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PART I

Item 1:                      Description of Business

The Company’s website address is rfbkonline.com. The Company’s annual reports on Form 10-K, quarterly reports on
Form 10-Q, current reports on Form 8-K and other documents filed by the Company with the Securities and Exchange
Commission (“SEC”) are available free of charge on the Company’s website under the Investor Relations menu. Such
documents are available on the Company’s website as soon as reasonably practicable after they have been filed
electronically with the SEC.

Forward Looking Statements

This document contains forward-looking statements, which can be identified by reference to a future period or periods
or by the use of words such as “would be,” “could be,” “may,” “will,” “estimate,” “project,” “believe,” “intend,” “anticipate,” “plan,” “seek,”
“expect” and similar expressions or the negative thereof.  These forward-looking statements include:

•  statements of goals, intentions and expectations;
•  statements regarding prospects and business strategy;

•  statements regarding asset quality and market risk; and
•  estimates of future costs, benefits and results.

These forward-looking statements are subject to significant risks, assumptions and uncertainties, including, among
other things, the following:  (1) general economic conditions,  (2) competitive pressure among financial services
companies,  (3) changes in interest rates,  (4) deposit flows,  (5) loan demand, (6) changes in legislation or
regulation,  (7) changes in accounting principles, policies and guidelines, (8) litigation liabilities,  including costs,
expenses, settlements and judgments and (9) other  economic, competitive,  governmental, regulatory and
technological factors affecting the Company’s operations, pricing, products and services.

Because of these and other uncertainties, our actual future results may be materially different from the results
indicated by these forward-looking statements.  We have no obligation to update or revise any forward-looking
statements to reflect any changed assumptions, any unanticipated events or any changes in the future.  Factors which
could have a material adverse effect on the operations and future prospects of the Company are detailed in the “Risk
Factors” section included under Item 1A of Part I of this form 10-K.

Republic First Bancorp, Inc.

Republic First Bancorp, Inc. (the “Company”), was established in 1987. At December 31, 2004, the Company was a
two-bank holding company organized and incorporated under the laws of the Commonwealth of Pennsylvania.  Its
wholly-owned subsidiaries, Republic First Bank (“Republic”) and First Bank of Delaware (“FBD”), offered a variety of
credit and depository banking services. Such services were offered to individuals and businesses primarily in the
Greater Philadelphia and Delaware area through their ten offices and branches in Philadelphia and Montgomery
Counties in Pennsylvania and New Castle County, Delaware, but also through the national consumer loan products
offered by the First Bank of Delaware.

The First Bank of Delaware was spun off by the Company, on January 31, 2005.  All assets, liabilities and equity of
FBD were spun off as an independent company, trading on the OTC market under “FBOD”.  Shareholders received one
share of stock in FBD, for every share owned of the Company.  After that date, the Company became a one bank
holding company.
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As of December 31, 2007, the Company had total assets of approximately $1.0 billion, total shareholder’s equity of
approximately $80.5 million, total deposits of approximately $780.9 million and net loans receivable outstanding of
approximately $813.0 million.  The majority of such loans were made for commercial purposes.

The Company provides banking services through Republic and does not presently engage in any activities other than
banking activities.  The principal executive office of the Company is located at Two Liberty Place, 50 South 16th
Street, Suite 2400, Philadelphia, PA 19102, telephone number (215) 735-4422.

At December 31, 2007 the Company and Republic had a total of 146 full-time equivalent employees.

3
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Republic First Bank

Republic First Bank is a commercial bank chartered pursuant to the laws of the Commonwealth of Pennsylvania, and
is subject to examination and comprehensive regulation by the Federal Deposit Insurance Corporation (“FDIC”) and the
Pennsylvania Department of Banking. The deposits held by Republic are insured up to applicable limits by the Bank
Insurance Fund of the FDIC. Republic presently conducts its principal banking activities through its five Philadelphia
offices and six suburban offices in Ardmore, Plymouth Meeting, Bala Cynwyd and Abington, located in Montgomery
County, Media, located in Delaware County, and Voorhees, located in southern New Jersey.

As of December 31, 2007, Republic had total assets of approximately $1.0 billion, total shareholder’s equity of
approximately $91.3 million, total deposits of approximately $781.1 million and net loans receivable of approximately
$813.0 million.  The majority of such loans were made for commercial purposes.

Services Offered

Republic offers many commercial and consumer banking services with an emphasis on serving the needs of
individuals, small and medium-sized businesses, executives, professionals and professional organizations in their
service area.

Republic attempts to offer a high level of personalized service to both their small and medium-sized businesses and
consumer customers.  Republic offers both commercial and consumer deposit accounts, including checking accounts,
interest-bearing demand accounts, money market accounts, certificates of deposit, savings accounts, sweep accounts,
lockbox services and individual retirement accounts (and other traditional banking services).  Republic actively
solicits both non-interest and interest-bearing deposits from its borrowers.

Republic offers a broad range of loan and credit facilities to the businesses and residents of its service area, including
secured and unsecured commercial loans, commercial real estate and construction loans, residential mortgages,
automobile loans, home improvement loans, home equity and overdraft lines of credit, and other products.

Republic manages credit risk through loan application evaluation and monitoring for adherence with credit
policies.  Since its inception, Republic has had a senior officer monitor compliance with Republic’s lending policies
and procedures by Republic’s loan officers.

Republic also maintains an investment securities portfolio.  Investment securities are purchased by Republic in
compliance with Republic’s Investment Policies, which are approved annually by Republic’s Board of Directors.  The
Investment Policies address such issues as permissible investment categories, credit quality, maturities and
concentrations.  At December 31, 2007 and 2006, approximately 63% and 71%, respectively, of the aggregate dollar
amount of the investment securities consisted of either U.S. Government debt securities or U.S. Government agency
issued mortgage backed securities.  Credit risk associated with these U.S. Government debt securities and the U.S.
Government Agency securities is minimal, with risk-based capital weighting factors of 0% and 20%,
respectively.  The remainder of the securities portfolio consists of municipal securities, trust preferred securities,
corporate bonds, and Federal Home Loan Bank (FHLB) securities.

Service Area/Market Overview

Republic’s primary business banking service area consists of the Greater Philadelphia region, including Center City
Philadelphia and the northern and western suburban communities located principally in Montgomery and Delaware
Counties in Pennsylvania and northern Delaware. Republic also serves the surrounding counties of Bucks and Chester
in Pennsylvania, southern New Jersey and southern Delaware.
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Competition

There is substantial competition among financial institutions in Republic’s business banking service area.  Competitors
include but are not restricted to the following banks:  Wachovia, Citizens, PNC, Sovereign, Commerce, Royal Bank of
Pennsylvania, and the Bancorp Bank.  Republic competes with new and established local commercial banks, as well
as numerous regionally based and super-regional commercial banks. In addition to competing with new and
established commercial banking institutions for both deposits and loan customers, Republic competes directly with
savings banks, savings and loan associations, finance companies, credit unions, factors, mortgage brokers, insurance
companies, securities brokerage firms, mutual funds, money market funds, private lenders and other institutions for
deposits, commercial loans, mortgages and consumer loans, as well as other services.  Competition among financial
institutions is based upon a number of factors,

4
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including, but not limited to, the quality of services rendered, interest rates offered on deposit accounts, interest rates
charged on loans and other credit services, service charges, the convenience of banking facilities, locations and hours
of operation and, in the case of loans to larger commercial borrowers, relative lending limits.  It is the view of
Management that a combination of many factors, including, but not limited to, the level of market interest rates, has
increased competition for loans and deposits.

Many of the banks with which Republic competes have greater financial resources than Republic and offer a wider
range of deposit and lending instruments with higher legal lending limits. Republic’s legal lending limit was
approximately $15.0 million at December 31, 2007.  Loans above these amounts may be made if the excess over the
lending limit is participated to other institutions. After the spin off, Republic and FBD have continued to sell each
other such participations. Republic is subject to potential intensified competition from new branches of established
banks in the area as well as new banks that could open in its market area. Several new banks with business strategies
similar to those of Republic have opened since Republic’s inception. There are banks and other financial institutions
which serve surrounding areas, and additional out-of-state financial institutions, which currently, or in the future, may
compete in Republic’s market. Republic competes to attract deposits and loan applications both from customers of
existing institutions and from customers new to the greater Philadelphia area. Republic anticipates a continued
increase in competition in their market area.

      Operating Strategy for Business Banking

Following the spin off of FBD, the Company’s business banking objective has been for Republic to become the
primary alternative to the large banks that dominate the Greater Philadelphia market. The Company’s management
team has developed a business strategy consisting of the following key elements to achieve this objective:

Providing Attentive and Personalized Service

The Company believes that a very attractive niche exists serving small to medium-sized business customers not
adequately served by Republic’s larger competitors. The Company believes this segment of the market responds very
positively to the attentive and highly personalized service provided by Republic. Republic offers individuals and small
to medium-sized businesses a wide array of banking products, informed and professional service, extended operating
hours, consistently applied credit policies, and local, timely decision making. The banking industry is experiencing a
period of rapid consolidation, and many local branches have been acquired by large out-of-market institutions. The
Company is positioned to respond to these dynamics by offering a community banking alternative and tailoring its
product offerings to fill voids created as larger competitors increase the price of products and services or
de-emphasize such products and services.

Attracting and Retaining Highly Experienced Personnel

Republic’s officers and other personnel have substantial experience acquired at larger banks in the region.
Additionally, Republic extensively screens and trains its staff to instill a sales and service oriented culture and
maximize cross-selling opportunities and business relationships. Republic offers meaningful sales-based incentives to
certain customer contact employees.

Capitalizing on Market Dynamics

In recent years, banks controlling large amounts of the deposits in Republic’s primary market areas have been acquired
by large and super-regional bank holding companies. The ensuing cultural changes in these banking institutions have
resulted in changes in their product offerings and in the degree of personal attention they provide. The Company has
sought to capitalize on these changes by offering a community banking alternative. As a result of continuing
consolidations and its marketing efforts, the Company believes it has a continuing opportunity to increase its market
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share.

Products and Services

Republic offers a range of competitively priced commercial and other banking services, including secured and
unsecured commercial loans, real estate loans, construction and land development loans, automobile loans, home
improvement loans, mortgages, home equity and overdraft lines of credit, and other products. Republic offers both
commercial and consumer deposit accounts, including checking accounts, interest-bearing demand accounts, money
market accounts, certificates of deposit, savings accounts, sweep accounts, lockbox services and individual retirement
accounts (and other traditional banking services). Republic’s commercial loans typically range between $250,000 and
$5.0 million but customers may borrow significantly larger amounts up to Republic’s legal lending limit of
approximately $15.0 million.  Individual customers may

5
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have several loans, often secured by different collateral, which are in total subject to that lending limit. Relationships
in excess of $8.8 million at December 31, 2007, amounted to $372.9 million. The $8.8 million threshold approximates
10% of total capital and reserves and reflects an additional internal monitoring guideline.

Republic attempts to offer a high level of personalized service to both their commercial and consumer customers.
Republic is a member of the STAR™ and PLUS™ automated teller (“ATM”) networks in order to provide customers with
access to ATMs worldwide. Republic currently has eleven proprietary ATMs at branch locations and two additional
ATMs at a location in Southern New Jersey.

Republic’s lending activities generally are focused on small and medium sized businesses within the professional
community. Commercial and construction loans are the most significant category of Republic’s outstanding loans,
representing approximately 96% of total loans outstanding at December 31, 2007.  Repayment of these loans is, in
part, dependent on general economic conditions affecting the community and the various businesses within the
community.  Although management continues to follow established underwriting policies, and monitors loans through
Republic’s loan review officer, credit risk is still inherent in the portfolio.  Although the majority of Republic’s loan
portfolio is collateralized with real estate or other collateral, a portion of the commercial portfolio is unsecured,
representing loans made to borrowers considered to be of sufficient strength to merit unsecured financing.  Republic
makes both fixed and variable rate loans with terms ranging from one to five years. Variable rate loans are generally
tied to the national prime rate of interest.

Branch Expansion Plans and Growth Strategy

A branch was opened by Republic in Center City Philadelphia in third quarter 2007.  One additional branch is planned
for 2008 in Northeast Philadelphia.   A branch was opened in third quarter 2007 in Bala Cynwyd, Pennsylvania to
replace the 4190 City Line Avenue, Philadelphia location.  Another branch was opened in third quarter 2007 in
Plymouth Meeting, Pennsylvania to replace the East Norriton, Pennsylvania location.  The Graduate Hospital location
was closed in third quarter 2007.  Additional locations may also be pursued.

Supervision and Regulation

       Various requirements and restrictions under the laws of the United States and the Commonwealth of Pennsylvania
affect the Company and Republic.

General

Republic, a Pennsylvania chartered bank, is subject to supervision and regulation by the FDIC and the Pennsylvania
Department of Banking. The Company is a bank holding company subject to supervision and regulation by the
Federal Reserve Bank of Philadelphia (“FRB”) under the federal Bank Holding Company Act of 1956, as amended (the
“BHC Act”). As a bank holding company, the Company’s activities and those of Republic are limited to the business of
banking and activities closely related or incidental to banking, and the Company may not directly or indirectly acquire
the ownership or control of more than 5% of any class of voting shares or substantially all of the assets of any
company, including a bank, without the prior approval of the FRB.

Republic is also subject to requirements and restrictions under federal and state law, including requirements to
maintain reserves against deposits, restrictions on the types and amounts of loans that may be granted and the interest
that may be charged thereon, and limitations on the types of investments that may be made and the types of services
that may be offered. Various consumer laws and regulations also affect the operations of Republic. In addition to the
impact of regulation, commercial banks are affected significantly by the actions of the FRB in attempting to control
the money supply and credit availability in order to influence market interest rates and the national economy.
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Holding Company Structure

Republic is subject to restrictions under federal law which limits its ability to transfer funds to the Company, whether
in the form of loans, other extensions of credit, investments or asset purchases. Such transfers by Republic to the
Company are generally limited in amount to 10% of Republic’s capital and surplus. Furthermore, such loans and
extensions of credit are required to be secured in specific amounts, and all transactions are required to be on an arm’s
length basis. Republic has never made any loans or extensions of credit to the Company or purchased any assets from
the Company.
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Under regulatory policy, the Company is expected to serve as a source of financial strength to Republic and to commit
resources to support Republic. This support may be required at times when, absent such policy, the Company might
not otherwise provide such support. Any capital loans by the Company to Republic are subordinate in right of
payment to deposits and to certain other indebtedness of Republic. In the event of the Company’s bankruptcy, any
commitment by the Company to a federal bank regulatory agency to maintain the capital of Republic will be assumed
by the bankruptcy trustee and entitled to a priority of payment.

Gramm-Leach-Bliley Act

On November 12, 1999, the federal Gramm-Leach-Bliley Act (the “GLB Act”) was enacted.  The GLB Act did three
fundamental things:

(a)  repealed the key provisions of the Glass Steagall Act so as to permit commercial banks to affiliate with
investment banks (securities firms);

(b)  amended the BHC Act to permit qualifying bank holding companies to engage in any type of financial activities
that were not permitted for banks themselves; and

(c)  permitted subsidiaries of banks to engage in a broad range of financial activities that were not permitted for banks
themselves.

The result was that banking companies would generally be able to offer a wider range of financial products and
services and would be more readily able to combine with other types of financial companies, such as securities and
insurance companies.

The GLB Act created a new kind of bank holding company called a “financial holding company” (an “FHC”).  An FHC is
authorized to engage in any activity that is “financial in nature or incidental to financial activities” and any activity that
the Federal Reserve determines is “complementary to financial activities” and does not pose undue risks to the financial
system.  Among other things, “financial in nature” activities include securities underwriting and dealing, insurance
underwriting and sales, and certain merchant banking activities.  A bank holding company qualifies to become an
FHC if each of its depository institution subsidiaries is “well capitalized,” “well managed,” and CRA-rated “satisfactory” or
better.  A qualifying bank holding company becomes an FHC by filing with the Board of Governors of the Federal
Reserve System (the “Federal Reserve”) an election to become an FHC.  If an FHC at any time fails to remain “well
capitalized” or “well managed,” the consequences can be severe.  Such an FHC must enter into a written agreement with
the Federal Reserve to restore compliance.  If compliance is not restored within 180 days, the Federal Reserve can
require the FHC to cease all its newly authorized activities or even to divest itself of its depository institutions.  On the
other hand, a failure to maintain a CR rating of “satisfactory” will not jeopardize any then existing newly authorized
activities; rather, the FHC cannot engage in any additional newly authorized activities until a “satisfactory” CRA rating
is restored.

In addition to activities currently permitted by law and regulation for bank holding companies, an FHC may engage in
virtually any other kind of financial activity.  Under limited circumstances, an FHC may even be authorized to engage
in certain non-financial activities.  The most important of these authorized activities are as follows:

(a) Securities underwriting and dealing;
(b) Insurance underwriting and sales;
(c) Merchant banking activities;
(d) Activities determined by the Federal Reserve to be “financial in nature” and incidental activities; and
(e) Activities determined by the Federal Reserve to be “complementary” to financial activities.

Bank holding companies that do not qualify or elect to become FHCs will be limited in their activities to those
previously permitted by law and regulation.  The Company has not elected to become a FHC but has not precluded the
possibility of doing so in the future.
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The GLB Act also authorized national banks to create “financial subsidiaries.”  This is in addition to the present
authority of national banks to create “operating subsidiaries”.  A “financial subsidiary” is a direct subsidiary of a national
bank that satisfies the same conditions as an FHC, plus certain other conditions, and is approved in advance by the
Office of the Comptroller of the Currency (the “OCC”).  A national bank’s “financial subsidiary” can engage in most, but
not all, of the newly authorized activities.

In addition, the GLB Act provided significant new protections for the privacy of customer information.  These
provisions apply to any company the business of which is engaging in activities permitted for an FHC, even if it is not
itself an FHC.  The
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GLB Act subjected a financial institution to four new requirements regarding non-public information about a
customer.  The financial institution must (1) adopt and disclose a privacy policy; (2) give customers the right to “opt
out” of disclosures to non-affiliated parties; (3) not disclose any information to third party marketers; and (4) follow
regulatory standards (to be adopted in the future) to protect the security and confidentiality of customer information.

Although the long-range effects of the GLB Act cannot be predicted with certainty, it will probably further narrow the
differences and intensify competition between and among commercial banks, investment banks, insurance firms and
other financial service companies.

Sarbanes-Oxley Act of 2002

The following is a brief summary of some of the provisions of the Sarbanes-Oxley Act of 2002 (“SOX”) that affect the
Company.  It is not intended as an exhaustive description of SOX or its impact on the Company.

SOX instituted or increased various requirements for corporate governance, board of director and audit committee
composition and membership, board duties, auditing standards, external audit firm standards, additional disclosure
requirements, including CEO and CFO certification of financial statements and related controls, and other new
requirements.

Boards of directors are now required to have a majority of independent directors, and the audit committees are
required to be wholly independent, with greater financial expertise.  Such independent directors are not allowed to
receive compensation from the company on whose board they serve except for directors’ fees.  Additionally,
requirements for auditing standards and independence of external auditors were increased and included independent
audit partner review, audit partner rotation and limitations over non-audit services.  Penalties for non-compliance with
existing and new requirements were established or increased.

In addition, Section 404 of SOX required that by each year end, our management perform a detailed assessment of
internal controls and report thereon as follows:

1.  We must state that we accept the responsibility for maintaining an adequate internal control structure and
procedures for financial reporting;

2.  We must present an assessment, at each year end, of the effectiveness of the internal control structure and
procedures for our financial reporting; and

3.  We must have our auditors audit our internal control over financial reporting and provide an opinion that we have
maintained, in all material respects, effective internal control over financial reporting as of December 31,
2007.  The audit must be made in accordance with standards issued or adopted by the Public Company Accounting
Oversight Board.

We had taken necessary steps with respect to achieving compliance and have updated our assessment and reporting on
internal controls through the end of 2007.

Regulatory Restrictions on Dividends

Dividend payments by Republic to the Company are subject to the Pennsylvania Banking Code of 1965 (the “Banking
Code”) and the Federal Deposit Insurance Act (the “FDIA”). Under the Banking Code, no dividends may be paid except
from “accumulated net earnings” (generally, undivided profits). Under the FDIA, an insured bank may pay no dividends
if the bank is in arrears in the payment of any insurance assessment due to the FDIC. Under current banking laws,
Republic would be limited to $56.8 million of dividends payable plus an additional amount equal to its net profit for
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2008, up to the date of any such dividend declaration. However, dividends would be further limited in order to
maintain capital ratios as discussed in “Regulatory Capital Requirements”. The Company may consider dividend
payments in 2008.

State and federal regulatory authorities have adopted standards for the maintenance of adequate levels of capital by
banks, which may vary. Adherence to such standards further limits the ability of  Republic to pay dividends to the
Company.
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Dividend Policy

The Company has not paid any cash dividends on its Common Stock. The Company may consider dividend payments
in 2008.

FDIC Insurance Assessments

The FDIC has implemented a risk-related premium schedule for all insured depository institutions that results in the
assessment of premiums based on capital and supervisory measures.

Under the risk-related premium schedule, the FDIC, on a semiannual basis, assigns each institution to one of three
capital groups (well capitalized, adequately capitalized or under capitalized) and further assigns such institution to one
of three subgroups within a capital group corresponding to the FDIC’s judgment of the institution’s strength based on
supervisory evaluations, including examination reports, statistical analysis and other information relevant to gauging
the risk posed by the institution. Only institutions with a total capital to risk-adjusted assets ratio of 10.00% or greater,
a Tier 1 capital to risk-adjusted assets ratio of 6.00% or greater and a Tier 1 leverage ratio of 5.00% or greater, are
assigned to the well capitalized group.

Capital Adequacy

The FRB has adopted risk-based capital guidelines for bank holding companies, such as the Company. The required
minimum ratio of total capital to risk-weighted assets (including off-balance sheet activities, such as standby letters of
credit) is 8.0%. At least half of the total capital is required to be Tier 1 capital, consisting principally of common
shareholders’ equity, non-cumulative perpetual preferred stock and minority interests in the equity accounts of
consolidated subsidiaries, less goodwill. The remainder, Tier 2 capital, may consist of a limited amount of
subordinated debt and intermediate-term preferred stock, certain hybrid capital instruments and other debt securities,
perpetual preferred stock, and a limited amount of the general loan loss allowance.

In addition to the risk-based capital guidelines, the FRB has established minimum leverage ratio (Tier 1 capital to
average total assets) guidelines for bank holding companies. These guidelines provide for a minimum leverage ratio of
3% for those bank holding companies that have the highest regulatory examination ratings and are not contemplating
or experiencing significant growth or expansion. All other bank holding companies are required to maintain a leverage
ratio of at least 1% to 2% above the 3% stated minimum. The Company is in compliance with these guidelines. The
FDIC subjects Republic to similar capital requirements.

The risk-based capital standards are required to take adequate account of interest rate risk, concentration of credit risk
and the risks of non-traditional activities.

Interstate Banking

The Riegle-Neal Interstate Banking and Branching Efficiency Act of 1995 (the “Interstate Banking Law”) amended
various federal banking laws to provide for nationwide interstate banking, interstate bank mergers and interstate
branching. The interstate banking provisions allow for the acquisition by a bank holding company of a bank located in
another state.

Interstate bank mergers and branch purchase and assumption transactions were allowed effective September 1, 1998;
however, states may “opt-out” of the merger and purchase and assumption provisions by enacting a law that specifically
prohibits such interstate transactions. States could, in the alternative, enact legislation to allow interstate merger and
purchase and assumption transactions prior to September 1, 1999. States could also enact legislation to allow for de

Edgar Filing: REPUBLIC FIRST BANCORP INC - Form 10-K

17



novo interstate branching by out of state banks. In July 1997, Pennsylvania adopted “opt-in” legislation that allows
interstate merger and purchase and assumption transactions.

      Profitability, Monetary Policy and Economic Conditions

In addition to being affected by general economic conditions, the earnings and growth of Republic will be affected by
the policies of regulatory authorities, including the Pennsylvania Department of Banking, the FRB and the FDIC.  An
important function of the FRB is to regulate the supply of money and other credit conditions in order to manage
interest rates.  The monetary policies and regulations of the FRB have had a significant effect on the operating results
of commercial banks in the past and are expected to continue to do so in the future.  The effects of such policies upon
the future business, earnings and

9

Edgar Filing: REPUBLIC FIRST BANCORP INC - Form 10-K

18



growth of the Bank cannot be determined.  See “Management’s Discussion and Analysis of Operations and Financial
Condition - Results of Operations”.

Republic is not considered to be a “well known seasoned issuer.”

10
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Item 1A: Risk Factors

In addition to factors discussed elsewhere in this report and in “Management’s Discussion and Analysis of Results of
Operations and Financial Condition,” the following are some of the important factors that could materially and
adversely affect our business, financial condition and results of operations.

Our earnings are sensitive to fluctuations in interest rates.
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