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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

MAIN STREET TRUST, INC. AND SUBSIDIARIES
Consolidated Balance Sheets
March 31, 2002 and December 31, 2001

(Unaudited,

ASSETS
Cash and due from banks .....

in thousands, except share data)

Federal funds sold and interest earning deposits ...ttt ittt tteeeeeeeeenns
Investments in debt and equity securities:
Available-for-sale, at fair Value ...ttt ittt ettt ettt eeetaeeeeeenneeaens
Held-to-maturity, at cost (fair value of $59,689 and $64,727 at March 31,
2002 and December 31, 2001, respectively) . uiii ittt iin ettt eeeeeeeeeeennenns
Non-marketable equity SeCUrities ...ttt ittt ittt ettt et eeeeeeeeeanns

Mortgage loans held for sale

Loans, net of allowance for loan losses of $9,457 and $9,259
at March 31, 2002 and December 31, 2001, respectively ... ..t ennnnns

Premises and equipment ......
Accrued interest receivable .
Other assets ................

Total assets ........
LIABILITIES AND SHAREHOLDERS'

Liabilities:
Deposits:

EQUITY

Demand, non—interest bearing ... ...ttt ittt ittt ettt tee et

Demand, interest bearing

March 31,
2002

$ 40,063
31,329

258,436

58,623
5,146
2,797

670,589
18,990
8,504
11,790

s 122,064
109,998

2
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ST o L = 272,055
Time, S100 ANdA OVET vttt ittt ettt ettt et ettt et et e e eeeeeeeeeeeeeeeeeeennneens 109,386

(@ 1 o o 1 Sl w511 224,173
Total dePOSi S v ittt ittt e ettt e e e et e et et et e e e e e e 837,676

Federal funds purchased, repurchase agreements and notes payable ................. 81,477
Federal Home Loan Bank advances and other DOrrowings ... ....eeiiiitteneeeeeeeenns 34,855
Accrued Interest pavable ...t e e e e e e e e e e e e et e e 2,675
Other 1ialildtdes v ittt ittt et e it ettt ettt ettt ettt eeeeaeeeeeeeeeaeeeneeaenaens 8,920
Total liabilities ...ttt e et e e e et e e e e et 965,603

Shareholders' equity:
Preferred stock, no par value; 2,000,000 shares authorized .................... -
Common stock, $0.01 par value; 15,000,000 shares authorized; 11,199,947 and

11,111,281 shares issued at March 31, 2002 and December 31, 2001, respectively 112
Paid dn Capital ittt i e e e e e e e e e e e ettt e e 55,040
Retalned Earning s ittt ittt ettt et e et ettt et e e 84,346
Accumulated other comprehensive INCOmMEe ... ...ttt ittt ettt eeeeeeeeeeennnenns 1,395

140,893

Less: treasury stock, at cost, 12,242 and 267,783 shares at March 31, 2002
and December 31, 2001, respeChively ...t ii i ittt ittt eaeeeeeeeeeaeeens (229)
Total shareholders' EgUIitY i vt it i it ittt ettt ettt e e eaeeeeeeeenns 140, 664
Total liabilities and shareholders' equity . ... ...ttt eeeennn $ 1,106,267

See accompanying notes to unaudited consolidated financial statements.
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MAIN STREET TRUST, INC. AND SUBSIDIARIES
Consolidated Statements of Income
For the Three Months Ended March 31, 2002 and 2001
(Unaudited, in thousands, except share data)

2002 2001
Interest income:
Loans and feeS ON 10ANS ottt vttt ittt et ettt eeee e et eeeeeeeeeannn S 12,187 S 14,236
Investments in debt and equity securities
== 1 o T 3,325 3,682
= Gl O 111 o 600 543
Federal funds sold and interest earning deposits ............... 95 660
Total interest InNCOomMe ... ...ttt ittt ittt e it eneeneeens 16,207 19,121
Interest expense:
Demand, savings, and other time deposits .........cciiiiieieen.. 3,915 6,756
Time deposits $100 and OVeT .ttt it tn e e e eeeeeeeeeeenanneeeennens 1,092 1,430
Federal funds purchased, repurchase agreements and notes payable 326 779
Federal Home Loan Bank advances and other borrowings ........... 494 614
Total Interest eXPEeNSE . ittt ittt ittt eneeeeeeeeenns 5,827 9,579



Edgar Filing: MAIN STREET TRUST INC - Form 10-Q

Net interest dIncome ... ...ttt ittt et eeeeneennenn 10,380 9,542
Provision for 1o0an 1OSSES v ittt ittt ittt eee e eeaeeeeeeeeeneeens 330 235
Net interest income after provision for loan losses ...... 10,050 9,307

Non—-interest income:

RemittancCe ProCEeSSing .o i ittt ittt ettt e e ettt eeeeeeeeeanns 1,949 1,660
Trust and brokerage fees ... ..ttt ittt ittt ttaeeeeenes 1,453 1,277
Service charges on deposit acCounts . ......iuiiiieteeennnnnnnns 554 484
Securities transactions, Net ...ttt ittt ittt ettt 70 77
Gain on sales of mortgage loans, Net . ...ttt itteeneeeennns 219 155
(0 5 o L 479 434

Total non—-interest 1NCOmMEe . ...ttt ittt ittt tneeeeeneeneeens 4,724 4,087

Non-interest expense:

Salaries and employee benefits ... ... it it e 4,755 4,516
OC CUPANCY 4 v e e e e e et e aa e e e e e eeaeeeeeeseeaeeeeeeeeneeeeeeeeanns 552 614
b e ) 1T o O 688 761
Data PrOCESSINGg v vttt ittt ettt ettt ettt eaee e 563 464
Office SUPPLIES i ittt it ettt et e ettt e et e et e e e 341 389
Service charges from correspondent banks ............ ..., 236 202
(5 o L 1,033 1,120
Total non-interest EXPEeNSEe ... i ittt ittt ettt enneeeeeeeenns 8,168 8,066
Income before income LaXes ...ttt ittt tnteeeeneeneeneenn 6,606 5,328

TN COME L AXE S t ittt ettt et e et e et eetee e eeeeeeeeeeeeeeneeeeeeneenenens 2,196 1,660
L= S 15'e ) 1= S 4,410 S 3,668

Per share data:

Basic earnings pPer Share . ...ttt ettt $ 0.40 $ 0.33
Weighted average shares of common stock outstanding ............ 11,097,242 10,988,282
Diluted earnings Per Share ... ..ttt it et ettt eeeeeeennnnnens $ 0.40 $ 0.33
Weighted average shares of common stock and dilutive potential

common shares outstanding ........c. ittt iiienneeeeennnneenns 11,147,974 11,187,231

See accompanying notes to unaudited consolidated financial statements.

MAIN STREET TRUST, INC. AND SUBSIDIARIES
Consolidated Statements of Comprehensive Income
For the Three Months Ended March 31, 2002 and 2001
(Unaudited, in thousands)

L= S 1o ) 1= S 4,410 S 3,668
Other comprehensive income:
Unrealized gains on securities:
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Unrealized holding gains (losses) arising during period, net of tax of

($693) and $599, for March 31, 2002 and 2001, respectively .......... (1,309) 1,162
Less: reclassification adjustment for gains included in
net income, net of tax of ($24) and ($26), for March 31, 2002
and 2001, respeCtively ittt i e e e e e e e e e e (46) (51)
Other comprehensive INCOME (LOSS) v v vttt i ii ittt tneeeeeeeenneeeeeneanns (1,355) 1,111
Comprehnensive 1NCOME ...ttt ittt ettt ettt e e e e eeeneeeeeeeeesennaeeeeeeens $ 3,055 S 4,779
See accompanying notes to unaudited consolidated financial statements.
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MAIN STREET TRUST, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows
For the Three Months Ending March 31, 2002 and 2001
(Unaudited, in thousands)
2002 2001
Cash flows from operating activities:
L= S 15'e ¥ 11 S 4,410 S 3,668
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization ....... .ttt eennennns 666 713
(Accretion) amortization of bond discounts and premiums, net ...... 283 (344)
Provision for 10an 1OSSES v ittt ittt ettt teeee et eeaeeeeeeeenneeeens 330 235
Securities transactions, Net ...ttt it ettt et (70) (77)
Gain on sales of mortgage loans, Net ... .ttt it et eennnnnns (219) (155)
Federal Home Loan Bank stock dividend ...........cuiiiiiitennnnn.. (41) (66)
Proceeds from sales of mortgage loans originated for sale ......... 26,810 15,818
Mortgage loans originated for sale ...... .ttt ittt (20, 613) (17,730)
(@ 1 o o1 s S o 1 326 295
Net cash provided by operating activities .............. ... 11,882 2,357
Cash flows from investing activities:
Net decrease 1IN LOaANS it v ittt ittt teeteeeeeeeeeeeeeeeeeaeeeeeeeeean 2,142 2,954
Proceeds from maturities and calls of investments in debt securities:
Held-—tomaturdty ot ittt et ettt e e et ettt eaeeeeeeeeeaaaaens 863 15,338
Availlable—for—Sale ...ttt e e et e e e et et e e e e e e 20,615 29,825
Proceeds from sales of investments:
Availlable—for—Sale ...ttt e e e e e e et et et e e e 28,889 39,189
Purchases of investments in debt and equity securities:
Held-—tomatur ity ottt ittt e e et e e e e et e ettt eaeeeeeeeeenaaaens (500) (6,932)
AVAallable—f0r—SalE i ittt e e e e e e e e e e e e e e e e e e e e (45, 664) (51,877)
Other equity SecCUrities ...ttt ittt ettt ettt ee et e e eaeeaens —= (250)
Principal paydowns from mortgage-backed securities:
Held-—tomatur ity vttt ittt e e ettt e e et ettt eaeeeee e eaneaeens 4,795 1,536
Availlable—for—Sale ...ttt et et e e e et et e e e e e 1,974 467
Purchases of premises and equipment . .........ii it iiiiineneeennneeens (391) (511)
Net cash provided by investing activities .............. .. ... 12,723 29,739

Cash flows from financing activities:
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Net (decrease) increase in deposits ...ttt ittt ittt teeneennenn (46,433) 4,526
Net decrease in federal funds purchased,
repurchase agreements, and notes payable ........ ... ... (3,730) (2,652)
Advances from Federal Home Loan Bank and other borrowings ........... 5,000 5,000
Payments on Federal Home Loan Bank and other borrowings ............. (5,040) (5,038)
Cash dividends paid ...ttt ittt et ittt e ee et (1,452) (1,047)
Issuance of new shares of common stock, net .........iiiiiiniineennnnn 886 -
Treasury stock transactions, Nel ...ttt ittt ittt eneeeeeeeeannns 2,177 (395)
Net cash (used in) provided by financing activities ........... (48,592) 394
Net (decrease) increase in cash and cash equivalents .......... (23,987) 32,490
Cash and cash equivalents at beginning of year ...........c0iiiiiee.... 95,379 84,139
Cash and cash equivalents at end of period .........iiiiiiiieeennnnnn. $ 71,392 $ 116,629
Supplemental disclosures of cash flow information:
Cash paid during the year for:
I o ot S = S 6,542 $ 10,035
TN COME L AXE S t ottt e ettt oot eeeteeeeeeeeeeoeeeeeeneeeeeeeeeeeeaeeenns 220 1,533
Dividends declared not paid ......iii ittt ittt 1,454 1,149

See accompanying notes to unaudited consolidated financial statements.

MAIN STREET TRUST, INC. AND SUBSIDIARIES
Notes to Unaudited Consolidated Financial Statements

Note 1. Basis of Presentation

The accompanying unaudited consolidated financial statements for Main Street
Trust, Inc. have been prepared in accordance with the instructions to Form 10-Q
and therefore do not include all information and footnotes necessary for fair
presentation of financial position, results of operations, and cash flows in
conformity with accounting principles generally accepted in the United States of
America. These financial statements should be read in conjunction with the
audited consolidated financial statements and related notes as of and for the
year ended December 31, 2001, and schedules included in Main Street Trust,
Inc.'s Form 10-K filed on March 29, 2002.

In the opinion of management, the consolidated financial statements of Main
Street Trust, Inc. (the "Company") and its subsidiaries, as of March 31, 2002
and for the three-month periods ended March 31, 2002 and 2001, include all
adjustments necessary for a fair presentation of the results of those periods.
All such adjustments are of a normal recurring nature.

Results of operations for the three-month period ended March 31, 2002 are not
necessarily indicative of the results which may be expected for the year ended
December 31, 2002.

For purposes of the consolidated statements of cash flows, cash and cash
equivalents include cash and due from banks and federal funds sold and interest
earning deposits. Generally, federal funds are sold for one-day periods.

Certain amounts in the 2001 consolidated financial statements have been
reclassified to conform with the 2002 presentation. Such reclassifications have
no effect on previously reported net income.
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Note 2. Company Information/Business Combination

On March 23, 2000, BankIllinois Financial Corporation and First Decatur
Bancshares, 1Inc. completed a "merger of equals" Dbetween the two companies,
structured as a merger of the two companies 1into the Company. The merger has
been accounted for as a pooling of interests and, accordingly, all prior
financial statements have been restated to include both companies. As a result
of the merger, former shareholders of BankIllinois Financial Corporation and
First Decatur Bancshares, Inc. received 6,119,673 and 4,990,281 shares of
Company common stock, respectively.

The Company operates 17 Dbanking centers and 1is the parent company of
BankIllinois, First National Bank of Decatur, First Trust Bank of Shelbyville
and FirsTech, Inc., a retail payment processing company. The Company has applied
with its bank regulators for approval to merge BankIllinois and First Trust Bank
of Shelbyville effective late in the second quarter of 2002. The resulting bank
will be BankIllinois. The merger is not expected to have a significant impact on
the consolidated financial statements.

On June 14, 2001, the Company was certified by the Board of Governors of the
Federal Reserve System as a financial holding company. This designation allows
the Company to engage in a wider range of nonbanking activities, including
greater authority to engage in securities and insurance activities. However, the
Company has no current plans to do so.

On April 23, 2002, the Company commenced a tender offer to acquire wup to
1,200,000 of its shares of common stock at a price of $23.00 per share.

Note 3. New Accounting Rules and Regulations

In June 2001, Statement on Financial Accounting Standards No. 143 "Accounting
for Asset Retirement Obligations" was issued to address financial reporting and
obligations associated with the retirement of tangible long-lived assets and the
associated asset retirement costs. This Statement applies to all entities and to
legal obligations associated with the retirement of 1long-lived assets that
result from the acquisition, construction, development or normal operations of a
long-lived asset, except for certain obligations of lessees. Statement No. 143
is effective for financial statements issued for fiscal years Dbeginning after
June 15, 2002. Management does not believe the adoption of Statement No. 143
will have a significant impact on its financial statements.

7

Note 4. Income per Share
Net income per common share has been computed as follows:

Three Months Ended

March 31,
2002 2001+
NEt TN COME vttt ettt et ettt ettt et e e ee e eeeeeeeaeeeas $ 4,410,000 $ 3,668,000
Shares:
Weighted average common shares outstanding ............. 11,097,242 10,988,282

Dilutive effect of outstanding options, as determined by
the application of the treasury stock method ......... 50,732 198,949
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Weighted average common shares oustanding,

as AadJUsSted .ttt e e e e e e e e e e e e e e 11,147,974 11,187,231
Basic earnings per share . ... ...ttt tennneeeenennns $ 0.40 $ 0.33
Diluted earnings per sShare . ......c.eiiiiiiinnnnneeeennnnns $ 0.40 $ 0.33

Item 2. Management's Discussion and Analysis of Financial Condition and
Results of Operations

Financial Condition
Assets and Liabilities

Total assets decreased $45.244 million, or 3.9%, to $1.106 billion at March 31,
2002 compared to $1.152 billion at December 31, 2001. Increases in federal funds
sold and interest earning deposits, other assets and non-marketable equity
securities were offset by decreases in all other asset categories.

Cash and due from banks decreased $47.832 million, or 54.4%, to $40.063 million
at March 31, 2002 compared to $87.895 million at December 31, 2001, primarily
due to a smaller dollar amount of deposit items in process of collection at
March 31, 2002 compared to December 31, 2001.

Federal funds sold and interest earning deposits increased $23.845 million, or
318.6%, to $31.329 million at March 31, 2002 compared to $7.484 million at
December 31, 2001. This increase was due to a smaller dollar amount of deposit
items in process of collection at March 31, 2002 compared to December 31, 2001.

Total investments in debt and equity securities decreased $13.217 million, or
3.9%, to $322.205 million at March 31, 2002 compared to $335.422 million at
December 31, 2001. Investments in securities available-for-sale decreased $8.060
million, or 3.0%, and investments in debt and equity securities held-to-maturity
decreased $5.195 million, or 8.1%, at March 31, 2002 compared to December 31,

2001. Slightly offsetting these decreases was an increase in non-marketable
equity securities of $0.038 million, or 0.7%, for the same period. Investments

fluctuate with loan demand and deposit volume.

Mortgage loans held for sale decreased $5.978 million, or 68.1%, to $2.797
million at March 31, 2002 compared to $8.775 million at December 31, 2001. This
decrease was attributable to the decrease in demand due to the interest rate
environment, which has seen a slight increase in mortgage rates since the end of
2001.

Loans, net of allowance for loan losses, decreased $2.472 million, or 0.4%, to
$670.589 million at March 31, 2002 from $673.061 million at December 31, 2001.
Decreases in commercial, financial and agricultural loans of $25.347 million, or
10.3%, and installment and consumer loans of $9.137 million, or 7.6%, were
partially offset by an increase of $32.210 million, or 10.2%, 1in real estate
loans at March 31, 2002 compared to December 31, 2001.

Premises and equipment decreased $0.269 million, or 1.4%, from $19.259 million
at December 31, 2001 to $18.990 million at March 31, 2002. The decrease was
caused by depreciation expense of $0.660 million offset by purchases of $0.391
million.
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Other assets increased $1.065 million, or 9.9%, from $10.725 million at December
31, 2001 to $11.790 million at March 31, 2002 primarily due to an increase of
$0.478 million in accrued trust income receivable.

Total liabilities decreased $49.915 million, or 4.9%, to $965.603 million at
March 31, 2002 from $1.016 Dbillion at December 31, 2001. Decreases 1in total
deposits, federal funds purchased, repurchase agreements and notes payable,
accrued interest payable and Federal Home Loan Bank advances and other
borrowings were slightly offset by an increase in other liabilities.

Total deposits decreased $46.433 million, or 5.3%, to $837.676 million at March
31, 2002 from $884.109 million at December 31, 2001. Decreases 1in deposits
included $30.656 million, or 21.9%, in time deposits $100,000 and over, $11.342
million, or 8.5%, in non-interest Dbearing demand deposits, $7.409 million, or
3.2%, in other time and $1.243 million, or 1.1%, in interest bearing demand
deposits. Somewhat offsetting these decreases was an increase of $4.217 million,
or 1.6%, in savings deposits. The decrease in time deposits $100,000 and over
was mainly due to the maturity of a large short-term deposit at the beginning of
2002.

Federal funds purchased, repurchase agreements and notes payable decreased
$3.730 million, or 4.4%, to $81.477 million at March 31, 2002 compared to
$85.207 million at December 31, 2001. Included in this change were decreases of
$4.007 million in repurchase agreements and $1.825 million in federal funds
purchased. Somewhat offsetting these decreases was an increase in notes payable
of $2.102 million.

Other liabilities increased $1.003 million, or 12.7%, to $8.920 million at March
31, 2002 from $7.917 million at December 31, 2001. This change was primarily due
to a $0.588 million increase in federal income taxes payable due to income tax
expense being $536,000 higher in the first quarter of 2002 compared to the same
period in 2001.

Investment Securities

The carrying value of investments in debt and equity securities was as follows
for March 31, 2002 and December 31, 2001:

Carrying Value of Securities
(in thousands)

March 31, December 31,

2002 2001
Available-for-sale:
U.S. TIrEASULY 4 et v vttt eeeeeeennenaeeeeseeennnns S 6,999 $ 8,577
Federal agencCies ...ttt ittneeeeeeeennnnns 184,096 191,325
Mortgage-backed securities ........c.cciiiiiinn. 42,535 28,279
State and municipal . ... e e 16,126 15,642
Corporate and other obligations ................ 3,082 3,099
Marketable equity securities ................... 5,598 19,574
Total available-for-sale .........euuuunn.. $258,436 $266,496
Held-to-maturity:
Federal agenCies . ...ttt it neneneeeeeeeeeennnns $ 1,750 $ 1,750
Mortgage-backed securities ........c.cciiiiiinn.. 15,028 19,842
State and municipal . ... ..t e e e 41,845 42,226

Total held-to-maturity ........cceeeeeenn.. $ 58,623 $ 63,818
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Non-marketable equity securities:

FHLB and FRB StoCKl .. iiii ittt et ieee et eeeeeenn $ 3,807 $ 3,766
Other equity investments ............ciiiien.. 1,339 1,342
1Y = $ 5,146 $ 5,108
Total investment securities .............. $322,205 $335,422

1 FHLB and FRB are commonly used acronyms for Federal Home Loan Bank and

Federal Reserve Bank, respectively.

The following table shows the maturities and weighted-average vyields of
investment securities at March 31, 2002. All securities are shown at their
contractual maturity.

Maturities and Weighted Average Yields of D
(dollars in thousands)
March 31, 2002

1 year 1 to 5 5 to 10
or less years years
Amount Rate Amount Rate Amount Rate Amou
Securities available-—
for-sale
U.S. TreasUTLY «ueeeeeeeeeeeennn S 4,453 6.10% $ 2,546 3.59% S - - $
Federal agencies .............. $ 28,694 6.13% $153,410 4.80% $ 1,993 6.24% $
Mortgage-backed
securitiesl .......... ... $ 6,305 2.27% $ 20,583 5.41% $ 5,683 5.50% S 9
State and municipal ........... $ 1,020 6.00% $ 6,501 6.15% $ 6,679 7.53% $ 1
Other securities .............. S - - $ 3,082 5.31% S - - $
Marketable equity
securities ... S -= -— S -— - $ - - - $
Total v iii e $ 40,472 $186,182 $14,355 $ 11
Average Yield .......iiiiiiiii.. 5.52% 4.91% 6.55%
Securities held-
to-maturity
Federal agencies .............. $ 1,750 6.04% S - - $ - - $
Mortgage-backed
securitiesl .......... ... $ 9,891 4.70% $ 3,679 6.53% $ 1,458 6.53% $
State and municipal ........... S 3,626 6.40% $ 30,918 6.25% $ 7,301 7.13% $
Total v iii e $ 15,267 $ 34,597 $ 8,759 $
Average Yield .......iiiiiiiii.. 5.26% 6.28% 7.03%

Non-marketable equity securities2
FHLB and FRB stock ............ $ - - $ —-= - $ - - $
Other equity investments ...... $ - - $ - - $ - - $
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Loans

The following tables present the amounts and percentages of loans for March 31,
2002 and December 31, 2001 according to the categories of commercial, financial
and agricultural; real estate; and installment and consumer loans.

Amount of Loans Outstanding
(dollars in thousands)

March 31, 2002 December 31, 2001

Amount Percentage Amount Percentage

Commercial, financial and agricultural $220,695 32.45% $246,042 36.06%
Real estate ...ttt ittt 348,903 51.31% 316,693 46.41%
Installment and consumerl ............ 110,448 16.24% 119,585 17.53%
Total 10ANS v eereennnnnn $680,046 100.00% $682,320 100.00%
1 Net of unearned discount
10

The balance of loans outstanding as of March 31, 2002 by maturity is shown in
the following table:

Maturity of Loans Outstanding
(dollars in thousands)
March 31, 2002

1 year 1 to 5 Over 5
or less years years Total
Commercial, financial and agricultural $106,999 $ 98,991 $ 14,705 $220,695
Real estate ..... ... i 43,412 131,035 174,456 348,903
Installment and consumerl ............ 35,294 68,317 6,837 110,448
Total ..ot e $185, 705 $298,343 $195,998 $680,046
Percentage of total loans outstanding 27.31% 43.87% 28.82% 100.00%

Capital

Total shareholders' equity increased $4.671 million from December 31, 2001 to
March 31, 2002. Treasury stock transactions were $3.063 million, primarily due
to the exercise of employee stock options. The change in capital is summarized

as follows:

(in thousands)

11
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Shareholders' equity, December 31, 2001 ..........ccceunnn.. $ 135,993
A S o I Yoo 1 R 4,410
Treasury stock transactions, nNet ..........iiiiiinneeennnn 3,063
Stock appreciation rights ........ ittt 7
Cash dividends declared .. .v ittt ittt ettt ettt tetenenens (1,454)
Other comprehensive income ........ .ottt iiinneeeennnnnns (1,355)

Shareholders' equity, March 31, 2002 ........cciiiieiennenn. $ 140,664

On March 19, 2002, the Board of Directors of the Company declared a quarterly
cash dividend of $0.13 per share of the Company's common stock. The dividend of
$1.454 million was paid on April 23, 2002 to holders of record on April 5, 2002.
On April 23, 2002, the Company commenced a tender offer to acquire wup to
1,200,000 of its shares of common stock at a price of $23.00 per share.

The Company and its subsidiary banks are subject to various regulatory capital
requirements administered Dby the federal banking agencies. Failure to meet
minimum capital requirements can 1initiate <certain mandatory and possibly
additional discretionary actions by regulators that, if undertaken, could have a
direct material effect on the Company's and its subsidiary Dbanks' financial
statements. Under capital adequacy guidelines and the regulatory framework for
prompt corrective action, Dbanks must meet specific guidelines that involve
quantitative measures of assets, liabilities, and certain off-balance-sheet
items as calculated under regulatory accounting practices. The Company's and its
subsidiary Dbanks' capital amounts and classification are also subject to
qualitative judgments by the regulators about components, risk weightings, and
other factors.

Quantitative measures established by regulation to ensure capital adequacy
require the Company and its subsidiary Dbanks to maintain minimum amounts and
ratios (set forth in the table below) of total and Tier I capital (as defined in
the regulations) to risk-weighted assets (as defined), and of Tier I capital (as
defined) to average assets (as defined). Management Dbelieves, as of March 31,
2002, that the Company and its subsidiary Dbanks exceeded all capital adequacy
requirements to which they are subject.

11

As of March 31, 2002, the most recent notifications from primary regulatory
agencies categorized all the Company's subsidiary Dbanks as well capitalized
under the regulatory framework for prompt corrective action. To be categorized
as well capitalized, banks must maintain minimum total capital to risk-weighted
assets, Tier I capital to risk-weighted assets, and Tier I capital to average
assets ratios as set forth in the table. There are no conditions or events since
that notification that management believes have changed any of the Company's
subsidiary banks' categories.

The Company's and the Banks' actual capital amounts and ratios are presented in
the following table (in thousands) :

To be well

For capital capitalized under

adequacy prompt corrective

Actual purposes: action provisions:
Amount Ratio Amount Ratio Amount Ratio

As of March 31, 2002:

12
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Total capital
(to risk-weighted assets)

N/A
592
400
330

N/A
555
640
598

N/A
925
397
837

Consolidated .................. $148, 640 19.2% $ 61,927 8.0%
BankIllinois ..........coino... $ 67,616 15.9% $ 34,074 8.0% S 42,
First National Bank of Decatur $ 49,162 16.7% $ 23,520 8.0% $ 29,
First Trust Bank of Shelbyville $ 11,337 26.2% S 3,464 8.0% S 4,
Tier I capital
(to risk-weighted assets)
Consolidated .................. $139,080 18.0% $ 30,963 4.0%
BankIllinois ..........ciino... S 62,364 14.6% $ 17,037 4.0% $ 25,
First National Bank of Decatur $ 45,501 15.5% $ 11,760 4.0% s 17,
First Trust Bank of Shelbyville $ 10,794 24.9% $ 1,732 4.0% s 2,
Tier I capital
(to average assets)
Consolidated .................. $139,080 12.5% $ 44,400 4.0%
BankIllinois ..........ciino... S 62,364 10.4% $ 23,940 4.0% $ 29,
First National Bank of Decatur $ 45,501 10.6% $ 17,118 4.0% s 21,
First Trust Bank of Shelbyville $ 10,794 14.1% S 3,069 4.0% S 3,
Interest Rate Sensitivity
The concept of interest rate sensitivity attempts to gauge exposure of the
Company's net interest income to adverse changes in market driven interest rates
by measuring the amount of interest-sensitive assets and interest-sensitive
liabilities maturing or subject to repricing within a specified time period.
Liquidity represents the ability of the Company to meet the day-to-day demands
of deposit customers balanced by its investments of these deposits. The Company
must also be prepared to fulfill the needs of credit customers for loans with
various types of maturities and other financing arrangements. The Company
monitors its interest rate sensitivity and liquidity through the use of static
gap reports which measure the difference between assets and liabilities maturing
or repricing within specified time periods as well as financial
forecasting/budgeting/reporting software packages.
12
The following table presents the Company's interest rate sensitivity at wvarious
intervals at March 31, 2002:
Rate Sensitivity of Earning Assets and Interest Bearing Liabilities
(dollars in thousands)
1-30 31-90 91-180
Days Days Days
Interest earning assets:
Federal funds sold and
interest earning deposits ............ $ 31,329 $ - $
Debt and equity securities 1 ........... 15,491 20,359 11,6
LOANS 2 vt ettt ettt ettt et e et 176,762 24,376 35,6
Total earning assets ............. $ 223,582 $ 44,735 $ 47,2
Interest bearing liabilities:
Savings and interest bearing
demand deposits 3 ...ttt $ 35,338 $ 1,449 $ 2,1
Money market savings
deposSits it e e e e 146,348 -
Time deposits .ottt it iie et e 33,468 43,610 55,0

10.0%
10.0%
10.0%
6.0%
6.0%
6.0%
5.0%
5.0%
5.0%
181-365
Days
$ _—
38,001
52,868
$ 90,869
$ 4,346
86,709
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Federal funds purchased,
repurchase agreements,

and notes payable ........c.c. .. 77,976 505 2,320
FHLB advances and

other borrowings .........c.ciiieeeenn. - - 5,000

Total interest bearing liabilities $ 293,130 S 45,564 S 64,571

Net asset (liability) funding gap ........ (69,548) (829) (17,344

Repricing gap v ve ittt i et ittt eeeee 0.76 0.98 0.
Cumulative repricing gap ......ceeeeeee... 0.76 0.79 0.
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Included in the 1-30 day category of savings and interest-bearing demand
deposits are non-core deposits plus a percentage, Dbased upon industry-accepted
assumptions and Company analysis, of the core deposits. "Core deposits" are the
lowest average balance of the prior twelve months for each product type included
in this category. "Non-core deposits" are the difference Dbetween the current
balance and core deposits. The time frames include a percentage, Dbased upon
industry-accepted assumptions and Company analysis, of the core deposits, as
follows:

1-30 Days 31-90 Days 91-180 Days 181-365 Days

Savings and interest-bearing
demand deposits 0.45% 0.85% 1.25% 2.45%

At March 31, 2002, the Company was liability-sensitive due to the levels of
savings and interest Dbearing demand deposits, short-term time deposits, and
short-term Dborrowings. As such, the effect of a decrease in the interest rate
for all interest earning assets and interest Dbearing 1liabilities of 100 basis
points would increase annualized net interest income by approximately $695,000
in the 1-30 days category and $704,000 in the 1-90 days category assuming no
management intervention. An increase in interest rates would have the opposite
effect for the same time periods.

In addition to managing interest rate sensitivity and liquidity through the use
of gap reports, the Company has provided for emergency liquidity situations with
informal agreements with correspondent banks which permit the Company to borrow
federal funds on an unsecured Dbasis. Additionally, the Company can borrow
approximately $37 million from the Federal Home Bank on a secured basis.

The Company uses financial forecasting/budgeting/reporting software packages to
perform interest rate sensitivity analysis for all product categories. The
Company's primary focus of its analysis 1s on 