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PART 1. FINANCIAL INFORMATION.

Item 1. Financial Statements.

IRWIN FINANCIAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS (Unaudited)

March 31, December 31,
2003 2002
(In thousands except for shares)
Assets:
Cash and cash equivalents $ 132,332 $ 157,771
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Interest-bearing deposits with financial institutions 42,176 34,951
[Trading assets 132,663 157,514
Investment securities - held-to-maturity (Market value:
$5,338 in 2003 and $5,644 in 2002) 4,966 5,349
Investment securities - available-for-sale 62,834 62,599
[_oans held for sale 1,631,829 1,314,849
Loans and leases, net of unearned income - Note 2 2,987,030 2,815,276
Less: Allowance for loan and lease losses - Note 3 (54.184 (50.936
2,932,846 2,764,340
Servicing assets - Note 4 211,612 174,935
[Accounts receivable 44,949 55,928
Accrued interest receivable 15,583 15,264
Premises and equipment, net 32,498 32,398
Other assets 121,644 135.028
Total assets $ 5365.932 $ 4910926
ILiabilities and Shareholders' Equity:
Deposits
$ 925,488 $ 821,814
Noninterest-bearing
Interest-bearing 1,215,656 1,170,660
Certificates of deposit over $100,000 884.459 701.870
3,025,603 2,694,344
Short-term borrowings - Note 5 810,674 993,124
ILong-term debt 30,067 30,070
Collateralized debt - Note 6 711,067 391,425
Company-obligated mandatorily redeemable preferred
Securities of subsidiary trusts 181,250 181,250
Convertible securities of subsidiary trusts 51,750 51,750
Other liabilities 182,878 207,552
Total liabilities 4,993,289 4,549,515
Commitments and contingencies - Note 9
Minority interest 1,163 856
Shareholders' equity
Preferred stock, no par value - authorized 4,000,000 shares;
none issued as of March 31, 2003 and December 31, 2002 -- --
Common stock, no par value - authorized 40,000,000 shares; issued
29,612,080 shares as of March 31, 2003 and December 31, 2002,
respectively; including 1,784,084 and 1,840,623 shares in treasury
as of March 31, 2003 and December 31, 2002, respectively 112,000 112,000
Additional paid-in capital 3,225 3,606
Deferred compensation (558) (240)
Accumulated other comprehensive loss, net of deferred income tax
benefit of $349 and $336 as of March 31, 2003 and December 31,
2002, respectively (524) (1,142)
Retained earnings 297.490 287.662
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411,633 401,886
Less treasury stock, at cost (40.153 (41.331
)
Total shareholders' equity 371,480 360.555
Total liabilities and shareholders' equity $ 5.365.932 $ 4910926
The accompanying notes are an integral part of the consolidated financial statements.
IRWIN FINANCIAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME (Unaudited)
For the Three Months
Ended March 31,
2003 | 2002
(In thousands, except per share)
Interest income:
I_oans and leases $ 58,124 | $ 47,547
[oans held for sale 22,896 9,937
Trading account 6,963 9,279
Investment securities 862 756
Federal funds sold 36 18
Total interest income 88.881 67.537
Interest expense:
Deposits 11,249 14,134
Short-term borrowings 4,067 3,599
Long-term and collateralized debt 3,646 569
Preferred securities distribution 5.528 4.820
Total interest expense 24.490 23.122
Net interest income 64,391 44,415
Provision for loan and lease losses 9,243 10,332
Net interest income after provision for loan and lease losses 55,148 34,083
Other income:
Loan servicing fees 21,892 18,657
Amortization and impairment of servicing assets -- Note 4 (33.864 (3.293
)
Net loan administration income (loss) (11.972 15.364
Gain from sales of loans 95,511 47,697
Gain (loss) on sale of mortgage servicing assets 4 (93)
Trading losses (17,789) (7,303)
Derivative gains (losses), net 314 (8,155)
Other 3,531 4.040
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69.599 51.550
Other expense:
Salaries 56,423 34,219
Pension and other employee benefits 10,923 9,010
Office expense 5,192 4,178
Premises and equipment 10,302 8,495
Marketing and development 3,694 2,720
Professional fees 2,805 3,060
Other 16,261 8.477
105.600 70,159
Income before income taxes 19,147 15,474
Provision for income taxes 7.371 6.023
Income before cumulative effect of change in accounting principle 11,776 9,451
Cumulative effect of change in accounting principle, net of tax -- 495
Net income $ 11.776 | $ 9.946
Earnings per share before cumulative effect of change in accounting
principle: - Note 7
Basic 3 042) $ 0.39
Diluted 3 041 $ 0.37
Earnings per share: - Note 7
Basic 3 0421 $ 041
Diluted 3 041 $ 0.39
Dividends per share $ 00700 $ 00675

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

IRWIN FINANCIAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY (Unaudited)

For the Three Months Ended March 31, 2003, and 2002

Accumulated
Other
Comprehensive
Income
(Loss)

Retained

Total | Earnings

Deferred
Compensation

Paid in
Capital

Additional

Common
Stock

Preferred
Stock

Treasury
Stock
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(In thousands, except shares)
Balance January 1, 2003
$ 360,555
$ 287,662
$ (1,142)
$ (240)
$ 3,606
$ 112,000
$ -
$ (41,331)
Net income
11,776

11,776

Unrealized gain on investment securities net of $15 tax liability

22

22

Unrealized loss on interest rate cap net of $20 tax benefit

(30)
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(30)
Foreign currency adjustment net of $247 tax liability
370
370
Minimum SERP liability net of $170 tax liability
256
256
Total comprehensive income
12,394
Deferred compensation
(318)
(318)
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Cash dividends
(1,948)
(1,948)
Tax benefit on stock option exercises
(82)
(82)
Treasury stock:
Purchase of 6,672 shares
(115)
(115)
Sales of 63,211 shares
994
(299



Balance March 31, 2003

Balance January 1, 2002

Net income
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Unrealized loss on investment securities net of $20 tax benefit

1.293

$ 371.480
$ 297.490

546

558

$ 3205
$ 112,000
$ _
$ (40.153)

$ 231,665

$ 241,725

$ (325)
$ (449)
$ 4.426

$ 29,965

$ 1,386

$ (45,063)

9,946

9,946
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Foreign currency adjustment net of $4 tax benefit

Total comprehensive income

Deferred compensation

Cash dividends

(29)

(29)

(6)

9911

30

30

(1,859)

(1,859)
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Sales of 6,210,000 shares of common stock

82,371
82,371
Tax benefit on stock option exercises
12
12
Treasury stock:
Purchase of 613 shares
(10)
(10)
Sales of 27,580 shares
385
6

11
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Balance March 31, 2002

)

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

379

$ 322.505
$ 249812

360

419
$ 4444
$112.336
$ 1.386
$ (44,604

IRWIN FINANCIAL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

For the Three Months Ended March
31,
2003 | 2002
(In thousands)

Net income $ 11,776 | $ 9,946
Adjustments to reconcile net income to cash

(used) provided by operating activities:
Depreciation, amortization, and accretion, net 2,754 3,123
IAmortization and impairment of servicing assets 33,864 3,293
Provision for loan and lease losses 9,243 10,332
Gain from sale of loans held for sale (95,511) (47,697)
Originations of loans held for sale (5,837,368) (1,949,394)
Proceeds from the sale of loans held for sale 5,545,358 1,976,422
Net decrease in trading assets 24,851 7,947
[Decrease in accounts receivable 10,979 8,303
Other, net (11.780) 5.454

Net cash (used) provided by operating activities (305.834 27.729
Lending and investing activities:

12
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Proceeds from maturities/calls of investment securities:

Held-to-maturity 383 286

Available-for-sale 15,258 975
Purchase of investment securities:

Available-for-sale (15,440) (39)
Net increase in interest-bearing deposits with financial institutions (7,225) (2,764)
[Net increase in loans, excluding sales (1,170,749) (376,881)
Sales of loans 993,000 234,502
Other, net (2.060 (1.361

Net cash used by lending and investing activities (186.833 (145,282
Financing activities:

[Net increase (decrease) in deposits 331,259 (51,021)
Net (decrease) increase in short-term borrowings (182,450) 52,288
Repayments of long-term debt 3) --
Net proceeds from issuance of collateralized borrowings 319,642 --
Proceeds from sale of stock for equity offering -- 82,371
Purchase of treasury stock for employee benefit plans (115) (10)
Proceeds from sale of stock for employee benefit plans 912 397
Dividends paid (1.948 (1.859

Net cash provided by financing activities 467,297 82.166 |
Effect of exchange rate changes on cash (69 47
Net decrease in cash and cash equivalents (25,439) (35,434)
Cash and cash equivalents at beginning of period 157.771 158.291 |
Cash and cash equivalents at end of period $ 132332 $ 122,857
Supplemental disclosures of cash flow information:

Cash paid during the period:
Interest $ 24469 $ 23.796
Income taxes $ 13651 $ 865

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

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policies

Consolidation: Irwin Financial Corporation and its subsidiaries provide financial services throughout the United

13
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States and Canada. We are engaged in the mortgage banking, commercial banking, home equity lending, commercial
finance, and venture capital lines of business. Intercompany balances and transactions have been eliminated in
consolidation.

Use of Estimates: The preparation of financial statements in conformity with generally accepted accounting
principles requires us to make estimates and assumptions that affect the reported amounts of assets and liabilities at
the date of the financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.

Trading Assets: Trading assets are stated at fair value. Unrealized gains and losses are included in earnings.
Included in trading assets are residual interests. In the past, when we sold receivables in securitizations of home equity
loans and lines of credit, we retained residual interests, a servicing asset, one or more subordinated tranches, and in
some cases a cash reserve account, all of which are retained interests in the securitized receivables. Gain or loss on the
sale of the receivables depends in part on the previous carrying amount of the financial assets involved in the transfer,
allocated between the assets sold and the retained interests based on their relative fair value at the date of transfer.

To obtain fair value of residual interests, quoted market prices are used if available. However, quotes are generally
not available for residual interests, so we generally estimate fair value based on the present value of expected cash
flows using estimates of the key assumptions -- prepayment speeds, credit losses, and discount rates commensurate
with the risks involved -- that management believes market participants would use to value similar assets.
Adjustments to carrying values are recorded as trading gains or losses. An adjustment of $17.8 million was recorded
in the first quarter of 2003 to write down the residual interests due to increased prepayment speeds and expected credit
losses.

Cash and Cash Equivalents Defined: For purposes of the statement of cash flows, we consider cash and due from
banks to be cash equivalents.

Stock-Based Employee Compensation: At March 31, 2003, we have two stock-based employee compensation
plans. We use the intrinsic value method to account for our plans under the recognition and measurement principles of
APB Opinion No. 25, "Accounting for Stock Issued to Employees," and related Interpretations. No stock-based
employee compensation cost is reflected in net income for any of the periods presented, as all options granted under
these plans had an exercise price equal to the market value of the underlying common stock on the date of grant. The
Board of Directors has not chosen to expense stock options. The Board wishes to analyze new guidance from the
FASB, SEC or other relevant authority regarding the standardization of valuation methods, should such guidance be
forthcoming. In the absence of a uniform valuation method for public companies, we will continue to disclose in this
footnote the impact of expensing stock options, using our valuation method, which is based on a Black-Scholes model
using several assumptions management believes to be reasonable. The following table illustrates the effect on net
income and earnings per share if we had applied the fair value recognition provisions of FASB Statement No. 123,
"Accounting for Stock-Based Compensation," using our valuation method to stock-based employee compensation:

For the three months
ended March 31,
2003 | 2002
(In thousands)
Net income as reported $ 11,776 [$ 9,946
IDeduct: Total stock-based employee compensation expense
determined under fair value based method for all awards,
net of related tax effects (647 (623)

14
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Pro forma net income $ 11.129 | 9323
Basic earnings per share
As reported $ 042 [$ 041
Pro forma $ 040 |$ 0.38
Diluted earnings per share
As reported $ 041 [$ 039
Pro forma $ 039 [$ 037

Recent Accounting Developments

In January 2003, the FASB issued Interpretation No. 46, "Consolidation of Variable Interest Entities" which
requires existing unconsolidated variable interest entities to be consolidated by their primary beneficiaries if the
entities do not effectively disperse risks among parties involved. The primary beneficiary is the party that absorbs a
majority of expected losses, receives a majority of expected residual returns, or both, as a result of holding variable

interests, which are the ownership, contractual, or other pecuniary interests in the entity. They are required to disclose
the (a) nature, purpose, size, and activities of the variable interest entity, (b) the carrying amount and classification of

assets that are collateral, and (c) any lack of recourse by creditors to the primary beneficiary. If a primary interest is
not held, but a significant variable interest is held, disclosure requirements include (1) the nature, purpose, size and
activities of the variable interest entity, (2) exposure to loss, (3) the date and nature of involvement with the entity.
This interpretation applies immediately to variable interests created or obtained after January 31, 2003 for interim
periods beginning after June 15, 2003. Prior to 2002, we used securitization structures involving qualified special

purpose entities (QSPEs) which are exempt from the requirements of this interpretation. As a result, management does

not believe the implementation of Interpretation No. 46 will have a material effect on our earnings or financial

position.

Reclassifications: Certain amounts in the 2002 consolidated financial statements have been reclassified to conform

to the 2003 presentation. These changes had no impact on previously reported net income or shareholders' equity.

Note 2 - Loans and Leases

Loans and leases are summarized as follows:

March 31, |December 31,

2003 2002

(In thousands)

Commercial, financial and

$ 1,362,750 |$ 1,347,962

agricultural
Real estate-construction 326,711 314,851
Real estate-mortgage 883,558 777,865
Consumer 33,296 27,857
Direct financing leases
Domestic 315,943 291,711
Foreign 151,372 133,784
[Unearned income
Domestic (64,483) (59,287)
Foreign (22.117 (19.467

15
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I

Total

5 2.987.030 [ 2.815.276

Note 3 - Allowance for Loan and Lease Losses

Changes in the allowance for loan and lease losses are summarized below:

As of and for the | As of and for the
three months year ended
ended
March 31, December 31,
2003 2002
(In thousands)
Balance at beginning of period $ 50,936 | $ 22,283
Provision for loan and lease losses 9,243 43,996
IForeign currency adjustment 132 17
Recoveries 725 2,870
Charge-offs (6.852 (18.230
)
Balance at end of period $ 54,184 | $ 50,936

Note 4 - Servicing Assets

Included on the consolidated balance sheet at March 31, 2003 and December 31, 2002 are $211.6 million and
$174.9 million, respectively, of capitalized servicing assets. These amounts relate to the principal balances of
mortgage and home equity loans serviced by us for investors. Changes in our capitalized servicing assets, net of

valuation allowance, are shown below:

As of and for the | As of and for the
three months year ended
ended
March 31, December 31,
2003 2002
(In thousands)
Beginning balance $ 174,935| $ 228,624
IAdditions 70,541 180,627
IAmortization (30,842) (62,191)
Impairment (3,022) (146,370)
Reduction for servicing sales -- (25.755
$ 211.612] $ 174,935

We have established a valuation allowance to record servicing assets at their fair value. Changes in the allowance

are summarized below:

16
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March 31, December 31,
2003 2002
(In thousands)
Balance at beginning of $ 159,865 | $ 13,495
period
Provision for impairment 3.022 146,370
Balance at end of period $ 162,887 | $ 159.865
Note 5 - Short-term Borrowings
Short-term borrowings are summarized as follows:
March 31, December 31,
2003 2002
(In thousands)
Drafts payable related to mortgage loan closings $ 286,682 $ 200,701
Commercial paper 16,612 14,121
Federal Home Loan Bank borrowings 407,000 527,000
IFederal funds 33,000 30,000
Lines of credit and other borrowings 67.380 221.302
$ 810.674 $ 993,124

Drafts payable related to mortgage loan closings are related to mortgage closings that have not been presented to
the banks for payment. When presented for payment, these borrowings will be funded internally or by borrowing from
the lines of credit.

The majority of our commercial paper is payable to a company controlled by a significant shareholder and director
of the Corporation.

Federal Home Loan Bank borrowings are collateralized by loans and loans held for sale.

We also have lines of credit available to fund loan originations and operations. Interest on the lines of credit is
payable monthly or quarterly with variable rates ranging from 1.5% to 2.5% at March 31, 2003.

Note 6 - Collateralized Debt

Beginning in the second quarter of 2002, we began securitizing loans using secured financing structures at our home
equity lending line of business. In 2003, we also began securitizing leases at our commercial finance line of business
using secured financing structures. Sale treatment was precluded on these transactions as we maintained effective

control over the loans and leases securitized. This type of securitization structure results in cash being received, debt
being recorded, and the establishment of an allowance for credit losses. The notes associated with these transactions
are collateralized by $0.7 billion in leases and home equity loans and home equity lines of credit classified on the

balance sheet as loans and leases held for investment (Note 2). The principal and interest on these debt securities are
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paid using the cash flows from the underlying loans and leases. Accordingly, the timing of the principal payments on

these debt securities is dependent on the payments received on the underlying collateral. The interest rates on the

bonds are at a floating rate. We also received $7.1 million for an interest only senior note on both securitizations at the

home lending line of business which as of March 31, 2003 had a combined notional balance of $61.7 million. These

senior notes pay interest at 10%, and mature on December 25, 2004 and September 25, 2005.

Collateralized debt is summarized as follows:

Weighted
Average
Interest Rate
at
Contractual [ March 31, | March 31, |December 31,
Maturity 2003 2003 2002
(In thousands)
Commercial finance line of
business
2003 asset backed note 7/4/2010 2.30 $ 58,962 |$ --
Home equity lending line off
business
2003-1 asset backed notes:
Combined variable rate senior 2/28/2028 1.86 231,800 -
note
Combined variable rate 2/28/2028 3.38 61,763 -
subordinate note
Unamortized premium 5,726 --
2002-1 asset backed notes:
7/25/2023-
Combined variable rate senior 6/25/2029 1.59 274,794 312,997
note
Combined variable rate 2/25/2029 2.87 72,551 72,551
subordinate note
Unamortized premium 5471 5.877
Total $711.067 [$  391.425
Note 7 - Earnings per Share
Earnings per share calculations are summarized as follow:
Basic Effect of | Effect of Effect of Diluted
Earnings Stock Preferred | Convertible | Earnings
Per Share Options Shares Shares Per Share

In thousands, except per share amounts)

Three Months Ended March
31, 2003
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$ 11,776 | $ -3 -1$ 700 $ 12,476
Net income
Shares 27.786 202 2.610 30.598
Per-Share Amount $ 0421 $ -1 $ —-1$ 00D $ 041
Three Months Ended March
31, 2002
Net income before $ 9,451 $ -1$ -1 $ 700 $ 10,151
cumulative effect of change
in accounting principle
Shares 24,221 135 96 2.610 27,062
Per-Share Amount $ 0398 -3 -3 (0.02) $ 0.37
Cumulative effect of change
in 495 495
accounting principle
Per-Share Amount $ 0.02 $ 0.02
Net income 9,946 10.646
Per-Share Amount $ 0.41 $ 0.39

At March 31, 2003 and 2002, 769,534 and 1,011,473 shares, respectively, related to stock options, were not
included in the dilutive earnings per share calculation because the options' exercise price was greater than the market
price of the common stock.

Note 8 - Industry Segment Information

We have five principal segments that provide a broad range of financial services. The mortgage banking line of
business originates, sells, and services residential first mortgage loans throughout the United States. The commercial
banking line of business provides commercial banking services in seven Midwestern and Rocky Mountain states. The
home equity lending line of business originates and services home equity loans throughout the United States. The
commercial finance line of business originates leases and loans against commercial equipment and real estate
throughout the United States (U.S.) and Canada. The venture capital line of business invests in early-stage U.S.
technology companies focusing on financial services. Our other segment primarily includes the parent company and
eliminations.

The accounting policies of each segment are the same as those described in the "Summary of Significant
Accounting Policies." Below is a summary of each segment's revenues, net income, and assets for three months ended
March 31, 2003, and 2002:

Mortgage Commercial | Home Equity | Commercial | Venture
Banking Banking Lending Finance Capital Other Consolidated

(In thousands)

IFor the Three
IMonths Ended
March 31, 2003 | $ 16,065 | $ 19,7571 $ 26,4121 9% 48079$ 71% 2,657 9% 64,391
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[Net interest
income
Intersegment -- (730) - -- -- 730 -
interest
Provision for
loan and 53 (1,580) (4,880) (2,864) -- 28 (9,243)
lease losses
Other revenue 80,983 5,129 (14,981) 835 (2,262) (105) 69,599
Intersegment -- -- -- -- 150 (150) --
revenues
Total net 97,101 22,576 6,551 2,778 (2,105) (2,154) 124,747
revenues
Other expense 64,522 13,454 21,415 3,218 108 2,883 105,600
Intersegment 691 451 966 110 = (2.218) =
lexpenses
Net income
before 31,888 8,671 (15,830) (550) (2,213) (2,819) 19,147
taxes
Income taxes 12.249 | 3.460 (6.332) (290) (885) (831) 7.371
INet income $ 19.639 | $ 5211|383 (9.498) 260)| $ (1.328)|$  (1.988)|$ 11.776
(loss)
Assets at March|$  1.922.008 [$ 2.069.174 |3 1.064.626|$ 381.026|$ 3.762|$ (74.664)|$ 5.365.932
31, 2003
Mortgage | Commercial | Home Equity | Commercial [ Venture
Banking Banking Lending Finance Capital Other Consolidated
(In thousands)
IFor the Three
IMonths Ended
March 31, 2002 $ 8,174 | $ 16,235 $ 18,133 1% 3,395 | $ 11 (1,533)| $ 44,415
INet interest income
Intersegment interest - (144) - 2) - 146 --
IProvision for loan
and (150) (2,170) (6,578) (1,434) -- -- (10,332)
lease losses
Other revenue 45,469 4,169 2,545 786 (1,474) 55 51,550
[Intersegment -- 196 -- -- 201 (397 —
revenues
Total net revenues 53,493 18,286 14,100 2,745 (1,262) (1,729) 85,633
Other expense 35,878 11,839 18,361 2,853 164 1,064 70,159
Intersegment 534 194 589 -- -- 1.317 --
expenses
Net income before
taxes 17,081 6,253 (4,850) (108) (1,426) (1,476) 15,474
[ncome taxes 6.742 2.424 (1.940 7 (571 (639 6.023

20




Edgar Filing: IRWIN FINANCIAL CORPORATION - Form 10-Q

) )
Income
before cumulative
effect of change in
accounting principle 10,339 3,829 (2,910) (115) (855) (837) 9,451
Cumulative effect of
change in accounting
rinciple
495
495
Net income (loss)
$ 10339
3.82
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$§ 2910

380

$ (855

$ (837

9.946

Assets at March 31, 2002
$ 921754
$ 1.699.165
$  650.745
$ 279.130
$ 6167
$(15.037

$ 3.541.924

Note 9 - Contingencies

Our indirect subsidiary, Irwin Mortgage Corporation, is a defendant in a class action lawsuit in the United States District Court for the Northern
District of Alabama alleging that Irwin Mortgage violated the federal Real Estate Settlement Procedures Act (RESPA) relating to Irwin
Mortgage's payment of broker fees to mortgage brokers. In June 2001, the Court of Appeals for the 11th Circuit upheld the district court's
certification of a plaintiff class and the case was remanded for further proceedings in the federal district court. In September 2001, a second suit
sought class status and consolidation with this suit.

In November 2001, by order of the district court, the parties filed supplemental briefs analyzing the impact of a new policy statement from
the Department of Housing and Urban Development (HUD) that explicitly disagrees with the judicial interpretation of RESPA by the Court of
Appeals for the 11th Circuit in its ruling upholding class certification in this case. In response to a motion from Irwin Mortgage, in March 2002,
the district court granted Irwin Mortgage's motion to stay proceedings in this case until the 11th Circuit decided the three other RESPA cases
originally argued before it with this case. The second suit seeking consolidation with this one was similarly stayed.

The 11th Circuit has now decided all of the RESPA cases pending in that court. In one of those cases, the 11th Circuit concluded that the trial
court had abused its discretion in certifying a class action under RESPA. Further, in that decision, the 11th Circuit expressly recognized it was,
in effect, overruling its previous decision upholding class certification in this case. In March 2003, Irwin Mortgage filed a motion to decertify

the class and the plaintiffs filed a renewed motion for summary judgment.

If the class is not decertified and the district court finds that Irwin Mortgage violated RESPA, Irwin Mortgage could be liable for damages

22



Edgar Filing: IRWIN FINANCIAL CORPORATION - Form 10-Q

equal to three times the amount of that portion of payments made to the mortgage brokers that is ruled unlawful. Based on notices sent by the
plaintiffs to date to potential class members and additional notices that might be sent in this case, we believe the class is not likely to exceed
32,000 borrowers who meet the class specifications.

In addition to this case and the case seeking consolidation with it, three other lawsuits were filed against Irwin Mortgage in 2002 in the
Circuit Court of Calhoun County, Alabama seeking class action status and allege claims based on payments similar to those at issue in this case.
Another case filed in 2002 in the United States District Court for the Northern District of Alabama alleges RESPA violations both similar to and
different from those in this case in connection with payments made to mortgage brokers. In April, 2003, Irwin Mortgage and the plaintiffs
reached an agreement in principle to settle the three cases in Calhoun County, Alabama, for a nonmaterial amount.

Irwin Mortgage intends to defend this and the related lawsuits vigorously and believes it has numerous defenses to the alleged RESPA and
similar violations. Irwin Mortgage further believes that the 11th Circuit's recent RESPA decisions provide grounds for reversal of the class
certification in this case. We have no assurance, however, that Irwin Mortgage will be successful in defeating class certification in this case or
will ultimately prevail on the merits in this or the other cases. However, we expect that an adverse outcome in this or the related cases could
result in substantial monetary damages that could be material to our financial position. We have not established any reserves for this or the
related cases and are unable at this stage of the litigation to form a reasonable estimate of potential loss that we could suffer.

In January 2001, we and Irwin Leasing Corporation (formerly Affiliated Capital Corp.), our indirect subsidiary, and Irwin Equipment Finance
Corporation, our direct subsidiary (together, the Irwin companies), were served as defendants in an action filed in the United States District
Court for the Middle District of Pennsylvania. The suit alleges that a manufacturer/importer of certain medical devices made misrepresentations
to health care professionals and to government officials to improperly obtain Medicare reimbursement for treatments using the devices, and that
the Irwin companies, through Affiliated Capital's financing activities, aided in making the alleged misrepresentations. The Irwin companies filed
a motion to dismiss on February 12, 2001. On August 10, 2001, the court granted our motion in part by dismissing Irwin Financial and Irwin
Equipment Finance as defendants in the suit. We have not established any reserves for this case. At this stage of the litigation, we are unable to
form a reasonable estimate of the amount of potential loss, if any, that Irwin Leasing could suffer.

Our subsidiary, Irwin Union Bank and Trust Company, is a defendant in a purported class action lawsuit, filed in the U.S. District Court in
Massachusetts in July 2001. The case involves loans purchased by Irwin Union Bank and Trust from an unaffiliated third-party originator. The
plaintiffs allege that the loan documents did not comply with certain provisions of the Truth in Lending Act relating to high rate loans. The
complaint seeks rescission of the loans and other damages. On September 30, 2002, the court granted plaintiffs' motion for certification of a
class, subject to certain limitations. We filed a motion for reconsideration with the district court and a petition for permission to appeal the class
certification decision with the Court of Appeals for the 1st Circuit. Discovery has not yet commenced. If the class is ultimately upheld, the actual
number of plaintiff borrowers will be determined only after a review of loan files. We believe that out of approximately 200 loans acquired
directly from the third-party originator and approximately 7,800 loans acquired from others through bulk acquisitions, only a portion of these
loans will qualify for inclusion in the class. Because this case is in the early stages of litigation, we are unable to form a reasonable estimate of
potential loss, if any, and have not established any reserves related to this case.

Our indirect subsidiary, Irwin Mortgage Corporation, is a defendant in a case filed in August, 1998 in the Baltimore, Maryland, City Circuit.
On January 25, 2002, a jury in this case awarded the plaintiffs damages of $1.434 million jointly and severally against defendants, including
Irwin Mortgage. The nine plaintiff borrowers alleged that a home rehabilitation company defrauded the plaintiffs by selling them defective
homes at inflated prices and that Irwin Mortgage, which provided the plaintiff borrowers mortgage loans on the home purchases, participated in
the fraud. Irwin Mortgage filed an appeal with the Maryland Court of Special Appeals. Oral argument was held on January 7, 2003. We have
reserved for this case based upon advice of our legal counsel. Although we believe Irwin Mortgage has justifiable grounds for appeal, we cannot
predict at this time whether the appeal will ultimately be successful.

We and our subsidiaries are from time to time engaged in various matters of litigation, including the matters described above, other assertions
of improper or fraudulent loan practices or lending violations, and other matters, and we have a number of unresolved claims pending. In
addition, as part of the ordinary course of business, we and our subsidiaries are parties to litigation involving claims to the ownership of funds in
particular accounts, the collection of delinquent accounts, challenges to security interests in collateral, and foreclosure interests, that is incidental
to our regular business activities. While the ultimate liability with respect to these other litigation matters and claims cannot be determined at
this time, we believe that damages, if any, and other amounts relating to pending matters are not likely to be material to our consolidated
financial position or results of operations, except as described above. Reserves have been established for these various matters of litigation,
when appropriate, based upon the advice of legal counsel.

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

About Forward-looking Statements
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You should read the following discussion in conjunction with our consolidated financial statements, footnotes, and tables. This discussion
and other sections of this report contain forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and Section
21E of the Securities Exchange Act of 1934. We intend such forward-looking statements to be covered by the safe harbor provisions for
forward-looking statements contained in the Private Securities Litigation Reform Act of 1995, and are including this statement for purposes of

invoking these safe harbor provisions. Words such as "anticipated," "assume," "assumptions," "attempt," "believe," "continues," "could,"
"estimate," "estimated," "expect,"” "expectations," "expected," "forecasts," "forward," "future,” "judgment," "likely," "may," "objectives,"
"possible," "projected," "projections," "strategy," "unlikely," "will," "would," and similar expressions are intended to identify forward-looking

statements, which may include, among other things:

e statements and assumptions relating to projected growth, earnings, earnings per share, and other financial performance measures as
well as management's short-term and long-term performance goals;

e statements relating to the anticipated effects on results of operations or financial condition from recent and expected developments or
events;

e statements relating to our business and growth strategies, including potential acquisitions; and

® any other statements, projections or assumptions that are not historical facts.

Forward-looking statements involve known and unknown risks, uncertainties and other important factors that could
cause our actual results, performance or achievements, or industry results, to differ materially from our expectations of
future results, performance or achievements expressed or implied by these forward-looking statements. In addition,
our past results of operations do not necessarily indicate our future results. Actual future results may differ materially
from what is projected due to a variety of factors, including, but not limited to, potential changes in interest rates,
which may affect consumer demand for our products and the valuation of our servicing portfolio; staffing fluctuations
in response to product demand; the relative profitability of our lending operations, including our correspondent
mortgage loan originations; management of our servicing portfolios, including short-term swings in valuation of such
portfolios due to quarter-end secondary market interest rates, which are inherently volatile; borrowers' refinancing
opportunities, which may affect the prepayment assumptions used in our valuation estimates; unanticipated
deterioration in the credit quality of our assets; difficulties in delivering products to the secondary market as planned
or in securitizing our products as planned; difficulties in expanding our businesses or raising capital and other funding
sources as needed; competition from other financial service providers for experienced managers as well as for
customers; changes in the value of companies in which we invest; changes in variable compensation plans related to
the performance and valuation of lines of business where we tie compensation systems to line-of-business
performance; legislative or regulatory changes, including changes in the interpretation of regulatory capital rules,
disclosure or consumer lending rules or rules affecting corporate governance; changes in applicable accounting
policies or principles or their application to our business; or governmental changes in monetary or fiscal policies.
Further, geopolitical uncertainty may negatively impact the financial services industry or cause changes in or
exaggerate the effects of the factors described above. We undertake no obligation to update publicly any of these
statements in light of future events, except as required in subsequent periodic reports we file with the Securities and
Exchange Commission (SEC).

Consolidated Overview

For the three months ended March 31,

2003 2002
Net income (millions) $11.8 $9.9
Basic earnings per share (1) 0.42 0.41
Diluted earnings per share 0.41 0.39
(1)
Return on average equity 12.92% 14.67%
Return on average assets 1.00 1.15
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(1) Earnings per share of common stock before cumulative effect of change in accounting principle related to SFAS
142, "Goodwill and Other Intangible Assets," for the three months ended March 31, 2002 was $0.39 basic and $0.37

diluted.

Consolidated Income Statement Analysis

Net Income

We recorded net income of $11.8 million for the three months ended March 31, 2003, up 18.4% from net income of $9.9 million for the three
months ended March 31, 2002. Net income per share (diluted) was $0.41 for the quarter ended March 31, 2003, up 5.1% from $0.39 per share
for the first quarter of 2002. Return on equity was 12.92% for the three months ended March 31, 2003 and 14.67% for the same period in 2002.

Net interest income for the three months ended March 31, 2003 totaled $64.4 million, up 45.0% from the first quarter 2002 net interest
income of $44.4 million. Net interest margin for the three months ended March 31, 2003 was 6.01% compared to 5.92% for the same period in
2002. The improvement in margin from 2002 to 2003 was primarily due to lower rate funding sources. The following tables show our daily
average consolidated balance sheet, interest rates and interest differential at the dates indicated:

Three Months Ended March 31,

2003 2002
Average Yield/ Average Yield/
Balance Interest Rate Balance Interest Rate
(Dollars in thousands)
Assets
Interest-earning assets
Interest-bearing deposits with $ 47,083 $ 94 0.81 %|$ 14,605|% 141 3.92 %
banks
Federal funds sold 19,101 36 0.76 3,550 18 2.06
Trading assets 146,155 6,963 19.32 196,531 9,279 19.15
Taxable investment securities 51,838 715 5.59 33,855 558 6.68
Tax-exempt investment securities 5,997 53 3.58 4,324 57 5.35
Loans held for sale 1,172,443 22,896 7.92 513,274 9,937 7.85
Loans and leases, net of unearned 2.899.186 58.124 8.13 2.276.947 47.547 8.47
income (D
Total interest earning assets $ 4341803 $ 88.881 8.30 %| $3.043.086| $  67.537 9.00 %
INoninterest-earning assets
Cash and due from banks $93,705 $ 115427
Premises and equipment, net 32,348 35,098
Other assets 348,690 361,070
Less allowance for loan and lease (52,031 (25416
losses
Total assets $ 4764515 $3.529.265
ILiabilities and Shareholders' Equity
Interest-bearing liabilities
Money market checking $ 144,746 $148 0.41 %|$ 134,072 $178 0.54 %
Money market savings 788,475 2,714 1.40 523,989 1,932 1.50
Regular savings 63,659 352 2.24 53,783 393 2.96
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Time deposits 1,008,944 8,035 3.23 1,100,909 11,631 4.28
Short-term borrowings 708,683 4,067 2.33 593,404 3,599 2.55
Long-term 30,069 662 8.93 26,051 569 8.86
Collateralized debt 446,454 2,984 2.71 -- -- -
Trust preferred securities 233,000 5.528 | 9.62 198.500 4,820 9.85

Total interest-bearing liabilities $ 3.424.030| $ 24.490 2.90 %| $2.630.708 | $ 23,122 3.59 %

INoninterest-bearing liabilities

Demand deposits $ 786,196 $ 472,218
Other liabilities 191,731 148,629
Shareholders' equity 362.558 277,710
Total liabilities and $ 4764515 $3.529.265
shareholders' equity
Net interest income $ 64391 $ 44415
Net interest income to average
interest- 6.01 % 5.92 %

earning assets

() For purposes of these computations, nonaccrual loans are included in daily average loan amounts outstanding.

Provision for Loan and Lease Losses

The consolidated provision for loan and lease losses for the three months ended March 31, 2003 was $9.2 million, compared to $10.3 million for
the same period in 2002. More information on this subject is contained in the section on credit risk.

Noninterest Income

Noninterest income during the first quarter of 2003 totaled $69.6 million, compared to $51.6 million for the first three months of 2002. The
increase in 2003 versus 2002 was primarily a result of a 137.3% increase in gain from sale of loans at the mortgage banking line of business as a
result of market conditions and increased production resulting in increased secondary market deliveries. Partially offsetting these increases were
higher amortization and impairment expense related to mortgage servicing rights as a result of declining interest rates and higher trading losses
related to our residual assets due to increased prepayment speed and expected credit losses.

Noninterest Expense

Noninterest expenses for the three months ended March 31, 2003 totaled $105.6 million, compared to $70.2 million for the same period in
2002. The increase in consolidated noninterest expense in 2003 is primarily related to higher personnel costs associated with our increased
production at the mortgage banking line of business.
Consolidated Balance Sheet Analysis

Total assets at March 31, 2003 were $5.4 billion, up 9.3% from December 31, 2002. However, we believe that changes in the average balance
sheet are a more accurate reflection of the actual changes in the level of activity on the balance sheet. Average assets for the first quarter of 2003
were $4.8 billion, up 18.9% from the average assets in 2002. The growth in the consolidated balance sheet reflects increases in portfolio loans
and leases at the commercial banking, home equity lending and commercial finance lines of business. Also, there was significant growth in loans

held for sale at the mortgage banking line of business during the first quarter of 2003.

Loans and Leases
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Our commercial loans and leases are originated throughout the United States and Canada. At March 31, 2003, 4.3% of our loan and lease
portfolio was with our Canadian operation. We also extend credit to consumers in the United States through mortgages, installment loans and
revolving credit arrangements. The majority of the remaining portfolio consists of residential mortgage loans (1-4 family dwellings) and
mortgage loans on commercial property. Loans by major category for the periods presented were as follows:

March 31, December 31,
2003 2002
(In thousands)

Commercial, financial and $ 1,362,750 |$ 1,347,962
agricultural
Real estate construction 326,711 314,851
Real estate mortgage 883,558 777,865
Consumer 33,296 27,857
Direct lease financing:

Domestic 315,943 291,711

Canadian 151,372 133,784
[Unearned income:

Domestic (64,483) (59,287)

Canadian (22.117 (19.467

)
Total $ 2.987.030| $ 2.815.276

Investment Securities

The following table shows the composition of our investment securities at the dates indicated:

March 31, | December 31,
2003 2002
(In thousands)

U.S. Treasury and government obligations $ 61,316 $ 60,868
Obligations of states and political 3,950 4,210
subdivisions
Mortgage-backed securities 1,343 1,738
Other 1.191 1.132

Total $ _67.800 $ 67948

Deposits

Total deposits for the first quarter of 2003 averaged $2.8 billion compared to deposits for the year 2002 that
averaged $2.4 billion. Demand deposits for the first quarter of 2003 averaged $786.2 million, a 36.2% increase over
the average balance for the year 2002. A significant portion of demand deposits is related to deposits at Irwin Union
Bank and Trust, which are associated with escrow accounts held on loans in the servicing portfolio at the mortgage
banking line of business. During the first quarter of 2003, these escrow accounts averaged $587.1 million compared to
an average of $409.4 million for the year 2002.
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Irwin Union Bank and Trust utilizes institutional broker-sourced deposits as funding from time to time to
supplement deposits solicited through branches and other wholesale funding sources. At March 31, 2003, institutional
broker-sourced deposits totaled $432 million compared to a balance of $337 million at December 31, 2002. The
increase in brokered deposits in 2003 relates to the increased funding needed to support the balance sheet growth in
loans and loans held for sale, coupled with a desire to maintain a laddering of longer term wholesale funding.

Short-Term Borrowings

Short-term borrowings during the first quarter of 2003 averaged $708.7 million compared to an average of $600.8
million for the year 2002. The increase in 2003 relates to the increased use of Federal Home Loan Bank advances to
support the increase in first mortgages held for sale.

Long-Term and Collateralized Debt

Long-term debt totaled $30.1 million at March 31, 2003, relatively unchanged from December 31, 2002.
Collateralized debt totaled $711.1 million at March 31, 2003, compared to $391.4 million at December 31, 2002. The
increased debt relates to secured financing transactions in the first quarter at our home equity lending and commercial
finance lines of business. These securitization structures result in loans remaining as assets and debt borrowings being
recorded on the balance sheet. The securitization debt represents match-term funding for these loans and leases.

Capital

Shareholders' equity averaged $362.6 million during the first quarter of 2003, up 13.3% compared to the average
for the year 2002. Shareholders' equity balance of $371.5 million at March 31, 2003 represented $13.35 per common
share, compared to $12.98 per common share at December 31, 2002. We paid $1.9 million in dividends in the first

quarter of 2003, reflecting an increase of $0.0025 per share compared to a year ago.

The following table sets forth our capital and capital ratios at the dates indicated:

March 31, December 31,
2003 2002
(In thousands)
Tier 1 capital $ 475308 $ 462,064
Tier 2 capital 195.302 196,092
Total risk-based capital $ 670.610| $ 658.156
Risk-weighted assets $ 4993540 $ 4,996,891
Risk-based ratios:
Tier 1 capital 9.5 % 9.2 %
Total capital 13.4 13.2
Tier 1 leverage ratio 9.8 9.7
Ending shareholders' equity to assets 6.9 7.4
Average shareholders' equity to 7.8 8.0
assets

At March 31, 2003, our total risk-adjusted capital ratio was 13.4% compared to the 10.0% required to be
considered "well-capitalized" by the regulators and our internal minimum target of 11.0%. At December 31, 2002, our
total risk-adjusted capital ratio was 13.2%. Our ending equity to assets ratio at March 31, 2003 was 6.9% compared to
7.4% at December 31, 2002. However, as previously discussed, temporary conditions that may have existed at year
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end make the average balance sheet ratio a more accurate measure of capital. Our average equity to assets for the
quarter ended March 31, 2003 was 7.8% compared to 8.0% for the year 2002. Our Tier 1 capital totaled $475.3
million as of March 31, 2003, or 9.5% of risk-weighted assets.

Cash Flows Analysis

Our cash and cash equivalents decreased $25.4 million during the first quarter of 2003 compared to a decrease of
$35.4 million during the same period in 2002. Cash flows from operating activities resulted in a use of $305.8 million
in cash and cash equivalents in the first quarter of 2003 compared to the first quarter of 2002 when our operations
provided $27.7 million in cash and cash equivalents. Changes in loans held for sale impact cash flows from
operations. In the first quarter of 2003, our loans held for sale increased $317.0 million, thus increasing the cash used
by operating activities.

Earnings Outlook

Due to our recent mortgage origination activity and our diversified revenue strategy, we expect at the time of this
filing that we will have consolidated earnings per share (diluted) in 2003 of at least $2.25 per share. This estimate is
based on various factors and current assumptions management believes are reasonable, including current industry
forecasts of a variety of economic and competitive factors. However, projections are inherently uncertain, and our
actual earnings may differ significantly from this estimate due to uncertainties and risks related to our business. Our
transition off securitization gain-on-sale accounting in our home equity line of business will have had a two-year
history at the end of 2003. We believe that this transition, coupled with the continued growth of our other lines of
business, will enable us over time to produce earnings growth and return on equity aligned with our long-term targets
of 12% or better growth in earnings per share and 15% or better return on equity.

A meaningful amount of our earnings comes from activities and mark-to-market accounting requirements tied
directly or indirectly to market activities, particularly movements in the bond market (e.g., the valuation of our
mortgage servicing portfolio). We attempt to manage the impact of short-term movements in interest rates on the
valuation of our mortgage servicing rights through a combination of financial derivatives and the changes in income
from production of new mortgages likely to be driven by those same movements in interest rates. However, the
correlation within short periods of time (such as a single quarter) between interest rate movements that impact the
reported value of our mortgage servicing rights at quarter end and the production effects of those interest rate
movements -- which may not be reflected until the following quarter -- can be low. It is possible, therefore, that our
balanced revenue strategy may be successful as measured over several quarters or years, but may have market-based
variances if measured over short periods. We also have a large amount of income that is subject to assumptions and
pricing for credit risks. We use a variety of methods for estimating the effects of and accounting for credit losses, but
ultimately, we need to make estimates based on imperfect knowledge of future events. For example, if the pace of
economic recovery in the U.S. is slower in 2003 than currently anticipated by consensus estimates, our credit related
costs may increase beyond our current estimates.

Earnings by Line of Business
Irwin Financial Corporation is composed of five principal lines of business:
® Mortgage Banking
¢ Commercial Banking
® Home Equity Lending

e Commercial Finance
¢ Venture Capital
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The following table summarizes our net income (loss) by line of business for the periods indicated:

Three Months Ended March

31,
2003 | 2002
(In thousands)
INet income (loss):
Mortgage Banking $ 19639 $ 10,339
Commercial Banking 5211 3,829
Home Equity Lending (9,498) (2,910)
Commercial Finance (260) 379
Venture Capital (1,328) (855)
Other (including consolidating (1.988) (836
entries)
$ 11776 $ 9946

Mortgage Banking

The following table shows selected financial information for our mortgage banking line of business:

Three Months Ended March 31,
2003 | 2002
(In thousands)
Selected Income Statement Data:
Net interest income $ 16,065 |$ 8,174
(Provision for) recovery of loan 53 (150)
losses
Gain on sales of loans 91,228 38,447
Loan servicing fees 16,755 14,734
Amortization of servicing assets (27,235) (12,119)
(Impairment) recovery of (1,954) 10,733
servicing assets
Gain (loss) on derivatives 321 (8,127)
Gain on sales of mortgage 4 (93)
servicing assets
Other income 1.864 1.894
Total net revenue 97,101 53,493
Operating expense (65.213) (36.412)
Income before taxes 31,888 17,081
Income taxes (12.249) (6,742)
INet income $ 19639 $ 10.339
Selected Operating Data:
Mortgage loan originations $ 54772921 $ 1,949,394
4.5 % 10.9 %
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Servicing sold as a % of
originations
Selected Balance Sheet Data at March 31, December 31,
[End of Period:
2003 2002
Total assets $ 1,922,008 $ 1,631,406
Mortgage loans held for sale 1,517,671 1,239,309
Mortgage servicing assets 184,789 146,398
Short-term debt 958,258 809,921
Shareholder's equity 99,798 100,069
Selected Operating Data:
Servicing portfolio:
Balance at end of period 20,402,080 16,792,669
Weighted average coupon rate 6.37 % 6.59 %
Weighted average servicing fee 0.35 0.37

Overview

In our mortgage banking line of business, we originate, purchase, sell and service conventional and government
agency-backed residential mortgage loans throughout the United States. We also engage in the business of mortgage
reinsurance. Because most of our mortgage originations either are insured by an agency of the federal government,
such as the Federal Housing Administration (FHA) or the Veterans Administration (VA), or, in the case of
conventional mortgages, meet requirements for sale to Federal National Mortgage Association (FNMA) or the Federal
Home Loan Mortgage Corporation (FHLMC), we are able to remove substantially all of the credit risk of these loans
from our balance sheet. We securitize and sell mortgage loans to institutional and private investors but may retain the
servicing rights. Loan origination demand and servicing values react in opposite directions to interest rate change as
explained below. We believe this balance between mortgage loan originations and mortgage loan servicing assists in
managing the risk from interest rate changes, which has helped stabilize our revenue stream.

Our mortgage banking line of business is currently our largest contributor to revenue, comprising 78% of our total
revenues for the first quarter in 2003, compared to 62% for the first quarter in 2002. Our mortgage banking line of
business contributed 167% of our net income this quarter, compared to 104% for the first quarter last year.

Our channels for originating loans consist primarily of retail, wholesale, and correspondent lending, and, to a
limited degree, through our Internet website. The retail channel originates loans through retail branches and identifies
potential borrowers mainly through relationships maintained with housing intermediaries, such as realtors,
homebuilders and brokers. Our wholesale and correspondent divisions purchase loans from third party sources. The
wholesale division purchases primarily from mortgage loan brokers and issues loan proceeds directly to the borrower.
During the fourth quarter of 2002 we launched our correspondent lending division. This division purchases closed
mortgage loans primarily from small mortgage banks and retail banks. It is expected that this division will be a
significant contributor to our originations in 2003 and will add meaningfully to our earnings. In the first quarter of
2003, this channel originated $1.1 billion of mortgage loans or 20.7% of our total production for the quarter. We fund
our mortgage loan originations using internal funding sources and through credit facilities provided by third parties.
Generally within a 30-day period after funding, we sell our mortgage loan originations into the secondary mortgage
market by either direct loan sales or by securitization. Our secondary market sources include government-sponsored
mortgage entities, nationally sponsored mortgage conduits, and institutional and private investors. Our mortgage
banking line of business may retain servicing rights to the loans that it sells or securitizes.
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As mentioned, we believe there is a balance between mortgage loan originations and mortgage loan servicing that
assists in managing the risk from interest rate changes and the impact of rate changes on each part of the business. In
rising interest rate environments, originations typically decline, while the unrealized value of our mortgage servicing
portfolio generally increases as prepayment expectations decline. In declining interest rate environments, unrealized
servicing values typically decrease as prepayment expectations increase, while the value of our mortgage production
franchise generally increases. However, the offsetting impact of changes in production income and servicing values
may not always be recognized in the same quarter under generally accepted accounting principles, causing greater
volatility in short-term results than is apparent in longer-term measurements such as annual income. We sell servicing
rights periodically for many reasons, including income recognition, cash flow, and servicing portfolio management.
Servicing rights sales occur at the time the underlying loans are sold to an investor (in flow sales) or in pools from our
seasoned servicing portfolio (in bulk sales).

Net Income
Net income from mortgage banking for the three months ended March 31, 2003 was $19.6 million, compared to
$10.3 million for the same period in 2002, an increase of 90%. This net income increase in 2003 primarily relates to

increased production as a result of a declining interest rate environment.

The following table shows the composition of our originations by loan categories for the periods indicated:

Three Months Ended March 31,
2003 | 2002
(Dollars in thousands)

Total originations $ 5,477,292 | $ 1,949,394
Percent retail loans 27.06 % 35.57 %
Percent wholesale loans 49.54 58.02
Percent correspondent 20.72 --
Percent brokered (1) 2.68 6.41
Percent refinances 70.27 53.83

(1) Brokered loans are loans we originate for which we receive loan origination fees, but which are funded, closed and
owned by unrelated third parties.

Mortgage loan originations for the three months ended March 31, 2003 totaled $5.5 billion, up 181% from the same period in 2002 as a result
of the declining interest rate environment. Refinanced loans accounted for 70.3% of loan production for the first quarter of 2003 compared to
53.8% for the same period in 2002.

Net Revenue

Net revenue for the three months ended March 31, 2003 totaled $97.1 million, compared to $53.5 million for the three months ended March
31, 2002.

Net interest income is generated from the interest earned on mortgage loans before they are sold to investors, less the interest expense
incurred on borrowings to fund the loans. Net interest income for the first quarter in 2003 totaled $16.1 million compared to $8.2 million for the
first quarter in 2002. The increase in net interest income in 2003 is a result of increased production related to the declining interest rate
environment as well as an increase in spread between short-term warehouse interest rates we pay and longer-term interest rates paid to us by our
borrowers while the mortgage loans are on our balance sheet. Another contributor to the increase is the development of our correspondent
channel where the bulk of net revenues comes from the warehousing process and where production fees are of lesser importance to profitability
as compared to the retail and wholesale channels.

Gain on sale of loans includes the valuation of newly created mortgage servicing rights and net loan origination fees and is recognized when
loans are pooled and sold into the secondary mortgage market. Also included in gain on sale of loans are fair value adjustments to forward
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contracts and interest rate lock commitments. Gain on sale of loans for the three months ended March 31, 2003 totaled $91.2 million, compared
to $38.4 million for the same period in 2002, an increase of 137.3%. This increase is attributable to increased production, market conditions and
secondary market activity as a result of the declining interest rate environment.

Servicing fee income is recognized by collecting fees, which normally range between 25 and 44 basis points annually on the principal amount
of the underlying mortgages. Servicing fee income totaled $16.8 million for the first quarter of 2003, an increase of 13.7% from first quarter of
2002, primarily reflecting the growth in the servicing portfolio.

Amortization expense relates to mortgage servicing rights and is based on the proportion of current net servicing income to the total expected
for the estimated lives of the underlying loans. Amortization expense totaled $27.2 million for the three months ended March 31, 2003,
compared to $12.1 million during the first quarter of 2002. This increase relates to the increase in the underlying servicing portfolio, the
shortening of estimated lives due to decrease in interest rates, and an enhancement we made to our mortgage asset amortization methodology
during the first quarter of 2003. The methodology enhancement better aligns the amortization with current expected prepayment speeds. This
change will likely result in a commensurate offset (positive or negative depending on the then current interest rate environment) to our quarterly
servicing asset impairment.

Impairment expense is recorded when the book value of the mortgage servicing rights exceeds the fair value on a strata by strata basis.
Impairment expense totaled $2.0 million during the first quarter of 2003, compared to recovery of $10.7 million during the same period of 2002.
The significant increase in impairment expense in 2003 was a result of higher prepayment trends from declining interest rates throughout the
comparative quarters. The impairment expense recorded in 2003 was somewhat offset by derivative gains of $0.3 million during the same
period. Derivative losses of $8.1 million were recorded the first quarter of 2002. As a result, impairment expense net of derivative gains totaled
$1.7 million in the first quarter of 2003 compared to an impairment recovery net of derivative losses of $2.6 million during the same period in
2002. At March 31, 2003, the mortgage line of business held $10.0 billion notional amount of Eurodollar future contracts and $2.8 billion
notional amount in interest rate swaptions to manage the risk of our servicing assets. Notional amounts do not represent the amount at risk. The
current risk management activities of the mortgage bank related to servicing assets do not satisfy the criteria for "hedge accounting" under SFAS
133. As aresult, these derivatives are accounted for as "other assets," and changes in fair value are adjusted through earnings as "derivative
gains," while the underlying servicing asset is accounted for on a strata-by-strata basis at the lower of cost or market.

Our mortgage banking business maintains the flexibility either to sell servicing for current cash flow through bulk sales or to retain servicing
for future cash flow through the retention of ongoing servicing fees. Total servicing sales represented 4.5% of loan originations the first quarter
of 2003, compared to 10.9% the first quarter of 2002. The decision to sell or retain servicing is based on current market conditions for servicing
assets, loan origination levels and production expenses, servicing portfolio management considerations, and the general level of risk tolerance of
the mortgage banking line of business and the Corporation.

Operating Expenses

The following table sets forth operating expenses for our mortgage banking line of business for the periods indicated:

Three Months Ended March 31,
2003 | 2002
(Dollars in thousands)

Salaries and employee benefits $ 18,097 $ 14,198
Incentive and commission pay 23,014 7,269
Other expenses 24.102 14.945
Total operating expenses $ 65213 $ 36412
Number of employees() 2,055 1,539

(1) On a full time equivalent basis.

Operating expenses for the three months ended March 31, 2003 totaled $65.2 million, a 79.1% increase over the
same period in 2002. Salaries and employee benefits including incentive and commission pay increased 91.5% during
the first quarter of 2003 compared to the same period in 2002. These fluctuations reflect significant increases in

production activities in 2003.

Mortgage Servicing
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The following table shows information about our managed mortgage servicing portfolio, including mortgage loans

held for sale, for the periods indicated:

Three Months Ended Year Ended
March 31, December 31,
2003 2002
(Portfolio in billions)
Beginning servicing portfolio $ 16.8 $ 12.9
Mortgage loan closings 5.3 10.8
Sales of servicing rights (0.1) 2.9)
Run-off() (1.6 (4.0
)
Ending servicing portfolio $ 204 $ 16.8
Number of loans (end of period) 163,083 137,738
Average loan size $ 125,102 $ 121917
Percent Government National Mortgage
[Association 32 % 37 %
(GNMA) and state housing programs
Percent conventional and other 60 55
Percent warehouse 8 8
Delinquency ratio 4.2 5.3
Mortgage servicing assets to related servicing 0.9 0.9
ortfolio

(1) Run-off is the reduction in principal balance of the servicing portfolio due to regular principal payments made by
mortgagees and early repayments of entire loans.

(2) Excludes loans held for sale (warehouse) and any deferred service release premium on warehouse as well as
pre-1995 servicing rights and related servicing portfolio.

Our mortgage servicing portfolio, including mortgage loans held for sale, totaled $20.4 billion at March 31, 2003, a
21.5% increase from the December 31, 2002 balance of $16.8 billion. The increase in 2003 reflects the strong
mortgage production we have experienced along with greater retention of servicing on loans sold over the past year.
We believe that the relative growth of the conventional portion of the portfolio is the result of heavy refinance activity
in 2003 where conventional loans made up a higher than normal portion of our originations.

We record originated mortgage servicing assets at allocated cost basis when the loans are sold and record
purchased servicing assets at fair value. Thereafter servicing rights are accounted for at the lower of their cost or fair
value. We record a valuation allowance for any impairment on a strata-by-strata basis. We determine fair value on a
monthly basis based on a discounted cash flow analysis. These cash flows are projected over the life of the servicing
using prepayment, default, discount rate and cost to service assumptions that we believe market participants would use
to value similar assets. At March 31, 2003, we estimated the fair value of these assets to be $187.4 million in the
aggregate, or $2.7 million greater than the carrying value on the balance sheet. At December 31, 2002, we estimated
the fair value of these assets to be $150.8 million in the aggregate, or $4.4 million greater than the carrying value on
the balance sheet. Fair value declined relative to carrying value as a result of the higher prepayment trends from
declining interest rates and decreasing cushion in a number of valuation strata.

Commercial Banking
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Three Months Ended March 31,

2003

2002

(Dollars in thousands)

Selected Income Statement Data:

Interest income $ 27,6301 % 25,972
Interest expense (8,603) (9.881)
INet interest income 19,027 16,091
Provision for loan and lease losses (1,580) (2,170)
INoninterest income 5,129 4,365
Operating expense (13.905) (12.033)
Income before taxes 8,671 6,253
Income taxes (3.460) (2.424)
INet income $ 521118 3.829
March 31, December 31,
Selected Balance Sheet Data at End of 2003 2002
Period
Total assets $ $
2,069,174 1,969,957
Loans 1,849,778 1,823,304
Allowance for loan and lease losses 21,359 20,725
Deposits 1,867,174 1,733,864
Shareholder's equity 145,119 154,423
March 31, December 31,
Daily Averages: 2003 2002
Assets $ $
1,979,833 1,802,896
Loans 1,837,066 1,693,426
Allowance for loan and lease losses 21,433 17,823
Deposits 1,763,608 1,583,926
Shareholder's equity 141,400 140,249
Shareholder's equity to assets 7.14 % 7.78 %

Our commercial banking line of business focuses on providing credit, cash management and personal banking products to small businesses and

business owners. We offer commercial banking services through our banking subsidiaries, Irwin Union Bank and Trust, an Indiana

state-chartered commercial bank, and Irwin Union Bank, F.S.B., a federal savings bank.

Net Income
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Commercial banking net income increased to $5.2 million during the first quarter of 2003, compared to $3.8 million for the same period in
2002. Results in 2003 reflect growth of $2.9 million in net interest income over 2002.

Net Interest Income

The following table shows information about net interest income for our commercial banking line of business:

Three Months Ended March 31,
2003 | 2002
(Dollars in thousands)
Net interest income $ 19,027 $ 16,091
Average interest earning 1,916,236 1,596,021
assets
Net interest margin 4.03 % 4.09 %

Net interest income was $19.0 million for the first quarter of 2003, an increase of 18.2% over first quarter of 2002.
The 2003 improvement in net interest income resulted primarily from an increase in our commercial banking loan
portfolio as a result of growth and expansion efforts. Net interest margin is computed by dividing net interest income
by average interest earning assets. Net interest margin for the three months ended March 31, 2003 was 4.03%,
compared to 4.09% for the same period in 2002. The line of business increased its core deposits to $1.6 billion, an
increase of 3.6% since year end, reflecting success in deposit gathering initiatives.

Noninterest Income

The following table shows the components of noninterest income for our commercial banking line of business:

Three Months Ended March 31,

2003 | 2002

(Dollars in thousands)
Trust fees $ 477 $ 564
Service charges on deposit accounts 1,217 1,175
Insurance commissions, fees and premiums 608 431
Gain from sales of loans 2,312 1,260
Loan servicing fees 284 210
Amortization and impairment of servicing (774) (249)
assets
Brokerage fees 262 358
Other 743 616
Total noninterest income $ 5.129 $ 4365
[Total noninterest income to total net revenues 22.7% 23.9 %

Noninterest income during the first quarter of 2003 increased 17.5% over 2002. This increase was due primarily to
higher gains from sales of loans related to increased mortgage production. These increases were partially offset by
increased impairment and amortization charges recorded against mortgage servicing assets in this line of business.
The commercial banking line of business has a first mortgage servicing portfolio totaling $387.4 million, principally a
result of mortgage loan production in its south-central Indiana markets. Those servicing rights are carried on the
balance sheet at the lower of cost or market, estimated at March 31, 2003 to be $2.4 million.
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Operating Expenses

The following table shows the components of operating expenses for our commercial banking line of business:

Three Months Ended March 31,
2003 | 2002
(Dollars in thousands)
Salaries and employee benefits $ 8,925 $ 7,100
Other expenses 4,980 4,933
Total operating expenses $ 13.905 $ 12.033
Number of employees at period
end) 467 427

(1) On a full time equivalent basis.

Operating expenses for the three months ended March 31, 2003 totaled $13.9 million, an increase of 15.5% over
the same period in 2002. While operating expenses increased 15.5%, net revenues increased 23.5% in the first quarter
of 2003 compared to 2002, indicative of improved operating efficiency.

Balance Sheet

Year-to-date total assets as of March 31, 2003 averaged $2.0 billion compared to $1.8 billion for the year ended
December 31, 2002. Year-to-date average earning assets as of March 31, 2003 averaged $1.9 billion compared to $1.6
billion for the year 2002. The most significant component of the increase in 2003 was an increase in commercial loans
as a result of the commercial bank's continued growth and expansion efforts into new markets. Average core deposits
for the first quarter of 2003 totaled $1.5 billion, an increase of 1.1% over average core deposits in the fourth quarter
2002.

Credit Quality

Nonperforming loans and the allowance for loan losses have increased in 2003 over 2002 reflecting general
economic conditions and portfolio growth. In addition, a single credit placed in non-accrual status during the quarter
accounted for a significant portion of the increase. We believe we are adequately reserved for potential losses on this
loan considering the collateral and workout plans in place. Nonperforming loans are not significantly concentrated in
any industry category. The following table shows information about our nonperforming assets in this line of business
and our allowance for loan losses:

March 31, December 31,
2003 2002
(Dollars in thousands)
INonperforming loans $ 20,833 $ 14,970
Other real estate owned 1.036 96
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