 2018, a decrease from 5.0% at December 31, 2017. The unemployment rate in Pennsylvania
was 4.2% for December 31, 2018, a decrease from 4.7% at December 31, 2017.
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Within its primary market areas in New Jersey and Pennsylvania, the Bank had an approximate 2.23% and 0.75%
share of bank deposits as of June 30, 2018, respectively, the latest date for which statistics are available. On a
statewide basis, the Bank

2




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

had an approximate 1.94% deposit share of the New Jersey market and an approximate 0.06% deposit share of the
Pennsylvania market.

COMPETITION

The Bank faces significant competition in originating and retaining loans and attracting deposits. The northern and
central New Jersey and eastern Pennsylvania market areas have a high concentration of financial institutions,
including large money center and regional banks, community banks, credit unions, investment brokerage firms and
insurance companies. The Bank faces direct competition for loans from each of these institutions as well as from
mortgage companies, on-line lenders and other loan origination firms operating in its market area. The Bank’s most
direct competition for deposits comes from several commercial banks and savings banks in its market area. Certain of
these banks have substantially greater financial resources than the Bank. The Bank also faces significant competition
for deposits from the mutual fund and investment advisory industries and from investors’ direct purchases of
short-term money market securities and other corporate and government securities.

The Bank competes in this environment by maintaining a diversified product line, including mutual funds, annuities
and other investment services made available through its investment subsidiaries. Relationships with customers are
built and maintained through the Bank’s branch network, its deployment of branch ATMs, and its mobile, telephone
and web-based banking services.

LENDING ACTIVITIES

The Bank originates commercial real estate loans, commercial business loans, fixed-rate and adjustable-rate mortgage
loans collateralized by one- to four-family residential real estate and other consumer loans, for borrowers generally
located within its primary market area.

Residential mortgage loans are primarily underwritten to standards that allow the sale of the loans to the secondary
markets, primarily to the Federal Home Loan Mortgage Corporation (“FHLMC” or “Freddie Mac”), the Federal National
Mortgage Association (“FNMA” or “Fannie Mae”) and the FHLBNY. To manage interest rate risk, the Bank generally
sells fixed-rate residential mortgages that it originates with terms greater than 15 years. The Bank commonly retains
biweekly payment fixed-rate residential mortgage loans with a maturity of 30 years or less and a majority of the
originated adjustable-rate mortgages for its portfolio.

The Bank originates commercial real estate loans that are secured by income-producing properties such as
multi-family apartment buildings, office buildings, and retail and industrial properties. Generally, these loans have
maturities of either 5 or 10 years. For loans greater than $5.0 million originated with maturities in excess of 7 years,
the Bank generally requires loan-level interest rate swaps for qualified borrowers.

The Bank has historically provided construction loans for both single family and condominium projects intended for
sale and commercial projects, including residential rental projects that will be retained as investments by the borrower.
The Bank underwrites most construction loans for a term of three years or less. The majority of these loans are
underwritten on a floating rate basis. The Bank recognizes that there is higher risk in construction lending than
permanent lending. As such, the Bank takes certain precautions to mitigate this risk, including the retention of an
outside engineering firm to perform plan and cost reviews, and to review all construction advances made against work
in place, and a limitation on how and when loan proceeds are advanced. In most cases, for the single family and
condominium projects, the Bank limits its exposure against houses or units that are not under contract. Similarly,
commercial construction loans usually have commitments for significant pre-leasing, or funds are held back until the
leases are finalized. Funding requirements and loan structure for residential rental projects vary depending on whether
such projects are vertical or horizontal construction.

Commercial loans are made to businesses of varying size and type within the Bank’s market. The Bank lends to
established businesses, and the loans are generally secured by business assets such as equipment, receivables,
inventory, real estate or marketable securities. On a limited basis, the Bank makes unsecured commercial loans. Most
commercial lines of credit are made on a floating interest rate basis and most term loans are made on a fixed interest
rate basis, usually with terms of five years or less.

The Bank originates consumer loans that are secured, in most cases, by a borrower’s assets. Home equity loans and
home equity lines of credit that are secured by a first or second mortgage lien on the borrower’s residence comprise the
largest category of the Bank’s consumer loan portfolio.
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Loan Portfolio Composition. Set forth below is selected information concerning the composition of the loan portfolio

by type, including Purchased Credit Impaired ("PCI") loans, (after deductions for deferred fees and costs, unearned

discounts and premiums and allowances for losses) at the dates indicated.

At December 31,
2018

Amount Percent Amount

(Dollars in thousands)

Residential
mortg&ed,100,00929
loans

Commercial
mortg29299,41731.96
loans

Multi-family

mortgdgs39,80018.62
loans

ConstryeligRy 541
loans
Total

mortgdgt28,22571.28
loans

Commercial | 1893 56
loans

Consumer »¢ 6,00
loans

Total
gross 7,254,801100.84
loans

2017

Percent Amount

$  1,142914%3

2,171,174

1,404,005

392,580

5,110,673

1,745,301

473,958

7,329,932

29.88

19.32

5.40

70.33

24.02

100.87

Percent

$  1,212,23746

1,978,700

1,402,169

264,814

4,857,938

1,630,887

516,755

7,005,580

28.50

20.20

69.97

23.49

7.44

100.90

2016

Amount Percent Amount

$ 1,255,139738

1,716,117 26.50

1,234,066 19.06

331,649 5.12

4,536,991 70.06

1,434,291 22.15

566,175 8.74

6,537,457 100.95

2015

Percent

$  1,252,526%79

1,695,822

1,042,223

221,102

4,211,673

1,263,618

611,596

28.15

17.30

3.67

69.91

20.98

10.15
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