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he year 2002 was one of substantial progress for First Commonwealth. Since 1983,

when First Commonwealth Financial Corporation was formed as a bank holding

company, we have been making steady progress in building an integrated, full-

service financial services company that serves our clients and
builds shareholder value. With the recent addition of a financial
planning company, we now have in place the five core competen-
cies that will provide the basis for our future success. Banking,
insurance, trust, financial management, and investments, fully
integrated and professionally delivered, form the business model
that will drive growth and performance.

First Commonwealth Financial Corporation reported net
income of $43.5 million for the year ended December 31, 2002,
which represents $0.75 basic earnings per share and diluted earn-
ings per share of $0.74. These results include the effects of $6.1
million of restructuring costs and $8.0 million litigation settle-
ment. Net of tax, these nonrecurring charges reduced net income
by $9.2 million.

Excluding the nonrecurring charges, core net income
increased $4.9 million to $52.3 million generating basic core
earnings per share of $0.90, compared to $0.82 basic core earn-
ings per share for 2001. Core net income increased 10.3% over

the previous year.
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This paper girl was part of a video
presentation to “spread the news” and
introduce the company’s new name
and unified brand at an all-employee
event last October.







irst Commonwealth has grown over the years by merging with community banks

throughout 18 counties in central and western Pennsylvania. We had retained our

local community identities by keeping their names, personnel, and boards of direc-
tors. While this model had served our communities very well over the years, we lacked a
unified brand that identified us as one of the largest Pennsylvania-based financial services
companies. On October 14, 2002, we changed that model by bringing all 90 of our com-
munity bank offices and our other affiliates under a common brand, First Commonwealth.
We unveiled a new logo, colors, and signage through an aggressive marketing strategy to
reintroduce ourselves to the marketplace. ——

A unified brand yields important benefits for our ' .

clients. All of First Commonwealth Bank’s community offices
have the same identity, products, and professional service
that provide a consistent experience throughout the office
network. The Insurance, Trust, and Financial Planning
affiliates are now clearly linked with First Commonwealth

Bank to provide integrated solutions to meet any client need.

The financial power and product diversity of a $4.5 billion
financial services company is now clearly evident to all current

and prospective clients.

All First Commonwealth community banks,
products, and services now have a single
with a unified brand, as is our ability to more effectively reach identity, but maintain their personal

the total market through television and radio advertising. First ~aPproach to service.

The ability to market our products is greatly enhanced

Commonwealth’s brand identity was highlighted on “Champions of Industry” hosted by
Pat Summerall. This program was recently broadcast on the Discovery Channel. We also
enjoy national media recognition through the financial commentaries of Rick Applegate,
President of our affiliate First Commonwealth Financial Advisors, on CNBC, CNNfn and

Bloomberg. Rick can also be heard on weekday mornings on News Talk 1020 KDKA Radio.
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nifying our brand was just one of many highlights in 2002. Early in the year we

rolled out High Performance Checking, a family of accounts serving every type of

consumer and commercial client. “WebBank,” our full internet banking solution,

was launched in March 2002 and resulted in a tripling of clients utilizing this delivery

channel by year-end. During the year we completed a two-year project
to upgrade all of our technology to a single world-class platform. A
Loan Production Office was opened in downtown Pittsburgh this past
year with significant new client acquisition.

We are particularly proud of First Commonwealth Bank’s
record with the Small Business Administration (SBA) Loan Program.
For the SBA's last fiscal year, First Commonwealth ranked third in
volume in the state and Pittsburgh District and second in dollar
amount in the Pittsburgh District. The SBA also named Pat Nagle,
one of our Commercial Lending Officers, as the 2002 Pennsylvania
Financial Services Advocate of the Year.

In addition, First Commonwealth was ranked first in Penn-
sylvania and seventh in the nation for our participation in Commu-
nity Express, a program for new markets in low-to-moderate income
communities with an emphasis on loans granted to women, veterans,
and minority-owned businesses. First Commonwealth is also the most
active community bank in the Pennsylvania Treasury Small Business

Development Program.

Annual Report 2002
7

First Commonwealth Commercial
Lending Officer Pat Nagle was named
by the Small Business Administration
as the 2002 Pennsylvania Financial

Services Advocate of the Year.







ur new brand and the many achievements of 2002 reinforce what First

Commonwealth has always been committed to: building our communi-

ties. We continue to encourage all First Commonwealth employees to
be active and involved in making their communities better places to live and
raise their families. In order to recognize extraordinary volunteer activity, we
have established a “Golden Tower Award” that is awarded to one exceptional
employee each month. There are also two “Spirit of Community Service Awards”
presented monthly to further inspire all of our employees to give back to their
home communities.

A clock tower was chosen as our logo because it symbolizes
the enduring strength of the communities in which we operate. At First
Commonwealth we know that we can best build our success by building
stronger communities. We are delighted to have reached this moment in
our Corporation’s history and to be in a position to share our success
with our shareholders.

On a final note, you should know that corporate integrity
The Golden Tower Award, created

to reinforce First Commonwealth’s
slaught of corporate scandals and the many laws and regulations commitment to communities and

has been a priority for First Commonwealth long before the on-

adopted in response. First Commonwealth will continue to operate  to celebrate the new brand, will be
awarded each month. It will honor

a First Commonwealth employee
who gives generously of his or her
ests of our shareholders. time and talent as a volunteer.

in full compliance with all required corporate governance practices.

The Board of Directors remains committed to protecting the inter-
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First Commonwealth Affiliate Presidents

Front row (L to R): Gerard M. Thomchick, Johnston A. Glass, Richard R. Applegate
Back row (L to R): John 0. Campbell, William A. Mrozowski, Sue A. McMurdy

Richard R. Applegate
President and Chief Executive Officer, First Commonwealth
Financial Advisors Inc., 4035 William Flynn Highway,
Allison Park, PA 15101 ® (412) 492-8787

John 0. Campbell
President and Chief Executive Officer, First Commonwealth
Insurance Agency, First Commonwealth Place, 654 Phila-
delphia Street, Indiana, PA 15701 ® (724) 349-6056

Johnston A. Glass
President & Chief Executive Officer, First Commonwealth
Bank, Central Offices, Philadelphia and Sixth Streets,
Indiana, PA 15701 ® (724) 349-3400

Sue A. McMurdy
President & Chief Executive Officer, First Commonwealth
Systems Corporation, 22 North Sixth Street,
Indiana, PA 15701 ® (724) 349-4310

William A. Mrozowski
President & Chief Executive Officer, First
Commonwealth Trust Company, 614 Philadelphia Street,
Indiana, PA 15701 e (724) 465-3282

Gerard M. Thomchick
President and Chief Executive Officer, First Commonwealth
Professional Resources Inc., 22 North Sixth Street,
Indiana, PA 15701 e (724) 349-7220.
President, Commonwealth Trust Credit Life Insurance
Company, 2700 North Third Street, Suite 2000,
Phoenix, AZ 85004

First Commonwealth Financial Corporation
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Board of Directors

Front row (L to R): James W. Newill, Laurie Stern Singer, Dale P. Latimer, E. James Trimarchi
Middle row (L to R): Joseph E. 0'Dell, Ray T. Charley, Alan R. Fairman, David S. Dahlmann
Back row (L to R): David R. Tomb, Jr., Esq., Edward T. Cété, John A. Robertshaw, Jr., Johnston A. Glass

Ray T. Charley Greensburg
President, Thomi Co.

Edward T. Coté Rector
Associate, The Wakefield Group

David S. Dahlmann Greensburg
Adjunct Professor

Alan R. Fairman Punxsutawney
Business Manager, Fairman Drilling Company

Johnston A. Glass Indiana
Vice Chairman, First Commonwealth Financial
Corporation, and President and Chief Executive Officer,
First Commonwealth Bank

Dale P. Latimer New Alexandria
Chairman of the Board, R & L Development Co.

James W. Newill Highland Beach, FL
Certified Public Accountant, Former President,
J.W. Newill Company

Joseph E. 0'Dell Indiana
President and Chief Executive Officer, First
Commonwealth Financial Corporation

John A. Robertshaw, Jr. Greensburg
Former Chairman, Laurel Vending, Inc.

Laurie Stern Singer Allison Park
President, Allegheny Valley Development Corporation

David R. Tomb, Jr., Esq. Indiana
Attorney at Law

E. James Trimarchi Indiana
Chairman of the Board, First Commonwealth
Financial Corporation
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Corporate Information

Corporate Description Executive Offices
First Commonwealth Financial Corporation 0ld Courthouse Square,
is a Pennsylvania business corporation established in 2?2 North Sixth Street
1983, registered as a bank holding company by the Indiana, Pennsylvania
Board of Governors of the Federal Reserve System. Mail Address

Post Office Box 400
Indiana, Pennsylvania 15701-0400
Telephone (724)349-7220

Executive Officers

E. James Trimarchi
Chairman of the Board

Joseph E. O'Dell
President and Chief Executive Officer

Johnston A. Glass
Vice Chairman, Growth

Gerard M. Thomchick
Senior Executive Vice President and
Chief Operating Officer

John J. Dolan
Executive Vice President and Chief Financial Officer

! . Sue A. McMurdy
. s L e Senior Vice President and Chief
Corporate Executive Offices Information Officer

David R. Tomb, Jr.
Senior Vice President,
Secretary and Treasurer

Thaddeus J. Clements
Senior Vice President,
Human Resources

Elk

ﬁ_ Jefferson William R. Jarrett
Lawrence Cerfeld » Senior Vice President,
entre .
BEEr ) pmstrong Risk Management
Indi 1
Beaver "*13"3 R. John PIeVlte
Allegheny I Senior Vice President, Investments
Westmoreland Huntingdon For shareholder information see

Washington .. .
inside back cover of this report.
Bedford

o Franklin

* Headquarters

For other information call our Convenience Banking
Center at 1-800-711-BANK (2265) or visit our website:
www.fcbanking.com

First Commonwealth has filed for trademark protection of the clock
tower and the words First Commonwealth.

First Commonwealth Financial Corporation
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FIRST COMMONWEALTH FINANCIAL CORPORATION AND SUBSIDIARIES

INDEPENDENT AUDITORS’' REPORT

To the Board of Directors and Shareholders
of First Commonwealth Financial Corporation:

We have audited the accompanying consolidated balance sheets of First Commonwealth Financial
Corporation and subsidiaries (the “Corporation™) as of December 31, 2002 and 2001, and the related
consolidated statements of income, changes in shareholders' equity, and cash flows for each of the three
yearsin the period ended December 31, 2002. These financial statements are the responsibility of the
Corporation’s management. Our responsibility isto express an opinion on these financial statements based on
our audits.

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

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of First Commonwealth Financial Corporation and subsidiaries at December 31, 2002 and 2001, and
the results of their operations and their cash flows for each of the three yearsin the period ended December
31, 2002 in conformity with accounting principles generally accepted in the United States of America.

IR SERNRYALT

DELOITTE & TOUCHE, LLP
Pittsburgh, Pennsylvania

January 22, 2003
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FIRST COMMONWEALTH FINANCIAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(Dollar Amounts in Thousands)

ASSETS
Cash and due from banks
Interest-bearing bank deposits
Securities available for sale, at market
Securities held to maturity, at amortized cost, (Market value
$204,887 in 2002 and $298,643 in 2001)

Loans
Unearned income
Allowance for credit losses
Net loans

Premises and equipment
Other real estate owned
Goodwill
Amortizing intangibles, net
Other assets

Total assets

LIABILITIES
Deposits (all domestic):
Noninterest-bearing
Interest-bearing
Total deposits

Short-term borrowings
Other liabilities

Company obligated mandatorily redeemable
capital securities of subsidiary trust
Other long-term debt

Total long-term debt
Total liabilities

SHAREHOLDERS EQUITY
Preferred stock, $1 par value per share, 3,000,000 shares
authorized, none issued
Common stock $1 par value per share, 100,000,000 shared authorized;
62,525,412 shares issued in 2002 and 2001; 58,962,543 shares
outstanding in 2002 and 58,451,624 shares outstanding in 2001
Additional paid-in capital
Retained earnings
Accumulated other comprehensive income
Treasury stock (3,562,869 and 4,073,788 shares at
December 31, 2002 and 2001, respectively at cost)
Unearned ESOP shares
Total shareholders’ equity
Total liabilities and shareholders' equity

The accompanying notes are an integral part of these consolidated financial statements.

December 31,

2002 2001
$ 81,114 $ 98,130
1,973 4,250
1,482,771 1,469,118
197,838 293,290
2,609,440 2,569,231
(806) (1,297)
(34,496) (34,157)
2,574,138 2,533,777
45,730 46,366
1,651 1,619
8,131 6,539
29 232
131,368 130,209
$ 4,524,743 $ 4,583,530
$ 377,466 $ 412,695
2,666,658 2,680,455
3,044,124 3,093,150
469,065 427,736
30,230 28,358
35,000 35,000
544,934 629,220
579,934 664,220
4,123,353 4,213,464
_0_ _0_
62,525 62,525
64,885 66,176
296,165 288,219
25,851 8,703
(44,981) (51,431)
(3,055) (4,126)
401,390 370,066
$ 4,524,743 $ 4,583,530
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FIRST COMMONWEALTH FINANCIAL CORPORATION AND SUBSIDIARIES

Interest Income

Interest and fees on loans

Interest and dividends on investments:
Taxable interest
Interest exempt from Federal income taxes
Dividends

Interest on Federal funds sold

Interest on bank deposits

Total interest income

Interest Expense
Interest on deposits
Interest on short-term borrowings
Interest on mandatorily redeemable capital
securities of subsidiary trust
Interest on other long-term debt
Total interest on long-term debt
Total interest expense

Net interest income
Provision for credit losses

Net interest income after provision for credit losses

Other Income
Securities gains
Trust income
Service charges on deposits
I nsurance commissions
Income from bank owned life insurance
Other income
Total other income

Other Expenses
Salaries and employee benefits
Net occupancy expense
Furniture and equipment expense
Data processing expense
Pennsylvania shares tax expense
Goodwill amortization
Intangible amortization
Litigation settlement
Restructuring charges
Other operating expenses

Total other expenses

Income befor e income taxes
Applicable income taxes

Net Income

Average Shares Outstanding
Average Shares Outstanding Assuming Dilution

Per Share Data:
Basic Earnings Per Share
Diluted Earnings Per Share

CONSOLIDATED STATEMENTS OF INCOME
(Dollar Amounts in Thousands, except per share data)

Y ears Ended December 31,

2002 2001 2000
$ 179,901 202,173 208,548
84,137 93,961 89,723
9,520 9,534 9,638
1,973 2,661 3,657
6 492 234
31 70 82
275,568 308,891 311,882
78,572 118,165 115,507
6,029 11,227 22,218
3,325 3,325 3,325
34,747 34,453 33,489
38,072 37,778 36,814
122,673 167,170 174,539
152,895 141,721 137,343
12,223 11,495 10,030
140,672 130,226 127,313
642 3,329 1,745
5,008 4,995 5,555
11,538 11,160 10,562
3,631 3,192 1,951
4,711 4,618 3,419
11,676 12,930 10,451
37,206 40,224 33,683
58,149 54,521 52,529
6,750 6,520 6,577
9,970 9,050 8,154
2,124 3,296 3,310
3,937 3,825 3,495
-0- 920 865
203 490 498
8,000 -0- -0-
6,140 -0- -0-
30,168 26,385 24,033
125,441 105,007 99,461
52,437 65,443 61,535
8,911 15,254 14,289
$ 43,526 50,189 47,246
58,409,614 57,885,478 57,558,929
58,742,018 58,118,057 57,618,671
$ 0.75 0.87 0.82
$ 0.74 0.86 0.82

The accompanying notes are an integral part of these consolidated financial statements.
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FIRST COMMONWEALTH FINANCIAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

(Dollar Amounts in Thousands)

Balance at December 31, 1999

Comprehensive income
Net income

Other comprehensive income, net of tax:

Unrealized holding gains(losses) on
securities arising during the period
Less: reclassification adjustment
for gains on securities included
in net income
Total other comprehensive income
Total comprehensive income
Cash dividends declared
Decrease in unearned ESOP shares
Discount on dividend reinvestment plan
purchases
Treasury stock acquired
Treasury stock reissued
Tax benefit of stock options
Balance at December 31, 2000

Comprehensive income
Net income

Other comprehensive income, net of tax:

Unrealized holding gains(losses) on
securities arising during the period
Less: reclassification adjustment
for gains on securities included
in net income
Total other comprehensive income
Total comprehensiveincome
Cash dividends declared
Decrease in unearned ESOP shares
Discount on dividend reinvestment plan
purchases
Treasury stock reissued
Tax benefit of stock options
Balance at December 31, 2001

Comprehensive income
Net income

Other comprehensive income, net of tax:

Unrealized holding gains(losses) on
securities arising during the period
Less: reclassification adjustment
for gains on securities included
in net income
Total other comprehensive income
Total comprehensive income
Cash dividends declared
Decrease in unearned ESOP shares
Discount on dividend reinvestment plan
purchases
Treasury stock reissued
Tax benefit of stock options
Balance at December 31, 2002

Accumulated
Additional Other Unearned Total
Common Paid-in Retained  Comprehensive Treasury ESOP Shareholders’
Stock Capital Earnings Income (Loss) Stock Shares Equity

$ 62,525 68,330 $ 257,773 $ (40,304) $ (55,448) $ (6,193) $ 286,683
-0- -0- 47,246 -0- -0- -0- 47,246

-0- -0- -0- 33,630 -0- -0- 33,630

-0- -0- -0- (1,134) -0- -0- (1,134)

-0- -0- -0- 32,496 -0- -0- 32,496

-0- -0- 47,246 32,496 -0- -0- 79,742

-0- -0- (32,850) -0- -0- -0- (32,850)

-0- (113) -0- -0- -0- 906 793

-0- (593) -0- -0- -0- -0- (593)

-0- -0- -0- -0- (873) -0- (873)

-0- (476) -0- -0- 1,655 -0- 1,179

-0- 75 -0- -0- -0- -0- 75
62,525 67,223 272,169 (7,808) (54,666) (5,287) 334,156
-0- -0- 50,189 -0- -0- -0- 50,189

-0- -0- -0- 18,639 -0- -0- 18,639

-0- -0- -0- (2,128) -0- -0- (2,128)

-0- -0- -0- 16,511 -0- -0- 16,511

-0- -0- 50,189 16,511 -0- -0- 66,700

-0- -0- (34,139) -0- -0- -0- (34,139)

-0- 31 -0- -0- -0- 1,161 1,192

-0- (612) -0- -0- -0- -0- (612)

-0- (735) -0- -0- 3,235 -0- 2,500

-0- 269 -0- -0- -0- -0- 269
62,525 66,176 288,219 8,703 (51,431) (4,126) 370,066
-0- -0- 43,526 -0- -0- -0- 43,526

-0- -0- -0- 17,542 -0- -0- 17,542

-0- -0- -0- (394) -0- -0- (394)

-0 -0 -0 17,148 -0 -0 17,148

-0- -0- 43,526 17,148 -0- -0- 60,674

-0- -0- (35,580) -0- -0- -0- (35,580)

-0- 86 -0- -0- -0- 1,071 1,157

-0- (637) -0- -0- -0- -0- (637)

-0- (964) -0- -0- 6,450 -0- 5,486

-0- 224 -0- -0- -0- -0- 224

$ 62,525 $ 64,885 $ 296,165 $ 25851 $ (44,981) $  (3,055) $ 401,390

The accompanying notes are an integral part of these consolidated financial statements.
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FIRST COMMONWEALTH FINANCIAL CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
(Doallar Amounts in Thousands)

Y ears Ended December 31,
2002 2001 2000

Operating Activities
Net income $ 43526 $ 50,189 $ 47,246
Adjustments to reconcile net income to net cash
provided by operating activities:

Provision for credit losses 12,223 11,495 10,030
Depreciation and amortization 7,360 7,760 7,480
Net gains on sales of assets (498) (4,169) (1,929)
Income from increase in cash surrender value of

bank owned life insurance (4,711) (4,618) (3,419)
Decrease (increase) in interest receivable 2,860 3,559 (932
Increase (decrease) in interest payable (2,280) (19,387) 7,620
Increase (decrease) in income taxes payable (2,754) 3,491 255
Change in deferred taxes (594) (831) 1,533
Other-net 2,408 (1,165) (1,751

Net cash provided by operating activities 57,540 46,324 66,133

Investing Activities
Transactions with securities held to maturity:

Sales -0- -0- -0-
Maturities and redemptions 110,769 133,666 67,735
Purchases of investment securities (15,266) (28,772) (17,458)
Transactions with securities available for sale:
Sales 15,328 85,737 22,391
Maturities and redemptions 545,791 497,640 108,636
Purchases of investment securities (547,799) (785,610) (173,514)
Proceeds from sales of |oans and other assets 102,225 90,241 36,482
Investment in bank owned life insurance (5,000) (15,000) (15,000)
Net decrease (increase) in interest-bearing bank deposits 2,278 (3,823) 790
Net increase in loans (154,614) (178,465) (36,435)
Purchases of premises and equipment (6,382) (7,886) (7,736)
Net cash provided (used) by investing activities 47,330 (212,272) (14,109)
Financing Activities
Proceeds from issuance of other long-term debt 18,200 9,500 89,900
Repayments of other long-term debt (101,425) (974) (70,493)
Discount on dividend reinvestment plan purchases (637) (612) (593)
Dividends paid (35,208) (33,809) (32,553)
Net increase (decrease) in Federal funds purchased (56,650) 91,425 13,875
Net increase (decrease) in other short-term borrowings 97,980 64,138 (166,531)
Sale of branch and deposits, net of cash received -0- (9,591) -0-
Stock option tax benefit 224 269 75
Acquisition of treasury stock -0- -0- (873)
Reissuance of treasury stock 4,656 2,500 326
Net increase (decrease) in deposits (49,026) 39,384 115,318
Net cash provided (used) by financing activities (121,886) 162,230 (51,549)
Net increase (decrease) in cash and cash equivalents (17,016) (3,718) 475
Cash and cash equivalents at January 1 98,130 101,848 101,373
Cash and cash equivalents at December 31 $ 81,114 $ 98,130 $ 101,848

The accompanying notes are an integral part of these consolidated financial statements.
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FIRST COMMONWEALTH FINANCIAL CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended December 31, 2002, 2001 and 2000

NOTE 1—Satement of Accounting Policies
General

The following summary of accounting and reporting policies
is presented to aid the reader in obtaining a better
understanding of the financial statements and related financial
data of First Commonwealth Financial Corporation and its
subsidiaries (the “ Corporation™) contained in this report.

The financial information is presented in accordance with
generally accepted accounting principles and general practice
for financial institutionsin the United States of America. In
preparing financial statements, management is required to
make estimates and assumptions that affect the reported
amount of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial statements. In
addition, these estimates and assumptions affect revenues
and expenses in the financial statements and as such, actual
results could differ from those estimates.

Through its subsidiaries which include one commercial bank,
anondepository trust company, insurance agency and
financial advisor, the Corporation provides a full range of
loan, deposit, trust, insurance and financial advisory services
primarily to individuals and small to middle-market
businesses in eighteen counties in central and western
Pennsylvania. Under current conditions, the Corporation is
reporting one business segment.

The Corporation is subject to regulations of certain state and
federal agencies. These regulatory agencies periodically
examine the Corporation for adherence to laws and
regulations. As a consequence, the cost of doing business
may be affected.

Basis of Presentation

The accompanying consolidated financial statements include
the accounts of the Corporation and its wholly-owned
subsidiaries. All material intercompany transactions have
been eliminated in consolidation.

Investments of 20 to 50 percent of the outstanding common
stock of investees are accounted for using the equity method
of accounting.

Reclassifications

Financial statement amountsin prior periods have been
reclassified to conform to the presentation format used in
2002. The reclassifications had no effect on the
Corporation’s financial condition or results of operations.

Securities

Debt securities that the Corporation has the positive intent
and ability to hold to maturity are classified as securities
held-to-maturity and are reported at amortized cost. Debt and
equity securities that are bought and held principally for the

purpose of selling them in the near term are to be classified
astrading securities and reported at fair value, with
unrealized gains and losses included in earnings. Debt and
equity securities not classified as either held-to-maturity
securities or trading securities are classified as securities
available-for-sale and are reported at fair value, with
unrealized gains and losses excluded from earnings and
reported as a separate component of shareholders' equity, net
of deferred taxes.

The Corporation has securities classified as either held-
to-maturity or available-for-sale. The Corporation does
not engage in trading activities. Net gain or loss on the
sale of securitiesis determined by using the specific
identification method.

Loans

Loans are carried at the principal amount outstanding.
Unearned income on installment loans and leases is taken
into income on a declining basis which resultsin an
approximately level rate of return over the life of the loan or
lease. Interest is accrued as earned on nondiscounted |oans.

The Corporation considers aloan to be impaired when, based
on current information and events, it is probable that a
creditor will be unable to collect principal or interest due
according to the contractual terms of the loan. Loan
impairment is measured based on the present value of
expected cash flows discounted at the loan’s effective
interest rate or, as a practical expedient, at theloan’s
observable market price or the fair value of the collateral if
theloan is collateral dependent.

Payments received on impaired loans are applied against the
recorded investment in the loan. For loans other than those
that the Corporation expects repayment through liquidation
of the collateral, when the remaining recorded investment in
the impaired loan is less than or equal to the present value of
the expected cash flows, income is recorded on a cash basis.

Mortgage Servicing Rights

When the Corporation purchases or originates mortgage
loans with a definitive plan to sell or securitize those loans
and retain the mortgage servicing rights, the Corporation
measures the mortgage servicing rights at cost by allocating
the cost of the mortgage loans between the mortgage
servicing rights and the mortgage loans (without the
mortgage servicing rights) based on their relative fair values
at the date of purchase or origination. When the Corporation
does not have a definitive plan at the purchase or origination
date and later sells or securitizes the mortgage loans and
retains the mortgage servicing rights, the Corporation
allocates the amortized cost of the mortgage loans between
the mortgage servicing rights and the mortgage loans
(without mortgage servicing rights) based on their relative
fair values at the date of sale. The amount capitalized as the
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right to service mortgage loans is recognized as a separate
asset and amortized in proportion to, and over the period of,
estimated net servicing income (servicing revenue in excess
of servicing cost). Mortgage servicing rights are periodically
evaluated for impairment based on fair values.

Loan Fees

Loan origination and commitment fees, net of associated
direct costs, are deferred and the net amount is amortized as
an adjustment to the related loan yield on the interest
method, generally over the contractual life of the related
loans or commitments.

Other Real Estate Owned

Real estate, other than bank premises, is recorded at the
lower of cost or fair value less selling costs at the time of
acquisition. Expenses related to holding the property, net of
rental income, are generally charged against earningsin the
current period.

Allowance for Credit L osses

The Corporation maintains an allowance for credit losses at a
level deemed sufficient to absorb losses which are inherent
in the loan and lease portfolios at each balance sheet date.
Management and the Corporation’s Board of Directors
review the adequacy of the allowance on a quarterly basisto
ensure that the provision for credit losses has been charged
against earnings in an amount necessary to maintain the
allowance at alevel that is appropriate based on
management’ s assessment of probable estimated losses. The
Corporation’s methodology for assessing the appropriateness
of the allowance for credit losses consists of several key
elements. These elements include a specific allowance for
primary watch list classified loans, aformula allowance
based on historical trends, an additional allowance for
special circumstances and an unallocated allowance. The
Corporation consistently applies the following
comprehensive methodology and procedure at the subsidiary
bank level.

The allowance for primary watch list classified loans
addresses those |oans maintained on the Corporation’s
primary watch list which are assigned a rating of
substandard, doubtful, or loss. Substandard loans are those
with awell-defined weakness or a weakness which
jeopardizes the repayment of the debt. A loan may be
classified as substandard as a result of impairment of the
borrower’ s financial condition and repayment capacity.
Loans for which repayment plans have not been met or
collateral equity margins do not protect the Corporation may
also be classified as substandard. Doubtful loans have the
characteristics of substandard |oans with the added
characteristic that collection or liquidation in full, on the
basis of presently existing facts and conditions, is highly
improbable. Although the possibility of loss is extremely
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high for doubtful loans, the classification of lossis deferred
until pending factors, which might improve the loan, have
been determined. L oans rated as doubtful in whole or in part
are placed in nonaccrual status. Loans which are classified as
loss are considered uncollectible and are charged to the
allowance for credit losses at the next meeting of the
Corporation’s Credit Committee after placement in this
category. There were no loans classified as loss on the
primary watch list as of December 31, 2002.

Loans on the primary watch list may also be impaired loans,
which are defined as nonaccrual 1oans or troubled debt
restructurings. Each of the classified loans on the primary
watch list are individually analyzed to determine the level of
the potential loss in the credit under the current
circumstances. The specific reserve established for these
criticized and impaired loans is based on careful analysis of
the loan’s performance, the related collateral value, cash
flow considerations and the financial capability of any
guarantor. The allowance for primary watch list classified
loansis equal to the total amount of potential unconfirmed
losses for the individual classified loans on the watch list.
Primary watch list loans are managed and monitored by
assigned account officers within the Corporation in
conjunction with senior management.

The allowance based on historical trends uses charge-off
experience of the Corporation to estimate potential
unconfirmed losses in the balances of the loan and lease
portfolios. The historical |oss experience percentage is based
on the charge-off history for the greater of the eight most
recent quarters or the twenty most recent quarters. Historical
|oss experience percentages are applied to non-classified
|oans from the primary watch list as well as all other loans
and leases which are not on the watch list to obtain the
portion of the allowance for credit losses which is based on
historical trends. Before applying the historical loss
experience percentages, loan balances are reduced by the
portion of the loan balances which are subject to guarantee
by a government agency. L oan balances are also adjusted for
unearned discount on installment loans.

The additional allowance for special circumstances provides
management with the opportunity to estimate additional
potential allowance amounts which may be needed to cover
specific factors. The specific factors that management
currently evaluates consist of portfolio risk or concentrations
of credit, off balance sheet risk, economic conditions and
management or staff considerations. Portfolio risks include
unusual changes or recent trends in specific portfolios such as
unexpected changes in the trends or levels of delinquency,
unusual repossession activities or large levels of unsecured
loansin aportfalio.

The Corporation also maintains an unallocated allowance.
The unallocated allowance is used to cover any factors or
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollar Amounts in Thousands)

NOTE 1—Satement of Accounting Policies (continued)
Allowance for Credit L osses (continued)

conditions which may cause a potential credit loss but are
not specifically identifiable. It is prudent to maintain an
unallocated portion of the allowance because no matter how
detailed an analysis of potential credit lossesis performed
these estimates by definition lack precision. Management
must make estimates using assumptions and information
which is often subjective and changing rapidly.

Bank-Owned Life Insurance

The Corporation purchased insurance on the lives of certain
groups of employees. The policies accumulate asset valuesto
meet future liabilities including the payment of employee
benefits such as health care. Increases in the cash surrender
value are recorded as other income in the Consolidated
Statements of Income. The cash surrender value of bank-
owned lifeinsuranceis reflected in “ other assets’ on the
Consolidated Balance Sheets in the amount of $92,644 and
$84,788 at December 31, 2002 and 2001, respectively.

Premises and Equipment

Premises and equipment are carried at cost |ess accumul ated
depreciation and amortization. Depreciation is computed on
the straight-line and accel erated methods over the estimated
useful life of the asset. Charges for maintenance and repairs
are expensed asincurred. Where aleaseisinvolved,
amortization is charged over the term of the lease or the
estimated useful life of the improvement, whichever is shorter.
The Corporation records computer software in accordance
with the American Ingtitute of Certified Public Accountants
Statement of Position 98-1, “ Accounting for the Costs of
Computer Software Developed or Obtained for Internal Use”
(“SOP 98-1"). The statement identifies the following three
stages of software development: the preliminary project stage,
the application development stage, and the post-
implementation stage. In compliance with SOP 98-1, the
Corporation expenses costs incurred during the preliminary
project stage and capitalizes certain costs incurred during the
application development stage. Once software isin operation,
maintenance costs are expensed over the maintenance period
while upgrades which result in additional functionality or
enhancement are capitalized. Training and data conversion
costs are expensed as incurred. Capitalized costs are amortized
on astraight-line basis over aperiod of 3-7 years, depending
on the life of the software license.

Business Combinations

In July 2001, the Financial Accounting Standards Board
(“FASB") issued Statement No. 141, “Business
Combinations” (“FAS No. 141") which required the
purchase method of accounting for business combinations
initiated after June 30, 2001. Under the purchase method, net

assets of the business acquired are recorded at their estimated
fair value as of the date of acquisition with any excess of the
cost of the acquisition over the fair value of the net tangible
and intangible assets acquired recorded as goodwill. Results
of the acquired business are included in the income statement
from the date of the acquisition.

Goodwill and Other Intangible Assets

The Corporation adopted FASB Statement No. 142,
“Goodwill and Other Intangible Assets’ (“FAS No. 142"),
effective January 1, 2001. FAS No. 142 requires that
goodwill and other intangible assets with indefinite useful
lives, including goodwill recorded in past business
combinations, no longer be amortized, but instead be tested
for impairment at least annually and written down and
charged to results of operations only in periods in which the
recorded value is more than the estimated fair value.
Intangible assets that have finite useful liveswill continue to
be amortized over their useful lives. (For additional
information regarding the impact of the adoption of FAS No.
142 see Note 4.)

Accounting for the Impairment of Long-Lived Assets

The Corporation reviews long-lived assets, such as premises
and equipment and intangibles for impairment whenever
events or changes in circumstances, such as a significant
decrease in the market value of an asset or the extent or
manner in which an asset is used, indicate that the carrying
amount of an asset may not be recoverable. If thereisan
indication that the carrying amount of an asset may not be
recoverable, future discounted cash flows expected to result
from the use of the asset are estimated. If the sum of the
expected cash flows is less than the carrying value of the
asset, alossis recognized for the difference between the
carrying value and fair market value of the asset.

Income Taxes

The Corporation records taxes in accordance with the asset
and liability method utilized by FASB Statement No. 109
(“FAS No. 109"), whereby deferred tax assets and liabilities
are recognized for the future tax consequences attributable to
differences between the financial statement carrying amount
of existing assets and liabilities and their respective tax bases
given the provisions of the enacted tax laws. Deferred tax
assets are reduced, if necessary, by the amount of such
benefits that are not expected to be realized based upon
available evidence.

Comprehensive | ncome Disclosur es

For all periods presented, “other comprehensive income”
(comprehensive income excluding net income) includes only
one component, which is the change in unrealized holding
gains and losses on available for sale securities, net of related
tax effects.
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Cash and Cash Equivalents

For purposes of reporting cash flows, cash and cash
equivalents include cash on hand, amounts due from banks
and Federal funds sold. Generally, Federal funds are sold for
one-day periods.

Employee Stock Ownership Plan

Accounting treatment for the Corporation’s Employee Stock
Ownership Plan (“ESOP") described in NOTE 21 follows
Statement of Position 93-6 (“SOP 93-6") “Employers
Accounting for Employee Stock Ownership Plans’ for ESOP
shares acquired after December 31, 1992 (“new shares’).
The Corporation has elected, as permitted under SOP 93-6,
not to adopt this statement for ESOP shares acquired on or
before December 31, 1992 (“old shares”).

ESOP shares purchased subject to debt guaranteed by the
Corporation are recorded as areduction of common
shareholders’ equity by charging unearned ESOP shares. As
shares are committed to be released to the ESOP trust for
allocation to plan participants, unearned ESOP sharesis
credited for the average cost of the shares to the ESOP.
Compensation cost recognized for new sharesin accordance
with the provisions of SOP 93-6 is based upon the fair market
value of the shares committed to be released. Additional paid-
in capital is charged or credited for the difference between the
fair value of the shares committed to be released and the cost
of those shares to the ESOP. Compensation cost recognized
for old shares committed to be released is recorded at the cost
of those shares to the ESOP.

Dividends on both old and new unallocated ESOP shares are
used for debt service and are reported as a reduction of debt
and accrued interest payable. Dividends on allocated ESOP
shares are charged to retained earnings and allocated or paid
to the plan participants. The average number of common
shares outstanding used in calculating earnings per share
excludes all unallocated ESOP shares.

Employee Stock Option Plan

In December 2002, the FASB issued Statement No. 148,
“Accounting for Stock-Based Compensation-Transition and
Disclosure” (“FAS No. 148"). FAS No. 148 amends FASB
Statement No. 123 “Accounting for Stock-Based
Compensation” (“FAS No. 123") to provide alternative
methods of avoluntary transition to FAS No. 123’ sfair
value method of accounting for stock-based employee
compensation. FAS No. 148 also amends the disclosure
provisions of FAS No. 148 and APB Opinion No. 28,
“Interim Financial Reporting” (“APB 28"), to require
disclosure in the summary of significant accounting policies
of the effects of an entity’ s accounting policy with respect to
stock-based employee compensation on reported net income
and earnings per share in annual and interim financial
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statements. FAS No. 148 does not amend FAS No. 123 to
require companies to account for employee stock options
using the fair value method, the disclosure provisions of the
statement apply to all companies with stock-based
compensation, regardless of whether they account for that
compensation using the fair value method of FAS No. 123 or
the intrinsic value method of APB Opinion No. 25
“Accounting for Stock Issued to Employees’ (“APB 25").
FAS No. 148 amendments of the transition and annual
disclosure requirements of FAS No. 123 are effective for
fiscal years ending after December 15, 2002, with earlier
application permitted in certain circumstances. Theinterim
disclosure provisions are effective for financial reports
containing financial statements for interim periods beginning
after December 15, 2002. Implementation of FAS No. 148
did not have a material impact on the Corporation’s financial
condition or results of operations.

FAS No. 123 defines a method of measuring stock-based
compensation, such as stock options granted, at an estimated
fair value. FAS No. 123 also permits the continued
measurement of stock based compensation under provisions
of APB 25. As permitted under FAS No. 123, the
Corporation has elected to use the intrinsic value method to
measure stock based compensation under APB 25 and to
disclose in afootnote to the financial statements, net income
and earnings per share determined asif the fair value
methodology of FAS No. 123 was implemented.

Generally expenses are easily measured as of the date they
areincurred. At some point the Corporation must pay cash
to cover these expenses. Thisis not the case with the
methodology for expensing stock options. The amount
expensed for the purposes of thisdisclosure is equivalent to a
theoretic value calculated on the date the option was granted.
Calculating a value of the option at the grant date requires a
variety of assumptions which may have little to do with the
actual realization of value by the option holder. In fact many
of the options are forfeited or expire for avariety of reasons
without ever being exercised.

Additionally, valuation models operate under the assumption
that the options are similar to those that are actively traded.
In reality they are not marketable. Also there existstimes
where executives are unable to exercise their options due to
trading restrictions. This limitsthe ability of certain option
holders to benefit from some periods of volatility. Changes
in the assumptions used could affect the estimated impact of
the stock options and this disclosure.

The variety of methodologies and assumptions permitted to
be used by each reporting company givesrise to ahigh
degree of subjectivity in estimating the impact of the options.
Management is concerned that due to the lack of uniformity
and variations in assumptions, there may not be reasonable
comparability between institutions.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollar Amounts in Thousands, except per share data)

NOTE 1—Satement of Accounting Policies (continued)
Employee Stock Option Plan (continued)

Had compensation cost for the Corporation’s stock option plan
been determined based upon the fair value at the grant dates
for awards under the plan consistent with the method of FAS
No. 123, the Corporation’s net income would have been
reduced on apro formabasis by $2,278, $1,978 and $116 for
2002, 2001 and 2000, respectively. Basic earnings per share
on apro forma basis would have declined $0.04 per share for
2002 and 2001 and $0.00 per share for 2000 while diluted
earnings per share would have declined over the same periods
by $0.04 per share, $0.03 per share and $0.00 per share. See
Note 22 for additional information. Pro formaamounts are
shown below:

2002 2001 2000
As Pro As Pro As Pro
Reported Forma Reported Forma Reported Forma

$43,526 $41,248 $50,189 $48,211 $47,246 $47,130

Net Income

Basic earnings
per share

Diluted earnings
per share

$ 075% 071 $ 087 $ 083 % 082% 082
$ 074% 070 % 08 $ 083 $ 0823% 082

Derivative I nstruments and Hedging Activities

FASB Statement No. 133 “Accounting for Derivative
Instruments and Hedging Activities” (*FASB No. 133"), as
amended, established accounting and reporting standards for
derivative instruments and for hedging activities which
requires that an entity recognize all derivatives as either
assets or liahilities on the balance sheet and measure those
instruments at fair value. Changesin the fair value of
derivatives must be recognized in earnings when they occur
unless the derivative qualifies as a hedge. If aderivative
qualifies as a hedge, a company can elect to use hedge
accounting to eliminate or reduce income statement volatility
that would arise from reporting changesin a derivative' s fair
valuein income.

The Corporation currently has no freestanding derivative or
hedging instruments. Management reviews contracts from
various functional areas of the Corporation to identify
potential derivatives embedded within selected contracts.
Management has identified potential embedded derivatives
in certain loan commitments for residential mortgages where
the Corporation has intent to sell to an outside investor. Due
to the short-term nature of these loan commitments (30 days
or less) and the minimal historical dollar amount of
commitments outstanding, the corresponding impact on the
Corporation’s financial condition and results of operation has
not been material.

Earnings Per Common Share

Basic earnings per share excludes dilution and is computed
by dividing income available to common shareholders less

unallocated ESOP shares by the weighted-average number of
common shares outstanding for the period. Diluted earnings
per share reflects the potential dilution that could occur if
securities or other contracts to issue common stock were
exercised or converted into common stock or resulted in the
issuance of common stock that then shared in the earnings of
the entity. For all periods presented the dilutive effect on
average shares outstanding is the result of compensatory
stock options outstanding.

New Accounting Pronouncements

In June 2001, the FASB issued Statement No. 143,
“Accounting for Asset Retirement Obligations” (“FAS No.
143"). The statement addresses financial accounting and
reporting for obligations associated with the retirement of
tangible long-lived assets and associated asset retirement
costs. FAS No. 143 requires that the fair value of aliability
for an asset retirement obligation be recognized in the period
inwhich itisincurred if areasonable estimate of fair value
can be made. The associated asset retirement costs are
capitalized as part of the carrying amount of the long-lived
asset and subsequently allocated to expense over the asset’s
useful life. The standard is effective for fiscal years
beginning after June 15, 2002 and implementation is not
expected to have a material impact on the Corporation’s
financial condition or results of operations.

Effective January 1, 2002, the Corporation adopted FASB
Statement No. 144, “ Accounting for the Impairment or
Disposal of Long-Lived Assets” (“FAS No. 144") which
requires that long-lived assets be reviewed for impairment
whenever events or changes in circumstances, such asa
significant decrease in the market value of an asset or the
extent or manner in which an asset is used indicate that the
carrying amount of an asset may not be recoverable. If thereis
an indication that the carrying amount of an asset may not be
recoverable, future undiscounted cash flows expected to result
from the use and disposition of the asset are estimated. If the
sum of the expected cash flowsis less than the carrying value
of the asset, aloss is recognized for the difference between the
carrying value and the market value of the asset. This
statement also requires measurement of long-lived assets
classified as held for sale at the lower of their carrying amount
or fair value less cost to sell and to cease depreciation or
amortization on these assets. Implementation of FAS No. 144
did not have amaterial impact on the Corporation’s financial
condition or results of operations.

In April 2002, the FASB issued Statement No. 145,
“Rescission of FASB Statements No. 4, 44, and 64,
Amendment of FASB Statement No. 13, and Technica
Corrections’ (“FAS No. 145"). FAS No. 145 rescinds
Statement 4, which required all gains and losses from
extinguishment of debt to be aggregated and, if material,
classified as an extraordinary item, net of related income tax
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effect. Asaresult, the criteriain Opinion 30 will now be
used to classify those gains and losses. This statement also
amends FASB Statement No. 13 to require that certain lease
modifications that have economic effects similar to sale-
leaseback transactions be accounted for in the same manner
as sale-leaseback transactions. This statement also makes
technical corrections to existing pronouncements, which are
not substantive but in some cases may change accounting
practice. FAS No0.145 was effective for transactions
occurring after May 15, 2002. Implementation of FAS No.
145 did not have a material impact on the Corporation’s
financial condition or results of operations.

In July 2002, the FASB issued Statement No. 146,
“Accounting for Costs Associated with Exit or Disposal
Activities” (“FASNo. 146"). FAS No. 146 replaced EITF
Issue No. 94-3, “Liability Recognition for Certain Employee
Termination Benefits and Other Costs to Exit an Activity
(including Certain Costs Incurred in a Restructuring)”. The
standard requires companies to recognize costs associated with
exit or disposal activities when they are incurred rather than at
the date of a commitment to an exit or disposal plan. FAS No.
146 isto be applied prospectively to exit or disposal activities
initiated after December 31, 2002. Upon adoption, FAS No.
146 is not expected to have a material impact on the
Corporation’ s financial condition or results of operations.

In October 2002, the FASB issued Statement No. 147,
“Acquisitions of Certain Financial Institutions, an
amendment of FASB Statements No. 72 and 144 and FASB
No. 9" (“FAS No. 147"). FAS No. 147 removes acquisitions
of financial institutions, except for transactions between two
or more mutual enterprises, from the scope of both FASB
Statement No. 72 and Interpretation 9 and requires that those
transactions be accounted for in accordance with FASB
Statements No. 141 and No. 142. As aresult, the requirement
in FASB Statement No. 72 to recognize, and subsequently
amortize, any excess of the fair value of liabilities assumed
over the fair value of tangible and identifiable assets
acquired as an unidentifiable asset no longer applies to
acquisitions within the scope of this statement. In addition,
this statement amends FASB Statement No. 144 to includein
its scope long-term customer relationship intangible assets of
financial institutions such as depositor and borrower-
relationship intangible assets and credit cardholder assets.
Consequently, those intangibl e assets are subject to the same
undiscounted cash flow recoverability test and impairment
loss recognition and measurement provisions that FASB
Statement No. 144 requires for other long-lived assets that
are held and used. The provisions of FAS No. 147 were
effective October 1, 2002. Implementation of FAS No. 147
did not have any impact on the Corporation’ s financial
condition or results of operations.
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In November 2002, the FASB issued FASB Interpretation
No. 45 (“FIN 45"), “Guarantor’s Accounting and Disclosure
Requirements for Guarantees of Indebtedness of Others.”

The disclosure requirements of FIN 45 are effective for
financial statements of interim or annual periods ending after
December 15, 2002, and requires disclosure of the nature of
the guarantee, the maximum potential of future payments the
guarantor could be required to make under the guarantee, and
the current amount of the liability, if any, for the guarantor’s
obligation under the guarantee. The recognition requirements
of FIN 45 are to be applied prospectively to guarantees issued
or modified after December 31, 2002. Thisinterpretation
expands the disclosures to be made by a guarantor in its
financial statements about its obligations under certain
guarantees and requires the guarantor to recognize aliability
for the fair value of an obligation assumed under a guarantee.
FIN 45 clarifies the requirements of FASB Statement No. 5
(“FAS No. 5"), “Accounting for Contingencies,” relating to
guarantees. In general, FIN 45 applies to contracts or
indemnification agreements that contingently require the
guarantor to make payments to the guaranteed party based on
changesin an underlying that is related to an asset, liability, or
equity security of the guaranteed party. Certain guarantee
contracts are excluded from both the disclosure and
recognition requirements of this interpretation, including, but
not limited to, guarantees related to empl oyee compensation,
residual value guarantees under capital |ease arrangements,
commercid letters of credit, loan commitments, subordinated
interestsin Special Purpose Entities and guarantees of a
company’s own future performance. Other guarantees are
subject to the disclosure requirements of FIN 45 but not the
recognition provisions and include, among others, a guarantee
accounted for as a derivative instrument under FAS No. 133, a
parent’s guarantee of debt owed to athird party by its
subsidiary or vice versa and a guarantee which is based on
performance not price. Guarantees that have been entered into
by the Corporation are disclosed in Note 11. The Corporation
does not expect the requirements of FIN 45 to have a material
impact on its financial condition or results of operations.

In January 2003, the FASB issued FASB Interpretation No. 46
(“FIN 46"), “Consolidation of Variable Interest Entities,” the
provisions of which became effective upon issuance. This
interpretation provides guidance on identification of variable
interest entities (“VIE") and the determination of when the
assets, liahilities, noncontrolling interest and results of
operations of aVIE should be included in acompany’s
consolidated financial statements. Companiesthat hold variable
interestsin an entity will need to consolidate that entity if the
company’sinterest in the VIE is such that the company will
absorb amajority of the entity’ s expected residual returns,
should they occur. The Corporation is currently assessing the
impact, if any, theinterpretation will have on the Corporation’s
financial condition or results of operations.
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NOTE 2—Supplemental Comprehensive Income Disclosures

The following table identifies the related tax effects allocated to each component of other comprehensive income in the

Statements of Changes in Shareholders’ Equity:

December 31, 2002

December 31, 2001 December 31, 2000

Tax Net of
Pre-tax (Expense) Tax
Amount Benefit  Amount

Tax Net of Tax Net of
Pre-tax  (Expense) Tax Pretax (Expense) Tax
Amount  Benefit Amount Amount Benefit  Amount

Unrealized gains (losses) on securities:
Unrealized holding gains (losses)
arising during the period
Less: reclassification adjustment for
gainsrealized in net income (606) 212 (394)

$ 26987 $ (9,445) $ 17,542

$ 28,676 $(10,037) $ 18,639 $ 51,739 $(18,109) $ 33,630

(3274) 1,146  (2,128) (1,745) 611  (1,134)

Net unrealized gains (losses) 26,381 (9,233) 17,148

25,402 (8,891) 16,511 49,994 (17,498) 32,496

Other comprehensive income $26381 $ (9,233) $ 17,148

$ 25402 $(8891) $ 16,511 $ 49,994 $(17,498) $ 32,496

NOTE 3—Supplemental Cash Flow Disclosures

2002 2001 2000
Cash paid during the year for:
Interest $124,953 $186,558 $166,919
Income taxes $ 12,010 $ 11,890 $ 12,842

Noncash investing and financing activities:

ESOP loan reductions $ 1071 $ 1161 $ 906

Loans transferred to
other real estate owned

and repossessed assets $ 5029 $ 5246 $ 6,405

Grossincrease in market
value adjustment to

securities available for sale $ 26381 $ 25402 $ 49,994

Treasury stock reissued for
insurance agency interest
acquired $ -0- $ -0- % 852

Treasury stock reissued
for business combination $ 830 $ -0- $ -0-

NOTE 4—Goodwill and Other Intangible Assets

On January 1, 2002, the Corporation adopted FASB
Statement No. 142, “Goodwill and Other Intangible Assets’
(“FAS No. 142"), which addresses the accounting and
reporting for acquired goodwill and other intangible assets
which supersedes APB Opinion No. 17, “Intangible Assets.”
FAS No. 142 includes requirements to test goodwill and
indefinite-lived intangible assets for impairment rather than
amortize them. As of January 1, 2002, the Corporation had
goodwill, net of accumulated amortization, of approximately
$5,800 subject to the transitional testing provisions of FAS
No. 142. Also, management reclassified an intangible asset
previously recorded by an insurance subsidiary when
acquiring the expiring list of policy holders from their
joint-venture partner to goodwill with a net carrying amount
of $718.

As of January 1, 2002, the Corporation discontinued the
amortization of goodwill which reduced other operating

expense by $920 in 2002. Goodwill amortization expense
was $920 and $865 for 2001 and 2000, respectively.
Goodwill represented basic and diluted earnings per share of
$0.016 and $0.015 for 2001 and 2000, respectively. Upon
implementation of the standard, the Corporation determined
no impairment of its outstanding goodwill existed.

NOTE 5—Business Combination

Effective March 1, 2002, the Corporation acquired all of the
outstanding shares of Strategic Capital Concepts, Inc.
(“SCC") and Strategic Financial Advisors, Inc. (“SFA™),
each a Pennsylvania corporation headquartered in Allison
Park, Pennsylvania. As aregistered investment adviser,
Strategic Capital Concepts provides financia planning, asset
management and consulting services to individuals,
businesses, retirement plans, trusts, and estates. Strategic
Financial Advisors offersinvestment and insurance products
aswell as employee benefit services. Each of the outstanding
shares of Strategic Capital Concepts, Inc. and Strategic
Financial Advisors, Inc. were exchanged for shares of the
Corporation’s common stock. In addition, the sharehol ders
of SCC and SFA are entitled to receive additional shares of
the Corporation’s common stock for each of the years 2002
through 2005 based on aformula defined in the merger
agreement which takes into consideration the financial
performance of SCC and SFA after the merger date. The
merger was accounted for as a purchase transaction whereby
the identifiable tangible and intangible assets and liabilities
of SCC and SFA have been recorded at their fair values at
the acquisition date. Goodwill in the amount of $1,656 was
recorded as aresult of the transaction. As prescribed under
the purchase method of accounting, the results of operations
of SCC and SFA from the date of acquisition are included in
the Corporation’s financial statements for 2002.

In October 2002, SFA was merged into SCC and the name
was changed to First Commonwealth Financial Advisors,
Inc. This acquisition should expand the Corporation’s
product offerings and positively impact fee based revenue,
which is a continuing priority.
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NOTE 6—Cash and Due From Banks on Demand

Regulations of the Board of Governors of the Federal
Reserve System impose uniform reserve requirements on all
depository institutions with transaction accounts (checking
accounts, NOW accounts, etc.). Reserves are maintained in

NOTE 7—Securities Available For Sale

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Doallar Amounts in Thousands)

the form of vault cash or a noninterest-bearing balance held
with the Federal Reserve Bank. The subsidiary bank
maintained with the Federal Reserve Bank average balances
of $1,896 during 2002 and $4,269 during 2001.

Below is an analysis of the amortized cost and approximate fair values of securities available for sale at December 31, 2002

and 2001
2002 2001
Gross Gross  Approximate Gross Gross  Approximate
Amortized Unrealized Unrealized Fair Amortized Unrealized Unrealized Fair
Cost Gains L osses Value Cost Gains Losses Value
U.S. Treasury Securities $ 3,509 $ 87 $ 0- % 3,596 $ 13,084 $ 137 $ -0- $ 13221
Obligations of U.S. Government
Corporation and Agencies:
Mortgage Backed Securities 870,777 24,623 (39 895,361 840,639 8,140 (954) 847,825
Other 101,464 1,324 -0- 102,788 113,464 2,181 (5) 115,640
Obligations of States and
Political Subdivisions 115,936 2,800 (107) 118,629 103,492 749 (1,599) 102,642
Debt Securities Issued
by Foreign Governments 75 -0- -0- 75 175 -0- -0- 175
Corporate Securities 235,460 9,000 (472) 243,988 229,259 5,382 (3,657) 230,984
Other Mortgage Backed
Securities 51,388 958 -0- 52,346 110,512 2,438 32 112,918
Total Debt Securities 1,378,609 38,792 (618) 1,416,783 1,410,625 19,027 (6,247) 1,423,405
Equities 64,392 2,978 (1,382) 65,988 45,091 622 -0- 45,713
Total Securities Available
for Sale $ 1,443,001 $41,770 $ (2,000) $ 1,482,771 $ 1,455,716 $19,649 $ (6,247) $1,469,118

Mortgage backed securities include mortgage backed
obligations of U.S. Government agencies and corporations,
mortgage backed securities issued by other organizations and
other asset backed securities. These obligations have
contractual maturities ranging from less than one year to 30
years and have an anticipated average life to maturity
ranging from less than one year to 18 years. All mortgage
backed securities contain a certain amount of risk related to
the uncertainty of prepayments of the underlying mortgages.
Interest rate changes have a direct impact upon prepayment
speeds, therefore the Corporation uses computer simulation
models to test the average life and yield volatility of all
mortgage backed securities under various interest rate
scenarios to insure that volatility falls within acceptable
limits. At December 31, 2002 and 2001, the Corporation
owned no high risk mortgage backed securities as defined by
the Federal Financial Institutions Examination Council’s
Supervisory Policy Statement on Securities Activities.

The amortized cost and estimated market value of debt
securities at December 31, 2002, by contractual maturity, are
shown below. Expected maturities will differ from

contractual maturities because borrowers may have the right
to call or repay obligations with or without call or
prepayment penalties.

Amortized Approximate
Cost Fair Vaue
Due within 1 year $ 72,216 $ 74,165
Due after 1 but within 5 years 162,273 166,077
Due after 5 but within 10 years 8,977 9,329
Due after 10 years 212,978 219,505
456,444 469,076
Mortgage Backed Securities 922,165 947,707
Total Debt Securities $ 1,378,609 $1,416,783

Proceeds from the sales of securities available for sale were
$15,328, $85,737, and $22,391 during 2002, 2001, and 2000,
respectively. Gross gains of $609, $3,419, and $1,752 and
gross losses of $-0-, $224, and $18 were realized on those
sales during 2002, 2001, and 2000, respectively.

Securities available for sale with an approximate fair value
of $712,827 and $637,915 were pledged at December 31,
2002 and 2001, respectively, to secure public deposits and
for other purposes required or permitted by law.
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NOTE 8—Securities Held to Maturity

Below is an analysis of the amortized cost and approximate fair values of debt securities held to maturity at December 31,

2002 and 2001
2002 2001
Gross Gross  Approximate Gross Gross  Approximate
Amortized Unrealized Unrealized Fair Amortized Unrealized Unrealized Fair
Cost Gains L osses Value Cost Gains Losses Value
Obligations of U.S. Government
Corporation and Agencies:
Mortgage Backed Securities $ 63,535 $1,713 $ -0- $ 65248 $133687 $2594 $ (166) $136,115
Other 15,000 934 -0- 15,934 29,998 1,360 -0- 31,358
Obligations of States and
Poalitical Subdivisions 96,869 3,685 -0- 100,554 107,130 1,545 (788) 107,887
Debt Securities Issued
by Foreign Governments 408 -0- -0- 408 383 -0- -0- 383
Corporate Securities 22,026 725 (8 22,743 22,092 808 -0- 22,900
Total Securities Held to
Maturity $197,838 $7,057 $ (8) $204,887 $293290 $6307 $ (954) $298,643
The amortized cost and estimated market value of debt NOTE 9—Loans (all domestic)
securities at December 31, 2002, by contractual maturity, are -
P T ' Loans at year end were divided among these general
shown below. Expected maturities will differ from . y. 9 9
- . categories:
contractual maturities because borrowers may have the right
to call or repay obligations with or without call or December 31,
prepayment penalties. 2002 2001
) ) Commercial, financial,
Amortized  Approximate agricultural and other $ 63395  $ 529,300
Cost Fair Value Redl estate loans:
Due within 1 year $ 22,047 $ 22273 Construction and land devel opment 20,998 14,727
Due after 1 but within 5 years 30,186 32,157 1-4 family dwellings 739,018 849,787
Due after 5 but within 10 years 34,298 36,092 Other real estate loans 663,220 638,576
Due after 10 years 47,772 49,117 Loans to individuals for household,
134,303 139,639 family and other personal expenditures 505,139 473,515
Mortgage Backed Securities 63,535 65,248 Leases, net of unearned income 47,110 63,326
Total Debt Securities $ 197,838 $ 204,887 Subtotal 2,609,440 2,569,231
Unearned income (806) (1,297)
Total loans and leases $ 2,608,634 $ 2,567,934

There were no sales of securities held to maturity in 2002,
2001 or 2000.

Securities held to maturity with an amortized cost of
$149,119 and $205,150 were pledged at December 31, 2002
and 2001, respectively, to secure public deposits and for
other purposes required or permitted by law.

Most of the Corporation’s business activity was with
customers located within Pennsylvania. The portfolio is well
diversified, and as of December 31, 2002 and 2001, there
were no significant concentrations of credit.
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NOTE 10—Allowance for Credit Losses

Description of changes:

2002 2001 2000
Allowance at January 1 $ 34,157 $ 33,601 $ 33,539
Additions:
Recoveries of previously
charged off loans 2,048 1,281 1,299

Provision charged to

operating expense 12,223 11,495 10,030
Deductions:

Loans charged off 13,932 12,220 11,267
Allowance at December 31 $3449% $ 34,157 $ 33,601
Relationship to impaired |oans:

2002 2001
Recorded investment in impaired loans

at end of period $ 23657 $ 23,731
Average balance for impaired loans

for the year $ 24740 $ 16,133
Allowance for credit losses related

to impaired loans $ 5204 % 3,835
Impaired loans with an allocation of

the allowance for credit losses $ 15065 $ 16,266
Impaired loans with no allocation of

the allowance for credit losses $ 8592 % 7,465
Income recorded on impaired loans

on acash basis $ 286 % 750

NOTE 11—Financial Instruments with Off-Balance-Sheet
Risk
The Corporation is a party to financial instruments with off-
balance-sheet risk in the normal course of business to meet
the financial needs of its customers. These financia
instruments include commitments to extend credit, standby
letters of credit and commercial letters of credit. Those
instruments involve, to varying degrees, elements of credit
and interest rate risk in excess of the amount recognized in
the balance sheet. The contract or notional amount of those
instruments reflects the extent of involvement the
Corporation hasin particular classes of financial instruments.

As of December 31, 2002 and 2001, the Corporation did not
own or trade any other financial instruments with significant
off-balance-sheet risk including derivatives such as futures,
forwards, interest rate swaps, option contracts and the like,
although such instruments may be appropriate to use in the
future to manage interest rate risk.

The Corporation’s exposure to credit loss in the event of
nonperformance by the other party of the financial
instrument for commitments to extend credit, standby letters
of credit and commercial letters of credit written is
represented by the contract or notional amount of those
instruments. The Corporation uses the same credit policiesin
making commitments and conditional obligations asit does
for on-balance-sheet instruments. The following table

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Doallar Amounts in Thousands)

identifies the notional amount of those instruments at
December 31, 2002 and 2001:

2002 2001
Financia instruments whose contract
amounts represent credit risk:
Commitments to extend credit $ 535,692 $ 517,587
Standby letters of credit $ 32301 $ 48,739
Commercial letters of credit $ 385 $ 390

Commitments to extend credit are agreementsto lend to a
customer aslong asthereis no violation of any condition
established in the contract. Commitments generally have
fixed expiration dates or other termination clauses and may
require payment of afee. Since many of the commitments
are expected to expire without being drawn upon, the total
commitment amounts do not necessarily represent future
cash requirements. The Corporation evaluates each
customer’ s creditworthiness on a case-by-case basis. The
amount of collateral obtained, if deemed necessary by the
Corporation upon extension of credit, is based on
management’s credit evaluation of the counter-party.
Collateral held varies but may include accounts receivable,
inventory, property, plant and equipment, residential and
income-producing commercia properties.

Standby letters of credit and commercial letters of credit
written are conditional commitments issued by the
Corporation to guarantee the performance of a customer to a
third party. Those guarantees are primarily issued to support
public and private borrowing arrangements. The credit risk
involved in issuing letters of credit is essentially the same as
that involved in extending loan facilities to customers.

NOTE 12—Premises and Equipment

Premises and equipment are described as follows:

Estimated
Useful Life 2002 2001
Land Indefinite $ 6,023 $ 5338
Buildings and improvements 7-50 years 46,995 45,910
Leasehold improvements 7-39 years 9,112 9,960
Furniture and eguipment 3-10 years 52,732 50,771
Software 3-7 years 15,777 14,231
Subtotal 130,639 126,210
L ess accumulated depreciation
and amortization 84,909 79,844
Total premises and
equipment $ 45730 $ 46,366

Depreciation and amortization related to premises and
equipment was $6,840 in 2002, $6,153 and $5,996 in 2001
and 2000, respectively.
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NOTE 12—Premises and Equipment (continued)

The Corporation |eases various premises and assorted
equipment under noncancellable agreements. Total future
minimal rental commitments at December 31, 2002 were
asfollows:

Premises Equipment

2003 $ 1,586 $ 963
2004 789 39
2005 719 -0-
2006 749 -0-
2007 667 -0-
Thereafter 1,946 -0-

Total $ 6,456 $ 1,002

Under the terms of various lease agreements, increases
in utilities and taxes may be passed on to the lessee.
Such adjustments are not reflected in the above table.
Additionally, various lease renewal options are available
and are not included in the minimum lease commitments
until such options are exercised. Total |ease expense
amounted to $1,699 in 2002, $2,105 in 2001 and $1,935
in 2000.

NOTE 13—Interest-Bearing Deposits

Components of interest-bearing deposits at December 31
were as follows:

2002 2001
NOW and Super NOW accounts $ 71,649 $ 61,791
Savings and MMDA accounts 1,100,889 1,028,368
Time deposits 1,494,120 1,590,296
Total interest-bearing deposits $ 2,666,658 $ 2,680,455

Interest-bearing deposits at December 31, 2002 and 2001,
include reallocations from NOW and Super NOW accounts
of $374,695 and $323,490, respectively into Savings and
MMDA accounts. These reallocations are based on aformula
and have been made to reduce the Corporation’s reserve
requirement in compliance with regulatory guidelines.

Included in time deposits at December 31, 2002 and 2001,
were certificates of deposit in denominations of $100 or
more of $489,702 and $497,318, respectively.

Interest expense related to $100 or greater certificates of
deposit amounted to $21,685 in 2002, $27,922 in 2001, and
$22,639 in 2000.

Included in time deposits at December 31, 2002, were
certificates of deposit with the following scheduled maturities:

2003 $ 636,476
2004 335,887
2005 226,121
2006 148,820
2007 and thereafter 146,598

$1,493,902

NOTE 14—Short-term Borrowings

Short-term borrowings at December 31 were asfollows:

2002 2001
Ending AverageAverage Ending AverageAverage
Balance Balance Rate Balance Balance Rate

Federal funds
purchased
Borrowings
from FHLB
Securities
sold under
agreements
to repurchase
Treasury, tax
and loan
note option

$ 51,600 $ 63,169 1.86% $ 108,250 $ 46,608 3.28%

146,395 30,044 1.76% 40,000 9,918 2.45%

222,577 225,793 1.78% 216,486 214,900 3.95%

48,493 20,902 1.47% 63,000 28,747 3.39%

Total $ 469,065 $339,908 1.77% $ 427,736 $300,173 3.74%

Maximum
total at any
month-end

$ 469,065 $ 427,736

Interest expense on short-term borrowings for the years
ended December 31 is detailed below:

2002 2001 2000

Federal funds purchased $ 1176 $ 1527 $ 3,138

Borrowings from FHLB 530 243 1,256
Securities sold under

agreements to repurchase 4,015 8,483 16,335

Treasury, tax and loan note option 308 974 1,489
Total interest on

short-term borrowings $ 6029 $ 11227 $ 22,218

NOTE 15—Company Obligated Mandatorily Redeemable
Capital Securities of Subsidiary Trust

The Corporation established First Commonwealth Capital
Trust | (the“Trust"), a Delaware business trust and the Trust
issued 35,000 capital securities (liquidation amount of
$35,000) during September 1999, through a private offering
to qualified investors. Additionally, the Trust issued common
securities to the Corporation. The Trust used the proceeds
from the sale to buy a series of 9.50% junior subordinated
deferrable interest debentures due 2029 from the Corporation
with the same economic terms as the capital securities. The
sole asset of the Trust is the $36,083 aggregate liquidation
amount of the junior subordinated debentures. The Trust will
distribute the cash payments it receives from the Corporation
on the debentures to the holders of the capital securities and
the common securities.
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The original series A capital securities and series A junior
subordinated deferrable interest debentures have since been
exchanged for registered series B capital securities and
registered series B junior subordinated deferrable interest
debentures having the same economic terms as the original
series A securities.

The Trust will redeem all of the outstanding capital securities
when the debentures are paid at maturity on September 1,
2029. Subject to receiving prior approval of the Board of
Governors of the Federal Reserve System, the Corporation
may redeem the debentures, in whole or in part, at any time
on or after September 1, 2009, at a redemption price equal to
104.750% of the principal amount of the debentures on
September 1, 2009, declining ratably on each September 1
thereafter to 100% on or after September 1, 2019, plus
accrued and unpaid interest to the date of redemption. The
Corporation may also redeem the debentures prior to
September 1, 2009, upon the occurrence of certain tax and
bank regulatory events, subject to receiving prior approval of
the Board of Governors of the Federal Reserve System. If the
Corporation redeems any debentures before their maturity,
the Trust will use the cash it receives on the redemption of
the debentures to redeem, on a pro rata basis, capital
securities and common securities having an aggregate
liquidation amount equal to the aggregate principal amount
of the debentures redeemed.

The net proceeds (after deduction of offering expenses and
theinitial purchaser’s commission) from the sale of the
debentures to the Trust were approximately $34,200. The
Corporation used the net proceeds from the issuance of the
debentures to partially finance the purchase of 3,819,420
shares of its outstanding common stock (approximately 6.5%
of its outstanding shares of common stock) pursuant to a
“modified Dutch Auction” tender offer. Unamortized
deferred issuance costs associated with the capital securities
amounted to $909 as of December 31, 1999, and are being
amortized on a straight-line basis over the term of the capital
securities. The outstanding balance of the capital securities
are included as a separate component of long-term debt on
the Consolidated Balance Sheets while interest on the capital
securities is included as a separate component of interest
expense on the Consolidated Statements of Income. The
amortization of the deferred issuance costsisincluded in
interest expense from the capital securities on the
Consolidated Statements of Income.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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NOTE 16—Other Long-term Debt
Other Long-term debt at December 31, follows:

2002 2001
Amount Rate Amount Rate
ESOP loan due
December 2005 $ 3,055 Libor +1% $ 4,126 Libor +1%
Borrowings from FHLB due:

November 2002 -0- 50,000 5.82%
December 2002 -0- 50,000 5.71%
September 2007 5,000 6.94% 5,000 6.94%
February 2008 100,000 5.45% 100,000 5.45%
February 2008 100,000 5.48% 100,000 5.48%
May 2008 100,000 5.67% 100,000 5.67%
November 2008 50,000 5.03% 50,000 5.03%
December 2008 65,000 4.96% 65,000 4.96%
February 2010 25,000 6.12% 25,000 6.12%
December 2010 55,000 4.70% 55,000 4.70%
April 2011 6,525 5.68% 7,121 5.68%
February 2014 10,000 5.40% -0-
March 2016 1,844 5.65% 1,935 5.65%
December 2017 6,542 6.17% 6,798 6.17%
June 2019 8,001 5.72% 8,375 5.72%
April 2020 842 7.371% 865 7.371%
March 2022 8,035 5.90% -0-

$ 544,934 $ 629,220

All Federal Home Loan Bank stock, along with an interest in
unspecified mortgage loans and mortgage-backed securities,
with an aggregate statutory value equal to the amount of the
above advances, have been pledged as collateral with the
Federal Home Loan Bank of Pittsburgh.

Capital securitiesincluded in total long-term debt on the
Consolidated Balance Sheets are excluded from Note 16, but
are described in Note 15.

Scheduled loan payments for other long-term debt are
summarized below:

2003 2004 2005 2006 2007 Thereafter
$3,185 $3,222 $3,640 $2,650 $7,805 $524,432

Loan payments

NOTE 17—Common Share Commitments

At December 31, 2002 and 2001, the Corporation had
100,000,000 common shares authorized and 62,525,412
shares outstanding. Outstanding shares were reduced by
3,562,869 shares of treasury stock at December 31, 2002 and
4,073,788 shares at December 31, 2001. The Corporation
may be required to issue additional shares to satisfy common
share purchases related to the employee stock ownership
plan described in NOTE 20. The dilutive effect of stock
options outstanding on average shares outstanding in the
diluted earnings per share reported on the income statement
were 332,404, 232,579 and 59,742 shares at December 31,
2002, 2001 and 2000, respectively.
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NOTE 17—Common Share Commitments (continued)

During 2000, 78,380 shares of treasury stock were acquired
at an average price of $11.14. Treasury shares consisting of
447,001 and 256,174 were reissued during 2002 and 2001
upon exercise of stock options.

During 2002, 67,484 shares of treasury stock were reissued
to fund the business combination described in Note 5.

NOTE 18—Restructuring Charges

The Corporation incurred restructuring charges of $6,140
during 2002. These restructuring charges were comprised of
the following: $4,652 of employee separation costs
consisting of severance packages for 95 employees from
various affiliates of the Corporation including all levels of
staff from the executive management level to back office
support staff, $1,068 related to realignment of the various
Boards of Directors and Board committees and $420
primarily related to the write off of obsolete signage and
supplies. These amounts are included as restructuring
charges, as a component of Other Expenses on the
Consolidated Statements of Income.

These restructuring charges resulted from the merger of the
charters of the Corporation’s two commercial banks (First
Commonwealth Bank and Southwest Bank) and the
adoption of a new common brand and identity for all
financial services subsidiaries.

The actual termination benefits paid and charged against the
total restructuring liability for 2002 were $1,263.

NOTE 19—Income Taxes

The income tax provision consists of:

2002 2001 2000
Current tax provision for income
exclusive of securities transactions:
Federal $ 9279 $ 14865 $ 12,155
State 1 55 (120)
Securities transactions 225 1,165 611
Total current tax provision 9,505 16,085 12,756
Deferred tax provision (benefit) (594) (831) 1,533

Total tax provision $ 8911 $ 15254 $ 14,289

Temporary differences between financial statement carrying
amounts and tax bases of assets and liabilities that represent
significant portions of the deferred tax assets (liabilities) at
December 31, 2002 and 2001 were as follows:

2002 2001
Deferred tax assets:
Allowance for credit losses $ 12,074 $ 11,965
Postretirement benefits other
than pensions 1,036 1,005
Accumulated depreciation -0- 237
Severence expense 1,186 -0-
Other 948 1,060
Total deferred tax assets 15,244 14,267
Deferred tax liabilities:
Accumulated accretion of bond discount (327) (295)
Unrealized gain on securities available
for sale (13,920) (4,686)
L ease financing deduction (9,272) (10,535)
Loan origination fees and costs (1,774) (999)
Basis difference in assets acquired (337) (453)
Pension expense (399) (281)
Accumulated depreciation (578) -0-
Other (574) (315)
Total deferred tax liabilities (27,181) (17,564)
Net deferred tax liability $ (11,937) $  (3297)

Thetotal tax provision for financial reporting purposes
differs from the amount computed by applying the statutory
income tax rate to income before income taxes. The
differences are as follows:

2002 2001 2000
% of % of % of
Pretax Pretax Pretax

Amount Income Amount Income Amount Income

Tax at statutory rate $ 18,353 35.0 $22,905 35.0 $21,537 35.0
Increase (decrease)
resulting from:
Effect of
nontaxable
income
State income
taxes 1 00 5 01 (10) (0.0
Other (1,578) (3.0 (569) (0.9 (643) (1.1)

(7,865) (15.0)  (7,137) (10.9) (6,595) (10.7)

Total tax
provision $ 8911 17.0 $15254 233 $14,289 23.2

NOTE 20—Retirement Plans

All employees with at least one year of service are eligible to
participate in the employee stock ownership plan (“ESOP").
Contributions to the plan are determined by the Board of
Directors, and are based upon a prescribed percentage of the
annual compensation of all participants. During a prior
period, the ESOP acquired shares of the Corporation’s
common stock in a transaction, whereby the Corporation
borrowed the required funds and concurrently loaned this
amount to the ESOP. The borrowed amount represents
leveraged and unallocated shares, and accordingly has been
recorded as long-term debt and the offset as a reduction of
common shareholders' equity. Compensation costs related to
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the plan were $940 in 2002, $1,173 in 2001 and $1,005 in
2000 (See Note 22).

The Corporation also has a savings plan pursuant to the
provisions of section 401(k) of the Internal Revenue Code.
Under the terms of the plan, each participant will receive an
automatic employer contribution to the plan in an amount
equal to 3% of compensation. Each participating employee
may contribute up to 8% of compensation to the plan of
which up to 4% is matched 100% by the employer’s
contribution. The 401(k) plan expense was $2,616 in 2002,
$2,583 in 2001, and $2,444 in 2000. Prior to the plan
amendment effective February 1, 2002, the Corporation’s
401(k) plan permitted each participating employee to
contribute 10% of compensation to the plan of which up to
4% was matched 100% by the employer’ s contribution.

Upon shareholder approval at the regular 1998 meeting, the
Corporation established a“ Supplemental Executive
Retirement Plan” (“SERP”) to provide deferred
compensation for a select group of management. The
purpose of this plan is to restore some of the benefits lost to
the highly compensated employees compared to other
employees due to limits and restrictions incorporated into
the Corporation’s 401(k) and ESOP plans. The
Corporation’s 401(k) and ESOP plans include restrictions
on maximum compensation, actual deferral percentage,
actual contribution, maximum contribution and maximum
salary reduction which are required in order to meet
specific legal requirements.

Participants in the SERP may elect to contribute up to 10%
of plan compensation (compensation in excess of limits of
the Corporation’s 401(k) and ESOP plans) into the SERP,
through salary reduction. The Corporation will make an
elective contribution to the SERP equal to the elective
contribution of the participant. Each participant of the SERP
will also receive a matching contribution equal to 100% of
the employee’s elective contribution up to 4%, and an
additional non-€lective contribution from the employer equal
to 8% of plan compensation.

The SERP will continue to supplement the Corporation’s
401(k) and ESOP plans and will therefore be modified at the
same time and in the same respect as the basic plans are
modified in future periods. The SERP plan expense was
$133in 2002, $150 in 2001, and $182 in 2000.

Pension Plan of Acquired Subsidiary

The noncontributory defined benefit pension plan of
Southwest Bank covered all eligible employees and provided
benefits based on each employee' s years of service and
compensation. On December 31, 1998, the participants
accrued benefit was frozen and participation in the First
Commonwealth Financial Corporation ESOP Plan with no
lapse in credited service began. The Southwest Bank Pension

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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Plan was terminated effective December 31, 2001. Asthe
result of the plan termination, an asset reversion of $1,271 and
again, net of applicable excise tax, of $277 were recognized.

Net periodic pension cost of this plan for each of the last
three years was as follows:;

2002 2001 2000

Service cost $ 0-%$ -0-% -O
Interest cost on projected benefit obligation -0 346 343
Expected return on plan assets -0-  (438) (542)
Net amortization and deferral -0 (33) 93
Net periodic pension cost (benefit) $ -0- $(125) $ (106)

The following table sets forth the plan’s funded status and
the amounts recognized on the Corporation’ s Consolidated
Balance Sheet as of December 31:

2002 2001

Market value of plan assets $ -0- $1,271
Projected benefit obligation -0 -0-
Plan assets greater than projected benefit obligation -0 1,271
Unrecognized net transition asset -0- -0-
Unrecognized net loss (gain) -0 -0-
Settlement loss (gain) -0- (L,271)
Prepaid pension expense recognized on

the balance sheet $ -0-% -0
Actuarial present value of accumulated benefits,
including vested benefits of $0 and $0 $ 0% -O

The following table sets forth the change in benefit
obligation:

2002 2001
Benefit obligation at beginning of year $ -0- $5822
Service cost -0- -0-
Interest cost -0- 346
Benefit payment -0-  (6,496)
Actuarial loss -0- -0-
Settlement loss -0- 328
Benefit obligation at end of year $ -0-% -0

The following table sets forth the change in plan assets:

2002 2001
Fair value of plan assets at beginning of year $ -0- $6,785
Return on plan assets -0- 982
Employer contribution -0- -0-
Benefits paid -0-  (6,496)
Fair value of plan assets at end of year $ -0 $1271

Assumptions used in determining the actuarial present value
of the projected benefit obligation were as follows at
December 31:

2002 2001
Discount rates N/A 6.0%
Rates of increase in compensation levels N/A N/A
Expected |ong-term rates of return on assets N/A 6.5%
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NOTE 20—Retirement Plans (continued)

Postr etirement Benefits other than Pensions for
Acquired Subsidiary

Employees of Southwest were also covered by a post
retirement benefit plan.

Net periodic benefit cost of this plan was as follows:
2002 2001 2000

Service cost $ 0% 6% 7
Interest cost on projected benefit obligation 273 232 190
Amortization of transition obligation 2 2 2
L oss amortization 60 65 -0-

Net periodic benefit cost $ 33 $305 % 199

The following table sets forth the plan’s funded status and
the amounts recognized on the Corporation Consolidated
Balance Sheet as of December 31:

2002 2001

Accumulated post retirement benefit obligation:

Retirees $ 5142 $3,941
Actives -0- 210
Total accumulated postretirement benefit obligation 5142 4,151
Plan assets at fair value -0- -0-

Accumul ated postretirement benefit obligation

in excess of plan assets 5142 4,151
Unrecognized transition obligation (16) (18)
Unrecognized net loss (2,165) (1,262)

Accrued benefit liability recognized on the balance sheet $ 2,961 $2,871

The following table sets forth the change in benefit
obligation:

2002 2001
Benefit obligation at beginning of year $ 4,151 $3,590
Service cost -0- 6
Interest cost 273 232
Benefit payments (245) (276)
Actuarial loss 963 599

Benefit obligation at end of year $5142 $4,151

The discount rate used in determining the actuarial present
value of the accumulated postretirement benefit obligation
was 6.75% for 2002 and 2001. The health care cost trend
rates used for 2002 were projected at an initial rate of 9.00%
decreasing over time to an annual rate of 4.25% for
indemnity plan participants and for non-indemnity plan
participants. For 2001, rates used were projected at an initial
rate of 6.75% decreasing over time to an annual rate of
4.25% for indemnity plan participants and an initial rate of
6.00% decreasing over time to an annual rate of 4.00% for
non-indemnity plan participants.

The health care cost trend rate assumption can have a
significant impact on the amounts reported for this plan. A
one-percentage-point change in assumed health care cost
trend rates would have the following effects:

1-Percentage-  1-Percentage-
Point Increase  Point Decrease

Effect on total of service and interest

cost components $ 20 $ (19
Effect on postretirement benefit
obligation $ 301 $ (275)

NOTE 21—Unearned ESOP Shares

The Corporation had borrowed amounts which were
concurrently loaned to the First Commonwealth Financial
Corporation Employee Stock Ownership Plan Trust
(“ESOP") on the same terms. The combined balances of the
ESOP related loans were $3,055 at December 31, 2002, and
$4,126 at December 31, 2001.

The loans have been recorded as long-term debt on the
Corporation’s Consolidated Balance Sheets. A like amount
of unearned ESOP shares was recorded as a reduction of
common shareholders’ equity. Unearned ESOP shares,
included as a component of shareholders’ equity, represent
the Corporation’ s prepayment of future compensation
expense. The shares acquired by the ESOP are held in a
suspense account and will be released to the ESOP for
allocation to the plan participants as the loan is reduced.
Repayment of the loans is scheduled to occur over afive
year period from contributions to the ESOP by the
Corporation and dividends on unallocated ESOP shares.

Thefollowing is an analysis of ESOP shares held in
suspense:

(See Note 1 for the definition of “old shares’ and “new
shares’)

old New
Total Shares Shares
Shares in suspense
December 31, 2000 493,521 120,830 372,691
Shares allocated during 2001 (120,961) (29,616)  (91,345)
Shares in suspense
December 31, 2001 372,560 91,214 281,346
Shares allocated during 2002 (100,894) (24,702)  (76,192)
Shares in suspense
December 31, 2002 271,666 66,512 205,154

The fair market value of the new sharesremaining in
suspense was approximately $2,359 and $3,241 at
December 31, 2002 and 2001, respectively.

Interest on ESOP |oans was $109 in 2002, $263 in 2001, and
$446 in 2000. During 2002, 2001, and 2000, dividends on
unallocated shares in the amount of $242, $301, and $354,
respectively, were used for debt service while al dividends
on alocated shares were allocated or paid to the participants.
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NOTE 22—Sock Option Plan

At December 31, 2002, the Corporation had a stock-based
compensation plan, which is described below. The plan
permits the Executive Compensation Committee to grant
options for up to 4.5 million shares of the Corporation’s
common stock through October 15, 2005. Although the
vesting requirements and terms of future options granted are
at the discretion of the Executive Compensation Committee,
all options granted from 1997 through 2002 were exercisable
by December 31 of the grant year respectively, and expire
ten years from the grant date.

Equity Compensation Plan Information as of December 31,
2002;

Number of  Weighted Average Shares
Options Exercise Priceof  Availablefor
Outstanding Options Outstanding Future Grant

Equity compensation
plans approved by

security holders 2,841,772 $ 11.33 685,121
Equity compensation
plans not approved by
security holders -0- -0- -0-
Tota 2,841,772 $ 11.33 685,121

The Corporation has elected, as permitted by FAS No. 123,
to apply APB Opinion 25 and related interpretationsin
accounting for its plan. Accordingly, no compensation cost
has been recognized for its stock options outstanding. Had
compensation cost for the Corporation’s stock option plan
been determined based upon the fair value at the grant dates
for awards under the plan consistent with the method of
FAS No. 123, the Corporation’ s net income and earnings per
share would have been reduced to the pro forma amounts
shown below:

2002 2001 2000
As Pro As Pro As Pro
Reported Forma Reported Forma Reported Forma

$43,526 $41,248 $50,189 $48,211 $47,246 $47,130

Net income

Basic earnings
per share

Diluted earnings
per share

$ 075% 071 $ 087 $ 083 % 082% 082
$ 074% 070 % 08 $ 083 3% 082% 082

The fair value of each option granted is estimated on the date
of the grant using the Black-Scholes options pricing model
with the following weighted average assumptions used:

2002 2001 2000

Dividend yield 5.13% per annum 5.59% per annum 5.65% per annum
Expected

volatility 54.0% 55.1% 61.7%
Risk-free

interest rate 5.0% 5.1% 5.3%
Expected

option life 7.0years 10.0 years 91 years

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollar Amounts in Thousands, except per share data)

A summary of the status of the Corporation’s outstanding
stock options as of December 31, 2002, 2001, and 2000
and changes for the years ending on those dates is
presented below:

2002 2001 2000
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price  Shares Price
Outstanding at
beginning
of year 2,687,887 $11.13 2,210,651 $11.12 1,680,178 $11.07
Granted 820,775 $11.70 796,743 $10.75 705,429 $11.06
Exercised (447,001) $10.51 (256,174) $ 9.76 (41,240) $ 7.93
Forfeited (219,889) $11.90 (63,333) $11.89 (133,716) $11.63
Outstanding at
end of year 2,841,772 $11.33 2,687,887 $11.13 2,210,651 $11.12
Exercisable at
endof year 2,841,772 $11.33 2,687,887 $11.13 2,210,651 $11.12

The following table summarizes information about the stock
options outstanding at December 31, 2002;

Options Outstanding Options Exercisable
Weighted-
Average Weighted- Weighted-

Range of Number Remaining Average Number Average
Exercise Outstanding Contract Exercise Exercissble Exercise
Prices at 12/31/02 Life Price  at12/31/02 Price

$9.19-$9.25 412,908 39 $ 9.23 412,908 $ 9.23
$ 10.75 569,115 8.1 $10.75 569,115 $10.75
$ 11.06 473,014 7.0 $11.06 473,014 $11.06
$ 11.56 408,966 6.0 $11.56 408,966 $11.56
$ 11.70 688,131 9.1 $11.70 688,131 $11.70
$ 14.69 289,638 52 $14.69 289,638 $14.69
Tota 2,841,772 6.9 $11.33 2,841,772 $11.33

NOTE 23—Commitments and Contingent Liabilities

In May, 2002, the Corporation reached final settlement with
the plaintiffsin alender liability action filed in 1994 against
one of its subsidiary banks relating to lending activities
occurring prior to the Corporation’ s acquisition of that
subsidiary. The decision to settle followed an adverse pre-
trial judgment by the trial judge on procedural grounds.
Under the settlement agreement, the Corporation paid the
plaintiffs $8,000 in cash. The settlement resulted in a one-
time charge of $8,000 ($5,200, net of tax effect) or $0.09 per
share, after tax to the company’s earnings for 2002.

There are no other material proceedings to which the
Corporation or its subsidiaries are a party, or of which their
property is the subject, except proceedings which arise in the
normal course of business and, in the opinion of
management, will not have a material adverse effect on the
consolidated operations or financial position of the
Corporation and its subsidiaries.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollar Amounts in Thousands)

NOTE 24—Related Party Transactions

Some of the Corporation’s or its subsidiaries’ directors,
executive officers, principal shareholders and their related
interests, had transactions with the subsidiary banksin the
ordinary course of business. All loans and commitmentsto
loans in such transactions were made on substantially the
same terms, including collateral and interest rates, as those
prevailing at the time for comparable transactions. In the
opinion of management, these transactions do not involve
more than the normal risk of collectibility nor do they
present other unfavorable features. It is anticipated that
further such extensions of credit will be made in the future.

The following is an analysis of loans to those parties whose
aggregate loan balances exceeded $60 during 2002:

Balances December 31, 2001 $ 7,887
Advances 6,070
Repayments (5,469)
Other (3,885)
Balances December 31, 2002 $ 4,603

“Other” primarily reflects the change in those classified
asa‘“related party” as aresult of mergers, resignations,
and retirements.

This category for 2002 includes amounts related to
separating directors and officers as aresult of the
Corporation’ s restructuring plan.

NOTE 25—Regulatory Restrictions and Capital Adequacy

The amount of funds available to the parent from its
subsidiary banksis limited by restrictions imposed on all
financial institutions by banking regulators. At December 31,
2002, dividends from subsidiary banks were restricted not to
exceed $59,702. These restrictions have not had, and are not
expected to have, a significant impact on the Corporation’s
ability to meet its cash obligations.

The Corporation is subject to various regulatory capital
requirements administered by the Federal banking agencies.
Failure to meet minimum capital requirements can initiate
certain mandatory and possibly additional discretionary
actions by regulators that, if undertaken, could have adirect
material effect on the Corporation’sfinancial statements.
Under capital adequacy guidelines and the regulatory
framework for prompt corrective action, the Corporation and
its banking subsidiaries must meet specific capital guidelines
that involve quantitative measures of the Corporation’s
assets, liabilities and certain off-balance-sheet items as
calculated under regulatory accounting practices.

The Corporation’s capital amounts and classification are also
subject to qualitative judgments by the regulators about
components, risk weighting and other factors.

Quantitative measures established by regulation to ensure
capital adequacy require the Corporation to maintain
minimum amounts and ratios of total and Tier | capital
(common and certain other “core” equity capital) to risk
weighted assets, and of Tier | capital to average assets. As of
December 31, 2002, the Corporation and its banking
subsidiaries meet all capital adequacy requirements to which
they are subject.

As of December 31, 2002, the most recent notifications from
the Federal Reserve Board and Federal Deposit Insurance
Corporation categorized First Commonwealth Bank as well
capitalized under the regulatory framework for prompt
corrective action. To be considered as well capitalized, the
bank must maintain minimum total risk-based capital, Tier |
risk-based capital and Tier | leverage ratios as set forth in the
table below. There are no conditions or events since that
notification that management believes have changed the
institutions' category.
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As of December 31, 2002

Total Capital to Risk Weighted Assets
First Commonwealth Financial Corporation
First Commonwealth Bank

Tier | Capital to Risk Weighted Assets
First Commonwealth Financial Corporation
First Commonwealth Bank

Tier | Capital to Average Assets
First Commonwealth Financial Corporation
First Commonwealth Bank

As of December 31, 2001

Total Capital to Risk Weighted Assets
First Commonwealth Financial Corporation
First Commonwealth Bank (a)

Tier | Capital to Risk Weighted Assets
First Commonwealth Financial Corporation
First Commonwealth Bank (&)

Tier | Capital to Average Assets
First Commonwealth Financial Corporation
First Commonwealth Bank ()

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Doallar Amounts in Thousands)

To Be Well Capitalized Under

Actual Regulatory Minimum Prompt Corrective Action Provisions
Amount Ratio Amount Ratio Amount Ratio
$ 436,850 14.0% $ 249,240 8.0% N/A N/A
$ 402,319 13.0% $ 246,779 8.0% $ 308,474 10.0%
$ 402,354 12.9% $ 124,620 4.0% N/A N/A
$ 367,823 11.9% $ 123,389 4.0% $ 185,084 6.0%
$ 402,354 8.9% $ 135,282 3.0% N/A N/A
$ 367,823 8.2% $ 133,944 3.0% $ 223,239 5.0%
$ 423,649 14.0% $ 241,615 8.0% N/A N/A
$ 394,139 13.2% $ 239,218 8.0% $ 299,023 10.0%
$ 389,492 12.9% $ 120,807 4.0% N/A N/A
$ 359,982 12.0% $ 119,609 4.0% $ 179,414 6.0%
$ 389,492 8.5% $ 138,144 3.0% N/A N/A
$ 359,982 7.9% $ 137,318 3.0% $ 228,863 5.0%

(a) Restated to reflect the merger of the Corporation’s two subsidiary banks, First Commonwealth Bank and Southwest Bank on October 15,2002.

NOTE 26—Condensed Financial Information of First Commonwealth Financial Corporation (parent company only)

Balance Sheets
December 31,
2002 2001
Assets
Cash $ 13,844 $ 7,667
Securities available for sale 1,407 270
Loans to affiliated parties 498 540
Investment in subsidiaries 413,542 387,626
Investment in jointly-owned company 5,081 4,570
Premises and equipment 6,095 6,437
Dividends receivable from subsidiaries 3,394 3,986
Receivable from subsidiaries 7,625 8,099
Other assets 1,936 2,280
Total assets $ 453,422 $ 421,475
Liabilitiesand Shareholders' Equity
Accrued expenses and other liabilities $ 3,755 $ 2432
Dividends payable 9,139 8,768
Loans payable 3,055 4,126
Subordinated debentures payable 36,083 36,083
Shareholders’ equity 401,390 370,066
Total liabilities and
shareholders’ equity $ 453,422 $ 421,475

Statements of Income

Interest and dividends

Dividends from subsidiaries

Interest expense

Other revenue

Operating expenses

Income before taxes and equity
in undistributed earnings of
subsidiaries

Applicable income tax benefits

Income before equity in
undistributed earnings of
subsidiaries

Equity in undistributed
earnings of subsidiaries

Net income

Y ears Ended December 31,

2002 2001 2000

$ 48 $ 42 3 4
43,609 40,442 61,664
(3570)  (3724)  (5335)
-0- 16 31
(9161)  (7,033)  (7.451)
30,926 20,743 48,950
5,304 3,495 4,340
36,230 33238 53,290
7,296 16,951  (6,044)

$ 43526 $50,189 $ 47,246
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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NOTE 26—Condensed Financial Information of First
Commonwealth Financial Corporation
(parent company only) (continued)

Statements of Cash Flows

Y ears Ended December 31,

2002 2001 2000
Operating Activities
Net income $ 43,526 $50,189  $47,246
Adjustments to reconcile
net income to net cash
provided by operating activities:
Depreciation and amortization 537 1,140 1,263
Decrease (increase)
in prepaid income taxes (397) 431 212
Undistributed equity in
subsidiaries (7,296) (16,951) 6,044
Other — net 1,270 (592) 97
Net cash provided by
operating activities 37,640 34,217 54,862

Investing Activities
Transactions with securities available for sale:

Purchases of investment securities (943) (123) -0-
Sales of investment securities -0- -0- -0-
Net change in loans to affiliated parties 42 (61) 1
Purchases of premises and equipment (33) (90) (337)
Changes in receivable from and net
investment in subsidiary 436 (792) (3,861)
Net cash used by
investing activities (498) (1,066) (4,197)
Financing Activities
Issuance of other long-term debt -0- -0- 4,000
Repayment of other long-term debt -0- -0-  (20,000)
Discount on dividend reinvestment
plan purchases (637) (612) (593)
Treasury stock acquired -0- -0- (873)
Treasury stock reissued 4,655 2,499 326
Cash dividends paid (35,208) (33,809) (32,553)
Stock option tax benefit 225 269 75
Net cash used by
financing activities (30,965) (31,653) (49,618)
Net increase in cash 6,177 1,498 1,047
Cash at beginning of year 7,667 6,169 5,122
Cash at end of year $13,844 $ 7667 $ 6,169

NOTE 27—Fair Values of Financial Instruments

Below are various estimated fair values at December 31,
2002 and 2001, as required by Statement of Financial
Accounting Standards No. 107 (“FAS No. 107”). Such
information, which pertains to the Corporation’s financial
instruments, is based on the requirements set forth in FAS
No. 107 and does not purport to represent the aggregate net
fair value of the Corporation. It is the Corporation’s general
practice and intent to hold its financial instruments to
maturity, except for certain securities designated as securities
available for sale, and not to engage in trading activities.
Many of the financial instruments lack an available trading
market, as characterized by awilling buyer and seller
engaging in an exchange transaction. Therefore, the

Corporation had to use significant estimations and present
value calculations to prepare this disclosure.

Changes in the assumptions or methodologies used to
estimate fair values may materially affect the estimated
amounts. Also, management is concerned that there may not
be reasonable comparability between institutions due to the
wide range of permitted assumptions and the methodologies
in absence of active markets. This lack of uniformity gives
rise to a high degree of subjectivity in estimating financial
instrument fair values.

The following methods and assumptions were used by the
Corporation in estimating financial instrument fair values:

Cash and short-term instruments: For 2002 and 2001
the balance sheet carrying amounts for cash and short-
term instruments approximate the estimated fair values
of such assets.

Securities: For 2002 and 2001 fair values for securities held
to maturity and securities available for sale are based on
quoted market prices, if available. If quoted market prices
are not available, fair values are based on quoted market
prices of comparable instruments. The carrying value of
nonmarketable equity securities, such as Federal Home Loan
Bank stock, is considered a reasonable estimate of fair value.

Loans receivable: For 2002 the estimated fair vaues of all
loans are estimated by discounting the future cash flows using
interest rates currently offered for loans with similar terms to
borrowers of similar credit quality. For 2001 fair values of
variable rate loans subject to frequent repricing and which
entail no significant credit risk are based on carrying values.
The estimated fair values of other loans are estimated by
discounting the future cash flows using interest rates currently
offered for loans with similar terms to borrowers of similar
credit quality. For both years the carrying amount of accrued
interest is considered a reasonable estimate of fair value.

Off-balance-sheet instruments: Many of the Corporation’s
off-balance-sheet instruments, primarily loan commitments
and standby letters of credit, are expected to expire without
being drawn upon, therefore the commitment amounts do
not necessarily represent future cash requirements.
Management has determined that due to the uncertainties of
cash flows and difficulty in predicting the timing of such
cash flows, fair values were not estimated for these
instruments for both periods.

Deposit liabilities: For 2002, management estimates that the
carrying value of noninterest-bearing demand depositsis a
reasonable estimate of fair value. For interest-bearing
deposits which are payable on demand, fair value is based on
amarket valuation of similar deposits. For 2001 for all
deposits which are payable on demand at the reporting date
other than time deposits, management estimates the carrying
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value of such deposits is a reasonabl e estimate of fair value.
For both years the carrying value of variable rate time
deposit accounts and certificates of deposit approximate their
fair values at the report date. Also, fair values of fixed rate
time deposits for both periods are estimated by discounting
the future cash flows using interest rates currently being
offered and a schedul e of aggregated expected maturities.
The carrying amount of accrued interest for both years
approximates fair value.

Short-term borrowings: For 2002 the estimated fair values of
borrowings from the Federal Home Loan Bank were
estimated based on the estimated incremental borrowing rate
for similar types of borrowings. For 2001 the carrying value
of Federal Home Loan Bank borrowings was used to

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Doallar Amounts in Thousands)

approximate fair values. For both the 2002 and 2001 periods
the carrying amounts of other short-term borrowings such as
Federal funds purchased, securities sold under agreements to
repurchase and treasury, tax and loan notes were used to
approximate fair value.

L ong-term debt: For 2002 and 2001 the carrying amounts of
variable rate debt approximate their fair values at the report
date. Fair values of fixed rate debt are estimated by
discounting the future cash flows using the Corporation’s
estimated incremental borrowing rate for similar types of
borrowing arrangements.

The following table presents carrying amounts and estimated
fair values of the Corporation’s financial instruments at
December 31, 2002 and 2001:

2002 2001
Estimated Estimated
Carrying Fair Carrying Fair
Amount Value Amount Value
Financial assets
Cash and due from banks $ 81114 $ 81,114 $ 98,130 $ 98,130
Interest-bearing deposits with banks $ 1,973 $ 1,973 $ 4,250 $ 4,250
Federal funds sold $ -0- $ -0- $ -0- $ -0-
Securities available for sale $1,482,771 $1,482,771 $ 1,469,118 $ 1,469,118
Investments held to maturity $ 197,838 $ 204,887 $ 293,290 $ 298,643
Loans, net of allowance $ 2,574,138 $2,631,557 $ 2,533,777 $ 2,633,443
Financial liabilities
Deposits $ 3,044,124 $3,011,354 $ 3,093,150 $ 3,123,845
Short-term borrowings $ 469,065 $ 469,381 $ 427,736 $ 427,736
Long-term debt $ 579,934 $ 642,127 $ 664,220 $ 650,106
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QUARTERLY SUMMARY OF FINANCIAL DATA - UNAUDITED
(Dollar Amounts in Thousands, except per share data)

The unaudited quarterly results of operations for the years ended December 31, 2002 and 2001 are as follows:

2002

First Second Third Fourth

Quarter Quarter Quarter Quarter

Interest income $ 70,523 $ 69,878 $ 68,784 $66,383

Interest expense 32,481 31,945 30,457 27,790

Net interest income 38,042 37,933 38,327 38,593

Provision for credit losses 2,917 3,008 3,103 3,195
Net interest income after provision

for credit losses 35,125 34,925 35,224 35,398

Securities gains 39 576 26 1

Other operating income 8,350 9,361 9,375 9,478

Litigation settlement 8,000 -0- -0- -0-

Restructuring charges -0- 3,116 2,473 551

Other operating expenses 27,443 28,499 27,018 28,341

Income before income taxes 8,071 13,247 15,134 15,985

Applicable income taxes 433 2,290 2,947 3,241

Net income $ 7,638 $ 10,957 $ 12,187 $12,744

Basic earnings per share $ 013 $ 019 $ 021 $ 022

Diluted earnings per share $ 013 $ 019 $ 021 $ 022

Average shares outstanding 58,142,359 58,359,322 58,521,562 58,608,857

Average shares outstanding assuming dilution 58,484,806 58,851,264 58,862,215 58,765,383

2001

First Second Third Fourth

Quarter Quarter Quarter Quarter

Interest income $ 79,080 $ 77,371 $ 77,557 $74,883

Interest expense 44,848 43,413 42,000 36,909

Net interest income 34,232 33,958 35,557 37,974

Provision for credit losses 2,407 2,557 3,542 2,989
Net interest income after provision

for credit losses 31,825 31,401 32,015 34,985

Securities gains 205 1,790 1,330 4

Other operating income 9,062 8,583 9,429 9,821

Other operating expenses 25,456 26,003 26,033 27,515

Income before income taxes 15,636 15,771 16,741 17,295

Applicable income taxes 3,613 3,737 4,023 3,881

Net income $ 12,023 $ 12,034 $ 12,718 $13,414

Basic earnings per share $ 021 $ 021 $ 022 $ 023

Diluted earnings per share $ 021 $ 021 $ 022 $ 023

Average shares outstanding 57,721,959 57,799,443 57,975,650 58,040,370

Average shares outstanding assuming dilution 57,802,012 58,035,585 58,342,525 58,284,340
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SELECTED FINANCIAL DATA
(Dollar Amounts in Thousands, except per share data)

The following selected financial datais not covered by the auditor’s report and should be read in conjunction with
Management’s Discussion and Analysis of Financial Condition and Results of Operations, which follows, and with the
consolidated financial statements and related notes. All amounts have been restated to reflect the pooling of interests.
Financial statement amounts for prior periods have also been reclassified to conform to the presentation format used in 2002.
The reclassifications had no effect on the Corporation’s financial condition or results of operations.

Y ears Ended December 31,

2002 2001 2000 1999 1998
Interest income $ 275,568 $ 308,891 $ 311,882 $ 296,089 $ 282,067
Interest expense 122,673 167,170 174,539 152,653 148,282
Net interest income 152,895 141,721 137,343 143,436 133,785
Provision for credit losses 12,223 11,495 10,030 9,450 15,049
Net interest income after provision
for credit losses 140,672 130,226 127,313 133,986 118,736
Securities gains 642 3,329 1,745 565 1,457
Other operating income 36,564 36,895 31,938 33,660 27,929
Litigation settlement 8,000 -0- -0- -0- -0-
Restructuring charges 6,140 -0- -0- -0- -0-
Merger and related charges -0- -0- -0- -0- 7,915
Other operating expenses 111,301 105,007 99,461 95,569 93,980
Income before taxes and extraordinary items 52,437 65,443 61,535 72,642 46,227
Applicable income taxes 8,911 15,254 14,289 19,612 12,229
Net income before extraordinary items 43,526 50,189 47,246 53,030 33,998
Extraordinary items (less applicable income taxes
of $336) -0- -0- -0- -0- (624)
Net income $ 43,526 $ 50,189 $ 47,246 $ 53,030 $ 33,374
Per Share Data (a)
Net income before extraordinary items $ 0.75 $ 0.87 $ 0.82 $ 0.88 $ 0.55
Extraordinary items 0.00 0.00 0.00 0.00 (0.01)
Net income $ 0.75 $ 0.87 $ 0.82 $ 0.88 $ 0.54
Dividends declared 0.605 0.585 0.565 0.515 0.445
Average shares outstanding 58,409,614 57,885,478 57,558,929 60,333,092 61,333,572
Per Share Data Assuming Dilution (a)
Net income before extraordinary items $ 0.74 $ 0.86 $ 0.82 $ 0.88 $ 0.55
Extraordinary items 0.00 0.00 0.00 0.00 (0.01)
Net income $ 0.74 $ 0.86 $ 0.82 $ 0.88 $ 0.54
Dividends declared 0.605 0.585 0.565 0.515 0.445
Average shares outstanding 58,742,018 58,118,057 57,618,671 60,569,322 61,666,026
At End of Period
Total assets $ 4,524,743 $ 4,583,530 $ 4,372,312 $ 4,340,846 $ 4,096,789
Investment securities 1,680,609 1,762,408 1,636,337 1,592,389 1,525,332
Loans and leases, net of unearned income 2,608,634 2,567,934 2,490,827 2,500,059 2,374,850
Allowance for credit losses 34,496 34,157 33,601 33,539 32,304
Deposits 3,044,124 3,093,150 3,064,146 2,948,829 2,931,131
Company obligated mandatorily redeemable
capital securities of subsidiary trust 35,000 35,000 35,000 35,000 -0-
Other long-term debt 544,934 629,220 621,855 603,355 630,850
Shareholders’ equity 401,390 370,066 334,156 286,683 355,405
Key Ratios
Return average assets 0.96% 1.11% 1.10% 1.25% 0.85%
Return on average equity 11.09% 13.85% 15.65% 15.44% 9.13%
Net loans to deposits ratio 84.56% 81.92% 80.19% 83.64% 79.92%
Dividends per share as a percent of
net income per share 80.67% 67.24% 68.90% 58.52% 82.41%
Average equity to average assets ratio 8.64% 8.01% 7.00% 8.10% 9.28%

(a) Where applicable, per share amounts have been restated to reflect the two-for-one stock split effected in the form of a 100% stock dividend declared on
October 19, 1999.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Introduction

This discussion and the related financial data are presented to
assist in the understanding and evaluation of the consolidated
financial condition and the results of operations of First
Commonwealth Financial Corporation including its
subsidiaries (the “ Corporation”) for the years ended
December 31, 2002, 2001 and 2000 and are intended to
supplement, and should be read in conjunction with, the
consolidated financia statements and related footnotes.

Sections of this financial review, as well as the notes to the
consolidated financial statements, contain forward-looking
statements (as defined in the Private Securities Litigation
Reform Act of 1995), which reflect management’ s beliefs
and expectations based on information currently available
and may contain the words “ expect,” “estimate,” “ project,”
“anticipate,” “should,” “intend,” “probability,” “risk,”
“target,” “objective,” and similar expressions or variations
on such expressions. These forward-looking statements are
inherently subject to significant risks and uncertainties,
including but not limited to: changes in general economic
and financial market conditions, the Corporation’s ability to
effectively carry out its business plans, changes in regulatory
or legislative requirements, changes in competitive
conditions and continuing consolidation of the financial
services industry. Although management believes the
expectations reflected in such forward-looking statements are
reasonable, actual results could differ materially. Readers are
cautioned not to place undue reliance on these forward-
looking statements, which reflect management’s analysis
only as of the date hereof. The Corporation undertakes no
obligation to publicly revise or update these forward-looking
statements to reflect events or circumstances that arise after
the date hereof.

The Corporation acquired all of the outstanding shares of
Strategic Capital Concepts, Inc. (“SCC”) and Strategic
Financial Advisors, Inc. (“SFA™), effective March 1, 2002.
As required under the purchase method of accounting, the
results of SCC and SFA from the date of acquisition were
included in the Corporation’s financial statements for 2002.
As aregistered investment advisor, Strategic Capital

Concepts provided financial planning, asset management and
consulting services to individual s, businesses, retirement
plans, trusts and estates. Strategic Financial Advisors offered
investment and insurance products as well as employee
benefit services. In October 2002, SFA was merged into
SCC and the name was changed to First Commonwealth
Financial Advisors, Inc., which also offersinsurance
products through First Commonwealth Insurance Agency, an
affiliate. This acquisition will expand the Corporation’s
product offerings and positively impact fee based revenue,
which continues to be a priority.

Financial statement amountsin prior periods have been
reclassified to conform to the presentation format used in
2002. The reclassifications had no effect on the
Corporation’s financial condition or results of operations.

Results of Operations

Net income was $43.5 million in 2002, a decline of $6.7
million from 2001 results of $50.2 million and compared to
$47.2 million registered in 2000.

Net income for 2002 was negatively impacted by the effects
of $6.1 million of restructuring costs and an $8.0 million
litigation settlement. The restructuring charges consisted
principally of severance amounts paid to employees as part
of the plan to consolidate the multiple bank charters and
develop the First Commonwealth brand and identity for all
of the financial services subsidiaries. Payments to retiring
directors as part of the realignment for the Corporation’s new
vision on corporate governance also were included in
restructuring charges. The litigation settlement related to a
lender liability action filed in 1994 against one of the
Corporation’s subsidiary banks and followed an adverse pre-
trial judgment by the trial judge on procedural grounds. Net
of tax, these nonrecurring charges reduced net income by
$9.2 million in 2002. Also impacting 2002 results were
expenses of $1.8 million ($1.2 million after tax) related to
development of the First Commonwealth brand. The merger
of banking operations as well as the establishment of the
First Commonwealth branding will help provide our clients
with greater flexibility, efficiency and seamless service
throughout our market footprint.
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The increase in net income for 2001 resulted primarily from
increases in net interest income, gains on sale of assets and
insurance commissions of $4.4 million, $1.8 million and
$1.2 million, respectively. Gains on sale of assets included
securities gains of $3.3 million and $1.7 million in 2001 and
2000, respectively as well as a $999 thousand gain on the
sale of abranch and block of mortgagesin 2001.

Diluted earnings per share was $0.74 for 2002 compared to
$0.86 and $0.82 for 2001 and 2000 respectively. Return on
average assets was 0.96% and return on equity was 11.09%
during 2002 compared to 1.11% and 13.85%, respectively
for 2001. Return on average assets was 1.10% during 2000
as return on average equity reached 15.65%.

The following is an analysis of the impact of changes in net
income on diluted earnings per share:

2002 2001
vs. vs.
2001 2000
Net income per share, prior year $ 086 $ 0.82

Increase (decrease) from changesin:
Net interest income 0.16 0.05

Provision for credit losses (0.01) (0.02)
Security transactions (0.05) 0.03
Insurance commissions 0.01 0.02
Income from bank owned life insurance 0.00 0.02
Other income (0.02) 0.04
Salaries and employee benefits (0.05) (0.03)
Occupancy and equipment costs (0.01) (0.01)
Data processing expense 0.02 0.00
Pennsylvania shares tax expense 0.00 (0.01)
Goodwill amortization 0.02 0.00
Litigation settlement (0.19) 0.00
Restructuring charges (0.10) 0.00
Rebranding costs (0.03) 0.00
Other operating expenses (0.03) (0.04)
Applicable income taxes 0.11 (0.01)
Net income per share $ 074 $ 0.86

Core net income excluding nonrecurring charges as well as
securities gains and any nonrecurring gains for 2002 was
$52.3 million, an increase of $4.9 million or 10.4% over core
net income of $47.4 million for 2001. Core diluted earnings
per share was $0.89 per share, arise of $0.07 or 8.5%
compared to the $0.82 achieved in 2001. Core return on
average assets for 2002 advanced to 1.15% compared to
1.05% for 2001 as core return on shareholders’ equity for
2002 also improved on ayear to year basis.

Reconciliation of Core Earnings
(Dollar Amounts in Thousands, except per share data)

For the Y ear Ended

December 31,
2002 2001
Net income as reported $ 43526 $50,189

Non-core items (net of tax):

Gains on sale of assets (417) (2,807)

Restructuring charges 3,991 0

Litigation settlement 5,200 0
Core net income $ 52,300 $ 47,382
Core basic earnings per share $ 090 $ 082
Core diluted earnings per share $ 08 $ 082
Core return on average assets 1.15% 1.05%
Core return on average equity 13.33% 13.07%

Net interest income, the engine that powers revenue growth
for the Corporation, is defined as the difference between
income on earning assets and the cost of funds supporting
those assets. Net interest income rose to $152.9 million in
2002 compared to $141.7 million in 2001 and $137.3 million
in 2000. The following is an analysis of the average balance
sheets and net interest income for each of the three yearsin
the period ended December 31, 2002.

41



FIRST COMMONWEALTH FINANCIAL CORPORATION AND SUBSIDIARIES

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Assets
Interest-earning assets:
Time deposits with banks
Investment securities
Federal funds sold
Loans, net of unearned
income (b) (c)
Total interest-
earning assets

Noninterest-earning assets:
Cash
Allowance for credit losses
Other assets
Total noninterest-
earning assets
Total Assets

Average Balance Sheets and Net Interest Analysis
(Dollar Amounts in Thousands)

Liabilities and Shareholders' Equity

Interest-bearing liabilities:
Interest-bearing
demand deposits (d)
Savings deposits (d)
Time deposits
Short-term borrowings
Long-term debt
Total interest-
bearing liabilities

Noninterest-bearing
liabilities and capital:
Noninterest-bearing
demand deposits (d)
Other liabilities
Shareholders’ equity
Total noninterest-bearing
funding sources
Total Liabilities and

Shareholders' Equity $ 4,540,741

Net Interest Income and
Net Yield on Interest-
Earning Assets

2002 2001 2000
Average Income/  Yield or Average Income/  Yield or Average Income/  Yield or
Balance Expense  Rate(a) Balance Expense  Rate(a) Balance Expense  Rate(a)
$ 1,785 $ 31 174% 3% 1,842 $ 70 381% $ 1220 % 82 6.71%
1,694,511 95630 5.95 1,724,725 106,156  6.45 1,572,290 103,018 6.88
359 6 172 9,521 492 517 3,821 234 612
2,597,862 179,901  7.13 2,548,596 202,173 811 2,503,036 208,548 8.50
4,294,517 275,568  6.66 4,284,684 308,891  7.43 4,080,367 311,882 7.87
69,735 72,806 74,178
(34,813) (34,078) (34,296)
211,302 198,051 191,534
246,224 236,779 231,416
$ 4,540,741 $ 4,521,463 $ 4,311,783
$ 416184 $ 3410 082% $ 388495 $ 7039 181% $ 386,149 $ 9593 2.48%
727,996 9375 129 684,298 16,061 2.35 652,647 17,027 261
1,592,585 65,787  4.13 1,728,056 95,065 5.50 1,585,694 88,887 5.61
339,908 6,029 177 300,173 11,227 374 371,286 22,218 598
670,258 38,072 568 663,063 37,778 570 632,837 36,814 582
3,746,931 122,673  3.27 3,764,085 167,170 4.44 3,628,613 174539 481
380,878 368,983 349,259
20,493 26,008 31,971
392,439 362,387 301,940
793,810 757,378 683,170
$ 4,521,463 $ 4,311,783
$ 152,895  3.80% $141,721  3.53% $137,343  3.59%

(a) Yields on interest-earning assets have been computed on a tax eguivalent basis using the 35% Federal income tax statutory rate.
(b) Income on nonaccrual loans is accounted for on the cash basis, and the loan balances are included in interest-earning assets.
(c) Loan income includes net loan fees.
(d) Average balances do not include reallocations from noninter est-bearing demand deposits and interest-bearing demand deposits into savings deposits
which were made for regulatory purposes.
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Both interest income and interest expense fell compared to
2001 levels primarily as the result of the dramatic decrease
in interest rates that began in 2001 and continued into 2002.
Earning asset yields, on atax-equivalent basis, declined 77
basis points (0.77%) during 2002 to 6.66% from 7.43%
registered in 2001, after decreasing from 7.87% in 2000.
The cost of funds for 2002 dropped 117 basis points (1.17%)
below 2001 costs of 4.44%, after decreasing 37 basis points
(0.37%) from 2000 costs of 4.81%. Average earning assets
were $4,294.5 million and average interest-bearing liabilities
were $3,746.9 million for 2002, basically flat when
compared to 2001 averages in both components.

Interest and fees on loans declined $22.3 million for 2002
compared to 2001 levels primarily asyields declined in the
lower interest rate environment. Loan yieldsfell 98 basis
points (0.98%) during 2002 to 7.13% from 8.11% for 2001
after adecline of 39 basis points (0.39%) from the 2000
level. Time and demand loan yields fell 149 basis points
(1.49%) and the yields on home equity and personal lines of
credit declined 163 basis points (1.63%) and 234 basis points
(2.34%), respectively compared to the prior year.

The increase in average loan volumes was not enough to
offset the reduced interest income caused by declining
yields. During 2002, the Corporation took advantage of the
lower interest rate cycle and continued to change the mix of
the loan portfolio. Average mortgage loans declined as
consumers refinanced their loans at near record levels. The
Corporation continued to offer competitive mortgage loans
but generally sold them immediately after origination along
with the related servicing rights. Average commercial and
municipal loans offset the decline in 1-4 family mortgage
loans and grew $159.7 million, primarily in shorter term and
variable rate lending. The Corporation has continued to
capitalize on lending opportunities with small to mid-sized
commercial borrowers, including loans generated through its
preferred Small Business Administration (“SBA”) lender
status. The Corporation was one of the top small business
lenders in Pennsylvania during 2002 and 2001.

Interest income on investments declined $10.5 million for
2002 compared to 2001, primarily due to interest rate
decreases. Yields on investments for 2002 continued to
decline, falling to 5.95% compared to 6.45% for 2001 and
6.88% for 2000. All categories of interest income on
investments were negatively impacted by interest rate
changes with the largest decline registered in the U.S.
Government Agency category, declining $8.3 million or 54
basis points (0.54%) for 2002 compared to 2001. Prepayment
speeds of mortgage backed securities (“MBS’) continued to
accelerate in 2002 as interest rates continued to decline.
Interest rate changes have a direct impact on prepayment
speeds. Asinterest rates increase, prepayments tend to
decline and average lives of MBS increase. Asinterest rates

decrease, prepayment speeds tend to increase and average
lives of MBS decline and accel erates the amount of premium
amortization that is realized, further reducing theyieldsin
current periods. Using computer simulation modeling, the
Corporation tests the average life and yield volatility of all
MBS under various interest rate scenarios on a continuing
basis to insure that volatility falls within acceptable limits.
The Corporation holds no “high risk” securities nor does the
Corporation own any securities of asingle issuer exceeding
10% of shareholders' equity other than U.S. government and
agency securities.

Interest on deposits dropped $39.6 million for 2002 compared
to 2001 primarily due to decreases due to interest rates of
$33.7 million. The rate on savings deposits fell 106 basis
points (1.06%) resulting in a decrease to interest expense of
$7.7 million for 2002 compared to 2001, while the rate on
time deposits for 2002 al so declined, down 137 basis points
(1.37%), compared to 2001 resulting in a decrease to interest
expense of $21.8 million. Although average deposits declined
compared to 2001, the deposit mix changed as clients
registered a preference for savings products which jumped
$43.7 million or 6.4% while time deposits dropped $135.5
million or 7.8% due to the continuing economic uncertainties.
Average demand deposit balances for 2002 also advanced, up
$11.9 million over 2001 balances and represents the highest
level in the Corporation’s history. Thisriseis due principally
to the success of the Corporation’s “High Performance
Checking” product which wasrolled out in 2002 and focuses
on growing low cost deposits.

Interest expense on short-term borrowings decreased $5.2
million during 2002 primarily as aresult of rate decreases of
$6.7 million offset in part by volume increases of $1.5
million. Average short-term borrowings rose by $39.7
million for 2002 compared to 2001 while the cost of short-
term borrowings fell by 197 basis points (1.97%) compared
to the prior year. All categories of short-term borrowing
costs declined year to year.

Interest expense on long-term debt increased $294 thousand
for 2002 compared to the 2001 period as increases due to
volume of $410 thousand were partialy offset by decreases
due to rate of $116 thousand. Average long-term debt for
2002 rose by $7.2 million compared to 2001 as maturities
were extended for short-term borrowings from the Federal
Home Loan Bank to take advantage of the lower interest rate
environment. Long-term debt includes capital securities
borrowings in the amount of $35 million, which were issued
during 1999, bearing an interest rate of 9.50% and maturing
in thirty years. The proceeds were used by the Corporation in
connection with the repurchase of common shares. (See Note
15 to the financial statements for a description of the
company obligated mandatorily redeemable capital securities
of subsidiary trust.)
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Net interest margin (net interest income, on a tax-
equivalent basis as a percentage of average earning assets)
improved to 3.80% for 2002, arise of 27 basis points
(0.27%) compared to 2001. The year to year increase in the
margin was due to the cost of funds declining more quickly

than asset yields as interest rates fell to historic lows.
Continued pressure on net interest income is anticipated by
the Corporation despite active management of interest rate
risk. The Corporation’s use of computer simulation to
manage interest rate risk is described in the “Interest
Sensitivity” section of this discussion.

The following table shows the effect of changes in volumes and rates on interest income and interest expense:

Analysis of Year-to-Year Changesin Net Interest Income

(Dollar Amounts in Thousands)

2002 Change from 2001 2001 Change from 2000
Total ChangeDue  Change Due Total Change Due Change Due
Change to Volume to Rate Change to Volume to Rate
Interest-earning assets:

Time deposits with banks $ (39 $ 2 $ (37 $ (12 $ 42 $ (59
Securities (10,526) (1,950) (8,576) 3,138 10,491 (7,353)
Federal funds sold (486) (473) (13) 258 349 (91)
Loans (22,272) 3,995 (26,267) (6,375) 3,871 (10,246)
Total interest income (33,323) 1,570 (34,893) (2,991) 14,753 (17,744)

Interest-bearing liabilities:
Deposits (39,593) (5,925) (33,668) 2,658 8,865 (6,207)
Short-term borrowings (5,198) 1,486 (6,684) (10,991) (4,256) (6,735)
Long-term debt 294 410 (116) 964 1,758 (794)
Total interest expense (44,497) (4,029) (40,468) (7,369) 6,367 (13,736)
Net interest income $ 11,174 $ 5599 $ 5575 $4,378 $ 8,386 $ (4,008)

The provision for credit losses is an amount added to the
allowance against which credit losses are charged. The
amount of the provision is determined by management based
upon its assessment of the size and quality of the loan
portfolio and the adequacy of the allowance in relation to the
risks inherent within the loan portfolio. The provision for
credit losses was $12.2 million in 2002 compared to $11.5
million in 2001 and $10.0 million in 2000. The allowance for
credit losses was $34.5 million at December 31, 2002, which
represents aratio of 1.33% of average loans outstanding,
down dlightly from the 1.34% reported at December 31,
2001. Net charge-offs for 2002 rose $945 thousand over
2001 levels. The most significant components of this year to

year change were increases in the following categories:
commercial loans not secured by real estate (up $1.0
million), secured by 1-4 family real estate (up $661
thousand) and other loans (up $925 thousand). These
increases were partially offset by decreases in commercial
real estate loans of $985 thousand and revolving credit loans
secured by 1-4 family real estate of $411 thousand. Net
charge-offs as a percent of average loans outstanding at
December 31, 2002 were 0.46% compared to 0.43% and
0.40% at December 31, 2001 and 2000, respectively. For an
analysis of credit quality, see the “Credit Review” section of
this discussion.
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The following table presents an analysis of the consolidated allowance for credit losses for the five years ended December 31,

2002 (Dollar Amounts in Thousands):

Summary of Loan L oss Experience

2002 2001 2000 1999 1998
Loans outstanding at end of year $ 2,608,634 $2,567,934 $ 2,490,827 $ 2,500,059 $2,374,850
Average loans outstanding $ 2,597,862 $2,548,596 $ 2,503,036 $ 2,408,450 $2,439,436
Allowance for credit losses:
Balance, beginning of year $ 34,157 33,601 $ 33,539 $ 32,304 $ 25932
Loans charged off:
Commercial, financial and agricultural 6,085 3,297 4,335 1,821 1,513
Loansto individuas 4,040 4,199 5,521 6,126 7,293
Real estate-construction 3 -0- -0- -0- -0-
Real estate-commercial 1,315 2,300 130 427 812
Real estate-residential 2,065 1,818 874 1,035 690
Lease financing receivables 424 606 407 187 319
Total loans charged off 13,932 12,220 11,267 9,596 10,627
Recoveries of loans previously charged off:
Commercial, financial and agricultural 1,287 456 406 290 462
Loansto individuas 710 757 826 1,057 1,328
Real estate-construction -0- -0- -0- -0- -0-
Real estate-commercial -0- -0- -0- -0- 70
Real estate-residential 46 49 42 33 87
Lease financing receivables 5 19 25 1 3
Total recoveries 2,048 1,281 1,299 1,381 1,950
Net loans charged off 11,884 10,939 9,968 8,215 8,677
Provision charged to expense 12,223 11,495 10,030 9,450 15,049
Balance, end of year $ 34,49 34,157 $ 33,601 $ 33539 $ 32,304
Ratios:
Net charge-offs as a percentage of
average |loans outstanding 0.46% 0.43% 0.40% 0.34% 0.36%
Allowance for credit losses
as a percentage of average loans
outstanding 1.33% 1.34% 1.34% 1.39% 1.32%

Net securities gains declined $2.7 million during 2002 from
the $3.3 million reported in 2001 and compared to $1.7
million in 2000. The securities gains during 2002 resulted
primarily from the sales of Pennsylvania bank stocks, U.S.
Treasury securities and fixed rate corporate bonds classified
as securities “available for sale” with book values of $1.1
million, $1.5 million and $3.0 million, respectively. The
securities gains during 2001 resulted primarily from the sale
of fixed rate corporate bonds classified as “available for
sale” and Pennsylvania bank stocks with book values of
$37.4 million and $12.7 million respectively. The securities
gains recognized during 2000 were principally related to
the sale of Pennsylvania bank stocks with a book value of
$19.9 million.

Trust income of $5.0 million for 2002 was flat compared to
2001 following a $560 thousand decline from 2000.
Although fee revenue continues to be negatively impacted
due to low market values, the enhanced referral programs
and integrated growth plans for financial affiliates that have

been initiated have helped to offset thistrend. The
Corporation’s continued success in building relationships
with commercia clients provides fee based affiliates with
additional sales opportunities through the Total Solutions
Financial Management (“TSFM”) process. This strategy
combines products, services and professional staff from the
Corporation’ s trust, insurance, financial advisory and
banking affiliates and partners them in providing
comprehensive financial services offerings.

Service charges on deposits are the most significant
component of non-interest income and increased $378
thousand for 2002 compared to 2001. Increasesin
insufficient funds fees “NSF”, bank club and account
analysis fees helped pace the year to year rise.
Standardization of service fee routines accomplished during
conversion of the Corporation’s deposit system during 2001,
and added emphasis on collection of fees had a positive
effect on fee revenue for 2002. Service charges on deposits
increased $598 thousand for 2001 compared to 2000
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primarily as the result of increases in NSF and bank club
fees. Management strives to implement reasonable fees for
services and closely monitors collection of those fees.

Insurance commissions grew $439 thousand for 2002 after
increasing $1.2 million for 2001 from 2000 commissions of
$2.0 million. Insurance commissions for 2002 included
increases in personal lines, annuities and empl oyee benefit
plans compared to 2001. As part of the previously discussed
TSFM process the Corporation’ s insurance subsidiary will
continue to have expanded opportunities to meet the insurance
needs of commercial clients. In addition, the Corporation has
developed “FOCUS,” afinancial planning tool designed to
help clients prioritize and assess their financial needs. The
“FOCUS’ concept resultsin a systematic approach covering a
wide range of personal financia goals including appropriate
insurance coverage. This category should also be favorably
impacted by the integration of First Commonwealth Financial
Advisorsinto these advisory models.

Income from bank owned life insurance was $4.7 million for
2002 compared to $4.6 million for 2001 which compared to
$3.4 million for 2000. The 2002 period included an
additional investment in bank owned life insurance of $5.0
million compared to 2001 levels. The 2001 period included
an increase in income from bank owned life insurance of
$1.2 million compared to 2000, resulting primarily from
claim income and the impact of an additional $15.0 million
investment during 2001.

Other income for 2002 was $11.7 million, representing a $1.2
million decrease compared to 2001 which followed a $2.4
million rise over the $10.5 million achieved in 2000. The
decline in other income for 2002 resulted from the sale of one
of the Corporation’ s branches during 2001 which generated a
gain of $767 thousand based on the premium on the sale of
$10.4 million of deposits. The 2001 period included $1.3
million of gainsrelated to the sale of a branch and a block of
30 year mortgages as well as a gain from the termination of a
subsidiary’ s defined benefit pension plan. Other income for
2002 also included increasesin merchant discount of $119
thousand and interchange income of $164 thousand. Other
income for the 2000 period included a gain on the sale of fixed
assets of $515 thousand and increases in merchant discount of
$401 thousand aswell asarisein MAC interchange fees of
$628 thousand.

Total other operating expense for 2002 grew $20.4 million or
19.5% to $125.4 million compared to $105.0 million and
$99.5 million for 2001 and 2000 respectively. The increase
in other operating expense for 2002 was primarily the result
of nonrecurring charges for the previously described
litigation settlement and corporate restructuring of $8.0
million and $6.1 million, respectively. These restructuring
charges resulted from the merger of the Corporation’s
banking subsidiaries, Southwest Bank and First

Commonwealth Bank, which occurred in October, 2002.
Because of this merger, there was a consolidation of support
functions with some staff positions being eliminated. The
personnel within the branches and relationship managersin
corporate services continued to serve in the same capacity in
order to ensure a smooth transition. Employees whose
positions were being eliminated were notified and continued
towork in their positions for at least 60 days. Notified
employees had the opportunity to seek other positions within
the Corporation or to receive a separation package based on
years of service. Also, related to the merger, the structure of
all of the Boards of Directors and Board committees for the
Corporation was realigned. As aresult of these activities,
restructuring charges of $6.1 million are reported on the
income statement for the 2002 period. Ongoing savings from
the restructuring are anticipated to be $4.1 million per year.
Other charges included during 2002 as a part of the
restructuring related principally to writing off obsolete signs
and supplies due to the name change under one charter and
amounted to $420 thousand. Also impacting other operating
expense for the period were $1.8 million of costs incurred
principally in the fourth quarter of 2002 associated with
development of the First Commonwealth brand. Total
noninterest expense as a percent of average assets was 2.76%
for 2002 compared to 2.32% for 2001. Excluding the
nonrecurring items (legal settlement and restructuring
charges) as well as rebranding costs, this ratio would be
2.41% for 2002.

Employee costs were $58.1 million in 2002, representing
1.28% of average assets compared to $54.5 million and
1.21% of average assets for 2001. Employee costs for 2000
were $52.5 million and 1.22% of average assets. Salary costs
for the 2002 period increased $2.2 million or 5.1% compared
to 2001 levels of $43.1 million. Employee benefit costs rose
$1.4 million or 12.4% for 2002 compared to 2001, with the
largest increase being hospitalization costs (up $943
thousand or 24.7%). Employee benefit costs increased $331
thousand for 2001 compared to the 2000 period and included
increases in 401(k) plan expenses and employee stock
ownership plan “ESOP” expenses which were partially offset
by decreases of hospitalization costs. The Corporation strives
to provide quality employee benefits while effectively
managing costs.

Net occupancy expense increased $230 thousand or 3.5% to
$6.8 million during 2002 compared to $6.5 million for 2001
and $6.6 million for 2000. Increases in building insurance,
building rental costs and building repairs and maintenance in
2002 were only partially offset by declines in most other
building expense categories. Furniture and equipment
expenses of $10.0 million for 2002 reflected increases of
$920 thousand over 2001 levels resulting primarily from
increases in depreciation on computer software and software
maintenance offset in part by reduced equipment lease
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expense. The 2001 period also included increasesin
depreciation on computer software and software maintenance
compared to 2000. Computer software depreciation and
maintenance increases were principally related to the
replacement of software utilized by the Corporation’s data
processing subsidiary to process loan and deposit accounts.
The 2002 period was also impacted as afull year of
depreciation, as well as maintenance was incurred for
systems placed in service during the later part of 2001.

The new application software has enabled the Corporation’s
banking subsidiary to provide enhanced products and
services, including internet banking. Technology advances
continue to drive the ability of financial services companies
to provide expanded services through traditional channels as
well as non traditional and emerging delivery systemsto
meet the changing needs of our clients.

Outside data processing expense fell $1.2 million for the
2002 period to $2.1 million compared to $3.3 million for
2001 and 2000. This category was positively impacted by the
conversion of Southwest Bank from outsourced processing
to that provided by a subsidiary of the Corporation. Outside
data processing costs are managed by the Corporation’s

data processing subsidiary along with management of

internal data processing costs. Outsourced data processing
needs are evaluated based on technology, efficiency and

cost considerations.

Adoption of FAS No. 142 resulted in no goodwill
amortization for 2002 compared to $920 thousand for 2001
and $865 thousand for 2000. Under the new pronouncement,
goodwill amortization was discontinued January 1, 2002.
Goodwill is now subject to evaluation for impairment on an
annual basis.

Other operating expenses for 2002 increased $3.8 million or
14.3% to $30.2 million for 2002 compared to $26.4 million
for 2001 and the $24.0 million reported for 2000. The 2002
period includes increased |oss on sale of assets of $472
thousand, due primarily to the loss on sale of vehicles
previously leased, compared to 2001. Other professional fees
rose by $822 thousand over 2001 and included consulting
fees related to implementation of the Corporation’s
“Balanced Scorecard” performance measurement system,
enhancements to product and customer profitability systems,
corporate restructuring and common branding and identity.
Consultants are also being utilized to assist in the ongoing
efforts to develop aworld class sales culture and to generate
new deposit dollars and relationships. Corporate
restructuring and movement towards a sales culture also
impacted the decision to have employee benefit plans
reviewed by outside specialists during 2002. Advertising and
promotions expenses rose a combined $2.3 million for the
2002 period due partially to expenditures related to the $1.8
million launch of the new Corporate brand and identity. This
exciting campaign is designed to educate and build

enthusiasm among current as well as potential clients and the
communities we serve. Also impacting these categories were
expenses incurred in the successful marketing campaign for
free checking products introduced during 2002. These
products are expected to have afavorable impact on deposit
growth, interest expense and service charge revenue in future
periods as well as providing potential add-on sales of other
financial products and services. Expenditures for the
branding efforts and marketing campaigns are expected to
continue in 2003.

Included in other operating expense increases for 2001
compared to 2000 were increases in filing and recording
fees, legal fees, other professional fees and telephone
expense of $165 thousand, $216 thousand, $666 thousand
and $352 thousand, respectively. The 2001 period also
included increases in losses on sale of leased vehicles and
increased postage and printing costs related to privacy
legislation and changes due to standardization during 2001
system conversions. The 2001 period included decreasesin
insurance expense, Pennsylvania use tax, promotions and
deferred loan origination costs compared to 2000 levels.

Other operating expense for the 2000 period included
increases in collection and repossession expenses. FDIC
expense rose $180 thousand during 2000 due to
standardization of insurance fund rates. Other operating
expenses for 2000 also included increases in advertising
and promotions, express freight charges, charge card
interchange and checkbook printing expenses which were
partially offset by decreases in other professional fees,
postage and printing costs.

Income tax expense was $8.9 million during 2002
representing a decrease of $6.4 million below the 2001
amount of $15.3 million and compared to $14.3 millionin
2000. The Corporation’s effective tax rate was 17.0% for
2002 compared to 23.3% for 2001 and 23.2% for 2000.
Excluding the nonrecurring charges (litigation settlement and
corporate restructuring) and rebranding costs, the
Corporation’s effective tax rate would have been 21.2% in
2002. The Corporation’s effective tax rate continues to be
favorably impacted by tax-free income from securities and
bank owned life insurance.

Liquidity

Liquidity is ameasure of the Corporation’s ability to
efficiently meet normal cash flow requirements of both
borrowers and depositors. In the ordinary course of business,
funds are generated from deposits (primary source) and the
maturity or repayment of earning assets, such as securities
and loans. As an additional secondary source, short-term
liquidity needs may be provided through the use of overnight
Federal funds purchased, borrowings through the use of lines
available for repurchase agreements, and borrowings from
the Federal Reserve Bank. Additionally, the Corporation’s
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banking subsidiary is a member of the Federal Home Loan
Bank and may borrow under overnight and term borrowing
arrangements. The sale of earning assets may also provide an
additional source of liquidity. In addition to the previously
described funding sources, the Corporation also has the
ability to access the capital markets.

Liquidity risk stems from the possibility that the Corporation
may not be able to meet current or future financial
obligations, or the Corporation may become overly reliant on
alternative funding sources. The Corporation maintains a
liquidity risk management policy to manage thisrisk. This
policy identifies the primary sources of liquidity, establishes
procedures for monitoring and measuring liquidity and
guantifies minimum liquidity requirements which comply
with regulatory requirements. The policy also includes a
liquidity contingency plan to address funding needs to
maintain liquidity under avariety of business conditions.
The Corporation’s liquidity position is monitored by the
Asset/Liability Management Committee (“ALCQO”).

L CONDITION AND RESULTS OF OPERATIONS

The Corporation’s long-term liquidity sourceis alarge core
deposit base and a strong capital position. Core deposits are
the most stable source of liquidity abank can have due to the
long-term relationship with a deposit customer. Deposits
decreased $49.0 million in 2002 and included decreases in
noninterest-bearing deposits and time deposits which were
partialy offset by increases in savings deposits. Non-core
deposits which are time deposits in denominations of $100
thousand or more represented 16.1% of total deposits at
December 31, 2002. Non-core deposits decreased by $7.6
million in 2002 and rose $41.9 million in 2001 duein part to
changes in public funds balances. The increase in non-core
deposits during 2001 also included the issuance of brokered
time deposits in the amount of $5.0 million.

Although the Corporation’s primary source of funds remains
traditional deposits from within the communities served by
its banking subsidiary, future sources of deposits utilized
could include the use of brokered time deposits offered
outside the Corporation’s traditional market area. Time
deposits of $100 thousand or more at December 31, 2002,
2001 and 2000 had remaining maturities as follows:

Maturity Distribution of Large Certificates of Deposit

(Dollar Amounts in Thousands)

2002 2001 2000
Amount Per cent Amount Percent Amount Percent
Remaining Maturity:

3 months or less $ 97,862 20% $ 133,017 27% $ 358,112 79%

Over 3 months through 6 months 54,758 11 57,222 11 36,941 8

Over 6 months through 12 months 114,596 24 89,436 18 19,241 4

Over 12 months 222,486 45 217,643 44 41,088 9
Total $ 489,702 100% $ 497,318 100% $ 455,382 100%

Net loans increased $40.4 million during 2002 as commercia
loans increased by $74.9 million and loans to individuas
increased by $31.6 million compared to year-end 2001. The
2002 period reflected decreases of $110.8 millionin
residential real estate loans, due in part to the continued runoff

of the existing portfolio and sale of new loan production as
the Corporation continued to change the mix of itsloans.

Below is a schedule of loans by classification for the five
years ended December 31, 2002:

L oans by Classification
(Dollar Amounts in Thousands)

2002 2001 2000 1999 1998
Amount Percent Amount Percent Amount Percent Amount Percent Amount Percent
Commercial financial,
agricultural and other $ 633,955 24% $ 529,300 21% $ 443,618 18% $ 417,300 16% $ 377,733 16%
Real estate-construction 20,998 1 14,727 1 37,146 2 41,734 2 33,097 1
Real estate-commercial 663,220 26 638,576 25 560,066 22 495,789 20 387,166 16
Real estate-residential 739,018 28 849,787 33 932,915 37 980,506 39 1,009,903 42
Loansto individuals 505,139 19 473,515 18 450,154 18 502,465 20 517,907 22
Net leases 47,110 2 63,326 2 68,975 3 65,893 3 56,423 3
Gross loans and |leases 2,609,440 100% 2,569,231 100% 2,492,874 100% 2,503,687 100% 2,382,229 100%
Unearned income (806) (1,297) (2,047) (3,628) (7,379)
Total loans, and leases
net of unearned income $ 2,608,634 $2,567,934 $2,490,827 $2,500,059 $2,374,850
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An additional source of liquidity is marketable securities that
the Corporation holds in its investment portfolio. These
securities are classified as “ securities available for sale”.
While the Corporation does not have specific intentions to
sell these securities, they have been designated as “available
for sale” because they may be sold for the purpose of
obtaining future liquidity, for management of interest rate
risk or as part of the implementation of tax management
strategies. As of December 31, 2002, securities available for
sale had an amortized cost of $1,443 million and an
approximate fair value of $1,483 million. Gross unrealized

gains were $41.8 million and gross unrealized losses were
$2.0 million.

Based upon the Corporation’s historical ability to fund
liquidity needs from other sources, the current available for
sale portfolio is deemed more than adequate, as the
Corporation does not anticipate a need to liquidate the
investments until maturity. Below is a schedule of

the contractual maturity distribution of securities held

to maturity and securities available for sale at

December 31, 2002:

Maturity Distribution of SecuritiesHeld to Maturity
(Dollar Amounts in Thousands)

States and Total Weighted
U.S. Government Agencies Political Other Amortized Average
and Corporations Subdivisions Securities Cost Yield*
Within 1 year $ 5,056 $ 3991 $ 13,057 $ 22,104 6.11%
After 1 but within 5 years 15,031 10,809 9,377 35,217 6.76
After 5 but within 10 years 17,231 34,298 -0- 51,529 6.92
After 10 years 41,217 47,771 -0- 88,988 5.32
Total $ 78535 $ 96,869 $ 22,434 $ 197,838 6.08%
Maturity Distribution of Securities Available for Sale
At Amortized Cost
(Dollar Amounts in Thousands)
U.S. Treasury, and other States and Tota Weighted
U.S. Government Agencies Political Other Amortized Average
and Corporations Subdivisions Securities Cost Yield*
Within 1 year $ 499 $ 2527 $ 69,190 $ 72,216 6.31%
After 1 but within 5 years 177,755 5,971 59,517 243,243 4.82
After 5 but within 10 years 133,075 8,977 13,411 155,463 521
Over 10 years 664,421 98,461 209,197 972,079 5.63
Total $ 975,750 $115,936 $351,315 $1,443,001 5.48%

*Yields are calculated on a tax-equivalent basis.

Interest Sensitivity

Market risk isthe risk of loss arising from adverse changes
in the fair value of financial instruments due to changesin
interest rates, currency exchange rates or equity prices. The
Corporation’s market risk is composed primarily of interest
rate risk. Interest rate risk results principally from timing
differencesin the repricing of assets and liabilities, changes
in the relationship of rate indices and the potential exercise
of free standing or embedded options.

The objective of interest rate sensitivity management is to
maintain an appropriate bal ance between the stable growth of
income and the risks associated with maximizing income
through interest sensitivity imbalances. While no single
number can accurately describe the impact of changesin
interest rates on net interest income, interest rate sensitivity
positions, or “gaps,” when measured over a variety of time
periods, can be informative.

An asset or liability is considered to be interest-sensitive

if therate it yields or bearsis subject to change within a
predetermined time period. If interest-sensitive assets (“1SA”)
exceed interest-sensitive liabilities (*ISL") during a prescribed
time period, a positive gap results. Conversely, when ISL
exceeds | SA during atime period, a negative gap results.

The cumulative gap at the 365 day repricing period was
negative in the amount of $300 million or 6.63% of total
assets at December 31, 2002. A positive gap tends to indicate
that earnings will be impacted favorably if interest ratesrise
during the period and negatively when interest rates fall during
the time period. A negative gap tends to indicate that earnings
will be affected inversely to interest rate changes. In other
words, as interest rates fall, a negative gap should tend to
produce a positive effect on earnings and when interest rates
rise, a negative gap should tend to affect earnings negatively.
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The primary components of ISA include adjustable rate
loans and investments, loan repayments, investment
maturities and money market investments. The primary

components of 1SL include maturing certificates of deposit,
money market deposits, savings deposits, NOW accounts
and short-term borrowings.

The following table lists the amounts and ratios of assets and liabilities with rates or yields subject to change within the periods
indicated as of December 31, 2002 and 2001 (Dollar Amounts in Thousands):

2002
Cumulative
0-90 Days 91-180 Days 181-365 Days 0-365 Days
Loans $ 962,398 $ 157,172 $ 295,273 $ 1,414,843
Investments 292,206 162,578 262,287 717,071
Other interest-earning assets 1,973 -0- -0- 1,973
Total interest-sensitive assets 1,256,577 319,750 557,560 2,133,887
Certificates of deposits 354,625 170,687 263,882 789,194
Other deposits 1,172,538 -0- -0- 1,172,538
Borrowings 469,735 905 1,483 472,123
Total interest-sensitive liabilities 1,996,898 171,592 265,365 2,433,855
Gap $ (740,321) $ 148,158 $ 292,195 $  (299,968)
ISA/ISL 0.63 1.86 2.10 0.88
Gap/Total assets (16.36%) 3.27% 6.46% (6.63%)
Cumulative
0-90 Days 91-180 Days 181-365 Days 0-365 Days
Loans $ 839,279 $ 155,276 $ 276,760 $ 1,271,315
Investments 154,327 90,890 180,001 425,218
Other interest-earning assets 4,250 -0- -0- 4,250
Total interest-sensitive assets 997,856 246,166 456,761 1,700,783
Certificates of deposits 329,825 284,518 407,188 1,021,531
Other deposits 1,090,160 -0- -0- 1,090,160
Borrowings 430,189 350 750 431,289
Total interest-sensitive liabilities 1,850,174 284,868 407,938 2,542,980
Gap $(852,318) $ (38,702 $ 48,823 $ (842,197)
ISA/ISL 0.54 0.86 112 0.67
Gap/Total assets (18.60%) (0.84%) 1.07% (18.37%)

Although the periodic gap analysis provides management
with amethod of measuring current interest raterisk, it only
measures rate sensitivity at a specific point intime, and asa
result may not accurately predict the impact of changesin
general levels of interest rates or net interest income. Thisis
exemplified as the gap analysis shows the Corporation’s
earnings to be negatively impacted by rising rates, but
computer modeling indicates that rising rates would have a
favorable impact on earnings. Therefore, to more precisely
measure the impact of interest rate changes on the
Corporation’s net interest income, management simulates the
potential effects of changing interest rates through computer
modeling. The income simulation model used by the
Corporation captures all assets, liabilities, and off-balance
sheet financial instruments, accounting for significant
variables that are believed to be affected by interest rates.
These variables include prepayment speeds on mortgage
loans and mortgage backed securities, cash flows from loans,

deposits and investments and balance sheet growth
assumptions. The model also captures embedded options,
such as interest rate caps/floors or call options, and accounts
for changes in rate relationships as various rate indices |ead
or lag changes in market rates. The Corporation is then better
able to implement strategies which would include an
acceleration of adeposit rate reduction or lag in a deposit
rate increase. The repricing strategies for loans would be
inversely related.

The Corporation’s asset/liability management policy
guidelines limit interest rate risk exposure for the succeeding
twelve month period. Simulations are prepared under the
base case where interest rates remain flat and most likely
case where interest rates are defined using projections of
economic factors. Additional simulations are produced
estimating the impact on net interest income of a 300 basis
point (3.00%) movement upward or a 100 basis point
movement downward which cannot result in more than a
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7.5% change or 5.0% change, respectively, in net interest
income when compared to the base case, without Board
approval and a strategy in place to reduce interest rate risk
below the established maximum level. These policy
guidelines were changed from simulating a 300 basis point
(3.00%) rise and a 300 basis point (3.00%) decline from the
base case which could not result in more than a 7.5% change
in net interest income, either up or down because the
probability of interest rates declining by 300 basis points
over the next 12 monthsis not likely. The analysis at
December 31, 2002 indicated that a 300 basis point (3.00%)
increase in interest rates would increase net interest income
208 basis points (2.08%) above the base case scenario and a
100 basis point (1.00%) decline in interest rates would
decrease net interest income by 276 basis points (2.76%)
below the base case scenario, over the next twelve months,
both within policy limits.

The Corporation’s “ Asset/Liability Management Committee”
(“ALCQ") isresponsible for the identification, assessment

and management of interest rate risk exposure, liquidity,
capital adequacy and investment portfolio position. The
primary objective of the ALCO process is to ensure that the
Corporation’s balance sheet structure maintains prudent
levels of risk within the context of currently known and
forecasted economic conditions and to establish strategies
which provide the Corporation with appropriate
compensation for the assumption of those risks. The ALCO
attempts to mitigate interest rate risk through the use of
strategies such as asset sales, asset and liability pricing and
matched maturity funding. The ALCO strategies are
established by the Corporation’s senior management. The
ALCO continues to evaluate the use of derivative
instruments to protect against the risk of adverse price or
interest rate movements on the values of certain assets and
liabilities, although none are being utilized currently.

Final loan maturities and rate sensitivities of the loan
portfolio excluding consumer installment and mortgage loans
and before unearned income at December 31, 2002, were as
follows (Dollar Amountsin Thousands):

Within One Oneto After
Y ear 5Years 5Years Total

Commercial and industrial $ 198,444 $ 98,978 $ 99,897 $ 397,319
Financial institutions -0- 175 300 475
Real estate-construction 7,309 3,495 10,194 20,998
Real estate-commercial 44,317 114,224 504,679 663,220
Other 22,222 29,069 184,870 236,161

Totals $ 272,292 $ 245,941 $ 799,940 $1,318,173
Loans at fixed interest rates $ 116,744 $ 205,679
Loans at variable interest rates 129,197 594,261

Totals $ 245,941 $ 799,940
Credit Review

Maintaining a high quality loan portfolio is of great
importance to the Corporation. The Corporation manages the
risk characteristics of the loan portfolio through the use of
prudent lending policies and procedures and monitors risk
through a periodic review process provided by internal
auditors, regulatory authorities and our loan review staff.
These reviews include the analysis of credit quality,
diversification of industry, compliance to policies and
procedures, and an analysis of current economic conditions.

In the management of its credit portfolio, the Corporation
emphasi zes the importance of the collectibility of loans and
leases as well as asset and earnings diversification. The
Corporation immediately recognizes as aloss al credits
judged to be uncollectible and has established an allowance
for credit losses that may exist in the portfolio at apoint in
time, but have not been specifically identified.

The Corporation’ s written lending policy requires certain
underwriting standards to be met prior to funding any loan,
including requirements for credit analysis, collateral value
coverage, documentation and terms. The principal factor

used to determine potential borrowers' creditworthinessis
business cash flows or consumer income available to service
debt payments. Secondary sources of repayment, including
collateral or guarantees, are frequently obtained.

Thelending policy provides limits for individual and bank
committees lending authorities. In addition to the bank loan
approval process, requests for borrowing relationships which
will exceed one million dollars must also be approved by the
Corporation’s Credit Committee. This Committee consists of a
minimum of three members of the Corporation’s Board of
Directors. The Corporation has an additional level of approval
for credit relationships between $500 thousand and $1.0
million. This procedure requires approval of those credits by a
committee consisting of senior lenders of the Corporation.

Commercia and industrial loans are generally granted to
small and middle market customers for operating, expansion
or asset acquisition purposes. Operating cash flows of the
business enterprise are identified as the principal source of
repayment, with business assets held as collateral. Collateral
margins and |oan terms are based upon the purpose and
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structure of the transaction as set forth in loan policy.

Commercial real estate loans are granted for the acquisition
or improvement of real property. Generally, commercial real
estate |oans do not exceed 75% of the appraised value of
property pledged to secure the transaction. Repayment of
such loans are expected from the operations of the subject
real estate and are carefully analyzed prior to approval.

Real estate construction loans are granted for the purposes of
constructing improvements to real property, both commercial
and residential. On-site inspections are conducted by
qualified individuals prior to periodic permanent project
financing, which is generally committed prior to the
commencement of construction financing.

Real estate |oans secured by 1-4 family residential housing
properties are granted subject to statutory limitsin effect for
each bank regarding the maximum percentage of appraised
value of the mortgaged property. Residential loan terms are
normally established in compliance with secondary market
regquirements. Residential mortgage portfolio interest rate
risk is controlled by secondary market sales, variable interest
rate loans and balloon maturities.

Loansto individuals represent financing extended to
consumers for personal or household purposes, including
automobile financing, education, home improvement and
personal expenditures. These loans are granted in the form of
installment, credit card or revolving credit transactions.
Consumer creditworthiness is evaluated on the basis of ahility
to repay, stability of income sources and past credit history.

The Corporation maintains an allowance for credit losses at a
level deemed sufficient to absorb losses which are inherent
in the loan and lease portfolios at each balance sheet date.
Management reviews the adequacy of the allowance on a
quarterly basis to ensure that the provision for credit losses
has been charged against earnings in an amount necessary to
maintain the allowance at alevel that is appropriate based on
management’ s assessment of probable estimated losses. The
Corporation’s methodology for assessing the appropriateness
of the allowance for credit losses consists of several key
elements. These elements include a specific allowance for

primary watch list classified loans, aformula allowance
based on historical trends, an additional allowance for
specia circumstances and an unallocated allowance.

While the Corporation consistently applies the following
comprehensive methodology and procedure described in
Note 1 “Accounting Policies,” allowance for credit loss
methodol ogies incorporate management’ s current
judgments about the credit quality of the loan portfolio as
well as collection probabilities for problem credits.
Although management considers the allowance for credit
losses to be adequate based on information currently
available, additional allowance for credit loss provisions
may be necessary due to changes in management estimates
and assumptions about asset impairment, information about
borrowers that indicate changes in the expected future cash
flows or changes in economic conditions. The allowance
for credit losses and the provision for credit losses are
significant elements of the Corporation’s financial
statements, therefore management periodically reviews the
processes and procedures utilized in determining the
allowance for credit losses to identify potential
enhancements to these processes including development of
additional management information systems to ensure that
all relevant factors are appropriately considered in the
allowance analysis. In addition, the Corporation maintains
a system of internal controls which are independently
monitored and tested by internal audit and loan review staff
to ensure that the loss estimation model is maintained in
accordance with internal policies and procedures as well as
generally accepted accounting principals.

Since all identified losses are immediately charged off, no
portion of the allowance for credit losses is restricted to any
individual credit or groups of credits, and the entire allowance
isavailable to absorb any and all credit losses. For analytical
purposes, the following table sets forth an allocation of the
alowance for credit losses at December 31 according to the
categoriesindicated. Management fedls the unallocated
portion of the reserve is necessary due to the uncertain
economic and geo-palitical environment and itsimpact on a
variety of sectors such as health care, lodging and energy.

Allocation of the Allowance for Credit L osses
(Dollar Amounts in Thousands)

2002 2001 2000 1999 1998

Commercial, industrial, financial, agricultural and other $ 7,856 $ 6,315 $ 6,263 $ 6,321 $ 4,375
Real estate-construction 600 432 643 831 414
Real estate-commercial 7,201 9,808 9,064 7,675 5,119
Real estate-residential 5,294 7,379 10,211 9,928 10,319
Loansto individuals 3,035 3,845 4,938 5,131 5,223
Lease financing receivables 259 401 638 586 512
Unallocated 10,251 5,977 1,844 3,067 6,342
Total $34,496 $34,157 $33,601 $33,539 $ 32,304
Allowance as percentage of average total loans 1.33% 1.34% 1.34% 1.39% 1.32%
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Other than those described below, there are no material
credits that management has serious doubts as to the
borrower’ s ability to comply with the present loan
repayment terms. The following table identifies
nonperforming loans at December 31. A loanisplacedin a
nonaccrual status at the time when ultimate collectibility of
principal or interest, wholly or partially, isin doubt. Past

due loans are those |oans which were contractually past
due 90 days or more as to interest or principal payments
but are well secured and in the process of collection.
Renegotiated |oans are those loans which terms have been
renegotiated to provide a reduction or deferral of principal
or interest as aresult of the deteriorating financial position
of the borrower.

Nonperforming and Impaired Assets and Effect
on Interest Income Due to Nonaccrual
(Dollar Amountsin Thousands)

2002 2001 2000 1999 1998
Loans on nonaccrua basis $23,450 $22,899 $10,698 $12,765 $ 9,677
Past due loans 14,774 17,781 22,086 15,815 15,780
Renegotiated loans 207 832 2,263 62 64
Total nonperforming loans $38,431 $41,512 $35,047 $28,642 $ 25,521
Nonperforming loans as a percentage of total loans 1.47% 1.62% 1.41% 1.15% 1.07%
Allowance as percentage of nonperforming loans 89.76% 82.28% 95.87% 117.10% 126.58%
Other real estate owned $ 1,651 $ 1,619 $ 1,661 $ 1,707 $ 2370
Gross income that would have been
recorded at original rates $ 1,542 $ 1,422 $ 750 $ 724 $ 961
Interest that was reflected in income 286 750 333 458 286
Net reduction to interest income due to nonaccrual $ 1,256 $ 672 $ 417 $ 266 $ 675

The reduction of income due to renegotiated |oans was less
than $50 thousand in any year presented.

Nonperforming loan levels at December 31, 2002 decreased
$3.1 million compared to 2001 levels as decreases in past
due loans and renegotiated loans were slightly offset by an
increase in nonaccrual loans. Nonaccrual loans include two
significant credits in both periods. The largest credit ($6.2
million) carries an 80% guaranty of U.S. government
agency. While approximately $2.9 million is expected to be
collected in the second quarter of 2003 as a sale of the
underlying assets is pending, the remaining balance should
be resolved early in the third quarter of 2003. The second
credit, which was $5.9 million at year-end 2001, continues to
be resolved through the liquidation of collateral and
exercising other remedies. The balance outstanding at
December 31, 2002 for this credit was $3.2 million. While
the final resolution of this credit is uncertain, management’s
estimate of the potential loss on this credit is reserved.

Past due loans for the 2002 period decreased $3.0 million
compared to the corresponding period of 2001 and included
decreases in all major categories including loans secured by
residential real estate (down $814 thousand), commercial
real estate (down $999 thousand) and other loans (down
$865 thousand). Renegotiated loans also fell, decreasing by
$625 thousand for the 2002 period. Nonperforming loans as
a percentage of total loans was 1.47% at December 31, 2002,

down from the 1.62% reported at December 31, 2001.

The Corporation’s loan portfolio continues to be monitored
by senior management to identify potential portfolio risks
and detect potential credit deterioration in the early stages.
The Corporation has a“Watchlist Committee” which
includes credit workout officers of the bank and meets bi-
weekly to review watchlist credits for workout progress or
deterioration. Loan loss adequacy and the status of
significant nonperforming credits are monitored on a
quarterly basis by a committee made up of senior officers of
the bank and parent company. These committees were
established to provide additional internal monitoring and
analysisin addition to that provided by the Credit
Committees of the bank and parent company. Credit risk is
mitigated during the loan origination process through the
use of sound underwriting policies and collateral
reguirements and its previously described committee
structure. Management also attempts to minimize loan
losses by analyzing and modifying collection techniques on
aperiodic basis. Management believes that the allowance
for credit losses and honperforming loans remained safely
within acceptable levels.

Capital Resources

Equity capital stood at $401.4 million at December 31,
2002, a $31.3 million rise compared to December 31, 2001.
Dividends declared reduced equity by $35.6 million during
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2002 as dividends were increased over 2001 levels. The
retained net income of $7.9 million remained in permanent
capital to fund future growth and expansion. Long-term debt
payments and fair value adjustments to unearned ESOP
shares increased equity by $1.2 million. The market value
adjustment to securities available for sale increased equity by
$17.1 million in 2002. Amounts paid to fund the discount on
reinvested dividends reduced equity by $637 thousand.
Proceeds from the issuance of treasury shares to provide for
stock options exercised increased equity by $5.5 million
during 2002, while the tax benefit related to the stock
options, increased equity by $224 thousand.

A capital base can be considered adequate when it enables
the Corporation to intermediate funds responsibly and
provide related services while protecting against future
uncertainties. The evaluation of capital adequacy depends on
avariety of factors, including asset quality, liquidity,
earnings history and prospects, internal controls and
management caliber. In consideration of these factors,
management’ s primary emphasis with respect to the
Corporation’s capital position isto maintain an adequate and
stable ratio of equity to assets. See Note 25 to the
Consolidated Financial Statements for an analysis of
regulatory capital guidelines and the Corporation’s capital
ratios relative to these measurement standards.

Risk Management

In the normal course of business the Corporation assumes
various types of risk. The Corporation has identified twenty-
six standard risks which have been summarized into seven
major risk categories. The seven major risk categories
include credit risk, market risk, liquidity risk, compliance/
legal risk, operational risk, reputation risk and strategic risk.
Credit risk, market risk and liquidity risk are discussed in
this Management’ s Discussion and Analysis of Financial
Condition and Results of Operations section. The remaining
major risk categories are defined as follows: compliance/
legal risk — arises from violations of, or non-compliance with
laws, rules, regulations, prescribed practices, or ethical
standards; operational risk — threat created by inadequate
information systems, operational problems, weak internal
control systems, fraud, or any other unforeseen catastrophes,
reputation risk —the risk to earnings or capital arising from
negative public opinion; and strategic risk — thisrisk arises
from adverse business decisions or improper implementation
of those decisions. These factors and others could impact
the Corporation’s business, financial condition and results
of operation.

Corporate management has taken strong and wide-ranging
actions to enhance the awareness of and proactively manage
risk within the Corporation. In addition to establishing a
comprehensive policy and procedure manual that is updated
and regularly communicated throughout the Corporation, the

Senior Vice President, Risk Management, an executive
officer level position, oversees all aspects of the risk process.
Our committee structure embraces a risk management
culture, which begins with the Risk Committee that provides
oversight and monitoring of key risk areas. The Risk
Committee, which is chaired by the Senior Vice President,
Risk Management, and has representation from all of the
disciplines across the organization, meets to discuss and
assess current risks and emerging risks as well asto identify
solutions and mitigants. Credit quality and loan loss
adequacy issues are addressed by the Credit Quality, Watch
List and Loan L oss Reserve committees. Additional
committees include Security which is responsible for
coordinating the security program, Privacy which focuses on
safeguarding client information, ALCO which monitors
interest rate and liquidity risks and Disclosure which
evaluates internal controls regarding information utilized in
certain regulatory reports as well as reviewing those reports
and the disclosure process to ensure that disclosures are
timely, complete and accurate.

The Risk Department has specific procedures to analyze and
quantify risks in the seven mgjor risk categories. Gaps
between inherent risks and mitigants are quantified and
reviewed by the Risk Committee, while management
continually reviews the mitigants and controlsto ensure their
continuity with internal audit validating their existence and
effectiveness. Risk gaps are compiled to develop arisk rating,
which isincorporated into the balanced scorecard measure and
isreported to the Board of Directors. An analytical review of
key indicators, both monetary and non-monetary, aswell as
other current information that may become available through
discussions with management serves as an early warning
system to detect potential deteriorating internal controls. All
new initiatives and products are subject to arisk assessment
prior to being presented for implementation. An annual
assessment of risk is also performed to identify potential threat
areas to our computer systems. Our Internal Audit staff
performs routine and consistent information technology
reviews of identified risk areas, security measures, and control
processes. In addition, the Corporation annually retains
outside experts to test potential high-risk areas such as Internet
based processes.

With these processes in place the Corporation believesthat its
objective of establishing arisk culture that identifies,
measures, controls and monitors events or actions that may
adversely affect our organization has been achieved. Our goal
isnot to eliminate risk but to understand fully the risk the
Corporation is assuming and appropriately manage those risks.

Inflation and Changing Prices

Management is aware of the impact inflation has on interest
rates and therefore the impact it can have on abank’s
performance. The ability of afinancial institution to cope
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with inflation can only be determined by analyzing and
monitoring its asset and liability structure. The Corporation
monitors its asset and liability position with particular
emphasis on the mix of interest-sensitive assets and
liabilities in order to reduce the effect of inflation upon its
performance. However, it must be remembered that the asset
and liability structure of afinancial institution is
substantially different from an industrial corporation in that
virtually all assets and liabilities are monetary in nature,
meaning that they have been or will be converted into a fixed
number of dollars regardless of changesin general price
levels. Examples of monetary items include cash, loans and
deposits. Nonmonetary items are those assets and liabilities

which do not gain or lose purchasing power solely as aresult
of general price level changes. Examples of nonmonetary
items are premises and equipment.

Inflation can have a more direct impact on categories of
noninterest expenses such as salaries and wages, supplies
and employee benefit costs. These expenses are very closely
monitored by management for both the effects of inflation
and increases relating to such items as staffing levels, usage
of supplies and occupancy costs.

COMMON STOCK INFORMATION

First Commonwealth Financial Corporation (the “Corporation™) is listed on the New Y ork Stock Exchange under the symbol
“FCF.” The approximate number of holders of record of the Corporation’s common stock is 13,500. The table below sets forth
the high and low sales prices per share and cash dividends declared per share for common stock of the Corporation.

Cash
Dividends
Period High Sale Low Sale Per Share
2002
First Quarter $ 14.00 $ 1151 $ 0.150
Second Quarter $ 14.12 $ 1253 $ 0.150
Third Quarter $ 13.37 $ 11.62 $ 0.150
Fourth Quarter $ 12.35 $ 10.84 $ 0.155
Cash
Dividends
Period High Sale Low Sale Per Share
2001
First Quarter $ 11.45 $ 950 $ 0.145
Second Quarter $ 15.00 $ 10.30 $ 0.145
Third Quarter $ 14.35 $ 10.80 $ 0.145
Fourth Quarter $ 13.00 $ 11.10 $ 0.150
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OUR MISSION

THE MISSION OF FIRST COMMONWEALTH FINANCIAL CORPORATION
ISTO MAXIMIZE THE LONG-TERM TOTAL RETURN TO SHAREHOLDERS.

Shareholder Value

First Commonwealth is committed to building share-
holder value. It is our mission, our highest priority.
Value is delivered through a combination of total return
(dividend yields plus market price appreciation), market
liquidity (the ease of buying or selling First Common-
wealth shares), and shareholder services. This section of
our annual report summarizes the many services that are

made available to our shareholders.

Annual Meeting

The Annual Meeting of Shareholders will be held at:
First Commonwealth Place

654 Philadelphia St., Indiana, PA

On Monday, April 21, 2003 at 3:00 PM.

Common Stock

First Commonwealth Financial Corporation common
stock is listed on The New York Stock Exchange and is
traded under the symbol FCE. Current market prices for
First Commonwealth Financial Corporation common
stock can be obtained from your local stock broker or by
calling the Corporation at (724) 349-7220 (in Indiana,
PA) or 1-800-331-4107 (outside Indiana, PA).

Transfer Agent
The Bank of New York
Telephone Inquiries: 1-800-524-4458

Addpress Sharebolder Inquiries To:

Shareholder Relations Department

P.O. Box 11258

Church Street Station

New York, NY 10286

E-Mail Address:
Shareowner-svcs@bankofny.com

The Bank of New York's Stock Transfer Website:
http://www.stockbny.com

Send Certificates For Transfers and Address Changes To:
Receive and Deliver Department

P.O. Box 11002

Church Street Station

New York, NY 10286

Dividend Payments

Subject to the approval of the Board of Directors, quarterly
cash dividends are paid on or about the 15th day of January,
April, July and October.

Dividend Reinvestient

First Commonwealth Financial Corporation's Dividend
Reinvestment Plan offers shareholders an opportunity to
reinvest their dividends in additional shares of the
Corporation's common stock. Once enrolled in the plan,
participants may also purchase shares through voluntary cash
investments. For more information on the plan, please call The
Bank of New York, Plan Administrator, at 1-800-524-4458.

For shareholders who do not participate in the Dividend
Reinvestment Plan, Automated Direct Dividend Deposit
Service is available for direct deposit of quarterly dividend
payments to a checking or savings account. To enroll, please
call The Bank of New York at 1-800-524-4458 for an
Authorization Form (completed forms must be received by

the Bank 30 days prior to dividend payment date).

Form 10K

A copy of the Form 10K as filed with the Securities and
Exchange Commission will be provided to any shareholder
on request to the Corporation, to the attention of the

Corporate Secretary.

Investor/Sharebolder Inquiries

Requests for information or assistance regarding the
corporation should be directed to the Corporation, to the
attention of Shareholder Relations, 1-800-331-4107.
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