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PART I - FINANCIAL INFORMATION
ITEM 1 - Financial Statements

REPUBLIC BANCORP INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS (Unaudited)

September 30, December 31,

(Dollars in thousands) 2001 2000
ASSETS
Cash and cash equivalents ...ttt eenenneeeennns S 67,784 $ 82,377
Mortgage loans held for sale ......c.oiiiiiiiiinnnnennnnn 350,738 385,207
Securities available for sale (amortized cost of
$382,042 and $212,183, respectively) ....iiiininennn.. 379,867 211,860
T TS o 1 3,565,312 3,771,676
Less allowance for 1oan 1O0SSES .t vt iiitneeeeeeneenns (28, 990) (28,450)
L S 0T o = 3,536,322 3,743,226
Premises and equipment . .......c.uiiiiiit ittt 31,458 36,094
Mortgage servicing rights .........cc .. 2,216 51,796
Other ASSEL S ittt ittt it ettt ittt e ettt ettt et e et 76,376 100,081
Total BSSELS vttt ittt ittt ettt ee ettt eeeeennaaeeeean S 4,444,761 $ 4,610,641
LIABILITIES
Noninterest-bearing deposits ...ttt nnnnnnnns S 248,053 $ 267,509
Interest-bearing deposits:
NOW ACCOUNE S vt ittt ittt ettt ettt eeeeaeeeeeenes 143,711 150,476
Savings and money market accounts ................ 800,312 590,056

Certificates of deposit .....iiiiiiiiii e, 1,505,906 1,720,485
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Total interest-bearing deposits .................. 2,449,929
Total deposSits ittt ittt et e e ettt e 2,697,982
Federal funds purchased and other short-term borrowings 142,000
FHLB AdVaANCES ittt ittt ittt et teetaeeeeeeneeaeeeeeenees 1,182,218
Accrued expenses and other liabilities ................ 68,229
Long-term debt ... ..ttt e e e e e e e e 13,500
Total liabilities ...ttt 4,103,929
Preferred stock of subsidiary ..........ciiiiiiiiinn.. 28,719

SHAREHOLDERS' EQUITY
Preferred stock, $25 stated value: $2.25 cumulative

and convertible; 5,000,000 shares authorized,

none issued and outstanding ..........c.c.c.iiiiiiean.. -
Common stock, $5 par value, 75,000,000 shares

authorized; 49,261,000 and 49,424,000 shares

issued and outstanding, respectively ............... 246,304
Capital SULPLUS vttt ittt ettt ettt et ettt eeeeeeeeeeaeens 41,236
Retained earnings . ...ttt ii ittt eeeeeeeeeannns 25,987
Accumulated other comprehensive 1loSs ........cciivee.... (1,414)

Total shareholders' equity ....cuiiiii i, 312,113

Total liabilities and shareholders' equity ....... S 4,444,761

2,728,526
1,729
1,383,513
125,790
47,500

4,287,058

28,719

247,119
44,961
2,994

(210)

See notes to consolidated financial statements.

REPUBLIC BANCORP INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME (Unaudited)

Three Months Ended
September 30,
(In thousands, except per share data) 2001 2000

Nine Months Ende
September 30,

2001

200

Interest Income:

Loans, including fees .....iiiiiiiiii et nnennnnns S 74,971 $ 87,2
Investment securities ......ii ittt ittt neennnn 4,584 3,6
Total interest income .......c..iiuiiiiinennnnn 79,555 90, 8

Interest Expense:

DEePOSIE S i e e e e e e e e e e e e e 27,453 33,0
Short-term borrowings ........oiiiiiiiineeeeennennns 1,076 4
FHLB AQdVaANCeS ittt ittt ittt eeeeeeeeeeeneeeneenns 15,727 22,8
Long-term debt ... ...ttt ettt e e 241 8

Total interest expense .........cceevieeeeen. 44,497 57,2
Net interest income ........ ittt inetineenennnnn 35,058 33,5

Provision for loan 10SSES .t vi ittt ittt eeeeeeennennn 2,000 1,6

33 12,282

98 91,263
47 2,535
67 55,320
59 1,209
71 150,327
80 106, 692

00 6,300



Edgar Filing: REPUBLIC BANCORP INC - Form 10-Q

Net interest income after provision for loan losses 33,058 31,980 100,392 96,

Noninterest Income:

Service Charges ...ttt i ittt et e e ettt 2,232 2,073 5,775 5,
Mortgage production revenue .........eeeeeeeennnennn. 6,013 13,441 40,520 42,
Net mortgage servicing (expense) revenue .......... 153 1,372 (281) 8,
Gain on sale of securities ...... ..., 404 - 934
Other noninterest 1ncCome . ......iiiiiiinetneennennn 1,176 1,083 2,540 3,
Gain on sale of subsidiary ........ciiiiiiiiiia.. - - 12,000

Total noninterest income ............c.c0o... 9,978 17,969 61,488 59,

Noninterest Expense:

Salaries and employee benefits .................... 12,198 17,485 49,152 55,
Occupancy expense of premises .........ccoeiiieeeno.. 2,391 3,320 9,017 10,
EQUIipmMENT EXPEeNSE v ittt ittt ettt et ettt eaeeeeeneens 1,464 2,192 6,217 6,
Other noninterest expense .........iiiiiiiinnnnnenn. 6,355 9,333 23,045 28,
Restructuring costs to exit mortgage servicing .... - - 19,000

Total noninterest expense ........ccviveee... 22,408 32,330 106,431 100,
Income before income taxes ......iiiiiiiineneennnn. 20,628 17,619 55,449 54,
Provision for income taxes .........iiiiiiiiiiieeenn 6,454 5,611 17,797 17,
Income before preferred stock dividends ........... 14,174 12,008 37,652 36,
Preferred stock dividends ............ 0., 681 681 2,042 2,
Net INCOME &ttt ittt ittt ettt ettt ettt e ettt eeeeeenn $ 13,493 $ 11,327 $ 35,610 $ 34,
Basic earnings per share .........c.ceeiiiiinnnnnnnn. S .27 S .23 S .72 $
Diluted earnings per share .........ccciiieiiennnnn. S .27 S .23 S .71 $
Average common shares outstanding - diluted ....... 50,241 49,821 50,181 49,
Cash dividends declared per common share .......... S .085 S .077 S .255 $

See notes to consolidated financial statements.

REPUBLIC BANCORP INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

Nine Months Ended September 30 (In thousands) 2001

Cash Flows From Operating Activities:
L= S 15's ¥ 1= $ 35,610 S
Adjustments to reconcile net income to net cash provided by
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operating activities:

Depreciation and amortization .. ... ..ttt itt ettt 6,020
Amortization and write-down of mortgage servicing rights .............. 20,253
Net gain on sale of mortgage servicing rights ......... ... ... (21,521)
Net gain on sale of securities available for sale .........iiiiiineo.. (934)
Net gain on sale Of 10alS v ittt it i it ettt tee et eeaeeeeeeeeeaeeens (1,314)
Net gain on sale Of sUDSIAIary v v it iii ittt ittt et et eeeaaeens (12,000)
Proceeds from sales of mortgage loans held for sale .........iiiiieen.. 3,322,772
Origination of mortgage loans held for sale .......ciiiiiiiiiennenneennn (3,505,987)
Net decrease 1n Other asset s .. i it ittt ittt ettt ettt eeetaeaeean 28,345
Net (decrease) increase in other liabilities ...... .. ennnn. (21,473)
(@ 3 ol o o 1 (2,094)
Total adjusStment s v ittt ettt it e e et ettt e ettt et e e (187,933)
Net cash (used in) provided by operating activities ............. (152,323)

Cash Flows From Investing Activities:

Proceeds from sale of securities available for sale ........iiiiiiietinennnnn 117,297
Proceeds from maturities/payments of securities available for sale ......... 6,484
Purchases of securities available for sale ......i ittt teeeeeeneenennn (274,977)
Proceeds from sale Of CONSUMET L10aANS .« i ittt i ittt ieeoeeeeeeneeneeeeeeneeneeen 39,485
Proceeds from sale of commercial and residential real estate loans ......... 61,533
Net decrease (increase) 1n loans made tO CUSLOMELS v it v ittt ittt teeeenenenn 107,368
Proceeds from sale of subsidiary and payments received on related borrowings 176,184
Proceeds from sale of mortgage servicing rights .......... ... 94,250
Additions to mortgage servicing rights ... ...ttt e e e e e e e (46,754)

Net cash provided by (used in) investing activities ............. 280,870

Cash Flows From Financing Activities:

Net (decrease) increase in depPosSits ..ttt ittt ittt et ettt e aeeeeeeenn (30,544)
Net increase (decrease) in short-term borrowings .........c..oiiiiiiimnnneen.. 140,271
Net decrease in short—-term FHLB AdVaAnCesS v vt vt vttt et eeeeeneneeeenenenenenenn (140,000)
Proceeds from long-term FHLB adVanCeS ..t iii et teenneeeeeeenneeeeeeenneenens 110,000
Payments on long-term FHLB advanCesS ...ttt eeeennnnneeeeeenennnnas (171,295)
Payments on long-term debt ... ...ttt et e e e e e e e e (34,000)
Net proceeds from issuance of common shares ..........iiiiiiiiietetennnneennn 4,384
Repurchase of common Shares .. ...ttt ittt ittt ettt taeeeeeeeeeneanns (9,328)
Dividends Pald .. ittt e e e e e e e e e e e e e et e e (12,628)

Net cash provided by (used in) financing activities ............. (143,140)
Net decrease in cash and cash equivalents ........ ittt etenneneenns (14,593)
Cash and cash equivalents at beginning of period ...........cciiiiiiiienn.. 82,377
Cash and cash equivalents at end of pPeriod ....... ittt ttneeeeeeennnnns $ 67,784

See notes to consolidated financial statements.

REPUBLIC BANCORP INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)

Note 1 - Basis of Presentation
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The accompanying unaudited consolidated financial statements of Republic Bancorp
Inc. and Subsidiaries (the "Company") have been prepared in accordance with
accounting principles generally accepted in the United States for interim
financial information and with the instructions to Form 10-Q and Rule 10-01 of
Regulation S-X. Accordingly, they do not include all of the information and
footnotes necessary for a comprehensive presentation of financial position,
results of operations and cash flow activity required by accounting principles
generally accepted in the United States for complete financial statements. In
the opinion of management, all normal recurring adjustments necessary for a fair
presentation of results have been included. For further information, refer to
the consolidated financial statements and footnotes thereto included in the
Company's Annual Report on Form 10-K for the year ended December 31, 2000.

Certain amounts in prior periods have been reclassified to conform to the
current year's presentation.

Note 2 - Principles of Consolidation

The consolidated financial statements include the accounts of the parent
company, Republic Bancorp Inc., and its wholly-owned banking subsidiary,
Republic Bank (including its subsidiaries Market Street Mortgage Corporation,
D&N Capital Corporation and Quincy Investment Services, Inc.). D&N Capital
Corporation and Quincy Investment Services, Inc. are wholly-owned subsidiaries
and Market Street Mortgage Corporation was an 80% majority-owned mortgage
company subsidiary that was sold on June 29, 2001. All significant intercompany
accounts and transactions have been eliminated in consolidation.

Note 3 - Consolidated Statements of Cash Flows

Supplemental disclosures of cash flow information for the nine months ended
September 30, include:

(In thousands) 2001 2000

Cash paid during the period for:
o ol ol Y $157,548 $156,477
INCOME LAXES vttt vt ittt eneeeeeeeennnnn S 6,819 14,959

Non-cash investing activities:
Loan charge-offs ......iiiiiiiiiieeeennnnn S 6,498 S 4,565

Note 4 - Earnings Per Share

The following table sets forth the computation of basic and diluted earnings per
share:

Three Months Ended
September 30,
(Dollars in thousands, except per share data) 2001 2000

Numerator for basic and diluted earnings per share:
Net INCOME ittt it ittt et e e ettt et eeeeee e S 13,493 S 11,327

Denominator for basic earnings per share-—-
weighted—-average shares .........iiiiiitiinnnen.o.. 49,462,296 49,559,129

$

49,482,219



Edgar Filing: REPUBLIC BANCORP INC - Form 10-Q

Effect of dilutive securities:

Employee stock options ..........iiiiiiiiinn.. 727,374 244,779 652, 945
L= = ol Y 51,327 17,456 46,062
Dilutive potential common shares ..... 778,701 262,235 699,007
Denominator for diluted earnings per share--adjusted
weighted-average shares for assumed conversions.. 50,240,997 49,821,364 50,181,226
Basic earnings per share .........iuiiiitennnnnnneens S .27 S .23 S .72
Diluted earnings per share ..........cccieeenennn. S .27 S .23 S .71
Note 5 - Comprehensive Income
The following table sets forth the computation of comprehensive income:
Three Months Ended Nine Months Ende
September 30, September 30,
(In thousands) 2001 2000 2001 2000
Net INCOME .t ittt ittt ettt et e et e et ettt e $ 13,493 $ 11,327 $ 35,610 S 34,7
Unrealized holding losses on securities, net of tax.. S (342) S 967 $ (597) $ 6
Reclassification adjustment for gains included
in net income, net of tax .........iiiiii.. (263) —— (607) (
Net unrealized losses on securities, net of tax ..... (605) 967 (1,204) 6
Comprehensive 1nCome . ......iiiiiiieetteeeeennneeeenns $ 12,888 $ 12,294 $ 34,4006 $ 35,3
7
Note 6 — Segment Information

The Company's operations are managed as two major business segments: (1)
commercial and retail banking and (2) mortgage banking. The commercial and
retail banking segment consists of commercial lending to small- and medium-sized
companies, primarily in the form of commercial real estate and Small Business
Administration (SBA) loans; mortgage portfolio lending; home equity lending; and
the deposit-gathering function. The mortgage banking segment is comprised of
mortgage loan production and mortgage loan servicing.

The following table presents the financial results of each business segment for
the three months ended September 30, 2001 and 2000.

Commercial and
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Retail Banking Mortgage Banking Consolidated
Three Months Ended, Three Months Ended, Three Months Ended
Sept. 30, Sept. 30, Sept. 30, Sept. 30, Sept. 30, Sept. 3

(In thousands) 2001 2000 2001 2000 2001 2000
Interest income ................. $70,221 $79,339 $ 9,334 $11,512 $79,555 $90, 85
Interest expense ..........ccee... 39,015 47,736 5,482 9,535 44,497 57,27
Net interest income(l) .......... 31,206 31,603 3,852 1,977 35,058 33,58
Provision for loan losses ....... 2,000 1,600 —— —— 2,000 1,60
Noninterest income .............. 3,815 3,156 6,163 14,813 9,978 17,96
Noninterest expense ............. 16,909 17,117 5,499 15,213 22,408 32,33

Income before taxes .......... $16,112 $16,042 $ 4,516 $ 1,577 $20,628 517,61

Preferred stock dividend ........ $ 681 $ 681 S - S - S 681 $ 68
INCOME LAXES vttt ittt e eennnn S 4,873 $ 5,059 $ 1,581 S 552 S 6,454 $ 5,61
Depreciation and amortization $ 1,190 $ 1,185 S 406 $ 3,093 $ 1,596 S 4,27
Capital expenditures ............ $ 741 $ 2,012 S 145 S 256 S 886 $ 2,26
Identifiable assets (in millions) $ 3,930 S 4,026 S 515 S 526 S 4,445 $ 4,55
Efficiency ratio ................ 48.85% 49.24% 54.91% 90.61% 50.21% 62.7
The following table presents the financial results of each business segment for
the nine months ended September 30, 2001 and 2000.
Commercial and
Retail Banking Mortgage Banking Consolidate

Nine Months Ended, Nine Months Ended, Nine Months E

Sept. 30, Sept. 30, Sept. 30, Sept. 30, Sept. 30, Se
(In thousands) 2001 2000 2001 (2) 2000 2001 (2)
Interest income ................. $218,483 $223,801 $ 38,536 $ 34,464 $257,019 $2
Interest expense ..........ccee... 125,164 129,945 25,163 27,451 150,327 1
Net interest income(l) .......... 93,319 93,856 13,373 7,013 106,692 1
Provision for loan losses ....... 6,300 4,800 - - 6,300
Noninterest income .............. 9,249 8,965 40,239 50,313 49,488
Noninterest expense ............. 46,011 49,536 41,420 51,150 87,431 1
Income before taxes ............. $ 50,257 $ 48,485 $ 12,192 S 6,176 S 62,449 S
Preferred stock dividend ........ S 2,042 S 2,042 S —— S —— S 2,042 S
INCOME LAXES vttt ittt teeeeeennnnn $ 15,980 $ 17,595 S 4,267 S 2,162 $ 20,247 S
Depreciation and amortization S 3,983 S 3,757 $ 6,333 $ 8,824 $ 10,316 S
Capital expenditures ............ S 2,223 S 2,702 S 412 $ 3,453 S 2,635 S
Identifiable assets (in millions) S 3,930 S 4,026 S 515 S 526 S 4,445 S
Efficiency ratio ................ 45.27% 48.22 77.26% 89.23% 56.32%
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(1) Net interest income for the mortgage banking segment is generated from the
interest earned on mortgage loans held for sale, less the interest expense
incurred on short-term borrowings used to fund loan production and servicing
acquisitions. The Company's internal funds transfer pricing charges the mortgage
banking segment an interest rate based on its overall cost of funds for the
loans held for sale balances and an interest rate based on the prime rate to
fund its servicing portfolio and operations.

(2) Excludes impact of $12.0 million gain on sale of subsidiary recorded in the
second quarter and the impact of $19.0 million charge related to the exit of the
residential mortgage servicing business recorded in the first quarter.

Note 8 - Accounting and Financial Reporting Developments

In June 1998, the Financial Accounting Standards Board ("FASB") issued Statement
No. 133, Accounting for Derivative Instruments and Hedging Activities, which was
amended in June 1999 by Statement No. 137, Accounting for Derivative Instruments
and Hedging Activities - Deferral of the Effective Date of FASB Statement No.
133, and in June 2000 by Statement No. 138, Accounting for Certain Derivative
Instruments and Certain Hedging Activities and is required to be adopted by the
Company in years beginning after June 15, 2000. The Statement requires companies
to recognize all derivatives on the balance sheet at fair value. Derivatives
that are not hedges must be adjusted to fair value through income. If the
derivative is a hedge, depending on the nature of the hedge, changes in the fair
value of derivatives will either be offset against the change in fair value of
the hedged assets, liabilities, or firm commitments through earnings or
recognized in other comprehensive income until the hedged item is recognized in
earnings. The ineffective portion of a derivative's change in fair value will be
immediately recognized in earnings.

The Company implemented Statement 133, as amended, effective January 1, 2001.
The cumulative effect of the adoption of Statement 133 was not material. For the
quarter and nine months ended September 30, 2001, the Company's hedging policies
using mandatory forward commitments, as they relate to Interest Rate Lock
Commitments and mortgage loans held for sale, were highly effective. Therefore,
the impact of Statement 133 on net income was immaterial.

In July 2001, the FASB issued Statement No. 141, Business Combinations and
Statement No. 142, Goodwill and Other Intangible Assets. These Statements
drastically change the accounting for business combinations, goodwill, and
intangible assets. Statement 141 eliminates the pooling-of-interests method of
accounting for business combinations except for qualifying business combinations
that were initiated prior to July 1, 2001. Statement 141 further clarifies the
criteria to recognize intangible assets separately from goodwill. The
requirements of Statement 141 are effective for any business combination
accounted for by the purchase method that is completed after June 30, 2001
(i.e., the acquisition date is July 1, 2001 or after).

Under Statement 142, goodwill and indefinite lived intangible assets are no
longer amortized but are reviewed annually (or more frequently if impairment
indicators arise) for impairment. Separable intangible assets that are not
deemed to have an indefinite life will continue to be amortized over their
useful lives (but with no maximum life). The amortization provisions of
Statement 142 apply to goodwill and intangible assets acquired after June 30,
2001. With respect to goodwill and intangible assets acquired prior to July 1,
2001, companies are required to adopt Statement 142 in their fiscal year
beginning after December 15, 2001.
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At September 30, 2001, the Company's goodwill balance was $1.3 million. As a
result, the Company does not expect the adoption of these Statements to have a
material impact on the financial position or results of operations.

Note 9 - Subsequent Event

In October 2001, Republic Capital Trust I, a Delaware business trust and
newly-formed subsidiary of the Company, issued $50 million of 8.60% Cumulative
Trust Preferred Securities (liquidation preference of $25 per preferred
security) . The trust preferred securities must be redeemed on December 31, 2031,
however, the Company has the option to redeem the securities at par any time
after December 31, 2006, subject to regulatory approval. The securities trade on
the Nasdag Stock Market under the symbol RBNCP. The Company used the net
proceeds to repay short-term indebtedness outstanding with an unaffiliated bank
and will use the remaining proceeds for general corporate purposes, for working
capital and for repurchases of its common stock.

ITEM 2: Management's Discussion and Analysis of Financial Condition and Results
of Operations

EARNINGS PERFORMANCE

The Company reported record net income for the third quarter of 2001 of $13.5
million, an increase of 19% over the $11.3 million earned in 2000. Diluted
earnings per share were $0.27 for the quarter, up 17% from $0.23 earned in 2000.
Net income for the quarter generated annualized returns of 1.22% on average
assets and 17.31% on average equity. These compare with annualized returns of
0.99% on average assets and 15.93% on average equity for the third quarter of
2000.

Net operating income for the nine months ended September 30, 2001 was $40.2
million, a 16% increase over the $34.7 million earned for the same period in
2000. Net operating income for the nine months ended September 30, 2001 excludes
the $7.8 million after-tax gain on the sale of Market Street Mortgage
Corporation recorded in the second quarter and the $12.35 million after-tax
restructuring costs to exit the mortgage servicing business recorded in the
first quarter. For the nine month period ended September 30, 2001, diluted net
operating earnings per share were $0.80, an increase of 14% over the $0.70
earned in 2000. Annualized returns on average assets and shareholders' equity
for the first nine months of 2001 were 1.16% and 17.72%, respectively.

RESULTS OF OPERATIONS

Mortgage Banking

The following discussion provides information that relates specifically to the
Company's mortgage banking line of business, which generates revenue from
mortgage loan production and mortgage loan servicing activities. Mortgage
banking revenue represents the largest component of the Company's total
noninterest income.

The Company closed $858 million in single-family residential mortgage loans in
the third quarter of 2001, compared to $547 million closed in the same period
last year. During the first nine months of 2001, mortgage loan closings were
$2.75 billion, compared to $1.75 billion for the comparable period in 2000. For
comparability, residential mortgage loan closings exclude Market Street Mortgage
loan closings of $394 million for the third quarter of 2000, and $1,194 million

10
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and $1,192 million for the nine months ended September 30, 2001 and 2000,
respectively. Mortgage loan closing volumes during the first nine months of 2001
increased primarily due to the declining interest rate environment which has
resulted in a higher level of mortgage refinance activity. Refinancings for the
third quarter of 2001 represented approximately 45% of total closings compared
to 18% in the third quarter of 2000. During the first nine months of 2001,
refinancings represented approximately 55% of total closings compared to 15% for
the same period of 2000.

The following table summarizes the Company's income from mortgage banking
activities:

Three Months Ended Nine Months Ended
September 30, September 30,
(In thousands) 2001 2000 2001 2000
Mortgage loan production revenue (1) .............. $ 6,013 $ 13,441 $ 40,520 $ 42,179
Net mortgage loan servicing revenue (expense) (2).. 153 1,372 (281) 5,916
Gain on sale of bulk servicing .............. . ..., —— —— —— 2,218
Total mortgage banking revenue .............. $ 6,166 $ 14,813 $ 40,239 $ 50,313
(1) Includes fee revenue derived from the loan origination process (i.e.,

points collected), gains on the sale of mortgage loans and gains on the
sale of mortgage servicing rights released concurrently with the underlying
loans sold, net of commissions paid to loan originators.

(2) Includes servicing fees, late fees and other ancillary charges, net of
amortization.

10

For the three months ended September 30, 2001, mortgage banking revenue
decreased $8.6 million, or 58%, to $6.2 million from $14.8 million a year
earlier. For comparability, when excluding the impact of Market Street Mortgage
Corporation, mortgage banking revenue for the third quarter of 2000 was $6.8
million. The slight decrease is primarily due to a reduction in the Company's
gross income on loans sold. The ratio of mortgage production revenue (before
commissions) to mortgage loans sold decreased from 2.40% for the third quarter
of 2000 to 2.18% for the third quarter of 2001.

For the nine months ended September 30, 2001, mortgage banking revenue decreased
$10.1 million, or 20%, compared to the same period a year ago. For
comparability, when excluding the effects of Market Street Mortgage Corporation
for the nine months ended September 30, 2000, mortgage banking revenue increased
$540,000, which is the result of a $3.9 million increase in mortgage loan
production revenue, offset by a $3.4 million decrease in mortgage loan servicing
revenue and gains on sale of bulk servicing. The increase in mortgage loan
production revenue reflects the increase in mortgage loan closing volumes
discussed earlier.

At the end of the first quarter of 2001 the Company elected to exit the
residential mortgage servicing business and reduced mortgage servicing rights by
$16.1 million to reflect the current market value of the servicing portfolio. A
sale agreement regarding Market Street's mortgage servicing portfolio was
subsequently signed in April 2001 with an unaffiliated company. The Company

11
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completed the sale of Market Street's mortgage servicing portfolio during the
second quarter.

For the quarter ended September 30, 2001, net mortgage loan servicing revenue
was $153,000 compared to $1.4 million for the quarter ended September 30, 2000.
For the nine months ended September 30, 2001, net mortgage loan servicing
expense was $281,000 compared to net mortgage loan servicing revenue of $5.9
million in 2000. These decreases in revenue primarily reflect a reduction in the
average mortgage loan servicing portfolio as loans serviced for others averaged
$133 million for the third quarter of 2001 compared to $2.6 billion in 2000. The
Company expects to sell all mortgage servicing rights concurrently with the sale
of the underlying loans.

Commercial and Retail Banking

The remaining disclosures and analyses within Management's Discussion and
Analysis regarding the Company's results of operations and financial condition
relate principally to the commercial and retail banking line of business.

Net Interest Income

The following discussion should be read in conjunction with Tables I and II on
the following pages, which provide detailed analyses of the components impacting
net interest income for the three and nine months ended September 30, 2001 and
2000.

Net interest income, on a fully taxable equivalent (FTE) basis, was $36.0
million for the third quarter of 2001, an increase of $2.5 million, or 7%, over
the third quarter of 2000. This increase was primarily the result of an increase
in the net interest margin and the mix of the Company's interest-bearing
liabilities. The net interest margin (FTE) was 3.36% for the quarter ended
September 30, 2001, an increase of 29 basis points from 3.07% in 2000. The
increase in the margin was due to the Company's cost of funds on
interest-bearing liabilities decreasing more than the decline in yield on
earning assets.

Net interest income for the quarter also increased due to interest expense
declining more than interest income. Total interest expense for the quarter
declined primarily due to the reduction in the average balances of the
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Company's higher cost interest-bearing liabilities of time deposits and FHLB
advances of $355 million compared to the third quarter of 2000. The decrease was
partially offset by increases in the average balances of lower cost
interest-bearing demand deposits, savings deposits and short-term borrowings of
$175 million. The decrease in average interest-bearing liabilities was primarily
due to the net decrease in average interest-earning assets compared to the third
quarter of 2000 of $112 million.

For the nine months ended September 30, 2001, net interest income (FTE) was
$108.6 million, an increase of $7.7 million, or 8%, over the first nine months
of 2000. The net interest margin (FTE) for the nine months ended September 30,
2001, rose 12 basis points to 3.27% from 3.15% for the comparable period in
2000. The increase in the net interest margin was primarily due to the Company's
cost of funds on interest bearing liabilities decreasing more than the decline
in yield on earning assets during the first nine months of 2001.

Noninterest Expense

12
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For the quarter ended September 30, 2001, total noninterest expense decreased
$9.9 million, or 31%, to $22.4 million compared to $32.3 million for the third
quarter of 2000. For comparability, when excluding the expenses of Market Street
Mortgage from the third quarter of 2000, total noninterest expense decreased
$1.7 million or 7%. The decrease reflects a $649,000, or 5%, decrease in
salaries and employee benefits expense and a decrease of $845,000, or 12%, in
other noninterest expense. Excluding the expenses of Market Street Mortgage from
the nine month periods ending September 30, 2001 and 2000, total noninterest
expense decreased $1.9 million, or 3%, to $70.4 million from $72.3 million in
2000. This decrease is primarily the result of decreases in salaries and
employee benefits expense and other noninterest expense. The decreases for the
quarter and nine months ended September 30, 2001 reflect cost savings associated
with the integration of D&N Bank and Republic Banc Mortgage into Republic Bank
which took place in December 2000.
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Table I - Quarterly Net Interest Income and Rate/Volume Analysis (FTE)

Three Months Ended
September 30, 2001

Average Average
(Dollar amounts in thousands) Balance Interest Rate
Average Assets:
Short-term investments .........cciiiiiiiennnneeen. $ 783 S 7 3.53%
Mortgage loans held for sale ......c.ciiiiiiennnnn. 371,944 6,656 7.16
Investment securities ...... ittt 328,514 5,568 6.72
Portfolio loans(1l):
Commercial 1oaANS .t vitieteeeeeeeeeeeeeeneenenan 1,294,169 26,406 7.98
Real estate mortgage 1loans ........oeeeeeennnnn. 1,678,019 29,460 7.02
Installment 10anS .« vttt ttneeeeeeeenneeeenns 597,519 12,449 8.27
Total loans, net of unearned income ..... 3,569,707 68,315 7.58
Total interest-earning assets ............... 4,270,948 80,546 7.48
Allowance for 10an 10SSES it it inteneeneeneennenn (28,846)
Cash and due from banks .......iiiiiiiiennenenns 61,085
Other aSSeL S i ittt ittt it ettt et e et ettt ee e 104,533
TOLAl ASSEE S vttt ittt ettt e ettt $ 4,407,720
Average Liabilities and Shareholders' Equity:
Interest-bearing demand deposits ................. $ 147,490 456 1.23
Savings deposSits . ii ittt e e e e e e e e e 773,706 5,845 3.00
Time depPOSits v ittt ittt ettt ettt 1,551,950 21,152 5.41
Total interest-bearing deposits ............... 2,473,146 27,453 4.40
Short-term borrowings .........oiiiiiiineeneennnenns 115,021 1,076 3.66
FHLB AdVaANCES i ittt ittt et tteeteetneeeeeeneeaenens 1,185,631 15,727 5.19
Long-term debt ... ...ttt e e e e 13,500 241 7.14
Total interest-bearing liabilities .......... 3,787,298 44,497 4.64
Noninterest-bearing deposits .........c.ciiiiin.. 232,274
Other liabilities ...ttt n e neeeeeeeeennnnns 47,702
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Total liabilities ...t 4,067,274
Preferred stock of subsidiary .................... 28,719
Shareholders' equUity ...ttt ittt ittt et 311,727
Total liabilities and shareholders' equity... $ 4,407,720
Net interest income/rate spread (FTE) ............ S 36,049

Net interest margin (FTE) ...ttt iiienneeeennn

Increase (decrease) due to change in: Volume (2) Rate (2)
Short-term investments ...........cc00u... S (34) S (18)
Mortgage loans held for sale ............ (707) (1,188)
Investment securities .........c..cc0i.... 2,381 (400)

Portfolio loans(l):

Commercial 1oans . .vuvieeeeeenenenn 5,142 (3,535)
Real estate mortgage loans ........... (5,313) (2,167)
Installment loans ........ueeieeeneenenn. (3,1006) (1,373)
Total loans, net of unearned income. (3,277) (7,073)
Total interest income .............. (1,637) (8,681)
Interest-bearing demand deposits ........ 164 (146)
Savings deposits ...t i e 305 (287)
Time deposits ..ottt (2,231) (3,450)
Total interest-bearing deposits ....... (1,762) (3,883)
Short-term borrowings ............ccoe.... 908 (279)
FHLB AGdVaAnCeS vttt ittt ettt eeeeeeeenaenns (3,361) (3,779)
Long-term debt ........c.0iiiiiitiiiiee... (607) (11)
Total interest expense ............. (4,822) (7,952)
Net interest income ...........0.0.... $ 3,185 S (729)

(1) Non-accrual loans and overdrafts are included in average balances.

(2) Rate/volume variances are proportionately allocated to rate and volume based
on the absolute value of the change in each.
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Table II - Year-to-Date Net Interest Income and Rate/Volume Analysis (FTE)

Nine Months Ended
September 30, 2001
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(Dollar amounts in thousands)

Average Assets:
Short-term investments .........ccuiiiiiineeennnnnen.
Mortgage loans held for sale ......coiiiiiiinnennn.
Investment securities ........iii ittt
Portfolio loans(1l):
Commercial 1oaANS i it eeeeeeeeeneeeeeeeeannns
Real estate mortgage 1loans .......eeeeeeennnnnenn.
Installment 10aNS ..ttt ttneeeeeeeenneeenns

Total loans, net of unearned income ...............
Total interest-earning assets ................
Allowance for 1oan l0SSES ittt teeeeeennnenens
Cash and due from banks ........ ... ...,
Other asselts ...ttt it i ittt it i i
Total @SSeLS v iiiii ittt ittt ittt
Average Liabilities and Shareholders' Equity:
Interest-bearing demand deposits ..................
Savings deposSits .t ui ittt e e e e e e
Time deposits ittt it i e
Total interest-bearing deposits ................
Short-term borrowings ........oiiiiiiineeeeeennennns
FHIB QdVaAnCeS .t i vt i ittt ettt nennnnneeeeeeeennnnnees
Long-term debt ... ..ttt e et e e e

Total interest-bearing liabilities ...........

Noninterest-bearing deposits ........c.c.ciiiiinn..
Other liabilities ...ttt ittt iiiieeeenn

Total liabilities ...ttt eennnnn
Preferred stock of subsidiary ........... ... ..

Shareholders' equUity ...ttt ittt ittt

Total liabilities and shareholders' equity

Net interest income/Rate spread (FTE) .............

Net interest margin . ... ..t it tmneeeeeeeannnn

Increase (decrease) due to change in:

Short-term investments .....................
Mortgage loans held for sale ...............
Investment securities ...........iiiiiiiiann..
Portfolio loans(l):

Commercial 10ansS ... uiieeeeeennneeeenns

Average Average
Balance Interest Rate
S 2,720 $ 94 4.63%
524,455 29,383 7.47
262,917 14,119 7.18
1,234,777 78,711 8.41
1,776,498 95,828 7.19
618,701 40,815 8.82
3,629,976 215,354 7.88
4,420,068 258,950 7.79
(28,961)
66,639
141,889
$ 4,599,635
S 146,938 1, 1.52
696,523 18,076 3.47
1,634,397 71,521 5.85
2,477,858 91,263 4.03
77,092 2,535 4.34
1,349,438 55,320 5.41
22,333 1,209 7.22
3,926,721 150,327 5.09
269,676
72,362
4,268,759
28,719
302,157
$ 4,599,635
$ 108,623 2.70%
3.27%
Volume (2) Rate (2)
$ 7 $ (26)
4,992 (2,335)
3,415 (199)
16,445 (4,673)
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Real estate mortgage loans .............. (6,715)
Installment 1oANS ...ttt ittt ittt (8,330)
Total loans, net of unearned income ... 1,400
Total interest income ................. 9,814
Interest-bearing demand deposits ........... 451
Savings deposits ..ttt e e e (621)
Time deposits ittt ittt et iiieeeeenn 459
Total interest-bearing deposits .......... 289
Short-term borrowings ..........iiieienenen.. 648
FHLIB advVanCeS .t vt vttt eeennnnnneeeeens 827
Long-term debt .........c0iiiiiiiiiiiiiien. (1,627)
Total interest expense ...........c.c.c... 137

Net interest income .........coiieueen.. S 9,677 S

(1) Non-accrual loans and overdrafts are included in average balances.

(2) Rate/volume variances are proportionately allocated to rate and volume based
on the absolute value of the change in each.
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BALANCE SHEET ANALYSIS

At September 30, 2001, the Company had $4.44 billion in total assets, a decrease
of $165.9 million, or 4%, from $4.61 billion at December 31, 2000. The decrease
is primarily the result of the sale of Market Street Mortgage Corporation and
its related assets and a decrease in the Company's portfolio of residential real
estate mortgage and installment loans.

Securities

Investment securities available for sale increased $168.0 million, to $379.9
million, representing 8.5% of total assets at September 30, 2001. At December
31, 2000, the investment securities portfolio totaled $211.9 million, or 4.6% of
total assets. During the first nine months of 2001, the Company sold $116.4
million of investment securities and realized gross gains and losses on the
sales of available for sale securities of $963,000 and $29,000, respectively.

The Company's investment securities portfolio, while serving as a secondary
source of earnings, carries relatively minimal principal risk and contributes to
the management of interest rate risk and liquidity risk. The debt securities
portfolio is comprised primarily of municipal securities and collateralized
mortgage obligations. The Company's equity securities portfolio consists
primarily of NetBank, Inc. common stock.

The following table details the composition, amortized cost and fair value of
the Company's investment securities portfolio at September 30, 2001:
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Securities Available for Sale

Gross Gross
Amortized Unrealized Unrealized
(In thousands) Cost Gains Losses
Debt Securities:
U.S. Treasury and Government agency securities ... $ 9,603 $ 70 S 123
Collateralized mortgage obligations .............. 75,277 154 452
Interest-only certificates ......... ... 64 - -
Mortgage-backed securities .........c.c.c.i i 2,055 49 -
Municipal and other securities ................... 198,369 2,269 696
Total debt securities ........iiiiiiiiinnn.. 285,368 2,542 1,271
Equity securities . ...ttt ittt et 17,619 - 3,446
Investment in FHLB & ittt ittt ittt ittt eeetneeneeaneenns 79,055 - -
Total securities available for sale .............. $382,042 $ 2,542 S 4,717

Estimate
Fair
Value

$ 9,550
74,979
64

2,104
199, 942
286,639
14,173
79,055

Certain securities having a carrying value of approximately $10.0 million and
$58.7 million at September 30, 2001 and December 31, 2000, respectively, were
pledged to secure FHLB advances and public deposits as required by law.

Mortgage Loans Held for Sale

Mortgage loans held for sale were $350.7 million at September 30, 2001 compared
to $385.2 million at December 31, 2000. Excluding Market Street Mortgage's
mortgage loans held for sale balance of $176.1 million at December 31, 2000, the
mortgage loans held for sale balance increased $141.6 million since year-end.
This increase was caused by an increase in residential mortgage loan closings
during the third quarter of 2001 over the fourth quarter of 2000 (loans closed
generally remain in loans held for sale for 30 to 60 days after closing).
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Portfolio Loans

Total portfolio loans were $3.57 billion at September 30, 2001, a decrease of
$206.4 million, or 5%, from $3.77 billion at December 31, 2000. This decrease
was due to decreases in the residential real estate mortgage and consumer
indirect loan portfolios which were partially offset by an increase in the
commercial loan balance.

The commercial portfolio loan balance increased $188.4 million during the first
nine months of 2001, for an annualized growth rate of 22%, reflecting continued
strong demand for real estate-secured lending in markets served by the Company.
During the third quarter of 2001 and 2000, the Company closed $8.4 million and
$6.2 million, respectively, in Small Business Administration (SBA) loans. For
the first nine months of 2001 and 2000, SBA loan closings were $22.9 million and
$25.2 million, respectively. The Company sold $9.2 million and $10.3 million of
the guaranteed portion of SBA loans in the first nine months of 2001 and 2000,
respectively, resulting in gains of $424,000 and $403,000, respectively.

The residential mortgage portfolio loan balance decreased $316.1 million, or
16%, since year—-end 2000 to $1.65 billion at September 30, 2001. The decrease in
residential mortgage loans was due to a significant increase of loans being
refinanced from the residential mortgage loan portfolio. The Company refinanced
a significant portion of these mortgage portfolio loans, which are subsequently
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reflected as loans held for sale.

The installment loan portfolio decreased $78.6 million at September 30, 2001
compared to December 31, 2000, primarily to due to loan sales and runoff from
the indirect consumer loan portfolio. During the first nine months of 2001, the
Company sold $39 million of indirect marine and RV loans. There was no material
gain on the sale. The direct consumer loan portfolio increased $31.0 million, or
7% at September 30, 2001 compared to year-end 2000.

The following table provides further information regarding the Company's loan
portfolio:

September 30, 2001 December 31, 2000
(Dollars in thousands) Amount Percent Amount Percent
Commercial loans:
Commercial and industrial ......... S 69,431 1.9% $ 79,544 2.1%
Commercial real estate mortgage ... 1,251,237 35.1 1,052,748 27.9
Total commercial loans ....... 1,320,668 37.0 1,132,292 30.0
Residential real estate mortgages .... 1,648,277 46.2 1,964,394 52.1
Installment loans:
Consumer direct .........oviee.o.. 490,399 13.8 459,359 12.2
Consumer indirect ............... 105,968 3.0 215,631 5.7
Total installment loans ..... 596,367 16.8 674,990 17.9
Total portfolio loans ......... $3,565,312 100.0% $3,771,676 100.0%

Credit Quality

The Company attempts to minimize credit risk in the loan portfolio by focusing
primarily on real estate-secured lending (i.e., commercial real estate mortgage
loans, commercial real estate construction loans, residential real estate
mortgage loans, residential real estate construction loans, and home equity
loans) . As of September 30, 2001, such loans comprised approximately 93% of
total portfolio loans. The Company's general policy is to originate conventional
residential real estate mortgages with loan-to-value ratios of 80% or less and
SBA-secured loans or real estate-secured commercial loans with loan-to-value
ratios of 75% or less and secured by personal guarantees.

The substantial majority of the Company's residential mortgage loan production
is underwritten in compliance with the requirements for sale to or conversion to
mortgage-backed securities issued by Freddie Mac, the Federal National Mortgage
Association (FNMA), or the Government National Mortgage Association (GNMA) .
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The majority of the Company's commercial loans is secured by real estate and is
generally made to small and medium-size businesses. These loans are made at
rates based on the prevailing prime interest rates of Republic Bank, as well as
fixed rates for terms generally ranging from three to five years. Management's
emphasis on real estate-secured lending and adherence to conservative
underwriting standards is reflected in the Company's historically low net
charge-offs.

Non-Performing Assets

Non-performing assets consist of non-accrual loans and other real estate owned
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(OREO) . OREO represents real estate properties acquired through foreclosure or
by deed in lieu of foreclosure. Commercial loans, residential real estate
mortgage loans and installment loans are generally placed on non-accrual status
when principal or interest is 90 days or more past due, unless the loans are
well-secured and in the process of collection. In all cases, loans may be placed
on non-accrual status earlier when, in the opinion of management, reasonable
doubt exists as to the full, timely collection of interest or principal.

The following table summarizes the Company's non-performing assets and 90-day
past due loans:

September 30, December 31,
(Dollars in thousands) 2001 2000

Non-Performing Assets:
Non-accrual loans:

(@) 1111113 a1 = B S 6,842 $ 5,499
Residential real estate mortgages ........ooieeeeeennn. 18,920 13,429
Installment ..ttt ittt et ettt e ettt et et e 3,092 2,167
Total non-performing loans ........oeeeeeeennennennns 28,854 21,095
Other real estate owned ........iiiii ittt tneeennenennn 3,847 4,906
Total non-performing assets ......eiiiiennnneeeeenns $32,701 $26,001

Non-performing assets as a percentage of:

Portfolio loans and OREO ...ttt ittt tneeeeeeeeannnn .92% .69%
Portfolio loans, mortgage loans held for

sale and OREO ..ttt ittt et eeeee et eaeeeeeneens .83% .62%
TOLAl ASSEL S i ittt ittt et ettt et e et e .74% .56%

Loans past due 90 days or more and still accruing interest:

(02311110 at o T $ 16 $ 209
Residential real estate ......ciii ittt eennnnnns - -
Installment ...ttt ittt e e e e e e et - -

Total loans past due 90 days Or MOYe ........ceeeene.. S 16 $ 209

At September 30, 2001, approximately $41.2 million, or 1.16% of total portfolio
loans were 30-89 days delinquent, compared to $45.2 million, or 1.20%, at
December 31, 2000.

Provision and Allowance for Loan Losses

The allowance for loan losses represents the Company's estimate of probable
credit losses related to specifically identified loans as well as probable
credit losses inherent in the remainder of the loan portfolio that have been
incurred as of the balance sheet date. The allowance for loan losses is
maintained at an adequate level through additions to the provision for loan
losses. An appropriate level of the general allowance is determined based on the
application of projected risk percentages to graded loans by categories. In
addition, specific reserves are established for individual loans when deemed
necessary by management. Management also considers other

17



Edgar Filing: REPUBLIC BANCORP INC - Form 10-Q

factors when determining the unallocated allowance, including loan quality,
changes in the size and character of the loan portfolio, consultation with
regulatory authorities, amount of nonperforming loans, delinquency trends and
economic conditions and industry trends.

SFAS No. 114, Accounting By Creditors for Impairment of a Loan, as amended by
SFAS No. 118, considers a loan impaired when it is probable that payment of
principal and interest will not be collected in accordance with the contractual
terms of the original loan agreement. Consistent with this definition, all
non-accrual and restructured loans (with the exception of residential mortgage
and consumer installment loans) are impaired. An impaired loan for which it is
deemed necessary to record a specific allowance is, typically, written down to
the fair value of the underlying collateral at the time it is placed in
non-accrual status via a direct charge-off against the allowance for loan
losses. Consequently, those impaired loans not requiring a specific allowance
represent loans for which the fair value of the underlying collateral equaled or
exceeded the recorded investment in the loan. All impaired loans were evaluated
using the fair value of the underlying collateral as the measurement method.

It must be understood, however, that inherent risks and uncertainties related to
the operation of a financial institution require management to depend on
estimates, appraisals and evaluations of loans to prepare the Company's
financial statements. Changes in economic conditions and the financial prospects
of borrowers may result in abrupt changes to the estimates, appraisals or
evaluations used. In addition, if actual circumstances and losses differ
substantially from management's assumptions and estimates, the allowance for
loan losses may not be sufficient to absorb all future losses, and net income
could be significantly impacted.

Gross loan charge-offs increased $1.9 million to $6.5 million for the nine
months ended September 30, 2001 compared to $4.6 million for the same period of
2000. The increase is primarily related to charge-offs of certain commercial
loans during the first nine months of 2001. The Company recorded provision for
loan losses of $6.3 million for the nine months ended September 30, 2001
compared to $4.8 million for 2000 as a result the increase in charge-offs.

The following table provides an analysis of the allowance for loan losses:

Nine Months Ended
September 30,
(Dollars in thousands) 2001 2000

Allowance for loan losses:

Balance at JanuUary L v vttt i et eneeeeeeeeeeeenneeeeeseeeennnneees $ 28,450 $ 27,128
Loans charged oOff ...ttt i ittt e e et ettt e e (6,498) (4,565)
Recoveries of loans previously charged off ................. ... 738 1,016

Net charge—0ffs ..ttt ittt e e e e e et et e e et eeaeeens (5,760) (3,549)
Provision charged Lo eXpPense ...ttt iie ettt eneeeeeeneanns 6,300 4,800
Balance at September 30 ...ttt ittt ettt e $ 28,990 $ 28,379

Annualized net charge-offs as a percentage of average loans

(including loans held for sale) ...ttt tneeeeeeeeenns .18% .12%
Allowance for loan losses as a percentage of total portfolio loans
outstanding at period—end ......... ittt e .81 .76

Allowance for loan losses as a percentage of non-performing
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I T o 100.47 125.77
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Off-Balance Sheet Instruments

At September 30, 2001, the Company had outstanding $336 million of commitments
to fund residential real estate loan applications with agreed-upon rates
(Interest Rate Lock Commitments). Interest Rate Lock Commitments and holding
residential mortgage loans for sale to the secondary market exposes the Company
to interest rate risk during the period from application to when the loan is
sold to the investors. To minimize this exposure to interest rate risk, the
Company enters into firm commitments to sell such mortgage loans and Interest
Rate Lock Commitments at specified future dates to various third parties.

At September 30, 2001, the Company had outstanding mandatory forward commitments
to sell $631 million of residential mortgage loans, of which $351 million
covered mortgage loans held for sale and $280 million covered Interest Rate Lock
Commitments. These outstanding forward commitments to sell mortgage loans are
expected to settle in the fourth quarter of 2001 without producing any material
gains or losses.

The Company implemented FAS 133, as amended effective January 1, 2001. The
cumulative effect of the adoption of FAS 133 was not material. For the nine
months ended September 30, 2001, the Company's hedging policies using mandatory
forward commitments, as they relate to Interest Rate Lock Commitments and
mortgage loans held for sale, were highly effective. Therefore, the impact of
FAS 133 on net income was immaterial.

LIABILITIES

Total liabilities were $4.10 billion at September 30, 2001, a $183 million, or
4% decrease from $4.29 billion at December 31, 2000. This decrease was primarily
due to decreases in FHLB advances (used to fund mortgage loans held for sale)
and accrued expenses and other liabilities related to Market Street Mortgage.

Deposits

Total deposits decreased $30.5 million, or 1%, to $2.70 billion at September 30,
2001 from $2.73 billion at December 31, 2000. Noninterest bearing deposits were
down $19 million and certificates of deposit were down $215 million at September
30, 2001 while savings and money market accounts increased $210 million from
year—end.

Short-Term Borrowings

Short-term borrowings with maturities of less than one year, along with the
related average balances and interest rates for the nine months ended September
30, 2001 and the year ended December 31, 2000, were as follows:

September 30, 2001 December 31, 2
Average
Ending Average Rate During Ending Average
(Dollars in thousands) Balance Balance Period Balance Balance
Federal funds purchased .......... $131,000 S 69,639 4.22% S - $ 53,687
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Other short-term borrowings ...... 11,000 7,453 5.41 1,729

$ 77,092 4.34% $ 1,729

Total short-term borrowings

At September 30, 2001, other short-term borrowings consisted of treasury, tax
and loan (TT&L) demand notes and amounts owed by the parent company under a
revolving credit agreement. At December 31, 2000, other short-term borrowings
consisted of treasury, tax and loan (TT&L) demand notes.
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FHLB Advances

Republic Bank routinely borrows short- and long-term advances from the Federal
Home Loan Bank (FHLB) to provide fund mortgage loan originations and to minimize
the interest rate risk associated with certain fixed rate commercial and
residential mortgage portfolio loans and investment securities. These advances
are generally secured under a blanket security agreement by first mortgage loans
with an aggregate book value equal to at least 145% of the advances.

FHLB advances outstanding at September 30, 2001 and December 31, 2000, were as
follows:

September 30, 2001

December 31, 2000

Average Average
Ending Rate At Ending Rate At
(Dollars in thousands) Balance Period-End Balance Period-End
Short-term FHLB advances $ 415,000 4.12% $ 555,000 6.08%
Long-term FHLB advances 767,218 5.65 828,513 5.82
Total .....vvnnn... $1,182,218 5.11% $1,383,513 5.92%

The long-term FHLB advances have original maturities ranging from October 2001
to October 2017.

Long-Term Debt
Obligations with original maturities of more than one year consisted of the
following:

September 30, December 31,

(Dollars in thousands) 2001 2000

7.17% Senior Debentures due 2001 ............. S - $25,000
6.75% Senior Debentures due 2001 ............. - 9,000
6.95% Senior Debentures due 2003 ............. 13,500 13,500

Total long-term debt ..................

The Company paid-off the 7.17% Senior Debentures and the 6.75% Senior Debentures
on April 1, 2001 and January 15, 2001, respectively, in accordance with the
terms of the debenture agreements.
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CAPITAL

Shareholders' equity was $312.1 million at September 30, 2001, a $17.2 million,
or 6%, increase from $294.9 million at December 31, 2000. This increase
primarily resulted from the retention of $13.7 million in earnings after the
payment of dividends and the repurchase of 703,000 shares of common stock during
the first nine months of 2001.

The Company is subject to regulatory capital requirements administered by
federal banking agencies. Failure to meet minimum capital requirements can
initiate actions by regulators that, if undertaken, could have an effect on the
Company's financial statements. Capital adequacy guidelines require minimum
capital ratios of 8.00% for Total risk-based capital, 4.00% for Tier 1
risk-based capital and 3.00% for Tier 1 leverage. To be considered
well-capitalized under the regulatory framework for prompt corrective action,
minimum capital ratios of 10.00% for Total risk-based capital, 6.00% for Tier 1
risk-based capital and 5.00% for Tier 1 leverage must be maintained.
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As of September 30, 2001, the Company met all capital adequacy requirements to
which it is subject and management does not anticipate any difficulty in meeting
these requirements on an ongoing basis. The Company's capital ratios were as
follows:

September 30, December 31,

2001 2000
Total capital to risk-weighted assets (1)........... 11.40% 10.38%
Tier 1 capital to risk-weighted assets (1).......... 10.49 9.50
Tier 1 capital to average assets (1) ......ccvive.o... 7.54 6.82

(1) As defined by the regulations.

As of September 30, 2001, the Company's total risk-based capital was $360.7
million and Tier 1 risk-based capital was $331.7 million, an excess of $44.4
million and $141.9 million, respectively, over the minimum guidelines prescribed
by regulatory agencies for a well-capitalized institution. In addition, Republic
Bank had regulatory capital ratios in excess of the minimum levels established
for well-capitalized institutions.

Forward-Looking Statements

The section that follows entitled "Market Risk Management" contains certain
forward-looking statements within the meaning of the Private Securities
Litigation Reform Act of 1995. These forward-looking statements involve certain
risks, uncertainties, estimates and assumptions by management, which may cause
actual results to differ materially from those contemplated by such statements.

MARKET RISK MANAGEMENT

Market risk is the risk of loss arising from adverse changes in the fair value
of financial instruments due to changes in interest rates, foreign exchange
rates and equity prices. The Company's market risk exposure is composed entirely
of interest rate risk. Interest rate risk arises in the normal course of
business to the extent that there is a difference between the amount of the
Company's interest-earning assets and interest-bearing liabilities that are
prepaid/withdrawn, reprice or mature in specified periods.
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The primary objective of asset and liability management is to maintain stability
in the level of net interest income by producing the optimal yield and maturity
mix of assets and liabilities within the interest rate risk limits set by the
Company's Asset and Liability Management Committee (ALCO) and consistent with
projected liquidity needs and capital adequacy requirements. The Company's ALCO,
which meets weekly, is responsible for reviewing the interest rate sensitivity
position of the Company and establishing policies to monitor and limit exposure
to interest rate risk.

The Company utilizes two complementary quantitative tools to measure and monitor
interest rate risk: static gap analysis and earnings simulation modeling. Each
of these interest rate risk measurements has limitations, but when evaluated
together, they provide a reasonably comprehensive view of the exposure the
Company has to interest rate risk.

Static Gap Analysis: Static gap analysis is utilized at the end of each month to
measure the amount of interest rate risk embedded in the balance sheet as of a
point in time. It does this by comparing the differences in the repricing
characteristics of interest-earning assets and interest-bearing liabilities. A
gap 1s defined as the difference between the principal amount of
interest-earning assets and interest-bearing liabilities that reprice within a
specified time period. This gap provides a general indication of the sensitivity
of the Company's net interest income to interest rate changes. Consequently, if
more assets than liabilities reprice or mature in a given period, resulting in
an asset sensitive position or positive gap, increases in market interest rates
will generally benefit net interest income because earning asset rates will
reflect the changes more quickly. Alternatively,
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where interest-bearing liabilities reprice more quickly than interest-earning
assets, resulting in a liability sensitive position or negative gap, increases
in market interest rates will generally have an adverse impact on net interest
income. At September 30, 2001, the Company's cumulative one-year gap was a
positive 8.15% of total earning assets.

The Company's current policy is to maintain a mix of asset and liabilities with
repricing and maturity characteristics that permit a moderate amount of
short-term interest rate risk based on current interest rate projections,
customer credit demands and deposit preferences. The Company generally operates
in a range of plus or minus 10% of total earning assets for the cumulative
one-year gap. Management believes that this range reduces the vulnerability of
net interest income to large shifts in market interest rates while allowing the
Company to take advantage of fluctuations in current short-term rates.

Earnings Simulation Modeling: On a quarterly basis, the earnings simulation
model is used to quantify the effects of various hypothetical changes in
interest rates on the Company's projected net interest income over the ensuing
twelve-month period. The model permits management to evaluate the effects of
various parallel shifts of the U.S. Treasury yield curve, upward and downward,
on net interest income expected in a stable interest rate environment (i.e.,
base net interest income).

As of September 30, 2001, the earnings simulation model projects net interest
income would decrease by 0.38% of base net interest income, assuming an
immediate parallel shift upward in market interest rates by 200 basis points. If
market interest rates fall by 200 basis points, the model projects net interest
income would decrease

by 0.39%. These projected levels are well within the Company's policy limits.
The earnings simulation model assumes that current balance sheet totals remain
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constant and all maturities and prepayments of interest-earning assets and
interest-bearing liabilities are reinvested at current market rates.
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PART II - OTHER INFORMATION

Item 1. Legal Proceedings
In the ordinary course of business, the Company and its
subsidiaries are parties to certain routine litigation. In the
opinion of management, the aggregate liabilities, if any, arising
from such legal proceedings would not have a material adverse
effect on the Company's consolidated financial position, results
of operations and liquidity.

Item 2. Changes in Securities
On August 17, 2001, the Board of Directors declared a quarterly
cash dividend of $0.085 per share of common stock, payable on
October 8, 2001 to shareholders of record September 7, 2001.

On October 18, 2001, the Board of Directors declared a 10% stock
dividend on common stock to shareholders of record on November 9,
2001 and payable December 3, 2001.

Item 3. Defaults Upon Senior Securities
None

Item 4. Submission of Matters to a Vote of Security Holders
None

Item 5. Other Information
None

Item 6. Exhibits and Reports on Form 8-K
(a) Exhibits
None

(b) Reports on Form 8-K
There were no reports on Form 8-K filed during the third
quarter of 2001.
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SIGNATURE

Pursuant to the requirements of the Securities and Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

REPUBLIC BANCORP INC.

(Registrant)

Date: November 14, 2001 BY: /s/ Thomas F. Menacher

Thomas F. Menacher
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Executive Vice President,
Chief Financial Officer
(Principal Financial and
Accounting Officer)
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Treasurer and
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