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Company Profile

Additional Information

First Midwest Bancorp, Inc. is a bank
holding company headquartered in the
Chicago suburb of ltasca, llinois with
operations throughout the greater Chicago
suburban area, as well as operating

centers in central and western illinois.

Our principal subsidiary is First Midwest
Bank, which provides a broad range of
commercial and retail banking services

to consumer, commercial and industrial,
and public or governmental customers.
First Midwest Bank has approximately
$8.0 billion in assets and over $4.3 billion

in trust assets under management,

We are one of the Chicago metropolitan
area’s largest independent bank holding
companies, providing business, retail
banking, and trust and investment
management services through 101 offices

located in 62 communities.

We are committed to meeting the financial
needs of the people and businesses in the
communities where we live and work by
providing customized banking solutions,
quality products, and innovative services
that truly fulfill those financial needs.

First Midwest was recently recognized by
the Alfred P. Sloan Awards for Business
Excellence in Workforce Flexibility in the
greater Chicago Area.

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,
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John M. O*Meara
Chairman of the Board and
Chief Executive Officer
First Midwest Barcorp, [nc.

Stockholdernsiifettey

Dear Stockholders:

The financial headline result for First Midwest Bancorp, Inc. for 2008 was
dominated by a non-cash charge to earnings to reduce the carrying value of a
portion of our securities portfolio. Lack of liquidity in the marketplace drove the
indicated values of these securities down in sympathy with similar markdowns
which have punctuated the national capital markets in the last half of 2007 and
continuing into 2008, Following this writedown, First Midwest Bancorp, Inc,
remains well-capitalized and fully capable of executing a robust operating strategy
for 2008 and beyond. In the absence of this charge, First Midwest’s operating
performance was outstanding. We significantly outstripped peer bank performance
on both an earnings and asset quality basis. We fully expect that our underlying
performance will remain on trend notwithstanding the continued uncertainty in
the national markets. The basis for this belief is rooted in our reliance upon the
traditional strengths of our business plan. They are:

& Our Mission

4 Our People

@ Our Marketplace
# Our Credit Culture
€ Our Performance

Mission

First adopted in 1991, our strategic mission has centered us on value creation for
our clients. Needs fulfillment has always taken precedence over product sales.
Relationships which are forged on these principles are strengthened in the responses
which we make to clients in these current economic conditions.

People

Nearly 2,000 First Midwest bankers report to work everyday. In a recent poll they
voted First Midwest one of the top twenty-five employers in Chicagoland. Their
incumbency with First Midwest far outstrips their counterparts at our competitor
institutions. In addition, the continuity of our directorate and senior management
has served to hone our strategic direction over more than twenty years.

Marketplace

The Chicagoland marketplace is among the most diverse in the country. lts
absolute size, its dynamism, its wealth and its capacity make it an ideal place to
do our business. The opportunities which are presented to us are significant.

Our strong performance and our longevity in the market stands us well to exploit
those potentials. '

Credit Culture

The credit culture at First Midwest begins with the selection of businesses we
fund, the geography we cover and the granularity of the individual exposures we
underwrite. Confidence in the strength of our marketplace has resulted in a nearly
ninety-six percent in-market loan origination. Our credit administration group is
staffed by senior experienced credit officers and backstopped by deeply entrenched
loan review and credit administration personnel. This has allowed us to manage

credit costs at peer surpassing levels over a growing number of years.




Performance

Outstanding operating performance has been a hallmark of First Midwest for sixteen
straight years. Mecasured by return on equity or return on assets, we far outstrip local
Chicago and national peer banks. Solid interest margins, controtled credit costs and
careful expense management allowed us to be ranked as the twenty-second most
profitable among the top 150 banking companies in the country as reported in Bank
Director Magazine in its January 2008 issue.

2008 Forecast

The prospects for First Midwest Bancorp, Inc. for the year ahead are full of
opportunity. It is truly a time when our fundamental strengths outlined above will
serve us well. Competitively, we should have an advantage over a number of our
industry peers by virtue of our clear focus on the marketplace and our clients. The
available client prospect pool should be in flux due to merger activity on the one hand
and the demonstrated operating performance problems of several local competitors on
the other hand.

We should be able to take advantage of this situation in expanded client relationships
and line of business penetration across the board. We are forecasting expanded loan
and deposit totals as well as continued expansion of our trust and advisory services,
and other fee-based businesses.

National Market impacts

Recession, reflation, deflation, monetary policy, fiscal policy, credit pricing and
illiquidity all represent threats to the marketplace where our company operates.
Most of these variables are far beyond our ability to control. The things which we
do control are our strengths: Mission, People, Marketplace, Credit Culture and
Performance. Keeping our focus here should deliver a solid 2008 performance no
matter what the larger economic environment manifests.

Welcome

We welcome John F. Chlebowski, Jr. to our Board of Directors and Audit Committee,
John’s deep background in an array of businesses has served us well already. We
look forward to even larger contributions as he becomes more fully acclimated to
First Midwest Bancorp, Inc.

Thank you
My personal gratitude is extended to you for your continued confidence and support.

John M. O'Meara
Chairman of the Board and
Chief Executive Officer
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First Midwest Bancorp, Inc. is a bank holding company headquartered in the Chicago suburb of Itasca, Illinois
with operations throughout the greater Chicago suburban area as well as operating centers in central and western
Nlinois. Our principal subsidiary is First Midwest Bank, which provides a broad range of commercial and retail
banking services to consumer, commercial and industrial, and public or governmental customers. We are
committed to meeting the financial needs of the people and businesses in the communities where we live and
work by providing customized banking solutions, quality products, and innovative services that truly fulfill those
financial needs.

AVAILABLE INFORMATION

We file annual, quarterly, and current reports, proxy statements and other information with the Securities and
Exchange Commission (“SEC”), and we make this information available free of charge on or through the
investor relations section of our web site at www firstmidwest.com/uboutinvestor_overview.asp. The following
are also posted on our web site or available in print upon the request of any stockholder to our Corporate
Secretary:

* Certificate of Incorporation

»  Company By-laws

+  Charters for our Audit, Compensation, and Nominating and Corporate Governance Committees

* Related Person Transaction Policies and Procedures

* Corporate Governance Guidelines

+ Code of Ethics and Standards of Conduct (the “Code™), which governs our directors, officers, and

employees
= Code of Ethics for Senior Financial Officers.

Within the time period required by the SEC and the Nasdaq Stock Market, we will post on our web site any
amendment to the Code and any waiver applicable to any executive officer, director, or senior financial officer
(as defined in the Code). In addition, our web site includes information concerning purchases and sales of our
securities by our executive officers and directors, as well as any disclosure relating to certain non-GAAP
financial measures (as defined in the SEC’s Regulation G} that we may make public orally, telephonically, by
webcast, by broadcast, or by similar means from time to time.

Our Corporate Secretary can be contacted by writing to First Midwest Bancorp, Inc., One Pierce Place, ltasca,
[Ninois 60143, Attn: Corporate Secretary. The Company’s Investor Relations Department can be contacted by
telephone at (630) 875-7463 or by e-mail at investor.relations @firstmidwest.com.

CAUTIONARY STATEMENT PURSUANT TO THE PRIVATE SECURITIES
LITIGATION REFORM ACT OF 1995

We include or incorporate by reference in this Annual Report on Form 10-K, and from time to time our
management may make, statements that may constitute “‘forward-looking statements” within the meaning of the
safe harbor provisions of the Private Securities Litigation Reform Act of 1995. These statements are not
historical facts, but instead represent only management’s beliefs regarding future events, many of which, by their
nature, are inherently uncertain and outside our control. Although we believe the expectations reflected in any
forward-looking statements are reasonable, it is possible that our actual results and financial condition may
differ, possibly materially, from the anticipated results and financial condition indicated in such statements. In
some cases, you can identify these statements by forward-looking words such as “may,” “might,” “will,”
“should,” “expect,” “plan,” “anticipate,” “believe,” “estimate,” “predict,” “potential,” or “continue,” and the
negative of these terms and other comparable terminology. We caution you not to place undue reliance on
forward-looking statements, which speak only as of the date of this repon, or when made.

”
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Forward-looking statements are subject to known and unknown risks, uncertainties, and assumptions and may
include projections relating to our future financial performance including our growth strategies and anticipated
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trends in our business. For a detailed discussion of these and other risks and uncertainties that could cause actual
resuits and events to differ materially from such forward-looking statements, you should refer to Items 1A and 7
of this Annual Report on Form 10-K, including the sections entitled “Risk Factors” and “Management’s
Discussion and Analysis of Results of Operations.” These risks and uncertainties are not exhaustive however.
Other sections of this report describe additional factors that could adversely impact our business and financial
performance. Moreover, we operate in a very competitive and rapidly changing environment. New risks and
uncertainties emerge from time to time, and it is not possible to predict all risks and uncertainties, nor can we
assess the impact of all factors on our business or the extent to which any factor, or combination of factors, may
cause actual results to differ materially from those contained in any forward-looking statements. We are under no
duty to update any of these forward-looking statements after the date of this report to conform our prior
statements to actual results or revised expectations, and we do not intend to do so.




PART 1
ITEM 1. BUSINESS

First Midwest Bancorp, Inc.

First Midwest Bancorp, Inc. (the “Company”) is a bank holding company incorporated in Delaware in 1982 for
the purpose of becoming a 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
$8.1 billion at year-end 2007 and is headquartered in the Chicago suburb of Itasca, illinois.

The Company is the product of the consolidation of over 26 affiliated banks in 1983, followed by several
significant acquisitions including, the purchase of SparBank, Incorporated a $449 million institution in 1997,
Heritage Financial Services, Inc. a $1.4 billion institution in 1998, CoVest Bancshares, a $645.6 million
institution in 2003 and Bank Calumet, Inc. a $1.4 biflion institution in 2006. The Company continues to explore
opportunities to acquire banking institutions and discussions related to possibie acquisitions may occur at any
time. The Company cannot predict whether, or on what terms, discussions will result in further acquisitions. As a
matter of policy, the Company generally does not comment on any discussions or possible acquisitions until a
definitive acquisition agreement has been signed.

The Company has responsibility for the overall conduct, direction, and performance of its subsidiaries. The
Company provides various services to its subsidiaries, establishes Company-wide policies and procedures, and
provides other resources as needed, including capital.

Subsidiaries

Currently, the Company operates two wholly owned subsidiaries: First Midwest Bank (the “Bank”), employing
1,843 full-time equivalent employees at December 31, 2007, and First Midwest Insurance Company, which is
largely inactive. At December 31, 2007, the Bank had $8.0 billion in total assets, $5.9 billion in total deposits,
and 99 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. These services include accepting deposits; commercial and industrial, consumer, and
real estate lending; collections; trust and investment management services; cash management services; safe
deposit box operations; and other banking services tailored for consumer, commercial and industrial, and public
and governmental customers. The Bank also provides an electronic banking center on the Internet at
www.firstmidwest.com, which enables Bank customers to perform banking transactions and provides information
about Bank products and services to the general public.

The Bank operates four wholly owned subsidiaries: FMB Investment Corporation, First Midwest Investments,
Ine., Calumet Investment Corporation, and Bank Calumet Financial Services, Inc.

FMB Investment Corporation is a Delaware corporation established in 1998 that manages investment securities,
principally state and municipal obligations, and provides carporate management services to its wholly owned
subsidiary, FMB Investment Trust, a Maryland business trust also established in 1998, FMB Investment Trust
manages many of the real estate loans originated by the Bank. FMB Investment Trust has elected to be taxed as a
Real Estate Investment Trust for federal income tax purposes.

Calumet Investment Corporation and Bank Calumet Financial Services, Inc., were acquired as part of a 2006
bank acquisition. Calumet Investment Corporation is a Delaware corporation that manages investment securities,
principally state and municipal obligations, and provides corporate management services to its wholly owned
subsidiary. Calumet Investments Ltd., a Bermuda corporation. Calumet Investments Ltd. manages investment
securities and is largely inactive.
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First Midwest Investments, Inc., and Bank Calumet Financial Services, Inc. are largely inactive.

First Midwest Insurance Company operates as a reinsurer of credit life, accident, and health insurance sold
through the Bank, primarily in conjunction with its consumer lending operations, and is largely inactive.

Competition

The banking and financial services industry in lilinois and the Chicago metropolitan area is highly competitive,
and the Company expects it to remain so in the future, The Company also expects to face increasing competition
from on-line banking and financial institutions secking to attract customers by providing access to services and
products that mirror the services and products offered by traditionat brick-and-mortar institutions. Competition is
based on a number of factors including interest rates charged on loans and paid on deposits; the ability to attract
new deposits; the scope and type of banking and financial services offered; the hours during which business can
be conducted; the location of bank branches and ATMs; the availability, ease of use, and range of banking
services on the Internet; the availability of related services; and a variety of additional services such as
investment management, fiduciary, and brokerage services.

Generally, the Bank competes with other local, regional, and internet banks and savings and loan associations,
personal loan and finance companies, and credit unions. In addition, the Bank competes for deposits with money
market mutual funds and investment brokers on the basis of interest rates offered and available products. The
competition for banking customers remains intense as a number of local and out-of-state banking institutions
have engaged in branch office expansion in the suburban Chicago markets, whether through acquisition or
establishment of de novo branches. In addition, increased competition from on-line banking institutions has
generally increased pricing pressure among banks and financial institutions for deposits and other financial
services.

In providing investment advisory services, the Bank also competes with retail and discount stockbrokers,
investment advisors, mutual funds, insurance companies, and other financial institutions for investment
management clients. Competition is generally based on the variety of products and services offered to clients and
the performance of funds under management and comes from financial service providers both within and 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. The Company differentiates itself, however, by the way it systematically assesses a customer’s
specific financial needs, sells products and services to meet those needs, and provides the customer with high
quality service. The Company believes this approach and its knowledge of and commitment to the communities
in which it 1s located are the most important aspects in retaining and expanding its customer base.

The Bank faces intense competition in attracting and retaining qualified employees. The Bank’s ability to
continue to compete effectively will depend upon its ability to attract new employees and retain and motivate
existing employees.

Supervision and Regulation

The Company and its subsidiaries are subject to regulation and supervision by various governmental regulatory
authorities including the Board of Governors of the Federal Reserve System (the “Federal Reserve”), the Federal
Deposit Insurance Corporation (the “FDIC”), the lilinois Department of Financial and Professional Regulation
(the “IDFPR™), and the Arizona Department of Insurance. Financial institutions and their holding companies are
extensively regulated under federal and state law.

Federal and state laws and regulations generally applicable to financial institutions, such as the Company and its
subsidiaries, regulate, among other things, the scope of business, investments, reserves against deposits, capital

6




levels, 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 deposit
insurance fund (“DIF") and the depositors, rather than the stockholders, of a financial institution.

The following references to material statutes and regulations affecting the Company and iis subsidiaries 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 or operations of the Company and its
subsidiaries. The operations of the Company may also be affected by changes in the policies of various
regulatory authorities. The Company cannot accurately predict the nature or the extent of the effects that any
such changes would have on its business and earnings.

Bank Holding Company Act of 1956, as amended

Generally, the Act governs the acquisition and control of banks and nonbanking companies by bank holding
companies, A bank holding company is subject to regulation under the Act and is required to register with the
Federal Reserve under the Act. The Act requires a bank holding company to file an annual report of its
operations and such additional information as the Federal Reserve may require and is subject, along with its
subsidiaries, to examination by the Federal Reserve. The Federal Reserve has jurisdiction to regulate the terms of
certain debt issues of bank holding companies, including the authority (o impose reserve requirements.

The acquisition of 5% or more of the voting shares of any bank or bank holding company generally requires the
prior approval of the Federal Reserve and is subject to applicable federal and state law, including the Riegle-Neal
Interstate Banking and Branching Efficiency Act of 1994 (“Riegle-Neal”) for interstate transactions. The Federal
Reserve evaluates acquisition applications based on, among other things, competitive factors, supervisory factors,
adequacy of financial and managerial resources, and banking and community needs considerations.

The Act also prohibits, with certain exceptions, a bank holding company from acquiring direct or indirect
ownership or control of more than 5% of the voting shares of any “nonbanking” company unless the nonbanking
activities are found by the Federal Reserve to be “so closely related to banking . . . as to be a proper incident
thereto.” Under current regulations of the Federal Reserve, a bank holding company and its nonbank subsidiaries
are permitted, among other activities, to engage in such banking-related business ventures as consumer finance,
equipment leasing, data processing, mortgage banking, financial and investment advice, and securities brokerage
services. 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 of any class of voting stock. Furthermore, 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. Under the Federal Reserve Act, banks
and their affiliates are subject 1o certain requirements and restrictions when dealing with each other (affiliate
transactions including transactions with their bank holding company}. The Company is also subject to the
provisions of the Iilinois Bank Holding Company Act.

Interstate Banking

Bank holding companies are permitted to acquire banks and bank holding companies in any state and to be
acquired, subject to the requirements of Riegle-Neal and, in some cases, applicable state law.

Under Riegle-Neal, adequately capitalized and managed bank holding companies may be permitied by the
Federal Reserve 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 is prohibited from approving an
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application for acquisition if the applicant controls more than 10% 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 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% 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 or waive 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.

Interstate branching under Riegle-Neal 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, adequaie management, Community Reinvestment Act compliance,
deposit concentration limits {as set forth above), compliance with federal and state antitrust laws, and compliance
with applicable state consumer protection laws. An interstate merger transaction may invelve 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.

Riegle-Neal allowed each state the opportunity to “opt out,” thereby prohibiting interstate branching within that
state. Of the three states in which the Bank is located (Illinois, Indiana, and lowa), none of them has adopted
legislation to “opt out” of the interstate merger provisions. Furthermore, pursuant to Riegle-Neal, a bank is 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, or, if the state allows acquisition of branches, subject to applicable state
requirements. Illinois law allows de novo banking with other states that allow 1lllinois banks to branch de novo in
those states.

Illinois Banking Law

The Illinois Banking Act (“IBA™) governs the activities of the Bank, an Illinois banking corporation. The IBA
defines the powers and permissible activities of an lilinois state-chartered bank, prescribes corperate governance
standards, imposes approval requirements on mergers of state banks, prescribes lending limits, and provides for
the examination of state banks by the IDFPR. The Banking on Illinois Act (“BIA™) became effective in mid-1999
and amended the IBA to provide a wide range of new activities allowed for Illinois state-chartered banks,
including 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 “wild card”
provision that authorizes Illinois state-chartered banks to offer virtually any product or service that any bank or
thrift may offer anywhere in the country, subject io restrictions imposed on those other banks and thrifis, certain
safety and soundness considerations, and prior notification to the IDFPR and the FDIC.

Federal Reserve Act

The Bank is subject to Sections 23A and 23B of the Federal Reserve Act, which restrict or impose requirements
on financial transactions between federally insured depository institutions and affiliated companies. The statute
limits credit transactions between a bank and its affiliates, prescribes terms and conditions for bank affiliate
transactions deemed to be consistent with safe and sound banking practices, requires arms-length transactions
between affiliates, and restricts the types of collateral security permitted in connection with a bank’s extension of
credit to affiliates. Section 22(h) of the Federal Reserve Act limits how much and on what terms a bank may lend
to its insiders and insiders of its affiliates, including executive officers and directors.
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Other Regulation

The Bank is subject to a variety of federal and state laws and regulations governing its operations. For example,
deposit activities are subject to such acts as the Federal Truth in Savings Act and the Illinois Consumer Deposit
Account Act. Electronic banking activities are subject to federal law, including the Electronic Funds Transfer
Act, and state laws. Trust activities of the Bank are subject to the Illinois Corporate Fiduciaries Act. Loans made
by the Bank are subject to applicable provisions of the Illinois Interest Act, the Federal Truth in Lending Act, and
the Illinois Financial Services Development Act.

The Bank is also subject to a variety of other laws and regulations concerning equal credit opportunity, fair
lending, customer privacy, identity theft, fair credit reporting, and community reinvestment. The Bank currently
holds an “outstanding” rating for community reinvestment activity, the highest available.

As an [llinois banking corperation controlled by a bank holding company, the Bank is subject to the rules
regarding change of control in the Act and the Federal Deposit Insurance Act and is also subject to the rules
regarding change in control of Illinots banks contained in the IBA and the lllinois Bank Holding Company Act.

Gramm-Leach-Bliley Act of 1999 (“GLB Act”)

The GLB Act allows 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 comprehensive
array of financial products and services. The GLB Act defines a financial holding company (“FHC”), which is
regulated by the Federal Reserve. Functional regulation of the FHC’s subsidiaries is conducted by their primary
functional regulators. Pursuant to the GLB Act, bank holding companies, foreign banks, and their subsidiary
depository institutions electing to qualify as an FHC must be “well managed,” “well capitalized,” and rated at
least satisfactory under the Community Reinvestment Act in order to engage in new financial activities.

An FHC may engage in securities and insurance activities and other activities that are deemed financial in nature
or incidental to a financial activity under the GLB Act, such as merchant banking activities. While aware of the
flexibility of the FHC statute, the Company has, for the time being, decided not to become an FHC. The activities
of bank holding companies that are not FHCs will continue to be regulated by, and limited to, activities
permissible under the Act. .
The GLB Act also prohibits a financia! institution from disclosing non-public personal information about a
consumer to unaffiliated third parties unless the institution satisfies various disclosure requirements and the
consumer has not elected to opt out of the information sharing. Under the GLB Act, a financial institution must
provide its customers with a notice of its privacy policies and practices. The Federal Reserve, the FDIC, and
other financial regulatory agencies have issued regulations implementing notice requirements and restrictions on
a financial institution’s ability to disclose non-public personal information about consumers to unaffiliated
third parties.

The Bank is also subject to certain federal and state laws that limit the use and distribution of non-public personal
information to subsidiaries, affiliates, and unaffiliated entities,

Bank Secrecy Act and USA Patriot Act

In 1970, Congress enacted the Currency and Foreign Transactions Reporting Act, commonly known as the Bank
Secrecy Act (the “BSA™). The BSA requires financial institutions to maintain records of certain customers and
currency transactions and to report certain domestic and foreign currency transactions, which may have a high
degree of usefulness in criminal, tax, or regulatory investigations or proceedings. Under this law, financial
institutions are required to develop a BSA compliance program.




in 2001, the President signed into law comprehensive anti-terrorism legislation known as the USA Patriot Act.
Title Il of the USA Patriot Act requires financial institutions, including the Company and the Bank, to help
prevent and detect international money laundering and the financing of terrorism and prosecute those involved in
such activities. The Department of the Treasury has adopted additional requirements to further implement
Title III.

Under these regulations, a mechanism has been established for law enforcement officials to communicate names
of suspected terrorists and money launderers to financial institutions to enable financial institutions 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 resulis to the U.S.
Department of the Treasury 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 financia
institutions under the protection of a statutory safe harbor if 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.

In addition, banks must have procedures in place to verify the identity of the persons with whom they deal.
Capital Guidelines

The Federal Reserve and the other federal bank regulators have established risk-based capital guidelines to
provide a framework for assessing the adequacy of the capital of nationa! and state banks, thrifts, and their
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 Tota! capital to total risk-
based assets (as defined in the regulations). In addition to the risk-based capital requirements, the Federal
Reserve and the FDIC require banking institutions to maintain a minimum leveraged-capital ratio to supplement
the risk-based capital guidelines. The Company and the Bank are “well capitalized” by these standards, the
highest applicable ratings.

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
law, the Bank is permitted to declare and pay dividends in amounts up to the amount of its accumulated net
profits, provided that it retains in its surplus at least one-tenth of its net profits since the date of the declaration of
its most recent dividend until those additions to surplus, in the aggregate, equal the patd-in capital of the Bank.
The Bank may not, while it continues its banking business, pay dividends in excess of its net profits then on hand
(after deductions for losses and bad debts). In addition, the Bank is limited in the amount of dividends it can pay
under the Federal Reserve Act and Regulation H. For example, dividends cannot be paid that would constitute a
withdrawal of capital; dividends cannot be declared or paid if they exceed a bank’s undivided profits; and a bank
may not declare or pay a dividend greater than current year net income plus retained net income of the prior two
years without Federal Reserve approval. '
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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 IDFPR is authorized to determine, under certain
circumstances relating to the financial condition of a bank or bank holding company, 'that the payment of
dividends by the Company would be an unsafe or unsound practice and to prohibit payment thereof. The Federal
Reserve has taken the position that dividends that would create pressure or undermine the safety and soundness
of the subsidiary bank are inappropriate. '

FDIC Insurance Premiums

The Bank’s deposits are insured through the DIF, which is 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. [t 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 DIF.

The FDIC's deposit insurance premiums are assessed through a risk-based system under which all insured
depository institutions are placed into one of four categories and assessed insurance premiums on deposits based
on their level of capital and supervisory evaluation. For 2008, the Bank will pay premium assessments on its
DIF-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
quarter of 2008 were set at $0.0114 per $100 of insured deposits for DIF-assessable deposits. These rates may be
adjusted quarterly to reflect changes in assessment basis for the DIF.

Sarbanes-Oxley Act of 2002

The Sarbanes-Oxley Act of 2002 (“Sarbanes-Oxley”) implemented a broad range of corporate governance and
accounting measures 1o increase corporate responsibility, to provide for enhanced penaltics for accounting and
auditing improprieties at publicly traded companies, and to protect investors by improving the accuracy and
reliability of disclosures under federal securities laws. The Company is subject to Sarbanes-Oxley because it is
required to file periodic reports with the SEC under the Securities and Exchange Act of 1934. Among other
things, Sarbanes-Oxley and/or its implementing regulations have established new membership requirements and
additional responsibilities for the Company’s audit committee, imposed restrictions on the relationship between
the Company and its outside auditors (including restrictions on the types of non-audit services our auditors may
provide to us), imposed additional responsibilities for external financial statements on our chief executive officer
and chief financial officer, expanded the disclosure requirements for corporate insiders, required management to
evaluate the Company’s disclosure controls and procedures and our internal control over financial reporting, and
required auditors to issue a report on the Company’s internal control over financial reporting. The Nasdaq Stock
Market has imposed a number of new corporate governance requirements as well,

Future Legislation

Various legislation, including proposals to change substantially the financial institution regulatory system, is
from time to time introduced in Congress. This legislation may change banking statutes and the Company’s
operating environment in substantial and unpredictable ways. If enacted, such legislation could increase or
decrease the cost of doing business, limit or expand permissible aclivities or affect the competitive balance
among banks, savings associations, credit unions, and other financial institutions. The Company cannot predict
whether any potential legislation will be enacted and, if enacted, the effect that it, or, any implementing
regulaticns, would have on its business, results of operations, or financial condition.

ITEM 1A. RISK FACTORS

The material risks and uncertainties that management believes affect the Company are described below. Before
making an investment decision with respect to any of the Company’s securities, you should carefully consider
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the risks and uncertainties as described below together with all of the information included herein. The risks and
uncertainties described below are not the only risks and uncertainties the Company faces, Additional risks and
uncertainties not presently known or that are currently deemed immaterial also may have a material adverse
effect on the Company’s results of operations and financial condition. If any of the following risks actually
occur, the Company’s results of operations and financial condition could suffer, possibly materially. In that
event, the trading price of the Company's common stock or other securities could decline. The risks discussed
below also include forward-looking statements, and actual results may differ substantially from those discussed
or implied in these forward-looking statements.

Risks Related To The Company’s Business
Competition in the banking industry is intense.

Competition in the banking and financial services industry is intense. In its primary market areas, the Bank
competes with other commercial banks, savings and loan associations, credit unions, finance companies,
insurance companies, and brokerage and investment banking firms operating locally and elsewhere. Many of
these competitors have substantially greater resources and lending limits than the Bank and may offer certain
services that the Bank does not provide. The Company’s profitability depends upon the Bank's continued ability
to compete effectively in its market areas. A number of local and out-of-state banking institutions have engaged
in branch office expansion in the suburban Chicago market through acquisition or establishment of de
novo branches.

The Company operates in a heavily regulated environment.

The banking industry is heavily regulated. The business of the Company and the Bank is subject, in certain
respects, to regulation by the Federal Reserve, the FDIC, the Office of the Comptroller of the Currency, the
IDFPR, and the SEC. The Company's success depends not only on competitive factors but also on state and
federal regulations affecting banks and bank holding companies. The regulations are primarily intended to
protect depositors, not stockholders or other security holders. The ultimate effect of recent and proposed changes
to the regulation of the financial institution industry cannot be predicted. Regulations now affecting the Company
may be modified at any time, and there is no assurance that such modifications, if any, will not adversely affect
the Company’s business.

The Company and its subsidiaries are subject to examinations and challenges by taxing authorities,
and tax laws or interpretations of existing laws may change.

In the normal course of business, the Company and its subsidiaries are routinely subject to examinations and
challenges from federal and state taxing authorities regarding the amount of taxes due in connection with
investments made and the businesses in which it has engaged. Federal and state taxing authorities have recently
become increasingly aggressive in challenging tax positions taken by financial institutions, including positions
that have been taken by the Company. These tax positions may relate to tax compliance, sales and use, franchise,
gross receipts, payroll, property, or income tax issues, including tax base, apporticnment, and tax credit planning.
The challenges made by taxing authorities may result in adjustments to the timing or amount of taxable income
or deductions or the allocation of income among tax jurisdictions. If any such challenges are not resolved in the
Company’s favor, they could have an adverse effect on the Company’s financial condition and results of
operations. In addition, changes in federal and state tax laws or interpretations, including changes affecting tax
rates, income not subject to tax under existing laws or interpretations, income sourcing, or consolidation and
combination rules may also have an adverse impact upon the Company’s financial condition, results of
operations, or liquidity.
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The Company and its subsidiaries are subject to new state tax laws,

In August 2007, the State of Illinois enacted new legislation affecting the taxation of banks operating in the state.
The new law changes the rules related to the sourcing and apportionment of items of income and expense to
Ilinois. The provisions were further modified by legislation enacted in January 2008. The legislative provisions
have various effective dates, the earliest beginning January 1, 2008. The legislation is not expected to have a
material impact on the Company’s 2008 state tax expense. The Company continues to evaluate this legislation,
and while the impact on subsequent years is currently unknown, no assurance can be given that it will not
adversely impact the Company’s profitability.

Changes in the policies of monetary authorities could adversely affect the Company’s profitability.

The Company’s results of operations are affected by credit policies of monetary authorities, particularly the
Federal Reserve, The instruments of monetary policy employed by the Federal Reserve include open market
operations in United States government securities, changes in the discount rate or the federal funds rate on bank
borrowings, and changes in reserve requirements against bank deposits. Changes in these policies could
adversely affect the Company’s profitability. For example, changes increasing the Company’s cost of funds
could reduce net interest income. No certainty can be given as to possible future changes in interest rates, deposit
levels, loan demand, or the business and earnings of the Bank due to changing conditions in the national
economy and in the money markets.

The Company’s business is concentrated in the suburban Chicago metropolitan area, and a downturn
in the economy of this area may adversely affect the Company’s business.

The Company’s success depends to a large degree on the general economic conditions of the suburban Chicago
metropolitan area and, to a lesser extent, other central and western markets in Illinois and contiguous states. The
economic conditions in these areas have a significant impact on the generation of the Bank’s commercial, real
estate commercial, and real estate construction loans; the ability of borrowers to repay these loans; and the vaiue
of the collateral securing these loans. Adverse changes in the economic conditions of these areas could also
negatively impact the financial results of the Company’s operations and its profitability. For example, these
factors could lead to reduced interest income and an increase in the provision for loan losses.

A significant portion of the loans in the Company’s portfolio is secured by real estate. Most of these loans are
secured by properties located in the Chicago metropolitan area. Negative conditions in the real estate markets
where collateral for a mortgage loan is located could adversely affect the borrower’s ability to repay the loan and
the value of the collateral securing the loan. Real estate values are affected by various factors, including changes
in economic conditions, supply and demand for properties, and governmental rules or policies.

The widespread effect of falling housing prices on financial markets could adversely affect the
Company’s profitability, liquidity, and financial condition.

Turmoil in the financial markets, precipitated by falling housing prices and rising delinquencies and foreclosures,
has negatively impacted the valuation of securities supported by real estate collateral, including certain securities
owned by the Company. The Company relies on its investment portfolio as a source of net interest income and as
a means to manage its funding and liquidity needs. If defaults in the underlying collateral are such that the
security can no longer meet its debt service requirements, the Company’s net interest income, cash flows, and
capital will be reduced.

Turmoil in the financial markets could impair the market value of fixed income securities.

Major disruptions in the capital markets, similar to the recent turmoil experienced in response to the decline of
the sub-prime mortgage market, could adversely affect the market values of fixed income securities that we may
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hold in our securities portfolio from time to time. Significant reduced investor demand for a fixed income
security could materially impact liquidity, and, as a result, the market value of such security. Such circumstances
could negatively impact our financial statements.

Changes in interest rates conld have an adverse effect on the Company’s income.

The Company’s financial performance depends to a significant extent upon its net interest income, Net interest
income represents the difference between interest income plus fees earned on interest-earning assets and interest
expense incurred on interest-bearing liabilities. The Company’s net interest income is adversely affected if
interest paid on deposits and borrowings increases faster than the interest and fees earned on loans and
investments. Changes in interest rates could also adversely affect the income of certain components of the
Company’s noninterest income,

Changes in the mix of the Company’s funding sources could have an adverse effect on the Company’s income.
Almost half of the Company’s funding sources are in lower-rate transactional deposit accounts. Market rate
increases or competitive pricing could heighten the risk of moving to higher-rate funding sources, which would
cause an adverse impact on the Company’s net income. For additional discussion of net interest income
sensitivity, refer to tem 7A, “Quantitative and Qualitative Disclosures About Market Risk,” of this Form 10-K.

Downgrades in the credit rating of one or more insurers that provide credit enhancement for the
Company’s state and municipal securities portfolio may have an adverse impact on the market for
and valuation of these types of securities.

The Company invests in tax-exempt state and local municipal securities. A majority are insured by monoline
insurers. Recently, several of these insurers have come under scrutiny by rating agencies. One insurer has been
downgraded, and two others have been placed on rating review, The reduction in the credit rating of an insurer
may negatively impact the market for and valuation of the Company’s securities. This could adversely affect the
Company’s net interest income, liquidity, and capital.

Changes in the reserve for loan losses could affect profitability.

The reserve for loan losses consists of three components calculated based on estimations performed pursuant to
the requirements of Financial Accounting Standards Board (“FASB™) Statement No. 5, “Accounting for
Contingencies,” and FASB Statements Nos. 114 and 118, “Accounting by Creditors for [mpairment of a Loan.”
The reserve for loan losses consists of: (i) specific reserves established for expected losses on individual loans for
which the recorded investment in the loan exceeds the measured value of the loan; (ii) reserves based on
historical loan loss experience for each loan category; and (iii) reserves based on general, current economic
conditions as well as specific economic factors believed to be relevant to the markets in which the Company
operates,

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. Credit exposures deemed to be uncollectible are charged-off against the
reserve, while recoveries of amounts previously charged-oft are credited to the reserve. Additions to the reserve
for loan losses are charged to operating expense through the provision for loan losses. The amount charged to
operating expense in any given year is dependent upon a number of factors including historic 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. Future adjustments may be necessary if economic conditions change or adverse
developments arise with respect to nonperforming or performing loans or if regulatory supervision changes.
Material additions to the reserve for loan losses would result in a material decrease in the Company’s net income,
and possibly its capital, and could result in the inability to pay dividends, among other adverse consequences.
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The Company is a bank holding company, and its sources of funds are limited.

The Company is a bank holding company, and its operations are primarily conducted by the Bank, which is
subject to significant federal and state regulation. Cash available to pay dividends to stockholders of the
Company is derived primarily from dividends received from the Bank. The Company’s ability to receive
dividends or loans from its subsidiaries is restricted. Dividend payments by the Bank to the Company in the
future will require generation of future earnings by the Bank and could require regulatory approval if the
proposed dividend is in excess of prescribed guidelines. Further, the Company’s right to participate in the assets
of the Bank upon #s liquidation, reorganization, or otherwise will be subject to the claims of the Bank’s
creditors, including depositors, which will take priority except to the extent the Company may be a creditor with
a recognized claim, As of December 31, 2007, the Company’s subsidiaries had deposits and other liabilities of
approximately $7.2 billion.

The Company is subject to environmental liability risk associated with lending activities.

A sigpificant portion of the Company’s loan portfolio is secured by real property. During the ordinary course of
business, the Company may foreclose on and take title to properties securing certain loans. In doing so, there is a
risk that hazardous or toxic substances could be found on these properties. If hazardous or toxic substances are
found, the Company may be liable for remediation costs, as well as for personal injury and property damage,
Environmental laws may require the Company to incur substantial expenses and could materially reduce the
affected property’s value or limit the Company’s ability to use or sell the affected property. In addition, future
laws or more stringent interpretations or enforcement policies with respect to existing laws may increase the
Company’s exposure to environmental liability.

Future acquisitions may disrupt the Company’s business, dilute stockholder value, and adversely
affect operating results.

In addition to generating internal growth, the Company has strategically acquired banks or branches of other
banks. The Company intends to continue to pursue acquisitions to supplement internal growth opportunities.
Acquiring other banks or branches involves potential risks, including:
® exposure 1o unknown or contingent liabilities of acquired banks;
exposure to asset quality issues of acquired banks;
disruption of the Company’s business;
loss of key employees and customers of acquired banks:
short-term decrease in profitability;
diversion of management’s time and attention;
issues arising during transition and integration; and
dilution in the ownership percentage of holdings of the Company’s common stock.

Competition for acquisition candidates is intense.

Competition for acquisitions is intense. Numerous potential acquirors compete with the Company for acquisition
candidates. The Company may not be able to successfully identify and acquire suitable targets, which could slow
the Company’s growth rate.

Future growth may require the Company to raise additional capital in the future, but that capital
may not be available when it is needed.

The Company is required by federal and state regulatory authorities to maintain adequate levels of capital to
support its operations. To the extent the Company expands its asset base, primarily through loan growth, it will
be required to support such growth by increasing its capital. In addition, the Company may be required to raise
capital to support its acquisition strategy. Accordingly, the Company may need to raise capital in the future to
support growth.

'
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The Company’s ability to raise capital will depend on conditions in the capital markets, which are outside of its
control, and on the Company’s financial performance. Accordingly, the Company cannot be assured of its ability
to raise capital when needed or on favorable terms. If the Company cannot raise additional capital when needed,
it will be subject to increased regulatory supervision and the imposition of restrictions on its growth and business.
These could negatively impact the Company’s ability to further expand its operations through acquisitions or the
establishment of additional branches and may result in increases in operating expenses and reductions in
revenues that could harm its operating results.

Any reduction in the Company’s credit ratings could increase its financing costs.

The Company cannot give any assurance that its current credit ratings will remain in effect for any given period
of time or that a rating will not be lowered or withdrawn entirely by a rating agency if, in its judgment,
circumstances in the future so warrant. Any downgrade could increase the cost of borrowings or make it more
difficult 1o obtain capital.

The Company’s junior subordinated debentures have been assigned a rating by Standard & Poor’s Ratings
Group, a division of The McGraw-Hill Companies, Inc., of “BBB+” (stable outlook), by Moody’s Investors
Service, Inc. of “A3” (stable outlook), and by Fitch, Inc. of “BBB+” (stable outlook).

The Company’s business is continually subject to technological change, and it may have fewer
resources than its competition to continue to invest in technological improvements.

The banking and financial services industry continually undergoes technological changes, with frequent
introductions of new technology-driven products and services. In addition to serving customers better, the
effective use of technology increases efficiency and enables financial institutions to reduce costs. The
Company’s future success will depend, in part, upon its ability to address the needs of its customers by using
technology to provide products and services that enhance customer convenience, as well as create additional
efficiencies in the Company’s operations. Many of the Company's competitors have greater resources to invest in
technological improvements, and the Company may not effectively implement new technology-driven products
and services or do so as quickly, which could reduce its ability to effectively compete.

The Company may not be able to attract and retain skilled people.

The Company’s success depends, in large part, on its ability to attract and retain key people. Competition for the
best people in most activities the Company engages in can be intense, and the Company may not be able to hire
people or retain them. The unexpected loss of services of one or more of the Company’s key personnel could
have a material adverse impact on the Company’s business because of their skills, knowledge of the Company’s
market, years of industry experience, and the difficulty of promptly finding qualified replacement personnel.

The Company’s information systems may experience an interruption or breach in security.

The Company relies heavily on communications and information systems to conduct its business. Any failure,
interruption, or breach in security of these systems could result in failures or disruptions in the Company’s
customer relationship management, general ledger, deposit, loan, or other systems. The Company has policies
and procedures expressly designed to prevent or limit the effect of a failure, interruption, or security breach of its
systems. However, there can be no assurance that any such failures, interruptions, or security breaches will not
occur or, if they do occur, that the impact will not be substantial. The occurrence of any failures, interruptions, or
security breaches of the Company’s systems could damage the Company’s reputation, result in a loss of customer
business, subject the Company to additional regulatory scrutiny, or expose the Company to civil litigation and
possible financial liability, any of which could have an adverse effect on the Company’s financial condition and
results of operations.
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Consumers and businesses may decide not to use banks to complete their financial transactions.

Technology and other changes are allowing parties to complete financial transactions that historically have
involved banks at one or both ends of the transaction. For example, consumers can now pay bills and transfer
funds directly without banks. This could result in the loss of fee income as weli as the loss of customer deposits
and income generated from those deposits.

Risks Related to the Securities Markets
Substantial sales of the Company’s common stock could cause its stock price to fall,

If stockholders sell substantial amounts of the Company’s common stock in the public market, the market price
of the Company’s common stock could fall. Such sales also might make it more difficult for the Company to sell
equily or equity-related securities in the future at a time and price that it deems appropriate or to use its stock as
constderation in an acquisition.

The Company’s Restated Certificate of Incorporation, Amended and Restated By-Laws, and
Amended and Restated Rights Agreement as well as certain banking laws may have an anti-takeover
effect.

Provisions of the Company’s Restated Certificate of Incorporation and Amended and Restated By-laws, federal
banking laws, including regulatory approval requirements, and the Company’s Amended and Restated Rights
Plan could make it more difficult for a third party to acquire the Company, even if doing so would be perceived
to be beneficial by the Company’s stockholders. The combination of these provisions effectively inhibits a
non-negotiated merger or other business combination, which, in turn, could adversely affect the market price of
the Company’s common stock.

The Company may issue additional securities, which could dilute the ownership percentage of holders
of the Company’s commen stock.

The Company may issue additional securilies to raise additional capital or finance acquisitions or upon the
exercise or conversion of outstanding options, and if it does, the ownership percentage of holders of the
Company’s common stock could be diluted.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

The executive offices of the Company, the Bank, and certain subsidiary operational facilities are located in a
16-story office building in Itasca, [linois. The Company and the Bank currently occupy 60,933 square feet of
that building, which is leased from an unaffiliated third party.

As of December 31, 2007, the Bank operated through 98 bank branches, one operational facility, and one lending
office. Of these, 27 are leased and the remaining 73 are owned and not subject to any material liens. The banking
offices are largely located in various communities throughout northern Illinois and northwestern Indiana,
primarily the Chicago metropolitan suburban area. At certain Bank locations, excess space is leased to third
parties. The Bank also owns 131 automated teller machines (*ATMs”), some of which are housed at a banking
location and some of which are independently located. In addition, the Company owns other real property that,
when considered individually or in the aggregate, is not material to the Company’s financial position,
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The Company believes its facilities in the aggregate are suitable and adequate to operate its banking business.
Additional information with respect to premises and equipment is presented in Note 7 of “Notes to Consolidated
Financial Statements” in Item 8 of this Form 10-K.

ITEM 3. LEGAL PROCEEDINGS

There are certain legal proceedings pending against the Company and its subsidiaries in the ordinary course of
business at December 31, 2007. Based on presently available information, the Company believes that any
liabilities arising from these proceedings would not have a material adverse effect on the consolidated financial
condition of the Company.

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

There were no items submitted to a vote of stockholders during the fourth quarter of 2007.
PART 11

ITEMS. MARKET FOR THE REGISTRANT’S COMMON EQUITY,
RELATED STOCKHOLDER MATTERS, AND
ISSUER PURCHASES OF EQUITY SECURITIES

The Company’s common stock is traded under the symbol “FMBI” in the Nasdaq Global Select market tier of
The Nasdaq Stock Market. As of Drecember 31, 2007, there were 10,878 stockholders. The following table sets
forth the closing common stock price, dividends declared per share, and book value per share during each quarter
of 2007 and 2006,

2007 2006
Fourth Third Second First Fourth Third Second First

Market price of common stock

High................ ... ... 3650 $36.62 $38.17 $3931[539.52 53889 $3752 $37.14

Low ........cooiiii . $29.67 $31.87 $3482 $360015 3662 $3442 § 3464 §$32.62

Quarter-end ................. $30.60 $34.16 $355t $3675|% 3868 §37.89 $37.08 § 36.57
Cash dividends declared per share . $ 0310 $0.295 $0.295 $0.295|$0.295 %0275 $0.275 $0.275
Dividend yield at quarter-end 0 ... 4.05% 345% 332% 321%) 3.05% 290% 297% 301%
Book value per share at

quarter-end ................. $1494 31494 § 1497 $15.1618 1501 $1492 $1392 § 13.8!

) Ratios are presented on an annualized basts.

A discussion regarding the regulatory restrictions applicable to the Bank’s ability to pay dividends to the
Company is included in the “Supervision and Regulation - Dividends” section under Item | of this Form 10-K. A
discussion of the Company’s 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”
in [tem 7 of this Form 10-K.

Equity Compensation Plans
The following table sets forth information, as of December 31, 2007, 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 future
to be issued upon Weighted-average issuance under equity
exercise of exercise price of compensation plans
outstanding options, outstanding options, (excluding securities
Equity Compensation Plan warrants, and rights  warrants, and rights reflected in column (a})
Category (a) (b) ) (c)
Approved by security holders ) . ... ... ... 2,687,724 $31.83 894,955
Not approved by security holders & ... .. .. 4,789 17.60 -
Total ... i 2,692,513 $31.81 894,955

M Includes all outstanding options and awards under the Omnibus Stock and Incentive Plan and the Non-Employee Directors’
Stock Option Plan (the *“Plans™). Additional information and details about the Plans are also disclosed in Notes 1 and 18 of
“Notes to Consolidated Financial Suatements” in Item 8 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 (the “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 tax-qualified plans, but for limitations under the Internal Revenue 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, with similar investment alternatives as
those available under the Company’s tax-qualified savings and profit sharing plan, incinding 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 4,789 shares set forth in the table above, all
amounts credited under the Plan are paid in cash.

Stock Performance Graph

The graph below illustrates, over a five-year period, the cumulative total return (defined as stock price
appreciation and dividends) to stockholders from the common stock against a broad-market total return equity
index and a published industry total return equity index. The broad-market total return equity index used in this
comparison is the Standard & Poor’s 500 Stock Index (the “S&P 500™), and the published industry total return
equity index used in this comparison is the Standard & Poor’s SmallCap 600 Banks Index (“S&P SmallCap 600
Banks").
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Comparison of Five-Year Cumulative Total Return Among
First Midwest, the S&P 500, and the S&P SmallCap 600 Banks (¥

2002 2003 2004 2005 2006 2007
First Midwest . ................ 100.00 124.74 143.21 142.38 161.89 132.62
S&P500 ......... Ll 100.00 128.68 142,69 149.70 173.34 182.87
S&P SmallCap 600 Banks . . . . ... 100.00 144.63 179.02 167.96 182.97 123.79

M Assumes $100 invested on December 31, 2002 in First Midwest’s Common Stock, the S&P 500, and
the S&P SmallCap 600 Banks with the reinvestment of all related dividends.

To the extent this Form 10-X is incorporated by reference into any other filing by the Company under the
Securities Act of 1933 or the Securities Exchange Act of 1934, the foregoing “Stock Performance Graph” will
not be deemed incorporated, unless specifically provided otherwise in such filing and shall not otherwise be
deemed filed under such Acts.

Issuer Purchases of Equity Securifies

The following table summarizes purchases made by the Company or on its behalf, or by any “affiliated
purchaser” {as defined in Rule 10b-18(a)(3) under the Securities Exchange Act of 1934), of its common stock
during the quarter ended December 31, 2007 pursuant to repurchase programs approved by the Company’s Board
of Directors on May 18, 2005 and November 27, 2007. Under the current repurchase program, up to 2.5 million
shares of the Company’s common stock may be repurchased, and the total remaining authorization under the
program was 2,499,503 shares as of December 31, 2007. The repurchase program has no set expiration or
termination date and the Company generally does not repurchase shares of its common stock as part of the
repurchase program during self-imposed “black-out™ periods.

Issuer Purchases of Equity Securities

Total Number Maximum
of Shares Number of
Purchased as  Shares that
Part of May Yet Be

Total Average Publicly Purchased
Number of Price Announced Under the
Shares Paid per Plan or Plan or
Purchased " Share Programs Programs
October 1 -October 31,2007 . .. ..ot e 99050 $32.82 98,547 486,345
November 1 - November 30,2007 . ...................... 200,547 31.26 197,917 2,500,000
December 1 - December 31,2007 .......... ... ... ... 497 31.21 497 2,499,503
Total ... e 300,094  $31.77 296,961

Ay Includes 1,961 shares purchased in private transactions and 3,133 shares acquired pursvant to the Company’s share-based
compensation plans. Under the terms of these plans, the Company accepts shares of common stock from option holders if they elect
to surrender previously-owned shares upon exercise to cover the exercise price of the stock options or, in the case of restricted
shares of common stock, the withholding of shares to satisfy tax withholding obligations associated with the vesting of restricted
shares.

For further details regarding the Company’s stock repurchase programs, refer to the section titled “Management

of Capital” in Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of
Operations,” of this Form 10-K.
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ITEM 6. SELECTED FINANCIAL DATA

Consolidated financial information reflecting a summary of the operating results and financial condition of the
Company for each of the five years in the period ended December 31, 2007 is presented in the following table,
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 the
Company’s financial condition and operating results is presented in Item 7, “Management’s Discussion and
Analysis of Financial Condition and Resuits of Operations,” of this Form 10-K.

Years ended December 31,
2007 2006 2005 2004 2003

Operating Results (Amounts in

thousands)
Interestincome ....................... $ 476961 $ 476409 % 366,700 $ 315342 % 291,067
Interestexpense . ......... ... ... ...... 236,832 224,550 130,850 86,478 81,313
Net interest income ... ................. 240,129 251,859 235,850 228,864 209,754
Provision fortoanlosses ................ 7,233 10,229 8,930 12,923 10,805
Noninterest income ............cccuvu... 111,054 99,014 77,927 73,812 77,207
(Losses) gains on security sates, net ... . ... (746) 4,269 (3,315) 13,622 2,988
Security impairment losses .............. (50,055) - - (5.400) -
L.osses on early extinguishment of debt . . .. - - - (2,653) (6,025)
Noninterestexpense ................... 159,137 192,615 165,703 163,338 149,452
Incometaxexpense .................... 13,853 35,052 34,452 32,848 30,889
Netincome .......................... $ 80,1598 117246 % 1013778 99436 % 92,778
Weighted-average shares outstanding ... ... 49,295 49 102 45,567 46,469 46,671
Weighted-average diluted shares

outstanding .. ....... ... .. ... .. ... 49,622 49,469 45,893 46,860 46,982
Per Share Data
Basic earnings pershare ................ 3 1.63 % 239 % 222 % 213 % 1.99
Diluted earnings pershare . ... ... ... .. 1.62 2.37 2.21 2.12 1.97
Cash dividends declared ................ 1.195 1.120 1.015 0.900 0.790
Book valueatyearend ................. 14.94 15.01 11.99 11.55 11.22
Market priceat yearend ................ 30.60 38.68 35.06 36.29 32.43
Performance Ratios
Return on averageequity .. .. ... ......... 10.69% 16.87% 18.83% 18.68% 18.28%
Return on average assets ................ 0.99% 1.42% 1.44% 1.45% 1.50%
Net interest margin - tax-equivalent . ... ... 3.58% 3.67% 387% 3N% 3.99%
Dividend payoutratio .................. 73.77% 47.26% 45.93% 42.45% 40.10%
Balance Sheet Highlights

(Dollar amounts in thousands) As of December 31,

2007 2006 2005 2004 2003

Totalassets ....... ..o, $ 8,091,518 $ 8,441,526 $ 7,210,151 $ 6,863,381 $ 6,906,658
Loans .......oiieuiii i 4963,672 5008944  4306,191 4,135278 4,059,782
Deposits .........cciiviiiiiininain., 5,778,861 6,167,216 5,147,832 4905378 4,815,108
Subordinateddebt ..................... 230,082 228,674 130,092 129,294 128,716
Long-term portion of Federal Home Loan

Bank advances . ..................... 136,064 14,660 13,519 36,743 474,111
Stockholders’ equity .. ................. 723,975 751,014 544,068 532,038 522,540
Financial Ratios
Reserve for loan losses as a percent of

loans ... .. .. ... 1.25% 1.25% 1.31% 1.37% 1.39%
Tier 1 capital to risk-weighted assets ... ... 9.15% 9.56% 10.72% 10.45% 10.29%
Total capital to risk-weighted assets ... ., .. 11.73% 12.16% 11.76% 11.52% 11.41%
Tier | leverage to average assets .. ........ 7.46% 7.29% 8.16% 8.16% 8.49%
Tangible equity to tangible assets ......... 5.58% 5.62% 6.30% 6.43% 6.22%
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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 our Consolidated
Statements of Income for the years 2005 through 2007 and Consolidaied Statements of Condition as of
December 31, 2006 and 2007. When we use the terms “First Midwest,” the “Company,” “we,” “us,” and “our,”
we mean First Midwest Bancorp, Inc., a Delaware Corporation, and its consolidated subsidiaries. When we use
the term the “Bank,” we are referring to our wholly owned banking facility, First Midwest Bank. The discussion
is designed to provide stockholders with a camprehensive review of the operating results and financial condition
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 2007 is included herein in the section titled “Fourth
Quarter 2007 vs. 2006.” The review provides an analysis of the quarterly earnings performance for the fourth
quarter of 2007 compared to the same period in 2006.

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.

ACQUISITION ACTIVITY

On March 31, 2006, we completed the acquisition of Bank Calumet, Inc. (“Bank Calumet™), a single bank
holding company in a cash transaction valued at $307.0 million. Bank Calumet provided retail and commercial
banking services to customers through 30 full service locations predominantly in Lake County, Indiana, and the
contiguous Illinois counties of Cook and Will. As a part of the acquisition, we acquired $676.4 million in loans,
$940.0 million in deposits, and $924.9 million in trust assets under management. The results of operations of
Bank Calumet are included in our Consolidated Statements of Income effective with second quarter 2006. As
part of the acquisition and integration process, in second quarter 2006 we incurred $3.0 million in pre-tax costs.

PERFORMANCE OVERVIEW
General Overview

Our banking network provides a full range of business and retail banking and trust and investment advisory
services through 99 banking offices, primarily in suburban metropelitan Chicago. The primary sources of our
revenue are net interest income and fees from financial services provided to customers. Business volumes tend to
be influenced by overall economic factors including market interest rates, business spending, consumer
confidence, and competitive conditions within the marketplace.

2007 Compared with 2006

Net income for 2007 was $80.2 million, which includes a $32.5 million after-tax non-cash charge to eamings
associated with an impairment of the Company’s asset-backed collateralized debt securities portfolio. This
compares to net income of $117.2 million for 2006. Our earnings per diluted share was $1.62 for 2007 compared
to $2.37 per diluted share for 2006. The impairment charge reduced 2007 diluted earnings per share by $0.65.
Return on average equity was 10.7% for 2007 and 16.9% for 2006. Return on average assets was 1.0% for 2007
and 1.4% for 2006. For additional discussion regarding the impairment charge, refer to the section titled
“Investment Portfolio Management.”
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Our securities portfolio declined $301.5 million in 2007. During the first quarter of 2007, we took advantage of
the inverted yield curve to sell certain long-term securities at a gain and used the proceeds to reduce our short-
term borrowings. When the capital markets began to charge premiums for access to funding in the third quarter,
we again responded by selling securities and used the proceeds to reduce our short-term borrowings.

Our total loans outstanding declined $45.3 million from December 31, 2006 to December 31, 2007. The decline
reflects the combined impact of the payoff of loan participations purchased as part of the Bank Calumet
acquisition, rapid prepayment of multifamily loan portfolios during the first haif of 2007, and the continued
paydown of our indirect auto loan portfolio.

Total average deposits were $5.9 billion for both 2007 and 2006. Declines in average time deposits were
substantially offset by increases in average transaction deposits. Average transaction deposits increased $72.0
million from 2006, primarily due to growth in savings deposils.

Charge-offs as a percentage of average loans were 0.16% in 2007 compared to 0.21% in 2006. As of
December 31, 2007, the reserve for loan losses stood at 1.25% of total loans, unchanged from December 31,
2006 and was 330% of nonperforming loans.

Net interest income for 2007 declined $11.7 million from 2006, and net interest margin declined 0.09% from
2006 to 3.58%. This reflected narrowing credit spreads resulting from increased competition, a flat to inverted
yield curve for much of 2007, and a short-term mismatch between the repricing of interest-earning assets and our
funding sources, as the Federal Reserve lowered its targeted discount rate by 1.0% during the last four months
of 2007.

Noninterest income, excluding security gains and losses, increased 12.2% in 2007 compared to 2006. Fee-based
revenues, which comprise the majority of noninterest income, increased 12.0%. While increases occurred in most
fee categories, the growth for 2007 was primarily due to increases in service charges on deposit accounts, card-
based fees, and trust and investment advisory fees.

Noninterest expense was well controlled as reflected by year-over-year growth of 3.4%. Noninterest expense for
2007 included a severance charge of $62 1,000 related to certain staff reductions initiated in the fourth quarter and
a $299,000 charge related to our share of claims from litigation brought by others against VISA, Inc.

In the third quarter of 2007, the State of Illinois passed tax legislation that, in the short term, provided certain tax
benefits that we recognized in the second half of 2007. The benefits, described in the section titled “Income
Taxes,” increased net income by $2.9 million in 2007.

2006 Compared with 2005

Net income for 2006 was $117.2 million, an increase of $15.9 million, or 15.7% compared to $101.4 million in
2005. Qur earnings per diluted share was $2.37 for 2006 compared to $2.21 for 20035, an increase of $0.16 per
diluted share, or 7.2%. Return on average equity was 16.9% for 2006 and 18.8% for 2005. Return on average
assets was 1.4% for both 2006 and 2005.

Our securities portfolio increased $190.9 million from 2005 due primarily to an increase in state and municipal
securities,

Total loans as of December 31, 2006 increased 16.3% to $5.0 billion from $4.3 billion as of December 31, 2005,
primarily due to $676.4 million in loans acquired as a part of the Bank Calumet acquisition

Total average funding sources for 2006 increased $1.0 billion from 2005, primarily due to $940.0 million of

deposits and $99.6 million of borrowed funds obtained as a result of the Bank Calumet acquisition and $99.9
million of long-term, subordinated debt issued to partially fund the Bank Calumet acquisition.
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Overall credit quality remained solid during 2006. Total loans charged-off, net of recoveries, were 0.21% of
average loans in 2006 compared to 0.22% of average loans in 2005. As of December 31, 2006, the reserve for
loan losses stood at 1.25% of total loans compared to 1.31% as of December 31, 2005 and was 385% of
nonperforming loans.

Net interest income increased $23.5 million for 2006 compared to 2005, This increase was driven by a $977.8
million increase in average interest-earning assets compared to 2005, which was primarily due to the Bank
Calumet acquisition. Net interest margin for 2006 was 3.67%, down .20% from 2005.

Noninterest income, excluding security gains and losses, increased 27.1% in 2006 compared to 2005,
Approximately two-thirds of this increase was attributable to services provided to customers of the former Bank
Calumet.

Noninterest expense increased 16.2% in 2006 compared to 20035, largely as a result of increased costs associated
with the operation of 30 additional branches resulting from the Bank Calumet acquisition.

Business Outlook

The outlook for the capital markets in the United States and the developed and developing world is fraught with
uncertainty. Capital markets are on a rolling sequence of credit and liquidity problems on virtually a weekly
basis. Housing markets, the early site of sub-prime problems, have not yet bottomed either in volume of
transactions or unit values. Leveraged buyout commercial loans represent an additional source of structured debt
apprehension. Municipal credit through *“‘wrap-around” insurance coverage, which has become customary are
also drawn into the malaise through the insorance company’s foray into the insurance of collateralized debt
obligations.

Against all of this is a Federal Reserve that has lowered interbank rates by 225 basis points and created some
liquidity incentives that are receiving a somewhat iepid response. Further Federal Reserve rate cuts are broadly
anticipated amounting to perhaps an additional 100 or more basis points. Employment and consumer spending
statistics are moving in a range that would suggest at least a mild recession is or may imminently be underway.
Finally, the national political debate appears to be focused on two widely different economic viewpoints.

The Chicagoland economy reflects many aspects of the national marketplace. Employment is weakening.
Housing activity is down approximately twenty-one percent from prior year levels. Housing prices, however, on
completed transactions in 2007 were slightly higher compared to prior year levels. Competitively, the banking
market in Chicago remains very fluid. More than one hundred commercial relation-bankers from recent
acquisitions have moved to new employers putting billions of dollars in client relationships in play. This
represents an unprecedented market acquisition opportunity.

The outlook for 2008 from our perspective is encouraging. The sales organization is focused on its relationship
management sales mission. Qur staff has been redirected to our most prolific market opportunities. We have
made a major internal communications commitment to enhance both customer service and operational control.
Our credit process has demonstrated the capacity to underwrite and collect credit over an extended period of
fime.

We expect solid performance for 2008. Loan outstandings in our commercial areas are forecasted to expand at a
near double digit pace. Deposits should grow at a greater pace than in 2007. Noninterest revenues remain on
track for significant expansion led by service charges and trust and investment advisory fees. Expenses should be
controlled both from a credit and an operating standpoint.
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EARNINGS PERFORMANCE
Net Interest Income

Net interest income equals the difference between interest income plus fees earned on interest-earning assets and
interest expense incurred on interest-bearing liabilities. The level of interest rates and the volume and mix of
interest-earning assets and interest-bearing tabilities impact net interest income, Net interest margin represents
net interest income as a percentage of total average interest-earning assets. The accounting policies underlying
the recognition of interest income on loans, securities, and other interest-earning assets are presented in Note 1 of
*Notes to Consolidated Financial Statements” in {tem 8 of this Form 10-K,

Our accounting and reperting policies conform to U.S. generally accepted accounting principles (“GAAP”) and
general practice within the banking industry. For purposes of this discussion, both net interest income and net
interest 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 interest-earning assets. Although we believe that these
non-GAAP financial measures enhance investors’ understanding of our business and performance, these
non-GAAP financial measures should not be considered an alternative to GAAP. The effect of such adjustment is
presented in the following table:

Table 1
Effect of Tax-Equivalent Adjustment
{Dollar amounts in thousands)

Years ended December 31, % Change
2007 2000 2005 2007-2006  2006-2005
Net interest income (GAAP) ............... $ 240,129 $ 251,859 $§ 235850 4.7 6.8
Tax-equivalent adjusiment ................. 20,506 23,551 16,080 (11.2) 46.5
Tax-equivalent net interest income ,....... $ 261,035 § 275410 $ 251,930 5.2) 93

Table 2 summarizes our 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 2007 and
2006, including the tax-equivalent yields on interest-earning assets and rates paid on interest-bearing liabilities,
Table 3 analyzes the changes in interest income, interest expense, and net interest income that resuit from
changes in the volumes of interest-earning assets and funding sources, as well as fluctuations in interest rates.
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Table 2
Net Interest Income and Margin Analysis
(Dollar amounts in thousands}

o

2007 2006 2005
Yield/ Yield/ Yield/
Average Rate | Average Rate | Average Rate
Balance  Interest (%) Balance Interest (%) Balance  Interest (%)
Assels:
Interest-bearing deposits with banks . ...... 3 7,550 $ 383 507 |3 5804 § 252 434 |3 1,385 § 40 2.89
Federal funds sold and securities purchased
under agreements toresell ............. 3011 173 5.75 1,067 71 6.65 1.284 56 4.36
Moaortgages held forsale ................. 2,940 171 5.82 4,021 238 5.92 5,248 275 524
Securities:
Trading -taxable .._................, 17.006 360 2.12 - - - - - -
Available-for-sale - taxable ............ 1,323,163 68,822 5.20 1,515,276 75,963 5.01 1,587,973 68,643 4.32
Available-for-sale - nontaxable ™ ... ..., 906,903 54,755 6.04 998,727 63,112 6.32 643,422 42,620 6.62
Held-to-maturity - taxable ............. 9,450 422 4.47 9,848 426 436 10,644 427 4.01
Held-to-maturity - nontaxable ., .. ..., 88.099 6,159 6.99 91,046 6231 6.84 52,611 3,392 645
Total securities . .......covvvvnnnn.. 2,344,623 130,518 5.57 2614897 145735 5.57 2,294,650 115,082 5.02
Loans (I)(2): . vr oo e
Commercial and industrial ............. 1,379,007 104,968 7.61 1,353,337 99,495 7.35 1,184,404 73,744 6.23
Agricultural ... . o 166,647 11,721 7.03 143,865 3970 6.93 117,544 6,988 5.95
Real estate - commercial .............. 1971940 141,808 7.19 1.918.691 135466 7.06 1,586,757 100,941 6.36
Real estate - construction . ............. 620230 50,195 8.09 524,040 44,311 846 414,166 30376 7.33
CONSMIMET ..o\ vr e e eeieeae e 596,885 44978 7.54 702,269 50,820 7.24 792,517 48,185 6.08
Real estate - |-4 family ............... 208,770 12,952 6.20 227,158 13,602 5.99 119,362 7093 594
Totalloans .............cociovv.un. 4943479 366622 7.42 4,869,360 353,664 7.26 4,214,750 267,327 6.34
Total interest-earning assets (X2 ., .., 7.301,603  497.867 6.82 7,495,149 499960 6.67 6,517.317 382,780 5.87
Cash and due frombanks ................ 152,057 165,324 148,731
Reserve forloanlosses .. ... ... .. ... (62,227) {61,184) (56,842)
Otherassels .....cooviiiiiinrrnnirnes 699,900 656,475 433,464
Total assels ... ......viiiiinnannns $ 8,091.333 $ 8,235,764 $ 7.042,670
Liabilities and Stockholders’ Equity:
Savingsdeposits ..... ... ..o § 754009 11,844 157 [$ 653321 5116 0.78 |$ 615324 4,025 0.65
NOWaccounts .........ovvvnninonnnna 900,956 14,536 1.61 924.539 13,102 1.42 893,706 10,706 1.20
Money market deposits ................. 859,864 28,469 3.31 867.775 27418 3.16 672411 13,690 2.04
Total interest-bearing transactional
deposits ..t 2,514,829 54,849 2.18 2,445,635 45636 1.87 2,181,441 28,421 1.30
Timedeposits ..........covviiveian.nnn 2319902 111,418 4.80 2,429,902 102,482 4.22 1,965,710 58254 2.96
Total interest-bearing deposits .. ...... 4,834,731 166,267 3.44 4,875.537 148,118 3.4 4,147,151 86,675 2.09
Bomowedfunds ....................... 1,131,700 55,540 491 1.339.826 62974 4.70 1,235,205 315834 290
Subordinateddebt . ......... ... s 227,756 15.025 6.60 206,449 13,458 6.52 130,377 8,341 6.40
Total interest-bearing liabilives ....... 6,194,187 236,832 3.82 6,421,812 224,550 3.50 5,512,733 130,850 2.37
Demand deposits .......... ... ... 1.055,251 1,052,413 931,711
Other liabilities ........................ 91,784 86,519 59,711
Stockholders’ equity . ............ .. .l 750,111 695,020 538515
Total liabilities and stockholders’
EQUILY ..ot oeiiiae i $ 8,091,333 $ 8.255,764 $ 7,042,670
Net interest income/margin (0 . .. _........ § 261,035 358 ¥ 275410 3.67 $ 251,930 3.87
Quarterly Net Interest Margin Trend
2007 2006
Fourth Third Second First Fourth Third Second First
Yield on interest-earning assets . .. ........... 6.67% 691% 6.86% 6.83% 6.81% 6.79% 6.62% 6.43%
Rates paid on interest-bearing liabilities ... .. .. 37N% 3.86% 3.84% 3.88% 3.79% 3.60% 3.38% 3.16%
Net interest margin< .................... 353% 3.63% 3.61% 3.53% 1.57% 3.69% 3.70% 3.76%

() Interest income and yields are presented on a tax-equivalent basis. assuming a federal income tax rate of 35%.

@ Loans on a nonaccrual basis for the recognition of interest income totaled $18.4 million as of December 31, 2007. $16.2 million as of
December 31, 2006, and $12.0 million as of December 31, 2005 and are included in loans for purposes of this analysis.
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Table 3

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

Interest-bearing deposits with banks . . ..
Federal funds sold and securities
purchased under agreements 10
resell ...... ... .. .. il
| Mortgages held forsale ..............
i Securities:
Trading - taxable .................
Available-for-sale - taxable . .. ... ...
Available-for-sale - nontaxable @ . . ..
Held-to-maturity - taxable . .. .......
Held-to-maturity - nontaxable @ .. . ..

Total securities
Loans @)
Commercial and industrial
Agricultural .....................
Real estate - commercial ...........
Real estate - construction
Consumer

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

Savings deposits
NOW accounts
Money market deposits ..............

Total interest-bearing transactional
deposits
Time deposits

Total interest-bearing deposits . ...
Borrowed funds .. .............. ...

Total interest expense

Net interest income @ ... ........

(Dollar amounts in thousands)

2007 compared to 2006 2006 compared to 2005
Yolume Rate Total Yolume Rate Total
$ 84 § 47 % 131 5 183 $ 29 § 212
111 () 102 (7) 22 15
(63) @) 67) (85) 48 37)
360 - 360 - - -
(10,144) 3,003 (7,141) (2,940) 10,260 7,320
(5,628) (2,729 (8,357 22,355 (1,863) 20,492
(20) 13 (7) a3 15 2
(214) 142 (72) 2,618 221 2,839
(15,646) 429 (15,217) 22,020 8,633 30,653
1,910 3,563 5473 11,357 14,394 25,751
1,600 151 1,751 1,714 1,268 2,982
3,801 2,541 6,342 22,637 11,888 34,525
7,679 (1,795) 5,884 8,840 5095 13,935
(8,061) 2,219 (5,842) (3,930) 6,565 2,635
(1,173) 523 (650) 6,455 54 6,509
5,796 7,202 12,958 47,073 39,264 86,337
(9,758) 7,665 (2,093) 69,184 47996 117,180
893 5,835 6,728 261 830 1,091
(324) 1,758 1,434 380 2,016 2,396
(247) 1,298 1,051 4735 8,993 13,728
322 8,891 9,213 5,376 11,839 17,215
(4,327) 13,263 8,936 15,841 28,387 44,228
(4,005) 22,154 18,149 21,217 40,226 61,443
(10,386) 2,952 (7,434} 3,261 23879 27,140
1,404 163 1,567 4,956 161 5117
(12,987) 25,269 12,282 29,434 64,266 93,700

$ 3229 % (17,604) § (14,375)

$ 39,750 $ (16,270) $ 23,480

27

M For purposes of this table, changes which are not due solely 1o 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.
@ Interest income is presented on a tax-equivalent basis, assuming a federal income tax rate of 35%.

As shown in Tables 2 and 3, 2007 tax-equivalent net interest income declined $14.4 million compared to 2006.
This was the result of a decrease in interest income coupled with an increase in interest expense. In late 2006 and
early 2007, we took advantage of the inverted yield curve to sell long-term securities at a gain and used the
proceeds to pay down short-term borrowing. During that same period, we experienced payoffs of loan
participations purchased as part of the Bank Calumet acquisition and rapid prepayment of multifamily loan
portfolios. These events accounted for the decline in average interest-earning assets and the resulting $9.8 million
decline in interest income. This decline was offset by an increase in the average yield earned on interest-earning




assets that generated $7.7 million of additional interest income. Conversely, the decline in interest-bearing
liabilities reduced interest expense by $13.0 million but was more than offset by a $25.3 million increase
attributable to higher interest rates paid on interest-bearing liabilities. Net interest margin for 2007 was 3.58%,
down 0.09% from 3.67% for 2006. The year-over-year decline stemmed from the combined negative impact of
comparatively higher short-term interest rates on deposits, a change in deposit mix, and a much smaller rise in
long-term yields on new and repricing assets.

Net interest income for 2006 increased $23.5 million compared to 2005. This increase was driven by a $977.8
million increase in interest-earning assets compared to 2005, which was primarily due to the Bank Calumet
acquisition, Net interest margin for 2006 was 3.67%, down 0.20% from 3.87% for 2005. The year-over-year
decline stemmed from the combined negative impact of comparatively higher short-term interest rates on
deposits, a change in deposit mix, a much smaller rise in long-term yields on new and repricing asseis, and the
addition of $99.9 million in subordinated debt at an all-in cost of 5.95% used to partially fund the Bank Calumet
acquisition.

Noninterest Income
Table 4
Noninterest Income Analysis
(Dollar amounts in thousands)
Years ended December 31, % Change
2007 2006 2005 2007-2006 2006-2005
Service charges on depositaccounts .............. $ 45015 $ 40,036 $ 30,199 12.4 32.6
Trust and investment advisory fees . .............. 15,701 14,269 12,593 10.0 13.3
Other service charges, commissions, and fees . ... ... 22,183 20,135 17,572 10,2 14.6
Card-based fees™ . ... ... ... . i . 15,925 13,777 10,207 15.6 35.0
Subtotal fee-based revenues . ... ............. 98,824 88.217 70,571 12.0 25.0
Corporate owned life insurance (“COLI™)@ . ... . ... 8,033 7.616 5,163 55 47.5
Otherincome G . . . e 4,197 3,181 2,193 31.9 451
Subtotal operating revenues .. ............... 111,054 99,014 77,927 12.2 27.1
(Losses) gains on security sales, net .............. (746) 4,269 (3,315 (117.5) (228.8)
Security impairment losses ........... .. ... 0. {50,055) - - - -
Total noninterest INCOME ... .. vvrvvnennn.. $ 60253 $ 103283 $ 74,612 (41.7) 8.4

M Card-based fees consist of debit and credit card interchange fees charged for processing signature-based transactions as well as
various fees charged on both customer and non-customer automated teller machine (“ATM™) and point-of-sale transactions
processed through the ATM and point-of-sale networks.

@ COLI income represents the increase in cash surrender value (“CSV™) of the policies, net of any premiums paid. The increase in
CSYV is attributable to earnings credited to the policies, based on investments made by the insurer. The tax-equivalent yield on the
COLI was 6.9% at December 31, 2007, 6.7% at December 31, 2006, and 6.2% at December 31. 2005, For a further discussion of
our investment in COLI, see Note 1 of “Notes to Consolidated Financial Statements” in [tem 8 of this Form 10-K.

3 Qther income consists of various items including safe deposit box rentals, gains on the sales of various assets, and gains or losses
resulting from the change in market value of trading securities related to deferred compensation plans.

Neninterest income totaled $60.3 million in 2007 compared to $103.3 million in 2006 and $74.6 million in 2005.
The 41.7% decrease in 2007 was primarily due to a $50.1 million charge recorded in fourth quarter 2007 for an
other-than-temporary-impairment of the carrying value of certain asset-backed collateralized debt obligations.
For additional discussion regarding the impairment charge, refer to the section titled “Investment Portfolio
Management.” Fee-based revenues, which comprise the majority of operating revenues, increased 12.0% from
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2006. The Company generated double-digit growth in each major category. The results of operations of the
Northwest Indiana market are included in our operating results effective with the second quarter of 2006. Those
Northwest Indiana customers formerly served by Bank Calumet (“the Northwest Indiana market”) contributed
noninterest income of $14.7 million in 2007, a $4.5 million increase from 2006.

Service charges on deposit accounts increased $5.0 million in 2007 compared to 2006 primarily as a result of a
$4.5 million increase in fees received on items drawn on customer accounts with insufficient funds (“NSF fees™).
Trust and investment advisory fees increased 10.0% due primarily to a $325.2 million, or 9.6%, increase in
average assets under management. Other service charges, commissions, and fees increased 10.2% in 2007
compared to 2006 due to a $1.3 million increase in merchant fees and a $1.2 million increase in commissions
received from the sale of third party annuity and investment products. Card-based fees for 2007 increased 15.6%
from 2006, with most of the increase in debit card income related to both higher usage and higher rates. The
increase in other income for 2007 compared to 2006 resulted primarily from $620,000 in favorable legal
settlements and a $558,000 increase in income realized as a result of a rise in market value of trading securities
related to deferred compensation plans.

Noninterest income included $4.3 million in security gains for 2006 and $3.3 million in security losses for 2005,
The remaining components of other noninterest income totaled $99.0 million for 2006, an increase of 27.1%
compared to 2005, and reflected higher fee-based revenues and revenue from corporate owned life insurance. For
2006, fee-based revenues totaled $88.2 million, up $17.6 million, or 25.0% compared to 2005, with
approximately $10.1 million of this increase attributed to the Northwest Indiana market and the remainder
credited to comparatively higher service charges on deposit accounts and card-based revenues.

Service charges on deposit accounts increased $9.8 million in 2006 compared to 2005 as a result of a $10,4
million increase in NSF fees, partially offset by a $539,000 decline in service charges on business accounts. Of
the increase in NSF fees, $6.6 million was attributed to revenues derived from the Northwest Indiana market,
Card-based fees totaled $13.8 million in 2006, increasing from $10.2 million for 2005, with most of the increase
related to higher usage and fees and the remaining $577,000 attributable to the Northwest Indiana market. Trust
and investment advisory fees increased 13.3% to $14.3 million, resulting from a $1.1 billion increase in trust
assets under management, $924.9 million of which was acquired as part of the Bank Calumet acquisition. Income
derived from corporate owned life insurance increased $2.5 million, or 47.5%, largely due to a $40.2 million
increase in corporate owned life insurance investments during first quarter 2006, $21.4 million of which was
acquired as a result of the Bank Calumet acquisition. Other income increased $988,000 in 2006 compared to
2005 due to a $469,000 increase in income realized as a result of a rise in the market value of certain trading
securities related to deferred compensation plans and a $312,000 gain on the sale of land.
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Noninterest Expense

Table 5
Noninterest Expense Analysis
{Dollar amounts in thousands)

Years ended December 31, % Change
2007 2006 2005 2007-2006  2006-2005

Compensation expense:

Salariesand wages .. ... . ... .. ... $ 85707 § 80,087 $§ 70,849 7.0 13.0

Retirement and other employee benefits ... .... .. 25,891 26,114 24,330 0.9) _’;’__3:

Total compensation expense . .................. 111,598 106,201 95,179 5.1 11.6
Net occupancy €Xpense . ...........oveevinneans 22,054 20,153 16,618 9.4 213
Equipment expense . ............c ... ... 10,540 10,227 8,555 3.1 19.5
Technology and related costs .................... 7,084 6,584 5,677 7.6 16.0
Professional services ..........coueevieann.on.. 9.034 9,009 8,945 0.3 0.7
Advertising and promotions ..................... 6,293 7,845 5363 (19.8) 46.3
Merchant cardexpense .. ....................... 6,830 5,800 4,809 17.8 20.6
Other eXpenses . . ... .ottt ie e iians 25,704 26,796 20,557 4.1) g)_3

Total noninterest €XPense ... ......c..ouveenn.n.. $ 199,137 $ 192,615 $ 165,703 34 1_6_2_
Average full-time equivalent (“FTE”) employees. ... 1,881 1,856 1,625

Efficiencyratio ... ... ... .o i 52.5% 50.5% 49.4%

Noninterest expense increased $6.5 million, or 3.4%, for 2007 compared to 2006 due, in part, to the full year
operation of 30 branches and retated staffing costs in the Northwest Indiana market. In second quarter 2006, we
began recognizing the results of operations of the former Bank Calumet, including $3.0 mitlion of integration and
other costs incurred as part of the acquisition and integration of Bank Calumet. These costs are included in the
advertising and promotions and other expense categories.

Salaries and wages increased $5.6 million, or 7.0%, in 2007 compared to 2006 primarily as a result of annual
general merit increases, the addition of staffing costs referred to above in the Northwest Indiana market, and a
$686,000 increase in share-based compensation expense. In addition, we recorded a $621,000 charge for
severance-related costs stemming from a workforce reduction implemented in December 2007. Retirement and
other employee benefits declined 0.9% in 2007 compared to 2006 due to $1.8 million lower pension expense
resulting from plan amendments that reduced the growth of future benefits and ceased new enrollments. This was
partially offset by a $1.2 million increase in employee insurance costs. Merchant card expense increased 17.8%
in 2007 as a direct result of the increase in merchant card revenue included in card-based fees. Advertising and
promotions decreased 19.8% and other expenses decreased 4.1% in 2007 compared to 2006 largely due to higher
costs recorded in 2006 in connection with the acquisition and integration of Bank Calumet.

Noninterest expense for 2006 increased $26.9 million, or 16.2%, compared to 2005, largely as a result of
operating 30 additional branches and adding 380 FTEs resulting from the Bank Calumet acquisition.

The efficiency ratio expresses noninterest expense as a percentage of tax-equivalent net interest income plus total

fees and other income. Qur efficiency ratio was 52.5% for 2007 compared to 50.5% for 2006 and 49.4%
for 2005.
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Income Taxes '

Our 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 2005 through 2007 are detailed in Table 6.

Table 6
Income Tax Expense Analysis
{Dollar amounts in thousands)

Years ended December 31,

2007 2006 2005
Income before income taxexpense ........... ... .. ... ..., $ 94012 $ 152298 $ 135829
Income tax eXpense ... ... ...t $ 13853 3% 35052 % 34,452
Effective income taxrate ......... ... ... i 14.7% 23.0% 254%
Federal effective income taxrate . ........ ... ... ... .ccoouon.. 16.2% 229% 25.7%
State effective income tax rate, net of federal tax effect .......... (1.5%) 0.1% (0.3%)

The federal effective income tax rate and changes in that rate are greatly influenced by the amount of tax-exempt
income derived from investment securities and COLI. The state effective income tax rate and changes in that rate
are dependent upon [llinois, Indiana, and lowa income tax rules relating to consolidated/combined reporting,
sourcing of income and expense, and the amount of tax-exempt income derived from loans, investment
securities, and COLIL The decrease in effective income tax rate from 2006 to 2007 was primarily attributable to
an increase in tax-exempt income as a percent of total pre-tax income and adjustments to state income taxes
further explained below. The decrease in effective income tax rate from 2005 to 2006 was again attributable to an
increase in tax-exempt income as a percent of total pre-tax income. For further details regarding our effective
income tax rate, refer to Note 16 in “Notes to Consolidated Financial Statements™ in Item 8 of this Form 10-K.

In August 2007, the Siate of Hllinois enacted legislation affecting the taxation of banks operating in the state. The
new law changes the rules related to the sourcing and apportionment of items of income and expense to Illinois.
The provisions were further modified by legislation enacted in January 2008. The legislative provisions have
various effective dates, the earliest beginning January 1, 2008. The legislation is not expected to have a material
impact on our 2008 state tax expense. The impact of these changes on our state tax expense in subsequent years
is currently unknown though the amount of income sourced and/or apportioned to Illinois is expected to increase.
We continue to evaluate the specific impact of the legislation on 2009 and later years.

As a result of the 2007 legislation, we reversed the valuation allowance previously recorded with respect to
Hlinois net operating loss carryforwards and increased the value of certain deferred state tax assets. These
adjustments resulted in a $2.9 million after-tax benefit to net income in 2007.

During fourth quarter 2007, the State of Illinois (the “State™) completed audits of our 2002 and 2003 tax returns.
As a result of these audits, the State has proposed certain adjustments related to the amount of income includable
in the Illinois tax base. We believe that the position taken by the State is without merit and have initiated the
administrative appeals process. We believe that it is reasonably possible that the audits could be favorably
resolved in the next 12 months, which would result in a decrease in unrecognized tax benefits in the range of $0
to $6.6 million,

If the position of the State is ultimately sustained, we believe that the amount of any final settlement would not
have a material effect on our financial position or liquidity but could have a material effect on our results of
operations in the quarter in which an adjustment is recorded. Such an unfavorable resolution would not be
expected to occur within the next 12 months.
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FINANCIAL CONDITION - INVESTMENT PORTFOLIO MANAGEMENT

We manage our investment portfolio to maximize the return on invested funds within acceptable risk guidelines,
to meet pledging and liquidity requirements, and to adjust balance sheet interest rate sensitivity to insulate net
interest income against the impact of changes in interest rates.

We adjust the size and composition of our securities portfolio according to a number of factors, including
expected loan growth, anticipated changes in collateralized public funds on account, the interest rate

environment, and the

related value of various segments of the securities markets. The following provides a

valuation summary of our investment portfolio.

Available-for-Sale
U.S. Treasury
securities ........
U.S. Agency
securities ........
Collateralized
mortgage
obligations ......
Other mortgage-
backed
securities ........
State and municipal
securities ........
Collateralized debt
obligations ......
(nher securities . .. ..

Total available-
for-sale .......

Held-to-Maturity
State and municipal
securities . .......

Total securities . ..

Table 7
Investment Portfolio Valuation Summary
{Dollar amounts in thousands)

As of December 31, 2007 As of December 31, 2006 As of December 31, 2005
Market Amortized % of Market Amortized % of Market Amortized % of
Value Cost Total Value Caost Total Value Cost Total
5 1028 § 1,027 -5 3015 % 3017 01§ 693 § 696 -

42,492 41895 1.9 66,959 66,796 2.6 41,349 41,546 1.8
534,800 534,688 23.9 745,327 . 756,890 298 853,359 866,223 36.8

420,320 417,532 18.6 403,772 407,198 16.0 330,296 334995 14.2
966,835 961,638 429 1012116 1007761 39.6 823,561 819,077 34.7

81.630 95,584 43 133,446 132,789 5.2 147,038 147591 6.3
87,708 90,062 4.0 78,039 79.267 3.1 90,334 89,667 3.8

2134813 2,142426 956 2442674 2453718 964 2286630 2299795 976

97,931 97,671 44 91,602 91,380 3.6 56,7191 36,772 24
$ 2,232.744 § 2,240.097 100.0 $ 2,534,276 $ 2,545,098 100.0 § 2,343,421 $ 2,356,567 100.0
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As of December 31, 2007 As of December 31, 2006
Effective  Average Yieid to Effective ~ Average Yieldto

Duration ¥ Life™®  Maturity Duration{V  Life®  Maturity
Available-for-Sale
U.S. Treasury securities .................. 1.35% 1.50 4.10% 1.35%: 1.50  5.12%
U.S. Agency securities ................... 0.73% 0.80 3543% 1.36% 1.83  544%
Collateralized morgage obligations ........ 2.44% 2.51 50%%  2.35% 276 492%
Other mortgage-backed securities .......... 3.73% 4,81 564% 3.42%, 455 541%
State and municipal securities ............. 5.04% 784 620% 4.94% 8.55 627%
Collateralized debt obligations . ............ 0.25% 679 1027% 0.25% 8.06 7.10%
Other securities ............ ... ... ..... 0.09% 10.00 1.79% 0.11% 10,00 361%
Total available-for-sale ..............., 3.76% 566 5.78% 347% 5.81  5.57%
Held-to-Maturity
State and municipal securities ............. 0.84% 1.3 7.18% 2.57% 529 7.01%
Total securities ....................... 3.64% 547  584%  3.44% 579 5.63%

M The effective duration of the securities portfolio represents the estimated percentage change in the market value of the securities
portfolio given a |00 basis point change up or down in the level of interest rates. This measure is used as a gauge of the
portfolio’s price volatility at a singie point in time and is not intended 1o be a precise predictor of future market values, as such
values will be influenced by a number of factors,

@ Average life is presented in years and represents the weighted-average time to receive all future cash flows, using the dollar
amount of principal paydowns as the weighting factor.

Securities that we have 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.
Trading securities are carried at fair value, with unrealized gains and losses recorded in other noninterest income.
All other securities are classified as securities available-for-sale and are carried at fair market value. Unrealized
gains and losses on the securities available-for-sale represent the difference between the aggregate cost and
market value of the portfolio and are reported, on an after-tax basis, as a separate component of stockholders’
equity in accumulated other comprehensive income. This balance sheet component will fluctuate as current
market interest rates and conditions change, thereby affecting the aggregate market value of the portfolio.

As of December 31, 2007, gross unrealized gains in the securities available-for-sale portfolio totaled $15.8
miltion, and gross unrealized losses totaled $23.4 million, resulting in a net unrealized depreciation of $7.6
million. The unrealized loss on securities in an unrealized loss position for greater than 12 months totaled $9.6
million, all of which represented securities issued or guaranteed by U.S. Government-sponsored agencies or
securities with investment grade credit ratings. We do not believe any individual unrealized loss as of
December 31, 2007 represented an other-than-temporary impairment. We continue to have both the intent and
ability to hold the securities with unrealized losses for a period of time necessary to recover the amortized cost,
or to maturity.

At December 31, 2007, the carrying value of the available-for-sale securities portfolic totaled $2.13 billion
compared with $2.44 billion at December 31, 2006 and $2.29 billion at December 31, 2005. The $307.9 million
decrease from December 31, 2006 to December 31, 2007 primarily resulted from using a portion of the proceeds
from sales and maturities of securities to reduce higher-costing funding sources rather than reinvesting them in
similar securities. During the last quarter of 2006 and the first half of 2007, we believed the market overvalued
tax-exempt securities in relationship to their treasury benchmark. In fourth quarter 2006, we sold $49.8 million of
tax-exempt securities with a tax-equivalent yield of 7.4% for a net realized gain of $3.3 million. In the first half
of 2007, we again sold tax-exempt securities at a gain of $4.4 million. The $147.7 million of securities sold
carried a tax-equivalent yield of 6.2%.
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During third quarter 2007, the turmoil in the capital markets resulted in premiums being charged in some sectors
for access to funding. Responding to this condition, we sold $187.9 million of agency-guaranteed securities with
an average yield of 3.9% for a loss of $5.2 million. We used the proceeds to reduce our overnight and other
short-dated borrowings, which were at rates of 5.25% and higher.

The effective duration of the available-for-sale portfolio increased to 3.76% as of December 31, 2007 from
3.47% as of December 31, 2006. The increase reflects reduced paydowns on mortgage-backed securities due to
an increase in longer-term interest rates and an increase in longer-term state and municipal securities over 2006
and most of 2007. This impact was partially mitigated in fourth quarter 2007 as rates began to rise.

Investments in state and local municipalities comprised 45.3% of the total available-for-sale securities portfolio.
This type of security has historically experienced very low default rates and provided a predictable cash flow
since it generally is not subject to significant prepayment. Ninety-one percent of our portfolio in this category
carries third-party bond insurance, and 65.9% carry their own investment grade rating. The majority are general
obligations of state and local political subdivisions. The net unrealized gain of $5.2 million consists of gross
unrealized gains of $7.7 million and gross unrealized losses of $2.5 million at December 31, 2007,

Other available-for-sale securities include Federal Reserve Bank (“FRB”) stock, Federal Home Loan Bank
(“FHLB") stock, corporate bonds, and other miscellaneous equity securitics. We are required to hold the FRB
and FHLB stock for regulatory purposes and for borrowing availability, and they are carried at cost. The
investment in FRB stock is based on the capital structure of the Bank, and the investment in FHLB stock is tied
to our FHLB borrowing level. These securities are “restricted” in that they can only be sold back to the respective
institutions or another member institution at par value. At December 31, 2007, investments in FRB and FHLB
stock totaled $57.8 million.

In October 2007, the Chicago FHL.B was placed under a cease and desist order by the Federal Housing Finance
Board due to concerns about its capital adequacy. Tt also announced at that time that it would forego its quarterly
dividend payable in fourth quarter 2007. The quanerly dividend we would typically receive from the FHLB
approximates $227,000. The FHLB has made no determination as to future dividends beyond fourth quarter
200r7. As a member of the FHLB, we currently hold $32 4 million of FHLB stock. It continues to serve as a cost-
effective source of funding for the Bank.

Our collateralized debt obligations (“CDQs") are comprised of trust-preferred CDOs with a book value of $85.5
million as of December 31, 2007 and asset-backed CDOs with a book value of $10.1 million as of December 31,
2007. Our investments in trust-preferred collateralized debt obligations are debt securities supported by the
strength of the underlying banks and insurance companies. Each of our securities carries an investment grade
rating, and all have met their scheduled interest payments. The unrealized loss on these securities as of
December 31, 2007 was $14.0 million. We do not believe this loss is an other-than-temperary impairment, and
we have the intent and ability to hold them until maturity.

Our investments in asset-backed collateralized debt obligations are debt securities supported by underlying
collateral, including sub-prime mortgages. In 2007, we recognized $50.8 million in securities losses, substantially
all due to the $50.1 million impairment of our asset-backed collateralized debt obligations in the fourth quarter.

As of December 31, 2007, brokers’ indications of the value of our portfolio of asset-backed collateralized debt
obligations approximated $10.1 million compared to our amortized cost of $60.2 million. This $50.1 million
unrealized loss represented a precipitous drop from unrealized losses of $31.5 million as of September 30, 2007,
and $4.7 million as of June 30, 2007. The latter two amounts were recorded through stockholders’ equity as a
component of other comprehensive income in our financial statements at these respective dates.
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This portfolio is comprised of six discrete securities, with five of the six holding an investment grade rating.
Total quarterly interest payments for these securities approximate $1 million. In January 2008, one of the six
securities deferred $27,000 of its scheduled quarterly interest payment. Except for this single deferral, each has
paid in accordance with its underlying bond indenture. Nonetheless, all six of these securities were deemed to be
other-than-temporarily impaired under GAAP based on estimates of future cash flows, Therefore, a non-cash
charge of $50.1 million, or $0.65 per share after tax, was recorded in the fourth quarter of 2007.

Future cash flows from these securities are dependent upon the intrinsic structure of the underlying bonds and, as
such, are not impacted by this non-cash impairment charge. Future valuation changes, if any, will be dependent
upon estimates of the timing and amount of future cash flows from the underlying collateral.

The $156.0 million, or 6.8%, increase in the available-for-sale securities portfolio from December 31, 2005 to
December 31, 2006 primarily resulted from $420.6 million in securities added as a result of the Bank Calumet
acquisition, including $106.0 million in real estate 1-4 family loans that were subsequently securitized. This was
substantially offset by foregoing reinvestment of proceeds received from mortgage-backed securities paydowns
during the second half of 2006.

Net losses realized from our securities portfolio totaled $3.3 million in 2005. During the first nine months of
2005, we responded to changing market conditions and our continued expectation for higher interest rates by
selling $23.0 million in state and municipal securities and $26.7 million in collateralized mortgage obligations,
resulting in the recognition of security gains of $2.6 million. With the expectation of increasing interest rates,
security proceeds were reinvested in shorter-term mortgage-backed securities. In fourth quarter 2005, we sold
approximately $212.0 million of under-performing mortgage-backed securities, representing 9.0% of our total
securities portfolio. As a result of this action, we realized approximately $6.2 million of pre-tax security losses in
fourth quarter 2005, and the proceeds were reinvested in longer-term state and municipal securities and used to
reduce shorter-term borrowings and to acquire higher interest-yielding assets.
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Table 8
Repricing Distribution and Portfolie Yields
(Dollar amounts in thousands)

As of December 31, 2007

One Year to Five Five Years to Ten
One Year or Less Years Years After 10 years

Amortized Yieldto Amortized VYieldto Amortized Yieldto Amortized Yieldto
Cost Maturity Cost Maturity Cost Maturity Cost Maturity

Available-for-Sale

U.S. Treasury securities V... $ 1,027 4.11% $ - - % - -5 - -
U.S. Agency securities (0 . . ., 24424 534% 17,471 5.55% - - - -
Collateralized mortgage

obligations @ ., ,........ 163,442 5.07% 305,085 4.95% 65,461 5.44% 700 5.68%
Other mortgage-backed

securities @ ... ........ 75,039 578% 186971 5.69% 84,559 5.59% 70,963 5.42%
State and municipai

securities @ ............ 11,588 6.77% 122,467 6.70% 365338 6.10% 462,245 6.13%
Collateralized debt '

obligations ............. 95,584 10.27% - - - - - -
Other securities™ ......... 46,671 1.08% - - 22,385 4.96% 21,006 -

Total available-for-sale ... 417,775 6.00% 631,994 552% 537,743 5.69% 554,914 5.81%

Held-to-Maturity

State and municipal
securities ® ... ... ... ... 36,713 7.38% 20,697 7.04% 16,815 6.67% 23446 7.33%

Total securities . ......... $ 454488 6.11% $ 652,691 5.57% $ 554,558 5.72% $ 578,360 5.87%

M Yields on U.S. Treasury and U.S. Agency securities are reflected on a tax-equivalent basis, assuming a state income tax rate of
5.1%.

@ The repricing distributions and yields to maturity of mortgage-backed securities are based on estimated future cash flows and
prepayments. Actual repricings and yields of the securities may differ from those reflected in the table depending vpon actual
interest rates and prepayment speeds.

Yields on state and municipal securities are reflected on a tax-equivalent basis, assuming a federal income tax rate of 35%. The
maturity date of state and municipal bonds is based on contractual maturity, unless the bond, based on current market prices, is
deemed to have a high probability that the call will be exercised, in which case the call date is used as the maturity date.

@ Yields on other securities are reflected on a tax-equivalent basis, assuming a federal income tax rate of 35%. The maturity of
FHLB and FRB stocks is based on management's judgment of repricing characteristics or final maturity. The maturity date of
other securities is based on contractual maturity or repricing characteristics.

LOAN PORTFOLIO AND CREDIT QUALITY

Our principal source of revenue arises from lending activities, primarily composed of interest income and, to a
lesser extent, from loan origination and commitment fees (net of related costs). The accounting policies
underlying the 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 Note 1 of “Notes to
Consolidated Financial Statements™ in Item 8 of this Form 10-K.

Portfolio Composition

Our loan portfolio is comprised of both corporate and consumer loans, with corporate loans representing 84.2%
of total loans outstanding. The corporate loan component represents commercial and industrial, agricultural, reat
estate commercial, and real estate construction lending categories. We seek to balance our corporate loan
portfolio among loan categories as well as by industry segment, subject to internal policy limits and as influenced
by market and economic conditions. We seek to maintain a diversified portfolio of both corporate and consumer
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loans to minimize our exposure to any particular industry or any segment of the economy. In 2004, we elected to
exit the indirect installment auto loan business. This portfolio continues to pay down. In 2005, we sold our
consumer credit card portfolio. In December 2007, we elected to cease originating traditional mortgage loans.

Consistent with our emphasis on relationship banking, the majority of our loans are made to our core, multi-
relationship customers. The customers usually maintain deposit relationships and utilize other Company banking
services, such as cash management or trust services.

We seek to reduce our credit risk. We do not offer any sub-prime products, and we limit our exposure to any one
botrower. Although our legal lending limit is $164.1 million, the largest loan balance to a single borrower at
December 31, 2007 was $29.3 million, and only 33 borrowers had aggregate outstanding loan balances tn excess
of $10 million. In terms of overall commitments to extend credit, our largest exposure to a single borrower as of
December 31, 2007 was $37.8 million. We also have exposure of $49.7 million to a group of related companies
comprising a single relationship. We had only 24 credits in the portfolio where total commitments to a single
borrower relationship exceeded $20.0 million as of December 31, 2007,

Table 9
Loan Portfolio
(Dollar amounts in thousands)

As of December 31,
% of % of % of % of % of
2007 Fotal 2006 Total 2005 Total 2004 Total 2003 Total
Commercial and industrial .. ... $ 1,347,481 270 % 1,413,263 282 % 1,161.660 2709 1,146,168 277 % 1,052,117 259
Agricultural .. ........... ..., 181,358 37 158,305 32 131,689 kN | 107,059 2.6 94,983 23
Real estate - commercial .. .. ... 1,982,011 399 1972985 394 1729009 402 1493855 361 1393420 343
Real estate - construction ...... 668,340 135 597,151 119 413,286 9.5 427,248 104 453429 11.2
Subtotal - corporate loans ...... 4,179,190 842 4,141,704 827 3435644 798 3174330 768 2993949 737
Direct installment ............ 65,660 1.3 78,049 1.5 65.449 1.5 71,986 1.7 88.147 22
Homeequity ................ 464,981 9.4 495,079 2.9 504,593 117 504,705 122 455,014  1i.2
Indirect installment . .......... 33,100 0.7 78,648 1.6 157,219 3.7 291,745 ' 1.1 352,427 8.7
Real estate - 1-4 family ....._.. 220,741 4.4 215,464 43 143,286 3.3 92,512 22 170,245 4.2
Subtotal - consumer loans . ... 784,482 15.8 867,240 173 870,547 202 960,948 232 1065833 263
Total .........c..o.o.. $ 4,963,672 1000 $ 5008944 100.0 5 4,306,191 100.0 $ 4,135.278 100.0 $ 4,059,782 (00.0
Growth vs. prior year-end .. .. .. (0.9%) 16.3% 4.1% 1.9% 19.2%
Consumer loans excluding
indirect installment ......... $ 751,382 $ 788592 $ 713,328 $ 669,203 $ 713406
Total loans excluding indirect
instalfment .. .............. $ 4,930,572 $ 4,930,296 $ 4148972 $ 3,843,533 $ 3,707,355

Our tota]l outstanding loans were $5.0 billion as of December 31, 2007, a decline of $45.3 million from
December 31, 2006, The net year-over-year decline reflects the combined impact of the payoff of loan
participations purchased as part of the Bank Calumet acquisition, rapid prepayment of multifamily loan
portfolios, which occurred primarily in the first half of 2007, and the continued paydown of our indirect auto loan
portfolio. As of the same dates, corporate loans remained relatively unchanged at $4.2 billion.

Our total loans as of December 31, 2006 increased 16.3% to $5.0 billien from $4.3 billion .as of December 31,
20035, primarily due to $676.4 million in loans acquired as a part of the Bank Calumet acquisition, which
included $398.5 million of corporate loans, $72.7 million of consumer loans, and $205.2 million of real estate
1-4 family loans. Excluding indirect consumer lending, total loans as of December 31, 2006 increased 18.8%
compared to December 31, 2005, largely due to growth in corporate lending and the Bank Calumet acquisition.
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Corporate Loans

As of December 31, 2007, corporate loans represented 84.2% of total outstanding loans compared to 82.7% at
December 31, 2006 and 79.8% at December 31, 2005. Total corporate loans increased $37.5 million from
December 31, 2006 as increases in real estate construction loans were partially offset by a decrease in
commercial and industrial toans.

Corporate loans increased $706.1 million, or 20.6%, from December 31, 2005 to December 31, 2006. Excluding
the loans acquired as part of the Bank Calumet acquisition corporate loans increased by 9.0% from December 31,
2005 and reflected growth in all lending categories.

The percentage of corporate loans to total loans has grown over the past five vears as a result of strong real estate
commercial lending activity, as well as declining indirect consumer loan balances. Real estate commercial and
construction lending has always been an area of focus for us. Because of the strength of the suburban Chicago
real estate market over the past several years, real estate commercial and construction lending has grown to a
combined 53.4% of our total loans as of December 31, 2007. We believe we have a competitive market
advantage because of our relationship with seasoned, long-time borrowers, our experienced senior lending
officers, management’s focus on market fundamentals, and a rigorous underwriting process. We believe these
factors and a balanced exposure to any particular industry segment reduce our exposure to toss.

Real estate commercial loans consist of residential development loans, multi-unit residential mortgages, and real
estate commercial mortgages. Lessors of commercial real estate comprise 34.7% of our real estate commercial
loans. These loans represent various types of commercial properties, including industrial buildings, office
buildings, retail shopping centers, and other business-related activities. Another 11.8% of our real estate
commercial loans represent multi-family loans made to real estate companies and to individual investors to
finance or refinance apartment buildings. These apartment buildings are primarily concentrated in the
metropolitan Chicago area and typically range in size from five to twenty-four units, although larger projects
may consist of up to 100 units or more. We believe that this type of lending helps diversify our already strong
commercial and real estate development platform.

Real estate construction loans are primarily single-family and multi-family residential and non-residential
projects located in our primary markets. Real estate construction loans are a profitable line of lending for us due
to the higher level of interest rates and fees earned on such loans compared to other loan categories and our
favorable loss experience on these loans.

Consumer Loans

As of December 31, 2007, consumer loans represented 15.8% of total outstanding loans compared to 17.3% at
December 31, 2006 and 20.2% at December 31, 2005. The home equity category represents the single largest
category of the consumer portfolio, consisting mainly of revolving lines of credit secured by junior liens on
owner-occupied real estate. Loan to collateral value ratios for these credits generally range from 50% to 80%.

The decline in consumer loans as a percentage of total loans over the past five years is largely due to the run-off
of indirect consumer loans. This category began 1o decline in 2002 as a result of tighter underwriting standards
and competition resulting from zero percent financing offered by automobile manufacturers. Further, in 2004, we
elected to cease the origination of new volumes from this marginally profitable business line,

Consumer loan balances as of December 31, 2007, excluding indirect installment lending, decreased $37.2
million, or 4.7% compared to December 31, 2006, due to a decline in home equity originations.

Excluding indirect installment lending, consumer loan balances increased $75.3 million, or 10.6%, from
December 31, 2005 to December 31, 2006, primarily due to $277.9 mitlion acquired through the Bank Calumet
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acquisition, partially offset by the securitization in third quarter 2007 of $106.0 million of \1-4 family residential
mortgages and a reduction in direct installment and home equity loans.

Real estate 1-4 family loans increased by $5.3 million, or 2.4%, from December 31, 2006 to December 31, 2007
following an increase of $72.2 million