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Part I. Financial Information

Item 1. Financial Statements

FIRST MIDWEST FlI
AND SUBSI
Consolidated Balance

Assets

Cash and cash equivalents ..............ccceeeee
Interest-bearing deposits in other financial instit
(cost approximates market value) ................
Securities available for sale, amortized cost of
$131,430,715 and $114,456,661 ...................
Loans receivable - net of allowances of $3,098,995

and $2,379,091 .........cccveeiiiiiiieeee

Foreclosed assets, net of allowances of $350,000 an

Accrued interest receivable .......................

Federal Home Loan Bank stock, at cost .............
Premises and equipment, net ..............c........
Excess of cost over net assets acquired ...........

Other asSets .....ccccvvvveeeiiiiieeeeeeieieninns
Total ASSEtS ....ccvvvveeeeeeiiiieiin,
Liabilities and Shareholders' Equity
Liabilities
DEPOSILS ..ooeiiiiiieeeiiiiiee e

Advances from Federal Home Loan Bank ..............
Securities sold under agreements to repurchase ....

Other borrowings .........ccceeeeiiiiieeeennne.

Advances from borrowers for taxes and insurance ...

Accrued interest payable .............cccccoee...
Other liabilities .........cccccovcveveriinnnenn.

Total Liabilities ........................

Shareholders' Equity

Preferred stock, 800,000 shares authorized, no shar

issued or outstanding ...........cccceeeeiinnen.

Common stock, $.01 par value, 5,200,000 shares auth
2,957,999 shares issued and 2,614,471 shares ou
June 30, 1998; 2,957,999 shares issued and 2,698,
shares outstanding at September 30, 1997

Additional paid-in capital .................. .

Retained earnings - substantially restricted

Net unrealized appreciation on securities available
net of tax of $576,194 and $568,013 .............

Unearned Employee Stock Ownership Plan shares

Treasury stock, 343,528 and 259,095 common shares,

Total Shareholders' Equity ...............

Total Liabilities and Shareholders' Equity

NANCIAL, INC.
DIARIES
Sheets (Unaudited)

June 30, 1998 September 30, 1997

.......... $ 10,617,964
.......... 100,000
.......... 132,947,454

.......... 257,196,682
d$o..... 1,099,582
.......... 5,116,844
.......... 5,171,000
4,064,098
4,589,048
355,762

$ 12,852,426

200,000
115,985,045

254,640,971
156,300
5,366,109
5,629,300
4,176,311
4,862,747
719,369

.......... $ 421,258,434

$ 404,588,578

.......... $ 269,493,349

$ 246,115,698

.......... 100,116,835 107,426,225
3,618,334 1,800,000
2,000,000 2,900,000
555,801 449,487
895,625 1,065,746
1,692,315 1,354,418
.......... 378,372,259 361,111,574
es
orized,
tstanding at
904
29,580 29,580
21,227,569 20,984,754
27,397,904 26,427,657
.......... 940,545 960,371
.......... (417,150) (567,200)
at cost .. (6,292,273) (4,358,158)
.......... 42,886,175 43,477,004

......... $ 421,258,434

$ 404,588,578

The accompanying notes are an integral part oktheasolidated financial statemer



FIRST M IDWEST FINANCIAL, INC.
AND SUBSIDIARIES

Consolidated St atements of Income (Unaudited)

Three Months Ended Nine Mont hs Ended
June 30, June 30,
1998 1997 1998 1997
Interest and Dividend Income:
Loans receivable ..............ccceeeevnenne. $5,659,259 $5,709,833 $17,111,276 $16,659,797
Securities available for sale 2,250,501 1,525,251 6,346,976 4,570,744
Dividends on Federal Home Loan Bank stock ..... 86,531 96,417 272,554 288,985
Total interest and dividend income ....... 7,996,291 7,331,501 23,730,806 21,519,526
Interest Expense:
DEPOSILS ..evvveeeiiiiiiee e 3,389,794 3,056,035 9,878,382 8,884,273
Other borrowings ..........oooovecivvivenenns 1,425,525 1,300,332 4,272,347 3,734,872
Total interest expense ................... 4,815,319 4,356,367 14,150,729 12,619,145
Net interest income ........ccccevveveeeeeeeeennn. 3,180,972 2,975,134 9,580,077 8,900,381
Provision for loan losses ........ccc.......... 55,000 30,000 1,435,000 90,000
Net interest income after provision for loan losses 3,125,972 2,945,134 8,145,077 8,810,381
Non-interest income:
Loan fees and deposit service charges ......... . 372,388 275,600 981,693 840,931
Gain on sales of securities available for sale, net 85,518 91,340 308,443 91,340
Brokerage commissions from subsidiary ......... 9,315 20,693 53,383 58,061
[© 1= SR 60,397 39,630 133,575 228,017
Total non-interest income ................ 527,618 427,263 1,477,094 1,218,349
Non-interest expense:
Compensation and benefits ...........cccceee.. 1,233,784 1,104,391 3,538,821 3,173,940
Occupancy and equipment ..........c..ccc.ueee.. 292,478 240,224 857,080 741,564
Federal deposit insurance ..................... 32,443 51,233 106,533 184,655
Data processing ........coooeevvvvveeeenennnn. 79,387 80,594 252,137 240,508
Provision for loss on foreclosed real estate .. 150,000 -- 350,000 --
Other ..o, 388,639 368,794 1,174,474 1,147,704
Total non-interest expense ............... 2,176,731 1,845,236 6,279,045 5,488,371
Income before income taxes ..............cccuu. 1,476,859 1,527,161 3,343,126 4,540,359
Income tax eXpense ..........ccccvvvveveenenns 583,803 614,657 1,414,699 1,825,099
Net iNCOMe ....ooooviviiiiiieceee e, $ 893,056 $ 912,504 $ 1,928,427 $ 2,715,260
Earnings Per Share (see Note 2):
BasiC ..ccveeevviieiiie e . $ 35 $ 34 % 74 $ .99
Diluted .....cccvvvviiiiiieieeeeee, .. $ 33 $ 33 % .70 $ .94

The accompanying notes are an integral part oktheasolidated financial statemet



Consolidated Statem
For

A
Common
Stock

Balance at September 30, 1997 ....... $29,580 $2

22,500 common shares committed
to be released under the ESOP ....... --

Cash dividends declared on
common stock - $0.36 per share ...... --

Net change in unrealized appreciation
on securities available for sale,
net of tax of $8,181 ................ --

Purchase of 91,000 common
shares of treasury stock............. --

Exchange of 1,033 common shares
upon exercise of stock options ...... -

Issuance of 7,600 common
shares from treasury stock due
to exercise of stock options ........ -

Net income for the nine months
ended June 30, 1998 .... .-

Balance at June 30, 1998 ...

FIRST MIDWEST FINANCIAL, INC.

AND SUBSIDIARIES
ent of Changes in Shareholders' Equity (Unaudited)
the Nine Months Ended June 30, 1998

Net Unearned
Unrealized Employe
Appreciation  Stock
dditional on Securities  Ownershi
Paid-In Retained  Available for  Plan
Capital Earnings Sale, Net of Tax Shares

0,984,754 $ 26,427,657 $960,371 $(567,200)

351,954 - -- 150,050

- (958,180) - -

- —~  (19,826) -

(109,139) - - -

- 1,928,427 - -

1,227,569 $27,397,904 $940,545 $(417,150)

The accompanying notes are an integral part oktheasolidated financial statemer

Total
Treasury Shareholders'
Stock Equity

$(4,358,158) $ 43,477,004

-- 502,004

- (958,180)

- (19,826)

(2,071,950)  (2,071,950)

(21,972) (21,972

159,807 50,668

- 1,928,427

$(6,292,273) $ 42,886,175




FIRST

Consolidated Sta

Cash flows from operating activities:

Net inCoOmMe ........ooceveeeiiiiiieciiiee.
Adjustments to reconcile net income to net cash
Depreciation, amortization and accretion, net

Provision for loan losses ...................

Provision for loss on foreclosed real estate
Gain on sales of securities available for sal
Gain on sales of office property, net .......

Loss on sales of real estate owned, net .....

Net change in accrued interest receivable ...
Net change in other assets ..................

Net change in accrued interest payable ......
Net change in accrued expenses and other liab

Net cash from operating activities ..

Cash flows from investing activities:

Purchase of securities available for sale .....
Purchase of mortgage-backed securities availabl
Purchase of Federal Home Loan Bank stock ......

Proceeds from redemption of Federal Home Loan B

Proceeds from sales of securities available for

Proceeds from sales of mortgage-backed securiti

Proceeds from maturities of securities availabl
Proceeds from maturities of interest-bearing de
financial institutions .....................

Proceeds from principal repayment of mortgage-b

Net change in loans receivable ................
Loans purchased ..........cccccooviiiiernnnns
Proceeds from sales of foreclosed assets ......
Purchase of premises and equipment, net .......

Net cash from investing activities ..

MIDWEST FINANCIAL, INC.
AND SUBSIDIARIES
tements of Cash Flows (Unaudited)

Nine Months E
1998

............................. $ 1,928,427
from operating activities:
1,039,637
1,435,000
350,000
(308,443)

9,899
249,266
363,608

(170,120)

329,716

............................. (47,132,678)

eforsale .....ccooeeeeenn (30,260,583)
............................. (112,900)

ank stock . 571,200
sale ...oooveeeeeeee. 10,370,099

es available for sale ....... 6,319,853
eforsale ......cccoevees 32,950,000
posits in other

............................. 100,000

acked securities ............ 11,053,292
............................. 15,614,151
............................. (21,142,296)
............................. 284,116
............................. (167,179)

nded June 30,
1997

$ 2,715,260

864,167
90,000

(91,340)
3,034
355,310
54,755
(386,819)
(1,028,980)

(27,189,098)

318,580

45,527,724

5,664,622
6,889,213
(20,381,672)
79,488
(830,767)



FIRST

Consolidated Sta

Cash flows from financing activities:
Net change in non-interest bearing demand, savi
NOW and money market demand accounts .........
Net change in other time deposits .............
Proceeds from advances from Federal Home Loan B
Payments of advances from Federal Home Loan Ban
Net change in securities sold under agreements
Net change in other borrowings ................
Net change in advances from borrowers for taxes
Cash dividends paid ..........ccccceeruvennn.
Proceeds from exercise of stock options .......
Purchase of treasury stock ....................

Net cash from financing activities ..

Net change in cash and cash equivalents ...........
Cash and cash equivalents at beginning of period ..

Cash and cash equivalents at end of period ........

Supplemental disclosure of non-cash investing and f
Loans transferred to foreclosed asset

MIDWEST FINANCIAL, INC.
AND SUBSIDIARIES
tements of Cash Flows (Unaudited)

Nine Months E
1998

6,784,762
16,592,889
105,750,000
. (113,059,390)
............... 1,818,334
(900,000)
.............. 106,314
(958,181)
28,695
(2,071,950)

............................. (2,234,462)
............................. 12,852,426

S e $ 1,571,930

The accompanying notes are an integral part oktheasolidated financial statemet

nded June 30,
1997

179,376
6,465,405
97,000,000
(115,858,585)
(879,918)
1,500,000
63,134
(773,110)
335,992
(3,602,623)

(2,916,852)
14,328,652



FIRST MIDWEST FINANCIAL, INC.
AND SUBSIDIARIES

Notes to consolidated Financial Statements (Uned}
1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies followed by First Midwegdncial, Inc. ("First Midwest" or the "Company'diits consolidated subsidiaries, First
Federal Savings Bank of the Midwest ("First Fedgr&8ecurity State Bank ("Security"), First Sengdénancial Limited and Brookings
Service Corporation, for interim reporting are detent with the accounting policies followed fomaral financial reporting. All adjustments
that, in the opinion of management, are necessarg fair presentation of the results for the p#siceported have been included in the
accompanying unaudited consolidated financial statés, and all such adjustments are of a normatnieg nature. The accompanying
financial statements do not purport to contairtredl necessary financial disclosures required byigdly accepted accounting principles that
might otherwise be necessary in the circumstanecéshould be read in conjunction with the Compacgissolidated financial statements,
and notes thereto, for the year ended Septembér930d,

2. EARNINGS PER SHARE

Basic and diluted earnings per share are computddria new accounting standard, which was effeativke quarter ended December 31,
1997. All prior amounts have been restated to lbepawable. Basic earnings per share is based dnawehe divided by the weighted average
number of shares outstanding during the perioditBd earnings per share shows the dilutive effeatlditional common shares issuable
under stock options.

A reconciliation of the numerators and denominatdrthe basic earnings per common share and earpggcommon share assuming
dilution computations for the three months and miranths ended June 30, 1998 and 1997 is preseelad.b

Three Months Ended Nine Mo nths Ended
June 30, Ju ne 30,
1998 1997 1998 1997
Basic Earnings Per Share:
Numerator:
Net Income .......ccccovevvveennnns $ 893,056 $ 912,504 $ 1,928,427 $2,715,260
Denominator:
Weighted average common
shares outstanding ............... 2,567,627 2,670,398 2,589,865 2,748,158

Basic Earnings Per Share ......... $ 0.35 $ 034 $ 074 $ 099




Three Months Ended Nine Mo nths Ended

June 30, Ju ne 30,
1998 1997 1998 1997
Earnings Per Share Assuming Dilution:

Numerator:
Net Income .......ccceevviiieeeiiiinnenn. $ 893,056 $ 912,504 $1,928,427 $2,715,260
Denominator:
Weighted average common

shares outstanding .................... 2,567,627 2,670,398 2,589,865 2,748,158
Dilutive effects of assumed

exercises of stock options ............ 179,131 126,035 171,846 127,019
Weighted average common and

dilutive potential common

shares outstanding .................... 2,746,758 2,796,433 2,761,711 2,875,177

Earnings Per Share Assuming

Dilution .......ooeeviiiieiien. $ 033 $ 0.33 $ 0.70 $ 094

On November 25, 1996, the Company declared a 56&k slividend payable on January 2, 1997 to stoaérslof record December 16,
1996. The stock dividend is reflected in the batasiteet, and dividend and earnings per share dathden restated for all prior reported
periods.

3. COMMITMENTS

At June 30, 1998 and September 30, 1997, the Coyripash outstanding commitments to originate and lpase loans totaling $21.7 million
and $15.8 million, respectively, excluding undised portions of loans in process. It is expectatidbtstanding loan commitments will be
funded with existing liquid asse!



Part I. Financial Information
Item 2. Management's Discussion and Analysis ofiirtial Condition and Results of Operations

FIRST MIDWEST FINANCIAL, INC.
AND SUBSIDIARIES

GENERAL

First Midwest Financial, Inc. ("First Midwest" dn¢ "Company") is a bank holding company whose pyraasets are First Federal Savings
Bank of the Midwest ("First Federal") and SecuBtate Bank ("Security"). The Company was incorgadan 1993 as a unitary non-
diversified savings and loan holding company amdSeptember 20, 1993, acquired all of the capiitaksof First Federal in connection with
First Federal's conversion from mutual to stockrfaf ownership. On September 30, 1996, the Compangme a bank holding company in
conjunction with the acquisition of Security.

The following discussion focuses on the consolididiteancial condition of the Company and its sulzsids, at June 30, 1998, compared to
September 30, 1997, and the consolidated resutipexfitions for the three months and nine monttde@&dune 30, 1998, compared to the
same periods in 1997. This discussion should ke ireeonjunction with the Company's consolidatedficial statements, and notes thereto,
for the year ended September 30, 1997.

FINANCIAL CONDITION

Total assets increased by $16.7 million, or 4.1%mf$404.6 million at September 30, 1997, to $4MilBon at June 30, 1998. The increase
is primarily attributable to an increase in the Qamy's balance of securities available for sale.

Cash and cash equivalents decreased $2.3 millick¥.4%, to $10.6 million at June 30, 1998, fron2 81million at September 30, 1997. The
decrease was due primarily to the use of liquidifuto fund loan commitments during the period.

The portfolio of securities available for sale ies@sed $16.9 million, or 14.6%, to $132.9 milliodahe 30, 1998, from $116.0 million at
September 30, 1997. The increase is the resuéiaufrgies purchased during the period in an amgtester than sales, maturities and
principal repayments received on securities. Steanpurchased during the period consist primaniilfixed-rate mortgage-backed securities
and adjustable-rate trust preferred securities.

The portfolio of net loans receivable increased®y6 million, or 1.0%, to $257.2 million at June 3898, from $254.6 million at September
30, 1997. The increase in loan receivables wagdalirereases in the origination and purchase ofraeruial real estate and business loans
during the period. The increase was partially affgerepayments received on residential real estates and the transfer of loans to
foreclosed real estate.

Deposit balances increased by $23.4 million, o%®.® $269.5 million at June 30, 1998, from $24Million at September 30, 1997. The
increase in deposit balances resulted from incesiasall areas of retail deposits, including chagkiccounts, money market and savings
accounts and certificates



deposit, which increased $1.3 million, $5.5 milliand $16.6 million, respectively, between the corapke periods. A significant portion of
the deposit growth resulted from the Company'sinaati emphasis on enhancement of its retail custbare in the Des Moines, lowa
market area.

The balance in advances from the Federal Home Baak of Des Moines (FHLB) decreased by $7.3 million6.8%, to $100.1 million at
June 30, 1998 from $107.4 million at Septemberl397. The decrease in FHLB advances reflects {ieeyreent of borrowings from the
proceeds of loan repayments and from funds receisetiresult of deposit growth.

Other borrowings, consisting of short-term borroyarfrom the Federal Reserve Bank, decreased $9mQ031.0%, to $2.0 million at June
30, 1998 from $2.9 million at September 30, 1997 Teduction was due to repayment on these shontderrowings used primarily to fund
seasonal loans to agricultural customers.

Total shareholders' equity decreased $591,000486,1to $42.9 million at June 30, 1998 from $43i8iom at September 30, 1997. The
decrease in shareholder's equity was due to tlahase of treasury stock and the payment of castiettidls to shareholders in amounts that
exceeded earnings during the period.

NON-PERFORMING ASSETSAND ALLOWANCE FOR LOAN LOSSES

Generally, when a loan becomes delinquent 90 dag®oe, or when the collection of principal or irgst becomes doubtful, the Company
will place the loan on non-accrual status and, @salt of this action, previously accrued inteiasbme on the loan is taken out of current
income. The loan will remain on non-accrual stats! the loan has been brought current, or urtieo circumstances occur that provide
adequate assurance of full repayment of interegspaincipal.

The following table sets forth the Company's loatirdjuencies by type, before allowance for loarsdss by amount and by percentage of
type at June 30, 1998. At June 30, 1998, loansgigdint 30 days and over totaled 8.18% of totaldampared to 6.14% at September 30,
1997.

Loans Delinquent For:

30-59 D ays 60-89 Days 90 Days and Over
Percent Percent Percent
of of of
Number Amount Category Number Amount Category Number Amount  Category

(Dollars in Thousands)

Real Estate:
One-to-four family ........ 69 $2,718 359% 20 $ 720 0.97% 11 $ 522 0.71%
Commercial and multi-family 8 6,137 6.31 4 2,667 2.74 5 3,510 3.61
Agricultural real estate .. 2 150 1.31 1 38 0.33 5 535 4.69
CONSUMET ..o 80 452 1.65 25 180 0.66 24 126 0.46
Agricultural operating ...... 16 484 1.30 17 276 0.74 52 2,271 6.09
142 0.55

Commercial business ......... 9 782

3.02 9 663 2.56 9

3.92% 76 $4,544 1.66% 106

$7,106 2.60%



At June 30, 1998, commercial and multi-family restate loans delinquent 90 days and over totalésiriBlion, or 1.3% of the total loan
portfolio as compared to $1.6 million, or 0.6% offal loans at September 30, 1997. Multi-family anchmercial real estate loans generally
present a higher level of risk than loans secusedre- to four-family residences. This greater issklue to several factors, including the
concentration of principal in a limited number ofhs and borrowers, the effect of general econeomditions on income producing
properties and the increased difficulty of evalugi@nd monitoring these types of loans. The mgjofithe Company's delinquent commer
and multi-family real estate loans have been puetias participations with other lenders, are sedvby other lenders and are secured by
properties outside the Company's primary market.drkese loans are being closely monitored by nemagt, however, there can be no
assurance that all loans will be fully collectible.

At June 30, 1998, agricultural real estate andatpey loans delinquent 90 days and over totalefl 8gllion, or 1.0% of the total loan
portfolio as compared to $313,000, or 0.1% of tlwahs at September 30, 1997. Agricultural lendinglves a greater degree of risk than
one- to four-family residential mortgage loans hegaof the typically larger loan amounts. In addifipayments on loans are dependent on
the successful operation or management of the faoperty securing the loan or for which an operptoan is utilized. The success of the
loan may also be affected by factors outside timgrobof the agricultural borrower, such as the theaand grain and livestock prices.
Although management believes the Company's pastfifliagricultural real estate and operating loanseéll structured and adequately
secured, there can be no assurance that all loglriseviully collectible.



The table below sets forth the amounts and categofinon-performing assets in the Company's laatigho. Foreclosed assets include
assets acquired in settlement of loans.

June 30, 1998 September 30, 1997

(Dollars in Thousands)
Non-accruing loans:

One-to four family ............ccccveee. $ 481 $ 444
Commercial and multi-family ............... 778 1,692
Agricultural real estate .................. 79 -
CONSUMET ....vvviviiieeeennnn. 123 246
Agricultural operating 2,510 289
Commercial business 143 204
Total non-accruing loans ................ 4,114 2,875
90 days OF MOre .....cceeveeeeeeeeeriiinnns 2,949 282
Total non-performing loans .............. 7,063 3,157
Foreclosed assets:
One- to four family ..........cccceeine 109 85
Commercial real estate .................... 973 67
CONSUMET ..oveiiiiieeieieeee e 18 --
Commercial business .............c.cc...... - 4
Total oo 1,100 156
Total non-performing assets .................... $8,163 $3,313
Total as a percentage of total assets .......... 1.94% .82%

Included above in accruing loans delinquent 90 a@mysore at June 30, 1998 is a $2.7 million commaéreal estate loan secured by nursing
homes located in Minnesota. This loan is in procéd®ing restructured with an expected reductioloan balance to approximately $1.0
million and the payment of all previously accruaterest. After restructure, the loan will be fullgcured by a nursing home located in

Minnetoka, Minnesota.

For the nine months ended June 30, 1998, grosesttecome which would have been recorded haddheaccruing loans been current in
accordance with their original terms amounted toraximately $442,000, of which none was includeéhierest income.

Other Loans of Concern. At June 30, 1998, thereaans totaling $4.0 million not included in tiadle above where known information
about the possible credit problems of borrowersedumanagement to have concern as to the abilttyedborrower to comply with the
present loan repayment terms. This amount consistmir commercial real estate loans totaling $tilion, six commercial business loans
totaling $1.0 million and twenty agricultural opgng loans totaling $1.7 million. At September 3997, other loans of concern totaled $7.2

million.



Classified Assets. Federal regulations providdtierclassification of loans and other assets dsstandard", "doubtful” or "loss", based on
the level of weakness determined to be inheretitércollection of the principal and interest. Wheans are classified as either substanda
doubtful, the Company may establish general allmgarior loan losses in an amount deemed prudemtamagement. General allowances
represent loss allowances which have been estalilishrecognize the inherent risk associated \eitidihg activities, but which, unlike
specific allowances, have not been allocated toqouder problem loans. When assets are classifiddss, the Company is required either to
establish a specific allowance for loan losses kemgub00% of that portion of the loan so classifiedto charge-off such amount. The
Company's determination as to the classificatioitsdbans and the amount of its valuation allovesnare subject to review by its regulatory
authorities, who may require the establishmenudaitaonal general or specific loss allowances.

On the basis of management's review of its loadso#imer assets, at June 30, 1998, the Companyl&ssified a total of $9.6 million of its
assets as substandard, $852,000 as doubtful amdasdnss as compared to classifications at Septedh 1997 of $5.6 million substandard,
$79,000 doubtful and none as loss.

Allowance for Loan Losses. The Company establigisgzrovision for possible loan losses, and evalsithhe adequacy of its allowance for
loan losses based upon a systematic methodologystimg of a number of factors including, amongeo$h historic loss experience, the
overall level of non-performing loans, the compiositof its loan portfolio and the general econommiwironment within which the Bank and
its borrowers operate.

During the quarter ended March 31, 1998, the Complatermined that an agricultural loan officer l@ehin a subsidiary branch office had,
through abuse of position and misrepresentationdnagement, authorized the disbursement of fundisams for which collateral was
inadequate. In addition, the possibility of fraudsés related to self-dealing by the loan offiaethe disbursement of loan proceeds to persons
and entities with which the loan officer was a#ftid. This mismanagement and possible fraud waewsed as a result of the Company's
routine internal audit procedures. The loan offioeolved is no longer with the Company. The Comphas contacted authorities, and an
investigation is in process at this time. A thorougview was performed by the Company of the actsounwhich the loan officer was
involved. Management believes it has identifieda@dins for which material weaknesses exist anctlesified these loans accordingly.

Based on the resulting increase in classified assginagement considered it prudent to increasalltheance for losses through an additic
charge to the provision for loan losses in the amhofi$1.3 million and a charge to provision fosdamn foreclosed real estate in the amou
$200,000. These amounts were charged against indarimg the quarter ended March 31, 1998. Futwreveries are dependent on the
ultimate resolution of weaknesses found in the dcamd any insurance proceeds that may be receidech can not be determined at this
time.

At June 30, 1998, the Company has established@maaice for loan losses totaling $3.1 million. Td®wance represents approximately
43.9% of the total nc-performing loans at June 30, 19!



The following table sets forth an analysis of th&wty in the Company's allowance for loan losses:

(In Thousands)

Balance, September 30, 1997 ......ccocoevcvevee. $2,379
Charge-offs ...coooeiviiiiiiiieeeeeee (736)
RECOVErieS ..o 21
Additions charged to operations ............. . ... 1,435

Balance, June 30,1998 ......ccoovvvvevveneenee $ 3,099

Based on currently available information, managdrbetieves that the allowance for loan losses eéxjadte to absorb potential losses in the
portfolio. Future additions to the allowance foafolosses may become necessary based upon chaegmgmic conditions, increased loan
balances or changes in the underlying collateréh@foan portfolio.

RESULTS OF OPERATIONS

General. For the three months ended June 30, 189&ompany recorded net income of $893,000 cordpareet income of $913,000 for

the same period in 1997. The decrease in net ineeasedue primarily to a $150,000 charge to provisar loss on foreclosed real estate
taken during the 1998 period. For the nine monttaed June 30, 1998, net income was $1.9 millionpzoed to $2.7 million for the same
period in 1997. The decrease reflects a non-remyoharge to provision for loan and foreclosed estéhte losses in the amount of $1.5
million, or $940,000 net of income taxes, takenmythe second quarter, and related to a deterrmmbay management that the Company's
loss allowances should be increased, primarily @salt of mismanagement and possible fraud bylaane officer who is no longer with the
Company. For the nine months ended June 30, 198Rjding the non-recurring charge to provisionlfmn and foreclosed real estate losses,
net income was $2.9 million.

Interest and Dividend Income. Total interest anddgind income for the three months ended June @8 increased by $665,000, or 9.1%
$8.00 million, compared to $7.33 million during tse&me period in 1997. For the nine months ended 30n1998, interest and dividend
income increased by $2.21 million, or 10.3%, to.$33million from $21.52 million during 1997. Theciease for both periods is due to hic
average balances in interest earning assets dinént©98 periods compared to the previous yeargriiynas a result of increased purchast
securities available for sale, and to a lessemgxtiee increased origination and purchase of loans

Interest Expense. Total interest expense for treetmonths ended June 30, 1998 increased by $45%9000.5%, to $4.82 million from
$4.36 million during the same period in 1997. Fa@ hine months ended June 30, 1998, interest egpecreased $1.53 million, or 12.1%, to
$14.15 million from $12.62 million for the same joerin 1997. The increase in interest expense détn periods



reflects a higher average balance in deposit a¢saluring the 1998 periods due to internal growtthe deposit portfolio. In addition, the
increase in interest expense for 1998 reflectmareased average balance of Federal Home Loan &#rances used to fund the origination
and purchase of loans and the purchase of sesuaitilable for sale.

Net Interest Income. Net interest income incredse#i206,000, or 6.9%, to $3.18 million for the #gnreonths ended June 30, 1998 fi

$2.98 million for the same period in 1997. For tiree months ended June 30, 1998, net interest ia¢noneased $680,000, or 7.6%, to $9.58
million from $8.90 million for the same period i897. The increase in net interest income for betfiogds is due to the overall increase in net
earning assets between the comparable periodeethdted from increases in average balances helekiloan portfolio and the portfolio of
securities available for sale.

Provision for Loan Losses. For the three monthgueended June 30, 1998, the provision for loare®sgs $55,000 compared to $30,00(
the same period in 1997. The increase was due tagement's determination that the allowance far loases should be increased to reflect
changes in the level of classified assets anddheosition of the loan portfolio. For the nine noperiod ended June 30, 1998, the provi
for loan losses was $1.44 million compared to $30,for the same period in 1997. The increase rsfle increase in the level of classified
assets and the related determination by managehsrthe allowance for loan losses should be irsg@aThe increase in classified assets is
primarily the result of mismanagement and posdialed by an agricultural loan officer (see "Allowanfor Loan Losses").

Nor-Interest Income. Non-interest income increase@Hy1,000, or 23.5%, to $528,000 for the three nwatided June 30, 1998, from
$427,000 for the same period in 1997. For the ninaths ended June 30, 1998, non-interest inconedned $259,000, or 21.2%, to $1.48
million from $1.22 million for the same period i897. The increase in non-interest income for bettiopls reflects the higher collection of
fees on deposit accounts and, in addition for the month period, an increase in gain on salesaidrities available for sale. The gain on
sales of securities available for sale were pripgeénerated by sales of equity securities thatdmateciated substantially over purchase cost.

Nor-Interest Expense. Non-interest expense increa3@t,$00, or 18.0%, to $2.18 million for the threenths ended June 30, 1998, from
$1.85 million for the same period in 1997. For tiee months ended June 30, 1998, non-interest esgpganreased $791,000, or 14.4%, to
$6.28 million from $5.49 million for the same patim 1997. The increase in non-interest expensbdtr periods reflects increased costs
associated with the operation of an additionalceffiacility that opened for operation during 198 Dies Moines, lowa and, in addition,
reflects a charge to provision for loss on foreetbeeal estate during the 1998 periods.

Income Tax Expense. Income tax expense decreade@d0O83 or 5.0%, to $584,000 for the three montttedrdune 30, 1998, from $615,000
for the same period in 1997. The decrease is daanimimal reduction in taxable income betweendbm@parable periods. For the nine
months ended June 30, 1998, income tax expenseasett $410,000, or 22.5%, to $1.41 million fron83Imillion for the comparable peri

in 1997. The decrease is due to reduced taxabbeia@s a result of a non-recurring charge to pimvifor loan and foreclosed real estate
losses which provided a reduction in tax expensk60,000 and resulted in the creation of a dedelar asset in that amount during the
second quarter. This reduction was partially offseincreased tax expense due to higher levelaxaitie income from core operations during
the comparable period



LIQUIDITY AND CAPITAL RESOURCES

The Company's primary sources of funds are depditsowings, principal and interest payments amf investments and mortgage-backed
securities, and funds provided by operations. Wstleeduled payments on loans, mortgage-backeditsesand short-term investments are
relatively predictable sources of funds, depositvB and early loan repayments are greatly influemgegeneral interest rates, economic
conditions and competition.

Federal regulations require First Federal to maint@nimum levels of liquid assets. Currently, FiFgderal is required to maintain liquid
assets of at least 4% of the average daily balahoet withdrawable savings deposits and borrowpegsable on demand in one year or less
during the preceding calendar quarter. Liquid ask®tpurposes of this ratio include cash, certiane deposits, U.S. Government,
government agency and corporate securities andadtdins, unless otherwise pledged. First Fedemhistorically maintained its liquidity
ratio at levels in excess of those required. Festeral's regulatory liquidity ratios at June 3898 and September 30, 1997, were 24.7% and
9.8%, respectively.

The Company uses its capital resources principalipeet ongoing commitments to fund maturing degtes of deposits and loan
commitments, to maintain liquidity and to meet @iy expenses. At June 30, 1998, the Company dradhiments to originate and
purchase loans totalling $21.7 million. The Comphajjeves that loan repayment and other sourcésdf will be adequate to meet its
foreseeable short- and long-term liquidity needs.

Regulations require First Federal to maintain mimimamounts and ratios of tangible capital and yercapital to average assets, and risk-
based capital to risiveighted assets. The following table sets fortstHederal's actual capital and required capitaluarts and ratios at Ju
30, 1998 which, at that date, exceeded the cagiaduacy requirement



Minimum
Requirement

Minimum To Be Well
Requirement Capitalized Under
For Capital Prompt Corrective
Actual Adequacy Purposes Action Provisions
Amount % Amount % Amount %

(Dollars in Thousands)
Total Capital (to risk

weighted assets) $32,691 12.6% $20,772 8.0% $25,965 10. 0%
Tier | (Core) Capital (to

risk weighted assets) $30,212 11.6% $10,386 4.0% $15,579 6. 0%
Tier | (Core) Capital (to

adjusted total assets) $30,212 8.1% $11,170 3.0% N/A N/ A
Tangible Capital (to

adjusted total assets) $30,212 8.1% $ 5,585 1.5% N/A N/ A
Tier | (Core) Capital

(to average assets) $30,212 8.8% $13,738 4.0% $17,172 5. 0%

Regulations require Security to maintain minimunoants and ratios of total risk-based capital arat Ticapital to riskweighted assets ani
leverage ratio consisting of Tier 1 capital to ager assets. The following table sets forth Secsrdtgtual capital and required capital amounts
and ratios at June 30, 1998 which, at that dateeeded the capital adequacy requirements:

Minimum
Requirement
Minimum To Be Well
Requirement Capitalized Under
For Capital ~ Prompt Corrective
Actual Adequacy Purposes  Action Provisions
Amount % Amount % Amount %

(Dollars in Thousands)
Total Capital (to risk

weighted assets) .... $4,062 16.2% $2,006 8.0% $2,508 10.0%
Tier | Capital (to risk

weighted assets) .... $3,776 15.1% $1,003 4.0% $1,505 6.0%
Tier | Capital

(to average assets) . $3,776 10.7% $1,407 4.0% $1,758 5.0%

The Federal Deposit Insurance Corporation ImprovdrAet of 1991 (FDICIA) established five regulatargpital categories and authorized
the banking regulators to take prompt correctiieacowith respect to institutions in an undercapitad category. At June 30, 1998, First
Federal and Security exceeded minimum requirenfentbe wel-capitalized categon



The Year 2000 | ssue

The Company is aware of the issues associatedétprogramming code in existing computer systesrth@ Year 2000 approaches. The
"Year 2000" problem will affect virtually every cqoater operation in some way by the rollover ofttlue digit value to 00. The issue is
whether computer systems will properly recognizee-densitive information when the year change$@02Systems that do not properly
recognize such information could generate erronéats or cause a system to fail.

The Company recognizes the need to ensure its topesavill not be adversely impacted by Year 206fvgare failures. The Company has
established a process for evaluating and manabangsks associated with this issue. An assessai¢hé Year 2000 compliance of the
Company's computer systems has been completed.eds af material concern were identified as a teduhis assessment. The Company is
requiring its computer systems and software ventiorepresent that their products are, or willYoear 2000 compliant, and has planned a
program for testing of compliance. The financiapant to the Company and its financial positionesutts of operations as a result of the
Year 2000 issue cannot be estimated as of Junk9%8, but is not considered to be mate



Part I. Financial Information

Item 3. Quantitative and Qualitative Disclosure AbMarket Risk

Market Risk

The Company is exposed to the impact of interdstahanges and changes in the market value ohiestments.

The Company currently focuses lending efforts taln@niginating and purchasing competitively priceljuatable-rate loan products and fixed-
rate loan products with relatively short terms tatamity. This allows the Company to maintain a fadid of loans which will be sensitive to
changes in the level of interest rates while pringjch reasonable spread to the cost of liabiliiigsd to fund the loans.

The Company's primary objective for its investmgumitfolio is to provide the liquidity necessaryneet loan funding needs. This portfolio is
used in the ongoing management of changes to thgp@ay's asset/liability mix, while contributing peofitability through earnings flow. Tt
investment policy generally calls for funds to hedsted among various categories of security tgpelsmaturities based upon the Company's
need for liquidity, desire to achieve a proper hatabetween minimizing risk while maximizing yiettie need to provide collateral for
borrowings, and to fulfill the Company's assetilifopmanagement goals.

The Company's cost of funds responds to changeseirest rates due to the relatively short-ternureadf its deposit portfolio. Consequently,
the results of operations are generally influerfmgthe levels of short-term interest rates. The gamy offers a range of maturities on its
deposit products at competitive rates and monttesnaturities on an ongoing basis.

The Company emphasizes and promotes its savinggymoarket, demand and NOW accounts and, subjecatket conditions, certificates
of deposit with maturities of six months througbefiyears, principally from its primary market aréae savings and NOW accounts tend to
be less susceptible to rapid changes in interéss.ra

In managing its asset/liability mix, the Companiytimes, depending on the relationship between-lang short-term interest rates, market
conditions and consumer preference, may place sbiataygveater emphasis on maximizing its net interestin than on strictly matching the
interest rate sensitivity of its assets and lisiedi Management believes that the increased petrie which may result from an acceptable
mismatch in the actual maturity or repricing ofatset and liability portfolios can, during periadgieclining or stable interest rates, provide
sufficient returns to justify the increased expestar sudden and unexpected increases in intetestwhich may result from such a misma
The Company has established limits, which may cedram time to time, on the level of acceptableiast rate risk. There can be no
assurance, however, that in the event of an adebi@age in interest rates the Company's efforisnibinterest rate risk will be successf



Net Portfolio Value The Company uses a Net Podfdlalue ("NPV") approach to the quantification ofarest rate risk. This approa
calculates the difference between the present \aflegpected cash flows from assets and the preséu of expected cash flows from
liabilities, as well as cash flows from off-balarsteeet contracts. Management of the Company'ssaasétliabilities is performed within the
context of the marketplace, but also within ling&ablished by the Board of Directors on the amotiohange in NPV which is acceptable
given certain interest rate changes.

Presented below, as of June 30, 1998, is an asalj/he Company's interest rate risk as measwethiénges in NPV for an instantaneous
and sustained parallel shift in the yield curvel@® basis point increments, up and down 200 Ipasigs. As illustrated in the table, the
Company's NPV is more sensitive to rising rate gearthan declining rates. This occurs primarilyause, as rates rise, the market value of
fixed-rate loans declines due both to the rateciase and the related slowing of prepayments. Wdites decline, the Company does not
experience a significant rise in market value fase loans because borrowers prepay at relativgiehrates. The value of the Company's
deposits and borrowings change in approximatelysémee proportion in rising and falling rate sceosri

At June 30, 1998

Change in Interest Rate Board Limit
(Basis Points) % Change $ Change % Change
(Do llars in Thousands)
+200 bp (40)% $(15,222) (30.6)%
+100 bp (25) (8,152) (16.4)
0 bp - - -
- 100 bp (10) 9,448 19.0
- 200 bp (15) 19,841 39.9

Certain shortcomings are inherent in the methaghalysis presented in the foregoing table. For @t@nalthough certain assets and liabili
may have similar maturities or periods to repricitihgey may react in different degrees to changesdrket interest rates. Also, the interest
rates on certain types of assets and liabilitieg fluetuate in advance of changes in market intaaes, while interest rates on other types
may lag behind changes in market rates. Additignatrtain assets such as adjustable-rate mortgags, have features which restrict
changes in interest rates on a short-term basiewagdthe life of the asset. Further, in the exdra change in interest rates, prepayments and
early withdrawal levels would likely deviate frofmose assumed in calculating the tables. Finalty afhility of some borrowers to service tt
debt may decrease in the event of an interestnatease. The Company considers all of these faatamonitoring its exposure to interest
rate risk.



FIRST MIDWEST FINANCIAL, INC.
PART Il - OTHER INFORMATION

FORM 10-Q

Item 6. Exhibits and Reportson Form 8-K

(a) Exhibits: None

(b) Reports on Form 8-K:

First Midwest Financial, Inc. filed Form 8-K datégril 17, 1998 to report the issuance of a preksase announcing second quarter earnings,
which included the effect of a $1.5 million chatgeprovision for loan losses related to mismanageraad possible fraud by a former loan

officer.

All other items have been omitted as not requinedad applicable under the instructio



FIRST MIDWEST FINANCIAL, INC.
SIGNATURES

Pursuant to the requirements of the Securities &xga Act of 1934, the Registrant has duly causisdeport to be signed on its behalf by
undersigned thereunto duly authorized.

FIRST MIDWEST FINANCIAL, INC.

Dat e: August 13, 1998 By: /s/ James S. Haahr

James S. Haahr, Chairman of the Board,
Presi dent and Chi ef Executive O ficer

Dat e: August 13, 1998 By: /s/ Donald J. Wnchell

Donald J. Wnchell, Vice President,
Treasurer and Chief Financial Oficer



ARTICLE9

PERIOD TYPE 9 MOS
FISCAL YEAR END SEP 30 199
PERIOD END JUN 30 199
CASH 869,18
INT BEARING DEPOSITE 9,148,771
FED FUNDS SOLLC 700,00t
TRADING ASSETS 0
INVESTMENTS HELD FOR SALE 132,947,45
INVESTMENTS CARRYING 0
INVESTMENTS MARKET 0
LOANS 260,295,67
ALLOWANCE 3,098,99!
TOTAL ASSETS 421,258,43
DEPOSITS 269,493,34
SHORT TERM 44,068,33
LIABILITIES OTHER 3,143,74.
LONG TERM 61,666,83
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 29,58(
OTHER SE 42,856,59
TOTAL LIABILITIES AND EQUITY 421,258,43
INTEREST LOAN 17,111,27
INTEREST INVEST 6,619,53!
INTEREST OTHER 0
INTEREST TOTAL 23,730,80
INTEREST DEPOSI1 9,878,38
INTEREST EXPENSE 14,150,72
INTEREST INCOME NET 9,580,07
LOAN LOSSES 1,435,001
SECURITIES GAINS 308,44:
EXPENSE OTHEF 6,279,04!
INCOME PRETAX 3,343,12
INCOME PRE EXTRAORDINARY 1,928,42
EXTRAORDINARY 0
CHANGES 0
NET INCOME 1,928,42
EPS PRIMARY .74
EPS DILUTED .7C
YIELD ACTUAL 0
LOANS NON 4,113,94:
LOANS PAST 2,949,53
LOANS TROUBLED 0
LOANS PROBLEM 3,985,901
ALLOWANCE OPEN 2,379,09.
CHARGE OFF¢< 736,79!
RECOVERIES 21,69¢
ALLOWANCE CLOSE 3,098,99!
ALLOWANCE DOMESTIC 2,940,54
ALLOWANCE FOREIGN 0
ALLOWANCE UNALLOCATED 158,44t
End of Filing
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