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First Midwest Bancorp, Inc.

Company Profile

Headquartered in suburban Chicago, First Midwest Bancorp, Inc. is a diversified
financial services company with assets approaching $6 billion. First Midwest is
Illinois’ largest independent and one of suburban Chicago’s overall largest banking
companies. The Company is engaged in commercial and retail banking and offers a
comprehensive selection of financial products and services including lending,
depository, trust, investment management, insurance and other services tailored to
the needs of its individual, business, institutional and governmental customers.
Through some 70 offices, a network of 100 ATMs and its on-line full service
electronic banking center, www firstmidwest.com, First Midwest serves more than
215,000 households and 21,000 businesses situated in over 40 communities
primarily in northern Illinois.

Further Information

Visit the Investor Relations section of our website, www,firstmidwest.com, for
stock and dividend information, quarterly earnings and news releases, on-line
annual report, links to SEC filings and other Company information.




First Midwest Bancorp, Inc.

Consolidated Financial Highlights

($ in thousands, except per share data)

Years Ended December 31, 2002 2001
Net InCome . . ... ... . .. ... $ 90,150 $ 82,138
Per Common Share .
Diluted earnings pershare . ......... .. .. .. .. $ 1.86 $ 1.63
Dividends declared . . ... ... ... ... ... ... ..., 0.70 0.65
Book value atyvearend .. ... ... .. ... ... .. ... 10.42 9.18
Market price at yearend ... ... .. .. ... . ... . ... . 26.71 29.19
Performance Ratios

Return on average equity .. ... . ... ... .. ... 18.82% 17.89%
Return on average assets . . .................... 1.53% 1.43%
Net interest margin . . ... ... ... .. .. ... 4.28% 4.10%
Efficiency ratio . ... ... ... . ... 48.20% 49.65%
December 31, 2002 2001
Balance Sheet Highlights

Total a8Sets . . .. .. .. $5,980,533 $5,667,919
Loans . . ... 3,406,846 3,372,306
DepositsS . .. v 4,172,954 4,193,921
Stockholders” equity .. ... ... . ... .. ... L. 491,953 447 267

Stock Performance and Dividend Information

2002 2001

Dividends Dividends

Quarter Ended High = Low C(lose Declared High Low Close Declared
March 31 . ... $29.81 $27.01 $29.04 $0.17 $23.40 $20.65 82252 $0.16
June 30 ... ... 32.16 26.24 27.78 0.17 24.68 2201 24.68 0.16
September 30 . 30.13 23.34 26.86 0.17 28.00 23.04 27.02 0.16
December 31 .. 28.79 23.80 26.71 0.19 2981 2454 29.19 0.17
$0.70 $0.65




First Midwest Bancorp, Inc.

Fellow Shareholders:

It és my pleasure to report to you on anctber record yeayr of resulls
that our Company achieved in 2002, the eleventh consecutive year
of record results.

2002...Another Record Year

Record Operating Results

Our Company achieved record operating results for the 11* consecutive year. Net income
for 2002 increased to a record $90.2 million, and earnings per share increased to $1.86
per diluted share, representing an increase over 2001 of 14.1% on a per diluted share
basis. Performance for 2002 also resulted in a return on average assets of 1.53%, the
highest in the history of the Company, an increase of 7.0% from 2001, and return on
average shareholders’ equity of 18.8%.

Total loans at December 31, 2002 were slightly higher than December 31, 2001, as all
loan categories experienced growth except for 1-4 family real estate and indirect lending.
Total average deposits as of December 31, 2002 were essentially unchanged from
December 31, 2001.

Excluding net securities gains, total noninterest income for the full year 2002 decreased
by 2.3% from 2001, and total noninterest expenses for the full year 2002 increased by
1.9% over 2001.

The combination of top line revenue performance and continued cost control resulted
in a record efficiency ratio for full year 2002 of 48.2% continuing the strong performance
of this key ratio.

Continued High Credit Quality

The level of overall credit quality as of December 31, 2002 equaled or exceeded that
of the last five years despite the continuing economic slowdown and the well-
publicized credit problems within the industry. Nonperforming loans at December
31, 2002 represented .37% of loans, improved from .50% at year-end 2001. Further,
nonperforming assets totaled $18 million at December 31, 2002 as compared to $20
million at year-end 2001 and also represented the lowest such year-end level in the
last five years. Additionally, loans past due 90 days and still accruing totaled $3.3
million at December 31, 2002 as compared to $5.8 million at year-end 2001,
representing the lowest quarter-end level in the last eight years.

Net charge-offs for 2002 were .45% of average loans, as compared to .49% for full
year 2001. Provisions for loan losses for 2002 fully covered net charge-offs resulting
in the ratio of the reserve for loan losses to total loans at December 31, 2002 being
maintained at 1.41%. Importantly, the reserve for loan losses at December 31, 2002
represented 383% of nonperforming loans as compared to 283% at year-end 2001,
again, representing the highest year-end level in the last five years.

First Midwest continues to have virtually no direct credit exposure to such high profile
sectors as energy, cable, telecommunication and airlines nor participation in shared
national credits or syndicated loans.




Value to Shareholders

On November 20, 2002, First Midwest increased the quarterly cash dividend from
$.17 to $.19 per share, an increase of 11.8%. This action represented the eleventh
dividend increase of the last ten years and the 81¢ consecutive quarterly dividend
distribution since First Midwest's formation in 1983. Based on the December 31, 2002
closing price, the current dividend rate represents an annual yield of 2.85%.

First Midwest continued to repurchase its common stock during 2002, as
approximately 1,866,000 shares were repurchased at an average price of $27.93 per
share. As with all such share repurchases to date, the repurchases of 2002 were effected
utilizing cash on hand. As of December 31, 2002, approximately 2.4 million shares
remained under First Midwest's existing repurchase authorization.

2003 & Beyond...Huge Opportunities in Profitable Markets

The Company believes that the geographic markets that it serves represent a strategic
advantage for us. The counties surrounding the City of Chicago and suburban Cook
County are among the most affluent and fastest growing counties in the United States.
The opportunities for the Company’s growth, therefore, both to current customers
and to potential customers in these dynamic markets are significant.

The Company believes that the growth in its markets propel us into the future and
enable us to continue to conduct our business as we always have, by focusing on
our customers’ needs and providing superb service by knowledgeable and dedicated
employees, whose experience and expertise are unparalleled in the banking industry.

Acknowledgements

As I assume responsibility for the management of First Midwest, I would like to
acknowledge the significant contribution made by Robert P. O’Meara, our founding
Chief Executive Officer. His leadership, integrity and vision have positioned First
Midwest Bancorp for continued success in the future.

Thank you for your continued support of our Company.

Yours very truly,

WO

John M. O'Meara
President and

Chief Executive Officer
April 15, 2003




First Midwest Bancorp, Inc.

Condensed Consolidated Statements of Condition

($ in thousands)

December 31, 2002 2001
Assets
$ 195,153 § 155,822

Investment securities and other short-term investments . . 2,121,865 1,880,408
Commercial loans _ 2,353,724 2,228,319
Consumer loans 1,053,122 1,143,987

Reserve for loan losses (47,929) (47,745)

Net loans 3,358,917 3,324,561
Premises, furniture and equipment 81,627 77,172
Investment in corporate owned life insurance 141,362 135,280
Other assets 81,609 94,676
Total Assets $5,980,533  $5,007,919
Liabilities
Noninterest-bearing deposits . . .. ........ ... ..... S 789,392 $ 738,175
Interest-bearing deposits . .. .. .................. 3,383,562 3,455,746
Other borrowed funds . ... ....... .. ... ... ..... 1,237,408 971,851
Other labilities . . .. ...... . .. ... ... .. .. .. ..... 78,218 54,880

Total liabilities . . . .. ... .. .. .. ... ... ... 5,488,580 5,220,652
Stockholders’ Equity . . ... ................... 491,953 447 267
Total Liabilities and Stockholders’ Equity C $5,980,533 $5,607,919

Report of Independent Auditors on
Condensed Financial Statements

To The Board of Directors and Stockholders of First Midwest Bancorp, Inc.

We have audited, in accordance with auditing standards generally accepted in the
United States, the consolidated statements of condition of First Midwest Bancorp, Inc.
as of December 31, 2002 and 2001, and the related consolidated statements of income,
changes it stockholders’ equity, and cash flows for each of the three years in the period
ended December 31, 2002 (not presented separately herein) and in our report dated
January 21, 2003, we expressed an unqualified opinion on those consolidated
financial statements.

In our opinion, the information set forth in the accompanying condensed consolidated
financial statements is fairly stated in all material respects in relation to the consolidated
financial statements from which it has been derived.

Ernst & Young LLP
Chicago, Illinois
January 21, 2003




First Midwest Bancorp, Inc.

Condensed Consolidated Statements of Income

(§ in thousands, except per share data)

Years Ended December 31, 2002 2001 2000
Interest Income
LOANS o o ve oo $223,393 $265,191 $278,907
Investment securities . . . ... ............ 106,271 120,027 142,610
Total Interest Income . . . .. ........... 329,664 385,218 421,517
Interest Expense
DEPOSILS oo v 81,616 134,497 155,887
Other borrowed funds .. ............ .. 29,294 46,341 76,019
Total Interest Expense . .. ............ 110,910 180,838 231,906
Net Imterest Income . ... ............. 218,754 204,380 189,611
Provision for Loan Losses . ... ........ 15,410 19,084 9,094
Net interest income after provision for
loanlosses . ............ ... ....... 203,344 185,296 180,517
Noninterest Income
Service charges and commissions . . .. ... .. 43,381 42 619 37,623
Trust and investment management fees . . . . . 10,309 10,445 10,671
Security gains, net . ........... .. ..... 460 790 1,238
Other ....... ... ... . ... . . . ... ... 12,841 15,012 13,666
Total Noninterest Income . ... . ....... 66,991 68,866 63,198
Noninterest Expense
Salaries and employee benefits ... ... .. .. 80,626 76,780 75,707
Occupancy and equipment ... .......... 22,067 21,997 21,535
Other . ... ... ... .. ... ... . ... 45,359 46,579 47174
Total Noninterest Expense . . . ... ... ... 148,052 145,356 144,416
Income Before Income Tax Expense . ... 122,283 108,806 99,299
Income fax eXPense . . ... ............. 32,133 26,668 23,759
NetIncome . . .................... $ 90,150 $ 82,138 $ 75,540
Basic Earnings Per Share ... ... ... .. $ 1.88 $  1.64 $ 147
Diluted Earnings Per Share . ..... .. . $ 1.86 $  1.63 $ 1.46

Dividends Declared Per Share . ...... $ 0.70 $ 065 $ 059




First Midwest Bancorp, [nc,

Five Year Performance Sumimary

($ in thousands, except per share data)

Years Ended

December 31, 2002 2001 2000 1999 1998
Operating Results
Net interest income . ... $ 218,754 $ 204,380 $ 189,611 $ 192,664 $ 187,581
Provision for

loan losses™ . . ... ... 15,410 19,084 9,094 5,760 5,542
Noninterest income . . . . 66,991 68,866 63,198 58,334 55,462
Noninterest expense . . . . 148,052 145,356 144,416 149,809 142,654
Acquisition related

charges® ... ...... —_— — — — 16,148
Income tax expense . . . . 32,133 26,668 23,759 24,520 23,995
Net Income ......... 90,150 82,138 75,540 70,909 54,704

Per Common Share
Diluted earnings

per share ... ...... $ .86 $ 1.63 $ 146 $ 134 $  0.98
Dividends declared . . . . . ©.700 0.650 0.592 0.528 0.488
Book value at year end . . 10.42 9.18 8.75 7.19 8.32
Market price at

yearend .......... 26.71 29.19 23.00 21.20 20.30

Performance Ratios
Return on average

equity .. ... .. ... 18.82% 17.89% 19.17% 17.39% 11.78%
Return on average

assets . ... 1.53% 1.43% 1.30% 1.34% 1.07%
Net interest margin . . . . . 4.28% 4.10% 3.76% 4.24% 4.21%
Efficiency ratio ... ... .. 48.20% 49.65% 53.09% 55.66% 62.43%
December 31, 2002 2001 2000 1999 1998
Balance Sheet
Highlights
Total assets .. ........ $5,980,533 $5,667,919 $5,906,484 $5,511,588 $5,192,887
LOANs . oo 3,406,846 3,372,306 3233196 2962487 2,664,417
Deposits .. ... ... .. 4,172,954 4,193,921 4,252,205 4,001,183 4,050,451
Stockholders’ equity . . . . 491,953 447 267 446,723 369,261 452,898
Average equity to

average assets . . .. ... 8.12% 7.99% 6.79% 7.71% 9.12%

(1) 1998 includes $650 in acquisition related provisions incident to conforming the credit policies of Heritage
Financial Services to those of First Midwest.

(2) Acquisition costs in 1998 include merger related costs and expenses incident to the acquisition of Heritage
Financial Services.




First Midwest Bancorp, Inc.

Board of Directors

Executive
Management Group

Vernon A. Brunner® ¥
President and Chief Executive Officer

Brunner Marketing Solutions, LLC
(Consultant in Marketing Consumer Products)

Bruce S. Chelberg®?
Former Chairman and
Chief Executive Officer
Whitman Corporation
(Diversified, Multinational Holding Company)
William J. Cowlin*
Attorney and Counselor at Law
William J. Cowlin, LTD

O. Ralph Edwards® »
Former Corporate Vice President

Abbott Laboratories
(Health Care Products Manufacturer)

Joseph W. England®
Former Senior Vice President

Deere & Company
(Mobile Power Equipment Manufacturer)

Brother James Gaffney, F.S.C.®
President
Lewis University

Thomas M. Garvin®
Former Chairman and
Chief Executive Officer
G.G. Products Company
(Food Business Acquiror)
Patrick J. McDonnell®
Chief Executive Officer
McDonnell Company, LLC
(Business Consulting Company)
John M. O’Meara
President and Chief Executive Officer
First Midwest Bancorp, Inc.

Robert P. O’Meara
Chairman of the Board
First Midwest Bancorp, Inc.

John L. Sterling®
President

Sterling Lumber Company
(Wholesale/Retail Lumber)

J. Stephen Vanderwoude®
Chairman and Chief Executive Officer

Madison River Communications
(Integrated Communications Provider)

First Midwest Bancorp, Inc.

Robert P. O'Meara
Chairman of the Board

John M. O’Meara
President and CEO

Michael L. Scudder
Executive Vice President and CFO

Steven H. Shapiro
Executive Vice President and

- Corporate Secretary

First Midwest Bank

John M. O’Meara
Chairman and CEO

Terry G. Beaudry
President Trust Division

Kent S. Belasco
Executive Vice President

Gary A. Breidenbach
Executive Vice President

Mark M. Dietrich
Executive Vice President

Thomas J. Schwartz
Group President Commercial Banking

Michael L. Scudder
Executive Vice President

Janet M. Viano
Group President Rertail Banking

Stephanie R. Wise
Executive Vice President

Board Comuinittees:

(1) Audit Committee

(2) Compensation Commiittee
(3) Nominating Committee

*Mr. Cowlin will retire from the Board of Directors at the 2003 Annual Meeting of Sharebolders
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PART I

ITEM 1. BUSINESS

First Midwest Bancorp, Inc.

First Midwest Bancorp, Inc. (“First Midwest” or the “Company”) is a Bank holding company incorporated in Delaware in
1982 for the purpose of becoming a multi-bank holding company registered under the Bank Holding Company Act of 1956,
as amended (the “Act”). The Company is one of Illinois’ largest publicly traded banking companies with assets of $6.0
billion at year-end 2002 and is headquartered in the Chicago suburb of Itasca, Illinois.

The Company operates two 100%-owned subsidiaries (the “Affiliates”): First Midwest Bank (the “Bank™) and First Midwest
Insurance Company, employing 1,517 full time equivalent employees at December 31, 2002.

The Company has responsibility for the overall conduct, direction, and performance of its Affiliates. The Company provides
advice and specialized services to the Affiliates in various financial, operational, and administrative areas; establishes
Company policies and procedures; and serves as a source of strength in providing capital and other resources as needed.
Responsibility for the management of the Affiliatesrests with their respective Boards of Directors and Officers.

First Midwest Bank

At December 31, 2002, the Bank had $6.0 billion in total assets, $4.2 billion in total deposits, and operated 67 banking
offices primarily in suburban metropolitan Chicago.

The Bank is engaged in commercial and retail banking and offers a broad range of lending, depository, and related financial
services, including accepting deposits; commercial and industrial, consumer and real estate lending; collections; trust and
investment management services; safe deposit box operations; and other banking services tailored for individual, commercial
and industrial, and governmental customers. The Bank also provides an electronic banking center on the Internet at
www.firstmidwest.com, which affords transactional capabilities for its customers and information about its products and
services to the general public.

In 2001, the Company merged its stand alone investment management subsidiary, First Midwest Trust Company, which
provided trust and investment management services, acting as executor, administrator, trustee agent and various other
fiduciary capacities, into the Bank. The merger allowed for a more seamless and integrated delivery of such investment
management services to the Bank’s extensive commercial and personal client base and expanded opportunities to fully meet
the financial needs of its clients consistent with the Bank’s mission.

The Bank is comprised of two divisions, a sales division (structured along commercial and retail product lines) in five
geographical regions and a centralized support division providing corporate, administrative, and support services through
various functional departments. The Company believes that this structure further leverages customer relationships and
enhances sales effectiveness.

First Midwest Insurance Company

First Midwest Insurance Company operates as a reinsurer of credit life, accident, and health insurance sold through the Bank,
primarily in conjunction with the consumer lending operations. All sales and support activities of First Midwest Insurance
Company are discharged by Bank and Company personnel.

Competition

[linois, and more specifically the metropolitan Chicago area, is a highly competitive market for banking and related financial
services. Competition is generally expressed in terms of interest rates charged on loans and paid on deposits, the ability to
garner new deposits, the scope and type of services offered, extended banking hours, delivery of bank services through
branches, ATMs and the Internet, and the offering of additional services such as investment management, fiduciary and
brokerage services. The Bank competes with other banking institutions and savings and loan associations, personal loan and
finance companies, and credit unions within its market areas. In addition, the Bank competes for deposits with money market
mutual funds and investment brokers. The Bank is experiencing increased competition in its market areas from the
acquisition of local financial institutions by out-of-state commercial banking institutions. In fact, a number of local and out-
of-state financia! institutions have publicly announced plans for large-scale branch office expansion, also called de novo
expansion, in the suburban Chicago markets.



The Bank also competes with retail and discount stockbrokers, investment advisors, mutual funds, insurance companies, and
to a lesser extent, financial institutions for investment management clients. Factors influencing this type of competition
generally involve the variety of products and services that can be offered to clients. With the proliferation of investment
management service companies such as mutual funds and discount brokerage services, competition for investment
management services comes not only from financial service providers within market areas served but also competitors
outside of the geographic areas in which the Bank maintains offices.

Offering a broad array of products and services at competitive prices is an important element in competing for customers.
However, the Company believes that delivering quality services, through a systematic approach in which a customer's
financial needs are the object and measurement of sales activities, is the most important aspect in retaining and expanding its
customer base and differentiates First Midwest from many of its competitors.

Supervision and Regulation

On June 30, 2001, the Bank converted from a national banking association to an Illinois banking corporation.

The Company and its Affiliates are subject to regulation and supervision by various governmental regulatory authorities
including, but not limited to, the Federal Reserve Board, the Federal Deposit Insurance Corporation (the “FDIC”), the Illinois
Commissioner of Banks and Real Estate Companies (the “Commissioner of Illinois™), and the Arizona Department of
Insurance. Financial institutions and their holding companies are extensively regulated under federal and state law. The
effect of such statutes, regulations, and policies can be significant and cannot be predicted with a high degree of certainty.

Federal and state laws and regulations generally applicable to financial institutions, such as the Company and the Affiliates,
regulate, among other things, the scope of business, investments, reserves against deposits, capital levels relative to
operations, the nature and amount of collateral for loans, the establishment of branches, mergers, consolidations, and
dividends. This supervision and regulation is intended primarily for the protection of the FDIC's bank (the “BIF”) and
savings association (the “SAIF”) insurance funds and the depositors, rather than the stockholders, of a financial institution.

The following references to material statutes and regulations affecting the Company and its Affiliates are brief summaries
thereof and are qualified in their entirety by reference to such statutes and regulations. Any change in applicable law or
regulations may have a material effect on the business of the Company and its Affiliates. The operations of the Company and
the Bank may be affected by legislative and regulatory changes as well as by changes in the policies of various regulatory
authorities. The Company cannot accurately predict the nature or the extent of the effects that such changes may have in the
future on its business and earnings.

Hitinois Banking Law

Illinois bank holding companies are permitted to acquire banks and bank holding companies and be acquired by bank holding
companies, located in any state which authorizes such acquisitions under qualifications and conditions which are not unduly
restrictive, as determined by the Commissioner of Illinois, when compared to those imposed under Illinois law.

Under interstate banking legislation, adequately capitalized and managed bank holding companies are permitted to acquire
control of a bank in any state. States, however, may prohibit acquisitions of banks that have not been in existence for at least
five years. The Federal Reserve Board is prohibited from approving an application for acquisition if the applicant controls
more than 10 percent of the total amount of deposits of insured depository institutions nationwide. In addition, interstate
acquisitions may also be subject to statewide concentration limits.

The Federal Reserve Board would be prohibited from approving an application if, prior to consummation, the proposed
acquirer controls any insured depository institution or branch in the home state of the target bank, and the applicant,

following consummation of an acquisition, would control 30 percent or more of the total amount of deposits of insured
depository institutions in that state. This legislation also provides that the provisions on concentration limits do not affect the
authority of any state to limit the percentage of the total amount of deposits in the state which would be held or controlled by
any bank or bank holding company to the extent the application of this limitation does not discriminate against out-of-state
institutions. States may also waive the statewide concentration limit. The legisiation authorizes the Federal Reserve Board to
approve an application without regard to the 30 percent statewide concentration limit, if the state allows a greater percentage
of total deposits to be so controlled, or the acquisition is approved by the state bank regulator and the standard on which such
approval is based does not have the effect of discriminating against out-of-state institutions.




Interstate branching under the Interstate Banking and Branching Act (the “Branching Act”) permits banks to merge across
state lines, thereby creating a bank headquartered in one state with branches in other states. Approval of interstate bank
mergers is subject to certain conditions including: adequate capitalization; adequate management; Community Reinvestment
Act compliance; deposit concentration limits (as set forth above); and compliance with federal and state antitrust laws. An
interstate merger transaction may involve the acquisition of a branch without the acquisition of the bank only if the law of the
state in which the branch is located permits out-of-state banks to acquire a branch of a bank in that state without acquiring the
bank. Following the consummation of an interstate transaction, the resulting bank may establish additional branches at any
location where any bank involved in the transaction could have established a branch under applicable federal or state law, if
such bank had not been a party to the merger transaction.

Interstate branching is required to comply with host state community reinvestment, consumer protection, fair lending, and
intrastate branching laws, as if the branch were chartered by the host state. All other laws of the host state apply to the
branch to the same extent as if the branch were a bank, the main office being located in the host state.

The interstate branching by merger provisions became effective on June 1, 1997, and allowed each state, prior to the effective
date, the opportunity to “opt out”, thereby prohibiting interstate branching within that state. Of those states in which the
Company’s banking subsidiaries are located (Illinois and Iowa), neither has adopted legislation to “opt out” of the interstate
branching provisions. Furthermore, pursuant to the Branching Act, a bank is now able to add new branches in a state in
which it does not already have banking operations if such state enacts a law permitting such de novo branching.

The effects on the Company of the changes in interstate banking and branching laws cannot be accurately predicted, but it is
likely that there will be increased competition from national and regional banking firms headquartered outside of Iilinois.

An item of legislation with the potential to have an impact on the Bank is the Banking on Illinois Act (“BIA”), which became
effective in mid-1999 and amended the Illinois Banking Act (“IBA”™) to provide potential wide range of new activities for the
Bank. The provisions of the BIA are to be construed liberally in order to create a favorable business climate for banks in
Illinois. The main features of the BIA are to expand bank powers through a new “wild card” provision authorizing Illinois
chartered banks to offer virtually any product or service that any bank or thrift may offer anywhere in the country, subject to
certain safety and soundness considerations. The BIA also gives lllinois chartered banks more options with respect to
corporate governance, and gives the banks new liability protections, especially with respect to fees. Management of the Bank
remains aware of the favorable environment created by the BIA and will consider the advantages that may become available
to the Bank as a result of such legislation.

The Commissioner of Illinois has adopted predatory lending regulations. These regulations apply to “high cost” mortgages
which are defined as mortgages which exceed a specified interest rate or are assessed points in excess of a specified
minimum. Once any of these thresholds is reached, the regulations impose certain restrictions on the lender including
obligating the lender to verify the borrower’s ability to repay the loan based on the borrower’s income and debt obligations;
prohibiting deceptive refinancing known as loan flipping where a lender refinances existing loans, charging additional points
and fees, without any financial benefit to the consumer; prohibiting the financing of a single premium credit insurance;
prohibiting the financing of points and fees to excess of 6% of the total loan; limiting the size and interval of balloon
payments; and limiting prepayment penalties that could be charged to consumers. These regulations also require the lender
to make certain disclosures to borrowers who are seeking high cost mortgages. The regulations apply to all state licensed
financial institutions making residential loans in Illinois. The regulations also require lenders to file with the Commissioner
of Illinois semi-annual reports on mortgage loans, including information relating to defaults and foreclosures.

The Illinois legislature has also considered the adoption of legislation aimed at curbing what some legislators and consumer-
oriented advocacy groups consider to be predatory lending practices by some mortgage brokers and other lenders active in
the State of Hlinois. “Predatory” lending consists of fraudulent and deceptive sales practices that occur when borrowers are
pressured into taking out loans they do not need or cannot afford. Inasmuch as neither the Company nor the Bank indulges in
such practices, it is unlikely that any legislation adopted in Illinois to combat this perceived problem would have an impact
on either the Company or the Bank other than the creation of additional reporting requirements.

As an Illinois banking corporation controlled by a bank holding company, the Bank is not only subject to the rules regarding
change of control in the Act and the Federal Deposit Insurance Act and the regulations promulgated thereunder, it is also
subject to the rules regarding change in control of Illinois banks contained in the IBA.

The Bank is subject to Sections 22(h), 23A and 23B of the Federal Reserve Act, which restrict financial transactions between
banks and affiliated companies. The statute limits credit transactions between a bank and its executive officers and its



affiliates, prescribes terms and conditions for bank affiliate transactions deemed to be consistent with safe and sound banking
practices, and restricts the types of collateral security permitted in connection with a bank’s extension of credit to an affiliate.

Bank Holding Company Act of 1956, As Amended (the “Act™)

A bank holding company is subject to regulation under the Act and is registered with the Federal Reserve Board under the
Act. A bank holding company is required by the Act to file an annual report of its operations and such additional information
as the Federal Reserve Board may require and is subject, along with its subsidiaries, to examination by the Federal Reserve
Board. The Federal Reserve Board has jurisdiction to regulate the terms of certain debt issues of bank holding companies
including the authority to impose reserve requirements.

The Act currently prohibits a bank holding company, or any subsidiary thereof, other than a bank, from acquiring all or
substantially all the assets of any bank located outside of Illinois or for a bank holding company or any subsidiary from
acquiring 5% or more of the voting shares of any bank located outside of Illinois unless such acquisition is specifically
authorized by the laws of the state in which the bank is located and the acquirer receives prior approval from the Federal
Reserve Board. The acquisition of five 5% or more of the voting shares of any bank located in Illinois requires the prior
approval of the Federal Reserve Board and is subject to state law limitations.

The Act also prohibits, with certain exceptions, a bank holding company from acquiring direct or indirect ownership or
control of more than five 5% of the voting shares of any company which is not a bank and from engaging in any business
other than that of banking, managing and controlling banks, or furnishing services to banks and their subsidiaries, except that
bank holding companies may engage in, and may own shares of, companies engaged in certain businesses found by the
Federal Reserve Board to be “so closely related to banking...as to be a proper incident thereto.” Under current regulations of
the Federal Reserve Board, a bank holding company and its nonbank subsidiaries are permitted, among other activities, to
engage in such banking-related business ventures as sales and consumer finance, equipment leasing, computer service bureau
and software operations, mortgage banking and brokerage, and sale and leaseback and other forms of real estate banking.
The Act does not place territorial restrictions on the activities of a bank holding company or its nonbank subsidiaries.

Federal law prohibits acquisition of “control” of a bank or bank holding company without prior notice to certain federal bank
regulators. “Control” is defined in certain cases as the acquisition of as little as 10% of the outstanding shares. Furthermae,
under certain circumstances, a bank holding company may not be able to purchase its own stock where the gross
consideration will equal 10% or more of the company's net worth without obtaining approval of the Federal Reserve Board.

Graham-Leach-Bliley Act of 1999

The enactment of the Graham-Leach-Bliley Act of 1999 (the “GLB Act”) swept away large parts of a regulatory framework
that had its origins in the Depression Era of the 1930s. Effective March 11, 2000, new opportunities became available for
banks, other depository institutions, insurance companies and securities firms to enter into combinations that permit a single
financial services organization to offer customers a more complete array of financial products and services. To further this
goal, the GLB Act amends section 4 of the Act providing a new regulatory framework for regulation through the financial
holding company (“FHC™), which has as its umbrella regulator the Federal Reserve Board. Functional regulation of the
FHC’s separately regulated subsidiaries will be conducted by its primary functional regulator. Pursuant to the GLB Act,
bank holding companies, subsidiary depostory institutions thereof and foreign banks electing to qualify as a FHC must be
“well managed”, “well capitalized” and at least rated satisfactory under the Community Reinvestment Act in order for them
to engage in new financial activities.

An FHC may engage in securities, insurance and other activities that are financial in nature or incidental to a financial
activity. While aware of the flexibility of the FHC statute, the Company has, for the time being, decided not to convert to a
FHC, but will continue to follow the reception given FHCs in the marketplace. The activities of bank holding companies that
are not FHCs will continue to be limited to activities under the Act.

The GLB Act also prohibits a financial institution from disclosing non-public information about a consumer to nonaffiliated
third parties unless the institution satisfies various disclosure and opt out requirements and the consumer has not elected to
opt out of the disclosure. Under the GLB Act, a financial institution must provide its customers with a notice of its privacy
policies and practices, and the Federal Reserve Board, the FDIC and other financial regulatory agencies are authorized to
issue regulations to implement notice requirement and restrictions on a financial institution’s ability to disclose non-public
personal information about consumers to nonaffiliated third parties. Because the Company and the Bank are not now
engaged in selling or transferring non-public customer information to nonaffiliated third parties, it is anticipated that this
burden will not result in material economic cost to the Company or the Bank.




The GLB Act provides a federal right to privacy for non-public personal information of individual customers. First Midwest
and its Affiliates are also subject to certain state laws that deal with the use and distribution of non-public personal
information.

The GLB Act is expected, in time, to alter the competitive landscape of the product markets presently served by the
Company. Companies that are presently engaged primarily in insurance activities or securities activities will be permitted to
acquire banks and bank holding companies, such as First Midwest. First Midwest may, in the future, face increased
competition from a broader range of larger, more diversified financial companies.

USA Patriot Act

On October 26, 2001, the President signed into law comprehensive anti-terrorism legislation known as the USA Patriot Act.
Title IIT of the USA Patriot Act requires financial institutions, including First Midwest and the Bank, to help prevent, detect
and prosecute international money laundering and the financing of terrorism. The Department of the Treasury has adopted
additional requirements to further implement Title II1.

Under these regulations, a mechanism has been established for law enforcement to communicate names of suspected
terrorists and money launderers to financial institutions, in return for securing the ability to promptly locate accounts and
transactions involving those suspects. Financial institutions receiving names of suspects must search their account and
transaction records for potential matches and report positive results to the Treasurer’s Financial Crimes Enforcement
Network (“FinCEN”). Each financial institution must designate a point of contact to receive information requests. These
regulations outline how financial institutions can share information concerning suspected terrorist and money laundering
activity with other financial institutions under the protection from the statutory safe harbor from liability, provided each
financial institution notifies FinCEN of its intent to share information.

The Department of the Treasury has also adopted regulations intended to prevent money laundering and terrorist financing
through correspondent accounts maintained by U.S. financial institutions on behalf of foreign banks. Financial institutions

are required to take reasonable steps to ensure that they are not providing banking services directly or indirectly to foreign
shell banks.

First Midwest and the Bank have augmented their systems and procedures to accomplish compliance with these
requirements. First Midwest and the Bank believe that the cost of compliance with Title III of the USA Patriot Act is not
likely to be material to them.

Capital Guidelines

The Federal Reserve Board and the FDIC have established risk-based capital guidelines to provide a framework for assessing
the adequacy of the capital of national and state banks and their bank holding companies (collectively “banking institutions”).
These guidelines apply to all banking institutions regardless of size and are used in the examination and supervisory process
as well as in the analysis of applications to be acted upon by the regulatory authorities. These guidelines require banking
institutions to maintain capital based on the credit risk of their operations, both on and off-balance sheet.

The minimum capital ratios established by the guidelines are based on both tier 1 and total capital to total risk-based assets.
In addition to the risk-based capital requirements, the Federal Reserve Board and the FDIC require banking institutions to
maintain a minimum leveraged-capital ratio to supplement the risk-based capital guidelines

The Company exceeds the minimum required capital guidelines for both risk-based capital ratios and the leverage ratio at
December 31, 2002. The Company's capital structure and capital ratios relative to the regulatory guidelines are further
detailed in the “Management of Capital” section of “Management'’s Discussion and Analysis of Financial Condition and
Results of Operations” commencing on page 26.

Dividends

The Company’s primary source of liquidity is dividend payments from the Bank. In addition to capital guidelines, the Bank
is limited in the amount of dividends it can pay to the Company under the IBA. Under this act, the Bank is permitted to
declare and pay dividends in amounts up to the amount of its accumulated net profits, provided that it shall retain in its
surplus at least one-tenth of its net profits since the date of the declaration of its most recent dividend until said additions to
surplus, in the aggregate, equals at least the paid-in capital of the Bank. In no event may the Bank, while it continues its
banking business, pay dividends in excess of its net profits then on hand (after deductions for losses and bad debts). As of




December 31, 2002, the Bank could distribute dividends of approximately $187 million without approval from the
Commissioner of [llinois.

Since the Company is a legal entity, separate and distinct from the Bank, its dividends to stockholders are not subject to the
bank dividend guidelines discussed above. The appropriate Illinois regulatory authority is authorized to determine, under
certain circumstances relating to the financial condition of a bank or bank holding company, that the payment of dividends
would be an unsafe or unsound practice and to prohibit payment thereof.

FDIC Insurance Premiums

The Bank's deposits are predominantly insured through the BIF, with certain deposits held by the Bank insured through the
SAIF, both of which are administered by the FDIC. As insurer, the FDIC imposes deposit insurance premiums and is
authorized to conduct examinations of, and to require reporting by, FDIC-insured institutions. It also may prohibit any
FDIC-insured institution from engaging in any activity the FDIC determines by regulation or order to pose a serious risk to
the FDIC.

The FDIC's deposit insurance premiums are assessed through a risk-based system under which all insured depository
institutions are placed into one of nine categories and assessed insurance premiums on deposits based upon their level of
capital and supervisory evaluation. For 2003, the Bank will pay premium assessments on both its BIF and SAIF insured
deposits in order to service the interest on the Financing Corporation (“FICO”) bond obligations which were used to finance
the cost of “thrift bailouts” in the 1980's. The FICO assessment rates for the first semi-annual period of 2003 were set at
$.0168 per $100 of insured deposits each for BIF and SAIF assessable deposits. These rates may be adjusted quarterly to
reflect changes in assessment basis for the BIF and SAIF.

Where You Can Find More Information About First Midwest
First Midwest makes available, free of charge, on its website, http://www.firstmidwest.com its annual report on Form 10-K,

quarterly reports on Form 10-Q, current reports on Form §K, and amendnents to these reports, as soon as reasonably
practicable after and, in any event, on the same days as, such material is electronically filed with or furnished to the SEC.

ITEM 2. PROPERTIES

Markets Served Property Type/Location Ownership
The Company Administrative office: Leased

Itasca, Hlinois

The Bank Cook, Champaign, Administrative office: Leased
DuPage, Grundy, Itasca, {llinois
Knox, Lake, LaSalle,
McHenry, Rock Island, Sixty-seven banking offices 52 owned/
Vermilion and Will located in markets served. 15 leased

Counties, Illinois;
Scott County, Iowa

In addition to the banking locations listed above, the Bank owns 93 automatic teller machines, some of which are housed
within a banking office and some of which are independently located.

First Midwest Insurance Company operates in the same markets and locations as the Bank and maintains no separate
properties.

ITEM 3. LEGAL PROCEEDINGS
There are certain legal proceedings pending against First Midwest and its Affiliates in the ordinary course of business at
December 31, 2002. First Midwest believes that any liabilities arising from these proceedings would not have a material

adverse effect on the consolidated financial condition of First Midwest.

ITEM 4. SUBMISSIONS OF MATTERS TO A VOTE OF SECURITY HOLDERS

There were no items submitted to a vote of security holders during the fourth quarter of 2002.




PART II

ITEM 5. MARKET FOR THE REGISTRANT’S COMMON EQUITY
AND RELATED STOCKHOLDER MATTERS.

First Midwest’s common stock is traded on the NASDAQ Market System under the symbol “FMBL” Stock price quotations
can be found in The Wall Street Journal and other major daily newspapers. As of December 31, 2002, there were 2,877
stockholders of record. The following table sets forth the common stock price, dividends per share, and book value per share
during each quarter of 2002 and 2001.

2002 2001
Fourth Third Second First Fourth Third Second First
Market price of common stock
28.79 § 30,13 § 3216 § 2981 % 2981 § 28,00 § 2468 $§ 2340
2380 § 2334 § 2624 § 2701 |8 2454 § 2304 § 2201 $§ 2065
2671 § 2686 $§ 27.78 § 2904 |$ 2919 § 2702 § 2468 § 2252
Cash dividends per share ............ $ 0.19 $ 0.17 § 0.17 § 017 1 % 0.17 § 0.16 $ 0.16 § 0.16
Dividend yield at quarter-end .. 2.85% 2.53% 2.45% 2.34% 2.33% 2.37% 2.59% 2.84%
Book value per share at
quarter-end .........occoccneceninns $§ 1042 § 1044 991 § 9.21 | § 9.18 § 931 § 9.03 % 9.14

(D Ratios are presented on an annualized basis.

A discussion regarding the regulatory restrictions applicable to the Bank’s ability to pay dividends to the Company is
included in the “Dividends” section under Item | located on page 7. A discussion of the Company’s history and philosophy
regarding the payment of dividends is included in the “Management of Capital” section of “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” commencing on page 26.

Equity Compensation Plans

The following table sets forth information, as of December 31, 2002, relating to equity compensation plans of the Company
pursuant to which options, restricted stock, restricted stock units, or other rights to acquire shares may be granted from time
to time.

Equity Compensation Plan Information

Number of securities

Number of securities remaining available for
to be issued upon Weighted-average future issuance under
exercise of exercise prices of equity compensation plans
outstanding options, outstanding options, (excluding securities
warrants, and rights warrants, and rights reflected in column (a))
Plan Category (a) (b) ()
Equity compensation plans
approved by security holders " ... 2,062,850 $ 21.8775 2,757,139
Equity compensation plans not
approved by security holders ... 6,600 14.8800 -
Total v 2,069,450 3 21.8551 2,757,139

Includes all outstanding options and awards under the Omnibus Stock and Incentive Plan and the Non-Employee Directors’ 1997 Stock
Option Plan (the “Plans”). Additional information and details about the Plans are also disclosed in Notes 1 and 14 of “Notes to
Consolidated Financial Statements” commencing on pages 44 and 59, respectively, of this Form 10-K.

@ Represents shares underlying deferred stock units credited under the Company’s Nonqualified Retirement Plan, payable on a one-
for-one basis in shares of the Company’s common stock.

The Nonqualified Retirement Plan is a defined contribution deferred compensation plan under which participants are credited
with deferred compensation equal to contributions and benefits that would have accrued to the participant under the
Company’s taxqualified plans, but for limitations under the Code, and to amounts of salary and annual bonus that the
participant has elected to defer. Participant accounts are deemed to be invested in separate investment accounts under the
plan, which mirror the investment accounts available under the Company’s tax-qualified savings and profit sharing plan,
including an investment account deemed invested in shares of Company common stock. The accounts are adjusted to reflect
the investment return related to such deemed investments. Except for the 6,600 shares set forth in the table above, all
amounts credited under the Plan are paid in cash.



ITEM 6. SELECTED FINANCIAL DATA

Consolidated financial information reflecting a summary of the operating results and financial condition of First Midwest for

the each of the five years ended December 31, 2002 is presented in the table that follows. This summary should be read in
conjunction with the consolidated financial statements and accompanying notes included elsewhere in this Form 10-K. A
more detailed discussion and analysis of the factors affecting First Midwest's financial condition and operating results is
presented in Item 7, “Management's Discussion and Analysis of Financial Condition and Results of Operations” commencing
on the following page 11.

Years ended December 31,

2002 2001 2000 1999 1998
Operating Results (Amounts in thousands)
Interest iNCOME ......ocveveiverieirerercrreee e $ 329664 $ 385218 § 421517 $ 361,279 § 364,597
INLETeSt EXPEMSE c..vovrevcrirceiereriec e ereee e seeceiereeaes 110,910 180,838 231,906 168,615 177,016
Net INterest MCOME ......c.ouerrrrrienrecieneercecmmaeseseeees 218,754 204,380 189,611 192,664 187,581
Provision for loan losses 15,410 19,084 9,094 5,760 5,542
Noninterest INCOME.......cvveerrieeieiirieieiieeee e erireens 66,991 68,366 63,198 58,334 55,462
NONINEETESt EXPENSE...vvrvrrererireririveereireesecsensrenersnees 148,052 145,356 144416 149,809 142,654
Acquisition costs and expenses @..............ccccooo..... - - - - 16,148
INCOME taX EXPENSE...cvvieermreiereriereresrecrerraerereresns 32,133 26,668 23,759 24,520 23,995
Net income P ... $ 90,150 $ 82,138 § 75540 $ 70909 $ 54,704
Per Share Data
Basic eamnings per share.......coooovvvveecvinrerrenerernnnns $ 1.88 § 164 § 147 § 135 § 0.99
Diluted earnings per share @ ............cccoovevvrvvccern. 1.86 1.63 1.46 1.34 0.98
Cash dividends declared........c.ococoovrveieennececc 0.700 0.650 0.592 0.528 0.488
Book value at period end........cc....cooveieieiiiiienennes 1042 9.18 8.75 7.19 832
Market value at periodend...........ocoocccvminnecnene. 26.71 29.19 23.00 21.20 20.30
Performance Ratios
Return on average equity @ ............cccooovvvcorrrverer. 18.82% 17.89% 19.17% 17.39% 11.78%
Return on average assets ™. .........co..ccoemmrrrvvvriin. 1.53% 143% 1.30% 1.34% 1.07%
Net interest margin— tax equivalent...........c.cocoeune. 4.28% 4.10% 3.76% 4.24% 4.21%
Dividend payout ratio.........coceveevrriniernvenseericeenen. 37.63% 39.88% 40.55% 39.40% 49.80%
Average equity 1o average asset ratio ......c.ccoeceeenen. 8.12% 7.99% 6.79% 7.71% 9.12%
Consolidated Statements of Condition Highlights
(Amounts in thousands) As of December 31,

2002 2001 2000 1999 1998
TOtal @SSELS ...vuecvneceerrieiecinrie e sanes $ 5980,533 $ 5667919 § 5906484 § 5511,588 §$ 5,192,887
LOANS. ..ottt 3,406,846 3,372,306 3,233,196 2,962,487 2,664,417
DIEPOSIES oot esre e ese s esene e 4,172,954 4,193,921 4,252,205 4,001,183 4,050,451
Stockholders' equity 491,953 447,267 446,723 369,261 452,898

)" 1998 includes $650 in provisions for loan losses incident to conforming the credit policies of an acquiree to those of the Company.

@ 1998 net income, diluted earnings per share, return on average equity and return on average assets on a pro forma basis excluding the after tax
effect. of the provisions for loan losses discussed in (1) above and acquisition costs and expense are $67,237, $1.20, 14.48%, and 1.32%
respectively.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

INTRODUCTION

The following discussion and analysis is intended to address the significant factors affecting First Midwest's Consolidated
Statements of Income for the years 2000 through 2002 and Consolidated Statements of Condition as of December 31, 2001
and 2002. The discussion is designed to provide stockholders with a more comprehensive review of the operating results and
financial condition than could be obtained from a review of the consolidated financial statements alone and should be read in
conjunction with the consolidated financial statements, accompanying notes thereto, and other financial information
presented in this Form 10-K.

A condensed review of operations for the fourth quarter of 2002 is included herein, commencing on page 38. The review
provides an analysis of the quarterly earnings performance for the fourth quarter of 2002 as compared to the same period in
2001.

All amounts are presented in thousands, except per share data. Unless otherwise stated, all earnings per share data included
in this section and through the remainder of this discussion are presented on a diluted basis.

FORWARD LOOKING STATEMENTS

Statement under the Safe Harbor Provisions of the Private Securities Litigation Reform Act of 1995: First Midwest and its
representatives may from time to time make written or oral statements that are “forward-looking” and provide other than
historical information, including statements contained in the Form 10-K, the Company’s other filings with the Securities and
Exchange Commission or in communications to its shareholders. These statements involve known and unknown risks,
uncertainties and other factors that may cause actual results to be materially different from any results, levels of activity,
performance or achievements expressed or implied by any forward-looking statement. These factors include, among other
things, the risk factors listed below.

In some cases, the Company has identified forward-looking statements by such words or phrases as “will likely result,” “is
confident that,” “expects,” “should,” “could,” “may,” “will continue to,” “believes,” “anticipates,” “predicts,” “forecasts,”
“estimates,” “projects,” “potential,” “intends” or similar expressions identifying “forward-looking statements” within the
meaning of the Private Securities Litigation Reform Act of 1995, including the negative of those words and phrases. These
forward-looking statements are based on management’s current views and assumptions regarding future events, future
business conditions and the outlook for the Company based on currently available information. These forward-looking
statements are subject to certain risks and uncertainties that could cause actual results to differ materially from those
expressed in, or implied by, these statements. The Company wishes to caution readers not to place undue reliance on any
such forward-looking statements, which speak only as of the date made.

99 G EEINYS

ELIT

In connection with the safe harbor provisions of the Private Securities Litigation Reform Act of 1995, the Comp any is hereby
identifying important factors that could affect the Company’s financial performance and could cause the Company’s actual
results for future periods to differ materially from any opinions or statements expressed with respect to future periods in any
current statements.

Among the factors that could have an impact on the Company’s ability to achieve operating results and growth plan goals
are:

¢ Management’s ability to reduce and effectively manage interest rate risk and the impact of interest rates in general
on the volatility of the Company’s net interest income;

e Fluctuations in the value of the Company’s investment securities;

e  The ability to attract and retain senior management experienced in banking and financial services;

¢ The sufficiency of allowances for possible loan losses to absorb the amount of actual future losses inherent in the
existing portfolio of loans;

e The Company’s ability to adapt successfully to technological changes to compete effectively in the marketplace;

o  Credit risks and risks from concentrations (by geographic area and by industry) within the Bank’s loan portfolio;
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o The effects of competition from other commercial banks, thrifts, mortgage banking firms, consumer finance
companies, credit unions, securities brokerage firms, insurance companies, money market and other mutual funds
and other financial institutions operating in the Company’s market or elsewhere or providing similar services;

o The failure of assumptions underlying the establishment of reserves for loan losses and estimations of values of
collateral and various financial assets and liabilities;

s Volatility of rate sensitive deposits;

Operational risks, including data processing system failures or fraud,;

Asset/liability matching risks and liquidity risks;

Changes in the economic environment, competition or other factors that may influence the anticipated growth rate of

loans and deposits, the quality of the loan portfolio and loan and deposit pricing and Company’s ability to

successfully pursue acquisition and expansion strategies;

o  The impact from liabilities arising from legal or administrative proceedings the financial condition of the Company;

e  Governmental monetary and fiscal policies, as well as legislative and regulatory changes, that may result in the
imposition of costs and constraints on the Company through higher FDIC insurance premiums, significant
fluctuations in market interest rates and operational limitations;

e  Changes in general economic or industry conditions, nationally or in the communities in which First Midwest
conducts business;

o  Changes in accounting principles, policies or guidelines affecting the businesses conducted by the Company or its
Affiliates;

o  Acts of war or terrorism; and

e  Other economic, competitive, governmental, regulatory and technical factors affecting First Midwest’s operations,
products, services, and prices.

]

® 0

The Company wishes to caution that the foregoing list of important factors may not be all-inclusive and specifically declines
to undertake any obligation to publicly revise any forward-looking statements that have been made to reflect events or
circumstances after the date of such statements or to reflect the occurrence of anticipated or unanticipated events.

With respect to forward-looking statements set forth in the notes to consolidated financial statements, including those relating
to contingent liabilities and legal proceedings, as well as the Company’s 2001 Annual Report on Form 10-K, some of the
factors that could affect the ultimate disposition of those contingencies are changes in applicable laws, the development of
facts in individual cases, settlement opportunities and the actions of plaintiffs, judges and juries.

The following information should be read in conjunction with the consolidated financial statements of the Company and its
Affiliates and notes thereto, appearing elsewhere in this report.

CRITICAL ACCOUNTING POLICIES

First Midwest’s consolidated financial statements are prepared in accordance with accounting principles generally accepted
in the United States and are consistent with predominant practices in the financial services industry. Application of critical
accounting policies, those policies that Management believes are the most important to the Company’s financial position and
results, requires Management to make estimates, assumptions, and judgments that affect the amounts reported in the financial
statements and accompanying notes and are based on information available as of the date of the financial statements. Future
changes in information may affect these estimates, assumptions, and judgments, which, in turn, may affect amounts reported
in the financial statements.

First Midwest has numerous accounting policies, of which the most significant are presented in Note 1 of “Notes to
Consolidated Financial Statements” commencing on page 44 of this Form 10-K. These policies, along with the disclosures
presented in the other financial statement notes and in this discussion, provide information on how significant assets and
liabilities are valued in the financial statements and how those values are determined. Based on the valuation techniques used
and the sensitivity of financial statement amounts to the methods, assumptions, and estimates underlying those amounts,
Management has determined that its accounting policies with respect to the reserve for loan losses and income taxes are the
accounting areas requiring subjective or complex judgments that are most important to the Company’s financial position and
results of operations, and, as such, are considered to be critical accounting policies as discussed below.

Reserve for Loan Losses

Arriving at an appropriate level of reserve for loan losses involves a high degree of judgment. The Company's reserve for
loan losses provides for probable losses based upon evaluations of known, and inherent risks in the loan portfolio.
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Management uses historical information to assess the adequacy of the reserve for loan losses as well as the prevailing
business environment; as it is affected by changing economic conditions and various external factors, which may impact the
portfolio in ways currently unforeseen. The reserve is increased by provisions for loan losses and by recoveries of loans
previously charged-off and reduced by loans charged-off. For a full discussion of the Company's methodology of assessing
the adequacy of the reserve for loan losses, see Note 1 of “Notes to Consolidated Financial Statements” commencing on page
44 of this Form 10-K.

Income Taxes

The Company accounts for income tax expense by applying an estimated effective tax rate to its pre-tax income. The
effective tax rate is based on Management’s judgments and estimates regarding permanent differences in the treatment of
specific items of income and expense for financial statement and income tax purposes. In addition, the Company recognizes
deferred tax assets and labilities, recorded in the Consolidated Statements of Condition, based on Management’s judgments
and estimates regarding temporary differences in the recognition of income and expenses for financial statement and income
tax purposes.

The Company must also assess the likelihood that any deferred tax assets will be realized through the reduction or refund of
taxes in future periods and establish a valuation allowance for those assets for which recovery is unlikely. In making this
assessment, Management must make judgments and estimates regarding the ability to realize the asset through carryback to
taxable income in prior years, the future reversal of existing taxable temporary differences, future taxable income, and the
possible application of future tax planning strategies. Although the Company has determined a valuation allowance is not
required for all deferred tax assets, there is no guarantee that these assets are recognizable. For additional discussion of
income taxes, see Notes 1 and 13 of “Notes to Consolidated Financial Statements” commencing on pages 44 and 58,
respectively, of this Form 10-K.

SUMMARY OF RESULTS

Net Income

Net income for 2002 increased to a record $90,150, or $1.86 per share, as compared to $82,138, or $1.63 per share, in 2001
and $75,540, or $1.46 per share, in 2000. Net income per share increased by 14.1% in 2002 as compared to 2001 and
followed an increase of 11.6% in 2001 as compared to 2000. The improvement in 2002 resulted primarily from increases in
net interest income, while the increase in 2001 from 2000 resulted primarily from a similar increase in net interest income
coupled with an increase in noninterest income from fee based services.

Performance Ratios

Performance for 2002 resulted in a return on average assets of 1.53% as compared to 1.43% for 2001 and 1.30% for 2000 and
a return on average equity of 18.82% as compared to 2001°s 17.89% and 2000°s 19.17%. The return on average equity is
influenced in part by fluctuations in average stockholders’ equity resulting from changes in the level of unrealized security
gains and losses occurring over the course of a year. For the year 2002, average net unrealized security gains added $34,226
to average stockholders’ equity as compared to $50,991 in 2001.

Credit Quality

Nonperforming loans at December 31, 2002 totaled $12,525, or 37% of total loans, improving from $16,847, or .50% of
total loans, at year-end 2001, with the 2002 year-end level representing the lowest such level in five years. Foreclosed real
estate increased to $5,496 at December 31, 2002 as compared to $3,630 at December 31, 2001. Nonperforming assets
(comprised of nonperforming loans plus foreclosed real estate) totaled $18,021 at December 31, 2002 as compared to
$20,477 at year-end 2001, the lowest such level in five years. Additionally, loans past due 90 days and still accruing interest
totaled $3,307 at December 31, 2002 as compared to $5,783 at year-end 2001, representing the lowest such level in the last
eight years.

The provision for loan losses charged to operating expense for 2002 totaled $15,410 as comp ared to $19,084 and $9,094 for
2001 and 2000, respectively. Net charge-offs for 2002 were .45% of average loans as compared to .49% for 2001 and .21%
for 2000. Provisions for loan losses for 2002 fully covered net charge-offs, resulting in the ratio of the reserve for loan losses
to total loans at December 31, 2002 being maintained at 1.41% and approximating the level of the last nine quarters.
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Loan Growth arnd Funding

Total loans for the year ended December 31, 2002 were 1.0% higher than for 2001 on both a period end and average basis,
with all loan categories experiencing growth except for 1-4 family real estate and indirect consumer lending.

Total average deposits for 2002 totaled $4,213,974, increasing 1.0% from 2001’s $4,170,899. Reflective of customer
liquidity preferences and targeted sales promotions, average balances maintained in core transactional accounts (demand,
savings, NOW, and money market accounts) increased $275,215, or 12.5%, from 2001. Average balances maintained in time
deposits decreased by $232,140, or 11.8%, from 2001, as pricing strategies encouraged customers desiring shorter-term
maturities to transfer balances to the targeted transactional accounts just described.

Capital and Dividends

First Midwest continued to maintain a strong capital structure at December 31, 2002 with tier 1 and total capital to risk-based
asset ratios of 9.93% and 11.03%, respectively, compared with the minimum “well capitalized” levels for regulatory purposes
of 6% and 10%, respectively.

The Company’s capital position and earnings have allowed it to increase its dividend in 2002, the eleventh increase in the last
ten years, to an indicated annual rate of $.76 per share, from $.68 in 2001 and $.64 in 2000. First Midwest also repurchased
1,866 shares of its stock during 2002.

MANAGEMENT OF NET INTEREST MARGIN
Net Interest Income

The primary source of the Company’s traditional banking revenue is net interest income, which represents the difference
between interest income and fees earned on loans, securities, and other earning assets and interest expense paid for the
funding sources used to finance these assets. Changes in net interest income generally occur due to fluctuations in the
volume of earning assets and paying liabilities and the rates earned and paid, respectively, on these assets and liabilities. Net
interest margin represents net interest income as a percentage of total interest-earning assets. For purposes of this discussion,
both net interest income and margin have been adjusted to a fully tax equivalent basis to more appropriately compare the
returns on certain tax-exempt loans and securities to those on taxable earning assets. The accounting policies underlying the
recognition of interest income on loans, securities, and other earning assets are presented in Notes 1, 5, and 20 of “Notes to
Consolidated Financial Statements” commencing on pages 44, 52, and 64, respectively, of this Form 10-K.

Net mterest income on a tax equivalent basis increased by $14,151, or 6.5%, to $232,768 in 2002 compared to $218,617 in
2001 and $204,982 in 2000. Tax equivalent net interest margin was 4.28% in 2002 as compared to 4.10% in 2001 and 3.76%
in 2000. The increase from 2001 in both net interest margin and net interest income was primarily due to the magnitude and
timing of 2001°s historic decline in interest rates and the continued low level of interest rates in 2002. As a result, 2002’s
interest expense declined by $69,928 from 2001 outpacing the decline in interest income of $55,777. In 2001, the increase in
both net interest margin and net interest income from 2000 was driven by profitable loan growth and the drop in interest rates
over the course of the year.

Table 1 summarizes First Midwest’s average interest-earning assets and funding sources over the last three years, as well as
interest income and interest expense related to each category of assets and funding sources and the yield earned and rates paid
on each. The table also shows the trend in net interest margin on a quarterly basis for 2002 and 2001, including the tax
equivalent yields on earning assets and rates paid on interest-bearing liabilities. Table 2 analyzes the changes in interest
income, interest expense, and net interest income that result from changes in the volumes of earning assets and funding
sources, as well as fluctuations in interest rates.

Tax equivalent interest income was $343,678 in 2002 as compared to $399,455 and $436,888 for 2001 and 2000,
respectively. Interest-earning assets repricing in 2002 and 2001’s lower rate environment caused the yield on average
earning assets to decline by 118 basis points to 6.32% in 2002 and 52 basis points to 7.50% in 2001 and accounted for
$64,222, or 92%, and $36,437, or 97%, respectively, of the decrease in interest income compared to the preceding year.

Average interest-earning assets for 2002 increased by $111,334, or 2.1%, to $5,440,772 as compared to $5,329,438 in 2001

with the growth in volume increasing 2002’s interest income by $8,445. Average loans outstanding for 2002 increased by
832,618, or 1%, over 2001, while average securities increased by $78,872, or 4%. In 2001, average interest-earning assets
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decreased by $117,384, or 2.2%, as compared to 2000. 2001’s interest income was unaffected by the overall decrease in
volume as average growth in higher yielding loans offset the decline in securities.

Interest expense declined by $69,928 to $110,910 in 2002 as compared to $180,838 in 2001 and $231,906 in 2000. Interest-
bearing liabilities repricing in the lower rate environment caused the rate paid on average interest-bearing deposits to fall by
158 basis points to 2.40% in 2002 and by 96 basis points to 3.98% in 2001. The lower interest rates paid on customer
deposits and borrowed funds accounted for $65,534, or 94%, and $43,797, or 86%, respectively, of the decrease in 2002 and
2001 interest expense as compared to the preceding year.

Average interest-bearing liabilities for 2002 ncreased by $71,528, or 1.6%, to $4,619,707, while, in 2001, average interest-
bearing liabilities decreased by $143,718, or 3.1%. The mix of average deposits in 2002 and 2001 saw a shift from higher
costing time deposits to less expensive core transactional deposits. This shift resulted in lower interest expense for 2002 and
2001 of $4,394 and $7,271, respectively. As discussed in the subsequent section entitled “Funding and Liquidity
Management,” customer repositioning of deposit balances was influenced by pricing and promotional strategies as well as
liquidity preferences given the existent interest rate and economic climate.

Tax equivalent net interest margin was 4.28% in 2002, as compared to 4.10% in 2001. Net interest margin trended upward
for each quarter of 2001 and the first half of 2002 peaking at 4.43% for second quarter 2002. This positive trend was the
result of the sensitivity of interest-bearing liabilities to changing interest rates during the declining rate environment of 2001.
This positive trend reversed in the second half of 2002 as a greater volume of earning assets began to reprice in the stable,
low interest rate environment that existed for most of 2002. As a result, net interest margin declined to 4.26% and 4.10%,
respectively, for third and fourth quarters 2002. In part, the speed of decline was also accelerated by the impact of refinance
related prepayments on mortgage-backed securities and certain measures taken by management to better insulate net interest
income and margin from the potential of rising interest rates. The section entitled “Market Risk and Interest Rate Sensitivity
Management,” commencing on page 17, describes the measures taken during the year and discusses the techniques used to
manage the volatility and other factors that affect net interest margin and net interest income.
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Table 1

Net Interest Income and Margin Analysis
(Amounts in thousands)

2002 2001 2000
Yield/ Yield/ Yield/
Average Rate Average Rate Average Rate
Balance Interest (%) Balance Interest (%) Balance = Interest (%)
Assets:
Interest -bearing deposits with banks... $ 5474  $ 106 1.94 $ 7,653 S 281 3.67 $§ 2812 § 181 6.44
Securities:
Available for sale - taxable.............. 1,463,643 76,705 5.24 1,391,278 90,551 6.51 1,720,841 114,779 6.67
Available for sale - nontaxable V... 476,946 35,786 7.50 478,361 35,171 7.35 485,785 37,045 7.63
Held to maturity -taxable................ 43,310 2,548 5.88 23,829 1,570  6.59 22,631 1,620 7.16
Held to maturity - nontaxable ....... 54,900 4,003 7.29 66,459 5,466 8,22 21,478 1,810  8.43
Total securities.........cc.ooverrrvevrenn. 2,038,799 119,042 5.84 1,959,927 132,758 6.77 2,250,735 155,254 6.90
Federal funds sold and securities
purchased under agreements to resell 3,587 69 1.92 2,361 97 411 14,376 930 6.47
Mortgages held for sale..................... 10,404 642 6.17 9,607 640  6.66 5,016 413 8.23
Loans, net of unearned discount "®... 3,382,508 223,819 6.62 3,349,890 265,679  7.93 3,173,883 280,110  8.83
Total interest-earning assets "¢ 5,440,772 343,678 6.32 5,329,438 399,455  7.50 5,446,822 436,888 8.02
Cash and due from banks................... 165,847 156,348 151,614
Reserve for loan losses............c......... (48,312) (46,498) (43,784)
Other assets.........ocovevceiiricinereiinennen 343,591 310,101 252,456
Total 8SSets.......cooorvivrvrrerrrerenens $5,901,898 $ 5,749,389 $5,807,108
Liabilities and Stockholders Equity:
Savings deposits......c.c.oceevevrieriniaens $ 454,588 4,191 0.92 $ 435,575 7,168  1.65 $ 467,746 9,158 1.96
NOW aCCOUMS....ooverereienrirrreariareenes 723,634 10,291 1.42 501,800 8,574 1.71 474,108 9,367 1.98
Money market deposits..................... 552,440 10,993 1.99 572,973 17,587  3.07 489,589 21,712 4.43
Time deposits.......cccocvvrrvccrienineninnn, 1,739,017 56,141 3.23 1,971,157 101,168 5.13 2,019,914 115,650 5.73
Borrowed funds..........c..coooooinine 1,150,028 29,294 2.55 1,066,674 46,341 4.34 1,240,540 76,019 6.13
Total interest-bearing liabilities ..... 4,619,707 110,910 2.40 4,548,179 180,838  3.98 4,691,897 231,906 4.94
Demand deposits.......ccoccvvvviiiiinnnennn 744,295 689,394 664,683
Other liabilities........... 58,788 52,584 56,447
Stockholders' equity.......c.cooveerineenn, 479,108 459,232 394,081
Total liabilities and
stockholders' equity ................... $5,901,898 $ 5,749,389 $ 5,807,108
Net interest income/margin " .._........ $232,768 4.28 $218,617 4.10 $204,982  3.76
Quarterly Net Interest Margin Trend
2002 2001
Fourth Third Second First Fourth Third Second First
Yield on interest -earning assets.................. 5.95% 6.28% 6.50% 6.55% 6.91% 7.44% 7.69% 7.94%
Rates paid on interest -bearing liabilities...... 2.19% 2.37% 2.43% 2.62% 3.04% 3.71% 4.27% 4.86%
Net interest margin “)..........c.c.ccccorernnn. 4.10% 4.26% 4.43% 4.32% 4.33% 4.27% 4.04% 3.77%

M Interest income and yields are presented on a tax equivalent basis, assuming a federal tax rate of 35%.

@ Loans on a nonaccrual basis for the recognition of interest income totaled $12,525, $16,847 and $19,849, as of December 31, 2002, 2001, and
2000, respectively, and are included in loans, net of unearned discount, for purposes of this analysis.
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Table 2

Changes in Net Interest Income Applicable to Volumes and Interest Rates
(Amounts in thousands)

2002 as Compared to 2001

Interest-bearing deposits with banks........................
Securities:
Available for sale - taxable.................ccooeeei i
Available for sale - nontaxable *“........................
Held to maturity - taxable............c.c.oconiiiiinens

Held to maturity - nontaxable @ ...

Total securities..........ccoevveiveiiiiiie e

Federal funds sold and securities

purchased under agreements to resell ....................
Mortgages held forsale............cccoeiiiiinne,
Loans, net of unearned discount O e

Total interest income @.......oooovvioioiiicen,

Savings deposits..........ccooiviviiieiiiiiiieiee e
NOW 2CCOUNES...eeiiiioiiieeiieee et e ae e
Money market deposits........cccooovviieviiiiiiiiine
Time deposits...ccooiiiviiiiiieiiiieer e
Borrowed funds..........coooveiicin e

Total interest EXPense.......ccocvvrrrevcririnineenans

Net interest income @ ....oooveiioirerine,

2001 as Compared to 2000

Interest -bearing deposits with banks: ................c......
Securities:
Available for sale - taxable......................
Available for sale - nontaxable ?.. .
Held to maturity - taxable............c.oooiviiiiniens

Held to maturity - nontaxable ® ...

Total SECUTItIES......ccvevivererireiiii e ceeeeeiiiieean

Federal funds sold and securities
purchased under agreements to resell

Mortgages held for sale ........................

Loans, net of unearned discount ®.........o.ocooivnn.,

Total interest income ...
Savings deposits.....ocoviiiiiiiiiiii
NOW aCCOUNLS.......oeeiiiiiieeiiiicc e
Money market deposits
Time depositS. . cecccriiiieii e
Borrowed funds............oooiiioiiiii e

Total interest €Xpense........c.ceevveriirineeeaennenn

Net interest income ...

Interest Income/Expense

Increase/(Decrease) due to:

Increase
2002 2001 (Decrease) Volume Rate Total
$ 106 3§ 281 (175) 1 § (66) § (109) $ (175)
76,705 90,551 (13,846) 5,044 (18,890) (13,846)
35,786 35,171 615 (104) 719 615
2,548 1,570 978 1,125 (147) 978
4,003 5,466 (1,463) (886) (577) (1,463)
119,042 132,758 (13,716) 5,179 (18,895) (13,716)
69 97 (28) 700 (728) (28)
642 640 2 18 (16) 2
223,819 265,679 (41,860) 2,614 (44,474) (41,860)
343,678 399,455 (55,777) 8,445 (64,222) (55,777)
4,191 7,168 (2,977) 328 (3,305 (2,977)
10,291 8,574 1,717 2,767 (1,050) 1,717
10,993 17,587 (6,594) (610) (5,984) (6,594)
56,141 101,168 (45,027) (10,849) (34,178) (45,027)
29,294 46,341 (17,047) 3,970 (21,017) (17,047)
110,910 180,838 (69,928) (4,394) (65,534) (69,928)
§ 232,768 § 218,617 § 14,151 $ 12,839 § 1,312 % 14,151
Interest Income/Expense Increase/(Decrease) due to: )
Increase
2001 2000 (Decrease) Volume Rate Total
$ 281 8 181 $ 100 $ 133§ 33 s 100
90,551 114,779 (24,228) (21,510) 2,718) (24,228)
35,171 37,045 (1,874) (560) (1,314) (1,874)
1,570 1,620 (50) 100 (150) (50)
5,466 1,810 3,656 3,699 (43) 3,656
132,758 155,254 (22,496) (18,271) (4,225) (22,496)
97 930 (833) (580) (283) (833)
640 413 227 287 (60) 227
265,679 280,110 (14,431) 17,435 (31,866) (14,431)
399,455 436,888 (37,433) (996) (36,437) (37,433)
7,168 9,158 (1,990) (600) (1,390) (1,990)
8,574 9,367 (793) 603 (1,396) (793)
17,587 21,712 (4,125) 5,109 (9,234) (4,125)
101,168 115,650 (14,482) (2,737) (11,745) (14,482)
46,341 76,019 (29,678) (9,646) (20,032) (29,678)
180,838 231,906 (51,068) (7,271) (43,797) (51,068)
§ 218,617 § 204,982 § 13,633 $ 6,275 § 7,360 § 13,635

" For purposes of this table, changes which are not due solely to volume changes or rate changes are allocated to such categories on the
basis of the percentage relationship of each to the sum of the two.
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Market Risk and Interest Rate Sensitivity 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, exchange rates, and equity prices. Interest rate risk is First Midwest’s primary market risk and is the result of reprice,
basis, and option risk. Reprice risk represents timing mismatches in First Midwest’s ability to alter contractual rates earned
on financial assets or paid on liabilities in response to market interest rates. Basis risk refers to the potential for changes in the
underlying relationship between market rates or indices, which subsequently result in a narrowing of the spread earned on a
loan or investment relative to its cost of funds. Option risk arises from the “embedded options” present in many financial
instruments such as loan prepayment options or deposit early withdrawal options. These provide customers opportunities to
take advantage of directional changes in rates and could have an adverse impact on First Midwest’s margin performance.

First Midwest seeks to achieve consistent growth in net interest income and net income while managing volatility that arises
from shifts in interest rates. The Asset and Liability Management Committee (“ALCO”) oversees financial risk management
by developing programs to measure and manage interest rate risks within Board authorized limits. ALCO is also responsible
for approving First Midwest’s asset/liability management policies, overseeing the formulation and implementation of
strategies to improve balance sheet positioning and earnings, and reviewing First Midwest’s interest rate sensitivity position.
Management uses net interest income and economic value of equity simulation modeling tools to analyze and capture near-
term and longer-term interest rate exposures.

Net interest income represents First Midwest’s primary tool for measuring interest rate sensitivity. Net interest income
simulation analysis measures the sensitivity of net interest income to various interest rate movements and balance sheet
structures. The simulation is based on actual cash flows and repricing characteristics for on and off-balance sheet instruments
and incorporates market-based assumptions regarding the effect of changing interest rates on the prepayment rates of certain
assets and liabilities. The simulation includes Management projections for activity levels in each of the product lines offered
by the Company. Assumptions based upon the historical behavior of deposit rates and balances in relation to interest rates
are also incorporated into the simulation. These assumptions are inherently uncertain, and as a result, the simulation cannot
precisely measure net interest income or precisely predict the impact of the fluctuation in interest rates on net interest incane.
Actual results will differ from simulated results due to timing, magnitude, and frequency of interest rate changes as well as
changes in market conditions and management strategies.

ALCO monitors and manages interest rate risk within approved policy limits. The simulation model assesses the magnitude
of changes in net interest income resulting from changes in interest rates over both a 12 and 24 month horizon and uses
multiple rate scenarios. These scenarios include, but are not limited to, a flat or unchanged rate environment, a “most likely”
forecast (which the Company believes to be the most probable outlook), a graduated increase and decrease of 200 basis
points that occurs in equal steps over a six month time horizon, and immediate increases and decreases of 200 and 300 basis
points.

The Company’s current interest rate risk policy limits are determined by measuring the change in net interest income over a
12 month horizon assuming a significant 200 basis point graduated increase in all interest rate limits. Current policy limits
this exposure to plus or minus 8% of the anticipated level of net interest income over the corresponding 12 month horizon
assuming no change in current interest rates.

The Company’s 12 month net interest income sensitivity profile as of year-end 2002 and 2001 is as follows.

Tabie 3
Amalysis of Net Interest Income Semsitivity
Graduated Change in
Rates'" Immediate Change in Rates
200 ? +200 200 ® +200 -300% +300
December 31, 2002 -1.8% -6.1% +1.0% -6.1% +1.8%
December 31, 2001 -3.6% +5.8% -5.0% +5.8% -7.5%

D Reflects an assumed change in interest rates that occurs in equal steps over a six month horizon.

@ Due to the low level of interest rates as of year-end 2002 and 2001, Management’s judgment was used to set reasonable levels of change
in the yield curve and establish, where appropriate, interest rate floors for select interest-earning assets and interest-bearing liabilities.
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2002’s sensitivity profile reflects a decrease from 2001 in the degree of net interest income change, given a significant rise in
interest rates. In the case of an immediate 200 basis point change in rates, the adverse impact to net interest income declined
to a negative 1.8% in 2002 from a negative 3.6% in 2001. This decrease is reflective of Management’s efforts to better
insulate future net interest income exposure to rising interest rates. As mortgage interest rates reached 40-year historic lows
in third quarter 2002, refinance-related prepayments accelerated, and cash flows received from mortgage-backed securities
increased significantly. As further discussed in the subsequent section entitled “Investment Portfolio Management,” the
Company adopted investment strategies that allowed the effective duration of its $2.0 billion securities portfolio to shorten,
This strategy, while dampening net interest margin in third and fourth quarter 2002, gives the Company the flexibility to
extend the portfolio’s duration and receive higher yields as market opportunities present themselves in 2003. In addition,
through pricing and promotional strategies further described in the subsequent section titled “Funding and Liquidity
Management,” the Company was able to reduce its exposure to rising rates by growing core, non-indexed transactional
accounts and lengthening the maturity of time deposits and certain borrowed funds.

In the case of a 200 basis point graduated change in interest rates, net interest income is estimated to be adversely impacted
both in rising (-1.8%) and falling (-4.8%) rate scenarios. This condition is caused by differing repayment rates of mortgage
loans and mortgage-backed securities in increasing and decreasing rate environments and the greater latitude to raise rather
than lower some deposit rates, given the already very low level of interest rates.

In addition to the simulation analysis, Management uses an economic value of equity sensitivity technique to capture the risk
in both short and long-term positions. ALCO uses the economic value of equity sensitivity analysis to study the impact of
long-term cash flows on earnings and capital. Economic value of equity involves discounting present values of expected
cash flows on all assets, liabilities, and off-balance sheet contracts under different interest rate scenarios. The discounted
present value of all cash flows represents First Midwest’s economic value of equity. Economic value of equity does not
represent the true fair value of asset, liability, and derivative positions, since it does not consider factors like credit risk and
liquidity nor does it consider the impact of future changes to the balance sheet. First Midwest’s policy guidelines call for
preventative measures to be taken in the event that an immediate increase or decrease in interest rates of 200 basis points is
estimated to reduce the economic value of equity by more than 20%.

At December 31, 2002, an immediate 200 basis point increase in market rates would negatively impact First Midwest’s
economic value of equity by 6.8% as compared to 10.6% in 2001. An immediate 200 basis point decrease in market rates, as
adjusted to allow for 2002’s already low level of interest rates, would positively impact the economic value of equity by 3.8%
in 2002 as compared to 6.9% in 2001. Consistent with previously discussed net interest income simulation findings, 2002’s
sensitivity of the economic value of equity to rising interest rates was reduced due to certain security portfolio management
and deposit pricing strategies undertaken to reduce exposure to rising interest rates. 2002’s sensitivity to falling rates was
reduced in comparison to 2001 due to the low level of interest rates that existed at the end of 2002.

Overall, First Midwest believes that its current balance sheet structure and net interest income performance, while adversely
impacted by significant, rapid increases in interest rates, is less vulnerable to increasing interest rates as compared to the
condition that existed at year-end 2001. Conversely, First Midwest’s balance sheet and net interest income is more vulnerable
to an immediate decrease in interest rates than it was at the year-end 2001 due to the low level of interest rates.

As part of its approach to controlling the interest rate risk within its balance sheet, First Midwest has utilized derivative
instruments (specifically interest rate swaps with third parties) in order to limit volatility in net interest income. The
advantages of using such interest rate derivatives include minimization of balance sheet leverage resulting in lower capital
requirements as compared to cash instruments, the ability to maintain or increase liquidity, and the opportunity to customize
the interest rate swap to meet desired risk parameters. The accounting policies underlying the treatment of derivative
financial instruments in the Consolidated Statements of Condition and Income of First Midwest are described in Notes 1 and
20 of “Notes to Consolidated Financial Statements” commencing on pages 44 and 64, respectively, of this Form 10-K.

Interest rate swap transactions involve exchanges of fixed and floating rate interest payments without the exchange of the
underlying notional (i.e., principal) amount on which the interest payments are calculated. When the interest rate swap has
been appropriately designated as a hedge, the net cash flow paid or received by First Midwest on these transactions is treated
as an adjustment to interest income and expense on the underlying earning asset or funding source to which the swap relates.
A risk associated with interest rate swap transactions is credit risk, defined as the ability of the swap counterparty to perform
its interest payment obligation under the terms of the agreement. Credit risk on interest rate swap transactions consists of the
aggregate net interest payable to First Midwest by the counterparty in addition to the aggregate unrealized gain on the swap
position. First Midwest controls this credit risk by reviewing each counterparty for creditworthiness prior to entering into
transactions and maintaining a policy limiting credit exposure to any one counterparty to not more than 2.5% of consolidated
stockholders' equity. In addition, First Midwest's interest rate swap transactions require the establishment of a mutual mark-
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to-market arrangement whereby cash collateral is required to be on deposit with First Midwest and/or the counterparty,
depending upon the existing net settlement position. First Midwest does not act as an intermediary in arranging interest rate
swaps for customers.

As of December 31, 2002 and 2001, First Midwest had total interest rate swaps with an aggregate notional amount of
$125,000 and $100,000 in place, respectively, hedging various balance sheet categories. The specific terms of the interest
rate swaps outstanding as of December 31, 2002 and 2001 are discussed in Note 20 of “Notes to Consolidated Financial
Statements” commencing on page 64 of this Form 10-K.

Funding and Liguidity Management

Liquidity management is the ability to provide funding sources at a minimum cost to meet fluctuating deposit, withdrawal,
and loan demand needs. First Midwest's liquidity policy establishes parameters as to how liquidity should be managed to
maintain flexibility in responding to changes in liquidity needs over a 12 month forward period, including the requirement to
formulate a quarterly liquidity compliance plan for review by the Bank Board of Directors. The compliance plan includes a
recorded analysis that measures projected needs to purchase and sell funds. Inherent in the analysis is a set of projected
balance sheet assumptions that are updated quarterly throughout the year. Based on such assumptions, First Midwest
determines its total cash liquidity on hand and adds to that position excess collateral capacity from pledging, unused federal
funds purchased lines, and other unused borrowing capacity such as Federal Home Loan Bank advances, resulting in a
calculation of First Midwest’s total liquidity capacity. First Midwest’s total policy-directed liquidity requirement is 7.5% of
total sources (demand deposits, interest-bearing transactions deposits, retail time deposits, other borrowings, and other
liabilities and equity) less pledged deposits. Based upon First Midwest’s projections as of December 31, 2002, the Company
expects to have net excess liquidity capacity, based upon policy guidelines, for the forward twelve-month period.

Table 4 provides a year-to-year comparison of the sources of First Midwest's liability funding based upon average balances
over the last three years. Average, rather than period-end, balances are more meaningful in analyzing First Midwest's
funding sources because of the inherent fluctuations that occur on a monthly basis within most deposit categories.

Table 4

Funding Sources - Average Balances
(Amounts in thousands)

% % %

2002 of Total 2001 of Total 2000 of Total

Demand deposits ....cccvveeivieieiiirireceecee e $ 744,295 139 § 689,394 132 § 664,683 124
Savings deposits........ccoeereireeirvieeieiiceeeriree v 454,588 8.5 435,575 8.3 467,746 8.7
NOW QCCOUNLS .....veevvevreiiiericvecrececereeeenreereveeaens 723,634 13.5 501,800 9.6 474,108 8.9
Money market aCCOUNLS .....cco.ccvvviivrereerrirereerenee 552,440 10.3 572,973 10.9 489,589 9.1
Core transactional deposits.........cocvmrrirerniveenne. 2,474,957 46.1 2,199,742 42.00 2,096,126 39.1
Time deposits.......oc.cvvvrieeeeeeeiri e 1,739,017 32.4 1,971,157 37.6 2,019,914 37.7
Core eposifs.........cooeeiiniiiineiieecceees 4,213,974 78.6 4,170,899 79.6 4,116,040 76.8
Repurchase agreements. .........cooeceoeeerenerrnrevennns 519,113 9.6 618,518 11.8 1,006,133 18.8
Funds purchased and other borrowed funds ........ 630,915 11.8 448,156 8.6 234,407 4.4
Borrowed funds.......c..oocccooieereiiniiniceeceee e 1,150,028 21.4 1,066,674 20.4 1,240,540 232
Total funding SOUICES .......cocvrevrnrvireccerenneas $ 5,364,002 1000 § 5,237,573 100.0 $ 5,356,580 100.0

In 2001 and 2002, First Midwest focused its sales efforts on increasing core funding sources from deposits as funding costs
are generally less expensive than wholesale, borrowed funds and do not typically require the pledging of securities as
collateral. As discussed previously in the section entitled “Market Risk and Interest Rate Sensitivity,” commencing on page
17 of this Form 10-K, these efforts were in concert with First Midwest’s strategy to reduce it exposure to increases in market
interest rates. As shown in Table 4, average core deposits for 2002 totaled $4,213,974, representing an increase of $43,075,
or 1.0%, in 2002 and followed an increase of 1.3% in 2001 over 2000.

2002’s level of average core deposits represented 78.6% of total funding sources and approximated 2001°s level of 79.6%.
Average core transactional deposits increased by $275,215, or 12.5%, over 2001 while average time deposits declined by
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during late 2001 and throughout 2002.

$232,140, or 11.8%. The shift in deposit mix was driven by a combination of pricing and promotional strategies employed

In late 2001, First Midwest introduced a non-indexed, “high yield” interest-bearing checking account at a 90 day promotional
rate, which by the end of 2001 totaled $207,731. The balances remained outstanding during all of 2002 and drove the 44.2%
increase in average NOW accounts as compared to the prior year. Over the same time period, time deposit pricing, while

competitive across all terms, specifically emphasized longer-term maturities.

The combination of these pricing strategies and the overall low level of interest rates and instability in the equity markets,
created an incentive for customers seeking Jiquidity to shift balances to transactional accounts as opposed to shorter-term
time deposits. As equity markets stabilize or interest rates increase, Management expects that customer liquidity preferences
will change and some portion of transactional balances will revert to time deposits as influenced by then existent pricing and

competition.

Tables 5 and 6 that follow provide additional information regarding First Midwest's time deposit and wholesale funding

activities over the last 3 years.

Table 5

Maturities of Time Deposits of $1¢0 or More
(Amounts in thousands)

As of December 31,
2002 2001 2000
Maturing within 3 months ..o $ 256,755  $ 250,793 % 334,816
After 3 but within 6 MoONthS .......ccocooooieieeee e 100,090 170,793 212,236
After 6 but within 12 months.......c.ccoouvieiiiiiiie e 122,926 125,570 126,789
ATEr 12 MONTRS....ooioeiiee ettt et ver s 72,585 65,804 56,834
TOLAL ettt $ 552356 $ 612960 §$ 730,675
Table 6
Borrowed Funds
(Amounts in thousands)
2002 2001 2000
Amount Rate (%) Amount Rate (%) Amount Rate (%)
At year-end:
Securities sold under agreements to repurchase  $ 384,408 1.21 $ 494851 204 | $§ 911,872 6.37
Federal funds purchased...........cccc.ccovvirinnnce 278,000 1.24 207,000 1.53 124,000 6.43
Federal Home Loan Bank advances.................. 575,000 3.72 270,000 4.79 110,000 6.90
Total borrowed funds...........cccoveeiieiciinins $ 1,237,408 238 | § 971,851 270 | $ 1,145,872 6.43
Average for the year:
Securities sold under agreements to repurchase $ 519,113 1.65 | $§ 618518 414 | $ 1,006,133 6.08
Federal funds purchased...........cccccooovvevveinnnnns 193,929 1.72 214,814 3.85 84,582 6.42
Federal Home Loan Bank advances................. 436,986 3.98 233,342 5.35 149,426 6.30
Other borrowed funds.......coooevveriecicriiienricnnnn, - - - - 399 6.77
Total borrowed funds..........cccoooveiiviiirinns $ 1,150,028 255 | § 1,066,674 434 | $ 1,240,540 6.13
Maximum month-end balance:
Securities sold under agreements to repurchase $§ 621,630 $ 691,940 $ 1,162,484
Federal funds purchased.......cccccoovvieivnienenicnnns 278,000 297,000 170,000
Federal Home Loan Bank advances.................. 575,000 270,000 180,000
Other borrowed funds.......c....ccoeveiierieceiiiienenne. - - 5,000
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Average borrowed funds totaled $1,150,028 representing an increase of $83,354, or 7.8%, over 2001 and stood in contrast to
2001°s decrease of 14.0% from 2000. First Midwest makes extensive, interchangeable use of both repurchase agreements and
Federal Hone Loan Bank (“FHLB”) advances to supplement core deposits and leverage the interest yields produced through
its securities portfolio. As of December 31, 2002, the weighted average maturity of repurchase agreements and FHLB
advances was 1.67 years as compared to .92 years for 2001. This increase was consistent with Management strategies to
opportunistically lengthen interest-bearing liability terms in the current low interest rate environment.

The liquidity needs of First Midwest Bancorp, Inc. (“parent company”) consist primarily of operating expenses of the parent
company and dividend payments to First Midwest's stockholders. The primary source of liquidity for the parent company is
dividends from Affiliates. At December 31, 2002, the parent company had short-term credit facilities, which require no
compensating balances, available to fund cash flow needs totaling $50,000. The parent company also has the ability to
enhance its liquidity position by raising capital or incurring debt. The parent company had no long-term debt or debt
outstanding under its short-term credit facilities as of year-end 2002 and had cash and equivalent short-term investments of
$27,063 as of such date.

ANALYSIS COF NONINTEREST INCOME AND EXPENSE
Noninterest [ncome

Noninterest income, exclusive of security gains, decreased by 2.3% in 2002 from 2001, following an increase of 9.9% in
2001. In 2002, the lower interest rate environment, as well as weakened debt and equity markets, negatively impacted
market-sensitive revenue streams, such as trust revenue, corporate owned life insurance, and investment product fees derived
from third party mutual funds and annuities (included in other income). Offsetting these negatives were greater revenues
derived from service charges on deposit accounts. The year-to-year improvement in 2001 as compared to 2000 was realized
primarily in the categories of service charges on deposit accounts and other commissions and fees and resulted from a
combination of increased volumes of deposit accounts, greater customer activity, and improved fee assessment and collection
practices started in the previous year.

The following table analyzes the components of noninterest income, excluding net security gains, for the years 2000 through
2002.
Table 7

Anmnalysis of Noninterest Income
(Amounts in thousands)

n

% Change
2002 2001 2000 2002-2001 2001-2000
Service charges on deposit accounts.................... $ 25362 § 24,148 $ 21,341 5.0 13.2
Trust and investment management fees ............... 10,309 10,445 10,671 (1.3) 2.1
Other service charges, commissions, and fees.... 18,019 18,471 16,282 24) 134
Corporate owned life insurance..........coocecovvvienen. 6,728 8,190 6,517 (17.9) 257
Other INCOME ...t 6,113 6,822 7,149 (10.4) (4.6)
Total noninterest iNCOME.......co.ccoovvvrivieriinennes $ 66,531 § 68,076 $ 61,960 2.3) 9.9

™ For a discussion of Security Gains, refer to the “Investment Portfolio Management” section commencing on page 28 of this Form 10-K.

Service charges on deposit accounts represent the largest component of noninterest income and consists of fees on both
interest-bearing and noninterest-bearing deposit accounts as well as fees related to checks drawn upon customer accounts
with insufficient funds (“NSF fees™) and stop payment requests. Service charges on deposit accounts include both hard
dollar charges and charges assessed through account analysis, the latter being reduced by earnings credits indexed to a short-
term U.S. Treasury yield and applicable to business deposit accounts only. Service charges on deposit accounts increased
5.0% to $25,362 in 2002, following a 13.2% increase in 2001. The $1,214 increase in 2002 is primarily attributable to a $750
increase in NSF fee revenues incident to a pricing increase implemented in first quarter 2002. Further contributing to the
increase are higher service charges on business checking accounts due to greater transaction volumes combined with lower
earnings credit paid thereon as a consequence of lower short-term interest rates that reduced the value of account balances
maintained to compensate the Bank for deposit service, which resulted in higher fees collected for account maintenance. The
increase of $2,807 in 2001 over 2000 was also attributable to an increase in NSF fees as well as increases in service charges
on business checking and savings accounts.
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The Company provides trust and investment management services to its customers, acting as executor, administrator, trustee,
agent, and in various other fiduciary capacities for client accounts. These services were previously provided to clients
through a stand-alone trust company, which was merged into the Bank in 2001, thereby generating a more seamless
integrated delivery of trust, investment management, and fiduciary services to the Bank’s more extensive commercial and
personal client base. Assets under management and in nondiscretionary custody accounts totaled $1,935,339 and $1,987,920
at December 31, 2002 and 2001, respectively. This category of noninterest income decreased by 1.3% in 2002 as compared
to 2001 following a decrease of 2.1% in 2001 from 2000. Trust and investment management fees generally follow the
amount of total assets under management, as well as conditions in the equity and credit markets, as fees on certain accounts
are based on market value. Trust and investment management fees have declined since 2000 principally as a result of a
decline in the equity markets, which has reduced the value of assets under administration. To a lesser extent, a shift in the
mix of assets under administration from equity investment products to money market funds, which generate lower fees, also
served to reduce trust and investment management fee income.

Other service charges, commissions, and fees decreased by $452, or 2.4%, in 2002 as compared to 2001. The 2002 decline
resulted from decreases in market-sensitive official check commissions, insurance premiums earned, and alternative
investment revenues, offset by increases in debit card income and commissions on mortgage loan originations. The reduction
in insurance premiums earned is attributable to a modification in the design of the product offered, which altered the revenue
stream from the third party insurance carrier as compared to that in the prior year. 2001 fees increased by $2,189, or 13.4%,
to $18,471 as compared to 2000 with commissions on mortgage loan originations contributing to over half of the 2001
increase in addition to improvement seen in debit card income, alternative investment revenues, and non-yield loan fees.

First Midwest owns life insurance policies, insuring the lives of certain First Midwest officers. First Midwest is the
beneficiary under these corporate owned life insurance (“COLI”) policies, and uses the proceeds from the policies to offset
the costs of certain employee benefits. Late in 2000 and early 2001, First Midwest exchanged and transferred certain of the
policies to a new insurance carrier and renegotiated the terms of the existing policies. At December 31, 2002 and 2001 First
Midwest held COLI policies, with a total value of $141,362 and $135,280, respectively, with six national insurance carriers,
all of whom were rated in the top ranking levels by insurance carrier rating agencies.

COLI income represents the increase in cash surrender value (“CSV”) of the policies, net of any premiums paid. The
increase in CSV is primarily attributable to earnings credited to the policies, based on investments made by the insurers.
Under applicable tax law, this increase in CSV is not subject to federal taxation. The tax equivalent yield on the COLI was
6.8%, 9.4%, and 8.6% at December 31, 2002, 2001, and 2000 respectively. The decline in yield in 2002 reflects a reduction
in the earnings on investments made by the insurer and credited to the policies, which resulted primarily from a shortening of
the duration of those investments. The 80 basis point yield improvement in 2001 over 2000 was a result of improved
earnings rates in connection with the prior year renegotiation of terms previously mentioned.

Other income decreased by $709, or 10.4%, in 2002 from 2001. In addition to a decline in automatic teller machine
(“ATM”) interchanges fees, the reduction in other income in 2002 was due in part to certain nonrecurring activities in 2001,
including a $348 one-time gain from the sale of excess property and a $150 one-time recovery. Other income decreased
4.6% in 2001 over 2000 and was the result of a decrease in mortgage banking revenues offset by greater ATM fees due to
higher pricing and increased transaction volumes.

Noninterest Expense

Noninterest expense totaled $148,052 in 2002 as compared to $145,356 in 2001 and $144,416 in 2000, and represented an
increase of 1.9% and 0.7% in 2002 and 2001, respectively. The elimination of goodwill amortization expense (as discussed
in Notes 1 and 7 of “Notes to Consolidated Financial Statements” commencing on pages 44 and 53, respectively, of this
Form 10-K) reduced noninterest expense for 2002 by $2,160. Factoring out the elimination of goodwill amortization
expense, total noninterest expense for 2002 increased 3.4% over 2001.

The efficiency ratio for 2002 was 48.2% as compared to 49.7% for 2001 and 53.1% for 2000. The “lower-is-better”
efficiency ratio indicates the percentage of operating costs that is used to generate each dollar of net revenue—that is, during
2002, 48.2 cents were spent to generate each $1 of net revenue. Net revenue is defined as net interest income, on a tax
equivalent basis, plus other income less securities gains. The combination of top line revenue performance and continued
cost control resulted in record efficiency ratios in 2002, with the 2001 efficiency ratio representing the first ever sub-50%

efficiency ratio achieved by First Midwest for a full year. Table 8 analyzes the components of noninterest expense for the
years 2000 through 2002.
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Table 8

Analysis of Noninterest Expense
(Amounts in thousands)

% Change

2002 2001 2000 2002-2001 2001-2000
Compensation expense (Table 9) 80,626 $ 76,780 3 75,707 5.0 1.4

Occupancy expense. 14,298 14,353 13,635 0.4) 53
Equipment expense 7,769 7.644 7,900 1.6 3.2)
Technology and related costs 9,796 10,186 10,894 (3.8) (6.5)
Professional services 6,627 6,270 7,538 5.7 (16.8)
Advertising and promotions 4,195 3,314 3,859 26.6 (14.1)
Other expenses 24,741 26,809 24 883 7.7 7.7

Total noninterest eXpense.........ovveeeerererreennnas $ 148,052 145,356 $ 144416 19 0.7
Efficiency ratio 49.7% 53.1%

Compensation expense, the largest component of noninterest expense, includes employee salaries and wages, retirement and
other employee benefits, and expense relating to temporary personnel costs. Table 9 analyzes the components of
compensation expense for the years 2000 through 2002.

Table 9
Analysis of Compensation Expense
(Amounts in thousands, except for FTE data)

% Change
2002 2001 2000 2002-2001 2001-2000
Salaries and WagesS.......cooveveveieieeenririe e $ 61,834 § 60,089 § 59,528 29 09
Retirement and other employee benefits............... 17,716 15,308 14,702 15.7 4.1
Temporary personnel eXpense.......cccevvrvcerernevcnes 1,076 1,383 1477 (22.2) (6.4)
Total compensation eXpense...........coowervrrernns $ 80,626 § 76,780 $§ 75707 5.0 1.4
Average full-time equivalent (FTE) employees.... 1,525 1,531 1,583 (0.4) (3.3)

Salaries and wages increased by 2.9% in 2002 following an increase of 0.9% in 2001. First Midwest’s staffing levels on a
full-time equivalent basis moderated in 2002 following a decrease of 52 persons in 2001 as a result of staffing reductions
from the reorganization of certain support operations of the Bank. Salaries and wages increased by $1,745 in 2002 and $561
in 2001, and retirement and other employee benefits increased 15.7% in 2002 and 4.1% in 2001. The 2002 increase resulted
from a combination of anrwal merit increases and a higher level of commissions associated with mortgage origination and
sales activity, higher health care and retirement plan contributions, and greater performance based payments under various
compensation programs. The 2001 increase in this category was primarily attributable to a larger profit sharing contribution
due to record earnings performance and a $475 special healthcare contribution to reimburse the Company’s self-insured
healthcare trust for certain extraordinary claim costs incurred during the year. Further discussion of First Midwest’s
retirement plans can be found in Note 12 of “Notes to Consolidated Financial Statements” commencing on page 56 of this
Form 10-K.

Occupancy expense decreased by 0.4% in 2002 from 2001 following an increase of 5.3% in 2001 over 2000. The 2002
decrease is primarily due to lower utilities expense and other seasonal costs resulting from favorable weather conditions in
addition to the elimination of operating costs associated with three smaller branch office closings in the prior year. The 2001
increase is attributable to higher utility and snow removal costs as well as various fixed asset and leasehold improvement
write-offs approximating $200 each relating to the closing of two supermarket branches and the sale of a building incident to
the previously discussed trust company merger.

Equipment expense increased by 1.6% in 2002 following a decrease of 3.2% in 2001. The 2002 increase is attributable to
higher depreciation costs on new assets placed in service and greater non-capitalized equipment expenditures. The 2001
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reduction was the result of reduced repair costs and lower maintenance contract costs resulting from a Company-wide
renegotiation of contracts with vendors.

Technology and related costs include expenses related to core bank data processing, trust, network communications, and
other external processing systems. This category decreased by 3.8% in 2002 from 2001 and 6.5% in 2001 from 2000. The
2002 decrease is principally due to cost savings achieved from a change in voice and data circuits provider. Almost half of
the 2001 decrease is incident to the discontinuation of mortgage subsidiary operations in 2000 and the balance due to lower
data network costs as a result of renegotiated contract terms.

Professional services increased 5.7% in 2002 following a 16.8% decrease in 2001. The increase in 2002 was predominately
due to consulting services related to enhancing retail target marketing strategies, as well as greater loan related costs
primarily due to increased home equity loan volume. The 2002 increase was offset in part by lower personnel recruitment
costs and cost savings in regulatory exam fees in connection with the Bank’s 2001 charter conversion. 2001’s reduction was
due to lower loan related expenses and the elimination of certain consulting costs. Additionally, the Bank’s mid-year charter

conversion was effected to realize a reduction in supervisory costs, with such reduction totaling $250 for the second half of
2001.

Advertising and promotions expense increased by 26.6% in 2002 following a decrease of 14.1% in 2001. The 2002 increase
resulted from a return to more normalized expense levels as compared to 2001, as well as costs associated with participation
in community development projects. The reduction of advertising expense in 2001 was due to a transitional shift in marketing
strategy and the scaling back of certain advertising programs.

Other expenses decreased $2,068, or 7.7%, in 2002 as compared to 2001 after increasing 7.7% in 2001 as compared to 2000.
Other expenses include various categories such as freight and courier costs, merchant credit card expense, supplies and
printing, and telephone expense incurred in the day-to-day operations of the Company. The 2002 decrease is primarily
reflective of the cost containment measures embraced throughout the Company and the elimination of $2,160 in goodwill
amortization due to the adoption of Financial Accounting Standards Board Statement No. 142 (“FASB No. 142™), “Goodwill
and Other Intangible Assets,” which ceased the amortization of all goodwill. Further discussion of the adoption of FASB
Statement No. 142 and the impact on the Company is included in Notes 1 and 7 of “Notes to the Consolidated Financial
Statements” commencing on pages 44 and 53, respectively, of this Form 10-K. The increase in 2001 was related to certain
costs that were incurred to change stationary, supplies, etc. incident to the Bank charter conversion, in addition to higher
postage costs incident to the 2001 rate increases.

INCOME TAXES

First Midwest annually develops an income tax plan that focuses on the maximization of long-term, after-tax profitability on
a consolidated basis. First Midwest's provision for income taxes includes both federal and state income tax expense. An
analysis of the provision for income taxes and the effective income tax rates for the periods 2000 through 2002 are detailed in
Table 10.

Table 10

Analysis of Income Tax Expense
(Amounts in thousands)

2002 2001 2000
Income before INCOME taX EXPENSE.....coeruivirerrrieeririeieceireeie e $ 122283 $ 108,306 $ 99299
INCOME tAX EXPEISE wvuvoevreircriveiseeesrans et eeae s ss et aess e ss st enenes $ 32,133 $ 26,668 $ 23,759
Effective INCOME TAX TALE cuvvevvevierceeeeceee et sv et 26.3% 24.5% 23.9%

First Midwest’s accounting policies underlying the recognition of income taxes in the Consolidated Statements of Condition
and Income are included in Notes 1 and 13 of “Notes to Consolidated Financial Statements” commencing on pages 44 and
58, respectively, of this Form 10-K. In accordance with such policies, First Midwest records income tax expense (benefits)
in accordance with FASB Statement No. 109, “Accounting for Income Taxes” (“FASB No. 109”). Pursuant to FASB No.
109, First Midwest recognizes deferred tax assets and liabilities based on temporary differences in the recognition of income
and expenses for financial statement and income tax purposes. Deferred tax assets totaling $15,242 at December 31, 2002
are recorded in other assets. The tax effect of adjustments related to other comprehensive income totaling $25,136 at
December 31, 2002 is recorded in other liabilities in the accompanying Consolidated Statements of Condition.
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Under FASB No. 109, deferred tax assets must be reduced by a valuation allowance if it is more likely than not that some
portion or the entire deferred tax asset will not be realized. In assessing whether a valuation allowance is required, First
Midwest considers the ability to realize the asset through carryback to taxable income in prior years, the future reversal of
existing taxable temporary differences. Based on this assessment, First Midwest has determined that a valuation allowance
is not required for any of the deferred tax assets it has recorded.

MANAGEMENT OF CAPITAL
Stockholders’ Equity

Stockholders’ equity at December 31, 2002 was $491,953, an increase of $44,686, or 10%, from December 31, 2001. The
stockholders’ equity increase was largely the result of an increase in the net unrealized gains in the Company’s available-for-
sale investment portfolio and earnings less dividends paid to shareholders. Equity as a percentage of assets was 8.2% at
December 31, 2002, compared to 7.9% a year ago. Book value per common share increased to $10.42 at December 31, 2002,
up from $9.18 at December 31, 2001.

Capital Measurements

A strong capital structure is crucial in maintaining investor confidence, accessing capital markets, and enabling First Midwest
to take advantage of future profitable growth opportunities. First Midwest's Capital Policy requires that the Bank maintain a
capital ratio in excess of the minimum regulatory guidelines and also serves as an internal discipline in analyzing business
risks and internal growth opportunities, in addition to setting targeted levels of return on equity. Under regulatory capital
adequacy guidelines, First Midwest and the Bank are subject to various capital requirements set and administered by the
federal banking agencies. Capital adequacy guidelines require that First Midwest meet specific guidelines that involve
quantitative measures of assets, liabilities, and certain off-balance sheet items calculated under regulatory accounting
practices. The capital amounts and classifications are also subject to qualitative judgments by the regulators about
components of capital and assets, risk weightings, and other factors. Quantitative measures established by regulation to
ensure capital adequacy require First Midwest to maintain minimum amounts and ratios of total and tier 1 capital (as defined
in the regulations) to risk-weighted assets (as defined) and of tier 1 capital to average assets (as defined). As of December
31, 2002, First Midwest and the Bank met all capital adequacy requirements to which they were subject.

To be categorized as “well capitalized,” First Midwest and the Bank must maintain minimum total and tier 1 capital to risk-
weighted assets and tier 1 capital to average assets ratios as set forth in the table below. The following table summarizes the
actual capital amounts and ratios for First Midwest and compares them to the capital levels and ratios necessary to be
categorized as adequately capitalized and “well capitalized”.

Table 11

Capital Measurements
(Amounts in thousands)

First Midwest For Capital Well Capitalized for
Actual Adequacy Purposes FDICIA

As of December 31, 2002: Capital Ratio Capital Ratio Capital Ratio
Total capital (to risk-weighted assets):

First Midwest Bancorp, Inc $ 482512 11.03% $ 349,960 8.00% $ 437450 10.00%

First Midwest BanK.........c.cccoovvveveernnnennas 460,426 10.56 348,826 8.00 436,033  10.00
Tier 1 capital (to risk-weighted assets):

First Midwest Bancorp, Inc ..............co...... 434,583 9.93 174,980 4.00 262,470 6.00

First Midwest Bank......c....cccccoenvirrerorrnn. 412,497 9.46 174,413 4.00 261,620 6.00
Tier | leverage (to average assets):

First Midwest Bancorp, Inc 434,583 732 178,126 3.00 296,877 5.00

First Midwest Bank.......cccocooovvivieececennnnn, 412,497 7.01 176,683 3.00 294,471 5.00
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First Midwest For Capital Well Capitalized for
Actual Adequacy Purposes FDICIA

As of December 31, 2001: Capital Ratio Capital Ratio Capital Ratio
Total capital (to risk-weighted assets):

First Midwest Bancorp, Inc. ....cocccovevnenas $ 471,728 11.08% $ 340488 8.00% $ 425611 10.00%

First Midwest Bank 458,022 10.81 338,998 8.00 423,747 10.00
Tier 1 capital (to risk-weighted assets):

First Midwest Bancorp, Inc. ....cococoeenenn. 423,983 9.96 170,244 4.00 255,366 6.00

First Midwest Bank.........cococcomenennnencnne. 410,277 9.68 169,499 4.00 254,248 6.00
Tier | leverage (to average assets):

First Midwest Bancorp, Inc. ......coocevvvennne. 423,983 743 171,181 3.00 285,301 5.00

First Midwest Bank............ococoovmeiicnnnc. 410,277 7.25 170,047 3.00 283412 5.00

Management of Capital

In August 2002, First Midwest's Board of Directors authorized the repurchase of up to 3,000 of its common shares, or 6.28%
of shares outstanding. The new plan is the ninth such program since the Company’s formation in 1983 and authorizes
repurchases in both open market and privately negotiated transactions and has no execution time limit. Subject to ongoing
capital, investment, and acquisition considerations, management intends to continue share repurchases in 2003 on an
opportunistic basis. First Midwest repurchased 1,866 and 2,604 shares of its common stock during 2002 and 2001,
respectively, under repurchase programs in effect at that time, and at December 31, 2002, 2,401 shares authority remained.

The following table shows the current and all previous authorizations.

Table 12
Repurchase Authorizations
(Amounts in thousands)

Average Cost

Authorized Repurchased Per
Shares as a % of Shares as a % of Repurchased
Date Authorized Outstanding Repurchased  Authorization Share
November 1991 ......oooovvvriiooeeerioereeoeee. 1,125 4.80% 799 71% $ 987
November 1993 .........oooooooovivenreireereien. 1,125 4.90% 409 36% 11.20
November 1995 .........cccooovvvveerirvrcrirrnnnns 1,500 6.60% 173 @ 12% 12.21
November 1996 ........cooooooovmmvvrevmrreesiin. 1,690 530% 1,038 62% 16.27
September 1998...........oovveooveervcenrrvrrrenene 1,600 2.90% 1,600 100% 2155
February 1999.........cooooooooooioeeeeieececsesr, 3,750 6.90% 3,750 100% 2092
November 1999 ................occoceririmrrrrenen 1,875 3.75% 1,188 @ 63% 23.90
August 2001 ..o 3,125 6.25% 2436 @ 78% 27.26
August 2002 3,000 6.28% 599 @ - 27.53

M Authorizations suspended as a result of pooling-of-interests restrictions in connection with acquisitions.

) Balance rescinded and replaced by August 2001 authorization.
® Balance rescinded and replaced by August 2002 authorization.

) Represents repurchases through December 31, 2002, with 2,401 shares authority remaining.

The repurchased shares are held as treasury stock and available for issuances in conjunction with First Midwest’s Dividend
Reinvestment Plan, qualified and nonqualified retirement plans, and stocks option plans as well as for other general corporate
purposes. First Midwest has reissued shares held in the treasury to fund such plans totaling 352 shares and 258 shares in

2002 and 2001, respectively.
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Dividends

First Midwest paid dividends per common share of $0.70 in 2002 and $0.65 in 2001 and has paid dividends every year since
its formation in 1983. First Midwest believes that it has a responsibility not only to judiciously manage its capital structure
but also to reward its stockholders with a meaningful current return on their investment. As part of the Company's dividend

policy, the Board of Directors reviews its dividend payout ratio periodically to ensure that it is consistent with internal capital
guidelines, industry standards, and peer group practices. As a result of improved performance from operations as well as
First Midwest's perceived future prospects, the Board of Directors has increased the quarterly dividend every year since 1993,
The following table summarizes the dividend increases declared since 1993.

Table 13
Dividend Increases Declared
Quarterly Rate
Per Share % Increase
November 2002 $ 0190 12%
November 2001 0.170 6%
November 2000 0.160 11%
November 1999 0.144 13%
November 1998 0.128 7%
November 1997 0.120 13%
November 1996 0.107 18%
February 1996.........ccovervccrrinceenevcnn, 0.090 13%
February 1995 0.081 15%
February 1994.......occvvmcvniniinninnins 0.072 13%
February 1993.....ccoimvnniccnnnennns 0.064 16%

The dividend payout ratio, which represents the percentage of earnings per share declared to shareholders, was 37.6% and
39.9% for the years 2002 and 2001, respectively. The dividend payout ratio has averaged approximately 41% for the past
five years.

INVESTMENT PORTFOLIC MANAGEMENT

The investment portfolio is managed to maximize the return on invested funds within acceptable risk guidelines, to meet
pledging and liquidity requirements, and to adjust balance sheet rate sensitivity to insulate net interest income against the
impact of changes in interest rate movements. The following table sets forth the year-end carrying value of securities for the
last three years.

Table 14

Composition of Investment Portfolio
(Amounts in thousands)

As of December 31,

2002 2001 2000
% of % of % of
Amount Total Amount Total Amount Total
By Type:
U.S. Treasury $ 1,705 01 3% 2,211 0.1 § 2425 0.1
U.S. AZENCY coivceirririrnereieeeeecseeirces e 201,883 9.6 70,521 38 422,764 19.1
Collateralized Mortgage Obligations.. 867,080 41.5 806,414 433 646,156 292
Other Mortgage-Backed Securities ..... 282,660 13.5 355,325 19.1 520,368 235
State and Municipal.......ccooccoennrnnen. 641,529 30.7 542,626 292 538911 24.3
Other.....ooveecreeree e e 96,742 4.6 83,737 45 84,321 3.8
Total oo $ 2,091,599 1000 $§ 1,860,834 1000 § 2214945 100.0
By Classification:
Available for sale ........ccooneecnicnnnens $ 1,986,186 950 $ 1,771,607 952 $ 2,130,148 96.2
Held to maturity........coocooveveeeiereennnnnnns 105,413 5.0 89,227 4.8 84,797 3.8
TOtal o $ 2,091,599 1000 $§ 1,860,834 1000 § 2214945 100.0
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The following sections describe First Midwest’s investment portfolio.

Securities Available for Sale - Securities that First Midwest believes could be sold prior to maturity in order to manage
interest rate, prepayment, or liquidity risk are classified as securities available for sale and are carried at fair market value.
Unrealized gains and losses on this portfolio segment are reported on an after-tax basis as a separate comp onent of
stockholders' equity in Accumulated Other Comprehensive Income.

At December 31, 2002 and 2001, the after-tax unrealized net gain on the securities available for sale portfolio totaled $40,013
and $7,085, respectively. The unrealized net appreciation or depreciation on this portfolio represents the difference, net of
taxes, between the aggregate cost and market value of the portfolio. This balance sheet component will fluctuate as current
market interest rates and conditions change, thereby affecting the aggregate market value of the portfolio.

The maturity distribution and average yields, on a tax equivalent basis, of the securities available for sale portfolio at
December 31, 2002 are presented in Table 15.

Table 15
Securities Available for Sale
Maturity Distribution and Portfelio Yields

(Amounts in thousands)

As of December 31, 2002
Other
Collateralized Mortgage-
US. Mortgage Backed . State and
Agency Obligations ©  Securities”  Municipal ¥ Other Total

One year or less:

Market Value................ $ 194729 § 396,879 § 9,114 § 3,543 $ 6,394 § 697,659

Amortized Cost............. 193,542 391,007 92,675 3,272 6,394 686,890

Yield (%) corenerceran 2.50% 2.08% 6.16% 11.43% 1.86% 2.79%
One year to five years:

Market Value................. 7,028 296,992 95,873 141,076 28,700 569,669

Amortized Cost............ 6,985 292,598 92,443 130,273 30,010 552,309

Yield (96) coovmecniinnenes 5.80% 5.79% 6.37% 8.56% 1.54% 6.31%
Five years to ten vears:

Market Value................. - 150,152 48,303 339,709 - 538,164

Amortized Cost............. - 147,930 46,575 313,695 - 508,200

Yield (%) oo, - 5.57% 6.24% 7.30% - 6.70%
After ten years:

Market Value................. - 23,057 42,370 89,200 26,067 180,694

Amortized Cost............. - 22,716 40,853 82,368 27,256 173,193

Yield (%) v - 5.57% 6.23% 4.88% 1.54% 4.76%
Total:

Market Value................. 3 201,757 $ 867,080 $ 282,660 § 573,528 $ 61,161 $ 1,986,186

Amortized Cost............ § 200,527 $ 854,251 § 272546 § 529,608 $ 63,660 $ 1,920,592

Yield (%6) oo, 2.61% 4.05% 6.26% 7.26% 1.57% 5.01%

 The maturity distributions of mortgaged-backed securities are based upon estimated future cash flows and prepayments. Actual maturities of the
securities may differ from that reflected in the table.

® Yields on state and municipal securities are reflected on a tax equivalent basis, assuming a federal tax rate of 35%.

At December 31, 2002, the available for sale securities portfolio totaled $1,986,186 compared with $1,771,607 at December
31, 2002. Approximately 58% of the portfolio is comprised of mortgage-backed securities as compared to 66% and 55%,
respectively, at year-end 2001 and 2000. The low level of mortgage interest rates, which reached 40-year historic lows
during third quarter 2002, increased refinance-related prepayments and accelerated cash flows. Given the low level of
interest rates, a flattening yield curve, and Management’s concerns regarding the potential for rising interest rates, cash flow
reinvestments were deployed such that the sensitivity of the portfolio to changing interest rates was decreased. The effective

29



duration of the portfolio, used in this context to represent the estimated percentage change in the market value of the
securities portfolio given a 100 basis point change up or down in the level of interest rates, shortened significantly, dropping
from 3.54% as of year-end 2001 to 1.28% in 2002.

The overall lower level of interest rates in 2002 increased the pre-tax unrealized gain in the securities available for sale
portfolio (representing the difference between the total portfolio amortized cost and market value at December 31) from
$11,615 at year-end 2001 to $65,594 at year-end 2002. Combined with the shorter effective duration of the portfolio, the
level of unrealized gain gives First Midwest the flexibility to extend portfolio duration and receive higher yields as market
opportunities present themselves in 2003.

Securities Held to Maturity - Securities which First Midwest has the ability and intent to hold until maturity are classified as
securities held to maturity and are accounted for using historical cost, adjusted for amortization of premium and accretion of
discount. First Midwest has no trading account securities.

The maturity distribution and average yields, on a tax equivalent basis, of the securities held to maturity portfolio as of
December 31, 2002 are presented on Table 16.
Table 16
Securities Held to Maturity

Maturity Distribution and Portfolic Yields
(Amounts in thousands)

As of December 31, 2002

Market
Value as
a% of
U.s. U.s. State and Amortized
Treasury Agency Municipal Other Total Cost
One year or less:
Market Value.......c.ccooeeeen. $ 1,714 § 127 ¢ 18436 $ - 8 20,277 100.12
Amortized Cost....ccconueeen. 1,705 126 18,421 - 20,252
Yield (%0) c.voveeeeireecirinians 1.99% 3.02% 5.54% - 5.23%
One year to five years:
Market Value........coccoueeenee - - 12,023 - 12,023 100.80
Amortized CoSt.....occo...... - - 11,927 - 1927
Yield (%) c.cevrencrcreis - - 8.27% - 8.27%
Five years to ten years:
Market Value......cccoeoneccnnene. - - 21,559 - 21,559 100.13
Amortized Cost.......cc......... - - 21,532 - 21,532
Yield (%) oo - - 10.08% - 10.08%
After ten years:
Market Value........cccconeeee. - - 16,128 35,581 51,709 100.01
Amortized CoSt....ocoooooe.n. - - 16,121 35,581 51,702
Yield (%0) oo, - - 4.22% 5.18% 4.88%
Total:
Market Value......coccceerennne. $ 1,714 § 127 $ 63,146 § 35,581 $ 105,568 100.15
Amortized Cost.....ccoeen.. $ 1,705 $ 126 $ 68,001 $ 35,581 § 105,413
Yield (%0) e 1.9%% 3.02% 7.14% 5.18% 6.39%

U ¥ields on state and municipal securities are reflected on a tax equivalent basis, assuming a federal tax rate of 35%.

Securities Gains, Net - Net gains on sales of securities decreased in 2002 to $460 as compared to $790 in 2001 and $1,238 in
2000. The 2002 and 2001 gains resulted primarily from the sales of short-maturity securities in which the Company felt the
gains fully discounted any future interest rate movements.
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LOAN PORTFOLIOC AND CREDIT QUALITY

Loans represent the principal source of revenue to First Midwest. First Midwest’s revenue from lending activities is
primarily represented by interest income but also includes loan origination and commitment fees (net of related costs) and
earned discounts on consumer loans. The accounting policies underlying recording of loans in the Consolidated Statements
of Condition and the recognition and/or deferral of interest income and fees (net of costs) arising from lending activities are

included in Notes 1 and 4 of “Notes to Consolidated Financial Statements” commencing on pages 44 and 51, respectively, of
this Form 10-K.

Portfolio Composition

First Midwest’s long-term strategy is to distribute its loan portfolio approximately evenly among the categories of
commercial and industrial (including agricultural), consumer (including real estate 1 - 4 family) and real estate (both
commercial and construction). First Midwest also looks to maintain a portfolio of corporate loans (commercial and
industrial, agricultural, commercial real estate and real estate construction) that is well balanced and minimized exposure to
any particular industry segment. This type of diversification spreads the risk and reduces the exposure to economic
downturns that may occur in different segments of the economy or in different industries.

It is First Midwest's policy to concentrate its lending activities in the geographic market areas it serves, generally lending to
consumers and small to mid-sized businesses from whom deposits are gathered in the same market areas, with the primary
market concentration being the Chicago suburban banking market. Although First Midwest's legal lending limit
approximates $84 million, the largest loan to one borrower at year-end 2002 was approximately $28.4 million, with only 24
credits in the portfolio representing aggregate loans to one borrower in excess of $10 million.

The following table summarizes the total loans outstanding, and their percent of the loan portfolio, as of the end of the last
five years.
Table 17
Loan Pertfolio
(Amounts in thousands)

As of December 31,

% of % of % of % of % of

2002 Total 2001 Total 2000 Total 1999 Total 1998 Total

Commercial and industrial.. § 897,845 264 § 827,281 245 § 817,208 253 % 780,500 263 $ 750,956 28.2

Agricultural ......ocooovvrnnns 91,381 2.7 87,188 2.6 67,736 2.1 56,852 1.9 49,397 1.9

CONSUMEr..........cccoeeerrvvnnnn. 914,820 26.8 947,246 28.1 924,189 28.6 847,997 28.6 688,774 25.8

Real estate - 1-4 family ....... 138,302 4.1 196,741 5.8 250,635 7.7 253,268 8.6 257,307 9.7

Real estate - commercial...... 1,019,989 299 998,857 29.6 900,781 27.9 834,852 28.2 769,514 28.8

Real estate - construction..... 344509 10.1 314,993 9.4 272,647 8.4 189,018 6.4 148,469 5.6

Total ..o $3,406,846 100.0 % 3,372,306 100.0 § 3,233,196 100.0 $ 2962487 100.0 §$ 2664417 100.0
Growth vs. prior year-end... 1.0% 4.3% 9.1% 11.2% (12.5%)

Loan growth during 2002, while continuing the positive trend begun in 1999, was slowed by overall softness in the economy
and an emphasis on profitable pricing and sound underwriting standards. Total loans at December 31, 2002 grew $34,540, or
1.0%, with all loan categories experiencing growth except for 1-4 family real estate and consumer lending. Commercial loan
growth was strong for 2002, up 8.5% over 2001, while commercial and construction real estate increased by 2.1% and 9.4%,
respectively, in comparison to 2001. Retail consumer lending declined by $32,426, or 3.4%, due to lower indirect automobile
lending volumes and accelerated prepayments resulting from zero percent financing promotions offered by automobile
manufacturers. 14 family real estate lending declined by $58,439, or 29.7%, as refinance related prepayments in the current
low rate environment continued to outpace new volumes.

Total loans in 2001 grew 4.3%, or $139 million, with all loan categories experiencing growth except 14 family real estate
lending. Excluding 1-4 family real estate loans, total loans at year-end 2001 grew by 6.5%. Loan growth in 2000 was 9.1%
and was influenced by the sale of $30 million of home equity loans during fourth quarter 2000. Factoring out such sale, loan
growth in 2000 would have been 10.2%. Total loans in 1999 grew 11.2%.

In 1998, loans declined by 12.5%. During this period, loan growth was affected by First Midwest’s efforts to integrate $1.9
billion in assets represented by the 1997 and 1998 acquisitions of Spar Bank, Incorporated and Heritage Financial Services.
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As a result of those significant acquisitions and the related integration activities, First Midwest outsourced certain loans that
did not conform to its lending policies and securitized other loans, thereby removing them from the loan portfolio.

Commercial and industrial loans increased 8.5%, or $70,564, in 2002. This category of loans is diversified from an industry
standpoint and includes loans to manufacturing, wholesalers, retailing, and other service businesses. Consistent with First
Midwest’s emphasis on relationship banking, most of these credits represent core, multi-relationship customers who also
maintain deposit relationships and use other First Midwest banking services such as cash management.

Consumer loans, which decreased 3.4%, or $32,426, in 2002 consist of loans made directly to individuals for various
personal purposes, as well as indirect installment loans represented mainly by automobile financings acquired from

dealerships in First Midwest’s primary markets. This category also includes direct home equity loans and other direct
installment loans. The mix of credits within this lending category has shifted. Since the start of 2002, promotional sales have
increased home equity line balances by approximately $66.2 million, or 32%, and effectively offset declines in both direct
consumer and home equity loans. The 2001 loan growth in this category was experienced across all types of consumer loans.

Real estate 14 family loans are comprised predominately of owner occupied residential properties. With the discontinuation
of operations of its mortgage banking subsidiary in 2000, First Midwest reorganized the manner in which it offers mortgage
products, whereby sales activities moved to its branch network while all administrative activities, including servicing, were
outsourced to a third party vendor. First Midwest now earns commissions from the origination of mortgage loans, which are
then either retained for portfolio or sold in the secondary market by the outsourcing vendor. Mortgage loan originations for
2002 increased by 3.0% over 2001 following an increase of 167.5% in 2001 from 2000, due primarily to increased loan
demand as a result of lower market interest rates. Driven by asset-liability structural considerations, in 2001 First Midwest
elected not to retain a majority of its mortgage loan origination production, thereby accounting for the approximate 51.2%
decrease in 2002 and the 21.5% decrease in 2001.

Real estate commercial loans, which increased by 2.1%, or $21,132, in 2002 represent income-producing commercial
property loans, multi-unit residential mortgages, and commercial real estate mortgages, many housing the operations of the
borrower’s business. Growth in this category has slowed following larger increases in this category during 2001 and 2000,
which, at that time, were reflective of the continuing significant demand for commercial properties in the suburban Chicago
banking market.

Real estate construction loans, which grew by $29,516, or 9.4%, in 2002 consist primarily of single-family and multi-family
residential as well as non-residential projects located in First Midwest’s primary markets. Real estate construction loans are a
profitable line of lending for First Midwest due to the higher level of interest rates and fees earned on such loans as compared
to other loan categories and the favorable loss experience on these loans. The growth experienced in 2002 was primarily the
result of continued strong demand for single-family and 14 family residential construction in the Chicago banking market.

The strength of the suburban Chicago real estate market over the past several years has enabled real estate commercial and
construction lending to grow to over one-third of First Midwest’s total loans. Real estate commercial and construction
lending has been an area of specialty for the Company since its formation in 1983. The combination of seasoned, long-time
borrowers, experienced senior lending officers, Management’s focus on market fundamentals, and a stringent underwriting
process has given the Company a competitive market advantage. Along with balanced exposure to any particular industry
segment (as subsequently described in the section entitled “Distribution By Industry Segment”), these same areas of strength
reduce First Midwest’s exposure to loss through periods of economic downturn. First Midwest’s loan loss experience for
these two categories of lending is detailed in Table 20 on page 36 of this Form 10-K.

Distribution By Industry

Table 18 summarizes First Midwest’s twelve largest industry segments, as classified pursuant to the North American
Industrial Classification System standard industry descriptions for the corporate loan portfolio as of December 31, 2002 and
2001. Portfolio analysis by industry segment provides useful insight as to credit exposure to any particular industry or
market segment. The effectiveness of such analysis, however, is limited to the extent that classification by segment requires
that allocation of a customer’s aggregate loans outstanding be based upon the nature of the borrower’s ongoing business
activity as opposed to the purpose of collateral underlying an individual loan. To the extent that a borrower’s underlying
business activity changes, classification differences will arise. As a result, First Midwest periodically reassesses and adjusts
industry classifications.
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Table 18

Corporate Loan Portfolio by Industry Segment

(Amounts in thousands)

As of December 31,
2002 2001

% of % of

Amount Total Amount Total
LeSS0TS OF T€a1 €STALE ...ocoiiiecee et $ 493 508 210 § 445,129 20.0
Manufacturing trade 179,634 7.6 183,780 8.2
Wholesaler trade........cooovieee e e o 149,046 63 135,481 6.1
Land subdivision and land development..........ccccovvverinccnenincninn, 147,824 6.3 155,302 7.0
Retailler trade.. ..o s ev et 145,157 6.2 133,195 6.0
Agriculture, forestry, fishing, and hunting........c..ccccveeinvccncinnenes 143,517 6.1 130,476 59
Heavy construction and trade cOntractors............ceeicrnerivnnnene. 131,517 5.6 109,312 49
Nonrestdential building ConstruCtion. ..........ccovvieevveeeciine s 118,750 5.0 77,260 35
Residential building conStruction ... 115,995 49 129,946 5.8
Health care and social assSiStance ........occcccvvviveeeeeiiecreeeeee e n 84,190 35 84,689 38
ACCOMMOAALION. ... .cviviieeieieecrrieeierisesbe et srercaseeesasssesesretssserseseasetsseass 72,246 3.1 78,899 35
FOOA SEIVICE ..ottt st er bttt enn s 69,779 3.0 71,172 32
1,851,163 78.6 1,734,641 77.9
502,561 214 493,678 22.1
TOAL oottt ettt bbb et $ 2,353,724 1000 §  2,228319 100.0

Maturity and Interest Rate Sensitivity of Loans

Table 19

Maturities and Sensitivities of Loans to Changes in Interest Rates

(Amounts in thousands)

First Midwest believes it is well balanced in terms of exposure to any industry or market segment. As of December 31, 2002,
“Lessors of Real Estate” totaled $493,508, or 21.0%, of total corporate loans and represented the single largest industry
segment. This segment includes a variety of industry types as represented by the tenants whom are both owner-occupiers of
the real estate or third party lessees. Consequently, industry risk is further diversified within this segment.

As of year-end 2002, First Midwest has virtually no direct credit exposure to such high profile sectors as energy, cable,
telecommunication, airline, or foreign loan exposures, nor does the Company have any significant exposures outside of its
geographic market.

Table 19 summarizes the maturity distribution of First Midwest's commercial, agricultural, commercial real estate, and real
estate construction loan portfolios as of December 31, 2002 as well as the interest rate sensitivity of loans in these categori es
that have maturities in excess of one year.

Due in Due after 1
1 year year through Due after
or less 5 years S years Total
Commercial, industrial, and agricultural.......... $ 581,541 % 369,980 § 3769 § 989,226
Real estate - commercial........ccoceveviiverineniennns 222,233 738,925 58,831 1,019,989
Real estate - CONSrUCION......oceveveeeere e 227878 115,590 1,041 344,509
............................................................... 1,031,652 § 1,224504  § 97,568 § 2,353,724
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Interest Rate Sensitivity of Loans
Maturing in Over 1 Year
(Amounts in thousands)

Fixed Rate Floating Rate Total
Commercial, industrial, and agricultural..........c.cccoonenmnrcvninnnnns $ 269,114  § 138571  § 407,685
Real estate - commercial ..o 556,135 241,621 797,756
Real estate — CONSIIUCTION c.o.vivivieiiecriicecee et et b e ev b eneeneee 15,908 100,723 116,631
TOTAL o $ 841,157  $ 480915 $ 1,322,072

Credit Quality Management and the Reserve for Loan Losses

First Midwest’s loan portfolios are subject to varying degrees of credit risk. As discussed in the previous section entitled
“Portfolio Composition,” credit risk is mitigated through portfolio diversification, which limits exposure to any single
industry or customer. Similarly, credit risk is also addressed through the establishment of a thorough system of internal
controls, which includes standard lending policies, underwriting criteria and collateral safeguards. These internal controls
that address credit risk also include the establishment and monitoring of formal credit policies and procedures as well as
continuing surveillance and evaluation of the quality, trends, collectibility, and collateral protection within the loan portfolio
which are monitored by an internal loan review staff. The policy and procedures are reviewed and modified on an ongoing
basis in order to remain suitable for the management of risk as conditions change and new credit products are offered.

First Midwest’s credit administration policies include a comprehensive loan rating system and an annual review by the
internal loan review staff of at least 70% of all corporate loans and commitments, which includes all new loans and
commitments in excess of $1 million. Furthermore, account officers are vested with the responsibility of monitoring their
customer relationships and act as the first line of defense in determining changes in the loan ratings on credits for which they
are responsible. First Midwest believes that any significant change in the overall quality of the loan portfolio will first
manifest itself in the migration of loan ratings within this monitoring system.

Finally, First Midwest has historically had a very active process of senior manager review of those loans that have migrated
in the loan rating system to a level that requires some form of remediation. Such loans are reviewed at regularly scheduled
quarterly meetings between the credit administration staff and the account officers where action plans are developed to either
remedy any emerging problem loans or develop a specific plan for removing such loans from the portfolio over a short,
forward time frame. During times of economic duress, First Midwest will increase the frequency of these meetings to an
every other month cycle rather than quarterly.

First Midwest maintains a reserve for loan losses to absorb probable losses in the loan portfolio. The accounting policies
underlying the establishment and maintenance of the reserve for loan losses through provisions charged to operating expense
are discussed in Notes 1 and 5 of “Notes to Consolidated Financial Statements” commencing on pages 44 and 52,
respectively, of this Form 10-K. The appropriate level of the reserve for loan losses is determined by systematically
performing a review of the loan portfolio quality as required by the credit administration policy and procedures described
above. The reserve for loan losses consists of three components: (i) specific reserves established for any impaired
commercial, real estate commercial and real estate construction loan for which the recorded investment in the loan exceeds
the measured value of the loan; (ii) reserves based on historical loan loss experience; and (iii) reserves based on general
economic conditions as well as specific economic factors in the markets in which First Midwest operates.

Loans within the portfolio that are selected for review to determine whether specific reserves are required include both loans
over a specified dollar limit as well as loans where the internal credit rating is below a predetermined classification. Loans
subject to this review process generally include commercial and agricultural loans, real estate commercial and real estate
construction loans. Specific reserves for these loans are determined in accordance with the provisions of the accounting
policies referred to above. Consumer and other retail loan reserve allocations are based upon the evaluation of pools or
groups of such loans.

The component of the reserve based on historical loan loss experience is determined statistically using a loss migration

analysis that examines loss experience and the related internal rating of loans charged off. The loss migration analysis is
performed quarterly and loss factors are periodically updated based on actual experience.
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The third component is determined based upon a number of general factors including the changes in composition of the loan
portfolio, recent net charge-off experience by loan category, as well as general economic conditions, and involves a higher
degree of subjectivity in its determination and allocation. This component of the reserve considers risk factors that may not
have manifested themselves in First Midwest’s historical loss experience.

Table 20 shows the allocation of the reserve for loan losses by loan category, as well as charge-off and recovery information
for the last 5 years. As of year-end 2002, the allocation of the reserve for loan losses to commercial and industrial,
commercial real estate, real estate construction, and consumer loan categories increased as compared to 2001. This increase
was due to general delinquency trends and the level of nonperforming loans, as well as continued concerns arising from
existent economic and geopolitical uncertainty in 2002. The decrease in the agriculture category allocation for 2002
compared to 2001 was the result of lower nonperforming loan levels and improved delinquency trends.

Consistent with both the continued weakness in the overall economy during 2002 and 2001 and the Company’s aggressive
problem loan identification and charge-off strategy, total loans charged off, net of recoveries, were $15,226, or .45% of
average loans, in 2002 and $16,432, or 0.49% of average loans, in 2001. This was higher as a percent of average loans than
both the 2000 levels of $6,646, or .21%, and the 1999 levels of $6,405, or .23%. Gross charge-offs were approximately $10
million higher in 2001 than in 2000 with the largest increase occurring in the consumer category where 2001 charge-offs to
average loans was .92% as compared to .47% in 2000.

The provision for loan losses charged to operating expense in any given year is dependent on factors including loan growth
and changes in the composition of the loan portfolio, net charge-off levels, and the Company’s assessment of the reserve for
loan losses based upon the previously discussed methodology.

The provision for loan losses decreased in 2002 to $15,410 compared to $19,084 in 2001 and as compared to $9,094 in 2000
and $5,760 in 1999. The 2002 provision for loan losses exceeded the year's net charge-offs by $184. The ratio of reserve for
loan losses to total loans at year-end 2002 was 1.41% down from 1.42% at the end of 2001 but up from 1.39% at the end of
2000.
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Table 20

Analysis of the Reserve for Loan Lesses and
Summary of Loan Loss Experience
(Amounts in thousands)

Years ended December 31,

2002 2001 2000 1999 1998
Change in reserve for loan losses:

Balance at beginning of Year.......cc.covevrevrenrecrieninsecinens $ 47,745 § 45093 $ 42645 § 43290 $§ 46,965
Loans charged-off ..........ccooovviivrivvcnnnireerceens (18,177) (19,330) (9,149) 9,141) (12,955)
Recoveries on loans previously charged-off ........... 2,951 2,898 2,503 2,736 3,738
Net loans charged-off ..., (15,226) (16,432) (6,646) (6,405) (9,217)
Provisions charged to operating expense 15,410 19,084 9,094 5,760 5,542

Balance at end 0f Year......ccoovecvecinence oo $ 47929 § 47745 $ 45093 § 42645 § 43290

Allocatiom of reserve for loan losses by lean category

at December 31:

Commercial and industrial $ 10973 § 10,886 $ 10,193 $ 8633 $ 6,900

Agricultural ... 1,308 1,674 2,338 2,351 2,034

COMSUIMIET . ...vivirieeiereireerreteraisreseernesssressesssossesnsressessessens 14,191 13,399 10,238 8,542 8,407

Real estate - 1 - 4 family 249 155 1,204 1,151 1,205

Real estate — commercial 4,090 2,600 4957 5,332 3,130

Real estate — construction.......cc.ceeeeeerieeecreeiee e 1,867 1,459 1,472 841 1,004

Unallocated. ...t 15,251 17,572 14,691 15,795 20,010
TOtAL it $ 47929 § 47745 $ 45093 § 42,645 § 43290

Reserve as a percent of loans at year -end.........ccooeeeee. 1.41% 1.42% 1.39% 1.44% 1.62%
Loans charged-off:

Commercial and industrial..........cccoevenriviininsnennnnnns $ (4967) $ (4,620) $ (2,560) $ (2,147) $ (5179

Agricultural ... (1,283) (104) - 54) (395

Consumer (10,126) (11,363) (6,253) (6,358) (7,458)

Real estate - 1 -4 family ...ccocvvvvveereececsree s 87) (124) (177) (69) (56)

Real estate - commercial.......cocovecevueecrceininirenicccsninnens (591) (3,119) (159) (513) (215

Real estate - CONSIIUCHION..c.oerimeeeiriececirice e (1,123) - - - (12)
TOtaL oo e § (18177) § (19,330) § (9,149) § (9,141) $ (12,955

Recoveries on loans previsusly charged-off:

Commercial and industrial.........ccocooeeriennincinenrinnen, $ 339 % 363 §$ 531 § 568 $ 963

AGEICUITULAl ..o s 22 1 - 14 -

CONSUIMIET ... vevverrterecsrencteneiereressaeseressassesessaassesosssssesssssess 2,569 2,534 1,957 2,137 2,625

Real estate - 1 - 4 family - - - 1 -

Real estate — commercial 21 - 15 16 150
TOtaL .o $ 2951 § 2898 § 2503 § 2736 § 3,738

Net loans charged-off:

Commercial and industrial...........cccooooeeivicececeee, $ (4,628 $ @,257) $ (2,029) $ (1,579 $ (4,216)

Agricultural (1,261) (103) - (40) (35)

CONSUIMET .....vveveriiieiercsiretes et st esereneessenrasessanassesesnassasesen (7,557) (8,829) (4,296) (4,221) (4,833)

Real estate - 1 - 4 family .....cccoovvevrevevrvvcncnneeneinnsnnns &7 (124) (177) (68) (56)

Real estate — commercial .........coeevvevcenrnecninrnnnnrirens (570) (3,119) (144) (497) (65)

Real estate — CONSIIUCHION ......coveveeereeerieiec e (1,123) - - - (12)
TOtAL .ot $ (15226) $ (16432) § (6,646) § (6405 $ (9217)

Ratio of net loans charged-off to average loans
outstanding for the period.........ccocevvvevereerennene. 0.45% 0.49% 021% 0.23% 0.31%
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Nonperforming Loans and Assets

Nonperforming assets consist of nonaccrual loans, restructured loans, and foreclosed real estate. Past due loans are loans
which are delinquent 90 days or more and are still accruing interest. It is First Midwest's policy to discontinue the accrual of
interest income on any loan, including an impaired loan, when there is reasonable doubt as to the timely collectibility of
interest or principal. Nonaccrual loans are returned to accrual status when the financial position of the borrower and other
relevant factors indicate there is no longer doubt as to such collectibility.

The following table summarizes nonperforming assets and past due loans for the past five years as well as certain information
relating to interest income on nonaccrual loans outstanding during 2002.

Table 21

Anatysis of Nonperforming Assets and Past Due Loans
(Amounts in thousands)

Years ended December 31,

2002 2001 2000 1999 1998

Nonaccrual 10ans......ccvieeincnne e § 12525 % 16,847 § 19849 § 20278 $§ 20,638
Foreclosed real estate.......cccooovvvvemnveceeiceecrieenreee e, 5,496 3,630 1,337 1,157 1,015

Total nonperforming assets ............ccocvrevvvenriereeervrinnne. $ 18,021 % 20477 % 21,186 § 21435 § 21,653
90 days past due loans (still accruing interest).............. $ 3307 $ 5,783 $ 7045 $ 5286 § 5342
Nonperforming loans to total 10ans......ccooeececcvccnnna, 0.37% 0.50% 0.61% 0.68% 0.77%
Nonperforming assets to total loans

plus foreclosed real estate........oooevernniceennceceneccnnn, 0.53% 0.61% 0.65% 0.72% 0.81%
Nonperforming assets to total assets 0.30% 0.36% 0.36% 0.39% 0.42%
Reserve for loan losses as a percent of:

Total loans at year-end........ccccooecvniiinicccnniniicincncee, 141% 1.42% 1.39% 1.44% 1.62%

Nonperforming l0ans.......coococirnrieennenennecsesreens 383% 283% 227% 210% 210%
The effect of nonaccrual loans on interest income for 2002 is presented below: 2002
Interest which would have been included at the normal CoONtract TaLES oot $ 1,040
Interest included in inCOME AUIINE the YEAT ....c.cciveiieiiiir sttt 195

Interest income not recognized in the financial STAEMENTS ....covciiiiiicciiic e 3 845

As shown on Table 21, nonaccrual loans totaled $12,525 at year-end 2002 as compared to $16,847 at year-end 2001,
decreasing as a percentage of total loans to .37% from .50%, respectively. The following table summarizes nonaccrual loans
by category as of December 31, 2002 and 2001.

Table 22

Composition of Nonaccrual Loans
(Amounts in thousands)

2002 2001
Loan Category

Commercial and industrial $ 3,986 $ 8,181
Agricultural 241 1,420
CONSUMET......cccomrrreriaaeens 1,803 1,796
Real estate 1-4 family 1,399 1,810
Real e5tate COMMETCIAL .......ooooiiiivicvceceeee ettt ettt seras s 4,096 1,737
Real eState CONSIIUCTION ...cviiiiiviitietieiiss ettt es st b et evsbes et nestas e besaessesesberasserernanis 1,000 1,903

TOLAL vttt ettt ettt bbbt s et ettt § 12525 $ 16,847
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The ratio of the reserve for loan losses to nonperforming loans at year-end 2002 was 383%, the highest level achieved since
year-end 1994.

In addition to the loans summarized in Table 21, the Securities and Exchange Commission Industry Guide for Bank Holding
Companies requires that certain other loans, which First Midwest is monitoring, but where current conditions do not warrant
classification as nonaccrual or restructured, be disclosed. These loans, which totaled $27,067 at December 31, 2002, as
compared to $21,295 at year-end 2001, continue to accrue interest and are specifically considered in the evaluation of the
adequacy of the reserve for loan losses.

QUARTERLY REVIEW
Table 23 summarizes First Midwest's quarterly earnings performance for 2002 and 2001.
Table 23

Quarterly Earnings Performance )
(Amounts in thousands, except per share data)

2002 2001
Fourth Third Second First Fourth Third Second First
Interest income. 78,221 § 83,259 § 84,241 83,943 § 88,064 $ 95351 $ 99,162 § 102,641
Interest expense 25,468 27,801 27,945 29,696 34,216 42,072 48,797 55,753
Net interest income 52,753 55,458 56,296 54,247 53,848 53,279 50,365 46,888
Provision for loan losses. 4,235 3,020 3,100 5,055 6,313 5,248 4,065 3,458
Noninterest income. 17,151 16,880 16,358 16,142 17,400 17,183 17,271 16,222
Security gains (losses), net 427 9 24 - 33 55 (2) 704
Noninterest expense. 35,696 38,106 38,614 35,636 36,660 36,884 36,719 35,093
Income tax expense............... 7,934 8,542 8,030 7,627 7,034 7,136 6,559 5,939
Net INCOME ......ooooeveiieiinae 22,466 22,679 22,934 22,071 21,274 21,249 20,291 19,324
Basic earnings per share......... $ 047 % 047 § 047 § 0.45 $ 044 § 043 § 040 § 0.38
Diluted earnings per share ...... $ 047 $ 047 S 047 § 0.45 $ 0.43 % 042 $ 0.40 3 0.38
Return on average equity........ 17.92% 18.46% 19.60% 19.39% 18.24% 18.57% 17.65% 17.06%
Return on average assets........ 1.49% 1.50% 1.57% 1.55% 1.47% 1.47% 1.41% 1.36%
Net interest margin - tax 4.10% 4.26% 4.43% 432% 433% 4.27% 4.04% 3.77%
equivalent ...........ccocoveevennn

D All ratios are presented on an annualized basis.

FOURTH QUARTER 2002 vs. 2001

Net income for fourth quarter ended December 31, 2002 increased to $22,466, or $.47 per diluted share, as compared to
fourth quarter 2001 of $21,274, or $.43 per diluted share, representing an increase of 9.3% on a per diluted share basis.
Performance for fourth quarter 2002 resulted in an annualized return on average assets of 1.49% as compared to 1.47% for
fourth quarter 2001 and an annualized return on average equity of 17.9% as compared to 18.2% for fourth quarter 2002.

Net interest income was $52,753 for fourth quarter 2002 as compared to $53,848 for 2001°s fourth quarter or a decrease of
2.0%. Net interest margin for fourth quarter 2002 was 4.10%, down from 4.33% for fourth quarter 2001 and 4.26% for third
quarter 2002. Consistent with First Midwest’s expectations, the margin contraction from third quarter 2002 resulted
primarily from lower earning asset rates due to the continued low interest rate environment, management’s steps taken during
the year to insulate net interest income against the potential for rising interest rates, and the impact of refinance-related
prepayments on mortgage-backed securities. This was partially offset by the Federal Reserve lowering the federal funds rate
by 50 basis points on November 6, 2002, which positively impacted margin, as interest-bearing liabilities could be repriced
more quickly than interest-earning assets.
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Total loans at December 31, 2002 were 1% higher than at December 31, 2001 with all loan categories experiencing growth
except for 14 family real estate and indirect lending. On a linked-quarter basis, total loans remained stable as growth in
commercial real estate and construction lending offset decreases in 1-4 family real estate, direct consumer and indirect
lending. Mindful of the uncertain economy, First Midwest has remained steadfast in its focus on both sound underwriting
and profitable pricing.

Total average deposits for fourth quarter 2002 were essentially unchanged from the same quarter in 2001 and were down
1.3% on a linked-quarter basis. Reflective of customer liquidity preferences and targeted sales promotions, average balances
maintained in demand, savings, and now accounts were relatively stable on a linked-quarter basis while growing $266
million, or 15.5%, from the prior year’s like quarter. As compared to fourth quarter 2001, money market and time deposits
decreased by $68 million and $175 million, respectively, as pricing strategies encouraged customers desiring shorter-term
maturities to transfer balances to the targeted transactional accounts (demand, savings, and NOW) just described.

Excluding net securities gains, total noninterest income for fourth quarter 2002 decreased by 1.4% from fourth quarter 2001.
On a linked-quarter basis, noninterest income increased by 1.6% evidencing continued improvement in service charges on
deposit accounts and stabilizing trust income while offsetting lower income from corporate owned life insurance.

Total noninterest expenses for fourth quarter 2002 decreased 2.6% from 2001’s fourth quarter. The elimination of goodwill
amortization expense (resulting from the implementation of FASB No. 142 effective January 1, 2002) reduced noninterest
expense for fourth quarter 2002 by $540. Factoring out the elimination of goodwill amortization expense, total noninterest
expense for fourth quarter 2002 decreased by 1.2% from the same quarter in 2001.

The combination of top line revenue performance and continued cost control resulted in a record efficiency ratio for fourth
quarter 2002 of 47.2%, continuing the strong performance of this key ratio.

Net charge-offs for fourth quarter and full year 2002 were .49% and .45% of average loans, respectively, as compared to .73%
and .49% for fourth quarter and full year 2001, respectively. Provisions for loan losses for the both the current quarter and
year 2002 fully covered net charge-offs resulting in the ratio of the reserve for loan losses to total loans at December 31, 2002
being maintained at 1.41% and approximating the level of the last nine quarters. The reserve for loan losses at December 31,
2002 represented 383% of nonperforming lbans as compared to 283% at year-end 2001, representing the highest year-end
level in the last eight years.

ITEM 7A. QUALITATIVE AND QUANTITATIVE
DISCLOSURES ABOUT MARKET RISK

Discussions regarding qualitative and quantitative disclosures about market risk is located commencing on page 18 of this
report.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMIENTARY DATA

FIRST MIDWEST BANCORP, INC.
CONSOLIDATED STATEMENTS OF CONDITION

(Amounts in thousands)

December 31,

2002 2001
Assets
Cash and due from banks 195,153  $ 155,822
Federal funds sold and other short-term investments 11,745 4,334
Mortgages held for sale 18,521 15,240
Securities available for sale, at market value . 1,986,186 1,771,607
Securities held to maturity, at amortized cost (market value 2002 -
$105,568; 2001 - $89,390) 105,413 89,227
Loans, net of unearned discount 3,406,846 3,372,306
Reserve for loan losses (47,929) (47,745)
Net loans 3,358,917 3,324,561
Premises, furniture, and equipment 81,627 77,172
Accrued interest receivable 31,005 32,027
Investment in corporate owned life insurance 141,362 135,280
Goodwill 16,397 16,397
Other intangible assets - 1,313
Other assets 34,207 44,939
T O] @SSEIS ...cuvveirieeriiieseireee ettt eb et eb e st st ete st st sae s et eaereaet et ebes et et eb et b essenssetsanas $ 5,980,533 % 5,667,919
Liabilities
DemMANd AEPOSILS .....vueuirirreeeiececireeeiiie s e bbb ess e st st snat s rs s e enas s nesbessesens $ 789,392 § 738,175
SAVINEZS EPOSILS 1.cerirrrricerceetireerietiesereeses reteest e sttt ss g st es s enass e b et s s 475,366 421,079
INOW QCCOUNTS. ...evitiieriereieeeeiceteierit et eee vt e tete b e reeeeeetesesesbetetesesrerssenssmsesensssasesssersensrens 717,542 662,530
Money MAarket AEPOSIES ......v.cvvecvriiireeieee et rreeces et sare e s ses s sas bt sss s 525,621 584,030
TAME AEPOSIES . .eueeiviereiictireitere ettt b see s b eseat e be et bt teseseeaebesesbsberessasaneseseseees 1,665,033 1,788,107
TOLAl AEPOSILS coeeevrerieiseieiet et rs bbbttt s s rens et sa et ee st en et st 4,172,954 4,193,921
BOrrOWed FUNAS ..o ettt sttt et eb et n e 1,237,408 971,851
Accrued INterest PAYADIE ..ot 8,503 10,231
Other HADIIIHES 1vvovevereceeeeccetciener ettt seran s st e en s snans 69,715 44,649
TOtAl HADILILIES ....cucvovevieiecvcrecieer et er ettt et sss st sea e b ees s nasassene s 5,488,580 5,220,652
Stockholders’ Equity
Preferred stock, no par value; 1,000 shares authorized, none issued ...........cccoco.... - -
Common stock, $.01 par value; authorized 100,000 shares; issued 56,927 shares
outstanding: 2002 - 47,206 shares; 2001 — 48,725 shares..........cocoeceeueeeerceeiennnns 569 569
Additional paid-in Capital ... et 71,020 74,961
REtAINEA CATTINES ..vvcvvvieeciirei ettt et a bbb sa et s bt s sasb s e benens 594,192 537,600
Accumulated other comprehensive income, net 0f taX....c.coco.veeiericneeneceresierennss 39,365 5,265
Treasury stock, at cost: 2002 - 9,721 shares; 2001 — 8,202 shares......c..cooceecvveunee, (213,193) (171,128)
Total stockholders' €QUILY......cvcvioririnnerreree sttt 491,953 447,267
Total liabilities and stockholders' eqUILY ......ccoocvmvernircnciniininencr e ne $ 5,980,533 8 5,667,919

See notes to consolidated financial statements.
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FIRST MIDWEST BANCORP, INC.
CONSQOLIDATED STATEMENTS OF INCOME

(Amounts in thousands, except per share data)

Years ended December 31,

2002 2001 2000
Interest Income
OIS oottt $ 223393 $ 265,191 $ 2785907
Securities:
Available for sale - taxable ..o 76,705 90,551 114,779
Available for sale - nontaxable 23,702 23,038 23442
Held to maturity - taxable ........cceonenenae 2,548 1,570 1,620
Held to maturity - nontaxable.................. 2,499 3,850 1,245
Total interest 0N SECUItIES .o.ovvvieereiecececeee e s 105,454 119,009 141,086
Federal funds sold and other short-term investments................. 817 1,018 1,524
Total INtErest INCOME .....ovvivicicre et 329,664 385,218 421,517
Interest Expense
Savings deposits ..........c.occeeiereriennnns bbbttt neeen 4,191 7,168 9,158
NOW accounts 10,291 8,574 9,367
Money market deposits 10,993 17,587 21,712
TIME AEPOSILS....ovveieiiririieeieiense st esae b s 56,141 101,168 115,650
Borrowed fUNAS ......coooeiieceeee et 29,294 46,341 76,019
Total interest expense 110,910 180,838 231,906
Net interest income........c.cocoeevveenee. 218,754 204,380 189,611
Provision for loan losses 15,410 19,084 9,094
Net interest income after provision for loan losses.............. 203,344 185,296 180,517
Noninterest Income
Service charges on deposit aCCOUNTS.....oovvceeeericrrenrrnnes 25,362 24,148 21,341
Trust and investment management fees ..........covcirncirnnnnen. 10,309 10,445 10,671
Other service charges, commissions, and fees 18,019 18,471 16,282
Corporate owned life insurance income 6,728 8,190 6,517
Security gains, Net.........ccoveverrmrecccesrneeenon. 460 790 1,238
OthET INCOIMIE et ereste et st sr st et et e s eeteneanens 6,113 6,822 7,149
Total nONINtErest INCOME ......o.o.vivieeeeerereeiee e 66,991 68,866 63,198
Noninterest Expense
Salaries and Wages ... 61,834 60,089 59,528
Retirement and other employee benefits........ccccocvneccniienne 18,792 16,691 16,179
Net occupancy expense 14,298 14,353 13,635
EqQUIPMENT EXPENSE.....vvceiiriiereciic st sesses e snaecnesens 7,769 7,644 7,900
Technology and related COStS ......c.ovriviviveireeiiieee e 9,796 10,186 10,894
Professional services 6,627 6,270 7,538
Advertising and promotions..........eccecorernnirercrcrcnmnsecenmesns 4,195 3314 3,859
Other EXPENSES...vovirveietriieeirres e essneb st reanas 24,741 26,809 24,883
Total noninterest expense 148,052 145,356 144,416
Income before income tax eXPenSe....ooierrieeriesrneereenesernes 122,283 108,806 99,299
INCOME tAX EXPEIISE. eucererereeencecerire e esecieiet i ine s e neres 32,133 26,668 23,759
TINELINCOIME ..ot et eaen et eb bt en s e s $ 90,150 $ 82,138 § 75,540
Per Share Data
Basic earnings per Share .........cococonercninccreircmncrecneererecneene $ 188 § 164 § 147
Diluted earnings per share $ 1.86 % 163§ 1.46
Weighted average shares outstanding.........ccoooviereoncnennnnans 48,074 50,057 51,314
Weighted average diluted shares outstanding............cccooeeee.. 48,415 50,401 51,604

See notes to consolidated financial statements.
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FIRST MIDWEST BANCORPF, INC.

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

(Amounts in thousands, except per share data)

Balance at December 31, 1999
Comprehensive Income:
NEt INCOME .....veeeeiiieeeiie i e
Other comprehensive income, net of tax:
Unrealized gains on securities ............cce.....
Total comprehensive income.........cc.oeeee..
Dividends declared ($.59 per share).................
Purchase of treasury stock...........ocecciieiinnene
Treasury stock issued to (purchased for)
benefit plans.........ccoccvrveiirieir e
Exercise of stock options..........c.occcevnecinnnnnn.
Fair value adjustment to treasury
stock held in grantor trust .........ooccovereeinereneee

Balance at December 31, 2000
Comprehensive Income:

NEtINCOME oo

Other comprehensive income, net of tax:
Unrealized gains on securities ...................

Unrealized (losses) on hedging activities ....

Total comprehensive income...........cc.c......
Dividends declared ($.65 per share).................
Purchase of treasury stock........ooccvvmerrvneirnnns
Treasury stock issued to (purchased for)

benefit plans ......cccocivienininicc e
Exercise of stock options..........cccccevvvereivvieinene
Fair value adjustment to treasury

stock held in grantor trust.............occoveeeeenne

Balance at December 31, 2001
Comprehensive Income:
INEt INCOMIE...ovveeriereeiieriirecenar e see e nireaens
Other comprehensive income, net of tax:

Unrealized gains on securities.....................
Unrealized gains on hedging activities .......

Total comprehensive income......................
Dividends declared ($.70 per share).................
Purchase of treasury Stock.........oooeccoiieccniiecns
Treasury stock issued to (purchased for)

benefit plans........ccviiiiii
Exercise of stock options.
Fair value adjustment to treasury

stock held in grantor trust ...

Balance at December 31, 2002

Accumulated
Additional Other
Common Paid-in Retained Comprehensive Treasury
Stock Capital Earnings Income (Loss) Stock Total

$ 569 § 81,731 § 442,711 § (49,072) $  (106,678) § 369,261
- - 75,540 - - 75,540

. - - 42,033 - 42,033
117,573
- - (30,373) - - (30,373)
- - - - (12,195) (12,195)
- (1 - - (217) (218)

- (3,569) - - 6,228 2,659

- (6) - - 22 16

569 78,155 487,878 (7,039) (112,840) 446,723

- - 82,138 - - 82,138

- - - 14,124 - 14,124
- - - (1,820) - (1,820)
94,442
- - (32,416) - - (32,416)
- - - - (64,582) (64,582)
- ) - - (121) (122)

- (3,192) - - 6,414 3,222

- ) - - 1 -

569 74,961 537,600 5,265 (171,128) 447267

- - 90,150 - - 90,150

- - - 32,928 - 32,928

- - - 1,172 - 1,172
124,250

- - (33,558) - - (33,558)
- - - - (52,117) (52,117)
- 9 - - (155) (146)

- (3,954) - - 10,217 6,263
- 4 - - (10) (6)

$ 569 $ 71,020 § 594,192 § 39,365 §  (213,193) $§ 491,953

See notes to consolidated financial statements.
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FIRST MIDWEST BANCORP, INC.

CONSOLIDATED STATEMENTS OF CASE FLOWS

(Amounts in thousands)

Operating Activities

NEEINCOIME vvvieiieeeeeeeeetee ettt

Adjustments to reconcile net income to net cash provided by operating

activities:

Provision for 1oan [08SeS............cooveenrcnvnircerineenens
Depreciation of premises, furniture, and equipment

Net amortization (accretion) of premium (discount) on securities............

Net (gains) on sales of seCurities ......coooueerveeernneene
Net (gains) on sales of other real estate owned...

Net losses (gains) on sales of premises, furniture, and equipment............

Net loss on sale of mortgage servicing rights......
Net PENSion COSto e

Tax benefit from employee exercises of nonqualified stock options........
Net decrease (increase) in deferred income taXes........ocovennveeireeceennnans

Net amortization of goodwill and other intangibles
Originations and purchases of mortgage loans held for sale

Proceeds from sales of mortgage loans held for sale ...

Net (increase) in corporate owned life insurance
Net decrease in accrued interest receivable .........
Net (decrease) in accrued interest payable...........
Net (increase) decrease in other assets ...
Net increase (decrease) in other liabilities............

Net cash provided by operating activities..

Envesting Activities
Securities available for sale:
Proceeds from maturities, repayments, and calls

Proceeds from sales ....c.ccoovveiviiiiiencci e
PUIChASES c.ooviiicececece e

Securities held to maturity:
Proceeds from maturities, repayments, and calls

PUICHASES oottt
Net (increase) in 10anS.....ccovervverieiieeeeiennnnnniereeneecienns
Proceeds from sales of other real estate owned......

Proceeds from sales of premises, furniture, and equipment ..o

Purchases of premises, furniture, and equipment...
Proceeds from sale of mortgage servicing rights....

Net cash (used) provided by investing activities.............coee,

Financing Activities

Net (decrease) increase in deposit accounts ............

Net increase (decrease) in borrowed funds

Purchase of treasury StocK....coooovvcinvcrnnncnn,

Proceeds from issuance of treasury stock
Cash dividends paid.......ccccoevrrincniinicanns
Exercise of stock options

Net cash provided (used) by financing activities ...

Net increase (decrease) in cash and cash equivalents............c.occeeenes
Cash and cash equivalents at beginning of year...........cccocevnecnnn.

Cash and cash equivalents at end of year

Years ended December 31,

2002 2001 2000
90,150 $ 82,138 $ 75,540
15410 19,084 9,094

8,690 8,739 8,696
9,812 2,210 (3,598)
(460) (790) (1,238)
(176) (172) @81)

92 (306) (11)

- - 22

2461 1,950 2,208
985 979 715
554 1,239 (2,642)
1313 2,962 3,034
(286,450)  (277,987) (103,907)
283,169 268,185 110,684
(6,082) (8.420) 21,517
1,022 9,562 1,592
(1,728) (10,337) (1,154)
(3.826) (13,211) 3,090
21,771 1,326 (3,782)
131,707 87,151 76,545
575,629 607,405 206,408
300,212 525,498 544,459
(1,045792)  (752,674) (774,031)
35,547 33,973 10,037
(51,734) (38,356) (51,286)
(57,982) (160,572 (281,098)
6,526 2,909 4,044
1,446 3,146 837
(14,683) (6,371 (10,994)
- - 22,564
(250,831) 214,458 (329,060)
(20,967) (58,284) 251,022
265,557 (174,021) 68,140
(52,117 (64,582) (12,195)
9 16 7
(32,879) (32,297) (29,598)
6,263 3222 2,659
165,866 (325,946) 280,035
46,742 (24,337) 27,520
160,156 184,493 156,973
206898 § 160,156 $ 184493

See notes to consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Amounts in thousands, except per share data)

1. SUMMARY CF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations - First Midwest Bancorp, Inc. (“First Midwest” or the “Company”) is a Delaware corporation and
bank holding company that was incorporated in 1982, began operations on March 31, 1983, and was formed through an
exchange of common stock. First Midwest is headquartered in Itasca, Illinois and has operations primarily located in
Northern Illinois with approximately 86% of its banking assets in the suburban metropolitan Chicago area. First Midwest is

engaged in commercial and retail banking and offers a comprehensive selection of financial products and services including
lending, depository, trust, investment management, insurance, and other related financial services tailored to the needs of its
individual, business, institutional, and governmental customers.

Principles of Conselidation - The consolidated financial statements include the accounts and results of operations of the
Company after elimination of all significant intercompany accounts and transactions. Assets held by its subsidiaries (the
“Affiliates”) in a fiduciary or agency capacity are not assets of the Affiliates and, accordingly, are not included in the
consolidated financial statements.

Basis of Presentation - Certain reclassifications have been made to prior year amounts to conform to the current year
presentation. For purposes of the Consolidated Statements of Cash Flows, cash and cash equivalents has been defined by
Management to include cash and due from banks, funds sold, and other short-term investments. The Company uses the
accrual basis of accounting for financial reporting purposes, except for immaterial sources of income and expense, which are
recorded when received or paid.

Use of Estimates - The accounting and reporting policies of the Company and its Affiliates conform to accounting principles
generally accepted in the United States and general practice within the banking industry. The preparation of consolidated
financial statements in conformity with accounting principles generally accepted in the United States requires Management to
make estimates and assumptions that affect the amounts reported in the consolidated financial statements and accompanying
notes. Actual results could differ from those estimates. The following is a summary of the significant accounting policies
followed in the preparation of the consolidated financial statements.

Securities - Securities are classified as held to maturity or available for sale at the time of purchase. Securities classified as
held to maturity, which Management has the positive intent and ability to hold to maturity, are reported at amortized cost,
adjusted for amortization of premiums and accretion of discounts, using the level-yield method. The amortized cost of debt
securities classified as held to maturity or available for sale is adjusted for amortization of premiums and accretion of
discounts over the estimated life of the security. In determining the estimated life of a mortgage-related security, certain
judgments are required as to the timing and amount of future principal prepayments. These judgments are made based upon
the actual performance of the underlying security and the general market consensus regarding changes in mortgage interest
rates. Amortization of premium and accretion of discount is included in interest income from the related security.

Available for sale securities are reported at fair value with unrealized gains and losses, net of related deferred income taxes,
included in stockholders’ equity as a separate component of other comprehensive income. Realized securities gains or losses
and declines in value judged to be other than temporary are included in investment securities gains (losses), net in the
Consolidated Statements of Income. The cost of securities soid is based on the specific identification method. Any security
for which there has been other than temporary impairment of value is written down to its estimated fair value through a
charge to earnings. The Company does not carry any securities for trading purposes.

ELoans - Loans are carried at the principal amount outstanding, net of unearned discount, including certain net deferred loan
origination fees. Residential real estate mortgage loans held for sale are carried at the lower of aggregate cost or market
value. Unearned discount on certain consumer installment loans is credited to income over the term of the loan using the
level-yield method. Interest income on loans is accrued based on principal amounts outstanding. Loan and lease origination
and commitment fees and certain direct loan origination costs are deferred and the net amount amortized over the estimated
life of the related loans or commitments as a yield adjustment. Other credit-related fees, including letter and line of credit
fees are recognized as fee income when earned.

Generally, commercial loans and loans secured by real estate (including impaired loans) are designated as nonaccrual: (a)
when either principal or interest payments are 90 days or more past due based on contractual terms unless the loan is
sufficiently collateralized such that full repayment of both principal and interest is expected and is in the process of
collection; or (b) when an individual analysis of a borrower’s creditworthiness indicates a credit should be placed on




nonaccrual status. When a loan is placed on nonaccrual status, unpaid interest credited to income in the current year is
reversed and unpaid interest accrued in prior years is charged against the reserve for loan losses. Future interest income may
only be recorded on a cash basis after recovery of principal is reasonably assured. Nonaccrual loans are returned to accrual
status when the financial position of the borrower and other relevant factors indicate there is no longer doubt as to such
collectibility.

Commercial loans and those secured by real estate are generally charged-off to the extent principal and interest due exceed
the net realizable value of the collateral, with the charge-off occurring when the loss is reasonably quantifiable. Consumer
loans are subject to mandatory charge-off at a specified delinquency date and are usually not classified as nonaccrual prior to
being charged-off. Closed-end consumer loans, which include installment, automobile, and single payment loans are
generally charged-off in full no later than the end of the month in which the loan becomes 120 days past due. Open-end
unsecured consumer loans, such as credit card loans, are generally charged-off in full no later than the end of the month in
which the loan becomes 180 days past due.

Reserve for Loan Losses - The reserve for loan losses is maintained at a level believed adequate by Management to absorb
probable losses inherent in the loan portfolio and is based on the size and current risk characteristics of the loan portfolio; an
assessment of individual problem loans; actual and anticipated loss experience; and current economic events in specific
industries and geographical areas including regulatory guidance, general economic conditions, and other pertinent factors.
Determination of the reserve is inherently subjective, as it requires significant estimates, including the amounts and timing of
expected future cash flows on impaired loans, estimated losses on pools of homogeneous loans based on historical loss
experience, and consideration of current economic trends, all of which may be susceptible to significant change. Loan losses
are charged-off against the reserve, while recoveries of amounts previously charged-off are credited to the reserve. A
provision for loan losses is charged to operating expense based on Management's periodic evaluation of the factors
previously mentioned, as well as other pertinent factors.

Based on an estimation done pursuant to the requirements of Financial Accounting Standards Board (“FASB”) Statement No.
5, “Accounting for Contingencies,” and FASB Statement Nos. 114 and 118, “Accounting by Creditors for Impairment of a
Loan,” the reserve for loan losses consists of three components: (i) specific reserves established for expected losses resulting
from analysis developed through specific credit allocations on individual loans for which the recorded investment in the loan
exceeds its fair value; (ii) general allocated reserves based on historical loan loss experience for each loan category; and (iii)
unallocated reserves based on general economic conditions as well as specific economic factors in the markets in which the
Company operates.

The specific reserves component of the reserve for loan losses is based on a regular analysis of impaired loans over a fixed-
dollar amount where the internal credit rating is at or below a predetermined classification. A loan is considered impaired
when it is probable that the Company will be unable to collect all contractual principal and interest due according to the terms
of the loan agreement. Loans subject to impairment valuation are defined as nonaccrual and restructured loans exclusive of
smaller homogeneous loans such as home equity, installment, and 1-4 family residential loans. The fair value of the loan is
determined based on the present value of expected future cash flows discounted at the loan’s effective interest rate, the
market price of the loan, or the fair value of the underlying collateral less costs to sell, if the loan is collateral dependent.

The general allocated component of the reserve for loan losses is determined statistically using a loss migration analysis that
examines loss experience and the related internal grading of loans charged-off. The loss migration analysis is performed
quarterly and loss factors are updated regularly based on actual experience. The general allocated component of the reserve
for loan losses also includes consideration of the amounts necessary for concentrations and changes in portfolio mix and
volume.

The unallocated component of the reserve for loan losses reflects Management's estimate of probable inherent, but
undetected, losses within the portfolio due to uncertainties in economic conditions, delays in obtaining information, including
unfavorable information about a borrower's financial condition, the difficulty in identifying triggering events that correlate
perfectly to subsequent loss rates, and risk factors that have not yet manifested themselves in loss allocation factors. In
addition, the unallocated component includes a portion that explicitly accounts for the inherent imprecision in loan loss
migration models. The uncertainty following the events of September 11, 2001 and the recessionary environment also
impact the allocation model's estimate of loss. The historical losses used in the migration analysis may not be representative
of actual losses inherent in the portfolio that have not yet been realized.

Foreclosed Real Estate - Foreclosed real estate includes properties acquired in partial or total satisfaction of certain loans

and is included in other assets in the accompanying Consolidated Statements of Condition. Properties are recorded at the
lower of the recorded investment in the loans for which the properties previously served as collateral or the fair value, which

45



represents the estimated sales price of the properties on the date acquired less estimated selling costs. Any write-downs in
the carrying value of a property at the time of acquisition are charged against the reserve for loan losses. Management
periodically reviews the carrying value of foreclosed real estate properties. Any write-downs of the properties subsequent to
acquisition, as well as gains or losses on disposition and income or expense from the operations of foreclosed real estate, are
recognized in operating results in the period they are realized. At December 31, 2002 and 2001, foreclosed real estate totaled
$5,496 and $3,630, respectively.

Premises, Furniture and Equipment - Premises, furniture and equipment, and leasehold improvements are stated at cost
less accumulated depreciation. Depreciation expense is determined by the straight-line method over the estimated useful
lives of the assets. Leasehold improvements are amortized on a straight-line basis over the shorter of the life of the asset or
the lease term. Rates of depreciation are generally based on the following useful lives: buildings - 25 to 40 years; building
improvements - 3 to 15 years; and furniture and equipment - 3 to 10 years. Gains and losses on dispositions are reflected in
other income and other expense, respectively. Maintenance and repairs are charged to operating expenses as incurred, while
improvements that extend the useful life are capitalized and depreciated over the estimated remaining life.

Corporate Owned Life Insurance - Corporate Owned Life Insurance (“COLI”) is recorded as an asset at the amount that
could be realized under the insurance contract as of the date of the Consolidated Statements of Condition. The change in
cash surrender value during the period is an adjustment of premiums paid in determining the expense or income to be
recognized under the contract for the period. This change is recorded as COLI income in noninterest income on the
Consolidated Statements of Income.

Goodwill and Other Intangibles - Goodwill represents the excess of purchase price over the fair value of net assets acquired
using the purchase method of accounting. Core deposit intangibles, representing the premium associated with the acquisition
of certain deposit liabilities, are amortized to operating expense on an accelerated basis over the average lives of such deposit
liabilities.

Effective January 1, 2002, the Company adopted FASB Statement No. 142, “Goodwill and Other Intangible Assets” (“FASB
No. 142”), which addresses the accounting and reporting for acquired goodwill and other intangible assets and supersedes
APB Opinion 17. Under FASB No. 142, goodwill and intangible assets deemed to have indefinite lives are no longer
amortized but reviewed for impairment annually, or more frequently if certain indicators arise. In addition, the Statement
requires intangible assets with identifiable lives to be evaluated periodically and to continue to be amortized over their useful
lives. As of December 31, 2002, the carrying value of goodwill totaled $16,397. The Company had no other intangible assets
as of December 31, 2002. Note 7 to the consolidated financial statements on page 53 of this form 10-K includes a summary
of the Company’s goodwill and other intangible assets for 2002 and 2001 as well as further details about the impact of the
adoption of FASB No. 142. Prior to adopting FASB No. 142, goodwill was being amortized using the straight-line method
over periods not exceeding 20 years.

Advertising Costs - All advertising costs incurred by the Company are expensed in the period in which they are incurred.

Derivative Financial Instruments — The Company maintains an overall interest rate risk management strategy that
incorporates the use of derivative instruments to minimize significant unplanned fluctuations in earnings and cash flows
caused by interest rate volatility. This is accomplished by modifying the repricing characteristics of certain assets and
liabilities so that changes in interest rates do not adversely affect the net interest margin and cash flows. The Company is
also required to recognize certain contracts and commitments as derivatives when the characteristics of those contracts and
commitments meet the definition of a derivative.

Under the guidelines of FASB Statement No. 133, “Accounting for Derivative Instruments and Hedging Activities” (“FASB
No. 133”), as amended, all derivative instruments are required to be recorded on the Consolidated Statements of Condition at
fair value. The accounting for changes in fair value of a derivative instrument depends on whether it has been designated
and qualifies as part of a hedging relationship and further, on the type of hedging relationship.

Derivative instruments designated in a hedge relationship to mitigate exposure to changes in fair value of an asset or liability
attributable to a particular risk, such as interest rate risk, are considered to be fair value hedges. Derivative instruments
designated in a hedge relationship to mitigate exposure to variability in expected future cash flows to be received or paid
related to an asset or liability or other types of forecasted transactions are considered to be cash flow hedges. On the date the
Company enters into a derivative contract, it designates the derivative instrument as either a fair value hedge or cash flow

hedge.

46



Fair value hedges are accounted for by recording the changes in the fair value of the derivative instrument and changes in the
fair value of the hedged asset or liability or of an unrecognized firm commitment attributable to the hedged risk on the
Consolidated Statements of Condition with a corresponding offset recorded in current period net income. The adjustment to
the hedged asset or liability is included in the basis of the hedged item, while the fair value of the derivative is recorded as a
freestanding asset or liability. Actual cash receipts or payments and related amounts accrued during the period on derivatives
included in a fair value hedge relationship are recorded as adjustments to the interest income or expense recorded on the
hedged asset or liability.

Cash flow hedges are accounted for by recording the fair value of the derivative instrument on the Consolidated Statements
of Condition as either a freestanding asset or liability with changes in the fair value of the derivative instrument to the extent
that it is effective, recorded, net of tax, in accumulated other comprehensive income within shareholders’ equity and
subsequently reclassified to net income in the same line associated with the forecasted cash flows in the same period(s) that
the hedged transaction impacts net income.

Under both fair value and cash flow hedge methods, derivative gains and losses not considered highly effective in hedging
the change in fair value or expected cash flows of the hedged risk are recognized immediately in the Consolidated Statements
of Income.

Prior to entering a hedge transaction, the Company formally documents all relationships between hedging instruments and
hedged items, as well as its risk management objective and strategy for undertaking various hedge transactions. This process
includes linking all derivative instruments that are designated as fair value or cash flow hedges to specific assets and
liabilities on the Consolidated Statements of Condition or to specific forecasted transactions. At the hedge’s inception and at
least quarterly thereafter, a formal assessment is performed to determine whether changes in the fair values or cash flows of
the derivative instruments have been highly effective in offsetting changes in the fair values or cash flows of the hedged item
and whether they are expected to be highly effective in the future. If it is determined that the derivative instrument is not
highly effective as a hedge, hedge accounting is discontinued prospectively and subsequent changes in the fair value of the
derivative instrument is recorded in net income. FASB No. 133 basis adjustments recorded on hedged assets and liabilities
are amortized over the remaining life of the hedged item no later than when hedge accounting ceases. First Midwest does not
hold or issue derivative financial instruments for trading purposes.

Income Taxes — The Company’s deferred income tax assets and liabilities are computed annually for differences between the
financial statement and tax basis of assets and liabilities that will result in taxable or deductible amounts in the future based
on enacted tax laws and rates applicable to periods in which the differences are expected to affect taxable income. Valuation
allowances are established, when necessary, to reduce deferred tax assets to the amount expected to be realized. Income tax
expense is the tax payable or refundable for the period, adjusted for the change during the period in deferred tax assets and
liabilities.

The Company and its subsidiaries file a consolidated federal income tax return. The intercompany settlement of taxes paid is
based on tax sharing agreements, which generally allocate taxes to each entity on a separate return basis.

Earnings Per Share - Basic earnings per share (“EPS”) is computed by dividing net incone by the weighted average
number of common shares outstanding for the period. The basic EPS computation excludes the dilutive effect of all common
stock equivalents. Diluted EPS is computed by dividing net income by the weighted average number of common shares
outstanding plus all potential common shares. Diluted EPS reflects the potential dilution that could occur if securities or
other contracts to issue common stock were exercised or converted into common stock. The Company’s potential common
shares represent shares issuable under its long-term incentive compensation plans. Such common stock equivalents are
computed based on the treasury stock method using the average market price for the period.

Treasury Stock - Treasury stock acquired is recorded at cost and is carried as a reduction of stockholders' equity in the
Consolidated Statements of Condition. Treasury stock issued is valued based on the "last in, first out" inventory method.
The difference between the consideration received upon issuance and the carrying value is changed or credited to additional
paid in capital.

Stock-Based Compensation - The Company’s stock-based compensation plans are accounted for based on the intrinsic
value method set forth in Accounting Principals Board Opinion 25, “Accounting for Stock Issued to Employees” (“APB 25”)
and related Interpretations. Under APB 25, no compensation expense is recognized, as the exercise price of the Company’s
stock options is equal to the fair market value of its common stock on the date of the grant.
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Pursuant to FASB Statement No. 123, “Accounting for Stock Based Compensation” (“FASB No. 123”), as amended by
FASB Statement No. 148 (“FASB No. 148”), disclosure requirements, pro forma net income and earnings per share are
presented in the following table as if compensation cost for stock options was determined under the fair value method and
amortized to expense over the options' vesting periods.

Years ended December 31,

2002 2001 2000

Net income, as reported. 90,150 82,138 75,540
Less: pro forma expense related to options granted (2,499) (2,526) (1,390)

Pro forma net income 87,651 79,612 74,150

Basic Earnings Per Share:
As reported 1.88 1.64 147
Pro forma 1.82 1.59 1.45
Diluted Earnings Per Share:
As reported 1.86 1.63 146
1.81 $ 158 8 1.44

The fair values of stock options granted were estimated at the date of grant using a Black-Scholes option-pricing model. The
following weighted-average assumptions were used in the model to determine the fair value of options granted: a risk-free
interest rate of 4.69%, 4.93%, and 6.45% for 2002, 2001, and 2000, respectively; an expected life of the option of 7.8 years,
7.2 years, and 7.8 years for 2002, 2001, and 2000, respectively; an expected dividend yield of 2.72%, 2.75%, and 2.57% for
2002, 2001, and 2000, respectively; and expected stock volatility of 22% for 2002, 23% for 2001, and 22% for 2000. The
weighted average fair values of options at their date of grant during 2002, 2001, and 2000 were $6.99, $5.51, and $5.54,
respectively.

The Black-Scholes option valuation model was developed for use in estimating the fair value of traded options that have no
vesting restrictions and are fully transferable. Option valuation models such as the Black-Scholes require the input of highly
subjective assumptions including the expected stock price volatility. First Midwest's stock options have characteristics
significantly different from traded options and inasmuch as changes in the subjective input assumptions can materially affect
the fair value estimate, in Management's opinion, the existing models do not necessarily provide a reliable single measure of
the fair value of its employee stock options.

For additional details on the Company’s stock-based compensation plans see Note 14 to the consolidated financial statements
commencing on page 59 of this Form 10-K.

Comprehensive Income - Comprehensive income is the total of reported net income and all other revenues, expenses, gains
and losses that under accounting principles generally accepted in the United States bypass reported net income. The
Company includes changes in unrealized gains or losses, net of tax, on securities available for sale and changes in the fair
value of derivatives designated under cash flow hedges in other comprehensive income and is presented in the Consolidated
Statements of Changes in Stockholders Equity.

Segment Disclosures - Operating segments are components of a business about which separate financial information is
available and that are evaluated regularly by the chief operating decision maker in deciding how to allocate resources and
assessing performance. Public companies are required to report certain financial information about operating segments in
interim and annual financial statements. First Midwest’s chief operating decision maker evaluates the operations of the
Company as one operating segment, commercial banking, due to the materiality of the commercial banking operation to the
Company’s financial condition and results of operations, taken as a whole, and as a result, separate segment disclosures are
not required. The Company offers the following products and services to external customers: deposits, loans, and trust
services. Revenues for each of these products and services are disclosed separately in the Consolidated Statements of
Income.

2. RECENT ACCOUNTING PRONOUNCEMENTS
Accounting For Lomng-Lived Assets - Effective January 1, 2002, the Company adopted FASB Statement No. 144,

“Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed of” (“FASB No. 144™),
which addresses how and when to measure impairment on long-lived assets and how to account for long-lived assets that an
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entity plans to dispose of either through sale, abandonment, exchange, or distribution to owners. The new provisions
supersede FASB No. 121, which addressed asset impairment, and certain provisions of APB Opinion 30 related to reporting
the effects of the disposal of a business segment, and requires expected future operating losses from discontinued operations
to be recorded in the period in which the losses are incurred rather than the measurement date. Under FASB No. 144, more
dispositions may qualify for discontinued operations treatment in the Consolidated Statements of Income. The adoption of
FASB No. 144 had no material impact on the Company’s financial position, results of operations, or liquidity.

Acquisitions Of Certain Financial Institutions - In October 2002, the FASB issued FASB Statement No. 147,
“Acquisitions of Certain Financial Institutions” (“FASB No. 147”), which provides guidance on the accounting for the
acquisition of a financial institution and supersedes the specialized accounting guidance provided in FASB No. 72,
“Accounting for Certain Acquisitions of Banking or Thrift Institutions.” FASB No. 147 became effective upon issuance and
requires companies to cease amortization of unidentified intangible assets associated with certain branch acquisitions and
reclassify these assets to goodwill. FASB No. 147 also modifies FASB No. 144 to include in its scope long-term customer-
relationship intangible assets and thus subject those intangible assets to the same undiscounted cash flow recoverability test
and impairment loss recognition and measurement provisions required for other long-lived assets.

While FASB No. 147 may affect how future business combinations, if undertaken, are accounted for and disclosed in the
financial statements, the issuance of the new guidance had no effect on the Company’s results of operations, financial
position, or liquidity as the Company does not have any assets subject to the specialized accounting guidance provided in
FASB No. 72 or FASB No. 147.

Accounting For Stock-Based Compensation - In December 2002, the FASB issued FASB Statement No.148, “Accounting
for Stock-Based Compensation - Transition and Disclosure” (“FASB No. 148”), which provides guidance on how to
transition from the intrinsic value method of accounting for stock-based employee compensation under APB 25 to FASB No.
123's fair value method of accounting, if a company so elects. FASB No. 148 also amends the disclosure provisions of FASB
No. 123 and APB Opinion No. 25 to require disclosure in the summary of significant accounting policies of the effects of an
entity’s accounting policy with respect to stock-based employee compensation on reported net income and earnings per share
in annual and interim financial statements. While FASB No. 148 does not amend FASB No. 123 to require companies to
account for employee stock options using the fair value method, the disclosure provisions of FASB No. 148 are applicable to
all companies with stock-based employee compensation, regardless of whether they account for that compensation using the
fair value method of FASB No. 123 or the intrinsic value method of APB 25. The recognition provisions of FASB No. 148
are not applicable to the Company at this time as it continues to account for stock-based compensation using the intrinsic
value method. The Company has provided the disclosures pursuant to FASB No. 148 in Note 1, Summary of Significant
Accounting Policies — Stock Based Compensation commencing on page 47 of this Form 10-K.

Guarantees - In November 2002, the FASB issued FASB Interpretation No. 45 (“FIN 45”), “Guarantor's Accounting and
Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others”. This interpretation
expands the disclosures to be made by a guarantor in its financial statements about its obligations under certain guarantees
and requires the guarantor to recognize a liability for the fair value of an obligation assumed under a guarantee. FIN 45
clarifies the requirements of FASB No. 5, “Accounting for Contingencies,” relating to guarantees. In general, FIN 45 applies
to contracts or indemnification agreements that contingently require the guarantor to make payments to the guaranteed party
based on changes in an underlying that is related to an asset, liability, or equity security of the guaranteed party. Certain
guarantee contracts are excluded from both the disclosure and recognition requirements of this interpretation, including,
among others, guarantees relating to employee compensation, residual value guarantees under capital lease arrangements,
commercial letters of credit, loan commitments, subordinated interests in an SPE, and guarantees of a company's own future
performance. Other guarantees are subject to the disclosure requirements of FIN 45 but not to the recognition provisions and
include, among others, a guarantee accounted for as a derivative instrument under FASB No. 133, a parent's guarantee of
debt owed to a third party by its subsidiary or vice versa, and a guarantee which is based on performance rather than price.
The disclosure requirements of FIN 45 are effective for the Company as of December 31, 2002 and require disclosure of the
nature of the guarantee, the maximum potential amount of future payments that the guarantor could be required to make
under the guarantee, and the current amount of the liability, if any, for the guarantor's obligations under the guarantee. The
recognition requirements of FIN 45 are to be applied prospectively to guarantees issued or modified after December 31,
2002. Significant guarantees that have been entered into by the Company are disclosed in Note 17 to the consolidated
financial statements commencing on page 62 of this Form 10-K. The Company does not expect the requirements of FIN 45
to have a material impact on results of its operations, financial position, or liquidity.
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3. SECURITIES

The aggregate amortized cost, gross unrealized gains and losses, and market value of securities as of December 31 were as

follows.
2002 2001

Amortized Gross Unrealized Market Amortized Gross Unrealized Market
Cost Gains Losses Value Cost Gains Losses Value

Securities Available for Sale
U.S. Treasury -
U.S. Agency 200,527

Collateralized Mortgage
Obligations 854,251 14,793 (1,964) 867,080 800,270 8,328 (2,183) 806,415

Other Mortgage -Backed
Securities 272,546 10,208 (94) 282,660 352,265 3,763 (704) 355,324

529,608 43,976 (56) 573,528 473,873 9,347 (4,046) 479,174
63,660 351 (2,850) 61,161 63,167 51 (3,124) 60,094

$ 1920592 § 70,559 § (4.965) $ 1986,186 § 1,759992 § 21,702 § (10,087) § 1,771,607

$ $ - $ - 200 § 5 8 - 205

1,231 N 201,757 70,217 208 30) 70,395

Securities Held to Maturity

U.S. Treasury.......ccecerreuercn. 3 1,705 § 9 3 - 3 1,714  § 2,006 $ 40 S -8 2,046
U.S. Agency oo, 126 1 - 127 126 - - 126
State and Municipal ............. 68,001 145 - 68,146 63,452 127 (4) 63,575
Other.....ococcconviiincinn 35,581 - - 35,581 23,643 - - 23,643

Total.cooivioencriieciiencn $§ 105413 § 155 § - § 105,568 $§ 89,227 § 167 § (4) $ 89,390

The following table shows securities available for sale and held to maturity as of December 31, 2002 by remaining
contractual maturity. Included in securities available for sale are collateralized mortgage obligations and other mortgage-
backed securities. All of these securities are presented based on their expected average lives using historical and predicted
prepayment trends.

Available for Sale Held to Maturity
Amortized Market Amortized Market
Cost Value Cost Value
OMNE YA OF 188S....oiiviieieeeeceeeeee et e enens $ 686890 § 697659 § 20252  $ 20,277
One vear t0 fIVE YEaTS...covvireerrcrnr et 552,309 569,669 11,927 12,023
Five years 10 teN YEATS.....vvccerircrrinie e nneeeseenseenenenes 508,200 538,164 21,532 21,559
ATTET LEN Y@AIS ..o sesceci s 173,193 180,694 51,702 51,709
TOtAL oot ettt a e $ 1920592 § 1,986,186 $ 105413 § 105,568

The following table presents proceeds from sales of securities and the components of net security gains for the years ended
December 31.

2002 2001 2000
Proceeds frOm SALES ......c..ccviiireveieiieieieeiee ettt sttt § 300212 $§ 525498 § 544459
G088 1€alIZEA ZAINS ..ovcvevierrieceii e rrsssss et e e asae s et $ 1921 § 3297 §$ 2,659
Gross 1ealized 10SSES.....ocuviriceiricitrccerce e (1,461) (2,507) (1,421
Net 1ealiZed ZAINS ..ovviveieiisiirrerceriseieireeases e essessee st eeeas $ 460 § 790 % 1,238
Income taxes on net realized Zains......co.oeeeeiicerieneriieieeee et $ 179 § 308§ 483

The carrying value of securities available for sale, securities held to maturity, and securities purchased under agreements to

resell, which were pledged to secure deposits and for other purposes as permitted or required by law at December 31, 2002
and 2001 totaled $1,691,700 and $1,557,003, respectively.

Excluding securities issued by the U.S. Government and its agencies and corporations, there were no investments in
securities from one issuer that exceeded 10% of consolidated stockholders' equity on December 31, 2002 or 2001.
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4. LOANS

Total loans, net of deferred loan fees and other discounts of $2,046 and $2,325 at December 31, 2002 and 2001, respectively,
were as follows.

2002 2001

Commercial and INAUSITIAL ...t $ 897845 § 827,281
AGTICUITUTAL ..o e bbb s s s bt et 91,381 87,188
COMSUINET ...ttt e aees st scbe bbbt ereae et s b et et bt ns e b eeaesescanans et et samantnsansesbansnteseses 914,820 947,246
Real estate - 1-4 family ................. 138,302 196,741
Real estate - commercial 1,019,989 998,857
Real e5tate - CONMSITUCTION. ..ottt ettt sttt vttt ettt ne s srs et s srtsreteeresesreneanerean 344,509 314,993

TOLAL LOAIIS oottt ettt ettt s sae et et en e ene $ 3406846 § 3,372,306

First Midwest concentrates its lending activity in the geographic market areas that it serves, generally lending to consumers
and small to mid-sized businesses from whom deposits are garnered in the same market areas. As a result, First Midwest
strives to maintain a loan portfolio that is diverse in terms of loan type, industry, borrower, and geographic concentrations.
Such diversification reduces the exposure to economic downturns that may occur in different segments of the economy or in
different industries. As of December 31, 2002 and 2001, there were no significant loan concentrations with any single
borrower, industry, or geographic segment.

It is the policy of First Midwest to review each prospective credit in order to determine the appropriateness and, when
required, the adequacy of security or collateral to obtain prior to making a loan. The type of collateral, when required, will
vary in ranges from liquid assets to real estate. The Company’s access to collateral, in the event of borrower default, is
assured through adherence to state lending laws and the Company’s lending standards and credit monitoring procedures.

The following table summarizes the book value of loans that were pledged to secure deposits and for other purposes as
required or permitted by law at December 31, 2002 and 2001.

2002 2001
Loans pledged to secure:
DIEPOSIES ettt et e bbb a et et e $ SL,375  $ 43319
Federal Home Loan Bank AdVANCES .........coocvoviiriie et s essae e srseesesea 268,530 284,662
TOLAL ettt ettt b bbb s se ket $ 319,905 § 327,981
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5. RESERVE FOR LOAN LOSSES AND IMPAIRED LOANS

A summary of the transactions in the reserve for loan losses and details regarding impaired loans follows for the years ended
December 31.

2002 2001 2000
Balance at beginning of Year........cocoucrviiccinisnen e $ 47,745 § 45093 $ 42,645
Loans charged-off ... (18,177) (19,330) (9,149)
Recoveries of loans previously charged-off ..o 2,951 2,898 2,503
Net 10ans charged-0ff ... (15,226) (16,432) (6,646)
Provision fOr 10an LOSSES ......ocvviiieeeerce sttt erersee et s s ersnans 15,410 19,084 9,094

Balance at end of year $ 47,929 $ 47,745 $ 45,093

Impaired loans:

With valuation reserve required " ..........cooooooorveeceeereeeee e $ 1,587 $ 488 $ 2206
With no valuation reserve required........covveevrrvinecnineenneeeeeens 7,736 8,414 12,145
Total impaired loans $ 9,323 $ 13242 $ 14,351
Valuation reserve related to impaired 10anS...........ooeiveeeeeiennceeereeseeee s $ 1,336 $ 3,954 $ 667
Average impaired JOAIS.........ocvcvoievcreiieicetee ettt $ 10,855 § 15979 $ 15433
Interest income recognized on impaired 10ans.......oo.ccvivvcrinniiiniesnnnninines $ 345§ 237§ 518
M These impaired loans require a valuation reserve because the value of the loans is less than the recorded investment in the loans.
6. PREMISES, FURNITURE, AND EQUIPMENT
Premises, furniture, and equipment at December 31 are summarized as follows.
2002 2001
LLANA et et e s st s f Attt e aet R ket seaen s eraena et nnaen $ 27,510 $ 22,669
PrOIMIISES .. ottt vt e tech e et s et s e Rt en b et es e b ebeereabebetaeas b et et s b en e s s st eRereen bt e assreres 87,714 85,828
Furniture and qUIPIMENL.........ccoviveeetriieririircceiri et sestessriese it ssestesssesstssssesasssnsesasssnsasasssnsasssnsesans 63,572 59,007
TOtAL Ottt eree ettt s et et e e s st e st s s enes e s saesenssr s ssssssaneenassnsessssssanaeas 178,796 167,504
AccUMUlated AePreCiation ..o cieieiieeiieree ettt b st bbb bbb ena s b enan e enesees (97,169) (90,332)
NEEDOOK VAIUEC ...ttt sttt sttt sttt sttt st sb st saanan $ 81,627 § 77,172

Depreciation expense on premises, furniture, and equipment for the years 2002, 2001, and 2000 totaled $8,690, $8,739, and
$8,696, respectively.

Operating Leases

At December 31, 2002, the Company and the Bank were obligated under certain noncancellable operating leases for premises
and equipment, which expire at various dates through the year 2014. Many of these leases contain renewal options, and
certain leases provide options to purchase the leased property during or at the expiration of the lease period at specific prices.
Some leases contain escalation clauses calling for rentals to be adjusted for increased real estate taxes and other operating
expenses, or proportionately adjusted for increases in the consumer or other price indices. The following summary reflects
the future minimum rental payments, by year, required under operating leases that, as of December 31, 2002, have initial or
remaining noncancellable lease terms in excess of one year.
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Year-ending December 31,

Rental expense charged to operations in 2002, 2001, and 2000, amounted to approximately $1,864, $1,903, and $2,248,
respectively, including amounts paid under short-term cancelable leases. Occupancy expense has been reduced by rental
income from premises leased to others in the amount of $222 in 2002, $213 in 2001, and $232 in 2000.

7. INFANGIBLE ASSETS

Upon the adoption of FASB No. 142 on January 1, 2002, the Company discontinued the amortization of goodwill, which
decreased noninterest expense and increased net income in 2002 as compared to 2001 and 2000. The Company’s carrying
value of goodwill was $16,397 at December 31, 2002 and 2001. A reconciliation of previously reported net income and
earnings per share as adjusted for the exclusion of goodwill amortization is presented below had the Company accounted for
goodwill under FASB No. 142 for all periods presented.

2002 2001 2000

ReEPOTEd NEt INCOIME ....vveiiriiecerieee sttt b ras e eneans $ 90,150 § 82,138 § 75,540

Add back of goodwill amortization........ccoccvreeeerceeeriesseessseees - 2,160 2,160
AQJUSEEd NEL INCOME oottt eress et sbna bbb esse s s $ 90,150 $ 84298 § 77,700
Basic earnings per share:

ReEPOIted NEt INCOIMIE «..ovvvvrerecrrirercrereece et eeeses et seiseeese st $ 188 § 164 § 1.47

Add back of goodwill amortiZation.......cccoo.evvvreiiiienieereeceeee e - 0.04 0.04

AQJUSLEA NETINCOIMIE ..oeevvirieieriit et nraees et s st esae s s sesetesss 3 188 % 1.68 8§ 1.51
Diluted earnings per share:

RepOTted NEL IIICOME ...oeuverveeceniireeecen e s ses st ns s $ 18 $ 163 $ 1.46

Add back of goodwill amortization.........c.ourereininerenncrieninecreeeenenes - 0.04 0.04

Adjusted Nt INCOME ... ettt $ 1.86  § 167 $ 1.50

In conjunction with the adoption of FASB No. 142, the Company re-evaluated and adjusted the useful lives of other
intangible assets to better match the benefits received thereon. As a result of the realignment, all other intangible assets were
fully amortized in 2002. Information regarding the Company’s other intangible assets at December 31, 2002 and 2001
follows.

2002 2001
Net
Carrying Carrying Accumulated
Amount Amount Amortization Net
Other intangible assets:
Core depoSit PIEMIUM..oov...cviececiie et eeeis $ - h 6982 % 5856 § 1,126
Other identified intangibles - 423 236 187
TOtAL oot $ - $ 7405  § 6092 § 1,313

Amortization expense of other intangible assets totaled $1,313, $802, and $874 for the years ended December 31, 2002,
2001, and 2000, respectively.

33




8. DEPOSITS

The following is a summary of deposits at December 31.

2002 2001

DemMANA AEPOSILS ...ooveerieeiriiesrieiii st eet e bae e sb st eoes s re e b e s s bsete e s s ss s een it s 3 789392 $ 738,175
SAVINES AEPOSILS wvuvvvvriiviirririe ettt erer e ersreta e e s et st s aeb et sonssrss s s b seansse b sesabes s ensabe s snanseseseseasassesons 475,366 421,079
INOW GCCOUMLES ..ttt et e ettt e e et e b e et esssbe e es e b st esesbeaetasresbataetestetessesmsaasses borsranseres 717,542 662,530
Money market deposits ......covveverernnne . 525,621 584,030
Time deposits 1ess than $100 ... et sas et s e e aeen s 1,112,677 1,175,147
Time deposits 0f $100 OF TNOTE ..ot s 552,356 612,960

TOLAL AEPOSIES .. eeeiveirierieecee ettt et bt bres e eb s res s s e e b e mrn e $ 4172954 $ 4,193,921

The scheduled maturities of time deposits as of December 31, 2002, for the years 2003 through 2008 and thereafter, were as
follows.

Total
Year-ending December 31,
2003 e e e e ettt b bet s b bt e eans e saene $ 1,281,349
246,345
95,129
17,930
23,980
300
$ 1,665,033
9. BORROWED FUNDS
The following is a summary of borrowed funds and rates for the years ended December 31.
2002 2001 2000
Amount Rate (%) Amount Rate (%) Amount Rate (%)
At year-end:
Securities sold under agreements to repurchase  § 384,408 121 }'§ 494851 204 | $ 911,872 6.37
Federal funds purchased.............cccoccoviiinnnn. 278,000 1.24 207,000 1.53 124,000 6.43
Federal Home Loan Bank advances.................. 575,000 3.72 270,000 4.79 110,000 6.90
Total borrowed funds........cccooooeeviiivienninnne, $ 1,237,408 2.38 $ 971,851 270 | $ 1,145,872 6.43
Average for the year:
Securities sold under agreements to repurchase $ 519,113 165 1§ 618,518 414 1 $ 1,006,133 6.08
Federal funds purchased.........c.cccooeeeinnrine 193,929 1.72 214,814 3.85 84,582 6.42
Federal Home Loan Bank advances.................. 436,986 3.98 233,342 5.35 149,426 6.30
Other borrowed funds...........c.ocooeeivvieecrinnnn, - - - - 399 6.77
Total borrowed funds...........c.cooorovovvverrrernee $ 1,150,028 255 | $ 1,066,674 434 |'$ 1,240,540 6.13
Maximum month-end balance:
Securities sold under agreements to repurchase $§ 621,630 $ 691,940 $ 1,162,484
Federal funds purchased...............cccooerienennn. 278,000 297,000 170,000
Federal Home Loan Bank advances................... 575,000 270,000 180,000
Other borrowed funds............cocoevevveeiiiiece. - - 5,000
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Securities sold under agreements to repurchase and federal funds purchased generally mature within 1 to 90 days from the
transaction date. Securities sold under agreements to repurchase are treated as financings, and the obligations to repurchase
securities sold are reflected as a liability in the Consolidated Statements of Condition. Repurchase agreements are secured by
U.S. Treasury and U.S. Agency securities, which are held in third party pledge accounts. The securities underlying the
agreements remain in the respective asset accounts. As of December 31, 2002, First Midwest did not have amounts at risk
under repurchase agreements with any individual counterparty or group of counterparties that exceed 10% of stockholders’
equity.

The Company’s banking subsidiary, First Midwest Bank is a member of the Federal Loan Home Bank (“FHLB”) and has
access to term financing from the FHLB. These advances are secured by qualifying residential mortgages and mortgage-
related securities. At December 31, 2002, all advances from the FHLB are fixed rate with interest payable monthly. FHLB
advances are callable in whole or in part at the discretion of the Federal Home Loan Bank of Chicago with all current
outstanding advances callable within the first quarter 2003 and quarterly thereafter.

As of December 31, 2002, the maturity and rate schedule for FHLB advances is as follows.

Advance
Maturity Amount Rate (%)
February 17,2003 0o $ 50,000 525
Tuly 16,2003 1) e 25,000 4.58
September 25,2003 ... 50,000 3.41
October 10, 2003 1) ..o 25,000 3.19
January 30,2004 (oo, 50,000 3.50
February 16,2004 @ oo 25,000 3.36
June 18,2004 @ e 50,000 333
January 10, 2005 ¥ 50,000 434
January 31, 2005 ¥ 50,000 430
August 1,2005 @ 100,000 322
August 1,2005 @ 100,000 335
Total/ AVETAZE TALE ..oceeveercieccce e $ 575,000 3.72

) Callable January 2003 and quarterly thereafter.
@ Callable March 2003 and quarterly thereafter.
® Callable February 2003 and quarterly thereafter.

Other borrowed funds consist of term federal funds purchased, treasury tax and loan deposits, and short-term credit
arrangements with unaffiliated banks and are generally repaid within 30 to 90 days from the transaction date. None of First
Midwest’s borrowings have any related compensating balance requirements that restrict the usage of Company assets.

Exclusive of certain correspondent bank and Federal Reserve Bank discount borrowing facilities, First Midwest had $907
million of unused short-term credit lines available for use at December 31, 2002.

10. EARNINGS PER SHARE

The following table sets forth the computation of basic and diluted earnings per share for the years ended December 31.

2002 2001 2000

Basic earnings per share:

NELINCOIMIE et eeeee ettt $ 90,150 % 82,138 § 75,540

Average common shares outstanding 48,074 50,057 51,314

Basic earnings per Share...........co.coeeerneecerremeriesir et $ 188 § 164 $ 1.47
Diluted earnings per share:

NELITICOIIIE ettt eeee e ts et neen e $ 90,150 $ 82,138 § 75,540

Average common shares outstanding 48,074 50,057 51,314

Dilutive effect of Stock OPtIONS......c.ccovicvirnceiire e 341 344 290

Diluted average common shares outstanding 48,415 50,401 51,604

Diluted earnings per Share ..........co.cooevecereemmenneimencneinns e $ 186 $ 163 § 1.46




During 2002, 2001, and 2000, options to purchase 354 shares, 150 shares, and 405 shares, respectively, were not included in
the computation of diluted earnings per share because the exercise price of these options was greater than the average market
price of the Company’s common stock, and therefore, the effect would be antidilutive.

11. COMPREHENSIVE INCOME

The following table summarizes reclassification adjustments and the related income tax effect to the components of other

comprehensive income for the years ended December 31.

2002 2001 2000

Unrealized holding gains on available for sale securities arising during the period:

Unrealized Nt GAINS .....covvivvreicerevirriseeenessse e ssssse st s s b eserebsesenensseeces $ 54,185 $ 23947 § 70,152

Related tax (expense) (21,132) (9,340) (27,359)

Net after tax unrealized gains on available for sale securities.....ccccooverennne 33,053 14,607 42,793
Less: Reclassification adjustment for net gains realized during the period:

Realized net gains on sales of available for sale securities 206 792 1,246

Related tax (EXPENSE) ..vviiriiciiciisiiie i s e (81) (309) (486)

Net after tax reclassification adjustment ... 125 483 760
Net unrealized holding gains on available for sale securities ..........cccoeeerccrncrinenne 32,928 14,124 42,033
Unrealized holding gains (losses) on derivatives used in cash flow hedging

relationships:

Unrealized net gains (I0SSES)......ourewrurreeinmerineeereestreee e creseesiesr e seeneesesenne 1,921 (2,984) -

Related tax (exXpense) BENETIt ..o sereceeeeeeenenone (749) 1,164 -

Net after tax unrealized gains (losses) on derivatives

used in cash flow hedging relationships.......ccoooceeiiereeeereeereeerernenes 1,172 (1,820) -

Total other comMPrehensive INCOME .......co.ovovverieiieoneriete e sreeseseesscenens $ 34100 $ 12304 § 42,033

Provided below is the change in accumulated other comprehensive income for the years ended December 31.
2002 2001 2000

Beginning DALANCE .....coovvvviieiieieiieisiecene i eisssss s bests b s s et st ent et esaesssansneenes $ 5265 % (7,039) § (49,072)
CUrrent YEar ChANZE .....c.ocevvverrrircicetcesee e teb st eb et ess b b es s b bss s bt saesossbnanes 34,100 12,304 42,033
Ending Dalance ......ccuvioiiinieicnieineseitisseesessess st st s sess st sesesesasnsass 8 39365 § 5265 % (7,039)
Ending balance consists of:
Accumulated unrealized gains (losses) on securities available for sale............... § 40013 § 7085 § (7,039)
Accumulated unrealized (losses) on hedging activities.......cccoevecreencecenenecreane (648) (1,820) -

Total accumulated other comprehensive income (1088)....evereeeerereencerinnnne § 39365 $ 5265 § (7,039

12. RETIREMENT PLANS

A summary of the Company’s retirement plans, including the funding policies and benefit information, is presented below.

First Midwest Savings and Profit Sharing Plan (the “Profit Sharing Plan”) - The Profit Sharing Plan covers substantially all
full-time employees, provides for retirement benefits based upon vesting requirements with full vesting after 7 years, and
allows for employees, at their option, to make contributions up to 15% of a pre-tax base salary through salary deductions
under the provisions of Section 401(k) of the Internal Revenue Code. Employee contributions are invested, at the employees’

direction, among a variety of investment alternatives.

The Company provides a matching contribution to the Profit Sharing Plan of 2% of defined compensation of the contributing
participants and a discretionary contribution of up to an additional 6%, based upon both individual Affiliate performance and
the overall consolidated performance of First Midwest. The Company’s matching contribution vests immediately.

At December 31, 2002, the Profit Sharing Plan held as investments 1,938 shares of First Midwest common stock,
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representing 4.1%, in the aggregate, of the total shares outstanding at such date. Fair value of shares held by the Profit
Sharing Plan at December 31, 2002 and dividends paid thereon during 2002 were $51,759 and $1,353, respectively.

First Midwest Pension Plan (the “Pension Plan”) - The Pension Plan covers substantially all fuli-time employees, is
noncontributory, and provides for retirement benefits based upon years of service and compensation levels of the participants.
Actuarially determined pension costs are charged to current operations. The Company’s funding policy is to contribute
amounts to its plans sufficient to meet the minimum funding requirements of the Employee Retirement Income Security Act
of 1974, plus such additional amounts as the Company determines to be appropriate. Plan assets of the defined benefit
pension plan consist primarily of marketable equity securities and bonds.

The following table summarizes the Pension Plan’s costs and obligations to participants for the years ended December 31.

2002 2001

Change in benefit obligation:

Projected benefit obligation at beginning 0f YEar........covvviiviereeiecinicee e $ 20,887 $ 16,510

SEIVICE COSE.viiitiiiiiiiitiss ettt etiete et s b et s b aessaeb e be e e b st et e st esesb e b et eas st ssetesserebe s seassrseenessssrensaearans 2,797 2,230

TIIEETESE COSEo v itiirinriirsieieieieretetstesersesereee et bebt s e e st e ke betesebes b reac e bsbasssenssensebesbessssensesnnnsessrsas 1,539 1,257

AGHUATIAL LOSSES ..o ssbs s oo oo 2,992 1,838

BENETILS PAIA coecvovvce ettt ettt bbbt et (1,937) (948)

Plan amendments 38 -
Projected benefit obligation at end of year $ 26316 § 20,887
Change in plan assets:

Fair value of plan assets at beginning of Year ... $ 17,336 $ 12,936

ACtUal TELUIT ON PLAN ASSELS ..ttt ettt ettt s ansas e rescanr s (1,109) (555)

EMPLOYET COMIITDULIONS . ...veieeiietis sttt eessees et e st bsssas s srnee s b nanes 3,659 5,903

BEnefls PAIA .....cvveiivienriceeeitsis st canas bbb e s (1,937) (948)
Fair value of plan assets at 0d Of YEAT......cccoviriicrn et e $ 17,949 $ 17,336
Reconciliation of funded status:

FUDNAEA STALUS 1.vovoecviics ettt nr st b n s aa s bbb baens $ (8,367) $ (3,551)

Unamortized Prior SEIVICE COSE... it ireiesie e rsecesssaes s et s ssreacsesenscessesnns 49 (16)

Unrecognized net actuarial 10SSES .ot et seecreneanaa 10,582 4,632
Net accrued benefit COSt TECOZMIZEM ...t s erece e $ 2264 § 1,065
Amounts recognized in the consclidated statements of condition consist of:

ACCTUEA DENETIE ASSEL..vueeiecerviveivieieieeeeeeeeeeaeteteseb st vesssfersssstsasaeteanssssssntoseasarrsnsatosessrarasns 3 2264 % 1,065

Years ended December 31,

2002 2001 2000

Components of net periodic benefit cost:

SEIVICE COSL .ottt ceeee sttt e r ettt ee st ee st s saene ettt b et b st enn s s seas $ 2797 $ 2230 § 2,236

TNEETEST COStL it ettt et ae e sne b 1,539 1,257 1,149

Expected return on plan assets oo (1,945) (1,456) (1,091)

Recognized transSition (ASSE) ... e eeseeseeeseeenanenesnenes - - )

Amortization of Prior SEIVICE COSL. .. reerceseseeceresiscsseesrneees (26) 81 (81)

Recognized net actuarial 10SS......ovveveerenvnie i cecseressnereenneneens 96 - -
INE PETIOTIC COSL.uirirairereriireiieereiet s et resesessass e et s bt seessasesssnsneaseseens $ 2461 $ 1,950 §$ 2,208
Weightedl—avera%e assumptions:

DISCOUNE TR s s 6.75% 7.25% 7.75%

Expected return on plan assets ) oo 8.75% 9.00% 9.00%

Rate of cOmpensation INCIEASE .....c..vvrriiricirereereereernir e eecesesnasseesinaees 4.50% 4.50% 4.50%

) Based on the calculated value of plan assets and the use of the arithmetic method of calculation.
@ Based on Moody’s AA corporate bond rate as of December 31, 2002.
©) Based on historical return levels of the Pension Plan’s return on plan assets.
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The increase in 2002 net period cost as compared to 2001 is due to both the decline in the fair value of plan assets and the use
of a lower discount rate in actuarial calculations. Assumed discount rates and expected rates of return have a significant
impact on the amounts reported. Using a discount rate of 6.75% and an expected rate of return of 8.75%, it is believed that,
based on actuarial estimates, 2003’s net periodic pension cost would increase by approximately 30% as compared to 2002.

The aggregate expense related to the Company's retirement plans for the periods noted, included in retirement and other
employee benefits in the accompanying Consolidated Statements of Income, is summarized in the table below.

Years ended December 31,

2002 2001 2000
Profit Sharing Plan $ 4037 § 3743 % 3,175
PenSion PLAN ...ttt et tes e eae st 2,461 1,950 2,208
TOAL. ettt ettt e b sttt en et ens st $ 6498 § 5693 % 5,383

13. INCOME TAXES

Total income taxes (benefits) reported in the Consolidated Statements of Income for the years ended December 31, 2002,
2001, and 2000 include the following components.

2002 2001 2000

Current tax expense (benefit):

Federal $ 30874 8§ 25550 0§ 26462

SEALE .ttt ettt bbbt e ae e e R et a b et a et b ettt e 705 (121) (61)
TOUAL oottt ettt 31,579 25429 26,401

Deferred tax expense (benefit):

FEACTAL .ot b et ettt 512 1,574 (2,155)

STALE vttt ettt e ettt ettt s b sR bbb s s s ettt ns 42 (335) (487)
TOLAL ottt ettt e bbb a et en e 554 1,239 (2,642)
Total INCOME taX EXPEIISE ......oceeeereeriaisieiiis e eeerceas st eb st s ese s ssebsses $ 32,133 § 26668 % 23,759

Differences between the amounts reported in the consolidated financial statements and the tax bases of assets and liabilities
result in temporary differences for which deferred tax assets and liabilities have been recorded. Deferred tax assets and
liabilities as of December 31, 2002 and 2001 were as follows.

2002 2001
Deferred tax assets:
Reserve for loan losses S 16,775 § 16,711
DEPreCiable ASSELS ...oveeiirieeiriet e sttt ene s nns 1,157 1,516
Accrued retirement DENETILS ......covieeeciieieic ettt bt ese e ssse s nae b 1,751 1,953
SHALE tAX DENETILS Louivri ettt ee bbbt re et b bttt e n e s enr s 2,218 2,245
ONCT ettt et bbbttt bbb e b R bbbt b b e b b etk bbb Ren et b s nans 1,826 1,274
Total deferTed LAX ASSEIS . ..iviiiieece e et er et ner e e e ens 23,727 23,699
Deferred tax liabilities:
Purchase accounting adjuStimEntS . .....cccovuivereeeicii et enses s e rern e (1,435) (1,632)
DivIidends TECEIVADLIE ....c.cviiiiiirii ettt bbbt r b a e (3,469) (3,168)
Deferred LOAN FEES ..o.ovveiieiiiiii et ettt bbbt sttt ns s bbb ene s b beneis (1,912) (1,102)
ORET oottt ettt b et sttt ehe e b et s b b e st b e bttt bt bbb heresber s e e s ettt en e (1,669) (2,001)
Total deferred tax HADIITIES .....cccorririiiirrriircn bbbt (8,485) (7,903)
NEt AEfErTed tAX @SSELS ..ouvvieiii et ceeeee ettt as e s tas s et esenesesans e s st esssesaeeessann 15,242 15,796
Tax effect of adjustments related to other comprehensive INCOME ....c.covvrrererverircenevirrecreeenans (25,136) (3,326)
Net deferred tax (liabilities) assets including adjustments..........c.ccoeecronecrinicconcneeesesessssenennns $ (9894) $ 12,470
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Deferred tax assets and liabilities are included in other assets and other liabilities, respectively, in the accompanying
Consolidated Statements of Condition. Management believes that it is more likely than not that the deferred tax assets will
be fully realized, therefore no valuation allowance has been recorded as of December 31, 2002 or 2001.

The differences between the statutory federal income tax rate and the effective tax rate on income for the years ended
December 31, 2002, 2001, and 2000 are as follows.

2002 2001 2000
Statutory federal INCOME 1AX TALE......ocioiiireeirerieec et 35.0% 35.0% 35.0%
Tax exempt income, net of interest expense disallowance ..o (7.1%) (7.7%) (7.9%)
State income tax, net of federal tax effect. ..., 0.4% (0.3%) (0.4%)
OLHET, N L.ttt sass sttt ebs s (2.0%) (2.5%) (2.8%)
EffeCtiVe taX FALE ..occeiereii et b ettt eess bt 26.3% 24.5% 23.9%

As of December 31, 2002, 2001, and 2000, First Midwest's retained earnings includes an appropriation for an acquired
thrift’s tax bad debt reserves of approximately $2,480 for which no provision for federal or state income taxes has been made.

If, in the future, this portion of retained earnings is distributed as a result of the liquidation of First Midwest or its Affiliates,
federal and state income taxes would be imposed at the then applicable rates.

14. STOCK OPTION PLANS

Omnibus Stock and Incentive Plan (the “Omnibus Plan”) - In February 1989, the Board of Directors of First Midwest
adopted the Omnibus Plan, which allows for the granting of both incentive and non-statutory (“nonqualified”) stock options,
stock appreciation rights, restricted stock, performance units, and performance shares to certain key employees. The total
number of shares of First Midwest's common stock available for awards under the Omnibus Plan, as amended, may not
exceed 6,432 of which 325 shares may be granted in restricted stock.

Since the inception of the Omnibus Plan, in February of each year certain key employees have been granted nonqualified
stock options. The option exercise price is set at the fair market value of First Midwest common stock on the date the options
are granted. All options have a term of ten years from the date of grant and vest over three years (subject to accelerated
vesting in connection with death, disability or a change-in-control, as defined in the Omnibus Plan) with 50% exercisable
after two years from the date of grant and the remaining 50% exercisable three years after the grant date.

Nonemployee Directors Stock Option Plan (the “Directors Plan”) - In 1997 the Board of Directors of First Midwest adopted
the Directors Plan, which provides for the granting of nonqualified options for shares of common stock to nonmanagement
Board members of the Company. A maximum of 281 nonqualified options for shares of common stock are available for
grant under the Directors Plan. The timing, amounts, recipients, and other terms of the option grants are determined by the
provisions of, or formulas in, the Directors Plan. The exercise price of the options is equal to the fair market value of the
common stock on the grant date. All options have a term of ten years from the date of grant and become exercisableone year
from the grant date subject to accelerated vesting in the event of death, disability, or a change-in-control, as defined in the

Directors Plan. Directors elected during the service year are granted options on a pro-rata basis to those granted to the
directors at the start of the service year.

Both the Omnibus Plan and the Directors Plan have been submitted to and approved by the shareholders of First Midwest.
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A summary of the nonqualified stock option transactions under the Omnibus Plan and Directors Plan for the periods noted
are as follows.
Years ended December 31,

2002 2001 2000
Average Average Average
Exercise Exercise Exercise
Options Price Options Price Options Price

Outstanding at beginning of year.............. 2069 § 1934 1,906 § 1718 1,849 § 1530
Granted......oooeerercccceeeecee e 596 28.86 727 23.55 730 1947
EXerciSed ...ovioiueirrrerenrisnceseisnenscons (580) 19.84 (516) 17.04 (500) 12.53
Forfeited......covovnviiincininn e (16) 25.01 (48) 21.83 (126) 19.52
EXPITEd ..ot ()] 28.72 - - “n 21.71
Outstanding at end of year........cceovevevenee 2,063 21.88 2,069 19.34 1,906 17.18
Exercisable at end of year........ccccccorvernncn. 989 § 1955, 809 § 1652 793§ 13.62

The following is a summary of options outstanding and exercisable at December 31, 2002.

Options Qutstanding Exercisable Options
Average Average
Number Average Exercise Number Exercise
Range of Exercise Prices Outstanding Life (¥ Price Exercisable Price
$9.39 - $17.10u e 305 272§ 12.87 305 % 12.87
$18.40-522.40..ccvvniccinne. 690 6.57 19.22 457 19.60
$22.50- $28.62.....cnveene. rerenees 534 7.69 2336 88 2637
$28.70 - $31.0T v, 534 7.99 28.97 139 29.67
Total. e 2,063 666 % 21.88 989 % 19.55

™ Average contractual life remaining in years.

15. STOCKHOLDER RIGHTS PLAN

On February 15, 1989, the Board of Directors of First Midwest declared a dividend, paid March 1, 1989, of one right
(“Right”) for each outstanding share of common stock of First Midwest held on record on March 1, 1989 pursuant to a Rights
Agreement dated February 15, 1989. The Rights Agreement was amended and restated on November 15, 1995 and again
amended on June 18, 1997, to exclude an acquisition. As amended, each right entitles the registered holder to purchase from
First Midwest 1/100 of a share of Series A Preferred Stock for a price of $100, subject to adjustment. The Rights will be
exercisable only if a person or group has acquired, or announces the intention to acquire, 10% or more of First Midwest's
outstanding shares of common stock. First Midwest is entitled to redeem the Rights at $0.01 per Right, subject to adjustment,
at any time prior to the earlier of the tenth business day following the acquisition by any person or group of 10% or more of
the outstanding shares of First Midwest common stock, or the expiration of the Rights in November, 2003.

As a result of the Rights distribution, 600 of the 1,000 shares of authorized preferred stock were reserved for issuance as
Series A Preferred Stock.

16. REGULATORY AND CAPITAL MATTERS

The principal source of cash flow for First Midwest is dividends from its banking and other subsidiaries. Various federal and
state banking regulations and capital guidelines limit the amount of dividends that may be paid to First Midwest by the Bank.
Future payment of dividends by the subsidiaries is dependent on individual regulatory capital requirements and levels of
profitability. Without prior regulatory approval, the Bank can initiate aggregate dividend payments in 2003 of $186,865 plus
an additional amount equal to their net profits for 2003, as defined by statute, up to the date of any such dividend declaration.
Since First Midwest is a legal entity, separate and distinct from its subsidiaries, the dividends of First Midwest are not subject
to such bank regulatory guidelines.
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Under the provisions of the Federal Reserve Act, depository institutions are required to maintain certain average balances in
the form of cash or noninterest-bearing balances with the Federal Reserve Bank. Average reserve balances aggregating
$57,025 in 2002 were maintained in fulfillment of these requirements.

First Midwest and the Bank are subject to various capital requirements set up and administered by the federal banking
agencies. Under capital adequacy guidelines, First Midwest and the Bank must meet specific guidelines that involve
quantitative measures of assets, liabilities, and certain off-balance sheet items calculated under regulatory accounting
practices. The capital amounts and classification are also subject to qualitative judgments by the regulators about
components of capital and assets, risk weightings, and other factors. Quantitative measures established by regulation to
ensure capital adequacy require First Midwest and the Bank to maintain minimum amounts and ratios of total and tier 1
capital (as defined in the regulations) to risk-weighted assets (as defined) and of tier 1 capital to average assets (as defined).
Failure to meet minimum capital requirements can initiate certain mandatory, and possible additional discretionary, actions
by regulators that, if undertaken, could have a material effect on the Company's financial statements. As of December 31,
2002, First Midwest and the Bank meet all capital adequacy requirements to which they are subject.

As of December 31, 2002, the most recent regulatory notification classified the Bank as “well capitalized” under the
regulatory framework for prompt corrective action. To be categorized as “well capitalized”, the Bank must maintain
minimum total and tier 1 capital to risk-weighted assets and tier 1 capital to average assets ratios as set forth in the table
below. There are no conditions or events since that notification that Management believes have changed the Bank’s
classification.

The following table summarizes the actual capital ratios for First Midwest and the Bank, as well as those required to be
categorized as adequately capitalized and “well capitalized.”

First Midwest For Capital Well Capitalized for
Actual Adequacy Purposes FDICIA
Capital Ratio Capital Ratio Capital Ratio
As of December 31, 2002:
Total capital (to risk-weighted assets):
First Midwest Bancorp, Inc...ccccoecvuunnnn, $ 482512 11.03% § 349,960 8.00% $ 437450 10.00%
First Midwest Bank..............coocvveevveninennnas 460,426 10.56 348,826 8.00 436,033  10.00
Tier 1 capital (to risk-weighted assets):
First Midwest Bancorp, Inc ......cccccoceee.n. 434,583 9.93 174,980 4.00 262,470 6.00
First Midwest Bank..........occoovevirvnenrnnnes 412,497 946 174,413 4.00 261,620 6.00
Tier 1 leverage (to average assets):
First Midwest Bancorp, Inc .......coccceeevnnnee 434,583 7.32 178,126 3.00 296,877 5.00
First Midwest Bank..........ccoccvecvvennrennnn 412,497 7.01 176,683 3.00 294,471 5.00
As of December 31, 2001:
Total capital (to risk-weighted assets):
First Midwest Bancorp, Inc. .....cccccocoeeaeee. $ 471,728 11.08% $ 340488 8.00% $ 425611 10.00%
First Midwest Bank......c.c.cccconmrnccnnennen. 458,022 10.81 338,998 8.00 423,747  10.00
Tier 1 capital (to risk-weighted assets):
First Midwest Bancorp, Inc. .....cccccoeeae... 423,983 9.96 170,244 4.00 255,366 6.00
First Midwest Bank 410,277 9.68 169,499 4.00 254,248 6.00
Tier 1 leverage (to average assets):
First Midwest Bancorp, Inc. ..o 423,983 743 171,181 3.00 285,301 5.00
First Midwest BanK...........coccceemncnrcnnn. 410,277 7.25 170,047 3.00 283,412 5.00
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17. FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK

In the normal course of business, First Midwest enters into financial instruments with off-balance sheet risk in order to meet
the financing needs of its customers and to reduce its own exposure to fluctuations in interest rates. All financial instruments
are held or issued for purposes other than trading. These instruments include commitments to extend credit, standby letters
of credit, commercial letters of credit (collectively “credit commitments™), and recourse on assets sold. Those instruments
involve, to varying degrees, elements of credit and interest rate risk in excess of the amount recognized in the Consolidated
Statements of Condition. The contract or notional amounts of these financial instruments at December 31 were as follows.

2002 2001

Commitments to extend credit:

FIXEA TALE .ottt ettt eee s e re et e s sasaes s ae s s eaes s s baet s e saas e ssnans et senaneessesasstsaesese $ 229309 % 111,656

FLOALIMZ TALE ..ottt bbbttt 848,132 868,791
Letters of credit:

SHATIADY ..o cece e ettt s b et na bt 85,375 83,948

COMMETCIAL ittt ettt ettt et eb bt e et st sa et ea s b anat s eneaetsastsen 774 376
ReCOUTSe 0N @SSEES SOI ..ottt e et - 6,271

The amount of unused home equity lines of credit included in commitments to extend credit totaled $195,091 and $153,142
at December 31, 2002 and 2001, respectively.

Credit Commitments - Commitments to extend credit are agreements to lend funds to a customer as long as there is no
violation of any condition established in the contract. Commitments generally have fixed expiration dates or other
termination clauses and may require payment of a fee. Since many of the commitments are expected to expire without being
drawn upon, the total commitment amounts do not necessarily represent future cash-flow requirements.

Standby and commercial letters of credit are conditional commitments issued by the Company to guarantee the performance
of a customer to a third party. Standby letters of credit generally are contingent upon the failure of the customer to perform
according to the terms of the underlying contract with the third party and are most often issued in favor of a municipality
where construction is taking place to ensure that the borrower adequately completes the construction. Commercial letters of
credit are issued specifically to facilitate commerce and typically result in the commitment being drawn on when the
underlying transaction is consummated between the customer and the third party. This type of letter of credit is typically
1ssued on behalf of a customer who is generally involved in an international business activity such as the importing of goods.

A majority of the Company's credit commitments expire within one year. First Midwest's exposure to credit loss in the event
of nonperformance by the other party to the financial instrument for credit commitments is represented by the contractual
amount of those instruments. The credit risk is essentially the same as that involved in extending loans to customers and is
subject to normal credit policies. First Midwest uses the same credit policies in making credit commitments as it does for on-
balance sheet instruments, with such exposure to credit loss minimized due to various collateral requirements in place.

Recourse on Assets Sold — Recourse on assets sold results from an arrangement in which the reporting institution retains any
risk of credit loss directly or indirectly associated with a transferred (sold) asset. First Midwest had no assets sold with
recourse at December 31, 2002.

18. ESTIMATED FAIR VALUE OF FINANCIAL INSTRUMENTS

Accounting principles generally accepted in the United States require disclosure of the estimated fair values of certain
financial instruments, both assets and liabilities, on and off-balance sheet, for which it is practical to estimate the fair value.
Because the estimated fair values provided herein exclude disclosure of the fair value of certain other financial instruments
and all non-financial instruments, any aggregation of the estimated fair value amounts presented would not represent the
underlying value of First Midwest. Examples of non-financial instruments having significant value include the future
earnings potential of significant customer relationships and the value of First Midwest's trust division operations and other
fee-generating businesses. In addition, other significant assets including property, plant, and equipment, and goodwill are not
considered financial instruments and therefore have not been valued.

Various methodologies and assumptions have been utilized in Management's determination of the estimated fair value of

First Midwest's financial instruments, which are detailed below. The fair value estimates are made at a discrete point in time
based upon relevant market information. Because no market exists for a significant portion of these financial instruments,
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fair value estimates are based on judgments regarding future expected economic conditions and loss experience and risk
characteristics of the financial instruments. These estimates are subjective, involve uncertainties, and cannot be determined
with precision. Changes in assumptions could significantly affect the estimates.

The following methods and assumptions were used in estimating the fair value of financial instruments.

Short-Term Financial Assets and Liabilities - For financial instruments with a short or no stated maturity, prevailing market
rates, and limited credit risk, carrying amounts approximate fair value. Those financial instruments include cash and due
from banks, funds sold and other short-term investments, mortgages held for sale, corporate owned life insurance, accrued
interest receivable, and accrued interest payable.

Securities Available for Sale and Held to Maturity - The fair value of securities is based on quoted market prices or dealer
quotes. If a quoted market price is not available, fair value is estimated using quoted market prices for similar securities.

Loans - The fair value of loans was estimated using present value techniques by discounting the future cash flows of the
remaining maturities of the loans. The discount rate was based on the London Interbank Offering Rate (“Libor’’) yield curve,
with rate adjustments for prepayment, liquidity, and credit risk. The primary impact of credit risk on the present value of the
loan portfolio, however, was accommodated through the use ofthe reserve for loan losses, which is believed to represent the
current fair value of all possible future losses for purposes of the fair value calculation.

Deposit Liabilities —The fair value of demand, savings, money market deposits, and fixed-maturity certificates of deposits
was estimated using a discounted cash flow analysis based on the Libor yield curve. The cash flows used for demand,
savings, and money market deposits were developed using a weighted average life based on current and historical
experiences regarding portfolio retention and interest rate repricing behavior.

Borrowed Funds - The fair value of repurchase agreements and Federal Home Loan Bank advances is estimated by
discounting the agreements based on maturities using the rates currently offered for repurchase agreements of similar
remaining maturities. The carrying amounts of funds purchased and other borrowed funds approximate their fair value due to
their short-term nature.

Derivative Liabilities — The fair value of derivative instruments are based either on cash flow projection models acquired
from third parties or observable market price.

Commitments - Given the limited interest rate exposure posed by the commitments outstanding at year-end due to their
general variable nature, coupled with the general short-term nature of the commitment periods entered into, termination
clauses provided in the agreements, and the market rate of fees charged, First Midwest has not estimated the fair value of
commitments outstanding and believes that, if measured, the resulting fair value would be immaterial.

The carrying amount and estimated fair value of First Midwest's financial instruments at December 31, 2002 and 2001 are as
follows.

2002 2001
Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value
Financial Assets:
Cash and due from banks .......ccovveeeceerieeeeeseece e 3 195,153 % 195,153 $ 155822 § 155,822
Funds sold and other short-term investments.................... 11,745 11,747 4,334 4,336
Mortgages held for sale ........ccouineinerceinccccrceeee 18,521 18,521 15,240 15,240
Securities available for sale ........cocovveiiveiveeiececeree 1,986,186 1,986,186 1,771,607 1,771,607
Securities held to MAtUTItY ..o 105413 105,568 89,227 89,390
Loans, net of reserve for loan 1088eS ....cccvevevivevvcicnennnn 3,406,846 3,530,226 3,324,561 3,437,676
Accrued interest receivable ... 31,005 31,005 32,027 32,027
Investment in corporate owned life insurance................... 141,362 141,362 135,280 135,280
Financial Liabilities:
DIEPOSIES cruvvieeerei st tir et sae et res b eeae e $ 4172954 $ 4,000,720 $ 4,193921 § 4205302
Borrowed funds 1,237,408 1,248,956 971,851 973,333
1,063 1,063 2,984 2,984
8,503 8,503 10,231 10,231
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19. SUPPLEMENTARY CASH FLOW INFORMATION

Supplemental disclosures to the Consolidated Statements of Cash Flows for the three years ended December 31 are as
follows.

2002 2001 2000
INCOME tAXES PAIL....o.viveieeeiereiieersee ettt bt eb bbb rene s $ 27495 $ 25056 % 29,054
Interest paid to depositors and Creditors......covieronreceennceerniecnniereeecerennaecinnees 112,638 191,175 233,060
Non-cash transfers of loans to foreclosed real estate...........coovvvvcccreveervivcneeenns 8,216 5,030 3,743
Dividends declared bt unpaid.......ccevvvinicrinnccnes s 8,982 8,303 8,184

20. DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES

First Midwest maintains an overall interest rate risk management strategy that incorporates the use of derivative instruments
to minimize significant unplanned fluctuations in earnings and cash flows caused by interest rate volatility. This is
accomplished by modifying the repricing characteristics of certain assets and liabilities so that changes in interest rates do not
adversely affect the net interest margin and cash flows. Derivative instruments represent contracts between parties that
usually require no initial net investment and result in one party delivering cash or another type of asset to the other party
based on a notional amount and underlying as specified in the contract. A notional amount represents the number of units of
a specific item, such as currency units or shares. An underlying represents a variable, such as an interest rate, security price,
or price index. The amount of cash or other asset delivered from one party to the other is determined based on the interaction
of the notional amount of the contract with the underlying. Derivatives are also implicit in certain contracts and
commitments.

Market risk is the risk of loss arising from adverse changes in the fair value of financial instruments due to changes in interest
rates, exchange rates, or equity prices. The Company’s primary market risk is interest rate risk. Management uses derivative
instruments to protect against the risk of interest rate movements on the value of certain assets and liabilities and on future
cash flows. The derivative instruments the Company primarily uses are interest rate swaps with indices that relate to the
pricing of specific assets and liabilities. The nature and volume of the derivative instruments used to manage interest rate
risk depend on the level and type of assets and liabilities on the Consolidated Statements of Condition and the risk
management strategies for the current and anticipated rate environment,

FASB No. 133 requires all derivative instruments to be carried at fair value on the Consolidated Statements of Condition.
FASB No. 133 provides special hedge accounting provisions that permit the change in fair value of the hedgeditem related to
the risk being hedged to be recognized in earnings in the same period and in the same income statement line as the change in
fair value of the derivative. Note 1 provides further detail on how derivative instruments are accounted for in the financial
statements. The Company usually designates derivative instruments used to manage interest rate risk into FASB No. 133
hedge relationships with the specific assets, liabilities, or cash flows being hedged. Some derivative instruments used for
interest rate risk management may not be designated in a FASB No. 133 hedge relationship. Such will be the case if the
derivative instrument is being used to offset risk related to an asset or liability that is accounted for at fair value in the
financial statements, if the derivative instrument has been moved out of a FASB No. 133 relationship because the hedge was
deemed not effective, or if operational or cost constraints make it prohibitive to apply hedge accounting.

As with any financial instrument, derivative instruments have inherent risks. Market risk is the adverse effect a change in
interest rates, currency, or implied volatility has on the value of a financial instrument. First Midwest manages market risk
associated with derivative instruments by establishing and monitoring limits as to the degree of risk that may be undertaken.
The risk is periodically measured as part of the Company’s overall market risk monitoring process, which includes the use of
net interest income and ¢conomic value of equity simulation methodologies. This process is carried out by the Company’s
Asset Liability Management Committee. See further discussion of this process in the Market Risk and Interest Rate
Sensitrvity Management section of Management’s Discussion and Analysis commencing on page 18 of this Form 10-K.

Credit risk is the risk that a counterparty to a derivative contract with an unrealized gain fails to perform according to the
terms of the agreement. Credit risk is managed by limiting the aggregate amount of net unrealized gains in agreements
outstanding, monitoring the size and the maturity structure of the derivative portfolio, applying uniform credit standards
maintained for all activities with credit risk, and collateralizing gains. First Midwest maintains a policy limiting credit
exposure to any one counterparty to not more than 2.5% of stockholders’ equity. Additionally, the Company has established




bilateral collateral agreements with its major derivative dealer counterparties that provide for exchanges of marketable
securities or cash to collateralize either party's net gains. On December 31, 2002, these collateral agreements covered 100%
of the notional amount of the total dealer interest rate swap portfolio, and the Company held cash with a $4.2 million fair
value master netting agreement to collateralize net gains with counterparties.

Fair Value Hedges - During 2002, First Midwest did not enter into any fair value hedges.

Cash Flow Hedges - During 2002, First Midwest hedged cash flow variability related to variable-rate funding products,
specifically certain indexed deposit accounts, through the use of pay fixed, receive variable interest rate swaps.

All derivative contracts are valued using observable market prices. Pricing models used for valuing derivative instruments
are regularly validated by testing through comparison with other third parties. The valuations and expected lives presented in
the following table are based on yield curves, forward yield curves, and implied volatilities that were observable in the cash
and derivatives markets on December 31 of the respective year presented.

Summary information regarding interest rate swap derivative instruments designated as cash flow hedges under FASB No.
133 at December 31, 2002, 2001, and 2000 are as follows.

2002 2001 2000
Notional amount OUtStANAING. ........c.cvvvereerrieeeerireee e $ 125,000 100,000 $ -
Weighted average interest 1ate paid ........cooevrvmrreienecencrnmnensiecncseneene 4.76% 5.25% -
Weighted average interest rate received.......oienncnnincnencniecnenneene 1.39% 1.85% -
Weighted average maturity (il YEArs).....ovevveonreeenirnieireeernieerereccecneneecees 0.64 1.13 -
Fair value ain (1058} ..o st ese s scssens $ (1,063) (2,984) % -

The Company recognized no ineffective cash flow hedge gains or losses and no gains or losses were recognized related to
components of derivative instruments that were excluded from the assessment of hedge ineffectiveness during 2002.

At December 31, 2002, accumulated other comprehensive income included a deferred after-tax net loss of $648 for the
derivatives used to hedge funding cash flows. See Note 11 on page 56 for further detail of the amounts included in
accumulated other comprehensive income. The net after-tax derivative loss included in other comprehensive income at
December 31, 2002 related to the derivatives used to hedge funding cash flows is projected to be reclassified into earnings in
conjunction with the recognition of interest payments through September 2005, with $710 of net loss expected to be
reclassified within the next year.

Other Derivative Activities — During 2002, the Company had no derivative instruments in its derivative portfolio not included
in FASB No. 133 hedge relationships. The Company does not enter into derivative transactions for purely speculative
purposes.

21. RELATED PARTY TRANSACTIONS

The Company, through the Bank, has made loans and had transactions with certain of its directors and executive officers.
However, all such loans and transactions were made in the ordinary course of business on substantially the same terms,
including interest rates and collateral, as those prevailing at the time for comparable transactions with other persons and did
not involve more than the normal risk of collectibility or present other unfavorable features. The Securities and Exchange
Commission has determined that, with respect to the Company and significant subsidiaries, disclosure of borrowings by
directors and executive officers and certain of their related interests should be made if the loans are greater than 5% of
stockholders’ equity, in the aggregate. These loans totaling $714 and $666 in aggregate were not greater than 5% of
stockholders’ equity at December 31, 2002 or 2001, respectively.

22. CONTINGENT LIABILITIES AND OTHER MATTERS
As of December 31, 2002, there are certain legal proceedings pending against First Midwest and its Affiliates in the ordinary
course of business. In assessing these proceedings, including the advice of counsel, First Midwest believes that liabilities

arising from these proceedings, if any, would not have a material adverse effect on the consolidated financial condition of
First Midwest.
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23. CONDENSED PARENT COMPANY FINANCIAL STATEMENTS
The following represents the condensed financial statements of First Midwest Bancorp, Inc., the Parent Company.

Statements of Condition

(Parent Company only)
December 31,
2002 2001
Assets
Cash and interest-bearing dePOoSItS .......coirriecrinimimerei st s sans $ 27,063 § 16,504
Investment in and advances 10 ATTIHATES .......cccovvveeeiirice et 461,973 427,355
GOOAWILL ..o 8,943 8,943
Other assets 13,385 13,577

3 511,364 § 466,379

Liabilities and Steckholders' Equity

Accrued expenses and other liabilities ..o, $ 19411 $ 19,112
StOCKNOIAEIS' QUILY ...cocvvirreiririreceiirrei it eceeb ettt et sttt et ernt s b b st banes 491,953 447267
Total liabilities and stockholders' @qUItY.......cccovecenriii e st $ 511364 § 466,379

Statements of Income

(Parent Company only)
Years ended December 31,
2002 2001 2000
Income
Dividends from Affiliates ISR, 92,310 § 69,547 § 48,709
INtETESt INCOME ..ovvvvirriereiieeeieeetsve vt cesreees 376 1,221 . 1,485
Security transactions and other income 319 519 363
TOtAl INCOMIE ...eeveiverete ettt ettt e ver e bt ene s es 93,005 71,287 50,557
Expemnses
TNETESt BXPENSE..covvrrrriereirre ettt ebeseses - - 27
Salaries and employee benefits 3,155 2,802 2,045
Amortization of intangible aSSets ......cccieeincinnerees e 149 880 836
OtheT EXPENSES. ..cvereiiieiereie ettt ettt e ens st n bbbt s s s s bbb eras 2,659 2,092 1,527
TOA] EXPOISES wvieeeertitereie ettt sttt s b ens e saas 5,963 5,774 4,435
Income before income tax expense and equity in undistributed income of
ATTIHATES ...ceviri et st st ses ettt n s renssesesen s 87,042 65,513 46,122
INCOME tAX DENETIE ..ot er s sess e 1,831 1,652 1,668
Income before undistributed income of Affiliates........cocccovvviviicrivieneeeciie. 88,873 67,165 47,790
Equity in undistributed income of Affiliates 1,277 14,973 27,750
INEEINCOIME .ottt eee ettt res ettt eeees s et s tossesneearene 3 90,150 § 82,138 § 75,540
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Statements of Cash Flows

(Parent Company only)
Years ended December 31,
2002 2001 2000
Operating Activities
NELINCOITIE w.voveviiieeirevt ettt er s eraea et ea sttt et sanan s eanae s snaees $ 90,150 $ 82,138 § 75,540
Adjustments to reconcile net income to net cash provided by operating
activities:
Equity in undistributed income from Affiliates .............cooeeecevecirinnnnn, (1,277) (14,973) (27,750)
Depreciation of premises, furniture, and equipment........co.cocevverecveennes 57 87 117
Net (gains) losses on sales of SECUTItIes ....oovvereieieiceeecce e (254) 2 8
Tax benefit from employee exercises of nonqualified stock options.. 985 979 715
Net amortization of goodwill and other intangibles.............c.cccccovrvrenne. 149 880 836
Net (increase) decrease in Other aSSets ...ocvverrieiveiniisiereeeesrisee e (688) 5,053 (6,859)
Net (decrease) in other labilities.......coooiirririi e (380) (1,497) (2,035)
Net cash provided by operating activities ............cevcevereeenececinincennes 88,742 72,669 40,572
Investing Activities
Purchases of securities available for sale ..o (1,346) (1,218) (657)
Proceeds from sales of securities available for sale 954 824 614
Purchase of other assets, et 0f SAIES ...ovvceiicriicrc e 833 2,096 (343)
Net cash provided (used) by investing activities ........ccccccoeevveecrnnn 441 1,702 (386)
Financing Activities
Net (decrease) in borrowed funds ... - - (6,300)
Net purchases of treasury StOCK......oeerrirrrrec e (52,117) (64,582) (12,195)
Proceeds from issuance of treasury stoCK.......cooveviovnivcnincccenccrnneneens 9 16 7
Cash dividends Paid......ccoeiiiiiieeee sttt (32,879) (32,297) (29,598)
Exercise of StOCK OPHONS o.cuvviiirieii et esiertsi e s sssbeens 6,363 3,222 2,659
Capital contributions and other advances and repayments from
ATTIHHALES oottt bttt et baae st atn et e sratseten - - 33,083
Net cash (used) by financing activities .......ccoccrvreivererveeccnriencienens (78,624) (93,641) (12,344)
Net increase (decrease) in cash and cash equivalents............cc.c.... 10,559 (19,270) 27,842
Cash and cash equivalents at beginning of year.........coceceeenecrernnn. 16,504 35,774 7,932
Cash and cash equivalents at end of year....cco..ocooieviecoerinininn. $ 27063 § 16,504 § 35774

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON
ACCOUNTING AND FINANCIAL DISCLOSURE

None.
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PART I

ITEM 10, DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Information regarding the Directors and Executive Officers of First Midwest, their family relationships and their business
experience is contained in the Registrant's Proxy Statement for the 2003 Annual Meeting of Shareholders of First Midwest,
which information is incorporated herein by reference.

ITEM 11. EXECUTIVE COMPENSATION

Information regarding compensation of the Executive Officers of First Midwest is contained in the “Executive Officers and
Executive Compensation” section of the Registrant's Proxy Statement for the 2003 Annual Meeting of Shareholders of First
Midwest, which section is incorporated herein by reference.

The Compensation Committee's Report on Executive Compensation contained in the “Executive Compensation™ section of
the Registrant's Proxy Statement shall not be deemed incorporated by reference by any general statement incorporating by
reference the Registrant's Proxy Statement into any filing under the Securities Act of 1933, as amended, or under the
Securities Exchange Act of 1934, as amended, except to the extent First Midwest specifically incorporates this information
by reference, and shall not otherwise be deemed “filed” under such Acts.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN
BENEFICIAL OWNERS AND MANAGEMENT

Information regarding security ownership of certain beneficial owners and management is contained in the Registrant's Proxy
Statement for the 2003 Annual Meeting of Shareholders of First Midwest, which information is incorporated herein by
reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Information regarding certain relationships and related transactions of First Midwest is contained in the Registrant's Proxy
Statement for the 2003 Annual Meeting of Shareholders of First Midwest, which information is incorporated herein by
reference.

FTEM 4. CONTROLS AND PROCEDURES

(a) Evaluation of disclosure controls and procedures.

Within 90 days prior to the filing date of this report (the “Evaluation Date™), the Company carried out an evaluation,
under the supervision and with the participation of the Company’s management, including the Company’s President
and Chief Executive Officer and its Executive Vice President, Chief Financial Officer, and Principal Accounting
Officer of the effectiveness of the design and operation of the Company’s disclosure controls and procedures
pursuant to Rule 13a-14 and 15d-14 of the Securities and Exchange Act of 1934 (the “Exchange Act™). Based upon
that evaluation, the President and Chief Executive Officer and Executive Vice President, Chief Financial Officer,
and Principal Accounting Officer concluded that as of the Evaluation Date, the Company’s disclosure controls and
procedures are effective to ensure that information required to be disclosed by the Company in reports that it files or
submits under the Exchange Act is recorded, processed, summarized and reported within the time periods specified
in Securities and Exchange Commission rules and forms.

(b) Changes in internal controls.
There were no significant changes in the Company’s internal controls or in other factors that could significantly

affect these controls subsequent to the Evaluation Date nor were there any significant deficiencies or material
weaknesses in the Company’s internal controls.
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND
REPORTS ON FORM 8-K

(a) The following exhibits, financial statements and financial statement schedules are filed as part of this report.

FINANCIAL STATEMENTS

Consolidated Statements of Condition— As of December 31, 2002 and 2001

Consolidated Statements of Income - Years ended December 31, 2002, 2001, and 2000

Consolidated Statements of Changes in Stockholders' Equity - Years ended December 31, 2002, 2001, and 2000
Consolidated Statements of Cash Flows - Years ended December 31, 2002, 2001, and 2000

Notes to Consolidated Financial Statements

Report of Independent Auditors
FINANCIAL STATEMENT SCHEDULES

All financial statement schedules have been omitted from this Annual Report because the required information is presented in
the consolidated financial statements or in the notes thereto, the amounts involved are not significant, or the required subject
matter is not applicable.

EXHIBITS

See Exhibit Index commencing on page 72.

(b) Reports on Form §-K

(1)  The Company filed a Current Report on Form 8-K, dated October 9, 2002, to announce the Company’s
third quarter 2002 earnings release date and to reiterate earnings guidance.

(2) The Company filed a Current Report on Form 8-K, dated October 23, 2002, to announce the
Company’s earnings results for the quarter and nine months ended September 30, 2002.

(3) The Company filed a Current Report on Form 8-K, dated November 6, 2002, to announce the
Company’s participation in the Sandler O’Neill 2002 Bank Conference.

(4)  The Company filed a Current Report on Form 8-K, dated November 13, 2002, to make available the
slide presentation presented by the Company at the Sandler O’Neill 2002 Bank Conference.

(5)  The Company filed a Current Report on Form 8-K, dated November 20, 2002, to announce a change in
the Company’s Annual Meeting of Shareholders date.

(6) The Company filed a Current Report on Form 8-K, dated November 21, 2002, to announce the
appointment of Patrick J. McDonnell to the Company’s Board of Directors.

(7)  The Company filed a Current Report on Form 8-K, dated November 21, 2002, to announce an increase
in the Company’s cash dividend rate.

(8) The Company filed a Current Report on Form 8-K, dated December 19, 2002, to announce the
Company’s fourth quarter 2002 earnings release date and conference call participation details.
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Management's Report
To Our Stockholders:

The accompanying consolidated financial statements were prepared by Management, which is responsible for the integrity
and objectivity of the data presented. In the opinion of Management, the financial statements, which necessarily include
amounts based on Management's estimates and judgments, have been prepared in conformity with accounting principles
generally accepted in the United States.

Management depends upon First Midwest's system of internal controls in meeting its responsibilities for reliable financial
statements. This system is designed to provide reasonable assurance that assets are safeguarded and that transactions are
properly recorded and executed in accordance with Management's authorization. Judgments are required to assess and
balance the relative cost and the expected benefits of these controls. As an integral part of the system of internal controls,
First Midwest relies upon a professional Internal Audit function that conducts operational, financial, and special audits, and
coordinates audit coverage with the Independent Auditors.

The consolidated financial statements have been audited by the Independent Auditors, Ernst and Young LLP, who render an
independent professional opinion on Management's financial statements.

The Audit Committee of First Midwest's Board of Directors, composed solely of outside directors, meets regularly with the
Internal Auditors, the Independent Auditors and Management to assess the scope of the annual examination plan and to
discuss audit, internal control and financial reporting issues, including major changes in accounting policies and reporting
practices. The Internal Auditors and the Independent Auditors have free access to the Audit Committee, without
Management present, to discuss the results of their audit work and their evaluations of the adequacy of internal controls and
the quality of financial reporting.

(20 At

John M. O'Meara Michael L. Scudder
President and Executive Vice President,
Chief Executive Officer Chief Financial Officer, and

Principal Accounting Officer

January 21, 2003
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Reports of Independent Auditors

The Board of Directors and Stockholders
First Midwest Bancorp, Inc:

We have audited the accompanying consolidated statements of condition of First Midwest Bancorp, Inc. as of December 31,
2002 and 2001, and the related consolidated statements of income, changes in stockholders’ equity, and cash flows for each
of the three years in the period ended December 31, 2002. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, based on our audits, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of First Midwest Bancorp, Inc. as of December 31, 2002 and 2001, and the consolidated
results of its operations and its cash flows for each of the three years in the period ended December 31, 2002, in conformity
with accounting principles generally accepted in the United States.

Chicago, Illinois
January 21, 2003
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EXHIBIT INDEX

Description of Documents

Restated Certificate of Incorporation is incorporated herein by reference to Exhibit 3 to the Quarterly Report on
Form 10-Q dated March 31, 2002.

Restated Bylaws of the Company.

Amended and Restated Rights Agreement, Form of Rights Certificate and Designation of Series A Preferred
Stock of the Company, dated November 15, 1995, is incorporated herein by reference to Exhibits (1) through (3)
of the Company's Registration Statement on Form 8A filed with the Securities and Exchange Commission on
November 21, 1995.

First Amendment to Rights Agreements, dated June 18, 1997, is incorporated herein by reference to Exhibit 4 of
First Midwest's Amendment No. 2 to the Registration Statement on Form 8A filed with the Securities and
Exchange Commission on June 30, 1997.

Restated Omnibus Stock and Incentive Plan.

Retirement and Consulting Agreement and Continuing Participant Agreement to the Omnibus Stock and
Incentive Plan executed between the Company and former executive of the Company is incorporated herein by
reference to Exhibit 10.1 and 10.2 to the Quarterly Report on Form 10-Q dated June 30, 2002.

Retirement and Consulting Agreement and Continuing Participant Agreement to the Omnibus Stock and
Incentive Plan executed between the Company and former executive of the Company.

Amended and Restated Non-Employee Directors' 1997 Stock Option Plan is incorporated herein by reference to
Exhibit 10 to the Quarterly Report on Form 10-Q dated September 30, 2000.

Restated Nonqualified Stock Option-Gain Deferral Plan.
Restated Deferred Compensation Plan for Nonemployee Directors.
Restated Nonqualified Retirement Plan.

Restated Savings and Profit Sharing Plan is incorporated herein by reference to Exhibit 10.1 to the Company’s
Quarterly Report on Form 10-Q dated September 30, 2002.

Form of Letter Agreement for Nonqualified Stock Options Grant executed between the Company and the
executive officers of the Company pursuant to the Company's Omnibus Stock and Incentive Plan.

Form of Letter Agreement for Nonqualified Stock Options Grant executed between the Company and the
directors of the Company pursuant to the Company's Non-Employee Directors' 1997 Stock Option Plan is
incorporated herecin by reference to Exhibit 10.1 to the Quarterly Report on Form 10-Q dated September 30,
2000.

Form of Indemnification Agreements executed between the Company and executive officers and directors of the
Company is incorporated herein by reference to Exhibit 10.4 to the Company's Annual Report on Form 10-K
dated December 31, 1991.

Form of Employment Agreements executed between the Company and certain executive officers of the
Company is incorporated herein by reference to Exhibit 10.11 to the Company's Annual Report on Form 10-K
dated December 31, 1997.

Form of Split-Dollar Life Insurance Agreements executed between the Company and certain executive officers
of the Company is incorporated herein by reference to Exhibit 10.6 to the Company's Annual Report on Form
10-K dated December 31, 1991.

Form of Amendment to Split-Dollar Life Insurance Agreements executed between the Company and certain
executive officers of the Company is incorporated herein by reference to Exhibit 10.7 to the Company's Annual
Report on Form 10-K dated December 31, 1992.
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11 Statement re: Computation of Per Share Earnings - The computation of basic and diluted earnings per share is
included in Note 55 of the Company's Notes to Consolidated Financial Statements included in “Item 8.

Financial Statements and Supplementary Date” of this document.

21 Subsidiaries of the Registrant.

23 Consents of Experts and Counsel.

Exhibits 10 through 10.6 and 10.8 through 10.13 are management contracts or compensatory plans or arrangements required to be filed as
an exhibit pursuant to item 14(a)3.

All other Exhibits that are required to be filed with this form are not applicable.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15 (d) of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

FIRST MIDWEST BANCORP, INC.
Registrant

By JOHN M. C’MEARA
John M. O'Meara
President and Chief Executive Officer

Pursuant to the requirements of the Securities Act of 1934, this report has been signed below by the following
persons on behalf of the registrant and in their capacities on March 7, 2003.

Signatures

ROBERT P. O’MEARA
Robert P. O'Meara Chairman of the Board

JOHN M. O'MEARA
John M. O'Meara President and Chief Executive Officer, and Director

MICHAEL L. SCUDDER
Michael L. Scudder Executive Vice President, Chief Financial Officer, and Principal
Accounting Officer

VERNON A. BRUNNER

Vernon A. Brunner Director
BRUCE S. CHELBERG

Bruce S. Chelberg Director
WILIAM J. COWLIN

William J. Cowlin Director

O. RALPH EDWARDS

O. Ralph Edwards Director
JOSEPH W. ENGLAND
Joseph W. England Director

BROTHER JAMES GAFFNEY, FSC
Brother James Gaffney, FSC Director

THOMAS M. GARVIN
Thomas M. Garvin Director

PATRICK J. MCDONNELL

Patrick J. McDonnell Director
JOHN L. STERLING
John L. Sterling Director

J. STEPHEN VANDERWOUDE
J. Stephen Vanderwoude Director
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CERTIFICATIONS

I, John M. O’Meara, certify that:

Date: March 7, 2003

I'have reviewed this annual report on Form 10-K of First Midwest Bancorp Inc.;

Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state
a material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this annual report;

Based on my knowledge, the financial statements, and other financial information included in this annual report,
fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as
of, and for, the periods presented in this annual report;

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and have:

a. designed such disclosure controls and procedures to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this annual report is being prepared;

b. evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90
days prior to the filing date of this annual report (the “Evaluation Date”); and

¢. presented in this annual report our conclusions about the effectiveness of the disclosure controls and
procedures based on our evaluation as of the Evaluation Date;

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation, to the
registrant’s board of directors (or persons performing the equivalent function):

a. all significant deficiencies in the design or operation of internal controls which could adversely affect the
registrant’s ability to record, process, summarize and report financial data and have identified for the
registrant’s auditors any material weaknesses in internal controls; and

b. any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal controls; and

The registrant’s other certifying officers and I have indicated in this annual report whether or not there were
significant changes in internal controls or in other factors that could significantly affect internal controls
subsequent to the date of our most recent evaluation, including any corrective actions with regard to significant

deficiencies and material weaknesses. W %@w\‘

[Signature]
President and Chief
Executive Officer
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1, Michael L. Scudder, certify that:
I have reviewed this annual report on Form 10-K of First Midwest Bancorp Inc.;
Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state
a material fact necessary to make the statements made, in light of the circumstances under which such statements

were made, not misleading with respect to the period covered by this annual report;

Based on my knowledge, the financial statements, and other financial information included in this annual report,

fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as
of, and for, the periods presented in this annual report;

The registrant’s other certifying officer and 1 are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and have:

designed such disclosure controls and procedures to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this annual report is being prepared;

evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90
days prior to the filing date of this annual report (the “Evaluation Date™); and

presented in this annual report our conclusions about the effectiveness of the disclosure controls and
procedures based on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation, to the
registrant’s board of directors (or persons performing the equivalent function):

a. all significant deficiencies in the design or operation of internal controls which could adversely affect the
registrant’s ability to record, process, summarize and report financial data and have identified for the
registrant’s auditors any material weaknesses in internal controls; and

b. any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal controls; and

6. The registrant’s other certifying officers and I have indicated in this annual report whether or not there were
significant changes in internal controls or in other factors that could significantly affect internal controls
subsequent to the date of our most recent evaluation, including any corrective actions with regard to significant

deficiencies and material weaknesses.
Wb/)/}.ﬂw

[Signature]
Executive Vice President,
Chief Financial Officer, and

Principal Accounting Officer

Date: March 7, 2003
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First Midwest Bancorp, Inc.

Shareholder Information

Commeon Stock

First Midwest Bancorp, Inc. common stock is
traded in the Nasdaq National Market tier of
the NASDAQ Stock Market under the symbol
FMBI. The stock abbreviation appears as
“FstMdWBcp” in the Wall Street Journal and
in other leading daily newspapers as
“FMidBc.”

Annual Meeting

The 2003 Annual Meeting of Shareholders of
First Midwest Bancorp, Inc. will be held on
Tuesday, May 20, 2003 commencing at
9:30 a.m. at the Sheraton Suites Hotel,
121 Northwest Point Blvd., Elk Grove
Village, IL. The Notice of Meeting and Proxy
Statement will be sent to all Shareholders on
or about April 15, 2003.

Dividend Payments

Anticipated dividend payable dates are
April 22, July 22, October 21, 2003 and
January 20, 2004.

Direct Deposit

Shareholders may have their dividends
deposited directly to their savings, checking
or money market account at any financial
institution. Information concerning Dividend
Direct Deposit may be obtained from the
Company or its transfer agent.

Dividend Reinvestment / Stock Purchase
Shareholders may fully or partially reinvest
dividends and invest up to $5,000 quarterly in
First Midwest common stock without incur-
ring any brokerage fees. Information
concerning Dividend Reinvestment may be
obtained from the Company or its transfer
agent.

Transfer Agent / Shareholder Services
Shareholders with inquiries regarding stock
accounts, dividends, change of ownership or
address, lost certificates or consolidation of
accounts should contact the transfer agent:

Mellon Investor Services
85 Challenger Road
Ridgefield Park, NJ 07660
(888) 581-9376
www.melloninvestor.com

Investor and Shareholder Contact

Steven H. Shapiro

Executive Vice President and
Corporate Secretary

First Midwest Bancorp, Inc.
300 Park Boulevard, Suite 400
Itasca, Illinois 60143-9768
(630) 875-7345

investor.relations@firstmidwest.com

SEC Reports and General Information
First Midwest files an annual report to the
Securities and Exchange Commission on
Form 10-K and three quarterly reports on
Form 10-Q. Requests for such reports and
general inquiries may be directed to
Mr. Shapiro at the above address or can be
obtained through the Investor Relations
section of the Company’s website,
www. firstmidwest.com.
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