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Forward-Looking Statements

When used in this Form 1K-or future filings by the Company with the Seci@stand Exchange Commission, in the Company's petsase:
or other public or shareholder communicationsnasral statements made by or with the approvahd#thorized executive officer, the wo
or phrases "will likely result", "are expected tbill continue", "is anticipated”, "estimate", 'gect”, "believe" or similar expressions are
intended to identify "forward-looking statementsithin the meaning of the Private Securities LitigatReform Act of 1995. The Company
wishes to caution readers that such forward-looktagements speak only as of the date made, andatiaus factors, including regional and
national economic conditions, changes in levelsafket interest rates, credit risks of lending\ti¢is, and competitive and regulatory
factors, could affect the Company's financial perfance and could cause the Company's actual résufigure periods to differ materially

from those anticipated or projected.

The Company does not undertake, and specificadiglaims any obligation, to revise any forward-loakstatements to reflect the occurrence
of anticipated or unanticipated events or circumsta after the date of such statements.

PART |
Item 1. Description of Business
General

First Midwest Financial, Inc. ("First Midwest," amdth its subsidiaries, the "Company") is a Delagvaorporation, the principal assets of
which are First Federal Savings Bank of the Midw#sirst Federal" or the "Bank") and Security StBtnk ("Security"). First Midwest, on
September 20, 1993, acquired all of the capitalksts First Federal in connection with First Fedsreonversion from the mutual to stock
form ownership (the "Conversion"). On Septemberl3®6, the Company became a bank holding Compaoy i acquisition of Security,
as discussed below. All references to the Compaioy o September 20, 1993, are to First Federdlisnsubsidiary on a consolidated basis.

Since the Conversion, the Company has been areatiyuiror of financial institutions. On March 2894, First Midwest acquired
Brookings Federal Bank in Brookings, South DakdBrgokings™). On December 29, 1995, First Midwesfzired lowa Savings Bank, FSB
in Des Moines, lowa ("lowa Savings"). Brookings dadia Savings were both merged with and now operaidivisions of First Federal.
Lastly, on September 30, 1996, First Midwest contgaléhe acquisition of Central West Bancorpora{l@WB") for an aggregate merger
consideration of approximately $5.25 million. CWRBsvthe holding company for Security in Stuart, lowhich upon the merger of CWB
into First Midwest resulted in Security becomingtand-alone banking subsidiary of First Midwestlddn the context otherwise requires,
references herein to the Company include First MgtwSecurity and First Federal and its subsidiariea consolidated basis. See
"Management's Discussion and Analysis -- Acquisgi€ompleted” in the Annual Report to Shareholdéexched hereto as Exhibit 13 (the
"Annual Report").



First Federal and Security (collectively, the "Bafjkare the only operating subsidiaries of Firstiiviést. The Banks are community-oriented
financial institutions offering a variety of finaiat services to meet the needs of the communitieg serve. The Company, through its
subsidiary Banks, provides a full range of finahs&rvices. The principal business of First Fedeistborically has consisted of attracting re
deposits from the general public and investing¢hfasds primarily in one- to four-family residertiaortgage loans and, to a lesser extent,
commercial and multiamily real estate, agricultural operating and esdhte, construction, consumer and commerciahbssiloans primari
in First Federal's market area. Recently, FirseFalts lending activities have expanded to inclaéncreased emphasis on originations and
purchases of commercial and multi-family real estaains. The principal business of Security has la@el continues to be attracting retail
deposits from the general public and investingéhfosds in agricultural real estate and operata@g$ and, to a lesser extent, one- to four-
family residential, commercial business and consuosns. The Banks also purchase mortgage-bacledites and invest in U.S.
Government and agency obligations and other peiohésieivestments. At September 30, 1997, the Companl total assets of $404.6
million, deposits of $246.1 million, and sharehoklequity of $43.5 million.

The Company's revenues are derived primarily frot@rest on mortgage loans, mortgage-backed sexgyritivestments, consumer loans,
agricultural operating loans, commercial business$, income from service charges and loan origimgitloan servicing fee income, and
income from the sale of mutual funds, insurancelpcts, annuities and brokerage services througdeitdce corporation subsidiaries.

First Federal, through its wholly-owned subsididfiyst Services Financial Limited ("First Servicgsiffers mutual funds and, in some
locations, insurance products and annuities. litiaed Brookings Service Corporation (a subsidiafyFirst Services) offers full service
brokerage services through PrimeVest Financiali€esyInc., a third party vendor.

First Midwest and the Banks are subject to comprsive regulation. See "Regulation" herein.

The executive offices of the Company are locatdeifét at Erie, Storm Lake, lowa 50588. Its telepemumber at that address is (712) 732-
4117.

Market Area

First Federal's main office is located at Fiftieae, Storm Lake, lowa. First Federal also operatesbranch office also located in Storm
Lake, as well as seven additional branch officeatied in the communities of Des Moines (two offjcéske View, Laurens, Manson,
Odebolt, Sac City, lowa and two offices in Broolsn&outh Dakota. Security currently operates isrmss through three full service offices
in Casey, Menlo and Stuart, lowa. The Companymany market area includes Adair, Buena Vista, Qath&uthrie, Ida, Pocahontas, Polk
and Sac Counties in lowa and Brookings County it ®akota.

Storm Lake is located in northwest lowa approxinyai®0 miles northwest of Des Moines and 200 mslesth of Minneapolis in Buena Vit
County. Like much of the State of lowa, Storm Lakel the Company's primary market area are highteni@ent upon farming and
agricultural markets. Major employers in the amaude Buena Vista County Hospital, IBP, Inc. aridMBar Foods of lowa. Storm Lake is
also home to Buena Vista Universi



Brookings is located in east central South Dakapgroximately 50 miles north of Sioux Falls and 2fites west of Minneapolis in
Brookings County. First Federal's market area ints@®@akota encompasses approximately a 30 mileisadfiBrookings. The area is
generally rural, and agriculture is a significamustry in the community. South Dakota State Ursitglis the largest employer in Brookings.
The University had 8,200 students enrolled forkt@7 fall term and employs 524 full-time professdise community also has several
manufacturing companies, including 3M, Larson Matiiring, Daktronics, Falcon Plastics and Twin Gian. The Brookings division
operates from a main office located in downtownd&ings and one drive-up branch office also locateBrookings.

Des Moines, the capitol of lowa, is centrally lamhin the state. First Federal's Des Moines maniest encompasses Polk County and the
surrounding counties in central lowa. The West Bleines office operates in a high-traffic area asrffsem a major mall. The Highland Park
office is located approximately five minutes noofrdowntown Des Moines. As of 1996, the Des Moipepulation was approximately
644,000, with an annual household growth rate @%. Des Moines is one of the top three insuraeogecs in the world, with sixty-seven
insurance company headquarters and over one hurefgehal insurance offices. Other major businessdade Hy-Vee Food Stores, Inc.,
Bridgestone-Firestone, Inc., Communication Data/i8es, Inc., Pioneer Hi-Bred, John Deere, and M#éredorporation. Universities in the
area include Drake University, Upper lowa Universi&impson College, Grand View College, Hamiltorll€ge and the University of
Osteopathic Medicine and Health Sciences.

Security's main office is in Stuart, which is laagin west central lowa approximately 40 miles veédbes Moines on the border of Adair ¢
Guthrie counties. Security's market area is higlelgendent on farming and agriculture-related bssie® In recent years, the westward
expansion of Des Moines, combined with direct istizie highway access to Stuart, has resulted mifisignt development of new service-
related businesses in the community. This developm®vides economic diversity to Security's maikeia.

Lending Activities

General. Historically, the Company has originaizdd-rate, one- to four-family mortgage loans.He early 1980's, the Company began to
focus on the origination of adjustable-rate moreg@\RM") loans and short-term loans for retentiorits portfolio in order to increase the
percentage of loans in its portfolio with more fneqt repricing or shorter maturities, and in somges higher yields, than fixed-rate
residential mortgage loans. The Company, howewar cbntinued to originate fixed-rate residentiattgege loans in response to consumer
demand. See "Management's Discussion and Analyaisset/Liability Management" in the Annual Report.

While the Company historically has focused its lagdactivities on the origination of loans secubgdirst mortgages on owner-occupied
one- to four-family residences, it also originad@sl purchases commercial and multi-family realtedtsans and originates consumer,
commercial business, residential construction aygtalturally related loans. The Company originatesst of its loans in its primary market
area. More recently, the Company has increaseritshasis, both in absolute dollars and as a pegemf its gross loan portfolio, on these
less traditional lending activities. At Septemb@r 3997, the Company's net loan portfolio total28456 million, or 62.9% of the Company's
total assets



Loan applications are initially considered and appd at various levels of authority, dependinglentype, amount and loan-to-value ratio of
the loan. The Company has loan committees for eatie Banks comprised of officers of such Banksans in excess of certain amounts
require the approval of at least two committee menslwvho must also be executive officers, or by ®@hk's Board of Directors, which has
responsibility for the overall supervision of tleah portfolio. The Company reserves the right szalitinue, adjust or create new lending
programs to respond to its needs and to compefasters.

At September 30, 1997, the Company's largest lgnditationship to a single borrower or group o&tetl borrowers totaled $4.8 million. The
Company had eight other lending relationships itess of $2.5 million as of September 30, 1997 thithaverage outstanding balance of
loans totaling approximately $3.1 million. At Septeer 30, 1997, each of these loans was performiagdordance with its repayment terms,
except for a $4.0 million commercial real estagnleecured by four nursing homes which was 60 delpsquent at fiscal year end. See
"Business-- Nor-Performing Assets, Other Loans of Concern and GladsAssets.'



Loan Portfolio Composition. The following table pides information about the composition of the Camys loan portfolio in dollar
amounts and in percentages (before deductionsémslin process, deferred fees and discounts Bwdaaices for losses) as of the dates
indicated.

September 30,

1993 1994 1995 1996

Amount Percent Amount Percent Amount Percent Amount Percent

(Dollars in Thousands)

Real Estate Loans

One- to four-family.................... 41.8% $55,162 34.3% $57,274 30.4% $ 78,476 31.6%
Commercial and multi-family. . 28.8 59,920 37.3 73,419 38.9 85,157 34.2
Agricultural..........cccooeiiiinens 74 8,064 5.0 7,021 3.7 11,068 4.5
Construction or development 49 10,248 6.4 17,877 9.5 7,819 3.1
Total real estate loans. 82.9 133,394 83.0 155,591 82.5 182,520 73.4
Other Loans:
Consumer Loans:
Home equity.........ccevveivirnns 2,158 26 3,784 24 4,906 2.6 7,823 3.1
Automobile.........c.cceiiiiinene 700 9 2,944 1.8 3,663 1.9 5,356 2.2
Deposit account.............ccccee.... 1,421 1.7 385 2 330 2 666 3
268 3 422 3 382 2 324 1
668 8 3,063 1.9 3,727 2.0 6,259 25
Total consumer loans............... 5,215 6.3 10,598 6.6 13,008 6.9 20,428 8.2
Agricultural operating... 9.5 7,784 4.8 11,905 6.3 30,364 12.2
Commercial business... 1.3 8,931 5.6 8,173 4.3 15,468 6.2
Total other loans.................. 17.1 27,313 17.0 33,086 17.5 66,260 26.6
Total loans........cccoeeevueeennes 100.0% 160,707 100.0% 188,677 100.0% 248,780 100.0%
Less:
Loans in process........ccoceevueene 1,345 3,425 8,071 2,240
Deferred fees and discounts............ 88 343 404 650
Allowance for losses........... 825 1,442 1,650 2,356

$80,225 $155,497 $178,552 $243,534

Total loans receivable, net




September 30,

1997
Am ount Percent
Real Estate Loans
One- to four-family.................... $ 73 ,903 27.8%
Commercial and multi-family............ 74 ,870 28.1
Agricultural..........cccccvveeeennn. 11 , 732 4.4
Construction or development 21 ,264 8.0
Total real estate loans............ 181 , 769 68.3
Other Loans:
Consumer Loans:
Home equity.......ccceeeeriiineeenne 14 ,007 5.3
Automobile.............cccciiiiines 6 ,106 2.3
Deposit account...........cc.......... 533 2
Student................. . 383 1
Other (1)....cocoveeeeriiiiieeenns 6 ,369 2.4
Total consumer loans............... 27 ,398 10.3
Agricultural operating 38 ,650 14.5
Commercial business 18 ,456 6.9
Total other loans.................. 84 ,504 31.7
Total loans............ccccvune 266 ,273 100.0%
Less:
Loans in process.......cccccceeeeenn. 8 ,700
Deferred fees and discounts. 553
Allowance for losses.......... 2 ,379
Total loans receivable, net............ $254 ,641

(1) Consist generally of various types of secumsd @nsecured consumer loa



The following table shows the composition of thex@any's loan portfolio by fixed and adjustable &téhe dates indicated.

Fixed Rate Loans:

Real estate:

One- to four-family..........c..c....... $14,991
Commercial and multi-family............. 7,955
Agricultural

............................ 1,144
Construction or development............. 155
Total fixed-rate real estate loans... 24,245
CONSUMET.....coiiiiiiiiiiiiieiiee s 4,676
Agricultural operating . 2,159
Commercial business..................... 730
Total fixed-rate loans............... 31,810
Adjustable Rate Loans:
Real estate:
One- to four-family.............cc.o... 19,494
Commercial and multi-family............. 15,820
Agricultural..........cccooeiiinen. 4,921
Construction or development............. 3,882

Total adjustable-rate real
estate loans..
Consumer
Agricultural operating
Commercial business

Less:
Loans in process.....

Deferred fees and discounts
Allowance for loan losses....

Total loans, net

September 30,
1993 1994 1995
Percent Amount Percent

Amount

(Dollars in Thousands)

18.2% $19,913 12.4% $22,875
9.6 13,340 8.3

14,262
1.4 1,806 11 5,536
2 4231 2.6 2,342
29.4 39,290 244 45,015
5.7 10,022 6.2 12,303
26 5,945 3.7 7,335
9 7,887 4.9 5,521
38.6 63,144 39.2 70,174
23.6 35,249 219 34,399
19.2 46,580 29.0 59,157
6.0 6,258 3.9 1,485
4.7 6,017 3.8 15,5535

53.5 94,104 58.6 110,576
7 576 4

705
6.8 1,839 11 4,570
4 1,044 7 2,652
61.4 97,563 60.8 118,503

100.0% 160,707 100.0% 188,677

8,071
343 404
1,442 1,650
$155,497 $178,552

1996
Percent Amount Percent
12.1% $41,322 16.6%

7.6 14,036 5.6
2.9 4,250 1.7
13 2,938 12

239 62,546 25.1
6.5 19,145 7.7
3.9 14,998 6.1
2.9 7,200 2.9

37.2 103,889 41.8

18.2 37,154 149

314 71,121 286
.8 6,818 2.7
8.2 4,881 2.0

58.6 119,974 48.2
4 1,283 .5
2.4 15,366 6.2
14 8,268 3.3

62.8 144,891 58.2

100.0% 248,780

100.0%

2,240



Fixed Rate Loans:
Real estate:
One- to four-family..................... $3

Commercial and multi-family............. 1

Agricultural............cooeeiinnnne
Construction or development.............

Total fixed-rate real estate loans... 5
CONSUMET ...ueviiiiiieeeeeeeee i 2
Agricultural operating.. 1
Commercial business..................... 1

Total fixed-rate loans............... 10

Adjustable Rate Loans:
Real estate:
One- to four-family
Commercial and multi-family
Agricultural...........cocooiiniinns

Construction or development............. 1

Total adjustable-rate real

estate loans..............ccccueee 12
Consumer........ccceeee....
Agricultural operating...
Commercial business............cccceee...

Total adjustable rate loans.......... 15
Total loans..........ccceeeeeenen. 26

Less:

Loans in process.......ccccceveeeeeennnn.
Deferred fees and discounts.
Allowance for loan losses................

Total loans, net............c....... $25

September 30,

1,124 4.2
5,978 2.3
2,997 11
3,468 20.1
6,100 9.8
6,280 6.1
0,462 3.9
6,310 39.9
0,534 15.2
3,746 23.9
5,754 2.2
8,267 6.9
8,301 48.2
1,298 5

2,370 8.4
7,994 3.0
9,963 60.1



The following table illustrates the interest ragmsitivity of the Company's loan portfolio at Sepber 30, 1997. Mortgages which have
adjustable or renegotiable interest rates are stamamaturing in the period during which the corttraprices. The table does not reflect the

effects of possible prepayments or enforcementiefah-sale clauses.

Real Estat

————————————————————————————————————————————————— Agricultural
Mortgage(1) Construction Consumer Operating
Weighted Weighted Weighted Weighted
Average Average Average Average
Amount Rate Amount Rate Amount Rate Amount Rate
(Dollars in Thousands)
Due During
Years Ending
September 30,
1998(2) .......... $108,707 8.03% $ 8,781 9.39% $10,100 9.75% $ 34,663 9.67%
1999-2002 ........ 28,253 8.19 8,036 9.20 14,703 9.76 3,898 9.34
2002 and following 23,545 8.08 4,447 8.56 2,595 10.22 89 9.20
Commercial
Business Total
Weighted Weighted
Average Average
Amount Rate Amount Rate
Due During
Years Ending
September 30,
1998(2) .......... $ 15,614 9.65% $177,865 8.66%
1999-2002 ........ 2,831 9.66 57,721 8.88
2002 and following 11 10.73 30,687 8.34

(1) Includes one- to four-family, multi-family, canercial and agricultural real estate loans.

(2) Includes demand loans, loans having no statgdnity and overdraft loan



The total amount of loans due after September 383 Which have predetermined interest rates is8d%idlion, while the total amount of
loans due after such date which have floating @rsadble interest rates is $131.5 million.

One- to Four-Family Residential Mortgage Lendinge©to four-family residential mortgage loan origfions are generated by the
Company's marketing efforts, its present custonveatk-in customers and referrals from real estgengs and builders. At September 30,
1997, the Company's one- to four-family residertaltgage loan portfolio totaled $73.9 million,2#.8% of the Company's total gross loan
portfolio. Approximately 12.6% of the Company's etefour-family mortgage loans or 3.5% of the C@my's gross loans have been
purchased, generally from other financial instdns. See "--Originations, Purchases, Sales andc8ey\of Loans and Mortgage-Backed
Securities." At September 30, 1997, the averagstanding principal balance of a one- to four-famégidential mortgage loan was $41,000.

The Company offers fixed-rate and ARM loans. Dutiing year ended September 30, 1997, the Compaginated $7.9 million of
adjustable-rate loans and $7.3 million of fixecerlmtans secured by one- to four-family residemgal estate. The Company's one- to four-
family residential mortgage originations are sedyygmarily by properties located in its primary nket area and surrounding areas.

The Company originates one- to four-family residg@nhortgage loans with terms up to a maximum cf/8ars and with loan-to-value ratios
up to 95% of the lesser of the appraised valud®fecurity property or the contract price. The @any generally requires that private
mortgage insurance be obtained in an amount serffi¢o reduce the Company's exposure to at or bilew80% loan-to-value level.
Residential loans generally do not include prepayrpenalties.

The Company currently offers one, three and fivar Y8RM loans with an initial interest rate margiveo the yield on the corresponding U.S.
Treasury Security. These loans have a fixed-ratéhiostated period and, thereafter, such loansadpnually. These loans provide for an
annual cap of up to a 200 basis points and artifettap of 600 basis points over the initial rate aAconsequence of using an initial fixed-rate
and caps, the interest rates on these loans mayerax rate sensitive as is the Company's coshaf The Company's ARMs do not permit
negative amortization of principal and are not aatible into a fixed rate loan. From time to tinme tCompany may permit ARM loans to be
assumed by qualified borrowers upon payment ofssaraption fee. The Company qualifies ARM loan beets at the fully indexed rate.
The Company's delinquency experience on its ARMddaas generally been similar to its experiencéxewl rate residential loans.

Due to consumer demand, the Company also offegslfiate mortgage loans with terms up to 30 yeaost wf which conform to secondary
market standards, i.e., Federal National Mortgaggogiation ("FNMA"), Government National Mortgagss&ciation ("GNMA"), and
Federal Home Loan Mortgage Corporation ("FHLMCgrstards. Interest rates charged on these fixedeats are competitively priced
according to market conditions. The Company histdly retained its fixed-rate loans for its loarrgfalio, however, in June 1996, the
Company began selling, with servicing retained, tnodds fixec-rate loans with terms of 15 years or greater to AN



In underwriting one- to four-family residential tesstate loans, the Company evaluates both thewerts ability to make monthly payments
and the value of the property securing the loanst\dbooperties securing real estate loans madeebgtimpany are appraised by independent
fee appraisers approved by the Board of Direciiie. Company generally requires borrowers to otaaiattorney's title opinion, and fire a
property insurance (including flood insurance,atassary) in an amount not less than the amouhedban. Real estate loans originated by
the Company generally contain a "due on sale" elallswing the Company to declare the unpaid ppaicbalance due and payable upon the
sale of the security property.

Commercial and Multi-Family Real Estate LendingeT@ompany is also engaged in commercial and natily real estate lending in its
primary market area and surrounding areas andurasg@sed whole loan and participation interesteans from other financial institutions.
The purchased loans and loan participation inter@®t generally secured by properties locatedemidwest and Northwest. During fiscal
1997, the Company, in order to supplement its fmantfolio and consistent with management's objestito expand the Company's
commercial and multi-family loan portfolio, purcleak$26.8 million of such loans compared to $18.Baniduring fiscal 1996. However,
due to a large number of prepayments and matudfieemmercial and multi-family real estate loawsing fiscal 1997 as a result of a
favorable interest rate environment, at Septembef 397, the Company had $74.9 million of comméma multi-family real estate loans
compared to $85.2 million at September 30, 1996dytember 30, 1997, $1.7 million, or 2.3% of tleenPany's commercial and multi-
family real estate loans were non-performing. SeeNon-Performing Assets, Other Loans of Concemnh Glassified Assets.”

The Company's commercial and multi-family real estaan portfolio is secured primarily by apartmbuaildings, nursing homes, assisted
living/retirement facilities, office buildings anth a lesser extent, hotels and warehouses. Corrahand multi-family real estate loans
generally have terms that do not exceed 25 yazan;to-value ratios of up to 75% of the appraisaldes of the security property, and are
typically secured by personal guarantees of theolars. The Company has a variety of rate adjustfeatures and other terms in its
commercial and multi-family real estate loan pditfoCommercial and multi-family real estate logmevide for a margin over a number of
different indices. In underwriting these loans, @@mpany currently analyzes the financial condittbthe borrower, the borrower's credit
history, and the reliability and predictability thfe cash flow generated by the property securiaddan. Appraisals on properties securing
commercial real estate loans originated by the Gom@re performed by independent appraisers.

At September 30, 1997, the Company's largest cogiai@nd multi-family real estate loan was a $4iiom loan secured by four nursing
homes located in Minnesota. At fiscal year end lités was 60 days delinquent. See "Business -- Remfierming Assets, Other Loans of
Concern and Classified Assets." The Company hadthier commercial and/or mulamily loans in excess of $2.5 million at such datk of
these loans are currently performing in accordavite their terms. At September 30, 1997, the aver@gstanding principal balance of a
commercial or multi-family real estate loan heldtbg Company was $433,000.

Multi-family and commercial real estate loans gatigmpresent a higher level of risk than loans sedby one- to foufamily residences. Th
greater risk is due to several factors, includimg¢oncentration of principal in a limited numbétaans and borrowers, the effect of general
economic



conditions on income producing properties and ticeciased difficulty of evaluating and monitoringgke types of loans. Furthermore, the
repayment of loans secured by multi-family and caruial real estate is typically dependent uporstieeessful operation of the related real
estate project. If the cash flow from the projsctaduced (for example, if leases are not obtaimednewed, or a bankruptcy court modifies a
lease term, or a major tenant is unable to fut8llease obligations), the borrower's ability épay the loan may be impaired.

Construction Lending. The Company makes constrodtians to individuals for the construction of tireisidences as well as to builders for
the construction of one- to four-family residenaesl commercial and multi-family real estate. Att8ember 30, 1997, the Company's
construction loan portfolio totaled $21.3 milliaor, 8.0% of the Company's total gross loan portfolio

Construction loans to individuals for their resides are structured to be converted to permanens laisthe end of the construction phase,
which typically runs up to twelve months. Thesestanction loans have rates and terms which genparakch the one- to four-family loan
rates then offered by the Company, except thandutie construction phase the borrower pays irnterdg. Generally, the maximum loan-to-
value ratio of owner occupied single family constion loans is 80% of appraised value. Residentaktruction loans are generally
underwritten pursuant to the same guidelines usedrfginating permanent residential loans. At 8egier 30, 1997, the Company had $1.5
million of construction loans to borrowers intenglito live in the properties upon completion of domstion.

Construction loans to builders of one- to four-fgmésidences require the payment of interest émwp to 24 months and have terms of up
to 24 months. These loans may provide for the paymieinterest and loan fees from loan proceedscang/ adjustable rates of interest. L«
fees charged in connection with the originatioswéh loans range from 1% to 2%. At September 387 1he Company did not have any
construction loans to builders of one- to four-fgmésidences.

Construction loans on commercial and multi-famégalrestate projects may be secured by apartmemisulural facilities, small office
buildings, medical facilities, assisted living fit@s, hotels or other property, and are struatucebe converted to permanent loans at the end
of the construction phase, which generally runsoup8 months. These construction loans have raigseams which match any permanent
multi-family or commercial real estate loan thefeoféd by the Company, except that during the canstn phase the borrower pays interest
only. These loans generally provide for the paynoémterest and loan fees from loan proceeds.eftt&nber 30, 1997, the Company had
approximately $19.7 million of loans for the comstiion of commercial and multi-family real estatdis amount consisted of four loans
totaling $4.7 million for the construction of apaent complexes, two loans totaling $4.7 million lee construction of assisted living
facilities, nine loans totaling $8.5 million forettonstruction of commercial office buildings andedoan totaling $1.8 million for the
construction of a hotel. All of these loans weref@ening in accordance with their terms at Septengte 1997



Construction loans are obtained principally throeghtinued business from builders who have preWoosrrowed from the Company, as
well as referrals from existing customers and walkustomers. The application process includedbagsion to the Company of accurate
plans, specifications and costs of the projecitadnstructed. These items are also used as atbastermine the appraised value of the

subject property. Loans are based on the lessbedafurrent appraised value of the property orctis of construction (land plus building).

Because of the uncertainties inherent in estimatorgstruction costs and the market for the prajpcin completion, it is relatively difficult to
evaluate accurately the total loan funds requicecbimplete a project, the related loan-to-valuesaind the likelihood of ultimate success of
the project. Construction loans to borrowers othan owner-occupants also involve many of the sasks discussed above regarding multi-
family and commercial real estate loans and terbtmore sensitive to general economic conditibaa many other types of loans. Also, the
funding of loan fees and interest during the cartsiton phase makes the monitoring of the progré#iseoproject particularly important, as
customary early warning signals of project difftee$ may not be present.

Agricultural Lending. The Company originates loam$inance the purchase of farmland, livestockpfanachinery and equipment, seed,
fertilizer and for other farm related products.Sgptember 30, 1997, the Company had agricultushlestate loans secured by farmland of
$11.7 million or 4.4% of the Company's gross loartfplio. At the same date, $38.7 million, or 14.%¥%the Company's gross loan portfolio,
consisted of secured loans related to agricultypatations.

Agricultural operating loans are originated at eitan adjustable or fixed rate of interest forap bne year term or, in the case of livestock,
upon sale. Most agricultural operating loans havms$ of one year or less. Such loans provide fgmeats of principal and interest at least
annually, or a lump sum payment upon maturity & dhiginal term is less than one year. Loans seéldoyeagricultural machinery are
generally originated as fixed-rate loans with teohap to five years. At September 30, 1997, therage outstanding principal balance of an
agricultural operating loan held by the Company $24,000. At September 30, 1997, $289,000, or afdhe Company's agricultural
operating loans were non-performing.

Agricultural real estate loans are frequently araged with adjustable rates of interest. Generallgh loans provide for a fixed rate of interest
for the first three years, adjusting annually tladter. In addition, such loans generally providedden year term based on a 20 year
amortization schedule. Adjustable-rate agricultueal estate loans provide for a margin over tleédgion the corresponding U.S. Treasury
Security. Fixed-rate agricultural real estate logaserally have terms up to three years. Agricaltteal estate loans are generally limited to
80% of the value of the property securing the IddrSeptember 30, 1997, none of the Company's altuial real estate portfolio was non-
performing.

Agricultural lending affords the Company the oppaity to earn yields higher than those obtainabl@e- to fourramily residential lending
Nevertheless, agricultural lending involves a geedegree of risk than o- to four-family residential mortgage loans becaofsthe typically
larger loan amount. In addition, payments on laaesdependent on the successful operation or maragef the farm property securing the
loan or for which an operating loan is utilized.eT$uccess of the loan may also be affected by f@@byrs outside the control of the farm
borrower.



Weather presents one of the greatest risks asdnailght, floods, or other conditions, can sevelieijt crop yields and thus impair loan
repayments and the value of the underlying cobitdihis risk can be reduced by the farmer withti¥péril crop insurance which can
guarantee set yields to provide certainty of repaytmUnless the circumstances of the borrower mérgrwise, the Bank generally does not
require its borrowers to procure multi-peril craphail insurance. However, recent changes in gawent support programs generally require
that farmers procure multi-peril crop insurancédceligible to participate in such programs.

Grain and livestock prices also present a riskrieep may decline prior to sale resulting in aufialto cover production costs. These risks
be reduced by the farmer with the use of futuregrests or options to provide a "floor" below whigfices will not fall. The Company does
not monitor or require the use by borrowers of fetcontracts or options.

Another risk is the uncertainty of government peogs and other regulations. Some farmers rely omtteeme from government programs to
make loan payments and if these programs are disoed or significantly changed, cash flow problemnslefaults could result.

Finally, many farms are dependent on a limited neinaf key individuals upon whose injury or deathymesult in an inability to successfully
operate the farm.

Consumer Lending. The Company offers a varietyeafised consumer loans, including automobile, buahe equity, home improvement,
federally guaranteed student loans, and loans egédyr savings deposits. In addition, the Compafgrebther secured and unsecured
consumer loans. The Company currently originatestsntially all of its consumer loans in its primanarket area and surrounding areas.
Company originates consumer loans on both a diedtndirect basis. At September 30, 1997, the Gayip consumer loan portfolio total
$27.4 million, or 10.3% of its total gross loan fhoifo. Of the consumer loan portfolio at SeptemB@y 1997, substantially all were shaatid
intermediate-term, fixed-rate loans.

The largest component of the Company's consumargoetfolio consists of home equity loans and linésredit. Substantially all of the
Company's home equity loans and lines of credisaceired by second mortgages on principal resideiiée Company will lend amounts
which, together with all prior liens, may be upl@0% of the appraised value of the property seguhe loan. Home equity loans and line:
credit have maximum terms of up to 15 years angeHds respectively.

The Company currently originates automobile loama @irect basis only. Direct loans are loans mvalgien the Company extends credit
directly to the borrower, as opposed to indireanks, which are made when the Company purchasesdoaracts, often at a discount, from
automobile dealers which have extended creditdor tustomers. The Company's automobile loans &jlyiare originated at fixed interest
rates with terms up to 60 months for new and usdicles. Loans secured by automobiles are genematjinated for up to 80% of the
N.A.D.A. book value of the automobile securing kban.

Consumer loan terms vary according to the typevaihae of collateral, length of contract and creditthiness of the borrower. The
underwriting standards employed by the Compangémsumer loans include an applicatiol



determination of the applicant's payment histonptirer debts and an assessment of ability to meéstireg obligations and payments on the
proposed loan. Although creditworthiness of theliappt is a primary consideration, the underwritprgcess also includes a comparison of
the value of the security, if any, in relation e fproposed loan amount.

Consumer loans may entail greater credit risk ttmresidential mortgage loans, particularly in¢hse of consumer loans which are
unsecured or are secured by rapidly depreciabktsassich as automobiles or recreational equiprirestich cases, any repossessed colle
for a defaulted consumer loan may not provide ayadte source of repayment of the outstandinglbeéance as a result of the greater
likelihood of damage, loss or depreciation. In &#ddi consumer loan collections are dependent erbtiirower's continuing financial
stability, and thus are more likely to be affedigdadverse personal circumstances. Furthermor@pplication of various federal and state
laws, including bankruptcy and insolvency laws, rhiayt the amount which can be recovered on suendo At September 30, 1997,
$246,000 or .9% of the Company's consumer loarig@iartvas non-performing.

Commercial Business Lending. The Company alsomaitgis commercial business loans. The Company afensnercial business loans to
service existing customers, to consolidate its bankelationships with these customers, and tdairrits asset/liability management goals.
Most of the Company's commercial business loane baen extended to finance local businesses ahaieshort-term loans to finance
machinery and equipment purchases, inventory acouats receivable. Commercial loans also involeegktension of revolving credit for a
combination of equipment acquisitions and workiagital in expanding companies. At September 3071928.5 million, or 6.9% of the
Company's total gross loan portfolio was comprisedommercial business loans.

The maximum term for loans extended on machinedyeaquipment is based on the projected useful filzioh machinery and equipment.
Generally, the maximum term on non-mortgage liffegedit is one year. The loan-to-value ratio onhsloans and lines of credit generally
may not exceed 80% of the value of the collatexalisng the loan. The Company's commercial busilegging policy includes credit file
documentation and analysis of the borrower's characapacity to repay the loan, the adequacyebtrrower's capital and collateral as well
as an evaluation of conditions affecting the boenvwAnalysis of the borrower's past, present aturéucash flows is also an important aspect
of the Company's current credit analysis. None#slsuch loans, are believed to carry higher crisdtithan more traditional investments.

The largest commercial business loan outstandiggptember 30, 1997 was a $3.0 million warehousedf credit secured by the assignn
of automobile contracts. The next largest commehziainess loan outstanding at September 30, 1287av$2.8 million participation loan
secured by marketable securities and escrowed topgravenues with a remaining term to maturitfafr years. These loans are currently
performing in accordance with their terms. The Camphad no other commercial business loans outsigumlexcess of $1.0 million at
September 30, 1997. At September 30, 1997, thegeearutstanding principal balance of a commeraialriess loan held by the Company
was $44,000



The Company also offers floorplan loans to threemobile dealers. A floor plan loan is a loan oeliof credit provided to an auto dealership
to finance the acquisition of the dealership's imggy for sale to the general public. The dealgrsbpays the floorplan loan as vehicles
financed under the loan are sold to consumersepteinber 30, 1997, the maximum amount of funds cttexirby the Company pursuant to
its floorplan arrangements was $900,000, of whi8B$000 was outstanding at such date.

Unlike residential mortgage loans, which generatly made on the basis of the borrower's abilitpaie repayment from his or her
employment and other income and which are securedd property whose value tends to be more easitgrtainable, commercial business
loans typically are made on the basis of the boertsability to make repayment from the cash fldwhe borrower's business. As a result,
availability of funds for the repayment of commatdiusiness loans may be substantially dependetiteosuccess of the business itself
(which, in turn, is likely to be dependent upon gfemeral economic environment). The Company's caciaidusiness loans are usually, but
not always, secured by business assets and peoaraintees. However, the collateral securingahrd may depreciate over time, may be
difficult to appraise and may fluctuate in valueséd on the success of the business. At Septemb&830, $204,000 or 1.1% of the
Company's commercial business loan portfolio was performing.

Originations, Purchases, Sales and Servicing oht@ad Mortgage-Backed Securities

Loans are generally originated by the Companyf$ stasalaried loan officers. Loan applications saken and processed in the branches and
the main office of the Company. While the Compariginates both adjustable-rate and fixed-rate lpassbility to originate loans is
dependent upon the relative customer demand fosloaits market. Demand is affected by the interat® environment.

The Company, from time to time, sells whole loand lan participations generally without recouseSeptember 30, 1997, there were no
loans outstanding sold with recourse. When loaesald, with the exception of student loans, then@any typically retains the responsibil
for collecting and remitting loan payments, makaggtain that real estate tax payments are madeloalfof borrowers, and otherwise
servicing the loans. The servicing fee is recoghaeincome over the life of the loans. The Comptyices mortgage loans that it
originated and sold totaling $5.9 million at Sepbem30, 1997, of which $4.9 million were sold toMN and $1.0 million were sold to
others.

In periods of economic uncertainty, the Companliktya to originate large dollar volumes of loansynbe substantially reduced or restricted,
with a resultant decrease in related loan origimatées, other fee income and operating earnimgaddition, the Company's ability to sell
loans may substantially decrease as potential bupeincipally government agencies) reduce theiclpasing activities



The following table shows the loan origination (irding undisbursed portions of loans in processgiclpase and repayment activities of the
Company for the periods indicated.

Year Ended September 30,
1995 1996 1997
(In Thousands)
Originations by type:
Adjustable rate:

Real estate - one- to four-family ....... $ 8,359 $ 10,554 $ 7,875
- commercial and multi-family 5,044 2,869 4,873
- agricultural real estate .. 1,399 2,244 -
Non-real estate - consumer .............. 480 948 931
- commercial business ... 2,814 2,629 9,998
- agricultural operating 9,553 12,052 27,469
Total adjustable-rate ............ 27,649 31,296 51,146
Fixed rate:
Real estate - one- to four-family ....... 6,372 6,213 7,260
- commercial and multi-family 601 3,065 4,214
- agricultural real estate .. 78 1,561 2,581
Non-real estate - consumer .............. 11,931 16,899 23,688
- commercial business ... 12,167 8,812 19,127
- agricultural operating 5,229 22,781 27,635
Total fixed-rate ................. 36,378 59,331 84,505
Total loans originated ........... 64,027 90,627 135,651
Purchases:
Real estate - commercial and multi-family 19,212 18,252 26,766
- agricultural real estate .. 500 - --
Non-real estate - commercial business ... 7,959 6,723 3,053
- agricultural operating .... 373 - -

Loans from lowa Savings acquisition ..... -- 16,734 --
Loans from Security acquisition ......... - 21,005 -

Total loans ..........cccceeenee 28,044 62,714 29,819
Total mortgage-backed securities ........ -- 23,406 16,417

Total purchased .................. 28,044 86,120 46,236



Sales and Repayments:
Real estate - one- to four-family
Non-real estate - consumer

Total loans ........ccccceeveeees
Mortgage-backed securities

Total sales .......ccccceeeeeenn.

Loan principal repayments ...............
Mortgage-backed securities repayments ...

Total principal repayments ..............

Total reductions ................. 1
Increase (decrease) in other items, net ...

Net increase (decrease) .......... $(

22,502)

560 3,324
504 268

1,064 3,592
1,064 3,592

8,834 7,969

$ 74276 $ 26,332




The following table shows the Company's purchasedlevreal estate loans and real estate loan peations by state and amount held in the
loan portfolio at September 30, 1997. The Compdsy jpurchases commercial business loans. At Segteih 1997, the Company's
portfolio of purchased commercial business loateleéd $5.2 million.

One- to Four-Family Loans

Location

Arizona ....
California .
Colorado ...
Connecticut
Florida ...
lllinais ...
Indiana ....

Minnesota ..
Missouri ...
Nebraska ...

New York ...
North Dakota
Ohio .......
Oregon .....
South Dakota
Texas ......
Washington .
Wisconsin ..
Wyoming ....

Total ....

tota

Perc
Number
of to
Balance Loans
$ 166 6
252 17
46 5
1,205 51
20 2
676 50
1,514 25
181 9
2,297 110
185 21
130 4
941 46
1,575 36
150 9
$9,338 391

o N

Total Purchased Loans

Commercial and Multi-Family

ent of Percent of total

| One- Number  Commercial Number Percent
Four of and Multi- of of Total
mily Balance Loans Family Loans Bala nce Loans Loans

(Dollars in Thousands)

.22%  $1,200 1 1.60% $1, 366 7 0.51%
.34 -- -- -- 252 17 0.09
.06 1,492 2 1.99 1, 538 7 0.58
.63 -- -- -- 1, 205 51 0.45
.03 -- -- -- 20 2 0.01
-- 1,548 5 2.07 1, 548 5 0.58
-- 2,579 2 3.45 2, 579 2 0.97
91 4,795 6 6.41 5, 471 56 2.05
-- 250 1 0.33 250 1 0.09
-- 8,636 14 11.54 8, 636 14 3.24
05 1,315 8 1.76 2, 829 33 1.06
24 3,647 3 4.87 3, 828 12 1.44
- 1,264 1 1.69 1, 264 1 0.47
11 317 1 0.42 2, 614 111 0.98
25 5,027 12 6.71 5, 212 33 1.96
18 - - -- 130 4 0.05
- 2,827 1 3.78 2, 827 1 1.06
27 2,335 6 3.12 3, 276 52 1.23
13 303 1 0.40 1, 878 37 0.71
- 13,800 6 18.43 13, 800 6 5.18
- 15,178 21 20.27 15, 178 21 5.70
20 - - -- 150 9 0.06
.62% $66,513 91 88.84% $75, 851 482 28.47%

Non-Performing Assets, Other Loans of Concern, an@lassified Assets

When a borrower fails to make a required paymentahestate secured loans and consumer loanswithilays after the payment is due,
Company generally institutes collection procedimgsnailing a delinquency notice. The customer istacted again, by notice or telephone,
when the payment is 45 days past due and againebéfodays past due. In most cases, delinquenaesieed promptly; however, if a loan
secured by real estate or other collateral has Belemquent for more than 90 days, satisfactorynpayt arrangements must be adhered to or

the Company will initiate foreclosure or repossess



Generally, when a loan becomes delinquent 90 dagoe or when the collection of principal or irgst becomes doubtful, the Company
will place the loan on a non-accrual status ana, @sult, previously accrued interest income endhan is taken out of current income. The

loan will remain on a non-accrual status until lien becomes current.

The following table sets forth the Company's loatirdjuencies by type, before allowance for loarséss by amount and by percentage of
type at September 30, 1997.

Loans Delinquent For:

30-59 Days 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................ 73 $3,018 4.08% 33 $1,055 1.43% 9 $ 526 71%
Commercial and multi-family........ 2 276 .37 4 5,070 6.77 1 1,623 2.17
Agricultural real estate........... 1 9 .08 1 60 .51 ---
Consumer. . 60 402 1.47 34 234 .85 55 295 1.08
Agricultural op g... . 22 508 1.31 15 1,575 4.08 6 313 .81
Commercial business.................. 12 961 5.21 10 275 1.49 3 145 .79
Total oo 170 $5,174 1.94% 97 $8,269 3.11% 74 $2,902 1.09%

Delinquencies 90 days and over constituted 1.09%taf loans and .72% of total asst



The table below sets forth the amounts and categofinon-performing assets in the Company's laatigho. Loans, with some exceptions,
are typically placed on noaeccrual status when the loan becomes 90 days @ detinquent or when the collection of principatlam interes
become doubtful. For all years presented, the Coasnpas had no troubled debt restructuring (whistolve forgiving a portion of interest or

principal on any loans or making loans at a rateenslly less than that of market rates). Foreaosssets include assets acquired in
settlement of loans.

September 30,

1993 1994 1995 1996 1997

(Dollars in Thousands)
Non-accruing loans:

One- to four-family ......... $ 30 $ 311 $ 127 $ 347 $ 444
Commercial and multi-family . -- 302 199 1,623 1,692
Agricultural real estate .... 1,190 137 46 127 -
CONSUMES ....vvvvvieeeeenen. 4 105 206 331 246
Agricultural operating ...... 21 78 100 184 289
Commercial business ......... 16 38 48 33 204

Total oo, 1,261 971 726 2,645 2,875
Less: Allowance for losses .. -- 30 15 -- --

Total non-accruing loans . 1,261 941 711 2,645 2,875

Accruing loans delinquent

90 days or more(1) .......... - - - 177 282
Total non-performing loans 1,261 941 711 2,822 3,157
Foreclosed assets:
One- to four-family ......... 11 - 48 75 85
Commercial real estate ...... -- - -- -- 67
Consumer ........cccceeeennn. -- -- -- 8 --
Commercial business ......... -- - -- 9 4
Total oo, 11 -- 48 92 156
Less: Allowance for losses .. 11 - -- 5 --
Total ..o -- - 48 87 156
Total non-performing assets ... $1,261 $ 941 $ 759 $2,909 $3,313
Total as a percentage of total
ASSELS .veieiieeiie e .78% .34% .29% .75% .82%

(1) These loans were acquired by the company inection with the Security acquisitio



For the year ended September 30, 1997, gross shiecme which would have been recorded had theagoruing loans been current in
accordance with their original terms amounted toraximately $229,000 of which none was includethierest income.

Other Loans of Concern. At September 30, 1997¢thwre loans totaling $7.2 million not includedtie table above where known
information about the possible credit problemsafbwers caused management to have concern as #bility of the borrower to comply
with the present loan repayment terms. This amoonsisted of ten commercial real estate loansitgt&6.2 million, ten one- to four-family
residential mortgage loans totaling $438,000, éemmercial business loans totaling $136,000, fguicaltural operating loans totaling
$192,000 and 31 consumer loans totaling $243,000.

Included in the $6.2 million of commercial realastloans of concern at September 30, 1997 wadan§ilion loan secured by four nursing
homes located in Minnesota and a $819,000 loarrsédy an apartment complex in Madison, WisconstrSeptember 30, 1997, the nurs
home loan was 60 days delinquent. The delinquerasyattributable to internal control weaknessesdhased a disruption in cash flows. The
borrower has corrected these weaknesses andhs pracess of bringing the loan current.

The $819,000 apartment complex loan was delingé@miays at September 30, 1997 due to decreasedamurates resulting from lack of
management oversight. The borrower has focuse@weating these problems and occupancy rates hdsegquently increased to a level |
will support the properties current debt service.

Classified Assets. Federal regulations provideHerclassification of loans and other assets saateht and equity securities considered by
the Office of Thrift Supervision (the "OTS") to b&lesser quality as "substandard," "doubtful”" los%." An asset is considered "substandard
if it is inadequately protected by the currentwetth and paying capacity of the obligor or of tidlateral pledged, if any. "Substandard”
assets include those characterized by the "digbiossibility” that the savings association will tsiis "some loss" if the deficiencies are not
corrected. Assets classified as "doubtful" havefihe weaknesses inherent in those classifiedstandard," with the added characteristic
that the weaknesses present make "collection widiigjion in full,” on the basis of currently exiggifacts, conditions, and values, "highly
guestionable and improbable." Assets classifietioas" are those considered "uncollectible” andwath minimal value that their continuance
as assets without the establishment of a speosi leserve is not warranted. The loans held byrgare subject to similar classification by
its regulatory authorities.

When assets are classified as either substandaimubtful, the Bank may establish general allowarioeloan losses in an amount deemed
prudent by management. General allowances repressnallowances which have been established tgréze the inherent risk associated
with lending activities, but which, unlike specifitlowances, have not been allocated to partiquiablem assets. When assets are classified
as "loss," the Bank is required either to estaldisipecific allowance for losses equal to 100%haf portion of the asset so classified or to
charge-off such amount. The Banks' determinatisrts #éhe classification of their assets and thewarnof their valuation allowances are
subject to review by their regulatory authoritieo may order the establishment of additional galnar specific loss allowance



On the basis of management's review of its asae&eptember 30, 1997, the Company had classifiethbof $5.6 million of its assets as
substandard, $79,000 as doubtful and none as loss.

Allowance for Loan Losses. The allowance for loassks is established through a provision for loasds based on management's evaluatior
of the risk inherent in its loan portfolio and clgas in the nature and volume of its loan activitgluding those loans which are being
specifically monitored by management. Such evadnativhich includes a review of loans for which fedillectibility may not be reasonably
assured, considers among other matters, the estirfit value of the underlying collateral, econornditions, historical loan loss
experience and other factors that warrant recagniti providing for an adequate loan loss allowance

Real estate properties acquired through foreclostgeecorded at the lower of cost or fair valfidair value at the date of foreclosure is lo'
than the balance of the related loan, the diffezamiti be charged-off to the allowance for loandes at the time of transfer. Valuations are
periodically updated by management and if the vdkmines, a specific provision for losses on sudperty is established by a charge to

operations.

Although management believes that it uses theibfsstmation available to determine the allowaneggpreseen market conditions could
result in adjustments and net earnings could bafigntly affected if circumstances differ subgtalty from the assumptions used in making
the final determination. Future additions to then@any's allowances will be the result of periodar, property and collateral reviews and
thus cannot be predicted in advar



The following table sets forth an analysis of then(any's allowance for loan losses.

Year Ended September 30,

1993 1994 1995 1996 1997

(Dollars in Thousands)

Balance at beginning of period.............. $ 600 $ 825 $ 1,442 $1,650 $2,356
Brookings acquisition............. 518 -
lowa Savings acquisition.................... - - 132
Security acquisition..............ccceeuee - --- 563
Charge-offs:
Commercial and multi family............... - (30) (35) 2)
CONSUMET ..ccoiiiiiiiaeeiiieie e (6) (12) (54) (66)
Commercial business.............cccoou. - --- (55)
Total charge-offs.........ccccceeeen.. (6) 42) (89) (123)
Recoveries:
Commercial and multi family............... -- --- 2
Agricultural operating.................... -- --- 24
Total recoveries..........cocveernnnn -—- --- 26
Net charge-offs........cccccceeeee (6) (42) (89) 97)
Additions charged to operations............. 225 105 250 100 120
Balance at end of period.................... $ 825 $1,442 $ 1,650 $2,356 $2,379

Ratio of net charge-offs during
the period to average loans
outstanding during the period.............. --% .01% .03% .04% (.04%)

Ratio of net charge-offs during
the period to average non-
performing assets........ccccccvvveernn.. --% .54% 5.08% 5.30% 4.46%




The distribution of the Company's allowance foskson loans at the dates indicated is summarizéulaws:

September 30,

1994 1995
Percent Percent Per
of Loans of Loans of
in Each in Each in
Category Category Cat
to Total to Total to
Amount Loans Amount Loans Amount Lo
(Dollars in Thousands)
One- to four-family........ $ 104 41.80% $ 166 34.32% $ 172 3
Commercial and multi-
family real estate....... 178 28.80 449 37.29 551 3
Agricultural real estate... 286 7.40 81 5.02 70
Construction... 30 4.90 7 6.38 134
Consumer 39 6.30 106 6.59 145
Agricultural operating..... 117 9.50 166 4.84 208
Commercial business........ 16 1.30 134 5.56 123
Unallocated................ 55 - 263 --- 247
Total....cooevenne. $ 825 100.00% $1,442 100.00% $ 1,650 10
1997
Percent
[¢] f Loans
in Each
Category
to Total
Amount Loans
One- to four-family........ $ 222 27.75%
Commercial and multi-
family real estate....... 712 28.12
Agricultural real estate... 117 4.41
Construction... 106 7.99
Consumer . 289 10.29
Agricultural operating..... 580 14.51
Commercial business........ 277 6.93
Unallocated................ 76
Total......oveevenne. $2,379 100.00%

0.36%

8.92
3.72
9.47
6.89
6.31
4.33

0.00%

Percent
of Loans
in Each
Category

to Total

Amount  Loans

$ 235 31.54%
639 34.23
138 4.45
59 3.14
270 8.21
531 12.21
271 6.22
213



Investment Activities

General. The investment policy of the Company gaheis to invest funds among various categoriemeéstments and maturities based
upon the Company's need for liquidity, to achiehwe piroper balance between its desire to minimsgeand maximize yield, to provide
collateral for borrowings, and to fulfill the Compas asset/liability management policies. The Camgfsainvestment and mortgage-backed
securities portfolios are managed in accordande avitritten investment policy adopted by the Baafr®irectors which is implemented by

members of the Bank's Investment Committee.

As of September 30, 1997, the Company's entirestinvent and mortgageacked securities portfolios were classified aslabie for sale. Fo
additional information regarding the Company's siagent and mortgage-backed securities portfolims,Notes 1 and 3 of the Notes to

Consolidated Financial Statements in the AnnualdrRep

Investment Securities. It is the Company's germolity to purchase investment securities whichla®. Government securities and federal
agency obligations, state and local governmengabbtns, commercial paper, shtetm corporate debt securities and overnight fédenals.

The following table sets forth the carrying valdeh®e Company's investment security portfolio, exihg mortgage-backed securities, at the
dates indicated.

September 30,

1995 1996 1997

(In Thousands)
Investment Securities:

U.S. government SECUFitie€S ...cccoevvveevcveeeeee $ 372 $6,178 $2,956
Federal agency obligations .........cccccceeeeeee. L 44,900 63,032 65,529
Corporate bonds ......ccccccvvvveeeeeeviiiiieeeee L 1,058 202 --
Municipal bonds ........cccocvviiiieee. L 240 1,392 1,390
Equity investments ............ e— 695 1,433 1,255
FHLMC preferred stock ..... e ——— 1,512 1,598 336
FNMA common StocK .......cccvvvevmnceveenieeeee 52 70 94
Subtotal oo 48,829 73,905 71,560
FHLB StOCK ..oovvecicieicceeviceeeeeee 3,915 5,625 5,629
Total investment securities and FHLB stock ... ... $52,744  $79,430 $77,189

Other Interest-Earning Assets:
Interest bearing deposits in other financial inst itutions
and Federal Funds sold .........ccccocoeeeeeeee. L $4,162 $13,892 $12,177




The composition and maturities of the Company's$twment securities portfolio, excluding equity séms, FHLB stock and mortgage-
backed securities, are indicated in the followiaigle.

September 30, 1997

After 1 After 5

Year Years
1 Year or Through  Through After  Total Invest ment
Less 5Years 10 Years 10 Years Securiti es
Carrying Carrying Carrying Carrying Amortized Market
Value Value Value Value Cost Value

(Dollars in Thousands)

Municipal bonds.................. $ 56 $ 874 $ 460 $ - $ 1,367 $ 1,390
U.S. government securities....... 2,200 756 2,943 2,956

Federal agency obligations....... 13,336 21,854 30,339 --- 65,186 65,529
Total investment securities...... $15,592 $23,484  $30,799 $ ---  $69,496 $69,875
Weighted average yield........... 6.16% 6.27% 7.13% ---% 6.63% 6.63%

The Company's investment securities portfolio git&aber 30, 1997, contained no securities of amyissuer with an aggregate book value
in excess of 10% of the Company's shareholderdyegxcluding those issued by the United StateggBument, or its agencies.

Mortgage-Backed Securities. The Company's mortdpagéed and related securities portfolio consistagmily of securities issued under
government-sponsored agency programs, includingetbbthe GNMA, FNMA and FHLMC. The Company alsddsoCollateralized
Mortgage Obligations ("CMOs"), as well as a limi@tiount of privately issued mortgage pass-throwgtificates. The GNMA, FNMA and
FHLMC certificates are modified pass-through mogerbacked securities that represent undividedestsrin underlying pools of fixed-rate,
or certain types of adjustable-rate, predominasitigle-family and, to a lesser extent, multi-famiggidential mortgages issued by these
government-sponsored entities. FNMA and FHLMC galieprovide the certificate holder a guarante¢irokly payments of interest,
whether or not collected. GNMA's guarantee to thielér is timely payments of principal and interéstcked by the full faith and credit of t
U.S. Government. Privately issued mortgage passijtr certificates generally provide no guarantei disnely payment of interest or
principal, and reliance is placed on the credithiogss of the issuer, which the Company monitora cegular basis.

CMOs are special types of pass-through debt inlwtiie stream of principal and interest paymenttherunderlying mortgages or mortgage-
backed securities is used to create classes wftrefit maturities and, in some cases, amortizat@edules, as well as a residual interest,
with each such class possessing different riskactiaristics. At September 30, 1997,



Company held CMOs totaling $3.8 million, all of whiwere secured by underlying collateral issuecengdvernment-sponsored agency
programs. Premiums ass ociated with the purchadesé CMOs are not significant, therefore, thie eissignificant yield adjustments
because of accelerated prepayments is limitedd¥adjustments are encountered as interest ratesrridecline, which in turn slows or
increases prepayment rates and affect the avearagedf the CMOs.

At September 30, 1997, $31.4 million or 70.7% @& @ompany's mortgage-backed securities portfolibftxed rates of interest and $13.0
million or 29.3% of such portfolio had adjustabégas of interest.

Mortgage-backed securities generally increase tiadity of the Company's assets by virtue of theiasce or guarantees that back them, are
more liquid than individual mortgage loans and rbayused to collateralize borrowings or other otilagyes of the Company. At September
1997, $39.0 million or 87.9% of the Company's magierbacked securities were pledged to secure waoioligations of the Company.

While mortgage-backed securities carry a reduceditcrisk as compared to whole loans, such seeanBmain subject to the risk that a
fluctuating interest rate environment, along withey factors such as the geographic distributiotihefunderlying mortgage loans, may alter
the prepayment rate of such mortgage loans anéfextt hoth the prepayment speed, and value, of sachrities. The prepayment risk
associated with mortgage-backed securities is ro@dtperiodically, and prepayment rate assumptiijissted as appropriate to update the
Company's mortgage-backed securities accountingsset/liability reports. Classification of the Quamny's mortgage-backed securities
portfolio as available for sale is designed to mizie that risk.

The following table sets forth the carrying valdd¢tee Company's mortgage-backed securities atdbesdndicated.

September 30,

1995 1996 19 97

(In Thousands)

GNMA. .. $ 7,484 $ 6,392 $20, 925
CMO. i 5,210 4,637 3, 832
FHLMC....coooiiies 3,967 4,740 3, 813
FNMA ... 3,426 18,711 14, 939

Privately Issued Mortgage Pass-Through Certificates ... 1,316 1,106 916

Totalooiciieiiiiiee $21,403 $35,586 $44, 425




The following table sets forth the contractual migites of the Company's mortgagacked securities at September 30, 1997. Not ceresidr
the preparation of the table below is the effeqir@payments, periodic principal repayments andthestable-rate nature of these
instruments.

Due in
After 1 After 5 September 30,
Year Years 1997
1 Year or Through Through After Balance
Less 5 Years 10 Years 10 Years Outstanding
(Dollars in Thousands)
GNMA ... $ - - $ - $ - $20,925 $20,925
CMO...ooiiiiiieeee e - - 1,483 2,349 3,832
FHLMC.....oooiiiiiiiiiee 11 3 346 737 2,617 3,813
FNMA ..o 7 5 977 96 13,791 14,939
Privately Issued Mortgage
Pass-Through Certificates(1)........... -- - 916 916
Total....ooeeeeeeeeee, $18 8 $1,323 $2,316  $40,598 $44,425
Weighted average yield................... 5.73 % 8.23% 7.92% 7.29% 7.34%

(1) This security is rated AA by a nationally reaampd rating agency.

At September 30, 1997, the contractual maturit9lofi% of all of the Company's mortgage-backed $@esinvas in excess of ten years. The
actual maturity of a mortgage-backed security jgcglly less than its stated maturity due to prepapgts of the underlying mortgages.
Prepayments that are different than anticipatetaffitct the yield to maturity. The yield is baagubn the interest income and the
amortization of any premium or discount relatethis mortgagdsacked security. In accordance with generally ascbaccounting principle
premiums and discounts are amortized over the astuives of the loans, which decrease and inergdsrest income, respectively. The
prepayment assumptions used to determine the aatoth period for premiums and discounts can sicgnitly affect the yield of the
mortgage-backed security, and these assumptionsdassved periodically to reflect actual prepaynsertithough prepayments of underlying
mortgages depend on many factors, including the tfpnortgages, the coupon rate, the age of mogtgdahe geographical location of the
underlying real estate collateralizing the mortgaged general levels of market interest ratesgliffierence between the interest rates on the
underlying mortgages and the prevailing mortgag¢gr@st rates generally is the most significantmeieant of the rate of prepayments.
During periods of falling mortgage interest raiéthe coupon rate of the underlying mortgages egsghe prevailing market interest rates
offered for mortgage loans, refinancing generalyréases and accelerates the prepayment of thelyingenortgages and the related
security. Under such circumstances, the Companylraaubject to reinvestment risk because to thenéxthat the Company's mortgage-
backed securities amortize or prepay faster théinipated, the Company may not be able to reintresproceeds of such repayments and
prepayments at a comparable



Sources of Funds

General. The Company's sources of funds are depbsitrowings, amortization and repayment of loangipal (including interest earned on
mortgage-backed securities), interest earned omaturation of investment securities and short-tewestments, and funds provided from
operations.

Borrowings, including Federal Home Loan Bank ("FHLBf Des Moines and Federal Reserve Bank of CluiddgRB") advances, reverse
repurchase agreements and retail repurchase agreemmay be used at times to compensate for sdasahgtions in deposits or deposit
inflows at less than projected levels, may be used longer-term basis to support expanded leralitigities, and may also be used to match
the funding of a corresponding asset.

Deposits. The Company offers a variety of depagibants having a wide range of interest rates amds. The Company's deposits consist of
passbook savings accounts, money market savingsiats; NOW and regular checking accounts, andficaitie accounts currently ranging
terms from fourteen days to 60 months. The Comjuauhy solicits deposits from its primary market asesl does not use brokers to obtain
deposits. The Company relies primarily on compstiprricing policies, advertising and customer sentd attract and retain these deposits.

The flow of deposits is influenced significantly ggneral economic conditions, changes in money etakd prevailing interest rates, and
competition.

The variety of deposit accounts offered by the Camyphas allowed it to be competitive in obtainingds and to respond with flexibility to
changes in consumer demand. The Company has benomesusceptible to short-term fluctuations in d#fpitows, as customers have
become more interest rate conscious. The Compaisesnrs to manage the pricing of its deposits epk®y with its asset/liability
management and profitability objectives. Basedteexperience, the Company believes that its passkavings, money market savings
accounts, NOW and regular checking accounts aatively stable sources of deposits. However, thityabf the Company to attract and
maintain certificates of deposit and the rates paithese deposits has been and will continue sdmaficantly affected by market conditiol



The following table sets forth the savings flowsret Company during the periods indicated.

Year Ended September 30,

1995 1996 1997
(Dollars in Thousands)
Opening balance..................... $ 176, 167 $171,793 $233,406
Deposits acquired from:
lowa Savings........cccecuveeenn. --- 15,642 ---

Security.......... - 27,718 ---
Deposits........ 261, 345 360,606 543,824
Withdrawals...... (273, 066) (350,626) (541,351)
Interest credited... 7, 347 8,273 10,237
Deposits sold............cccuveeeee -

Ending balance..................... $171, 793 $233,406 $246,116
Net increase (decrease)............. $ (4, 374) $61,613 $ 12,710

Percent increase (decrease)......... (2 .48)% 35.86% 5.45%




The following table sets forth the dollar amounsatings deposits in the various types of depasijiams offered by the Company for the

periods indicated.

Amount
Transactions and Savings
Deposits:
Commercial Demand................... $ 2,077
Passbook Accounts................... 12,112
NOW Accounts........ccceeeveerenn.. 13,459
Money Market Accounts............... 14,836
Total Non-Certificate............... 42,484
Certificates:

Total Certificates.................. 129,309

Total Deposits...........c..c....... $171,793

Year Ended September 30,

1995 1996

Percent Percent
of Total Amount of Total

(Dollars in Thousands)

1.21% $ 5,453 2.34%
7.05 18,278 7.83
7.83 16,087 6.89
8.64 14,994 6.42

.87 3,154 1.35
.93 342 .15
39.55 123,835 53.06
31.62 47,987 20.56
2.16 3,276 1.40

75.27 178,594 76.52

Amoun

$ 55
21,5
16,4
11,8

55,4

1,2
2
129,4
56,5
3,3

190,7

100.00%  $233,406  100.00%  $246,1

1997
Percent
t of Total
72 2.26%
62 8.76
08 6.67
69 4.82
11 22.51
59 51
02 .08
09 52.58
15 22.97
20 1.35
05 77.49



The following table shows rate and maturity infotioa for the Company's certificates of deposit BSeptember 30, 1997.

Variable

Certificate accounts
maturing in
quarter ending:

December 31, 1997................ $ 221
March 31, 1998.......
June 30, 1998............ . 212
September 30, 1998..
December 31, 1998................ 199
March 31, 1999.......
June 30, 1999............ .
September 30, 1999..
December 31, 1999................
March 31, 2000.......
June 30, 2000........cc.ccc....e.

September 30, 2000...............
Thereafter...................... ---

0.00- 4.00-

3.99% 5.99%

6.00-

8.00-

7.99% 9.99% Tot

(Dollars in Thousands)

$196 $ 25,153 $3,361 $ 390 $29,

3 27,391
--- 21,703
--- 10,859
--- 16,773
--- 7,907
--- 4,207
--- 5,578
--- 1,809
--- 5,039
--- 437
--- 701

3 1,852

4,087
17,677
5,618
3,882
2,676
4,303
6,369
4,343
1,121
1,893
139
1,046

858 32,

184 39,
200 16,
382 21,
967 11,
300 8,
37 11,

$202 $129,409 $56,515 $3,320 $190,

0.11% 67.86%

29.63% 1.74% 100

Percent
al  of Total
321 15.4%
481 17.0
776 20.9
998 8.9
236 11.1
714 6.2
810 4.6
984 6.3
154 3.2
160 3.2
330 1.2
840 0.5
901 15

The following table indicates the amount of the @amy's certificates of deposit and other deposit§nbe remaining until maturity as of

September 30, 1997.

Certificates of deposit less
than $100,000...........ccccveveerinennns

Certificates of deposit of
$100,000 OF MOY€.....ccververririiriininnns

Total certificates of deposit...............

Maturity

After

3 Months 3to6
or Less Months

After

6to 12 After
Months 12 months

(In Thousands)

$23,218  $30,265 $50,623 $67,334

6,103 2,216 6

,151 4,795

$29,321  $32,481 $56,774 $72,129

(1) Includes deposits from governmental and otllip entities totaling $7.5 millior



Borrowings. Although deposits are the Company'siary source of funds, the Company's policy has beeilize borrowings when they are
a less costly source of funds, can be investecbasdive interest rate spread, or when the Complasyres additional capacity to fund loan
demand.

The Company's borrowings historically have condisteadvances from the FHLB of Des Moines uponsteeurity of a blanket collateral
agreement of a percentage of unencumbered loanhamdedge of specific investment securities. Sathances can be made pursuant to
several different credit programs, each of which iteown interest rate and range of maturitiesSéptember 30, 1997, the Company had
$107.4 million of advances from the FHLB of Des Kes and the ability to borrow up to an additiorl.® million. All of the Company's
advances currently carry fixed rates, except arsillon line of credit which adjusts daily. At Sephber 30, 1997, advances totaling $42.5
million (including the line of credit) had termsitwaturity of one year or less. The remaining $64ilion had maturities ranging up to 9
years.

From time to time, the Company has offered retgurchase agreements to its customers. These agrtetypically range from 14 days to
five years in term, and typically have been offeirechinimum amounts of $100,000. The proceeds efe¢hransactions are used to meet cash
flow needs of the Company. At September 30, 198¥ Gompany had approximately $1.8 million of retegurchase agreements outstanc

The Company has also, from time to time, enter&mrieverse repurchase agreements through natioeaibgnized brokedealer firms. Thes
agreements are accounted for as borrowings by ¢ihep@ny and are secured by certain of the Compamngstment and mortgage-backed
securities. The broker-dealer takes possessidmeagdcurities during the period that the reverparehase agreement is outstanding. The
terms of the agreements have typically ranged f86ndays to a maximum of six months. The Companynbagntered into any reverse
repurchase agreements in the past five years.

The following table sets forth the maximum moetid balance and average balance of FHLB advareted, repurchase agreements and ¢
borrowings (consisting of FRB advances) for theéquby indicated.

Year Ended September 30,

1995 1996 1997

(In Thousands)
Maximum Balance:

FHLB advances...........ccccceevveenee. $78,305 $110,491  $107,426

Retail repurchase agreements.............. 1,312 2,790 2,790

Other borrowings...........ccccvvveeeens --- 1,400(1) 2,900
Average Balance:

FHLB advances...........ccccceevvrenee. $56,820 69,265 80,685

Retail repurchase agreements.............. 1,159 2,198 2,285

Other borrowings..........cccccuvvveeeens --- 1,258

(1) Acquired on September 30, 1996 in connectidh thie acquisition of Securit



The following table sets forth certain informatias to the Company's FHLB advances and other bangsaat the dates indicated.

At September 30,
1995 1996 1997
(Dollars in Thousands)
FHLB advances...........cccveveivinnenne $ 51,098 $102,288 $107,426
Retail repurchase agreements................ 1,150 2,790 1,800
Other borrowings.........cccccuvvvveveenens 1,400 2,900
Total borrowings..........cccceeeeenn. $ 52,248 $106,478 $112,126

Weighted average interest
rate of FHLB advances...................... 6.14% 5.81% 5.86%

Weighted average interest
rate of retail repurchase
agreements........ccccvvvirieieeieneeenn. 5.75% 5.52% 5.79%

Weighted average interest rate of
other borrowings.........cccccvvveveeennnn. 5.40% 5.55%

Subsidiary Activities

The only subsidiaries of the Company are First Fddind Security. First Federal has one serviceididyy, First Services Financial Limited
("First Services"). At September 30, 1997, thebwsik value of First Federal's investment in Fiestves was approximately $65,000.
Security does not have any subsidiaries.

First Federal organized First Services, its soteise corporation, in 1983. First Services is lechin Storm Lake, lowa and offers mutual
funds and, in some locations, insurance produdsaanuities. In addition, Brookings Service Corpiora("BSC"), a subsidiary of First
Services, offers full brokerage services througmBYest Financial Services, Inc., a third partydem First Services, together with its
subsidiary BSC, recognized a net loss of $20,000hgdiscal 1997.

Regulation

General. First Midwest currently has two wholly-auansubsidiaries, First Federal, a federally-chadéhrift institution and Security, an
lowa-chartered commercial bank. First Federal i§esit to extensive regulation, supervision and ération by the OTS, as its chartering
authority and primary federal regulator, and byFeeeral Deposit Insurance Corporation (the "FDI@hich insures its deposits up to
applicable limits. First Federal is a member of LB System and is subject to certain limited datjan by the FRB. Such regulation and
supervision governs the activities in which anitnibn can engage and the manner in which sudkites are conducted, and is intended
primarily for the protection of the insurance fuswtd



depositors. Security is subject to extensive raguiasupervision and examination by the lowa Simpendent of Banking (the "ISB") and the
FRB, which are its state and primary federal retguta respectively. It is also subject to regulaty the FDIC, which insures its deposits up
to applicable limits. As with First Federal, suegulation and supervision governs the activitiegliich it can engage and the manner in
which such activities are conducted and is intengtedarily for the protection of the insurance fusuad depositors.

First Midwest is regulated as a bank holding conygdanthe FRB. Bank holding companies are subjecbtoprehensive regulation and
supervision by the FRB under the Bank Holding Conypact of 1956 (the "BHCA") and the regulationstbé FRB. As a bank holding
company, First Midwest must file reports with thieRB-and such additional information as the FRB mexyuire, and is subject to regular
inspections by the FRB. First Midwest is subjedt® activity limitations imposed under the BHCAdan general may engage in only those
activities that the FRB has determined to be closslhted to banking.

Regulatory authorities have been granted extemisaretion in connection with their supervisory amdorcement activities which are
intended to strengthen the financial conditionhaf banking industry, including the imposition oftréctions on the operation of an institution,
the classification of assets by the institution teladequacy of an institution's allowance fonlmsses. Any change in such regulation and
oversight, whether by the OTS, the FDIC, the FRBherCongress could have a material impact on Midtvest, First Federal or Security
and their respective operations.

Certain of these regulatory requirements and etiginis are discussed below or elsewhere in thismeot.

Federal Regulation of Financial Institutions. ThESChas extensive authority over the operationswihgs associations. As part of this
authority, First Federal is required to file pefiodeports with the OTS and is subject to perickamination by the OTS and the FDIC. The
last regular OTS examination of First Federal waesfaMay 19, 1997. When these examinations arewtiad by the OTS, the examiners r
require First Federal to provide for higher generadpecific loan loss reserves. Security is sulifesimilar regulation and oversight by the
ISB and the FRB and was last examined as of Jar8iar{997.

Each federal banking regulator has extensive eafoent authority over its regulated institutionsisTénforcement authority includes, among
other things, the ability to assess civil moneyglges, to issue cease-and-desist or removal oedetdo initiate injunctive actions. In general,
these enforcement actions may be initiated foragiohs of laws and regulations and unsafe or urdpuactices. Other actions or inactions
may provide the basis for enforcement action, idiclg misleading or untimely reports. Except undatain circumstances, public disclosure
of final enforcement actions by the regulator guiesd.



In addition, the investment, lending and branctanthority of First Federal is prescribed by fedéamls and it is prohibited from engaging in
any activities not permitted by such laws. Secustgubject to such restrictions under state laadmsinistered by the ISB. Federal savings
associations are also generally authorized to braationwide whereas lowa chartered banks sucleasi8/ are limited to establishing
branches in the counties contiguous to the couhigravtheir home office is located. At Septemberl®®7, First Federal and Security wer.
compliance with the noted restrictions.

First Federal's general permissible lending limitlbans-to-one-borrower is equal to the greate58f0,000 or 15% of unimpaired capital and
surplus (except for loans fully secured by certaidily marketable collateral, in which case thistlis increased to 25% of unimpaired
capital and surplus). Security is subject to simiestrictions. At September 30, 1997, First Feldeeand Security's lending limit under these
restrictions was $4.7 million and $996,000, respebt. First Federal and Security are in compliandth the loans-to-one-borrower

limitation.

The federal banking agencies have adopted guidetismblishing safety and soundness standardscbmsatters such as loan underwriting
and documentation, asset quality, earnings staedantgérnal controls and audit systems, interdstniak exposure and compensation and
other employee benefits. Any institution which $aib comply with these standards must submit a iemge plan. A failure to submit a plan
or to comply with an approved plan will subject thstitution to further enforcement action.

Insurance of Accounts and Regulation by the FDI&tFederal is a member of the Savings Associdtisarance Fund (the "SAIF") and
Security is a member of the Bank Insurance Fural'@F"), each of which is administered by the FDB&posits are insured up to applici
limits by the FDIC and such insurance is backedhieyfull faith and credit of the United States Gaoweent. As insurer, the FDIC imposes
deposit insurance premiums and is authorized tdwctrexaminations of and to require reporting by&ihsured institutions. It also may
prohibit any FDIC-insured institution from engagiimgany activity the FDIC determines by regulat@rorder to pose a serious risk to the
SAIF or the BIF. The FDIC also has the authoritynitiate enforcement actions against any FDIC liedunstitution after giving its primary
federal regulator the opportunity to take suchcectand may terminate the deposit insurance étiénines that the institution has engage
unsafe or unsound practices or is in an unsaf@sound condition.

The FDIC's deposit insurance premiums are asséissmeyh a risk-based system under which all insdieggbsitory institutions are placed

into one of nine categories and assessed insupraodums based upon their level of capital and sug@ry evaluation. The current
assessment rates range from zero to .27% of depBssk classification of all insured institutiondll be made by the FDIC for each semi-
annual assessment period. Institutions that arkcapltalized and have a high supervisory ratiregsrbject to the lowest assessment rate. At
September 30, 1997, each of First Federal and Bgouet the capital requirements of a "well capiadl” institution and were not subject to
any assessments. See Note 14 of Notes to Consalif@iancial Statements in the Annual Report.

The FDIC is authorized to increase assessment @ies semiannual basis, if it determines thatéiserve ratio of the SAIF or the BIF, as the
case may be, will be less than the designateduesatio of 1.25% of SAIF or BIF insured depositspectively. In setting these increased
assessments, the FDIC must seek to restore thweasdio to that designated reserve level, or dugher reserve ratio as established by the
FDIC. Premiums for both BIF and SAIF insured ingtns are also subject to change in future peritegending upon an institution's risk
classification.



Prior to the enactment of the legislation recajzitad the SAIF in 1996, , a portion of the SAIF @ssment imposed on savings associations
was used to repay obligations issued by a fedechllytered corporation to provide financing forofeig the thrift crisis in the 1980s.
Although the legislation also now requires assessse be made on BIF-assessable deposits fopthmse, effective January 1, 1997, that
assessment will be limited to 20% of the rate ingolosn SAIF assessable deposits until the earliBregEmber 31, 1999 or when no savings
association continues to exist, thereby imposiggeater burden on SAIF member institutions suchiest Federal. Thereafter, however,
assessments on BIF-member institutions will be ntadhe same basis as SAIF-member institutions.rates established by the FDIC to
implement this requirement for all FDli@sured institutions are a 6.7 basis points asseisisan SAIF deposits and 1.5 basis points asse$
on BIF deposits until BIF insured institutions peigate fully in the assessment.

Regulatory Capital Requirements. Federally instireghcial institutions, such as First Federal apdBity, are required to maintain a
minimum level of regulatory capital. These capitajuirements mandate that an institution maintaleast the following ratios: (1) a core (or
Tier 1) capital to adjusted total assets ratio%f @hich can be reduced to 3% for highly ratediingons); (2) a Tier 1 capital to risk
weighted assets ratio of 4% and (3) a risk baspilatdo risk-weighted assets ratio of 8%. Firsti&ml also has a tangible capital ratio
requirement of 1.5%. Capital requirements in excéskese standards may be imposed on individ&ditinions on a case-by-case basis. See
Note 14 of Notes to Consolidated Financial Stateamenthe Annual Repor

An FDIC-insured institution's primary federal regtdr is also authorized and, under certain circantss required, to take certain actions
against an "undercapitalized institution" (gengrdifined to be one with less than either a 4% capital ratio, a 4% Tier 1 risked-based
capital ratio or an 8% risk-based capital ratiojyAuch institution must submit a capital restaraplan and until such plan is approved by
the OTS may not increase its assets, acquire anogtaution, establish a branch or engage in @&y activities, and generally may not make
capital distributions. The primary federal regutatalso authorized, and with respect to instittis whose capital is further depleted, reqt

to impose additional restrictions that can afféicagpects of the institution's operations, inchgithe appointment of a receiver for a "critic
undercapitalized" institution (i.e., one with agése capital ratio of 2% or less). As a condittorthe approval of the capital restoration plan,
any company controlling an undercapitalized inittumust agree that it will enter into a limiteapital maintenance guarantee with respect
to the institution's achievement of its capitaluiegments.

The imposition of any of these measures on FirdeFa or Security may have a substantial adverfsetan Company's operations and
profitability. First Midwest shareholders do nowkagreemptive rights, and therefore, if First Midivis directed by the OTS, the FRB or the
FDIC to issue additional shares of Common Stoc&h ssisuance may result in the dilution in stockboddpercentage of ownership of First
Midwest.

Limitations on Dividends and Other Capital Disttiloms. OTS regulations impose various restrictionsavings associations with respect to
their ability to make distributions of capital, whiinclude dividends, stock redemptions or repusebacash-out mergers and other
transactions charged to the capital account. Glyesavings associations, such as First Fed



that before and after the proposed distributiontrifessr capital requirements, may make capitalidistions during any calendar year eque
the greater of 100% of net income for the yeardteglus 50% of the amount by which the lesseh@fissociation's tangible, core or risk-
based capital exceeds its capital requirementuoln sapital component, as measured at the begimfithge calendar year, or 75% of its net
income for the most recent four quarter period. Eesv, an association deemed to be in need of rharertormal supervision by the OTS
may have its dividend authority restricted by thESOFirst Federal may pay dividends in accordanitie this general authority.

Savings associations proposing to make any cagigalibution need only submit written notice to 8&S 30 days prior to such distribution.
Savings associations that do not, or would not rtiest current minimum capital requirements follagia proposed capital distribution,
however, must obtain OTS, as well as FDIC, apprprviak to making such distribution. The OTS mayaeaibjto the distribution during that 30-
day period notice based on safety and soundnesgctm See "- Regulatory Capital Requirements."”

Security may pay dividends, in cash or propertyy ont of its undivided profits. In addition, FRBgulations prohibit the payment of
dividends by a state member bank if losses haaayatime been sustained by such bank that equedemed its undivided profits then on
hand, unless (i) the prior approval of the FRB Ib@sn obtained and (ii) at least twrords of the shares of each class of stock outgtgrhave
approved the dividend payment. FRB regulations pisbibit the payment of any dividend by a statenber bank without the prior approval
of the FRB if the total of all dividends declaregthe bank in any calendar year exceeds the tbttd net profits for that year combined with
its retained net profits of the previous two cakengkars (minus any required transfers to a suigitis a fund for the retirement of any
preferred stock).

Qualified Thrift Lender Test. All savings assoaats, including First Federal, are required to neegtialified thrift lender ("QTL") test to
avoid certain restrictions on their operations.sTieist requires a savings association to havestt &% of its portfolio assets (as defined by
regulation) in qualified thrift investments on a mtioly average for nine out of every 12 months @alking basis or meet the requirements for
a domestic building and loan association undefrite¥nal Revenue Code. Under either test the reduassets primarily consist of residential
housing related loans and investments. At SepteBmet997, First Federal met the test and has alwast the test since its effectiveness.

Any savings association that fails to meet the @4t must convert to a national bank charter, grtegqualifies as a QTL and thereafter
remains a QTL. If an association does not requalifg converts to a national bank charter, it meistain SAIF-insured until the FDIC

permits it to transfer to the BIF. If such an asatan has not yet requalified or converted to eiamal bank, its new investments and activities
are limited to those permissible for both a saviagsociation and a national bank, and it is limitedational bank branching rights in its
home state. In addition, the association is immtetlianeligible to receive any new FHLB borrowingsd is subject to national bank limits
payment of dividends. If such association has egualified or converted to a national bank wittiree years after the failure, it must divest
of all investments and cease all activities notrpssible for a national bank. In addition, it meegpay promptly any outstanding FHLB
borrowings, which may result in prepayment pengl



Community Reinvestment Act. Under the CommunityriRestment Act ("CRA"), every FDIC insured institutihas a continuing and
affirmative obligation consistent with safe and sthibanking practices to help meet the credit neéds entire community, including low a
moderate income neighborhoods. The CRA does nabléstt specific lending requirements or programidifancial institutions nor does it
limit an institution's discretion to develop th@ég of products and services that it believes esé duited to its particular community,
consistent with the CRA. The CRA requires the Om8 the FRB, in connection with the examination wétH-ederal and Security,
respectively, to assess the institution's recon@éting the credit needs of its community andke tsuch record into account in its evalua
of certain applications, such as a merger or ttebéishment of a branch, by the institution. An atisfactory rating may be used as the basis
for the denial of such an application.

The federal banking agencies have recently revlseRA regulations and the methodology for deteimgj an institution's compliance with
the CRA. Due to the heightened attention beingmieethe CRA in the past few years, First Fedemdl @ecurity may be required to devote
additional funds for investment and lending in thetal community. First Federal was examined f&ACcompliance in May 1997 and
Security was examined in April 1996 and both reedia rating of "satisfactory."

Transactions with Affiliates. Generally, transanoSdetween an FDIC-insured institution or its sdiasies and its affiliates are required to be
on terms as favorable to the institution as tratisas with non-affiliates. In addition, certain thiese transactions, such as loans to an affiliate
are restricted to a percentage of the institutioafstal. Affiliates of First Federal and Secuiitglude First Midwest and any other company
which is under common control with First Federal &ecurity. Directors, officers or controlling pens are also subject to regulations that
restrict loans to such persons and their relatetésts. Among other things, such loans must beernaderms substantially the same as for
loans to unaffiliated individuals, except if thels are made pursuant to an employee benefit ptéBeptember 30, 1997, First Federal and
Security were in compliance with the above restid.

Bank Holding Company Regulation

General. Bank holding companies such as First Méhaee subject to comprehensive regulation by &B Bnder the BHCA and the
regulations of the FRB. As a bank holding compadigst Midwest is required to file reports with tRRB and such additional information as
the FRB may require, and is subject to regularéntpns by the FRB. The FRB also has extensivereefoent authority over bank holding
companies, including, among other things, the igtiti assess civil money penalties, to issue caadalesist or removal orders and to require
that a holding company divest subsidiaries (ineigdis bank subsidiaries). In general, enforceraetibns may be initiated for violations of
law and regulations and unsafe or unsound practices

Under FRB policy, a bank holding company must sewa source of strength for its subsidiary badksler this policy the FRB may requi
and has required in the past, a holding compapmdribute additional capital to an undercapitalisebsidiary bank



Under the BHCA, a bank holding company must obf®B approval before:

(i) acquiring, directly or indirectly, ownership oontrol of any voting shares of another bank arkdaolding company if, after such
acquisition, it would own or control more than 5%sach shares (unless it already owns or conth@snajority of such shares); (ii) acquiring
all or substantially all of the assets of anothemlbor bank holding company; or (iii) merging onsolidating with another bank holding
company.

The BHCA prohibits a bank holding company, withtagr exceptions, from acquiring direct or indireetnership or control of more than 5%
of the voting shares of any company which is nietiak or bank holding company, or from engagingatliyeor indirectly in activities other
than those of banking, managing or controlling tsamk providing services for its subsidiaries. Phiacipal exceptions to these prohibitions
involve certain non-bank activities which, by stator by FRB regulation or order, have been idettifis activities closely related to the
business of banking or managing or controlling lsaflhe list of activities permitted by the FRB undés, among other things, operating a
savings institution (such as First Federal), ma@&eompany, finance company, credit card compairiigatoring company; performing certi
data processing operations; providing certain itnaeat and financial advice; underwriting and aci@sgan insurance agent for certain types
of credit-related insurance; leasing property duallgpayout, non-operating basis; real estate agrdgnal property appraising; and, subject to
certain limitations, providing securities brokeraggvices for customers. The scope of permissitilgites may be expanded from time to
time by the FRB. Such activities may also be aéfddiy federal legislation.

Interstate Banking and Branching. In 1994, the Rid¢eal Interstate Banking and Branching Efficiedat of 1994 (the "Riegle-Neal Act")
was enacted to ease restrictions on interstateifgrikffective September 29, 1995, the Riegle-Medlallows the FRB to approve an
application of an adequately capitalized and adedyiananaged bank holding company to acquire cobofr@r acquire all or substantially all
of the assets of, a bank located in a state oftlaer $uch holding company's home state, withoutrdeigawhether the transaction is prohibited
by the laws of any state. The FRB may not apprbeeatquisition of a bank that has not been in enest for the minimum time period (not
exceeding five years) specified by the statutowy dd the host state or if the applicant (and itpatory institution affiliates) controls or
would control more than 10% of the insured depasithe United States or 30% or more of the depasithe target bank's home state or in
any state in which the target bank maintains adiralowa has adopted a five year minimum existeagairement. The Riegle-Neal Act does
not affect the authority of states to limit the getage of total insured deposits in the state lwitiay be held or controlled by a bank or bank
holding company to the extent such limitation doesdiscriminate against out-of-state banks or Hasiking companies. Individual states
may also waive the 30% state-wide concentratioit.lim

Additionally, since June 1, 1997, the federal bagkagencies have been authorized to approve iatensterger transactions without regard to
whether such transaction is prohibited by the l&any state, unless the home state of one of thishapts out of the Riegle-Neal Act by
adopting a law after the date of enactment of tiegle-Neal Act and prior to June 1, 1997 which &péqually to all out-of-state banks and
expressly prohibits merger transactions involvingrof-state banks. States were also permitteddoavaduch transactions before such time by
enacting authorizing legislation. Interstate acigjoiss of branches or the establishment of a nemdin is permitted only if the law of the st

in which the branch is located permits such actjais. Interstate mergers and branch acquisitiogsigo subject to the nationwide and
statewide insured deposit concentration amountsritbesl above. lowa permits interstate branching bglmerger



Dividends. The FRB has issued a policy statemenhempayment of cash dividends by bank holding camigs, which expresses the FRB's
view that a bank holding company should pay castueinds only to the extent that its net incometfiar past year is sufficient to cover both
the cash dividends and a rate of earning retemiianis consistent with the holding company's @piteds, asset quality and overall financial
condition. The FRB also indicated that it wouldibappropriate for a company experiencing serionarfcial problems to borrow funds to
dividends. Furthermore, under the prompt corredistion regulations adopted by the FRB, the FRB prapibit a bank holding company
from paying any dividends if the holding comparhesik subsidiary is classified as "undercapitalized.

Bank holding companies are required to give the BR& written notice of any purchase or redemptbits outstanding equity securities if
the gross consideration for the purchase or redempthen combined with the net consideration paidall such purchases or redemptions
during the preceding 12 months, is equal to 10¥%hare of their consolidated net worth. The FRB misapprove such a purchase or
redemption if it determines that the proposal warddstitute an unsafe or unsound practice or waidlidte any law, regulation, FRB order,
or any condition imposed by, or written agreemeitih wwhe FRB. This notification requirement does apply to any company that meets the
well-capitalized standard for commercial banks, daafety and soundness examination rating obat k"2" and is not subject to any
unresolved supervisory issues.

Capital Requirements. The FRB has establishedatapijuirements for bank holding companies thaegglly parallel the capital
requirements for commercial banks and federaltthnititutions such as First Federal and Secufrist Midwest is in compliance with these
requirements.

Federal Home Loan Bank System

First Federal and Security are both members oFtieB of Des Moines, which is one of 12 regional FB4, that administers the home
financing credit function of savings associatideach FHLB serves as a reserve or central bankfonémbers within its assigned region.
funded primarily from proceeds derived from theesafl consolidated obligations of the FHLB Systerméakes loans to members (i.e.,
advances) in accordance with policies and procedestablished by the board of directors of the FHLIBese policies and procedures are
subject to the regulation and oversight of the Faddousing Finance Board. All advances from the.BHire required to be fully secured by
sufficient collateral as determined by the FHLBabidition, all long-term advances are requiredraviole funds for residential home
financing.

As members of the FHLB System, First Federal araifty are required to purchase and maintain stot¢ke FHLB of Des Moines. At
September 30, 1997, the Banks had in the aggr&§aiemillion in FHLB stock, which was in complianagh this requirement. For the fisc
year ended September 30, 1997, dividends paidéb¥ith.B of Des Moines to First Federal and Secuatgled $386,000. Over the past f
calendar years such dividends have averaged 7.8%vere 7.0% for the first three quarters of thedar year 199°



Under federal law the FHLBs are required to providels for the resolution of troubled savings agg@ns and to contribute to low- and
moderately priced housing programs through dite@h$ or interest subsidies on advances targetemfiomunity investment and low- and
moderate-income housing projects. These contribstiave affected adversely the level of FHLB dinidie paid and could continue to do so
in the future. These contributions could also havedverse effect on the value of FHLB stock infthiere. A reduction in value of First
Federal's FHLB stock may result in a correspondatyiction in First Federal's capital.

Federal and State Taxation

Federal Taxation. Savings banks such as First Bethext meet certain definitional tests relatinghte composition of assets and other
conditions prescribed by the Internal Revenue Qiide®86, as amended (the "Code"), are permittexstablish reserves for bad debts and to
make annual additions thereto which may, withircefjeel formula limits, be taken as a deduction @mputing taxable income for federal
income tax purposes. The amount of the bad debtwesleduction for "non-qualifying loans" is comgaiuinder the experience method. The
amount of the bad debt reserve deduction for "&iag real property loans" (generally loans securgdmproved real estate) may be
computed under either the experience method qoeheentage of taxable income method (based onramabalection).

Under the experience method, the bad debt resexhection is an amount determined under a formuadgenerally upon the bad debts
actually sustained by the savings bank over a garigears.

The percentage of specially computed taxable incibraeis used to compute a savings bank's badrdsbtve deduction under the percentage
of taxable income method (the "percentage bad dstitiction™) is 8%. The percentage bad debt deduthiias computed is reduced by the
amount permitted as a deduction for non-qualifyoans under the experience method. The availalfithe percentage of taxable income
method permits qualifying savings banks to be taateallower effective federal income tax rate ttieat applicable to corporations generally
(approximately 31.3% assuming the maximum percenitagl debt deduction).

Under the percentage of taxable income methodyeéheentage bad debt deduction cannot exceed therdmecessary to increase the bal:
in the reserve for "qualifying real property loams'an amount equal to 6% of such loans outstaraliige end of the taxable year or the
greater of (i) the amount deductible under the ggpee method or (ii) the amount which when addaethé bad debt deduction for "non-
qualifying loans" equals the amount by which 12%hef amount comprising savings accounts at yearegoededs the sum of surplus,
undivided profits and reserves at the beginninthefyear.

In August 1996, legislation was enacted that reptted above-described reserve method of accouitiolyding the percentage of taxable
income method) used by many thrift institutiongédculate their bad debt reserve for federal inctamepurposes. Thrift institutions with

$500 million or less in assets may, however, comitito use the experience method. As a result, Fédéral must recapture that portion of the
reserve that exceeds the amount that could hawvethken under the experience method



post-1987 tax years. At September 30, 1997, FadeFal's post-1987 excess reserves amounted toxapptely $1.5 million. The recapture
will occur over a six-year period, the commencenaénthich will be delayed until the first taxablear beginning after December 31, 1997.
The legislation also requires thrift institutiomsaccount for bad debts for federal income tax psep on the same basis as commercial banks
for tax years beginning after December 31, 1995.

In addition to the regular income tax, corporatjansluding savings banks such as First Federaleigdly are subject to a minimum tax. An
alternative minimum tax is imposed at a minimumrabe of 20% on alternative minimum taxable incomleich is the sum of a corporation's
regular taxable income (with certain adjustments) &@x preference items, less any available exempiihe alternative minimum tax is
imposed to the extent it exceeds the corporatiegslar income tax and net operating losses caetffo more than 90% of alternative
minimum taxable income. For taxable years beginaifitgr 1986 and before 1996, corporations, inclgdiavings banks such as First Federal,
are also subject to an environmental tax equal@% of the excess of alternative minimum taxabt®me for the taxable year (determined
without regard to net operating losses and the cémufor the environmental tax) over $2.0 million.

To the extent earnings appropriated to a savingk'e®ad debt reserves for "qualifying real prop&yans” and deducted for federal income
tax purposes exceed the allowable amount of siggrres computed under the experience method aheé #xtent of the bank's suppleme
reserves for losses on loans ("Excess"), such Bxoey not, without adverse tax consequences, lieedtfor the payment of cash dividends
or other distributions to a shareholder (includdigtributions on redemption, dissolution or liquida) or for any other purpose (except to
absorb bad debt losses). As of September 30, F9&T Federal's Excess for tax purposes totaledoxppately $6.7 million.

First Midwest and its subsidiaries file consolidhfederal income tax returns on a fiscal year hasiisg the accrual method of accounting.
Savings banks, such as First Federal, that filerlddncome tax returns as part of a consolidatedmare required by applicable Treasury
regulations to reduce their taxable income for pags of computing the percentage bad debt deductidosses attributable to activities of
the non-savings bank members of the consolidategpgthat are functionally related to the activitidshe savings bank member.

First Midwest and its consolidated subsidiariesehawt been audited by the IRS within the past ars. In the opinion of management, any
examination of still open returns (including retsiof subsidiaries and predecessors of, or entitiErged into, First Midwest) would not result
in a deficiency which could have a material adveféect on the financial condition of First Midwestd its subsidiaries.

lowa Taxation. First Federal and Security file Iofrenchise tax returns. First Midwest and Firstératls subsidiary file lowa corporation tax
returns on a fiscal year-end basis.

lowa imposes a franchise tax on the taxable incohmeutual and stock savings banks and commercigtddr he tax rate is 5%, which may
effectively be increased, in individual cases, pgleation of a minimum tax provision. Taxable ime® under the franchise tax is generally
similar to taxable incom



under the federal corporate income tax, except thater the lowa franchise tax, no deduction isvedld for lowa franchise tax payments and
taxable income includes interest on state and ripaliobligations. Interest on U.S. obligationséagable under the lowa franchise tax and
under the federal corporate income tax.

Taxable income under the lowa corporate incomestaenerally similar to taxable income under théefal corporate income tax, except t
under the lowa tax, no deduction is allowed fordanwcome tax payments; interest from state and cipaliobligations is included in incorr
interest from U.S. obligations is excluded fromdme; and 50% of federal corporate income tax paysrene excluded from income. The
lowa corporate income tax rates range from 6% b ARd may be effectively increased, in individuzdes, by application of a minimum tax
provision. The taxable income for lowa franchiseparposes is apportioned to lowa through the fiseame-factor formula consisting of
gross receipts only.

South Dakota Taxation. First Federal files a Sdakota franchise tax return due to the operatidrits @rookings division. The South
Dakota franchise tax is imposed only on depositasyitutions. First Midwest, Security and First Eeal's subsidiaries are therefore not
subject to the South Dakota franchise tax.

South Dakota imposes a franchise tax on the taxabtene of a depository institution at the rat&%§. Taxable income under the franchise
tax is generally similar to taxable income underféderal corporate income tax, except that, utfdeBSouth Dakota franchise tax, no
deduction is allowed for state income and franctages, bad debt deductions are determined onaiis bf actual charge-offs, income from
municipal obligations exempt from federal taxesiacduded in the franchise taxable income, andelti®a deduction allowed for federal
income taxes accrued for the fiscal year. The tixi@mcome for South Dakota franchise tax purposegportioned to South Dakota through
the use of a three-factor formula consisting ofjthle real and personal property, payroll and gressipts.

Delaware Taxation. As a Delaware holding compaitngt Midwest is exempted from Delaware corporatmme tax but is required to file an
annual report with and pay an annual fee to theeSitaDelaware. First Midwest is also subject teaanual franchise tax imposed by the State
of Delaware.

Competition

The Company faces strong competition, both in nating real estate and other loans and in attiqckaposits. Competition in originating r
estate loans comes primarily from commercial bas&gings banks, credit unions, insurance compaaresmortgage bankers making loans
secured by real estate located in the Company'kanarea. Commercial banks and credit unions peovigorous competition in consumer
lending. The Company competes for real estate #ret tbans principally on the basis of the quatityservices it provides to borrowers,
interest rates and loan fees it charges, and festgf loans it originates.

The Company attracts all of its deposits throughiétail banking offices, primarily from the comnitigs in which those retail banking offices
are located; therefore, competition for those ditpdés principally from othe



commercial banks, savings banks, credit unionsoaokierage offices located in the same communitiee. Company competes for these
deposits by offering a variety of deposit accomttsompetitive rates, convenient business houscanvenient branch locations with
interbranch deposit and withdrawal privileges atea

The Company serves Adair, Buena Vista, Calhounh@tida, Pocahontas, Polk and Sac counties ia lawd Brookings County in South
Dakota. There are 32 commercial banks, three sa\iagks, other than First Federal, and one cradinhuvhich compete for deposits and
loans in the First Federal's primary market areaoithwest lowa and eight commercial banks, onengawank, other than First Federal, and
one credit union which compete for deposits anddda First Federal's market area in South Dakntaddition, there are twelve commercial
banks in Security's primary market area in westreétowa. First Federal recently entered the Desrids, lowa market area as a result of the
acquisition of lowa Savings and competes for dep@sid loans with numerous financial institutiomsated throughout the metropolitan area.

Employees

At September 30, 1997, the Company and its submdihad a total of 112 employees, including 1%-pare employees. The Company's
employees are not represented by any collectivgaidng group. Management considers its employletioas to be good.

Executive Officers of the Company Who Are Not Diretors

The following information as to the business exgece during the past five years is supplied witlpeet to the executive officers of the
Company who do not serve on the Company's BoaRirettors. There are no arrangements or undersigadietween such persons named
and any persons pursuant to which such officere welected.

Fred A. Stevens - Mr. Stevens, age 50, is Presiofethe Storm Lake Division and Trust Officer fardt Federal. In addition, Mr. Stevens
serves as President and a director of First Sex\wo®ancial Limited and is a Brookings Service @ogpion director. Mr. Stevens is primarily
responsible for the daily operation of First Midward First Federal, including lending, deposit emdt operations, branch administration,
and human resources and compliance. Mr. Stevemsddtirst Federal in 1974 as a loan officer, wastel Vice President in 1982, and
Senior Vice President in 1986. He was elected Biex¥ice President and Chief Operating OfficedBB9, Corporate Secretary in 1990,
Trust Officer in 1992. Mr. Stevens was electedigodurrent position in September 1997. Mr. Stevsrsformer President of the Storm Lake
Chamber of Commerce and the Storm Lake Rotary GlubStevens received his Bachelor of Science defymm Westmar College, Le
Mars, lowa.

Donald J. Winchell - Mr. Winchell, age 45, servesvéce President, Treasurer and Chief Financiailc@ffof First Midwest and Senior Vice
President, Treasurer and Chief Financial OfficefFioft Federal, and is responsible for the formakaand implementation of policies and
objectives for First Federal's finance, accounsind audit functions. His duties include financi@mming, interest rate risk management,
accounting, investments, financial policy developtremd compliance, budgeting, asset/liability mamagnt, internal controls, and data
processing systems and procedures.



Winchell also serves as Treasurer of First Senk@eancial Limited and Brookings Service Corporati®r. Winchell joined First Federal in
1989 as Vice President and Chief Financial Offieeas appointed Treasurer in 1990, and Senior Viiesiéent in 1992. Prior to joining First
Federal, Mr. Winchell served as Senior Vice Prasiég®ed Chief Financial Officer of Midwest Federaivigs and Loan Association of
Nebraska City, Nebraska since 1981. Mr. Wincheleieed a Bachelor of Science degree and a BachERusiness Administration degr
from Washburn University, Topeka, Kansas. Mr. Wigltls a certified public accountant.

Item 2. Description of Property

The Company conducts its business at its maineo#fitd branch office in Storm Lake, lowa, and fitkeeo locations in its primary market a
in Northwest lowa. The Company also operates tviicex in Brookings, South Dakota, through the ConypaBrookings Federal Bank
division of the Bank; two offices in Des Moineswa, through the Company's lowa Savings Bank divisibthe Bank; and three offices in
West Central lowa through the Company's SecurigyeIBank subsidiary.

The Company owns all of its offices, except for linanch office located at Storm Lake Plaza, Stoakel, lowa as to which the land is leas
The total net book value of the Company's premagesequipment (including land, building and leasgmprovements and furniture,
fixtures and equipment) at September 30, 1997 wWa& iillion. See Note 7 of Notes to ConsolidatetkRicial Statements in the Annual
Report.

The Company believes that its current facilities afdequate to meet the present and foreseeabls ol Company and the Banks. In
November 1996, the Company purchased an existiitgitg located in West Des Moines, lowa. In Mar@®Z, the facility opened as .
additional office of the lowa Savings Bank DivisiofFirst Federal.

The Bank maintains an on-line data base with aicehbureau, whose primary business is providindy sgcvices to financial institutions. The
net book value of the data processing and comeg@pment utilized by the Company at Septembefl 897 was approximately $288,000.

Item 3. Legal Proceedings

The Company is involved as plaintiff or defendanvarious legal actions arising in the normal cewsits business. While the ultimate
outcome of these proceedings cannot be predictddoeitainty, it is the opinion of management, fensultation with counsel representing
Company in the proceedings, that the resolutiaim@de proceedings should not have a material effe€@ompany's consolidated financial
position or results of operations.

Item 4. Submission of Matters to a Vote of Securityolders

No matter was submitted to a vote of security hadéarough the solicitation of proxies or othemyiduring the quarter ended Septembei
1997.



PART Il
Item 5. Market for Registrant's Common Equity and Related Stockholder Matters
Page 48 of the attached 1997 Annual Report to &tddkrs is herein incorporated by reference.
Item 6. Selected Financial Data
Page 10 of the attached 1997 Annual Report to &tddkrs is herein incorporated by reference.
Item 7. Management's Discussion and Analysis or Fancial Condition and Results of Operation
Pages 11 through 20 of the attached 1997 AnnuabfRepStockholders are herein incorporated byresfee.
ltem 7A. Quantitative and Qualitative Disclosure Alut Market Risk
Pages 17 and 18 of the attached 1997 Annual Rep8tockholders are herein incorporated by refexenc
Item 8. Financial Statements and Supplementary Data
Pages 21 through 45 of the attached 1997 AnnuabfRepStockholders are herein incorporated byresfee.

Item 9. Changes In and Disagreements With Accountds on Accounting and Financial Disclosure

On May 17, 1996, the Company dismissed Deloitteatidhe LLP ("D&T") as their independent accountafite reports of D&T on the
financial statements for the two years ended Sdamei30, 1995 and 1994 did not contain an adversgaopor a disclaimer of opinion and
were not qualified or modified as to uncertaintydid scope or accounting principles. The changeadépendent accountants was

recommended by the Audit Committee and subsequepfiyoved by the Board of Directors.

In connection with its audits for years ended Smapier 30, 1994 and 1995, and through May 17, 19@8etwere no disagreements with D
on any matter of accounting principles or practifesancial statement disclosure, or auditing scojperocedure, which disagreements, if not
resolved to the satisfaction of D&T, would have sedithem to make reference thereto in their reggothe financial statements for such

years. During such same periods, there have beegpootable events (as defined in Regulati-K Item
304(a)(1)(v)) with D&T.

On May 17, 1996, the Company engaged the firm ofa@r Chizek and Company LLP as independent cattd@ountants for the fiscal year

ending September 30, 19¢



PART IlI
Item 10. Directors and Executive Officers of the Rgistrant
Directors

Information concerning directors of the Companineorporated herein by reference from the Compathsfiitive Proxy Statement for the
Annual Meeting of Stockholders held in January 1998opy of which will be filed not later than 188ys after the close of the fiscal year.

Executive Officers

Information concerning executive officers of thenGmany is set forth under the caption "Executivei@@fs" contained in Part | of this Form
10-K.

Compliance with Section 16(a)

Section 16(a) of the Exchange Act requires the Gomis directors and executive officers, and persdrsown more than 10% of a
registered class of the Company's equity securtiieile with the SEC reports of ownership andarp of changes in ownership of common
stock and other equity securities of the Comparific€s, directors and greater than 10% stockhaldee required by SEC regulation to
furnish the Company with copies of all Section }6¢ms they file.

To the Company's knowledge, based solely on awesfahe copies of such reports furnished to thenfany and written representations that
no other reports were required during the fiscalryended September 30, 1997, all
Section 16(a) filing requirements applicable tooitiicers, directors and greater than 10 percenefbeial owners were complied with.

Item 11. Executive Compensation

Information concerning executive compensation é®iporated herein by reference from the Comparefisitive Proxy Statement for the
Annual Meeting of Stockholders to be held in Japd®98, a copy of which will be filed not later th&20 days after the close of the fiscal
year.

Item 12. Security Ownership of Certain Beneficial vners and Management

Information concerning security ownership of certaeneficial owners and management is incorpoitag¢eein by reference from the
Company's definitive Proxy Statement for the Anridakting of Stockholders to be held in January 199&py of which will be filed not
later than 120 days after the close of the fisealy

Item 13. Certain Relationships and Related Transa&ns

Information concerning certain relationships amhsactions is incorporated herein by reference tr@rCompany's definitive Proxy
Statement for the Annual Meeting of Stockholderbedield in January 1998, a copy of which will bedf not later than 120 days after the
close of the fiscal yea



PART IV
Item 14. Exhibits, Financial Statement Schedulesna Reports on Form 8-K
(a) The following is a list of documents filed aarfpof this report:
(1) Financial Statements:
The following financial statements are incorporatgdeference under Part Il, Item 8 of this FormKt0

1. Report of Independent Auditors.

2. Consolidated Balance Sheets as of Septembé&i©93@,and 1996.

3. Consolidated Statements of Income for the YEaded September 30, 1997, 1996 and 1995.

4. Consolidated Statements of Changes in Shareisbiguity for the Years Ended September 30, 12996 and 1995.
5. Consolidated Statements of Cash Flows for ther&¥Ended September 30, 1997, 1996 and 1995.

6. Notes to Consolidated Financial Statements

(2) Financial Statement Schedules:
All financial statement schedules have been ométethe information is not required under the eglanhstructions or is inapplicable.
(3) Exhibits:
See Index of Exhibits.
(b) Reports on Form 8-K:

There have been no Current Reports on Fc-K filed within the three month period ended Septen0, 1997



SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the Resyigsthas duly caused this Report to be
signed on its behalf by the undersigned, theredatp authorized.

FIRST MIDWEST FINANCIAL, INC.

Dat e: Decenber 26, 1997 By: /s/ James S. Haahr

Janes S. Haahr
(Duly Authorized Representative)

Pursuant to the requirements of the Securities &xgé Act of 1934, this Report has been signed bbiothe following persons on behalf of
the Registrant and in the capacities and on thesdatlicated.

By: [/s/ James S. Haahr By: /s/Jeanne Partlow
James S. Haahr, Chairnman of Jeanne Partlow, Director
the Board, President and
Chi ef Executive O ficer
(Principal Executive Oficer)

Dat e: Decenber 26, 1997 Dat e: Decenber 26, 1997
By: /s/E. Thurman Gaskill By: /s/Rodney G Miilenburg
E. Thurman Gaskill, Director Rodney G Miil enburg, Director
Dat e: Decenber 26, 1997 Dat e: Decenber 26, 1997
By: [/s/J. Tyler Haahr By: /s/E. \Wayne Cool ey
J. Tyl er Haahr, Director, Senior E. Wayne Cool ey, Director

Vice President, Secretary and
Chi ef Operating O ficer

Dat e: Decenber 26, 1997 Dat e: Decenber 26, 1997
By: /s/Donald J. Wnchell By: [/s/G Mark M ckel son
Donald J. Wnchell, Vice President G Mark M ckel son, Director
Chi ef Financial Oficer and Treasurer
(Principal Financial and Accounting Dat e: Decenber 26, 1997
O ficer)

Dat e: Decenber 26, 1997
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EMPLOYMENT AGREEMENT

THIS EMPLOYMENT AGREEMENT ("Agreement”) is made arsdhereby effective as of this 27th day of Janyd®97, by and between
FIRST FEDERAL SAVINGS BANK OF THE MIDWEST, Fifth @hErie Streets, Storm Lake, lowa 50588 (hereinaéfarred to as the
"Bank") and J. Tyler Haahr (the "Employee").

WHEREAS, the Employee will serve as Executive gesident and Trust Officer of the Bank; and

WHEREAS, the Board of Directors of the Bank recagsithat, as is the case with publicly held corjpmna generally, the possibility of a
change in control of the Holding Company and/orBlaek may exist and that such possibility, anduheertainty and questions which it may
raise among management, may result in the depastudistraction of key management personnel talteément of the Bank, the Holding
Company and its stockholders; and

WHEREAS, the Board of Directors of the Bank belitds in the best interests of the Bank to eintter this Agreement with the Employee
in order to assure continuity of management ofBask and to reinforce and encourage the continttedtagon and dedication of the Emplo’
to his assigned duties without distraction in theef of potentially disruptive circumstances aridiogn the possibility of a change in control
of the Holding Company, although no such changmig contemplated; and

WHEREAS, the Board of Directors of the Bank hasraped and authorized the execution of this Agreaméth the Employee to take effect
as stated in
Section 4 hereof;

NOW, THEREFORE, in consideration of the foregoimgl @f the respective covenants and agreement® gfdtiies herein contained, it
AGREED as follows:

1. Employment. The Employee will be employed asdbtige Vice President and Trust Officer of the BaAk such, Employee shall render
administrative and management services as arercasty performed by persons situated in similaranize capacities, and shall have other
powers and duties as may from time to time be pitestt by the Board, provided that such duties aresistent with the Employee's position.
The Employee shall continue to devote his bestistind substantially all his business time anghéitin to the business and affairs of the
Bank and its subsidiaries and affiliated companies.

2. Compensation.

(a) Salary. The Bank agrees to pay the Employeiagitine term of this Agreement a salary establidhethe Board of Directors. The salary
hereunder shall be at least equal to $140,000.09gz& commencing on the first date of employmeittt the Bank. The salary provided for
herein shall be payable not less frequently thareekly in accordance with the practices of the Ban&vided, however, that no such sala
required to be paid by the terms of this Agreenmenéspect of any month or portion thereof subsetitethe termination of this Agreement
and provided further, that the amount of such gadhall be reviewed by the Board of Directors mssl often than annually and may be
increased (but not decreased) from time to timsuch amounts as the Board of Directors in its dismm may decide, subject to the custon
withholding tax and other employee taxes as requirigh respect to compensation paid by a corpanatican employee



(b) Discretionary Bonuses. The Employee shall litled to participate in an equitable manner willogher executive officers of the Bank in
discretionary bonuses as authorized and declard¢ldebBoard of Directors of the Bank to its execeitamployees. No other compensation
provided for in this Agreement shall be deemedtesstute for the Employee's right to participatesirth bonuses when and as declared b
Board of Directors.

(c) Expenses. During the term of his employmenébeder, the Employee shall be entitled to recereenpt reimbursement for all reasona
expenses incurred by him (in accordance with pedieind procedures at least as favorable to thedyewmlas those presently applicable to the
senior executive officers of the Bank) in performservices hereunder, provided that the Employepgsly accounts therefor in accordance
with Bank policy.

3. Benefits.

(a) Participation in Retirement and Employee Bdri&iins. The Employee shall be entitled while empgibhereunder to participate in, and
receive benefits under, all plans relating to stogtons, stock purchases, pension, thrift, preffiaring, group life insurance, medical
coverage, education, cash or stock bonuses, ard matfirement or employee benefits or combinatibeseof, that are now or hereafter
maintained for the benefit of the Bank's execuémgloyees or for its employees generally.

(b) Fringe Benefits. The Employee shall be eligilsldle employed hereunder to participate in, aretinee benefits under, any other fringe
benefits which are or may become applicable tdBiduak's executive employees or to its employeesrgéine

4. Term. The term of employment under this Agreetnsiall be the period commencing on March 25, 1898uch other date as agreed to by
the parties of this Agreement, through Septembef 299, subject to earlier termination as proviletkin. Beginning on September 20,
1997, and on each September 20 thereafter, thealeemployment under this Agreement shall be extdrfdr a period of one year unless
either the Bank or the Employee gives contraryteminotice to the other not less than 90 days wawack of the date on which the term of
employment under this Agreement would otherwisexiended, provided that such term will not be awtiically extended unless, prior
thereto, such extension is approved by the Boabireictors following the Board's review of a fornp@Erformance evaluation of the
Employee performed by the disinterested membetissoBoard of Directors of the Bank and reflectethia minutes of the Board of Directc
Reference herein to the term of employment undsrAgreement shall refer to both such initial teand such extended terms.

5. Vacations. The Employee shall be entitled, witHoss of pay, to absent himself voluntarily fréime performance of his employment under
this Agreement, all such voluntary absences to tasivacation time, provided that:

(a) The Employee shall be entitled to an annuahtiac of not less than three weeks per year;
(b) the timing of vacations shall be scheduled irasonable manner by the Employee; and

(c) solely at the Employee's request, the Boamirdctors shall be entitled to grant to the Empgdeave or leaves of absence with or
without pay at such time or times and upon suaimgeand conditions as the Board, in its discretivay determine



6. Termination of Employment; Death.

(a) The Board of Directors may terminate the Emetdy employment at any time, but any terminatiotheyBank's Board of Directors, other
than termination for cause, shall not prejudiceEhgployee's right to compensation or other benafitder the Agreement. If the employment
of the Employee is involuntarily terminated, ottiean for "cause" as provided in this

Section 6(a) or pursuant to any of Sections 6(ajuhh 6(g), or by reason of death or disabilityesvided in Sections 6(c) or 7, the Emplo
shall be entitled to receive, (i) his then applieadalary for the then-remaining term of the Agreairas calculated in accordance with Section
4 hereof, payable in such manner and at such tr®asich salary would have been payable to the Bmplonder Section 2 had he remained
in the employ of the Bank, and (ii) health insumbenefits as maintained by the Bank for the benéfts senior executive employees or its
employees generally over the then-remaining terth@fAgreement as calculated in accordance withid®ed hereof.

The terms "termination” or "involuntarily termindtein this Agreement shall refer to the terminatafrthe employment of Employee without
his express written consent. The Employee shatdosidered to be involuntarily terminated

(1) if the employment of the Employee is involuiitaterminated for any reason other than for "cdwseprovided in this Section 6(a),
pursuant to any of Sections 6(d) through 6(g) ordason of death or disability as provided in S#i6(c) and 7; or (2) there occurs a
material diminution of or interference with the Boyee's duties, responsibilities and benefits aechtive Vice President and Trust Officel
the Bank. By way of example and not by way of latiiin, any of the following actions, if unreasoreabt materially adverse to the
Employee, shall constitute such diminution or ifeence unless consented to in writing by the Eggso (i) a change in the principal
workplace of the Employee to a location more thitip (50) miles from the Bank's main office; (ii)raaterial demotion of the Employee, a
reduction in the number or seniority of other Bgeksonnel reporting to the Employee, or a redudtiche frequency with which, or in the
nature of the matters with respect to which, susisgnnel are to report to the Employee, other #sapart of a Bank or Holding Company-
wide reduction in staff; or

(iii) a reduction or adverse change in the salpeyquisites, benefits, contingent benefits or vianaime which had theretofore been provided
to the Employee, other than as part of an overatjyam applied uniformly and with equitable effezll members of the senior management
of the Bank or the Holding Company.

In case of termination of the Employee's employnfientause, the Bank shall pay the Employee hergahrough the date of termination,
and the Bank shall have no further obligation ® Employee under this Agreement. The Employee slaak no right to receive
compensation or other benefits for any period da&emination for cause. For purposes of this Agretytermination for "cause” shall inclu
termination because of the Employee's personabdestty, incompetence, willful misconduct, breacl éifiuciary duty involving personal
profit, intentional failure to perform stated dwtiavillful violation of any law, rule, or regulatio(other than traffic violations or similar
offenses) or final cease-and-desist order, or n@htereach of any provision of this Agreement. Nithstanding the foregoing, the Employee
shall not be deemed to have been terminated faecanless and until there shall have been deliverdéite Employee a copy of a resolution,
duly adopted by the affirmative vote of not lesartta majority of the disinterested members of



Board of Directors of the Bank at a meeting of Board called and held for such purpose (after m@sie notice to the Employee and an
opportunity for the Employee, together with the Bogpe's counsel, to be heard before the Board)ngtthat in the good faith opinion of the
Board the Employee was guilty of conduct constityiticause” as set forth above and specifying thicpéars thereof in detail.

(b) The Employee's employment may be voluntarityniaated by the Employee at any time upon 90 daytsan notice to the Bank or upon
such shorter period as may be agreed upon betwedfmployee and the Board of Directors of the Bémkhe event of such voluntary
termination, the Bank shall be obligated to corgitm pay the Employee his salary only through thte df termination, at the time such
payments are due, and the Bank shall have no fustiiggation to the Employee under this Agreement.

(c) In the event of the death of the Employee dytire term of employment under this Agreement arat fo any termination hereunder, the
Employee's estate, or such person as the Emploggérave previously designated in writing, shalkebétled to receive from the Bank the
salary of the Employee through the last day ofcllendar month in which his death shall have oecjrand the term of employment under
this Agreement shall end on such last day of thatmo

(d) If the Employee is suspended from office antéonporarily prohibited from participating in therduct of the Bank's affairs by a notice
served under Section 8(e) (3) or (g) (1) of thedraldDeposit Insurance Act ("FDIA"), 12 U.S.C. $818(e)(3); (9)(1), the Bank's obligations
under this Agreement shall be suspended as ofateedd service, unless stayed by appropriate pdiegs. If the charges in the notice are
dismissed, the Bank may in its discretion (i) pag Employee all or part of the compensation wittilvéhile its obligations under this
Agreement were suspended and (ii) reinstate in evboin part any of the obligations which were sumfed.

(e) If the Employee is removed from office and/errpanently prohibited from participating in the dane of the Bank's affairs by an order
issued under Section 8(e) (4) or (g)(1) of the FDIA U.S.C. ss. 1818(e)(4);

(9)(2), all obligations of the Bank under this Agneent shall terminate, as of the effective datdeforder, but vested rights of the parties
shall not be affected.

(f) If the Bank becomes in default (as defined étt®n 3(x)(1) of the FDIA, 12 U.S.C. ss. 1813(})(&ll obligations under this Agreement
shall terminate as of the date of default, but pingsvision shall not affect any vested rights &f garties.

(9) All obligations under this Agreement shall kentinated, except to the extent determined thatirmaation of this Agreement is necessary
for the continued operation of the Bank: (i) by bieector of the Office of Thrift Supervision ("OTfor his or her designee at the time the
Federal Deposit Insurance Corporation or the Réisoldrust Corporation enters into an agreemeprévide assistance to or on behalf of
Bank under the authority contained in Section 18{dhe FDIA, 12 U.S.C. ss. 1823(c); or (ii) by th&ector of the OTS or his or her
designee at the time the Director of the OTS oohiser designee approves a supervisory mergestive problems related to operation of
the Bank or when the Bank is determined by the direof the OTS to be in an unsafe or unsound dmmd



Any rights of the parties that have already vedtesavever, shall not be affected by any such action.

(h) In the event the Bank purports to terminateBEheployee for cause, but it is determined by a tcolicompetent jurisdiction or by an
arbitrator pursuant to Section 17 that cause dicerist for such termination, or if in any evenisitdetermined by any such court or arbitrator
that the Bank has failed to make timely paymerdargf amounts owed to the Employee under this Agregérntee Employee shall be entitlec
reimbursement for all reasonable costs, includitgy@eys' fees, incurred in challenging such teatiam or collecting such amounts. Such
reimbursement shall be in addition to all rightsvttich the Employee is otherwise entitled undes thgreement.

7. Disability. If during the term of employment bander the Employee shall become disabled or ind@ped to the extent that he is unabl
perform the duties of the Executive Vice Presidgemt Trust Officer, he shall be entitled to recadisability benefits of the type provided for
other executive employees of the Bank.

8. Change in Control.

(a) Involuntary Termination. If the Employee's emyphent is involuntarily terminated (other than éause or pursuant to any of Sections
through 6(g) or Section 7 of this Agreement) inmection with or within 12 months after a changeantrol which occurs at any time during
the term of employment under this Agreement, intamdto any payments under Section 6(a) of thise®gent, the Bank shall pay to the
Employee in a lump sum in cash within 25 businessdfter the Date of Termination (as hereinafedingd) of employment an amount ec

to 299% of the Employee's "base amount" of compansas defined in Section 280G of the Internal &ie Code of 1986, as amended (the
"Code").

(b) Definitions. For purposes of Section 8, 9 atidi this Agreement, "Date of Termination" mears ¢arlier of (i) the date upon which the
Bank gives notice to the Employee of the termimatibhis employment with the Bank, or (ii) the dafmn which the Employee ceases to
serve as an Employee of the Bank; and "changeritrad is defined solely as any acquisition of aoh{other than by a trustee or other
fiduciary holding securities under an employee fieptan of the Holding Company or a subsidiantied Holding Company), as defined in
C.F.R. ss. 574.4, or any successor regulatioheoBank or Holding Company which would require filieg of an application for acquisition
of control or notice of change in control in a manas set forth in 12 C.F.R. ss. 574.3, or anyessur regulation.

9. Certain Reduction of Payments by the Bank.

(a) Anything in this Agreement to the contrary nitwstanding, in the event it shall be determinet iny payment or distribution by the Bi
to or for the benefit of the Employee (whether paighayable or distributed or distributable purduarthe terms of this Agreement or
otherwise) (a "Payment") would be nondeductibleafole or part) by the Bank for Federal incomeparposes because of Section 280G of
the Code, then the aggregate present value of aspagable or distributable to or for the benefith®e Employee pursuant to this Agreem
(such amounts payable or distributable pursuatitisbAgreement are hereinafter referred to as "Agrent Payments") shall be reduced tc
Reduced Amount. The "Reduced Amount" shall be aouat) not less than zero, expressed in preseng wvelhich



maximizes the aggregate present value of AgreePayrnents without causing any Payment to be nondibtkiby the Bank because of
Section 280G of the Code. For purposes of thisi@eét present value shall be determined in accarelavith
Section 280G(d)(4) of the Code.

(b) All determinations required to be made undées 8ection 9 shall be made by the Bank's indeperaletitors, or at the election of such
auditors by such other firm or individuals of rentmpd expertise as such auditors may select (uitoas or, if applicable, such other firm
individual, are hereinafter referred to as the "i&dwy Firm"). The Advisory Firm shall within ten bmess days of the Date of Termination, or
at such earlier time as is requested by the Banakjge to both the Bank and the Employee an opiémnl detailed supporting calculations)
that the Bank has substantial authority to dedurctederal income tax purposes the full amounhefAgreement Payments and that the
Employee has substantial authority not to repottisrfederal income tax return any excise tax ingpldsy Section 4999 of the Code with
respect to the Agreement Payments. Any such detation and opinion by the Advisory Firm shall bading upon the Bank and the
Employee. The Employee shall determine which and imaich, if any, of the Agreement Payments shaklbminated or reduced consistent
with the requirements of this

Section 9, provided that, if the Employee doesmake such determination within ten business daykefeceipt of the calculations made by
the Advisory Firm, the Bank shall elect which armhvihmuch, if any, of the Agreement Payments sha#lbeinated or reduced consistent
with the requirements of this Section 9 and shatify the Employee promptly of such election. WithHive business days of the earlier of (i)
the Bank's receipt of the Employee's determingtianrsuant to the immediately preceding sentenchisfAgreement or (ii) the Bank's elect

in lieu of such determination, the Bank shall papt distribute to or for the benefit of the Empeysuch amounts as are then due the
Employee under this Agreement. The Bank and thel@&yep shall cooperate fully with the Advisory Firm¢luding without limitation
providing to the Advisory Firm all information amdaterials reasonably requested by it, in conneatitim the making of the determinations
required under this Section 9.

(c) As a result of uncertainty in application ofc8en 280G of the Code at the time of the initiatetmination by the Advisory Firm
hereunder, it is possible that Agreement Paymeilithawe been made by the Bank which should noelzeen made ("Overpayment") or t
additional Agreement Payments will not have beederiay the Bank which should have been made ("Urgengnt”), in each case,
consistent with the calculations required to be elagreunder. In the event that the Advisory Firasda upon the assertion by the Internal
Revenue Service against the Employee of a defigiainich the Advisory Firm believes has a high ptality of success determines that an
Overpayment has been made, any such Overpaymehtpdistributed by the Bank to or for the benefiEmployee shall be treated for all
purposes as a loan ab initio which the Employed sdy@ay to the Bank together with interest atdlpglicable federal rate provided for in
Section 7872(f)(2) of the Code; provided, howettleat no such loan shall be deemed to have been amaieo amount shall be payable by
the Employee to the Bank if and to the extent siegmed loan and payment would not either reducarttent on which the Employee is
subject to tax under Section 1 and Section 499BefCode or generate a refund of such taxes. |evtnt that the Advisory Firm, based upon
controlling preceding or other substantial autlypuitetermines that an Underpayment has occurrgdseeh Underpayment shall be promptly
paid by the Bank to or for the benefit of the Enygle together with interest at the applicable feldata provided for in Section 7872(f)(2) of
the Code



(d) The total of payments to the Employee in thengéwf involuntary termination of employment un&erction 6(a) and Section 8(a) shall not
exceed three times his average annual compengediorthe Bank over the five most recent taxableyéar, if employed by the Bank for a
shorter period, over the period of his employmenthie Bank).

(e) Any payments made to the Employee pursuammisogreement, or otherwise, are subject to andlitiemed upon their compliance with
12 U.S.C. 1828(k) and any regulations promulgatedeunder.

10. Non-competition.

(a) Upon the expiration of the term of the Empldgeamployment hereunder or in the event the Emplsy@mployment hereunder terminates
prior thereto for any reason whatsoever, the Emgg#ahall not, for a period of one (1) year afterdbcurrence of such event, for himself, or
as the agent of, on behalf of, or in conjunctiothw@ny person or entity, solicit or attempt to@glwhether directly or indirectly: (i) any
employee of the Bank to terminate such employeefg@/ment relationship with the Bank; or (ii) argvings and loan, banking or similar
business from any person of entity that is or wekemt, employee, or customer of the Bank anddealt with the Employee or any other
employee of the Bank under the supervision of tmpléyee.

(b) In the event Employee voluntarily resigns parsuto

Section 6(b) of this Agreement, or in the eventEneployee's employment hereunder is terminateddase, the Employee shall not, for a
period of one

(1) year from the date of termination, directlyimdirectly, own, manage, operate or control, otipgrate in the ownership, management,
operation or control of, or be employed by or carted in any manner with, any financial institutisaving an office located within fifty (50)
miles of any office of the Bank as of the dateesfitination.

(c) The provisions of subsections (a) and (b) Heskall not prevent the Employee from purchasindglyg for investment, not more than five
percent (5%) of any financial institution's stoakother securities which are traded on any nationatgional securities exchange or are
actively traded in the over-the-counter market segistered under Section 12(g) of the SecuritieshBrge Act of 1934.

(d) The provisions of this Section shall survive tarmination of the Employee's employment hereunthether by expiration of the term
thereof or otherwise.

11. No Assignments.

(a) This Agreement is personal to each of the gahereto, and neither party may assign or delegstef its rights or obligations hereunder
without first obtaining the written consent of thider party; provided, however, that the Bank vétjuire any successor or assign (whether
direct or indirect, by purchase, merger, consaiihabr otherwise) to all or substantially all oethusiness and/or assets of the Bank, by an
assumption agreement in form and substance satisfao the Employee, to expressly assume and dgrperform this Agreement in the
same manner and to the same extent that the Banlki e required to perform it if no such successio



assignment had taken place. Failure of the Bambtain such an assumption agreement prior to fleetefeness of any such succession or
assignment shall be a breach of this Agreemenshall entitle the Employee to compensation fromBhak in the same amount and on the
same terms as the compensation pursuant to S&tapihereof. For purposes of implementing the miowis of this Section 11(a), the date on
which any such succession becomes effective shalelemed the Date of Termination.

(b) This Agreement and all rights of the Employeedunder shall inure to the benefit of and be eefale by the Employee's personal and
legal representatives, executors, administratossessors, heirs, distributees, devisees and kgydfehe Employee should die while any
amounts would still be payable to the Employee lneder if the Employee had continued to live, atfsamounts, unless otherwise provided
herein, shall be paid in accordance with the tesfrthis Agreement to the Employee's devisee, legatether designee or if there is no such
designee, to the Employee's estate.

12. Notice. For the purposes of this Agreementicestand all other communications provided fohia Agreement shall be in writing and
shall be deemed to have been duly given when paligatelivered or sent by certified mail, returrcegt requested, postage prepaid,
addressed to the Bank at its main office to thentitin of the Board of Directors (with a copy te tBecretary of the Bank), and in the case of
the Employee, to him at his home address most tiggamovided to the Bank, or to such other addeessither party may have furnished to
the other in writing in accordance herewith.

13. Amendments. No amendments or additions toAfgieement shall be binding unless in writing arghed by both parties, except as he
otherwise provided.

14. Paragraph Headings. The paragraph headingsrut@dd Agreement are included solely for convap&and shall not affect, or be used in
connection with, the interpretation of this Agreerne

15. Severability. The provisions of this Agreemsimall be deemed severable and the invalidity onforeeability of any provision shall not
affect the validity or enforceability of the othrovisions hereof.

16. Governing Law. This Agreement shall be goveimgthe laws of the United States to the extentiegiple and otherwise by the laws of
the State of lowa.

17. Arbitration. Any dispute or controversy arisimgder or in connection with this Agreement shallsettled exclusively by arbitration in
accordance with the rules of the American ArbitratAssociation then in effect. Judgment may beredten the arbitrator's award in any
court having jurisdiction



IN WITNESS WHEREOF, the parties have executedAlgireement as of the day and year first above writte
THIS AGREEMENT CONTAINS A BINDING ARBITRATION PROVI SION WHICH MAY BE
ENFORCED BY THE PARTIES.
FIRST FEDERAL SAVINGS BANK OF THE MIDWEST

By: /sl Janes S. Haahr

James S. Haahr, President
and Chi ef Executive Oficer

EMPLOYEE

By: /sl J. Tyl er Haahr

J. Tyl er Haahr



FIRST FEDERAL SAVINGS BANK OF THE MIDWEST
Executive Officer Compensation Program

Statement of Policy

It is the policy of First Federal Savings Bankloé tMidwest to attract and retain competent andifighlexecutive officers who will provide
the leadership and management skills requirect&inathe long range goals of the institution. TreaRl of Directors recognizes the
importance of a compensation program which encasagd rewards achievement and provides incerfivesntinued performance
excellence. As such, First Federal will recogniaeegecutive officer's demonstrated commitment &ltimg-term objectives of the Bank
through a program which consistently rewards perforce at the upper level of comparable institutions

General

Executive officer compensation is comprised of temponents, base compensation and incentive coma@msBase compensation shall be
established at a level which is commensurate wighevel of responsibility of the position and aeeptable level of performance by the
incumbent. Incentive compensation shall be usédeamethod to reward quantifiable performance wieixteeds that which is expected
within the general responsibilities of the positiéor purposes of this compensation program, tleecimmponents of compensation are
discussed separately.

Base Compensation

It is the policy of First Federal to provide a lewébase compensation which is commensurate \Witpbsition and the demonstrated abilities
of the individual executive officer. As such, a b@®mpensation range has been established thatlescv minimum and a maximum level
considered appropriate for each executive officaitpn covered by this policy, see Appendix A. Thaividual level of base compensation
within each range is considered a function of the&itppn and the past experience, level of achieverard the anticipation of continued
performance of the officer. The base compensatioges shall be reviewed by the Board of Directbtsast annually and revised as
considered appropriate.

On an annual basis, the Board shall determineetie bf base compensation for each executive offiéihin the guidelines outlined in
former FHLBB R #42 Memoranda (Exhibit 1) and Seet8i0.3 of the Office of Thrift Supervision Thréktivities Regulatory Handbook
(Exhibit 2). All relevant supporting informationlied on by the Board in determining such leveldidimaretained and available for future
reference.

Comparative compensation information shall be @erifrom such comprehensive sources as SNL SesiiES Associates, Savings and
Community Bankers of America, The American Bankeat enajor accounting firms. Use of comparative sesighall not be limited to those
listed. Information shall be utilized which is caered pertinent, taking into consideration therapens of this institution.

A review of individual performance shall also indéufactors which demonstrate conformity with thepansibility for the safe and sound
operation of the Bank. The relevance of specifatdes will vary based on the individual positiordamill include such items as compliance
with internal policies, accepted business practicebsregulatory requirements; observed leaderstd)



administrative abilities; the level of technicahgpetence demonstrated in carrying out the respititis# of the position; and the ability to
plan and respond to changing circumstances. Qa#wnétgoals are not established for these factotise determination of base compensat
however, such goals are to be used in the detefiminaf incentive compensation where applicables g§bals and objectives as outlined in
Bank's strategic business plan shall also be arfatthe measurement of individual performance.

Incentive Compensation

A program of incentive compensation has been ashadal to reward those officers who provide a l@fgderformance for the Bank which
warrants recognition in the form of compensatioovabbase compensation amounts.

On an annual basis, the Board of Directors shadirdvwncentive compensation to those individual exge officers for which such
compensation is considered appropriate. The Baandtirequired to authorize incentive compensdticgligible executive officers even if all
guidelines are met, if in the Board's discretitm, officer's performance does not warrant such éwidre Board shall follow the guidelines
listed below as a basis for its decision to awachsncentive compensation.

Guidelines for Incentive Compensation

1. The Bank must, at fiscal year end, have a leleapital which is at least 125% of the regulataipimum for each of the capital
requirements.

2. The Bank's return on average assets must bastdqual to 1.00%. In the event that an acquisitr other significant non-routine
occurrence, were to cause this requirement no¢ tméx, the Board is authorized to exercise disameti the award of incentive compensati
provided that all other requirements have been Ratpurposes of determining compliance with teiguirement, net non-operating income
shall not account for greater than 25% of totabme.

3. The Bank's return on average equity must beast lequal to 9.00%. For purposes of determiningptiance with this guideline, return on
equity shall be determined based either on an asdwapitalization of the Bank at 8.00% of averaggets, or on actual capitalization if less
than 8.00%. Also for purposes of this guidelinenaays shall be reduced by the assumed earningagital in excess of 8.00% (net of tax,
and based on the average earning asset yielddgdtiod) and shall be increased by the amountyfaortization of goodwill.

In the event that an acquisition, or other sigaificnon-routine occurrence, were to cause thisirement not to be met, the Board is
authorized to exercise discretion in the awarchoéntive compensation, provided that all other ireguents have been met. For purposes of
determining compliance with this requirement, nat+4operating income shall not account for gredtant25% of total income.

4. The Bank's ratio of classified assets to taregialpital must not exceed 35%. Classified assetdefined as those assets classified, under
current policies and regulations, as substandaddianbtful as reported on the appropriate linethefquarterly thrift financial repor



5. The Bank's interest rate risk exposure, as hated quarterly by the Office of Thrift Supervisiand based on Thrift Bulletin No. 13
guidelines for the measurement of interest rateaiposure, must not allow the Bank's capital parsito fall below minimum capital
requirements.

6. The composite CAMEL rating, as reported to tla@iBby the Office of Thrift Supervision, reflectetregulatory perception of the
institution's overall strength and compliance wégulatory requirements. As such, a CAMEL ratind @fr 2 is considered acceptable to
allow consideration of incentive compensation.

7. Prior to the approval of any incentive compeinsathe Board shall have reviewed all independetit reports, Office of Thrift
Supervision reports of examination, Federal Degdasiirance Corporation reports of examination andralevant documents related to such
audits and examinations which have occurred duhegeriod for which the incentive compensatiocossidered. The Board's review of
those documents should be directed toward a detatioh of management's safe and sound implementatid compliance with policies and
procedures, and the frequency and significancapfalation of law or regulation.

As part of the documentation in support of awardimagntive compensation, the Board shall includesitmmary conclusions in regard to the
review of these reports.

Amount of Incentive Compensation

If the foregoing criteria have been met and indialdperformance is considered to warrant, the faglg schedule shall be used to determine
the allowable incentive compensation to be paieliecutive officers.

If Return on Average Equity Incentive Compensation Award
Equals or Exceeds: asa%o f Base Compensation
Cash Stock Options
9.00 % 10% -
9.25% 11% -
9.50% 12% -
9.75% 14% -
10.00% 16% 10%
10.25% 18% 12%
10.50% 20% 14%
10.75% 22% 16%
11.00% 24% 18%
11.25% 26% 20%
11.50% 28% 20%
11.75% 30% 20%

12.00% 32% 20%



In the event that return on average equity exc&2d&%, incentive compensation awards shall bem@ted at the discretion of the Board of
Directors, with the cash award not to exceed 50%h@®individual executive officer's base compemsati

The award of stock options under this plan is stthifethe approval of such awards by the First MadtwFinancial, Inc. Stock Option
Committee, and is dependent on the availabilitguzfh stock options. In the event that stock optamesnot available in amounts sufficient to
meet total awards, the available stock options ldlawarded on a prata basis to recipients. The number of stock ogtio be awarded sh
be determined by taking the indicated percentagegibase compensation, divided by a fixed prick6d8667 per share, such fixed price t
adjusted for any subsequent change in outstandisges by reason of reorganization, recapitalizastock split, stock dividend, combination
or exchange of shares, merger, consolidation occhapge in corporate structure. The exercise pfictock options awarded under this plan
shall be the closing average bid/ask market pnicthe effective date of grar



Review and Authorization

The executive officer compensation program shaldveewed by the Board of Directors on an annualsand will be revised as considered
necessary. The minutes of the meeting of the Bslaadl reflect the review and the nature of anygiewis.

Authorization for changes in base compensationth@gayment of incentive compensation shall be nha@rited in the minutes of the meet
at which the Board makes such authorization. Infdiom used in support of such authorization shaliiade a part of the board minut



Appendix A

Schedule of Base Compensation Ranges
Executive Officer Positions

Position Minimu m  Midpoint  Maximum
Chairman of the Board, President & CEO $138,4 00 $173,000 $207,600
Executive Vice President, Secretary & COO $120,8 00 $151,000 $181,200

Senior Vice President, Treasurer & CFO $84,8 00 $106,000 $127,200



Exhibit 1

[INTENTIONALLY OMITTED]



Exhibit 2

[INTENTIONALLY OMITTED]



FIRST MIDWEST FINANCIAL, INC.
Executive Officer Incentive Stock Option Plan foeiders and Acquisitions
Statement of Policy

It is the policy of First Midwest Financial, Inché "Company") to maintain a program by which tReaitive officers of the Company are
awarded incentive stock options in accordance thighCompany's long-term objective of growth throngdgrgers and acquisitions. As such,
the Company shall award incentive stock optionsxiecutive officers of the Company upon the consutiamaf mergers and acquisitions
according to the criteria listed below.

Guidelines for Award of Incentive Stock Options
1. The award of incentive stock options shall feative upon the closure of a merger or acquisitiba financial institution.
2. The recipient shall be immediately 100% vestedfahe effective date of grant in the incentitack options awarded under this plan .

3. The award of incentive stock options under pitds shall be subject to the availability of sutdck options. In the event that stock options
are not available in amounts sufficient to meettthial award under this plan, the available stoafioms will be awarded on a pro-rata basis to
the recipients.

4. The exercise price of the incentive stock ogtiawarded under this plan shall be the closingameebid/ask market price on the effective
date of grant.

5. The total number of incentive stock options aledrunder this plan shall be allocated as follows:

James S. Haahr 40%
To be determined by the Board of Directors 60%

Amount of Incentive Stock Options Awarded

Tot al Number of Incentive
Dollar Amount of Assets Acquired: Stock Options
Under $100 milllion 22,500
$100-$150 million 30,000
$150-$200 million 37,500
$200-$250 million 45,000
$250-$300 million 52,500
$300-$400 million 60,000
$400-$500 million 67,500

Over $500 million 75,000



EXHIBIT 13

ANNUAL REPORT TO STOCKHOLDERS



First Midwest Financial, Inc. is the holding compdar First Federal Savings Bank of the Midwest &stturity State Bank. First Federal
Savings Bank has its main bank office in Storm Ld&ea, and six branch offices in a four-countysaoé Northwest lowa. It also includes
two Brookings Federal Bank Division offices in Bkiags, South Dakota, and two lowa Savings Bank $divi offices in Des Moines and
West Des Moines, lowa. Security State Bank, wifite$ in Stuart, Casey and Menlo, lowa, operates @ammercial bank chartered by the
State of lowa.

The Company's primary business is marketing firelrd2posit and loan products to meet the needs oétail bank customers.

LaSalle St. Securities, Inc., Ameritas InvestmeoitgOration, and Cross America, through contracth Wwirst Services Financial Limited, a
subsidiary of First Federal, offer discount brolkgraervice and noninsured investment products.

PrimeVest Investment Center, operating through Birggs Service Corporation, a subsidiary of Firatv@es, offers full service brokerage
and a wide range of noninsured investment prod



1997
ANNUAL REPORT

Financial Highlights

At September 30 1993 1994 1995 1996 1997
(Dollars in Thousands except Per Share Data)
Total assets $160,82 7 $274,115 $264,213  $388,008 $404,589
Total loans 80,22 4 155,497 178,552 243,534 254,641
Total deposits 122,81 3 176,167 171,793 233,406 246,116
Stockholders' equity 33,43 8 34,683 38,013 43,210 43,477
Book value per common share(1) $ 11.2 1 $ 12.46 $ 1413 $ 14.81 $ 16.11
Total equity to assets 20.7 9% 12.65% 14.39% 11.14% 10.75%
For the Fiscal Year 1993 1994 1995 1996 1997
(Dollars in Thousands except Per Share Data)
Net interest income $ 5,07 7 $ 7,870 $ 9,405 $10,359 $ 11,946
Net income 1,35 2 2,729 3,544 2,414(3) 3,642
Net income per share(1) $ 04 42) $ 091 $ 133 $ 0.89(3) $ 1.27
Net yield on interest-earning assets 3.2 1% 3.94% 3.63% 3.47% 3.38%
Return on average assets .8 4% 1.29% 1.31% .76%(3) .98%
Return on average equity 7.1 0% 7.89% 9.86% 6.18%(3) 8.41%

[GRAPHIC-GRAPHS DEPICTING TOTAL ASSETS, NET INCOME, TOTAL DEPOSITS, NET INTEREST INCOME]

(1) Amounts reported have been adjusted for theetfor two stock split paid January 2, 1997 inftren of a 50 percent stock dividend.

(2) Net income per share is based on the assumiptinhe weighted average shares outstandingpai®ber 30, 1993, were outstanding the
entire year.

(3) Reflects the one-time industry wide speciakasment to recapitalize the Savings Associatioarémee Fund. Excluding the special
assessment, Net income, Net income per share,rRetuaverage assets, and Return on average equitg Wwave been $3,209,000, $1.18,
1.01%, and 8.22%, respective
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Chairman's Letter -- To Our Stockholders

First Midwest Financial, Inc. has continued itswtto trend since becoming a publicly traded compar}993, and | am confident profitable
growth will continue. September 30, 1993, asset®wW&61 million compared to $405 million at SeptemB0, 1997. This represents an
increase of more than 150 percent.

[GRAPHIC-PHOTO OF CHAIRMAN]

Our company reported net income of $3,642,000,1d2 Bper share, for the fiscal year ended SepteBMmet997. During the fourth quarter
1997, net income was $927,000, or $.33 per share.

During fiscal 1996, First Midwest recognized a $600 pre-tax charge as a result of federal legisi that required all insti-tutions insured
by the Savings Association Insurance Fund (SAIfap a one-time special assessment to restoreAttet§ its statutory reserve level. The
charge was $795,000, or $.29 per share on antaftdrasis. Excluding the special assessment, Mithtest's per share net income for the
1996 fiscal year and fourth quarter would have BERA8 and $.30, respectively.

Retail operations provide the company with ampteagh opportunities. Fiscal year 1997 earnings veertganced by a 15 percent increase in
net interest income. This was due in part to anBfdillion increase in our loan portfolio, and to @verall increase in the yield on interest-
earning assets. The loan portfolio increase wasgnily funded by a $12.7 million increase in retigposits.

First Midwest invested $4.3 million in its own skoduring the 1997 fiscal year; repurchasing shates average price of $16.68. Since
initiating the first stock repurchase program i®49our company has invested a total of $7.9 milfar shares that are worth over $12 mil
today. These shares were repurchased at an ayategef $13.30 per share (adjusted for a stoclddid), thereby creating additional value
for shareholders. On June 25, 1997, we announceihtemtion to repurchase an additional 5 percéoiutstanding shares and, at fiscal year
end, had 102,000 shares remaining to be repurchemk=t this program.

At September 30, 1997, assets were $405 milliompared to $388 million at the beginning of the disgear. At that date, stockholders'
equity totaled $43.5 million, or $16.11 per comnstiare outstanding. Both First Federal and Sec8t#ye Bank significantly exceed their
regulatory capital requirements.

A 33 percent increase in the company's quartedi cividend from 9 cents per share to 12 centsipgre was announced on November 24,
1997. This dividend is payable on or about Jan@a®998 to stockholders of record on December Bg,1Birst Midwest is pleased to pay
this increased cash dividend to its stockholders.

Our company maintains its niche as a suggamimunity organization. Each division is committedts local community, while benefiting fro
the financial strength and improved efficiencieshaf holding company. This approach has proveretarbimportant strategy to maintain Ic
identity and customer loyalty in a consolidatinggincial industry.

First Midwest is focused on consolidating admimiste functions to improve employee efficiency. Timst companywide promotion proved
to be a tremendous success, surpassing expectatidrEroviding substantial deposit growth. The biatdirst Midwest logo, highlighted on
our cover, was introduced as the official embleraaath division. This is symbolic of the improvedhtiouity across the compar



J. Tyler Haahr and Ellen E. H. Moore were welcorasthew members of the executive management tesfarich of 1997. Both join the
company with strong educational backgrounds, prathusiness experience, and proven leadershig.dkifst Midwest has already benefited
from their contributions.

Four key values were initiated in 1997 to provideus for employees. These values are guiding iddals to "do the right things right" and
are positively impacting the direction of our compaThe values are as follows:

CUSTOMER SERVICE

Outstanding customer service is the foundatiorutosoccess. Properly meeting customers' finaneietia and exceeding expectations
contributes to our customers' satisfaction andutosaccess. We strive to:

-- Listen carefully to customer needs. -- Know proeifeatures and benefits. -- Utilize selling skilb cross-sell products based on needs.
-- Deliver competitive products and

services.

-- Clearly communicate intentions and

expectations.

-- Make it simple to work with us.

-- Smile, work efficiently, and say

"Thank you."

CONTINUOUS IMPROVEMENT

To succeed, we must embrace change in order tmirepur effectiveness and efficiency. Quality ig.ke
We strive to:

-- Assume ownership for improvement

areas.

-- Listen to all ideas and viewpoints. -- Learnnfrour successes and
mistakes.

-- Properly plan, fund, and staff

projects.

-- Focus on quality.

-- Take pride in our work.

-- Clearly communicate intentions and

expectations.

GREAT WORK ENVIRONMENT Team work is instrumental dor success. We strive to:
-- Be professional, open, and direct.

-- Respect and trust each other.

-- Recognize and reward accomplish-

ments.

-- Be an asset to the community.

-- Have fun!



RESULTS

We are results and goal-oriented.
We strive to:

-- Set challenging and competitive
goals.

-- Take action and track progress
toward goals.

-- Assume ownership -- make and
meet commitments.

-- Pay attention to detail.

-- Be proactive problem solvers.

LOOKING AHEAD

The upcoming fiscal year promises to be an excitimg for First Midwest. Our company is seeking #ddal opportunities to acquire savings
banks, commercial banks, and other related-secdogpanies in our geographic area. Other capitabgement strategies, such as dividends
and stock repurchases also will be considered. Bppbrtunity will be evaluated carefully. First Midst is committed to increasing return on
equity that will in turn, positively impact stockider value.

In addition to capital management strategies, Midivest is dedicated to consolidating administafiunctions, utilizing technology to
improve efficiencies, and meeting customers' efx@nging financial needs. Watch for our new web aite other technological ad-vances
coming in 1998.

In the retail environment, First Midwest's implertagion of explicit product, pricing, promotion, addstribution strategies across its divisic
has begun. The objective is to increase markeeshhile enhancing the deposit base with lower ngathoney accounts. New product
introductions, QUICKcard Cash & Check, Timeless ¢}y, and Automated Clearing House (ACH) origioatfit into that strategic
objective. These products, and others, will provade customers with valuadded product packages that meet their needs diffdéeentiating
us from the competition.

We are confident that our commitment to profitalibag-term growth will benefit you through incredsstockholder value. We appreciate
your support and look forward to an exciting andfipable 1998

Sincerely,

/sl JAMES S. HAAHR
JAMES S. HAAHR

Chai rman of the Board,
Presi dent & CEO
Decenber 15, 1997
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First Federal Savings Bank

The Storm Lake Division of First Federal SavingsBaf the Midwest has grown in profitability andieiency since becoming a publicly
traded company. Sharing best practices betweendigisions and implementing smart changes haveigeli impacted all divisions.

[GRAPHIC-PHOTO OF FIRST FEDERAL SAVINGS BANK]
First Federal Savings Bank of the Midwest, Main B&ffice, Fifth at Erie, Storm Lake, lowa.

[GRAPHIC-PHOTO] Fred A. Stevens
President and Trust Officer
Storm Lake Division of
First Federal Savings
Bank of the Midwest

ECONOMIC DATA

Average Land Value as of
September, 1997

High-quality farmland in
northwest lowa: $2,519 per acre

Building Permits 1996
Storm Lake

Residential -- $4,003,946
Commercial -- $3,843,377

Taxable Retail Sales 1996
Storm Lake -- $111,123,460

Unemployment Rate
as of June, 1997
Buena Vista County -- 2.3%

First Federal's dedication to the company valussghzgen employees a renewed focus on "doing thd tigngs right" in their everyday work.
Accountability has increased as employees utilesetbpment plans focused on goals and performastatng to the company values. The
First Federal team is committed to profitable gtowahd improved efficiency.

The Main Bank Office houses many companywide adstriziive functions. Centralized account servicesketing, purchasing, computer
systems, and other functions are improving inteamal external customer service, enhancing commiimigand reducing expenses.

First Federal offers all types of loans, with acréased emphasis on consumer and agriculturaingnBinancing for start-up and existing
operations of any size is available. Home lendorgplirchase, new construction, refinancing, andénamprovements provide a valuable
cros«-selling link to other bank products and servic



Timeless Checking's relationship banking focusldistaes cross-selling opportunities for depositaoeers. Savings products also are
available to satisfy deposit customers' needs. j&ss year, the bank realized excellent deposivtralue to competitive pricing on both long-
term and short-term certificates of deposit.

The Retirement and Trust Department provides custemith money-saving opportunities for their retirent dollars. A full range of
investment choices is available for Individual Ratient Accounts (IRAs), Simplified Employee Pendtdans (SEPPs), and Keogh (KEO)
plans.

The bank understands customers' needs to inveshitraditional bank products. LaSalle St. Seaesijtinc., Ameritas Investment
Corporation, and Cross America, through contradtis Rirst Services Financial Limited, a subsidiafyFirst Federal, offer alternative
investment products and discount brokerage serticeatisfy customer needs. These products arEDIa-insured, nor guaranteed by First
Federal or any affiliates.

DIRECTORS OF FIRST FEDERAL SAVINGS BANK
OF THE MIDWEST

JAMES S. HAAHR
Chairman of the Board, President & CEO for Firstiidést Financial, Inc., and First Federal SavingskBaf the Midwest

J. TYLER HAAHR
Senior Vice President, Secretary & COO for FirstiMést Financial, Inc. and Executive Vice Presid8egretary & COO for First Federal
Savings Bank of the Midwest

E. WAYNE COOLEY
Executive Secretary, lowa Girls' High School Atldétnion, Des Moines, lowa

E. THURMAN GASKILL
Owner, Grain Farming Operation
Corwith, lowa

G. Mark Mickelson
Vice President of Acquisitions, Northwestern Grovtbrporation, Sioux Falls, South Dakota

RODNEY G. MUILENBURG
Dairy Specialist, Sioux City Division Purina Millic., Storm Lake, lowa
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Brookings Federal Bank
[GRAPHIC-Photo of Brookings Federal Bank] Brookirfgesderal Bank, Main Office, 600 Main Avenue, Braals, South Dakota

Brookings Federal Bank, a Division of First Fede3alings Bank of the Midwest since 1994, recogniteechost profitable year in history.
Contributing greatly to First Midwest's earningsp8kings Federal is a leader in both lending amihga products.

[GRAPHIC-PHOTOQ] James C. Winterboer
President
Brookings Fe deral Bank
Division of Fir st Federal
Savings B ank of the
Midwest
ECO NOMIC DATA
Average Land V alue as of
Septe mber, 1997
High-productivity, non-irrigated cropland in ea st-central
South Dakota: $93 0 per acre
(as of Febru ary, 1997)
Building Pe rmits 1996
Brookings
Residential -- $5,488,640
Commercial -- $5,555,650

Taxable Retail Sales 1996 Brookings -- $144,939,780
Unemployment Rate as of June, 1997 Brookings %1.7

Agricultural lending significantly impacted the @ion's overall loan portfolio growth in 1997. Aciased marketing approach, competitive
loan structuring, and an experienced team of lepdiofes-sionals provide the groundwork for agtiatl growth.

Consumer and mortgage lending also prove to benehpa areas for Brookings Federal. With loan distsuied to Timeless Checking
accounts, cross-selling is a successful comporfestationship banking. Various types of mortgagearis are available to customers,
including construction loans, Federal National Mage Association fixed-rate mortgages, and adjlestalte mortgages. Brookings Feder:
involved with special assistance lending and cawipe first-time home buyers and low-income borrsvsith a low-interest South Dakota
Housing Development Authority loan.

Since its introduction in 1993, Timeless Checkiag kignificantly increased Brookings Federal's kimgcdeposits. Because of this growth
and the accounts' ability to provide packaged vahetbrand recognition to customers, all divisionder First Midwest Financial, Inc.
introduced Timeless Checking this fall. The QUICKt&ash & Check is a complementary product of TeaglCheckinc



Brookings Federal is finalizing plans to remodslritain office and expand branch hours to provideebservice to its customers. In addition
to updated facilities, customers will appreciateev automated teller machine and future produotdhictions. "This is an exciting time for
us," states President Jim Winterboer. "We contiouembrace change and search for opportunitiestterserve our customers."”

As well as offering traditional banking servicespBkings Service Corporation provides customerh witvide range of alternative investing
opportunities. PrimeVest Investment Center, opegatirough Brookings Service Corporation (a sulasjdof First Services Financial
Limited), teams with Brookings Federal Bank to smpgustomers™ expanding financial needs. Thesgéymts are not FDIC insured nor
guaranteed by First Federal or any affiliates.

BROOKINGS FEDERAL BANK ADVISORY BOARD

O. DALE LARSON
Chairman of the Advisory Board
Owner, Larson Manufacturing

FRED J. RITTERSHAUS
Vice Chairman of the Advisory Board Consulting Bregr and Partner,
Banner and Associates, Inc.

VIRGIL G. ELLERBRUCH
Assistant Dean of Engineering,
South Dakota State University

J. TYLER HAAHR
Senior Vice President, Secretary & COO for FirstiMést Financial, Inc. and Executive Vice Presid8egretary & COO for First Federal
Savings Bank of the Midwest

Earl R. Rue
Consulting Manager, Running Fleet and Farm

JAMES C. WINTERBOER
President, Brookings Federal Bank



lowa Savings Bank

[GRAPHIC-PHOTO]
lowa Savings Bank, Main Office, 3448 Westown Parkw&est Des Moines, lowa

[GRAPHIC-PHOTO]
lowa Savings Bank, Highland Park Office, 3624 Siitfenue, Des Moines, lowa

lowa Savings Bank, a Division of First Federal $ggi Bank of the Midwest since 1995, opened itsrsgdacation in the expanding West [
Moines area. Remodeled, professionally landscegedistrategically situated on a high-traffic coraeross from a major mall, the newest
office has attracted a significant number of newtamers since opening in March, 1997. New prodaictsservices help distinguish lowa
Savings Bank from nearby competitors, while a ctigréstic blue roof promises to become a recogmizEimdmark in the area.

[GRAPHIC-PHOTO]

Jeanne Partlow
President

lowa Savings Bank Division
of First Federal Savings
Bank of the Midwest

ECONOMIC DATA

Average Land Value as of
September, 1997

High-quality farmland in central lowa: $2,724 pera

Building Permits 1996 Greater Des Moines Residentid233,257,396 Commercial -- $5,555,650
Taxable Retail Sales 1996 Greater Des Moines 84%3208,882

Unemployment Rate as of June, 1997 Polk County5%2

The original lowa Savings Bank office, locatedhe historic Highland Park area of Des Moines sit@25, continues as an established,
growing branch. Loyal Des Moines and West Des Moitigsstomers are pleased to have the conveniendedations provide.

lowa Savings Bank made a significant contributioffrirst Midwest's deposit growth this past yearriBgithe first companywide certificate
deposit "Summer CD Celebten" promotion, lowa Savings Bank produced severidlion dollars in new money toward deposit growfthis
gain in deposits allowed for an increase in Firgd\Wést's loan portfolic



Established savings and single-family home loamlpcts provide the bank with a solid foundationip&hcial service offerings. The lowa
Savings Bank team is breaking new ground with T@sgIlChecking Clubs, the QUICKcard Cash & Checksgorer loans, residential loans,
and commercial loans. Cross-selling efforts arekéheto developing broader-based financial relathdps with existing customers, and to
offering new customers more product and serviceongpt

Alternative investments are now available to loveaiBgs Bank customers who seek non-traditional lpmoRucts. Ameritas Investment
Corporation and Cross America, through contractk Wirst Services Financial Limited, a subsidiafyost Federal Savings Bank of the
Midwest, offer alternative investment products digtount brokerage services. These products areDi@-insured, nor guaranteed by First
Federal or any affiliates.

A successful grand opening event in the fall of7L88lped position lowa Savings Bank as a notaltepetitor in the Des Moines and West
Des Moines markets. Improved product structurereggive pricing, and increased promotion will erdblva Savings Bank to achieve its
challenging growth and profitability goals in thext fiscal year.



Security State Bank

Security State Bank, a Subsidiary of First Midwesiancial, Inc. since September 30, 1996, providesompany with the benefits of bein
commercial bank, chartered by the State of lowat Midwest has capitalized on the charter diffeemnto increase profitability of the
company and increase stockholder value.

[GRAPHIC-PHOTO]

Security State Bank, Main Office, 615 South Divisio
Street, Stuart, lowa

ECONOMIC DATA

Average Land Value as of
September, 1997
High-quality farmland in west-
central lowa: $2,611 per acre

Building Permits 1996
Stuart

Residential -- N/A
Commercial -- N/A

Taxable Retail Sales 1996
Stuart -- $7,736,939

Unemployment Rate
as of June, 1997
Guthrie County -- 2.8%

Security State Bank has locations in Stuart, Caamey,Menlo -- a growing consumer population locgtistl west of Des Moines. The new
Stuart office is strategically placed near a granimerstate exit commercial area, while the Cas®yMenlo offices remain in well-
established main street locations.

Security State Bank is reliant on agriculture agdcaltural business. A successful 1997 harvest@earomises to positively impact the local
economy and this division. Agricultural lending tiomes to expand the bank's loan portfolio as leyatomers appreciate the well-structured
loans and knowledge provided by Security State Bdekding professionals. Borrowers typically uaeiable rate revolving lines of credit to
assist in managing their farming or agtisiness operations. This loan product has bedrreeglived by customers over the past few year:

is geared toward seasonal borrowing that is nonmagricultural lending.

To better balance total portfolio risk, SecuritatgtBank has increased its commitment to commemalsumer, and real estate lending. This
past fiscal year, the bank's lending in these dnaasncreased as a percentage of total businkssgfowth is expected to continue as the
division remains focused on increasing market shateimproving earning:



Security State Bank offers a full line of bank deipproducts. Beginning in the fall of 1997, thenka@xpanded its free and tiered interest
checking account offerings to include "Better THaee" Timeless Checking. The bank utilizes its ntoue automated teller machines to
promote the new complementary QUICKcard Cash & €hebich provides more convenience and serviceibamers.

DIRECTORS OF SECURITY STATE BANK

JAMES S. HAAHR
Chairman of the Board, President & CEO for Firstiidést Financial, Inc., and First Federal SavingskBaf the Midwest

JEFFREY N. BUMP
Partner, Bump and Bump Law Offices
Stuart and Panora, lowa

E. WAYNE COOLEY
Executive Secretary, lowa Girls' High School Atldétnion, Des Moines, lowa

E. THURMAN GASKILL
Owner, Grain Farming Operation
Corwith, lowa

J. TYLER HAAHR
Senior Vice President, Secretary & COO for FirstiMést Financial, Inc. and Executive Vice Presid8egretary & COO for First Federal
Savings Bank of the Midwest

RODNEY G. MUILENBURG
Dairy Specialist, Sioux City Division Purina Milllc., Storm Lake, lowa
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Bank Locations
[GRAPHIC-MAP SHOWING BANK LOCATIONS]
First Federal Savings Bank of the Midwest Officecations

STORM LAKE
DIVISION

Main Bank Office

Fifth at Erie

P.O. Box 1307

Storm Lake, lowa 50588
712-732-4117
800-792-6815

Storm Lake Plaza Office
1415 North Lake Avenue
Storm Lake, lowa 50588
712-732-6655

Lake View Office

Fifth at Main

Lake View, lowa 51450
712-657-2721

Laurens Office

104 North Third Street
Laurens, lowa 50554
712-845-2588

Manson Office
Eleventh at Main
Manson, lowa 50563
712-469-3319

Odebolt Office

219 South Main Street
Odebolt, lowa 51458
712-668-4881

Sac City Office

518 Audubon Street
Sac City, lowa 50583
712-662-7195

BROOKINGS FEDERAL

BANK DIVISION

Main Office 600 Main Avenue
Brookings, South Dakota 57006
605-692-2314

800-842-7452

Eastbrook Office

425 22nd Avenue South
Brookings, South Dakota 57006
605-692-2314



IOWA SAVINGS

BANK DIVISION

Main Office

3448 Westown Parkway

West Des Moines, lowa 50266
515-226-8474

Highland Park Office
3624 Sixth Avenue

Des Moines, lowa 50313
515-288-4866

Security State Bank
Office Locations

Main Office

615 South Division
P.O. Box 606
Stuart, lowa 50250
515-523-2203
800-523-8003

Casey Office

101 East Logan
P.O. Box 97
Casey, lowa 50048
515-746-3366
800-746-3367

Menlo Office

501 Sherman

P.O. Box 36
Menlo, lowa 50164
515-524-4521
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First Midwest Financial, Inc. and Subsidiaries

SELECTED CONSOLIDATED FINANCIAL INFORMATION

September 30,
(In Thousands)
Selected Financial Condition Data:
Total @SSets .....evveeeiiiiiiieeriiee e
Loans receivable, net .............cccccnvnnnnnns
Securities available for sale . .
Securities held to maturity
Excess of cost over net assets acquired, net ......
DEPOSILS ..vveveeiiiiiciiiee e

Total borrowings ..
Shareholders' equity

Year Ended September 30, .........ccccevvenene
(In Thousands, Except Per Share Data)
Selected Operations Data:

Total interest income
Total interest expense ...

Net interest income
Provision for loan losses

Net interest income after provision for loan losses
Total noninterest income
Total noninterest expense ...

Income before income taxes, extraordinary
items and cumulative effect of changes
in accounting principles ....................

Income tax expense

Extraordinary items-- net of taxes

Cumulative effect of changes in accounting principl

Net iNCOME ......oovveiiiiiiiiiiiie e

Earnings per share (fully diluted):
Income before extraordinary items and
cumulative effect of changes in accounting
principles(l) ....ccoooveviiniiieen.

Netincome(1) .c.oooevvvvenieniiiieneen,

1997 1996 1995

$404,589 $388,008  $264,213
254,641 243,534 178,552
115,985 109,492 70,232
4863 5,001 1,690
246,116 233,406 171,793
112,126 106,478 52,248
43477 43,210 38,013
1997 1996 1995

$ 29,005 $ 24,337 $ 21,054
17,059 13,978 11,649
11,946 10,359 9,405
120 100 250
11,826 10,259 9,155
1,700 1,419 2,286
7,382 7,568(3) 5576
6,144 4,110 5,865
2,502 1,696 2,321

es - - -

$ 3642 $ 2,4143) $ 3,544

$ 127 $ 0893 $ 1.33

$ 127 $ 0893 $ 1.33

$ 274,115 $160,827
155,497 80,224
37,180 20
65,917 56,085
1,815 -

176,167 122,813
61,218 3,115
34,683 33,438

1994 1993

$ 15,153 $ 11,586
7,283 6,509




Year Ended September 30, 1997 1996 1995 1994 1993
Selected Financial Ratios and Other Data:
Performance Ratios:

Return on assets (ratio of net income

to average total assets)(2) ....ccooeeeveeee L 0.98% 0.76%(3) 1.31% 1.29% 0.84%
Return on shareholders' equity (ratio of net
income to average equity)(2) ...ccoccoveeee. L 8.41 6.18(3) 9.86 7.89 7.10
Interest rate spread information:
Average during year ......cccecevvcveeneeee Ll 2.90 2.88 3.13 3.25 2.69
Endofyear ....cocoocvvvveeviieeiieees L 2.75 2.84 2.85 296 2.88
Net yield on average interest-earning assets ... ... 3.38 3.47 3.63 394 321
Ratio of operating expense to average total asse ts .. 2.00 2.40 2.06 230 231
Quality Ratios:
Non-performing assets to total assets at end of year .75 .70 .29 .34 .78
Allowance for loan losses to non-performing loan S ... 78.49 89.04 227.21 148.51 65.42
Capital Ratios:
Shareholders' equity to total assets at end of p eriod 10.75 11.14 14.39 12.65 20.79
Average shareholders' equity to average assets. ... 11.63 12.45 13.28 20.52 11.83
Ratio of average interest-earning assets to
average interest-bearing liabilities ...... ... 109.96%  112.58% 111.35% 119.04% 112.69%
Other Data:
Book value per common share outstanding(1) ..... ... $ 1611 $ 14381 $ 14.13 $ 1246 $11.21
Dividends declared per share(1) .....coocceeeee. L 0.36 0.29 0.20 - -
Dividend payout ratio .......ccccooveevvcveeeee L 26.41% 30.90% 14.53% - -
Number of full-service offices ........occeee.. L. 13 12 8 8 7

(1) Amounts reported have been adjusted for theetfor two stock split paid January 2, 1997 inftren of a 50% stock dividend.

(2) Return on assets and return on equity for figear 1994 is 1.17% and 7.54%, respectively, ekoly the cumulative effects of changes in
accounting principles.

(3) Reflects the one-time industry-wide speciakasment to recapitalize the Savings Associationrémee Fund.
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First Midwest Financial, Inc. and Subsidiaries

MANAGEMENT'S DISCUSSION AND ANALYSIS

General

First Midwest Financial, Inc. (the "Company" or i'§tiMidwest") is a bank holding company whose priymessets are First Federal Savings
Bank of the Midwest ("First Federal") and SecuBtate Bank ("Security"). The Company was incorpedah 1993 as a unitary non-
diversified savings and loan holding company amdSeptember 20, 1993, acquired all of the capitedksof First Federal in connection with
First Federal's conversion from mutual to stockrf@f ownership. On September 30, 1996, the Compangme a bank holding company in
conjunction with the acquisition of Security. Aiferences to the Company prior to September 2@,19&ept where otherwise indicated,
to First Federal and its subsidiary on a consadididasis.

The Company focuses on establishing and maintaioimgrterm relationships with customers, and is eotted to serving the financial
services needs of the communities in its market.aree Company's primary market area includesdhates of Adair, Buena Vista,
Calhoun, Ida, Guthrie, Pocahontas, Polk and Satdddn lowa, and Brookings county located in eastral South Dakota. The Company
attracts retail deposits from the general publit ases those deposits, together with other borrdweds, to originate and purchase reside
and commercial mortgage loans, to make consumas]@ad to provide financing for agricultural arides commercial business purposes.
The Company's basic mission is to maintain and methaore earnings while serving its primary maget. As such, the Board of Directors
has adopted a business strategy designed to (itarathe Company's tangible capital in excesgftilatory requirements, (ii) maintain the
quality of the Company's assets, (iii) control @iy expenses, (iv) maintain and, as possibleease the Company's interest rate spread an
(v) manage the Company's exposure to changesaresitrates.

Acquisitions Completed

On September 30, 1996, First Midwest completechtiqpiisition of Central West Bancorporation ("Cehikéest"), and its wholly-owned
subsidiary, Security State Bank located in Stdavta. Upon acquisition, Central West was merged Kitst Midwest, and Security became a
wholly-owned stand-alone subsidiary of First Midwveéecurity operates offices in Stuart, Menlo ard&y, lowa. At the date of acquisition,
Central West had assets of approximately $33 mikind equity of $2.6 million. Central West shareleos received cash of $18.04 and
2.3528 shares of the common stock of First Midii@seach Central West share held, totaling an aggesconsideration of approximately
$5.2 million. The acquisition was accounted foagsirchase, and the accompanying consolidateddialestatements reflect the combined
results since the date of acquisition. The excésest over the estimated fair value of the asaetgliired and liabilities assumed, totaling
approximately $2.8 million, is being amortized owedfifteen year period (see Notes 1 and 2 to thesGlidated Financial Statements).

On December 29, 1995, First Midwest completed trition of lowa Bancorp, Inc. ("lowa Bancorpdnd its wholly-owned subsidiary,
lowa Savings Bank, a federal savings bank, ("loaair®)s") located in Des Moines, lowa. Upon acqigisitlowa Bancorp was merged into
the Company and lowa Savings was merged into Faderal. The two lowa Savings offices operate @ddiva Savings Bank Division of
First Federal Savings Bank of the Midwest. At tlgedof acquisition, lowa Bancorp had assets of@pprately $25 million and equity of
$7.2 million. The Company purchased all of lowa &amp's 379,980 outstandil



shares and 36,537 shares subject to option fostagayment of $20.39 per share less the exeradise @irshares subject to option, for a total
net purchase price of $8.0 million. The acquisitizas accounted for as a purchase, and the accompgargnsolidated financial statements
reflect the combined results since the date of ia@ttpn. The excess of cost over the estimatedviaime of the assets acquired and liabilities
assumed, totaling approximately $760,000, is baimgrtized over a fifteen year period (see NotesdLZato the Consolidated Financial
Statements).

On March 28, 1994, the Company acquired Commuriitari€ial Systems, Inc. ("Community") and its whediwned subsidiary, Brookings
Federal Bank, a federal savings bank, ("Brookingddfal") located in Brookings, South Dakota. Upoquasition, Community was merged
into First Midwest and Brookings Federal was mergeal First Federal. The Company paid a cash mi&81.38 per share to acquire all of
the 333,513 shares of Community's outstanding comstaxk, for a total purchase price of approximea$dl0.5 million. At the date of
acquisition, Brookings Federal had assets of apprabely $69 million and deposits of approximatef7$nillion. The two offices of
Brookings Federal operate as the Brookings Fedzmak Division of First Federal Savings Bank of Milwest. The acquisition was
accounted for as a purchase and, accordingly,at@napanying consolidated financial statementsceflee combined operating results since
the date of acquisition. The excess of cost oveesitimated fair value of the assets acquirediabdities assumed, totaling approximately
$1.8 million, is being amortized over a fifteen ypariod (see Notes 1 and 2 to the Consolidatedrieial Statements).
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Financial Condition

The following discussion of the Company's consaéddinancial condition should be read in conjunictivith the Selected Consolidated
Financial Information and Consolidated Financiat&ments and the related notes included elsewleeeih

The Company's total assets at September 30, 19&/8484.6 million, an increase of $16.6 million 408%, from $388.0 million at
September 30, 1996. The increase in assets wasrigarily to the increased origination and purchaii®ans, and to the purchase of
mortgage-backed securities during the period.

The Company's portfolio of securities available-$ate, excluding mortgage-backed securities, deerk$2.3 million, or 3.2%, to $71.6
million at September 30, 1997 from $73.9 milliorSaptember 30, 1996. The decrease in securitiéalalesfor sale was the result of
securities purchased in an amount somewhat lesgtileaamount of securities that matured or weredand sold during the period.

The balance in mortgage-backed securities avaialeale increased by $8.8 million, or 24.8%, from $3&illion at September 30, 1996,
$44.4 million at September 30, 1997. The increasalted from the purchase of fixed-rate mortgagekba securities in an amount greater
than repayments on existing mortgage-backed sazurithe purchase of mortgage-backed securities gamerally funded by fixed-rate
borrowings from the Federal Home Loan Bank of Deasrids.

The Company's net portfolio of loans receivableeased by $11.1 million, or 4.6%, to $254.6 millarSeptember 30, 1997 from $243.5
million at September 30, 1996. The increase inowts receivable was due to increased originati@mosumer loans, commercial business
loans and agricultural related loans, and to irszdgurchases of commercial and miatiily construction loans. Residential and comnad
real estate loan balances declined as a resuljmifisant early repayments received during theqakthat exceeded originations and
purchases of these types of loans.

The balance of customer deposits increased by $iallidn, or 5.4%, from $233.4 million at Septemia£}, 1996 to $246.1 million at
September 30, 1997. The increase in deposits eglsfitim management's continued efforts to monitorenhance deposit product design
marketing programs.

The Company's borrowings from the Federal Home LBamk of Des Moines increased by $5.1 million, fr$f®2.3 million at September :
1996 to $107.4 million at September 30, 1997. Hoedased borrowings were used primarily in the lpase of securities, including
mortgage-backed securities, and to fund growtthefGompany's loan portfolio.

Stockholders' equity increased $267,000, or 0.6%48.5 million at September 30, 1997 from $43.Rioni at September 30, 1996. The
increase is the result of net earnings for theggenvhich were mostly offset by the effect of stoegurchases and the payment of cash
dividends on common stock.

Results of Operations

The following discussion of the Company's resufteperations should be read in conjunction with $ieéected Consolidated Financial
Information and Consolidated Financial Statementsthe related notes included elsewhere herein.

The Company's results of operations are primaglyethdent on net interest income, noninterest incamehe Company's ability to manage
operating expenses. Net interest income is a fomaif the difference, or spread, between the aeeysdd on interest-earning assets and the
average rate paid on interest-bearing liabilifiedee interest rate spread is affected by regulagegnomic and competitive factors that
influence interest rates, loan demand and deposisf The Company, like other financial institutsorms



subject to interest rate risk to the extent thairiterest-earning assets mature or reprice ardift times, or on a different basis, than its
interest-bearing liabilities.

The Company's noninterest income consists primafifges charged on transaction accounts and éootigination of loans, both of which
help to offset the costs associated with estalpigshind maintaining these deposit and loan accolmésidition, noninterest income is derived
from the activities of First Federal's wholly-ownsabsidiaries, First Services Financial, Limiteald 8rookings Service Corporation, which
engage in the sale of various niosured investment products. Historically, the Camphas not derived significant income as a resfugains
on the sale of securities and other assets. Howeugng the year ended September 30, 1995, arfillidn gain was recorded as a result of
the sale of mortgage-backed securities.

On September 30, 1996, federal legislation wasesignto law requiring that all thrift institutionmy a one-time assessment to restore the
Savings Association Insurance Fund ("SAIF") testttutory reserve level of at least 1.25% of indutepositor accounts. The assessment was
0.657% of First Federal's insured deposits as otMa&1, 1995, including those held by lowa Saviagthat date. As a result of the special
assessment, the Company recognized a pre-tax chib$de27 million, or $795,000 net of related inataxes, as of the September 30, 1996
effective date of the legislation. As of Januant497, the legislation reduced First Federal's ahdeposit insurance premium from 0.23% to
0.064% of insured deposits, which includes a payneefinance FICO bonds.
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The following table sets forth the weighted averaffective interest rate on interest-earning assedsinterest-bearing liabilities at the end of
each of the years presented.

At September 30, 1997 1996 1995
Weighted Average Yield On:
Loans receivable .......ccococevvvieeennceeeee. Ll 8.84% 8.74% 8.58%

Mortgage-backed securities .......ccccceeeeeeee. L 734 7.06 7.97
Securities available for sale ... - 6.63 599 6.79
Other interest-earning assets .........ccceeeeee. 557 5.04 5.44
Combined weighted average yield on interest-earni ng assets 8.12 7.87 8.3

Weighted Average Rate Paid On:

Demand, NOW deposits and Money Market .......... ... 211 235 255
Savings deposSits ....vevvviveeiiiiieeeeeeeee 3.65 3.22 3.00
Time depositsS ....cooovvvvvvvviiiiiiieeeeeee 587 5.78 5.80
FHLB advances ...........ccccoevvvvvvcvcee. L 586 581 6.14
Other borrowed money ........ccccocovvevvvceeees 564 548 5.75
Combined weighted average rate paid on

interest-bearing liabilities ... .. 537 5.03 5.28

SPread ..o 2.75% 2.84% 2.85%

Rate/Volume Analysis

The following table presents the dollar amountledrges in interest income and interest expensadgor components of interest-earning
assets and interest-bearing liabilities. It digtisges between the increase related to higheramdlistg balances and that due to the levels and
volatility of interest rates. For each categorymiérest-earning assets and interest-bearing iliaisil information is provided on changes
attributable to

(i) changes in volume (i.e., changes in volume ipligd by old rate) and (ii) changes in rate (ichanges in rate multiplied by old volume).
For purposes of this table, changes attributabl®tb rate and volume that cannot be segregates theen allocated proportionately to the
change due to volume and the change due to



Year Ended September 30, 1
Increase
(Decrease)
Due to Volume

Interest-Earning Assets:
Loans receivable ............ $ 3,700
Mortgage-backed securities .. (115)
Securities available for sale 836
FHLB stock .........ccuu.... 63

Total interest-earning assets .... $4,484

Interest-Bearing Liabilities:

Demand and NOW deposits ..... $ 151
Savings deposits ............ 140

Time deposits ... 1,825

FHLB advances ............... 688
Other borrowed money ........ 80

Total interest-bearing liabilities ~ $ 2,884

Net effect on net interest income $ 1,600

997 VS. 1
Increase
(Decreas

996 1996 VS. 1995

Total  Increase Increase
e) Increase (Decrease) (Decrease)
Due to Rate (Decrease) Due to Volume Due to Rate

$ (12)

(In Thousands)

$3,866 $4,170 $ 629
(180) (1,251)  (133)
929 500 (695)
53 66 (3)

$4,668 $3,485 $ (202)

$ 154 $ (41) $ (34)

104 121 4
1,959 953 518
799 732 11

64 60 6

$3,080 $1825 $ 505

$1,588 $1,660 $ (707)

Total
Increase
(Decrease)

$4,799

(1,384)

(195)
63



Average Balances, Interest Rates and Yields Thewolg table presents for the periods indicatedttital dollar amount of interest earned
from average interest-earning assets and the agsyields, as well as the dollar amount of intepasd on average interest-bearing liabilities
and the resultant rates. No tax equivalent adjustsnegave been made. All average balances are dyarterage balances. Non-accruing
loans have been included in the table as loangingra zero yield.

Year Ended September 30, 1 997 1996 1995
Average In terest Average Interest Average Interest
Outstanding E arned  Yield Outstanding Earned Yield Outstanding Earned Yield
Balance / Paid /Rate Balance /Paid /Rate Balance /Paid /Rate

(Dollars in Thousands)
Interest Earning Assets:

Loans receivable(l) $249,076 $ 22,433 9.01% $207,983 $18,567 8.93% $161,243 $ 13,768 8.54%
Mortgage-backed securities 32,618 2,341 7.18 34,213 2,521 7.37 51,157 3,905 7.63
Securities available for sale 65,843 3,845 5.84 51,494 2,916 5.66 42,674 3,111 7.29
FHLB stock 5,546 386 6.96 4,644 333 7.17 3,720 270 7.26

Total interest-earning assets $353,083 $ 29,005 8.21% $298,334 $24,337 8.16%

Interest-Bearing Llabilities:

Demand and NOW deposits $36,017 $ 815 2.26% $29,377 $ 661 2.25% $31,139 $ 736 2.36%
Savings deposits 20,538 506 2.46 14,906 402 2.70 10,431 277 2.66
Time deposits 180,088 10,662 5.92 149,247 8,703 5.83 132,856 7,232 5.44
FHLB advances 80,685 4,886 6.06 69,265 4,087 5.90 56,820 3,344 5.88
Other borrowed money 3,786 90 5.02 2,198 126 5.73 1,159 60 5.18

Total interest-bearing liabilities $321,114 $ 17,059 5.31% $264,993 $13,979 5.28% $232,405 $11,649 5.01%

Net interest-earning assets $ 31,969 $ 33,341 $ 26,389

Net interest income $ 11,946 $10,358 $ 9,405

Net interest rate spread 2.90% 2.88% 3.13%

Net yield on average interest-
earning assets 3.38% 3.47% 3.63%

Average interest-earning assets
to average interest-bearing
liabilities 109.96% 112.58% 111.35%

(1) Calculated net of deferred loan fees, loandlists, loans in process and loss reserves.
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COMPARISON OF OPERATING RESULTS FOR THE YEARS ENDBEPTEMBER 30, 1997 AND SEPTEMBER 30, 1996

General

Net income for the year ended September 30, 199@ased $1.23 million, or 50.9%, to $3.64 millinom $2.41 million for the same perit

in 1996. The increase in net income reflects inm@ean net interest income and noninterest incérazious year net income reflects the one-
time special assessment to recapitalize SAIF, whédiiced net income by $795,000, net of incomestaXet income for the year ended
September 30, 1997 compared to the same perid@di@, vithout the SAIF assessment, increased $4683d@0L3.5%

Net Interest Incom

The Company's net interest income for the year@saptember 30, 1997 increased by $1.59 millior,508%, to $11.95 million compared
to $10.36 million for the same period in 1996. Tierease in net interest income reflects an ovaratease in average net interest-earning
assets during the period resulting from the actjoisof Central West at September 30, 1996, arativatl increases in the portfolio of loans
and securities. The net yield on average intezasting assets decreased to 3.38% for the perabetle®eptember 30, 1997 from 3.47% fot
same period in 1996. The decrease in net yieldésplimarily to a decline in net average interestimg assets resulting from an increase in
the average balance of non-accruing loans duried 897 period.

During recent years, the Company has increasedigsation and purchase of multi- family and commoi&@ real estate loans, including
construction loans on such property types, andriwisased its origination of consumer, commerdigiitiess and agricultural business loans.
The Company anticipates activity in this type afdang to continue in future years. Net interesbme is expected to continue to trend upy
as a result of this lending activity as interest rgelds are generally higher on this type of lpanduct compared to yields provided by
conventional singléamily residential real estate loans. This lendicgvity is considered to carry a higher leveliskrdue to the nature of tl
collateral and the size of individual loans. Astsute Company anticipates continued increasds aillowance for loan losses as a result of
this lending activity.

Interest Income

Interest income for the year ended September 3I¥, iizreased $4.67 million, or 19.2%, to $29.00iarilfrom $24.34 million for the same
period in 1996. The increase was primarily due $387 million increase in interest earned on damlportfolio, to $22.43 million for the
year ended September 30, 1997, from $18.57 miifidiscal 1996. The increase in loan interest ineaesulted from higher average Ic
portfolio balances due to internal growth of tharigortfolio and the acquisition of Central Wedll@o a lesser extent, to a higher average
yield on the loan portfolio during the peric

Interest Expense

Interest expense increased $3.08 million, or 2210%17.06 million for the period ended Septemt#ri®97 from $13.98 million for the
same period in 1996. The increase in interest esgoandue to increases in the average outstandiagd®e of time deposits and FHLB
advances during the year ended September 30, t88ipared to the same period in 1996. The increadeiaverage balance of time dep«
resulted from internal growth of the deposit pditf@nd the acquisition of Central West. The averagtstanding balance of FHLB advances
increased due to borrowing activity throughoutpleeod used primarily to fund growth of the loantfaio and the purchase of securities. To
a lesser extent, the increase in interest exp@ileets higher interest rates paid on interestibhgdiabilities during the year ended September
30, 1997, compared to the previous y:



Provision for Loan Losses

The provision for loan losses for the year endguté&@erber 30, 1997 was $120,000 compared to $100¢d@Be same period in 1996.
Management believes, based on review of histosn losses, current economic conditions, and otieofs, that the current level of
provision for loan losses, and the resulting lefahe allowance for loan losses, reflects an adtxteserve against potential losses from the
loan portfolio. Although the Company maintainsatiowance for loan losses at a level that it comsdo be adequate, there can be no
assurance that future losses will not exceed etifremounts, or that additional provisions for lt@sses will not be required in future
periods. In addition, the Company's determinatibtne allowance for loan losses is subject to nevidy the regulatory agencies, which can
require the establishment of additional generalpacific allowances.

Noninterest Incom

Noninterest income for the year ended Septembet @Y, increased $281,000, or 19.8%, to $1.70 miliiom $1.42 million for the san
period in 1996. The increase in noninterest incoeflects an increase from loan fees and servicggelseof $278,000 for fiscal 1997
compared to the same period in 1996 as a resiritdased lending activity and increased activitytransaction accounts subject to service
charges. In addition, the gain on sales of seegravailable for sale increased $137,000 for tiae geded September 30, 1997 compared to
1996. Noninterest income was reduced for fiscalri@®mpared to 1996 due to a $223,000 decline ikdrage commissions as a result of a
decline in sales of non-insured investment prodtnetsugh First Federal's subsidiaries. The salebraiewas due to a reduction in the number
of brokers during fiscal 1997, and is expectechtwaase in fiscal 1998 as additional brokers angl@yed.
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COMPARISON OF OPERATING RESULTS FOR THE YEARS ENDBEPTEMBER 30, 1997 AND SEPTEMBER 30, 1996 (corgitju
Noninterest Expens

Noninterest expense decreased by $186,000, or 206%%,38 million for the year ended Septemberl®®7 compared to $7.57 million f

the same period in 1996. The decrease in nonittexgense reflects the fiscal 1996 payment of atione special assessment in the amount
of $1.27 million, pre-tax, for the recapitalizatiohSAIF. Noninterest expense without the SAIF asseent increased by $1.08 million.
Noninterest expense for employee compensation anefits, and occupancy and equipment expense giseteduring fiscal 1997 compai

to the same period in 1996 as a result of the aitgpn of Central West at September 30, 1996, @l result of the opening of a new branch
office in Des Moines, lowa. The increase in nomiesé expense was partially offset as a resultdéra legislation that reduced deposit
insurance premiums during the year ended SepteBihd997.

Income Tax Expense

Income tax expense increased by $806,000, or 41®%2.50 million for the year ended Septemberl®®7 from $1.70 million for the same
period in 1996. The increase in income tax expeefects the increase in the level of taxable inedor the period ended September 30, 1
compared to the same period in 1996.

COMPARISON OF OPERATING RESULTS FOR THE YEARS ENDBBPTEMBER 30, 1996 AND SEPTEMBER 30, 1995

General

Net income for the year ended September 30, 198@dsed $1.13 million, or 31.9%, to $2.41 millinom $3.54 million for the same peri
in 1995. The decrease in net income reflects tlegtiome special assessment to recapitalize SAIF, wiutdded $795,000, net of income tax
In addition, the decrease in net income resulteahftne previous year recognition of gains on the shsecurities available for sale resulting
primarily from the restructure of the Company's tgage-backed securities portfolio that increasschfiyear 1995 income by $720,000, net
of income taxes. Net income for the year endedeBeiper 30, 1996 compared to the same period in E&@%)ding the one-time SAIF
assessment and non-recurring gains on the sagesofities available for sale, increased $385,0003.6%.

Net Interest Incom

The Company's net interest income for the year@mi@996 increased by $954,000, or 10.1%, to &lthBlion compared to $9.40 million
for the same period in 1995. The increase in rtetést income reflects an overall increase in aereet interest-earning assets during the
period resulting from the acquisition of lowa Banzduring the first fiscal quarter, and internatr@ases in the portfolio of loans and
securities. The net yield on average earning agsei;ed to 3.47% for the period ended SeptemBet 396 from 3.63% for the same period
in 1995. The reduction in net yield is due primatd the increased cost of retail time depositslte®) from aggressive competition for such
deposits during the period.

Interest Income

Interest income for the year ended September 35 itreased $3.28 million, or 15.6%, to $24.34iarilfrom $21.05 million for the same
period in 1995. The increase is primarily due #1880 million increase in interest earned on ttam Iportfolio, to $18.57 million for the year
ended September 30, 1996, from $13.77 million @51 he increase in loan interest income resulieah



higher average loan portfolio balances due to iiralegrowth of the loan portfolio and the acquisitaf lowa Bancorp and, to a lesser extent,
to a higher average yield on the loan portfolioinigithe period. Interest income from mortgage-bddexcurities declined $1.38 million for
the year ended September 30, 1996 to $2.52 millmn $3.90 million in 1995 due primarily to the redion in the average portfolio balance
during the period.

Interest Expense

Interest expense increased $2.33 million, or 2010%13.98 million for the period ended Septemt:ri®96 from $11.65 million for the
same period in 1995. The increase in interest esgoaras due to an increase in the average outstphdiance of time deposits and FHLB
advances during the year ended September 30, t88fhared to the same period in 1995. The increadeiaverage balance of time dept
resulted from internal growth of the deposit pditf@nd the acquisition of lowa Bancorp. The averagtstanding balance of FHLB advan
increased due to borrowing activity throughoutpleeod used primarily to fund growth of the loantfaio and the purchase of securities. To
a lesser extent, the increase in interest expafieets higher interest rates paid on interestibgdiabilities during the year ended September
30, 1996, compared to the previous year.

Provision for Loan Losses

The provision for loan losses for the year endgate&Saber 30, 1996 was $100,000 com pared to $250¢0@Be same period in 1995. The
comparatively higher provision for loan losses dgrihe previous year resulted from managementsi@teto increase the balance in the
allowance for loan losses in conjunction with growft the loan portfolio during that period.
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COMPARISON OF OPERATING RESULTS FOR THE YEARS ENDBSEPTEMBER 30, 1996 AND SEPTEMBER 30, 1995 (coreifu
Noninterest Incom

Noninterest income for the year ended Septembet @5 decreased $867,000, or 37.9%, to $1.42 miftiem $2.29 million for the san
period in 1995. Noninterest income for the previbisisal year included gains on the sale of se@gitivailable for sale of $1.07 million,
compared to $79,000 for year ended September 3®. Moninterest income from loan fees and senizgges increased by $118,000 for
fiscal 1996 compared to the same period in 199 rasult of increased lending activity and increlaeetivity on transaction accounts subject
to service charges.

Noninterest Expens

Noninterest expense increased by $1.99 millior3507%, to $7.57 million for the year ended Septan®e 1996 compared to $5.58 milli
for the same period in 1995. The increase primaeifiects the one-time special assessment of $hilkion, pretax, for the recapitalization
SAIF. In addition, noninterest expense increaseal r@sult of additional operating expenses assatiatth the acquisition of lowa Bancorp
during the first quarter of fiscal 1996.

Income Tax Expense

Income tax expense decreased by $624,000, or 260984, 70 million for the year ended Septemberl®®6 from $2.32 million for the same
period in 1995. The decrease in income tax expefiets the reduction in the level of taxable imeofor the period ended September 30,
1996 compared to the same period in 1995.

Asset/Liability Management

The Company currently focuses lending efforts talv@iginating and purchasing competitively priceljuatable-rate loan products and fixed-
rate loan products with relatively short terms tatunity, generally 15 years or less. This allones @ompany to maintain a portfolio of loans
which will be sensitive to changes in the leveintérest rates while providing a reasonable spteale cost of liabilities used to fund the
loans.

The Company's primary objective for its investmgumitfolio is to provide the liquidity necessarynmet loan funding needs. This portfolio is
used in the ongoing management of changes to thg@ay's asset/liability mix, while contributing peofitability through earnings flow. Tt
investment policy generally calls for funds to hedasted among various categories of security tgpesmaturities 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 assetiliflopmanagement goals.

During the quarter ended June 30, 1995, all seesifireviously designated as held-to-maturity,Lidlg mortgage-backed securities, were
reclassified to the available-for-sale categorye Téclassification was performed after considenatip management of a pending regulatory
policy clarification regarding the measurementrtéiest sensitivity of adjustable-rate mortgagekbdcsecurities. It was management's
opinion that the pending regulatory policy clarion provided sufficient potential risk to the etrvalue of this type of security to warrant
reclassification of the securities held by the Campto the available-for-sale designation. In adaace with the requirements of SFAS 115
(see Note 1 to the Consolidated Financial Stateshealt other securities previously designatededd-to-maturity were also reclassified to
availablefor-sale. During the quarter ended June 30, 1995¢ttiassified adjustak-rate mortgag-backed securities were so



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 savinggymarket, 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 Companytimes, depending on the relationship between-lang short-term interest rates, market
conditions and consumer preference, may place sbiatayveater 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 periadsieclining or stable interest rates, provide
sufficient returns to justify the increased expestar sudden and unexpected increases in intetestwdiich 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 efforfisnibinterest rate risk will be successful.
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Asset/Liability Management (continued)

Net Portfolio Value
The Office of Thrift Supervision ("OTS") providesNet Portfolio Value ("NPV") approach to the quéinttion of interest rate risk for thrift

institutions such as First Federal. This approatbutates the difference between the present \aflegpected cash flows from assets and the
present value of expected cash flows from liak#itias well as cash flows from off-balance-sheetraots. Management of First Federal's
assets and liabilities is performed within the eahibf the marketplace, but also within limits édished by the Board of Directors on the
amount of change in NPV which is acceptable givemain interest rate changes.

The OTS issued a regulation which uses a net magke¢ methodology to measure the interest rakeesiposure of thrift institutions. Under
OTS regulations, an institution's "normal" levelimterest rate risk in the event of an assumed2@@s point change in interest rates is a
decrease in the institution's NPV in an amountto@xceed two percent of the present value ofséet. Thrift institutions with greater than
"normal” interest rate risk exposure must takedudgon from their total capital available to méwir risk-based capital requirement. The
amount of that deduction is one-half of the differe between (a) the institution's actual calculatgubsure to a 200 basis point interest rate
increase or decrease (whichever results in theegrpeo forma decrease in NPV) and (b) its "nornhalel of exposure which is 2.00% of the
present value of its assets. The regulation, howevi# not become effective until the OTS evalusatke process by which thrift institutions
may appeal an interest rate risk deduction detextioin. It is uncertain as to when this evaluaticayrhe completed. Had such regulation b

in effect at September 30, 1997, First Federaiés@st rate risk would have been considered noam@ino additional risk-based capital would
have been required.

Presented below, as of September 30, 1997, isapsimof First Federal's interest rate risk assuezd by changes in NPV for an
instantaneous and sustained parallel shift in iblkel gurve, in 100 basis point increments, up anrd400 basis points, in accordance with
OTS regulations. As illustrated in the table, Fikstleral's NPV is more sensitive to rising ratengea than declining rates. This occurs
primarily because, as rates rise, the market vaflfized-rate loans declines due to both the rate increadelawing prepayments. When re
decline, First Federal does not experience a $igmif rise in market value for these loans bechosewers prepay at relatively higher rates.
The value of First Federal's deposits and borrogvzftange in approximately the same proportionsingi and falling rate scenarios.

At September 30, 1997
Change in Interest Rate Board Limit

(Basis Points) % Change $ Change % Change

( Dollars in Thousands)

+400 bp (60)% $(14,373) (36)%

+300 bp (50) (10,634) (26)

+200 bp (40) (6,886) a7

+100 bp (25) (3,193) (8)

0 bp - - -

-100 bp (10) 2,149 5

- 200 bp (15) 3,855 10

- 300 bp (20) 5,774 14

- 400 bp (25) 8,366 21



Management reviews the OTS measurements and rglagzdeports on a quarterly basis. In additiomtmitoring selected measures of NI
management also monitors effects on net interesnire resulting from increases or decreases ingsteates. This measure is used in
conjunction with NPV measures to identify excessinterest rate risk.

Certain shortcomings are inherent in the methoahalysis presented in the foregoing tables. Fomgie, although certain assets and
liabilities may have similar maturities or periddsrepricing, they may react in different degreeshanges in market interest rates. Also, the
interest rates on certain types of assets anditiabimay fluctuate in advance of changes in miirkerest rates, while interest rates on other
types may lag behind changes in market rates. isaaitly, certain assets such as adjustable-ratégage loans, have features which restrict
changes in interest rates on a short-term basiswagdthe life of the asset. Further, in the ewdra change in interest rates, prepayments and
early withdrawal levels would likely deviate frofmose assumed in calculating the tables. Finally afhility of some borrowers to service tt
debt may decrease in the event of an interestnatease. First Federal considers all of thesefadh monitoring its exposure to interest rate
risk.
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Asset/Liability Management (continued)

Interest Sensitivity GAP Analysis Management oéiest sensitivity of Security State Bank is accasigld by matching the maturities of

interest-earning assets and interest-bearingiligisil The following table illustrates the asse@ilfility) funding gaps for selected maturity
periods as of September 30, 1997.

At September 30, 1997 (Dollars in thousands)

Repriceable or Maturing Within

0-6 6-12 Total Over
Months Months 1 Year 1 Year Total

Assets

Interest-bearing deposits in

other financial institutions ..... $ 100 $ - $ 100 $ - $ 100
Securities available for sale ...... 1,552 1,103 2,655 4,795 7,450
Loans receivable ................... 10,390 1,683 12,073 12,526 24,599

Total interest-earning assets .... $12,042 2,786 $ 14,828 $17,321 32,149
Liabilities
Interest-bearing deposits .......... $11,428 $ 5,012 $ 16,440 $ 8664 $ 25,104
Borrowed funds ..................... 2,900 - 2,900 - 2,900

Total interest-bearing liabilities ~ $ 14,328 $ 5,012 $ 19,340 $ 8,664 28,004
Asset/(Liability) funding GAP ...... $ (2,286) $(2,226) $(4,512) $ 8657 $ 4,145
GAP ratio (assets/liabilities) ..... 84% 56% 77% 200% 115%

Asset Quality

It is management's belief, based on informationlalbig, that the Company's historical level of asgelity has been satisfactory and that
asset quality will continue to remain strong. Ap&enber 30, 1997, non-performing assets, consisfimpnaccruing loans, real estate owi
and repossessed consumer property, totaled $3i6rmir 0.75% of total assets, compared to $2Ifianj or 0.70% of total assets, for the

fiscal year ended 1996. The increase in non-peifgrassets is due primarily to increases in nomtaieg one- to four-family mortgage loans
and agricultural operating loans.

Liquidity and Sources of Funds

The Company's primary sources of funds are depditsowings, principal and interest payments amfand mortgage-backed securities,
and maturing investment securities. While schedldad repayments and maturing investments arevelatpredictable, deposit flows and
early loan repayments are influenced by the lef/@iterest rates, general economic conditions amdpetition.

Federal regulations require First Federal to maintanimum levels of liquid assets. Currently, FiFederal is required to maintain liquid
assets of at least 5% of the average daily balahoet withdrawable savings deposits and borrowjpmgble on demand in one year or less

during the preceding calendar month, of which skenrn liquid assets must comprise not less thanLi&bid assets for purposes of this ratio
include cash, certain tinr



deposits, U.S. Government, governmental agencycargbrate securities and obligations generally igavémaining terms to maturity of less
than five years, unless otherwise pledged. FirdeFad has historically maintained its liquidityicast levels in excess of those required. First
Federal's regulatory liquidity ratios were 9.8%%.and 12.2% at September 30, 1997, 1996 and 1€§ectively.

Liquidity management is both a daily and long-téamction of the Company's management strategy.ddrepany adjusts its investments in
liquid assets based upon management's assessn{gredqfected loan demand in the Company's mariegt, i) the projected availability of
purchased loan products, (iii) expected depositdlq(iv) yields available on interest-bearing détspgnd (v) the objectives of its
asset/liability management program. Excess liquidigenerally invested in interest-earning ovenhideposits and other short-term
government agency obligations. If the Company meguiunds beyond its ability to generate them irahy, it has additional borrowing
capacity with the Federal Home Loan Bank of Desrdsiand has collateral eligible for use with reeegepurchase agreements.

The primary investing activities of the Company #e origination and purchase of loans and thehase of securities. During the years
ended September 30, 1997, 1996 and 1995, the Conapignated loans of $135.7 million, $95.8 milliamd $65.3 million, respectively. T
increase in loan originations is due primarilyhe origination of commercial and agricultural besis loans that are renewed more often due
to their short-term nature. Purchases of loanset$29.8 million, $24.9 million and $19.2 milli@luring the years ended September 30,
1997, 1996 and
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Liquidity and Sources of Funds (continued) 1995pestively. During the years ended September 387,196 and 1995, the Company
purchased mortgage-backed securities and otherisexin the amount of $67.6 million, $121.0 nuli and $43.5 million, respectively.

At September 30, 1997, the Company had outstar@ingnitments to originate and purchase loans of@d#bllion. Certificates of deposit
scheduled to mature in one year or less from Sdpe0, 1997 total $118.1 million. Based on itddrisal experience, management believes
that a significant portion of such deposits willnan with the Company, however, there can be norasse that the Company can retain all
such deposits. Management believes, however,dhatlepayment and other sources of funds will lzzjagte to meet the Company's
foreseeable short- and long-term liquidity needs.

During the fiscal year ended September 30, 19%/Citmpany completed the purchase and remodeliag ekisting building for use as a
branch office located in Des Moines, lowa, at apragpimate cost of $752,000. During the fiscal yeaded September 30, 1996, the
Company completed a major remodeling of its mafitetbuilding located in Storm Lake, lowa, at apagximate cost of $911,000. During
the fiscal year ended September 30, 1995, the Coyngampleted an upgrade of its data processing@syat an approximate cost of
$300,000. The source of funds for capital improvetsef this type is from the normal operationstef Company.

On September 20, 1993, the Bank converted fronderédly chartered mutual savings and loan associati a federally chartered stock
savings bank. At that time, a liquidation accounasvestablished for the benefit of eligible accdwitiers who continue to maintain their
account with the Bank after the conversion. Thaitigtion account is reduced annually to the exteaut eligible account holders have redu
their qualifying deposits. At September 30, 1998, liquidation account approximated $3.2 million.

Under the Financial Institution's Reform, Recovenyd Enforcement Act of 1989 ("FIRREA") and the &®dl Deposit Insurance Act of 1991
("FDICIA"), the capital requirements applicableaibfinancial institutions, including First Fedematd Security, were substantially increased.
First Federal and Security are in full compliandgthwhe fully phased-in capital requirements. (8ete 14 of Notes to Consolidated Financial
Statements).

Impact of Inflation and Changing Prices

The Consolidated Financial Statements and Notesttheresented herein have been prepared in acu@aeth generally accepted
accounting principles, which require the measurdrog&financial position and operating results imis of historical dollars without
considering the change in the relative purchasowgr of money over time due to inflation. The prignampact of inflation is reflected in the
increased cost of the Company's operations. Untigst industrial companies, virtually all the assatd liabilities of the Company are
monetary in nature. As a result, interest rategggly have a more significant impact on a finahitiatitution's performance than do the
effects of general levels of inflation. Interediesado not necessarily move in the same directiotg the same extent, as the prices of goods
and services.

Impact of New Accounting Standards

Several new accounting standards have been issuthe IFFfinancial Accounting Standards Board ("FAS®B§t will apply to the Company fi
the year ending September 30, 1998 or 1999.

SFAS No. 128, "Earnings Per Share," revises thewting requirements for calculating earnings rs. Basic earnings per share for the
quarter ended December 31, 1997 and later willdbeutated solely on average common shares outstgniluted earnings per share will
reflect the potential dilution effect of stock apts and other common stock equivalents. All g



calculations will be restated to be comparablénéortew methods. As the Company has dilution frarksbptions, the new calculation
methods will increase basic earnings per sharewkat otherwise would have been reported as prireargings per share, while there will
little effect on fully diluted earnings per share.

SFAS No. 130, "Reporting Comprehensive Income dl#isthes standards for reporting and display ofpr@imensive income and its
components (revenue, expenses, gains and losse$lilirset of genergburpose financial statements. This statement reguaill items that ai
recognized under accounting standards as compookotamprehensive income be reported in a finarstetement that is displayed with the
same prominence as other financial statementsimadax effects must also be shown. This statensesffective for fiscal years beginning
after December 15, 1997. The adoption of SFAS [806.i& not expected to have a material impact omebelts of operations or financial
condition of the Company.

SFAS No. 131, "Disclosures about Segments of aarfnise and Related Information," establishes stedwdfor the way public business
enterprises report information about operating sgsin annual financial statements and requirasthiose enterprises report selected
information about operating segments in interinaficial reports issued to shareholders. It alsdbkskes standards for related disclosures
about products and services, geographic areasnajat customers. This statement is effective fioariicial statements for periods beginning
after December 15, 1997. The adoption of SFAS [184.i4 not expected to have a material impact omehelts of operations or financial
condition of the Company.
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Report of Independent Auditors

BOARD OF DIRECTORS
FIRST MIDWEST FINANCIAL, INC. AND SUBSIDIARIES
STORM LAKE, IOWA

We have audited the accompanying consolidated balsimeets of First Midwest Financial, Inc. and Riiases (the "Company") as of
September 30, 1997 and 1996 and the related cdassdi statements of income, changes in sharehoddprisy and cash flows for the years
then ended. These financial statements are thenmstgility of the Company's management. Our resibditg is to express an opinion on
these financial statements based on our auditscdhsolidated financial statements of the Companytfe year ended September 30, 1995
were audited by other auditors whose report dateekiber 17, 1995 expressed an unqualified opiniothose statements.

We conducted our audits in accordance with geneaaitepted auditing standards. Those standardsedhat we plan and perform the audit
to obtain reasonable assurance about whethemthedial statements are free of material misstaterdenaudit includes examining, on a test
basis, evidence supporting the amounts and digelesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated finan-cial statetseeferred to above present fairly, in all materéspects, the financial position of the
Company as of September 30, 1997 and 1996 an@shég of its operations and its cash flows fonytbars then ended in conformity with
generally accepted accounting principles.

Crowe, Chizek and Company LLP
South Bend, Indiana
October 10, 1997
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First Midwest Financial, Inc. and Subsidiaries
CONSOLIDATED BALANCE SHEETS

September 30, 1997 and 1996

Assets
Cash and due from banks ............cccccee.....
Interest-bearing deposits in other financial ins
short-term.........ccccooeveviiinienes
Federal funds sold...........ccccccvveereennn.

Total cash and cash equivalents.............
Interest-bearing deposits in other financial ins
(cost approximates market value)............
Securities available for sale...................
Loans receivable, net of allowance for loan loss
of $2,379,091 in 1997 and $2,356,113 in 1996
Federal Home Loan Bank (FHLB) stock, at cost....
Accrued interest receivable.....................
Premises and equipment, net....................
Foreclosed real estate, net of allowances of $-0
$5,000 00 1996........ceeiiiiaiiiaiinnns
Other assets.......ccccvvvviiieiieiieeeeeeennnn

Total assets.......ccccoveveveeiiiiienenn.
Liabilities and Shareholders' Equity

Liabilities
Noninterest-bearing demand deposits.............

Savings, NOW and money market demand deposits...

Other time certificates of deposit..............

Total deposits........ccuveeeeiiieeeennne
Advances from FHLB.............cccccceevineenn.
Securities sold under agreements to repurchase..
Other borrowings.........ccocceveeiiiiienenne
Advances from borrowers for taxes and insurance.
Accrued interest payable..............ccccco....
Accrued expenses and other liabilities..........

Total liabilities.............cccccvvvvenes

1997 199
........... $ 875169 $ 736
titutions -
........... 10,709,907 4,743
........... 1,267,350 8,848
........... 12,852,426 14,328
titutions
........... 200,000 300
115,985,045 109,491
es
........... 254,640,971 243,533
........... 5,629,300 5,524
5,366,109 5,029
4,176,311 3,680
-in 1997 and
........... 156,300 86
........... 5,582,116 6,033
........... $404,588,578 $388,008
$ 5,572,296 $ 5,452
49,838,735 49,358
190,704,667 178,594
246,115,698 233,405
107,426,225 102,287
1,800,000 2,789
2,900,000 1,400
449,487 490
1,065,746 1,271
1,354,418 3,153
........... 361,111,574 344,798

979

,636
,037

,652

,298

,596



Shareholders' Equity
Preferred stock, 800,000 shares authorized; none
Common stock, $.01 par value; 5,200,000 shares a
2,957,999 shares issued and 2,698,904 shares
at September 30, 1997; 1,990,495 shares issu
1,945,735 shares outstanding at September 30
Additional paid-in capital......................
Retained earnings - substantially restricted....
Net unrealized appreciation on securities availa
net of tax of $568,013 in 1997 and $18,324 i
Unearned Employee Stock Ownership Plan shares...
Treasury stock, 259,095 and 44,760 common shares
at cost, at September 30, 1997 and 1996, res

Total shareholders' equity...............

Total liabilities and shareholders' e

issued....
uthorized;
outstanding
ed and

29,580 19
20,984,754 20,862
26,427,657 23,748

960,371 28
(567,200) (767,

(4,358,158) (682,

$ 404,588,578  $388,008

The accompanying notes are an integral part oktheasolidated financial statements.
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First Midwest Financial, Inc. and Subsidiaries
CONSOLIDATED STATEMENTS OF INCOME

Years ended September 30, 1997, 1996 and 1995

Interest and dividen
Loans receivable,
Securities availab

d income
including fees.........
le for sale

Dividends on FHLB stock....................

Interest expense
Deposits..............

FHLB advances and other borrowings

Net interest income

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

Net interest income after provision for loan losses

Noninterest income

Loan fees and service charges...........
Gain on sales of securities available for sale,
Gain (loss) on sales of foreclosed real estate,

Brokerage commi
Other income......

SSIONS...cevveeeeieriiinee

1997 1996 1995
$22,432,828 $ 18,567,097 $ 13,768,
6,185,385  5437,734 7,015,
386,462 332,634 270,
29,004,675 24,337,465 21,053,
11,982,913 9,766,586 8,245,
5,076,144 4,212,024 3,403,
17,059,057 13,978,610 11,648,
11,945,618 10,358,855 9,404,
120,000 100,000 250,
11,825,618 10,258,855 9,154,
. 1,108,233 830,256 712,
net 216,614 79,317 1,070,
net (6,722) (8,630)
69,379 292,189 297,
313,168 226,163 206,
1,700,672 1,419,295 2,286,

064
145
261

470

746
345
247
77
101

470



Noninterest expense

Employee compensation and benefits.............. . 4,341,038 3,732,839 3,400,
Occupancy and equipment expense................. . 1,006,190 668,784 432,
SAIF deposit insurance special assessment....... . - 1,265,996

SAIF deposit insurance premium.................. . 220,849 433,367 404,
Data processing expense..........cccccvvvveeens . 321,369 289,390 291,
Other expense........cccovvevvvvevenennns 1,492,819 1,177,886 1,047,

7,382,265 7,568,262 5,576,

Income before income taxes...............cccuuu. . 6,144,025 4,109,888 5,865,
INncCome tax exXpense.........ceevvvcvevrvvennnnenns . 2,502,069 1,696,323 2,320,
Net iNCOME........ccvuvieieeiiiie e .. $ 3,641,956 $ 2,413,565 $ 3,544,

Earnings per common and common equivalent share
Primary and fully diluted:
Netincome.........cocevvveneeneeneenne. . $ 127 % 89 1

The accompanying notes are an integral part oktheasolidated financial statements.
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First Midwest Financial, Inc. and Subsidiaries
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDEREQUITY

Years ended September 30, 1997, 1996 and 1 995
Net Unrealized
Appreciation
(Depreciation)
on Securities
Additional Available
Common Paid-in Retained For Sale,
Stock Capital Earnings Net of Tax
Balance at October 1, 1994 ................. $ 19,915 $18,955,192  $ 19,051,322 $ (86,964)

Purchase of 61,712 common shares

of treasury stock .........cccueveees -- -- -- --
32,820 common shares committed to be

released under the ESOP .............. - 87,789 - -
Amortization of recognition and retention

plan common shares and tax benefit

of restricted stock under plan ....... - 267,064 -- -
Cash dividends declared on common stock

($.20 per share) .......cccccvveene - - (515,095) -
Net change in unrealized appreciation

(depreciation) on securities available

for sale, net of tax of $383,758 ..... - - - 658,528
Net income for the year ended
September 30, 1995 .......cccceeeeen -- -- 3,544,352 --
Balance at September 30, 1995 .............. 19,915 19,310,045 22,080,579 571,564

Purchase of 41,910 common shares of
treasury stock ............oeeneee --
Retirement of 958 common shares ......... (10) 10 - -

30,000 common shares committed to
be released under the ESOP ........... - 303,524 - -

Amortization of recognition and retention

plan common shares and tax benefit

of restricted stock under the plan ... - 168,120 -- -
Cash dividends declared on common stock

($.29 per share) .......ccccevvreene - - (745,761) -
Issuance of 171,158 common shares from

treasury stock in connection with

acquisition of Central West

Bancorporation ..........ccc.ceeen. -- 1,192,990 - --
Issuance of 9,450 common shares from

treasury stock due to exercise of

stock options ........ccceeeveeennn. -- (112,138) -- --
Net change in unrealized appreciation

(depreciation) on securities available

for sale, net of tax of ($321,866) ... - - - (542,866)
Net income for the year ended

September 30, 1996 .........cccceeeeen -- -- 2,413,565 --

Balance at September 30, 1996 .............. 19,905 20,862,551 23,748,383 28,698



Balance at October 1, 1994 ................. $

Purchase of 61,712 common shares
of treasury stock ....................

32,820 common shares committed to be
released under the ESOP ..............

Amortization of recognition and retention
plan common shares and tax benefit
of restricted stock under plan .......

Cash dividends declared on common stock
($.20 per share) ......ccceeveneenne.

Net change in unrealized appreciation
(depreciation) on securities available
for sale, net of tax of $383,758 .....

Net income for the year ended
September 30, 1995 ...........c......

Balance at September 30, 1995 ..............

Purchase of 41,910 common shares of
treasury Stock .........cccceeenunnen.

Retirement of 958 common shares .........

30,000 common shares committed to
be released under the ESOP ...........

Amortization of recognition and retention
plan common shares and tax benefit
of restricted stock under the plan ...

Cash dividends declared on common stock
($.29 per share) .......ccccuvenne.

Issuance of 171,158 common shares from
treasury stock in connection with
acquisition of Central West
Bancorporation ............cccceeuee

Issuance of 9,450 common shares from
treasury stock due to exercise of
stock options .........cccvveveeeenns

Net change in unrealized appreciation
(depreciation) on securities available
for sale, net of tax of ($321,866) ...

Net income for the year ended
September 30, 1996 ...................

Balance at September 30, 1996 ..............

Unearned

Employee

Stock Total
Ownership Treasury Shareholders'
Plan Shares Stock Equity

(1,186,000) $ (2,070,177  $ 34,683,288
- (932,030) (932,030)

218,800 - 306,589

- -- 267,064

- - (515,095)

- - 658,528

- - 3,544,352

(967,200)  (3,002,207) 38,012,696
- (630,710) (630,710)
200,000 - 503,524

- - 168,120

- - (745,761)

- 2,743,644 3,936,634

- 206,638 94,500

- - (542,866)

- -- 2,413,565

(767,200) (682,635) 43,209,702
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First Midwest Financial, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERBEQUITY (continued)

Years ended September 30, 1997, 1996 and 1

Balance at September 30, 1996 .............. $

Purchase of 248,419 common shares of
treasury Stock ........cccceeeuneen.
Retirement of 3,474 common shares .......
30,000 common shares committed
to be released under the ESOP ........
Amortization of recognition and retention
plan common shares and tax benefit of
restricted stock under the plan ......
Cash dividends declared on common stock
($.36 per share) .......ccccovvvnene
Issuance of 970,978 common shares
for stock dividend declared on common
stock, net of cash paid in lieu of
fractional shares ....................
Exchange of 7,263 common shares
upon exercise of stock options .......
Issuance of 41,347 common shares
from treasury stock due to exercise
of stock options ..........cccceenee
Net change in unrealized appreciation on
securities available for sale, net of
tax of $549,689 .........ccceevienne
Net income for the year ended
September 30, 1997 ........cccceuee

995
Additional
Common Paid-in Retained
Stock Capital Earnings

19,905 $20,862,551  $ 23,748,383

?35) 35 -

- 295,740 -
- 93,401 -

- - (961,849)
9,710 (9,710) (833)
- (257,263) -

- - 3,641,956

29,580 $20,984,754  $26,427,657

Net Unrealized
Appreciation
(Depreciation)
on Securities
Available
For Sale,
Net of Tax
$ 28,698



Unearned

Employee
Stock Total
Ownership Treasury Shareholders'
P lan Shares Stock Equity
Balance at September 30, 1996 .............. $ (767,200) $ (682,635) $ 43,209,702

Purchase of 248,419 common shares of

treasury StoCK .........cccceeeeenn. -- (4,268,777) (4,268,777)
Retirement of 3,474 common shares ....... -- -- --
30,000 common shares committed

to be released under the ESOP ........ 200,000 -- 495,740
Amortization of recognition and retention

plan common shares and tax benefit of

restricted stock under the plan ...... - - 93,401
Cash dividends declared on common stock
($.36 per share) ......ccecvenenne. - - (961,849)

Issuance of 970,978 common shares
for stock dividend declared on common
stock, net of cash paid in lieu of

fractional shares .................... - - (833)
Exchange of 7,263 common shares
upon exercise of stock options ....... -- (175,445) (175,445)

Issuance of 41,347 common shares

from treasury stock due to exercise

of stock options ..........cceeeeees -- 768,699 511,436
Net change in unrealized appreciation on

securities available for sale, net of

tax of $549,689 ..........ccceevueeen. - - 931,673
Net income for the year ended
September 30, 1997 ........cccvveen -- -- 3,641,956
Balance at September 30, 1997 .............. $ (567,200) $(4,358,158) $ 43,477,004

The accompanying notes are an integral part oktheasolidated financial statements.
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First Midwest Financial, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years ended September 30, 1997, 1996 and 1995

Cash flows from operating activities
NetinCome ........coccvvevvvveeiiiecinen,
Adjustments to reconcile net income to net cash

from operating activities

Depreciation, amortization and accretion
Provision for loan losses ..............
Provision for losses on foreclosed real
Gain on sales of securities available fo
Proceeds from the sales of loans held fo
Originations of loans held for sale ....
Stock dividends from FHLB stock ........
(Gain) loss on sales of office property,
(Gain) loss on sales of foreclosed real
Net change in

Interest receivable .................

Other assets .......cccceeveveennns

Accrued interest payable ............

Accrued expenses and other liabilitie

Net cash from operating activitie

Cash flows from investing activities

Net change in interest-bearing deposits in other
financial institutions .....................

Purchase of securities available for sale ......

Purchase of securities held to maturity ........

Proceeds from sales of securities available for

Proceeds from maturities and principal repayment
securities available for sale

Proceeds from maturities and principal repayment
mortgage-backed securities held to maturity

Loans purchased ..........cccocceeeviivvenninns

Net change in loans ..........ccccccvveeviennn.

Proceeds from sales of foreclosed real estate ..

Purchase of FHLB stock ...........cccceevune..

Purchase of lowa Bancorp, Inc., net of cash rece

Purchase of Central West Bancorporation, net of
received .....ccooovvvveeiiie e

Purchase of premises and equipment, net ........

Proceeds from sales of assets .................

Net cash from investing activities .....

1997 1996
........... $ 3,641,956 $ 2,413,565
et ... 1,092,782 907,721
........... 120,000 100,000
estate .... - 20,000
r sale, net (216,614) (79,317)
r sale .... 3,592,055 1,064,000
(3,592,055 (1,064,000)
- (78.900)
- (24,739)
estate, net 6,722 8,630
(337,062)  (1,406,034)
223344 (399,200)
(205.719) 348,940
S (2,348712) 1,689,497
S 1,976,697 3,500,163
100,000 (300,000)
(67,569,576)  (120,994,759)
sale ...... 804,067 366,829
of
........... 61,943,630 95,068,472
of
e (29,819,316)  (24,975,540)
........... 18,519,590 (3,599,754
93,453 132,842
(104,600)  (1,355,100)
s (5,217,265)
- (229,430)
(842,423) (845,380)

(16,875,175)

26

(61,876,160)

1995

$ 3,544,352

697,879
250,000

(1,070,247)

(504,937)
(55,643)
(47,662)

(122,777)

2,690,965

(31,580,132)
(11,888,625)
49,445,258

29,105,289

27,205
(19,211,940)
(4,280,762)
78,738
(899,800)

(581,126)

10,214,105



First Midwest Financial, Inc. and Subsidiaries
CONSOLIDATED STATEMENTS OF CASH FLOWS (continued)

Years ended September 30, 1997, 1996 and 1995

1997 1996 1995
Cash flows from financing activities
Net change in noninterest-bearing demand,
savings, NOW, and money market demand deposi ts $ 599,642 $ (295,265) $ (5, 082,644)
Net change in other time deposits .............. . 12,110,330 18,548,037 708,934
Proceeds from advances from FHLB ... . 143,000,000 210,000,000 246, 000,000
Repayments of advances from FHLB ............... .. (137,861,578) (160,510,585) (255, 209,677)
Net change in securities sold under agreements
to repurchase ..........cooeeevvviinnnns . (989,918) 1,640,000 240,000
Net change in other borrowings ................. . 1,500,000 -- -
Net change in advances from borrowers for taxes
and INSUrance ..........cccceeeveiveeeeene . (40,756) (11,279) 70,919
Cash dividends paid (962,682) (745,761) ( 515,095)
Proceeds from exercise of stock options ........ . 335,991 94,500 -
Purchase of treasury stock ............ccocuue. . (4,268,777) (630,710) ( 932,030)
Net cash from financing activities ...... . 13,422,252 68,088,937 (14, 719,593)
Net change in cash and cash equivalents ........... . (1,476,226) 9,712,940 (1, 814,523)
Cash and cash equivalents at beginning of year .... . 14,328,652 4,615,712 6, 430,235
Cash and cash equivalents at end of year .......... . $ 12,852,426 $ 14,328,652 $ 4, 615,712
Supplemental disclosure of cash flow information
Cash paid during the year for:
INtErest .....ooveveiiieiieeiiee e . $ 17,264,776  $ 13,629,670 $ 11, 696,386
INCOME taXes .....oevvveeiiieeiiieiiinne . 2,415,042 1,736,192 2, 366,886
Supplemental schedule of non-cash investing and
financing activities
Loans transferred to foreclosed real estate . $ 169,657 $ 220,474 $ 129,408
Issuance of common stock for purchase of
Central West Bancorporation ............. . - 3,936,634 -

The accompanying notes are an integral part oktheasolidated financial statements.
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First Midwest Financial, Inc. and Subsidiaries
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, SEPTEMB ER 30, 1997, 1996 AND 1995

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation:

The consolidated financial statements include tw@ants of First Midwest Financial, Inc., a bankdivtg company located in Storm Lake,
lowa, (the "Company") and its wholly-owned subsigia which include First Federal Savings Bank efthidwest (the "Bank" or "First
Federal"), Security State Bank ("Security"), FBgtrvices Financial Limited, which offers brokeragevices and non-insured investment
products and Brookings Service Corporation. Alhgigant intercompany balances and transactiong heen eliminated.

Nature of Business, Concentration of Credit Ris#t Brdustry Segment Informatio

The primary source of income for the Company isphechase or origination of commercial, commermal estate, and residential real estate
loans. See Note 4 for a discussion of concentratidrcredit risk. The Company accepts deposits ftasiomers in the normal course of
business primarily in northwest and central lowd aastern South Dakota. The Company operates piyrirathe banking industry which
accounts for more than 90% of its revenues, opeyaticome and assets.

Assets held in trust or fiduciary capacity are awdets of the Company and, accordingly, are naided in the accompanying consolidated
financial statements. At September 30, 1997 an® 1190st assets totaled approximately $12,392,0@0$10,172,000, respectively.

Use of Estimates in Preparing Financial Statements:

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdsss#ts, liabilities and disclosure of contingessess and liabilities at the date of the
financial statements and the reported amountsveimge and expenses during the reporting periodighcesults could differ from those
estimates.

Certain Significant Estimates:

The allowance for loan losses, deferred incomeptaxisions, fair values of securities and otheaficial instruments, the determination and
carrying value of impaired loans, goodwill amortiaa and depreciation of premises and equipmenglire certain significant estimates
made by management. These estimates are reviewaadfggement routinely and it is reasonably postiitalecircumstances that exist at
September 30, 1997 may change in the near-termefand that the effect could be material to tharfoial statements.

Certain Vulnerability Due to Certain Concentrations
Management is of the opinion that no concentrat@xist that make the Company vulnerable to theafakear-term severe impact.

Cash and Cash Equivalents:

For purposes of reporting cash flows, cash and egslvalents is defined to include the Companysham hand and due from financial
institutions and short-term interest-bearing degsdai other financial institutions. The Companya#p net cash flows for customer loan
transactions, deposit transactions, interest-bgal&posits in other financial institutions, andrstierm borrowings with maturities of 90 days
or less.



Securities:

The Company classifies securities into held to mitgtuavailable for sale and trading categoriesldHe maturity securities are those which
the Company has the positive intent and abilitiidtil to maturity, and are reported at amortized.d®gailable for sale securities are those
Company may decide to sell if needed for liquiddgsetiability management or other reasons. Availables@e securities are reported at
value, with unrealized gains and losses includeal separate component of shareholders' equitpfriak. Trading securities are bought
principally for sale in the near term, and are regmbat fair value with unrealized gains and lossekided in earnings.

In May 1995, all securities previously designatedhald to maturity, including mortgage-backed siiesr were transferred to the available
for sale category. The Company does not have anyiies classified as held to maturity or tradatdgSeptember 30, 1997 or 1996. Although
the Company does not have a current intent tdtsekecurities available for sale, and it is mansgg's opinion that the Company has the
ability to hold these securities to maturity, magragnt considers the designation as available fertsgrovide flexibility in adjusting the
composition of the securities portfolio as may beealesirable in the future.

Gains and losses on the sale of securities arentieted using the specific identification methoddxhen amortized cost and are reflected in
results of operations at the time of sale. Intesest dividend income, adjusted by amortizationwthase premium or discount over the
estimated life of the security using the level gigiethod, is included in earnings.

Loans Held for Sale:
Mortgage loans originated and intended for sakhénsecondary market are carried at the lower sif @oestimated market value in the
aggregate. Net unrealized losses are recognizadatuation allowance by charges to income.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Loan Servicing Rights:

Effective October 1, 1996, the Company adoptedeStant of Financial Accounting Standards ("SFAS") 22, "Accounting for Mortgage
Servicing Rights." This Statement changed the attbog for mortgage servicing rights retained byarl originator. Under this standard, if
the originator sells or securitizes mortgage lcams retains the related servicing rights, the todat of the mortgage loan is allocated betw
the loan (without the servicing rights) and thevisng rights, based on their relative fair valugsder prior practice, all such costs were
assigned to the loan. The costs allocated to mgetgarvicing rights are now recorded as a sepasatt and are amortized in proportion to,
and over the life of, the net servicing income. Theying value of the mortgage servicing rights periodically evaluated for impairment.
The effect of adopting the statement was not nmedteri

Loans Receivable:

Loans receivable that management has the intenalgility to hold for the foreseeable future or Untaturity or pay-off are reported at their
outstanding principal balances adjusted for anygshaffs, the allowance for loan losses, and arfgrded fees or costs on originated loans
and unamortized premiums or discounts on purchiased.

Premiums or discounts on purchased loans are a®adtid income using the level yield method overrémeaining period to contractual
maturity, adjusted for anticipated prepayments.

Interest income on loans is accrued over the tdrineoloans based upon the amount of principaltanting except when serious doubt exists
as to the collectibility of a loan, in which cade taccrual of interest is discontinued. Interesbime is subsequently recognized only to the
extent that cash payments are received until, inagament’s judgment, the borrower has the abditpake contractual interest and principal
payments, in which case the loan is returned touatstatus.

Loan Origination Fees, Commitment Fees, and Relateds:
Loan fees and certain direct loan origination casésdeferred, and the net fee or cost is recodrdgean adjustment to interest income using
the interest method.

Allowance for Loan Losses:

Because some loans may not be repaid in full, lamwahce for loan losses is recorded. The allowdocian losses is increased by a
provision for loan losses charged to expense anrkdsed by chargaeffs (net of recoveries). Estimating the risk afdand the amount of Ic

on any loan is necessarily subjective. Managempatisdic evaluation of the adequacy of the allogeais based on the Company's past loan
loss experience, known and inherent risks in thé&fg@m, adverse situations that may affect therbaer's ability to repay, the estimated value
of any underlying collateral, and current econoognditions. While management may periodically atecportions of the allowance for
specific problem loan situations, the whole alloesirs available for any loan charge-offs that occur

SFAS No. 114, "Accounting by Creditors for Impaimhef a Loan," as amended by SFAS No. 118, wastadagffective October 1, 1995
and requires recognition of loan impairment. Loaresconsidered impaired if full principal or intst@ayments are not anticipated in
accordance with the contractual loan terms. Impdans are carried at the present value of exdduatare cash flows discounted at the
loan's effective interest rate or at the fair vadtiehe collateral if the loan is collateral depent A portion of the allowance f



loan losses is allocated to impaired loans if thiee of such loans is deemed to be less than thaidibalance. If these allocations cause the
allowance for loan losses to require an increasd) icrease is reported as a component of thagiwovfor loan losses. The effect of
adopting these standards was not material to theatidated financial statements.

Smaller-balance homogeneous loans are evaluatéthpairment in total. Such loans include residérfitiat mortgage loans secured by one-
to-four family residences, residential constructimains, and automobile, manufactured homes, homi¢yeand second mortgage loans.
Commercial loans and mortgage loans secured by ptbperties are evaluated individually for impaémb When analysis of borrower
operating results and financial condition indicétest underlying cash flows of the borrower's bassare not adequate to meet its debt
service requirements, the loan is evaluated fomimpent. Often this is associated with a delayharsall in payments of 90 days or more.
Nonaccrual loans are often also considered impalinegaired loans, or portions thereof, are chamf@when deemed uncollectible. T

nature of disclosures for impaired loans is considgenerally comparable to prior nonaccrual anégetiated loans and non-performing and
past due asset disclosures.

Foreclosed Real Estate:

Real estate properties acquired through, or indielpan foreclosure are initially recorded at fealue at the date of acquisition, establishil
new cost basis. Any reduction to fair value frora tarrying value of the related loan at the timaczfuisition is accounted for as a loan loss
and charged against the allowance for loan los&dsations are periodically performed by managenagck valuation allowances are adju
through a charge to income for changes in faire@uestimated selling costs.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Income Taxes:

The Company records income tax expense based @mtbent of taxes due on its tax return plus defetages computed based on the
expected future tax consequences of temporaryrdiftees between the carrying amounts and tax bésesets and liabilities, using enacted
tax rates. A valuation allowance, if needed, redwaferred tax assets to the amount expectedrigalized.

Premises and Equipment:

Land is carried at cost. Buildings, furniture, €ires and equipment are carried at cost, less adatedulepreciation and amortization
computed principally by using the straidime method over the estimated useful lives ofabkgets ranging from 3 to 40 years. These asse
reviewed for impairment under SFAS No. 121 whemé&véndicate the carrying amount may not be recaver

Employee Stock Ownership Plan:

The Company accounts for its employee stock owierdan ("ESOP") in accordance with AICPA StatemafnPosition ("SOP") 93-6.

Under SOP 93-6, the cost of shares issued to tiePEBut not yet allocated to participants, aregard in the consolidated balance sheets a:
a reduction of shareholders' equity. Compensatipeese is recorded based on the market price cfhthees as they are committed to be
released for allocation to participant account® dliference between the market price and theafosttares committed to be released is
recorded as an adjustment to additional paid-intgkaividends on allocated ESOP shares are retbad a reduction of retained earnings;
dividends are not paid on unearned ESOP shares.

ESOP shares are considered outstanding for earpérgshare calculations as they are committed teleased; unearned shares are not
considered outstanding.

Financial Instruments with Off-Balance-Sheet Risk:
The Company, in the normal course of business, me&timmitments to make loans which are not refleittede financial statements. A
summary of these commitments is disclosed in Nbte 1

Intangible Assets:

Goodwill arising from the acquisition of subsididrgnks is amortized over 15 years using the sti-diighh method. As of September 30, 1997
and 1996, unamortized goodwill totaled approxime$,862,747 and $5,090,958, respectively. Amaibneexpense was $363,923,
$170,070 and $125,160 for the years ended Septe30bd©97, 1996 and 1995.

Securities Sold Under Agreements to Repurchase:

The Company enters into sales of securities urgiereanents to repurchase with primary dealers eviych provide for the repurchase of the
same security. Securities sold under agreememisrahase identical securities are collateralizeddsets which are held in safekeeping in the
name of the Bank by the dealers who arranged émsaction. Securities sold under agreements taakgse are treated as financings and the
obligations to repurchase such securities areatefieas a liability. The securities underlying #ygeements remain in the asset accounts «
Company.

Stock Dividends:
Common share amounts related to the ESOP plark stoopensation plans and earnings and dividendshaee disclosures have been
restated for the three for two stock split effedtethe form of a 50% stock dividend which was pamdJanuary 2, 199



Earnings Per Share:

Earnings per common share is computed by dividetgntome by the weighted average number of comshanes outstanding and common
share equivalents which would arise from considgeditutive stock options, less ESOP shares not citteanto be released. The difference
between primary and fully diluted earnings per siamot material. The weighted average numbehaifes for calculating fully diluted
earnings per common share is:

Year ended September 30, 1997 1996 1995
Fully diluted 2,878,718 2,698,459 2,670,888

Reclassifications:
Certain amounts in the 1996 and 1995 consolidatedh€ial statements were reclassified to conforth e 1997 presentation.

Stock Compensation:

Expense for employee compensation under stockroptans is based on Accounting Principles Board®@A Opinion 25, with expense
reported only if options are granted below mark@tepat grant date. If applicable, disclosuresetfincome and earnings per share are
provided as if the fair value method of SFAS No3 W&re used for stock-based compensation.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Impact of New Accounting Standards:

SFAS No. 125, "Accounting for Transfers and Sengodf Financial Assets and Extinguishment of Liiilet," provides accounting and
reporting standards for transfers and servicinfinaincial assets and extinguishment of liabilit®everal transactions common to banking are
affected by SFAS No. 125, including servicing adite and other financial assets, repurchase agrégnwan participations, asset
securitizations, and transfers of receivables wgttourse. This statement was effective for sommeséetions occurring after December 31,
1996, and will be effective for others in 1998. Timpact of partial adoption in 1997 was not matdadahe 1997 consolidated financial
statements and the impact of the complete adopti@898 is also not expected to be material taQbmpany's consolidated financial
statements.

NOTE 2 - ACQUISITIONS

On December 29, 1995, the Company acquired 1008teafommon stock of lowa Bancorp, Inc. ("lowa Bapth and its wholly-owned
subsidiary, lowa Savings Bank, a federal savinggpa a purchase transaction with $25 million asets. Each share of lowa Bancorp's
common stock was exchanged for $20.39 in cashCimepany paid approximately $8 million. lowa Bancsmesults of operations are
included in the consolidated income statement ®@bmpany beginning as of the purchase date.

Presented below are the consolidated proformatsesfibperations of the Company for the years erg@igatember 30, 1996 and 1995,
assuming the lowa Bancorp acquisition had occuaeedf the beginning of each fiscal year.

1996 1995
Net interest income $ 10,467,578 $ 9,872,849
Net income 2,268,794 3,569,052
Earnings per common and common equivalent share
Fully diluted:
Net income $ .84 $1.33

On September 30, 1996, the Company acquired 10G¥eafommon stock of Central West Bancorporati@e(itral West"), and its wholly-
owned subsidiary, Security State Bank, in a pureti@nsaction with $33 million in assets. Each sltdrCentral West's common stock was
exchanged for $18.04 in cash and 2.3528 sharéed@dmpany's common stock. The Company paid appedgly $1.3 million and issued
171,158 common shares valued at $23 per sharetétalavalue of $3,936,634. Central West's resafiisperations are included in the
consolidated income statement of the Company bégjras of the purchase date.

Presented below are the consolidated proformatsestibperations of the Company for the years er®@kggtember 30, 1996 and 1995,
assuming the Central West acquisition had occuaseaf the beginning of each fiscal year.

1996 1995
Net interest income $ 11,326,730 $ 10,265, 360
Net income 2,410,218 3,481, 751
Earnings per common and common equivalent share
Fully diluted:

Net income $ .81 $1 .19



NOTE 3 - SECURITIES
Year end securities available for sale were asvidil

Gross Gross
Amor tized Unrealized Unrealized Fai r
1997 C ost Gains Losses Val ue
Debt securities
Obligations of states and
political subdivisions $ 1, 367,421 $ 26,299 $ (3,775) $ 1,389, 945
U.S. Government
and federal agencies 68, 129,132 543,889 (188,059) 68,484, 962
Mortgage-backed securities 43, 644,377 882,930 (102,162) 44,425, 145
113, 140,930 1,453,118 (293,996) 114,300, 052
Marketable equity securities 1, 315,731 369,652 (390) 1,684, 993
$ 114, 456,661 $1,822,770 $(294,386) $ 115,985, 045
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NOTE 3 - SECURITIES (continued)

Gross Gross
Amor tized Unrealized Unrealized Fair
1996 Co st Gains Losses Valu e
Debt securities
Obligations of states and
political subdivisions $ 1, 392,354 $ - $ - $ 1,392, 354
U.S. Government
and federal agencies 69, 595,584 63,693 (450,111) 69,209, 166
Corporate obligations 199,971 2,466 - 202, 437
Mortgage-backed securities 35, 278,943 633,751 (326,380) 35,586, 314
106, 466,852 699,910 (776,491) 106,390, 271
Marketable equity securities 2, 977,684 125,983 (2,380) 3,101, 287
$ 109, 444536 $ 825,893 $ (778,871) $ 109,491, 558

The amortized cost and fair value of debt secwritie contractual maturity are shown below. Expeatetlurities may differ from contractual
maturities because borrowers may have the rigbaliaor prepay obligations with or without call prepayment penalties.

September 30, 1997

Amortized Fair
Cost Value

Due in one year or less $ 15,544,879 $ 15,591, 657
Due after one year through five years 23,537,354 23,483, 675
Due after five years through ten years 30,414,320 30,799, 575
69,496,553 69,874, 907
Mortgage-backed securities 43,644,377 44,425, 145
$ 113,140,930 $ 114,300, 052

September 30, 1997
1997 1996 19 95
Proceeds from sales $ 804,067 $ 366,829 $ 49,445, 258
Gross gains on sales 216,614 79,317 1,070, 247



In May 1995, the Company reclassified all secwijtincluding mortgage-backed securities, previodsisignated as held to maturity to the
available for sale category. The reclassificati@s\werformed after consideration by managemenpehaing regulatory policy clarification

in regard to the measurement of interest sensitofifloating-rate mortgage-backed securities. dsvmanagement's opinion that the pending
regulatory policy clarification provided sufficiepbtential risk to the market value of this typeseturity to warrant reclassification of the
securities held by the Company to the availableséde designation. The amortized cost and apprdgifaé value of securities and mortgage-
backed securities that were transferred to thdablaifor sale category were $77,832,845 and $B33%4!, respectively.
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NOTE 4 - LOANS RECEIVABLE, NET
Year end loans receivable were as follows:

One to four family residential mortgage loans:
Insured by FHA or guaranteed by VA
Conventional

Construction

Commercial and multi-family real estate loans

Agricultural real estate loans

Commercial business loans

Agricultural business loans

Consumer loans

Less: Allowance for loan losses
Undistributed portion of loans in process
Net deferred loan origination fees

Activity in the allowance for loan losses for theays ended September 30 was as follows:

Beginning balance

Provision for loan losses

Recoveries

lowa Bancorp allowance at acquisition date
Central West allowance at acquisition date
Charge-offs

Ending balance

1997 1996
$ 388589 $ 502,7
73,514,864 77,973,0
21,263,847 7,819,1
74,869,777 85,157,2
11,732,395 11,068,0
18,456,004 15,468,1
38,650,322 30,364,2
27,397,629 20,427,6
266,273,427 248,780,3
(2,379,091) (2,356,11
(8,700,400) (2,240,37
(552,965) (650,34
$254,640,971  $243,5335
1997 1996 199
$ 2356113 $ 1,649,520 $ 1,442,
120,000 100,000 250,
25,638 -
- 132,500
- 563,310
(122,660) (89,217) (42,

$ 2,379,091 $ 2,356,113 $ 1,649,

557)

520

Virtually all of the Company's originated loans &wdowa and South Dakota-based individuals anadmiggtions. The Company's purchased
loans totalled approximately $75,851,000 at Sep&r3b, 1997 and were secured by properties located,percentage of total loans, as
follows: 6% in Wisconsin, 5% in Washington, 3% inriesota, 2% in lowa, 2% in North Dakota, and #maining 10% in seventeen other
states. The Company's purchased loans totalled=ppately $76,444,000 at September 30, 1996 and s@rured by properties located, as a
percentage of total loans, as follows: 8% in Wision5% in Minnesota, 4% in lowa, 2% in South Dak@% in New York, 2% in Nebraska,

2% in North Dakota and the remaining 7% in thirteéimer states.

The Company originates and purchases commercia¢state loans. These loans are considered by reareay to be of somewhat greater
risk of uncollectibility due to the dependency andme production. The Company's commercial reaktesbans include approximately
$10,776,000 and $8,766,000 of loans secured bynguih®mes at September 30, 1997 and 1996, resphctivbhe remainder of the
commercial real estate portfolio is diversifiedibglustry. The Company's policy for requiring cadiatl and guarantees varies with the

creditworthiness of each borrow:



The amount of restructured and related party l@snsf September 30, 1997 and 1996 were not signifidhe amount of non-accruing loans
as of September 30, 1997 and 1996 were $2,875/0082646,000, respectively.

Impaired loans were as follows:

1997 1996

Year end loans with no allowance for loan losses

allocated $ - $ 1,623,0 00
Year end loans with allowance for loan losses al located 2,131,692 -
Amount of the allowance allocated 337,600 -
Average of impaired loans during the year 1,707,690 405,0 00
Interest income recognized during impairment 49,000 78,0 00
Cash-basis interest income recognized 49,000 78,0 00
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NOTE 5 - FORECLOSED REAL ESTATE
Year end foreclosed real estate was as follows:

1997 1996
Foreclosed real estate $ 156,300 $ 91,818
Less: Allowance for foreclosed real estate loss es - (5,000)

$ 156,300 $ 86,818

Activity in the allowance for foreclosed real estlisses for the years ended September 30 wali@agso

1997 1996 1995

Balance, beginning of period $ 5000 $ - $ -
Provision for losses on foreclosed real estate - 20,000 -
Less: Losses charged against allowance (5,000) (15,000) -
Balance, end of period $ - $ 5000 $ -

NOTE 6 - LOAN SERVICING
Mortgage loans serviced for others are not repagedssets. The unpaid principal balances of tbhass at year end were as follows:

1997 1996
Mortgage loan portfolios serviced

for FNMA.... $ 4,884,000 $ 1,748,0 00

Custodial escrow balances maintained in connegtitinthe foregoing loan servicing were approximat&l9,000 and $48,000 at September
30, 1997 and 1996, respectively.

NOTE 7 - PREMISES AND EQUIPMENT, NET
Year end premises and equipment were as follows:

1997 1996
Land $ 535233 $ 5352 33
Buildings 4,607,698 3,979,3 12
Furniture, fixtures and equipment 2,292,295 2,078,2 58
7,435,226 6,592,8 03
Less accumulated depreciation (3,258,915) (2,912,4 71)

$ 4,176,311 $ 3,680,3 32




Depreciation of premises and equipment includesttupancy and equipment expense was $346,444,2P114nd $134,733 for the years
ended September 30, 1997, 1996 and 1995.

NOTE 8 - DEPOSITS

Short-term jumbo certificates of deposit in dencatiions of $100,000 or more was approximately $12L@00 and $12,463,000 at year end
1997 and 1996.

At September 30, 1997, the scheduled maturitieguificates of deposit were as follows for therngeanded September 30:

1998 $118,117,383
1999 51,100,428
2000 19,125,371
2001 1,871,026
2002 and thereafter 490,459
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NOTE 9 - ADVANCES FROM FEDERAL HOME LOAN BANK
At September 30, 1997, advances from the FHLB of Meines with fixed and variable rates ranging fr&®6% to 7.82% mature in the y¢
ending September 30 as follows:

1998 $ 57,550,000
1999 12,200,000
2000 14,600,000
2001 7,200,000

2002 and thereafter 15,876,225

The Bank has executed a blanket pledge wherebBdhk assigns, transfers and pledges to the FHLRyaamts to the FHLB a security
interest in all property now or hereafter ownedwduer, the Bank has the right to use, commingledisigose of the collateral it has assigned
to the FHLB. Under the agreement, the Bank mushtaai "eligible collateral”" that has a "lending wel at least equal to the "required
collateral amount”, all as defined by the agreement

At year end 1997 and 1996, the Bank pledged sézsukitith amortized costs of approximately $83,588,8nd $61,163,000 and fair value:
approximately $84,261,000 and $60,605,000 agapestiic FHLB advances. In addition, qualifying ngage loans of approximately
$65,305,000 and $69,296,000 were pledged as aallateyear end 1997 and 1996.

NOTE 10 - SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE
Year end securities sold under agreements to repsectotaled $1,800,000 and $2,789,918 for 19971886. An analysis of securities sold
under agreements to repurchase is as follows:

Years ended

1997 1996
Highest month-end balance $ 2,789,918 $ 2,789, 918
Average balance 2,284,590 2,197, 611
Weighted average interest rate during the period 5.62% 5. 56%
Weighted average interest rate at end of period 5.79% 5. 52%

At year end 1997, securities sold under agreentemtpurchase had maturities ranging from 1 to Wths with a weighted average maturity
of 10 months.

The Company pledged securities with amortized aofsépproximately $2,267,000 and $3,045,000 andvilues of approximately
$2,380,000 and $3,117,000, respectively, at yedrl®87 and 1996 as collateral for securities saltbuagreements to repurche



NOTE 11 - OTHER BORROWINGS

Other borrowings at year end 1997 and 1996 combft&2,900,000 and $1,400,000 of advances fronfréueral Reserve Bank of Chicago.
The advances outstanding at year end 1997 hadb&oSrierest rate and were due October 1, 1997 Cidmpany pledged securities with
amortized costs of approximately $3,491,000 an883,000 and fair values of approximately $3,507 @06 $1,982,000 at year end 1997
1996 as collateral for other borrowings.

NOTE 12 - EMPLOYEE BENEFITS

Profit Sharing Plan:

The profit sharing plan covers substantially all-fune employees and provides for the Companytsabption and subject to a percentage of
employee earnings limitation imposed by the InteRevenue Code, to contribute to a trust createthéylan. Related expense for years
ended September 30, 1997, 1996 and 1995 was $03-a8d $106,188, respectively.

Employee Stock Ownership Plan (ESOP):

The Company maintains an ESOP for eligible emplsyeleo have 1,000 hours of employment with the Bamik who have attained age 21.
The ESOP borrowed $1,534,100 from the Company tohase 230,115 shares of the Company's common. €odlteral for the loan is the
unearned shares of common stock purchased witlodineproceeds by the ESOP. The loan will be repsittipally from the Bank's
discretionary contributions to the ESOP over aqubdf 8 years. The interest rate for the loan is 8¥%ares purchased by the ESOP are he
suspense for allocation among participants asodue is repaid. ESOP expense of $495,740,

35



NOTE 12 - EMPLOYEE BENEFITS (continued)

$451,500 and $358,613 was recorded for the yeasdeBeptember 30, 1997, 1996 and 1995. Contrilsitb$200,000, $200,000 and
$218,800 were made to the ESOP during the yeaede®dptember 30, 1997, 1996 and 1995.

Contributions to the ESOP and shares releaseddtmmense in an amount proportional to the repayonfehe ESOP loan are allocated
among ESOP patrticipants on the basis of compemsattithe year of allocation. Benefits generally dmee 100% vested after seven years of
credited service. Prior to the completion of seyears of credited service, a participant who teatga employment for reasons other than
death, normal retirement, or disability receivesduced benefit based on the ESOP's vesting sehdeifeitures are reallocated among
remaining participating employees, in the same q@rign as contributions. Benefits are payable mftirm of stock upon termination of
employment. The Company's contributions to the E&@Fhot fixed, so benefits payable under the EE&Mot be estimated.

ESOP participants are entitled to receive distiitng from their ESOP accounts only upon terminatibgervice.

For the years ended September 30, 1997, 1996 &%) 20,000, 30,000 and 32,820 shares with an agdeagvalue of $16.52, $15.05 and
$10.93 per share, respectively, were committeceteeleased. Also, for the years ended Septembdr9®G, 1996 and 1995, 4,517, 2,858 and
1,915 shares were withdrawn from the ESOP by ppatits who are no longer with the company.

Year end ESOP shares are as follows:

1997 1996 1995
Allocated shares 135,745 110,262 83, 120
Unearned shares 85,080 115,080 145, 080
Total ESOP shares 220,825 225,342 228, 200
Fair value of unearned shares $ 1,690,965 $ 1,860,460 $ 1,934, 400

Stock Option and Incentive Plans: Certain officand directors of the Bank have been granted optmpsirchase common stock of the
Company pursuant to the 1993 Stock Option and tnee®lan (the "1993 Plan"). For the year ended&eper 30, 1997, options on 252
shares were granted at an exercise price of $3@d8hare and expire September 30, 2007. For #reeyeled September 30, 1996, option
22,500 shares were granted at an exercise prig&5000 per share and options on 750 shares wemeegrat an exercise price of $15.75 per
share and expire January 23, 2006 and Septemb2036, respectively. For the year ended Septenthet5, options on 5,264 shares were
granted at an exercise price of $13.33 per shateapire September 30, 2005. For the year ende®bpr 30, 1994, options on 258,877
shares were granted at an exercise price of $&63hare and expire September 20, 2003. Duringgheended September 30, 1997, options
on 32,473, 1,365 and 9,000 common shares wereiseédrat $6.67, $13.33 and $15.00, respectivelyioBpton 14,175 common shares were
exercised at $6.67 per share during the year eBdptember 30, 1996. No options were exercised glthia fiscal years ended September 30,
1995 and 1994. As of September 30, 1997, no optiams expired under the 1993 PI



Certain officers and directors of the Bank havenbgranted options to purchase common stock of traany pursuant to the 1995 Stock
Option and Incentive Plan (the "1995 Plan"). Ferykear ended September 30, 1997, options on 18/1@s were granted at an exercise
price of $17.25 per share, options on 37,500 shaees granted at an exercise price of $17.38 paneséind options on 14,178 shares were
granted at an exercise price of $20.13 per shdresd options expire March 10, 2007, March 25, 200Q¥ September 30, 2007, respectively.
For the year ended September 30, 1996, optionss®® Ehares were granted at an exercise pricedo?$per share and expire July 25, 2006
and options on 33,990 shares were granted at anisxgrice of $15.75 per share and expire SepteB8he006. Options on 9,000 shares
were exercised at $15.75 per share during thel figza ended September 30, 1997. During the yededSeptember 30,1997, options on
1,500 shares with an exercise price of $14.75 Ipreswere forfeited. As of September 30, 1997, pt@mos have expired under the 1995 P

SFAS No. 123, which became effective for 1997, meguproforma disclosures for companies that dcadopt its fair value accounting
method for stock-based employee compensation. Alaugly, the following proforma information presemist income and earnings per share
had the fair value method been used to measureamsapon cost for stock option plans. The exengige of options granted is equivalent
the market value of underlying stock at the gratedAccordingly, compensation cost actually re@mephfor stock options was $-fbr 1997,
1996 and 1995.

The fair value of options granted during 1997 afl6lis estimated using the following weighted-agermformation: riskiree interest rate «
6.44% and 6.18%, expected life of 7.0 years, exgubdividends of 2.02% and 1.90% per year and eggdestbck price volatility of 18%.
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NOTE 12 - EMPLOYEE BENEFITS (continued)

1997 199 6
Net income as reported $ 3,641,956 $ 2,413, 565
Proforma net income 3,459,936 2,287, 151
Earnings per share as reported $ 1.27 $ .89
Proforma primary and fully diluted earnings per share $ 1.20 $ .85

In future years, the proforma effect of not applythis standard is expected to increase as additaptions are granted.

Stock option plans are used to reward employeepende them with an additional equity interesptions are issued for 10 year periods,
with 100% vesting generally occurring 48 montheiaffrant date. At year end 1997, 164,535 shares sghorized for future grants.
Information about option grants follows:

Number  Weighted-avera ge
of options  exercise pric e

Outstanding, September 30, 1994 258,877 $ 6.67

Granted 5,264 13.33

Exercised - -

Forfeited - -

Outstanding, September 30, 1995 264,141 6.80

Granted 58,740 15.44

Exercised (14,175) 6.67

Forfeited - -

Outstanding, September 30, 1996 308,706 8.45

Granted 69,930 17.91

Exercised (51,838) 9.87

Forfeited (1,500) 14.75

Outstanding, September 30, 1997 325,298 10.23



The weighted-average fair value per option foramigranted in 1997 and 1996 was $4.15 and $362d end 1997, options outstanding
had a weighted-average remaining life of 7.11 yaasa range of exercise price from $6.67 to $20.13
Options exercisable at year end are as follows:

Number  Weighted-aver age
of options exercise pr ice
1995 134,703 $6.93
1996 242,487 $8.89
1997 269,798 $8.77

Management Recognition and Retention Plans:

The Company granted 7,191 and 106,428 (8,986 aftwimve been forfeited under terms of the Plantdtéermination of service) restricted
shares of the Company's common stock on May 23} 488 September 20, 1993, respectively, to cedfficers of the Bank pursuant to a
management recognition and retention plan (then"PI& he holders of the restricted stock have athe rights of a shareholder, except that
they cannot sell, assign, pledge or transfer ani@festricted stock during the restricted periduk restricted stock vests at a rate of 25% on
each anniversary of the grant date. Expense 0B$21$117,064 and $208,159 was recorded for thass for the years ended 1997, 1996
and 1995. There was no remaining unamortized usdarampensation value of the plans at Septembelr98(a,.

NOTE 13 - INCOME TAXES

The Company, the Bank and Security file a constdididederal income tax return on a fiscal yearddaiior to fiscal year 1997, if certain
conditions were met in determining taxable incomeegported on the consolidated federal incomedaxm, the Bank was allowed a special
bad debt deduction based on a percentage of taxeiolme
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NOTE 13 - INCOME TAXES (continued)

(8% for 1996) or on specified experience formuldse Bank used the percentage of taxable incomeadddn the tax years ended September
30, 1996 and 1995. Tax legislation passed in Aug@86 now requires the Bank to deduct a provistwrbd debts for tax purposes based on
actual loss experience and recapture the excesddideserve accumulated in tax years beginniteg S&ptember 30, 1987. The related
amount of deferred tax liability which must be neitaied is approximately $1,500,000 and is payabés a six year period beginning no later
than the tax year ending September 30, 1999.

The provision for income taxes consists of:

1997 1996 1995
Federal
Current $ 1,599,255 $ 1,735,099 $ 1,946, 687
Deferred 569,133 (282,756) 46, 000
2,168,388 1,452,343 1,992, 687
State
Current 314,712 290,825 324, 000
Deferred 18,969 (46,845) 4, 000
333,681 243,980 328, 000
Income tax expense $ 2,502,069 $ 1,696,323 $ 2,320, 687

Total income tax expense differs from the statufederal income tax rate as follows:

1997 1996 1995
Income taxes at 34% Federal tax rate $2,089,000 $1,397,000 $1,995, 000
Increase (decrease) resulting from:
State income taxes - net of federal benefit 220,000 161,000 214, 000
Excess of cost over net assets acquired 124,000 58,000 43, 000
Excess of fair value of ESOP shares released
over cost 101,000 86,000 48, 000
Other - net (31,931) (5,677) 20, 687

Total income tax expense $2,502,069 $1,696,323 $2,320, 687




Year end deferred tax assets and liabilities coos$is

1997 1996
Deferred tax assets:
Bad debts $ 128,000 $ 173, 000
Deferred loan fees 140,000 140, 000
Management incentive program 27,000 68, 000
SAIF assessment - 472, 000
Other items 101,000 63, 000
396,000 916, 000
Deferred tax liabilities:
Federal Home Loan Bank stock dividend (452,000) (452,0 00)
Accrual to cash basis (258,000) (206,0 00)
Net unrealized appreciation on securities available for sale (568,013) (18,32 4)
Other (56,000) (39,8 98)
(1,334,013) (716,2 22)
Valuation allowance - -
Net deferred tax asset (liability) $ (938,013) $ 199, 778

Federal income tax laws provide savings banks aditiitional bad debt deductions through Septembget @87, totaling $6,744,000 for the
Bank. Accounting standards do not require a defaiar liability to be recorded on this amount, whi@bility otherwise would total
$2,300,000 at September 30, 1997 and 1996. If #nkBrere liquidated or otherwise ceases to be k baif tax laws were to change, the
$2,300,000 would be recorded as expense.
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NOTE 14 - CAPITAL REQUIREMENTS AND RESTRICTIONS ON RETAINED EARNINGS

The Company has two primary subsidiaries, FirseF@dand Security. First Federal and Security abjest to various regulatory capital
requirements. Failure to meet minimum capital regqaents can initiate certain mandatory or discretip actions by regulators that, if
undertaken, could have a direct material effedhenfinancial statements. Under capital adequa@efjnes and the regulatory framework
prompt corrective action, First Federal and Segumitist meet specific quantitative capital guidedinsing their assets, liabilities, and certain
off-balance-sheet items as calculated under regylaiccounting practices. The requirements areslbfect to qualitative judgments by the
regulators about components, risk weightings ahdrdiactors.

Regulations require First Federal to maintain minimcapital amounts and ratios as set forth beloanégement believes, as of September
30, 1997, that First Federal meets the capital @aggrequirements.

First Federal's actual capital and required capitabunts and ratios are presented below:

Minimum
Requirement
Minimum To Be Well
Requirement Capitalized Unde r
For Capital Prompt Correctiv e
Actual Adequacy Purposes  Action Provision S
Amount R atio Amount  Ratio Amount  Rat io

(Dollars in thousands)
As of September 30, 1997
Total Capital (to risk

weighted assets) $31,239 14 .06% $17,780 8.00% $22,225 10.0 0%
Tier | (Core) Capital

(to risk weighted assets) $ 29,465 13 26% $ 8,890 4.00% $13,335 6.0 0%
Tier | (Core) Capital

(to adjusted total assets) $29,465 8 19%  $10,791 3.00% N/A N 1A
Tangible Capital

(to adjusted total assets) $29,465 8 19%  $ 5,396 1.50% N/A N /A
Tier | (Core) Capital

(to average assets) $29,465 8 .81% $13,383 4.00% $16,728 5.0 0%

As of September 30, 1996
Total Capital (to risk

weighted assets) $33,084 16 .36%  $16,176 8.00% $20,220 10.0 0%
Tier | (Core) Capital

(to risk weighted assets) $ 31,343 15 50% $ 8,088 4.00% $12,132 6.0 0%
Tier | (Core) Capital

(to adjusted total assets) $31,343 9 .04% $10,396 3.00% N/A N 1A
Tangible Capital

(to adjusted total assets) $31,343 9 .04% $ 5,198 1.50% N/A N /A

Tier | (Core) Capital
(to average assets) $31,343 10 .05% $12,478 4.00% $15598 5.0 0%



Regulations of the Office of Thrift Supervision linthe amount of dividends and other capital disttions that may be paid by a savings
institution without prior approval of the Office @hrift Supervision. The regulatory restrictiorbigsed on a three-tiered system with the
greatest flexibility being afforded to well-capitad (Tier 1) institutions. First Federal is cuttgra Tier 1 institution. Accordingly, First
Federal can make, without prior regulatory approsaitributions during a calendar year up to 10G%smet income to date during the
calendar year plus an amount that would reducenkyhalf its "surplus capital ratio" (the excess ovsrcapital requirements) at the beginr
of the calendar year. Accordingly, at Septemberl89,7, approximately $5,500,000 of First Federatained earnings was potentially
available for distribution to the Company.

Quantitative measures established by regulati@nsure capital adequacy require Security to mamanimum amounts and ratios (set forth
in the table below) of total risk-based capital it | capital (as defined in the regulationsyigk-weighted assets (as defined), and a
leverage ratio consisting of Tier | capital (asidedl) to average assets (as defined). Managembetds as of September 30, 1997, that
Security meets all capital adequacy requirementghioh it is subject.
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NOTE 14 - CAPITAL REQUIREMENTS AND RESTRICTIONS ON RETAINED EARNINGS(continued)

As of December 31, 1996, the most recent notiticatiate, the Federal Deposit Insurance Corporattegorized Security as well capitalized
under the regulatory framework for prompt corregtaction. To be categorized as well capitalizedu8gcmust maintain minimum, Tier |
risk-based, Tier | leverage and total risk-baseaitabratios as set forth in the table below. The@ no conditions or events since that
notification that management believes have chatigedhstitution's category. At September 30, 1@@proximately $168,000 of Security's
retained earnings was potentially available fotritigtion to the Company.

Security's actual capital and required capital am®and ratios are presented below:

Minimum
Requirement
Minimum To Be Well
Requirement Capitalized Und er
For Capital Prompt Correcti ve
Actual Adequacy Purposes Action Provisio ns
Amount R atio Amount  Ratio Amount  Rat io

(Dollars in thousands)
As of September 30, 1997
Total Capital (to risk

weighted assets) $ 3,744 1 3.9% $ 2,148 8.0% $ 2,685 10. 0%
Tier | Capital (to risk

weighted assets) $ 3,406 1 27% $ 1,074 40% $ 1,611 6. 0%
Tier | Capital (to

average assets) $ 3,406 9.9% $ 1,379 4.0% $ 1,724 5. 0%

As of September 30, 1996

Total Capital (to risk

weighted assets) $ 3323 1 54% $ 1,729 8.0% $ 2,161 10. 0%
Tier | Capital (to risk

weighted assets) $ 3,049 1 41% $ 865 4.0% $ 1,297 6. 0%
Tier | Capital (to

average assets) $ 3049 1 0.0% $ 1,220 4.0% $ 1,525 5. 0%

NOTE 15 - COMMITMENTS AND CONTINGENCIES

In the normal course of business, the Company'sidialoy banks make various commitments to exterditwhich are not reflected in the
accompanying consolidated financial statements.

At September 30, 1997 and 1996, loan commitmergsoapnated $15,782,000 and $20,671,000, respegtieatluding undisbursed portio
of loans in process. Loan commitments at Septe@®et997 included commitments to originate fixetkdaans with interest rates ranging
from 7.37% to 11.50% totaling $4,876,000 and adjist-rate loan commitments with interest ratesiranffom 7.9% to 12.0% totaling
$5,523,000. The company also had commitments tchaise adjustable rate loans of $5,343,000 witmasteates ranging from 8.395% to
10.00%, and commitments to purchase $40,000 inl fizaée loans at 9.0% as of year end 1997. Loan é¢oments at September 30, 1996
included commitments to originate fixed-rate loarth interest rates ranging from 8.5% to 9.25%lingp$314,000, adjustable-rate loan
commitments with interest rates ranging from 8.18%1.00% totaling $14,723,000 and adjustablepatehase loan commitments of
$5,634,000 with interest rates ranging from 9.26%.60%. Commitments, which are disbursed subgecettain limitations, extend over
various periods of time. Generally, unused commitisi@re canceled upon expiration of the commitrtermt as outlined in each individual
contract.



The exposure to credit loss in the event of norfieperance by other parties to financial instrumdatscommitments to extend credit is
represented by the contractual amount of thoseuimgnts. The same credit policies and collateguirements are used in making
commitments and conditional obligations as are dgedn-balance-sheet instruments.

Since certain commitments to make loans and to fimed of credit and loans in process expire withming used, the amount does not
necessarily represent future cash commitmentsdditian, commitments used to extend credit areegents to lend to a customer as long as
there is no violation of any condition establislethe contract.

Securities with amortized costs of approximately8$5,000 and $9,711,000 and fair values of appratety $5,710,000 and $9,633,000 at
September 30, 1997 and 1996, respectively, wedgptkas collateral for public funds on deposit.
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NOTE 15 - COMMITMENTS AND CONTINGENCIES (continued)

Securities with amortized costs of approximately0$8,777 and $2,404,000 and fair values of appratety $2,149,000 and $2,456,000 at
September 30, 1997 and 1996, respectively, wedgptktas collateral for individual, trust, and estposits.

Under employment agreements with certain executffieers, certain events leading to separation ftbenCompany could result in cash
payments totaling approximately $2,843,000 as pt&aber 30, 1997.

The Company and its subsidiaries are subject taioeclaims and legal actions arising in the ordir@urse of business. In the opinion of
management, after consultation with legal courteelultimate disposition of these matters is ng@eexed to have a material adverse effect on
the consolidated financial position or results pé@tions of the Company.

NOTE 16 - PARENT COMPANY FINANCIAL STATEMENTS
Presented below are condensed financial staterfmrttse parent company, First Midwest Financiat. In

Condensed Balance Sheets 1997 1996
September 30, 1997 and 1996
Assets
Cash and cash equivalents .........ccccoeeeeee.. L $ 2,166,091 $ 1,383,318
Securities available forsale .........cccco.... L 1,254,610 1,433,285
Investment in subsidiary banks ................... ... 39,309,383 40,258,011
Loan receivable from ESOP ............ccccce... . 567,200 767,200
Other assets .........ccceevvvvvvveeeeeeeeennn. 306,656 61,431
Total @SSets ..ccovvvvvvveecieeccieeeeeees e, $43,603,940  $ 43,903,245
Liabilities
Accrued expenses and other liabilities ......... . ... $ 126,936 $ 693,543
Shareholders' Equity
Common StOCK .....ccevveeeeeeeeeieiiiiiiienes 29,580 19,905

Additional paid-in capital .....................
Retained earnings - substantially restricted ...

20,984,754 20,862,551
26,427,657 23,748,383

Net unrealized appreciation on securities availa ble for sale,
net of tax of $568,013 in 1997 and $18,324 i n 1996 ...... 960,371 28,698
Unearned Employee Stock Ownership Plan shares.. ... (567,200) (767,200)
Treasury stock, at CoOSt ....ccccvvvvveveeees (4,358,158) (682,635)
Total shareholders' equity ......cccceeeee. 43,477,004 43,209,702

Total liabilities and shareholders' equit VARTPT $43,603,940  $ 43,903,245




Condensed Statements of Income 1997 1996 1995
Years ended September 30, 1997, 1996 and 1995
Dividend income from subsidiary banks $ 6,000,000 $ 9,500,000 $ 1,800,0
Interest income 145,339 219,546 177,9
Gain on sales of securities available for sale, net 216,614 51,237 51,2
6,361,953 9,770,783 2,029,1
Interest expense 132,014 -
Operating expenses 348,162 182,743 132,1
480,176 182,743 132,1
Income before income taxes and equity in
undistributed net income of subsidiaries 5,881,777 9,588,040 1,896,9
Income tax expense (benefit) (55,000) 53,000 50,0

(continued)
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NOTE 16 - PARENT COMPANY FINANCIAL STATEMENTS (cont inued)

Condensed Statements of Income (continued) 1997 1996
Years ended September 30, 1997, 1996 and 1995
Income before equity in undistributed net

income of subsidiaries ........ccccceeeveeeeeee. L 5,936,777 9,535,040
(Distributions in excess of) equity in undistribute d

net income of subsidiary banks ................ . ... (2,294,821) (7,121,475)
NetinCoOmMe ....ccovvvvveiiiiiiieeccieeeeeeeeee $ 3,641,956 $ 2,413,565
Condensed Statements of Cash Flows 1997 1996

Years ended September 30, 1997, 1996 and 1995
Cash flows from operating activities
NEetinCome ..coccvvvvvvviiisieiesceeee $ 3,641,956 $ 2,413,565
Adjustments to reconcile net income to
net cash from operating activities

Distribution in excess of (equity in undi stributed)
net income of subsidiary banks ...... ... 2,294,821 7,121,475
Amortization of recognition and retention plan .... 41,947 117,064
Gain on sales of securities available for sale, net (216,614) (51,237)
Change in other assets ........ccceeeee.e. L. (245,225) 110,759
Change in accrued expenses and other liab ilities .. (611,711) 721,109
Net cash from operating activites.. ... 4,905,174 10,432,735

Cash flows from investing activities
Purchase of securities available for sale ...... ... (231,000) (1,014,438)

Proceeds from sales of securities available for 804,067 338,750
Purchase of lowa Bancorporation, Inc. .......... - (6,529,615)
Purchase of Central West Bancorporation ........ -- (1,923,519)
Repayments on loan receivable from ESOP ........ 200,000 200,000
Net cash from investment activities ........ ... 773,067 (8,928,822)

1,846,976

1,697,376

1995

$ 3,544,352

(1,697,376)
208,159
(51,250)
291,107

54,984

2,349,976

(617,562)
241,875

(156,887)



Cash flows from financing activities

Cashdividends paid ........coovvvvcvveeee. (962,682) (745,761)

Proceeds from exercise of stock options ........ ... 335,991 94,500
Purchase of treasury stock ......cccooeeeeeeeeee Ll (4,268,777) (630,710)
Net cash from financing activities ......... . ... (4,895,468) (1,281,971)
Net change in cash and cash equivalents ......... . ... 782,773 221,942
Cash and cash equivalents at beginning of year.... ... 1,383,318 1,161,376
Cash and cash equivalents at end of year ......... ... $ 2,166,091 $ 1,383,318

Supplemental disclosure of cash flow information
Cash paid during the year for interest ......... ... $ 132,014 $ -

Supplemental schedule of noncash investing
and financing activities:
Issuance of common stock for purchase of
Central West Bancorporation .............. ... $ - $ 3,936,634

(515,095)

(932,030)



NOTE 16 - PARENT COMPANY FINANCIAL STATEMENTS (cont inued)
The extent to which the Company may pay cash diddeéo shareholders will depend on the cash cuyramailable at the Company, as well
as the ability of the subsidiary banks to pay divids to the Company (see Note 14).

NOTE 17 - SELECTED QUARTERLY FINANCIAL DATA (UNAUDI TED)

Quarter Ended

December 3 1 March 31 June 30 September 30
Fiscal year 1997:
Total interest income ............ $7,305,92 9 $6,882,095 $7,331,501 $7,485,150
Total interest expense ........... 4,288,79 3 3,973,985 4,356,367 4,439,912
Net interest income .............. 3,017,13 6 2,908,110 2,975,134 3,045,238
Provision for loan losses ........ 30,00 0 30,000 30,000 30,000
Net income .........cccoe.c... 953,21 6 849,539 912,504 926,697
Earnings per share (fully diluted)
Net income ................... 3 $ 29 $ 33 $ 33
Fiscal year 1996:
Total interest income ........... $5,363,33 2 $5,962,258 $6,499,056 $6,512,819
Total interest expense ........... 2,960,19 4 3,407,485 3,735,106 3,875,825
Net interest income .............. 2,403,13 8 2,554,773 2,763,950 2,636,994
Provision for loan losses ........ 30,00 0 30,000 30,000 10,000
Net income ................... 776,84 5 726,806 892,181 17,733
Earnings per share (fully diluted)
Net income ................... 9 $ 27 $ 33 $ .01
Fiscal year 1995:
Total interest income ............ $5,202,58 6 $5,558,039 $5,162,491 $5,130,354
Total interest expense . 2,815,72 9 3,154,619 2,897,007 2,781,369
Net interest income .............. 2,386,85 7 2,403,420 2,265,484 2,348,985
Provision for loan losses ........ 30,00 0 30,000 130,000 60,000
Net income ................... 776,49 4 774,220 1,262,075 731,563
Earnings per share (fully diluted)
Net income ................... $ 2 9 $ 29 $ 48 $ 27

NOTE 18 - FAIR VALUES OF FINANCIAL INSTRUMENTS

SFAS No. 107, "Disclosures About Fair Value of Fioial Instruments,” requires that the Company dselestimated fair value amounts of
its financial instruments. It is management's i¢liat the fair values presented below are readerzsed on the valuation techniques and
data available to the Company as of September®, and 1996, as more fully described below. lusdhbe noted that the operations of the
Company are managed from a going concern basiaatra liquidation basis. As a result, the ultimeaéue realized for the financial
instruments presented could be substantially diffewhen actually recognized over time throughnibienal course of operations.
Additionally, a substantial portion of the Companiypiherent value is the subsidiary banks' capétibn and franchise value. Neither of these
components have been given consideration in treeptation of fair values below.
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NOTE 18 - FAIR VALUES OF FINANCIAL INSTRUMENTS (con tinued)

The following presents the carrying amount andhested fair value of the financial instruments hgydhe Company at September 30, 1997
and 1996. This information is presented solelycfampliance with SFAS No. 107 and is subject to geaover time based on a variety of
factors.

1997 1996
C arrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value
Selected Assets:
Cash and cash equivalents $1 2,852,426 $ 12,852,000 $ 14,328,652 $ 14,329,000
Interest-bearing deposits in
other financial institutions 200,000 200,000 300,000 300,000
Securities available for sale 11 5,985,045 115,985,000 109,491,558 109,492,000
Loans receivable, net 25 4,640,971 254,455,000 243,533,519 243,654,000
FHLB Stock 5,629,300 5,629,000 5,524,700 5,525,000
Accrued interest receivable 5,366,109 5,366,000 5,029,047 5,029,000
Selected Liabilities:
Noninterest bearing demand deposits ( 5,572,296) (5,572,000) (5,452,911) (5,452,000)
Savings, NOW and money market
demand deposits (4 9,838,735)  (49,839,000) (49,358,478) (49,358,000)
Other time certificates of deposit (19 0,704,667) (190,190,000) (178,594,337) (178,762,000)
Total deposits (24 6,115,698) (245,601,000) (233,405,726) (233,572,000)
Advances from FHLB (a0 7,426,225) (107,247,000) (102,287,803) (102,185,000)
Securities sold under
agreements to repurchase ( 1,800,000) (1,806,000) (2,789,918) (2,790,000)
Other borrowings ( 2,900,000) (2,900,000) (1,400,000) (1,400,000)
Advances from borrowers
for taxes and insurance (449,487) (449,000) (490,243) (490,000)
Accrued interest payable ( 1,065,746) (1,066,000) (1,271,465) (1,271,000)
Off-Balance-Sheet Instruments:
Loan commitments (1 5,782,000) - (20,671,000) -

The following sets forth the methods and assumptiged in determining the fair value estimatesferCompany's financial instruments at
September 30, 1997 and 1996.

Cash and Cash Equivalents:
The carrying amount of cash and short-term investriseassumed to approximate the fair value.

Interest-bearing Deposits In Other Financial Insitins:
The carrying amount of interest-bearing depositstier financial institutions is assumed to apprate the fair value.

Securities Available For Sale:
Quoted market prices or dealer quotes were usddtezmine the fair value of securities availables@ale.



Loans Receivable, Net:

The fair value of loans receivable, net was estahdty discounting the future cash flows using tineent rates at which similar loans would
be made to borrowers with similar credit ratingd &r similar remaining maturities. When using thgcounting method to determine fair
value, loans were gathered by homogeneous groupssimiilar terms and conditions and discountedtatget rate at which similar loans
would be made to borrowers as of September 30, 48687.996. In addition, when computing the estioh&&é value for all loans, allowanc
for loan losses have been subtracted from the leédmlifair value for consideration of credit issues

FHLB Stock:
The fair value of such stock approximates book &aimce the Bank is able to redeem this stock thithFederal Home Loan Bank at par
value.

Accrued Interest Receivable:
The carrying amount of accrued interest receivabéssumed to approximate the fair value.
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NOTE 18 - FAIR VALUES OF FINANCIAL INSTRUMENTS (con tinued)

Deposits:

The fair value of deposits were determined as ¥edta(i) for noninterest bearing demand depositgngs, NOW and money market demand
deposits, since such deposits are immediately vathable, fair value is determined to approximatedéarrying value (the amount payable on
demand); (ii) for other time certificates of deip#hie fair value has been estimated by discourgkmgcted future cash flows by the current
rates offered as of September 30, 1997 and 19@@ificates of deposit with similar remaining ndies. In accordance with SFAS No.
107, no value has been assigned to the Bank'stengrelationships with its deposit customers (a@iee of deposits intangible) since such
intangible is not a financial instrument as definedier SFAS No. 107.

Advances from FHLB:
The fair value of such advances was estimateddpodnting the expected future cash flows usingetiinterest rates as of September 30,
1997 and 1996, for advances with similar termsranthining maturities.

Securities Sold Under Agreements to Repurchasédmer Borrowings:
The fair value of securities sold under agreementspurchase and other borrowings was estimatetisdopunting the expected future cash
flows using derived interest rates approximatingkatas of September 30, 1997 and 1996 over thigamnal maturity of such borrowings.

Advances From Borrowers for Taxes and Insurance:
The carrying amount of advances from borrowergdres and insurance is assumed to approximateaitheaiue.

Accrued Interest Payable:
The carrying amount of accrued interest payabésssmed to approximate the fair value.

Loan Commitments:
The commitments to originate and purchase loans texms that are consistent with current marketgeAccordingly, the Company
estimates that the face amounts of these commithaeatnot significant.

Limitations:

It must be noted that fair value estimates are nad@despecific point in time, based on relevantkaginformation about the financial
instrument. Additionally, fair value estimates aesed on existing on- and off-balance-sheet firdmastruments without attempting to
estimate the value of anticipated future businesstomer relationships and the value of assetdianitities that are not considered financial
instruments. These estimates do not reflect anyipira or discount that could result from offering tGompany's entire holdings of a
particular financial instrument for sale at onedirfrurthermore, since no market exists for ceéithe Company's financial instruments, fair
value estimates may be based on judgments regdiding expected loss experience, current econooriditions, risk characteristics of
various financial instruments, and other factotseeSe estimates are subjective in nature and inwsigertainties and matters of significant
judgment and therefore cannot be determined witlyla level of precision. Changes in assumptionselbas tax considerations cot
significantly affect the estimates. Accordinglysbéd on the limitations described above, the agteefga value estimates are not intended to
represent the underlying value of the Company,ithrelea going concern or a liquidation ba



NOTE 19 - SUPPLEMENTAL CASH FLOW DISCLOSURES
On December 29, 1995, the Company purchased #ieafommon stock of lowa Bancorp for $8,000,000ash. In conjunction with the

acquisition, liabilities were assumed as follows:

Fair value of assets acquired $ 25,429,434
Cash paid (8,000,000)
Liabilities assumed $ 17,429,434

On September 30, 1996, the Company, purchasedlthk @ommon stock of Central West for $1,312,4vY4ash and issued 171,158 common
shares at a market value of $23 per share. In notign with the acquisition, liabilities were assediras follows:

Fair value of assets acquired $ 35,577,247
Cash paid (1,312,474)
Common stock issued (3,936,634)

Liabilities assumed $ 30,328,139

NOTE 20 - FEDERAL DEPOSIT INSURANCE PREMIUM

The deposits of savings associations such as thk && insured by the Savings Association Insurd&ueel ("SAIF'). A recapitalization plan
signed into law on September 30, 1996 providedfone-time assessment of 65.7 basis points appliell SAIF deposits as of March 31,
1995. Based on the Bank's deposits as of this daiee-time assessment of $1,265,996 was paidegodded as federal deposit insurance
premium expense for the year ended September 36, 19
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[GRAPHIC-SEVEN INDIVIDUAL PHOTOS OF DIRECTORS]
Directors of First Midwest Financial, Inc.

JAMES S. HAAHR -- Chairman of the Board, Presidaml Chief Executive Officer for First Midwest Fireal, Inc. and First Federal
Savings Bank of the Midwest; Chairman of the Baamd Chief Executive Officer for Security State Balk. Haahr is a member of the
Board of Trustees of Buena Vista University. He $&xed in various capacities since beginning &iser with First Federal in 1961. He is a
member of the Board of Directors of America's ComityuBankers and a member of the Savings Associdtisurance Fund Industry
Advisory Committee. Mr. Haahr is former Vice Chaamof the Board of Directors of the Federal HomarL8ank of Des Moines, former
Chairman of the lowa League of Savings Institutji@msl a former director of the U.S. League of Sgwilmstitutions. Board committee: First
Federal Trust Committee. James S. Haahr is therfath). Tyler Haahr.

J. TYLER HAAHR -- Senior Vice President, Secretand Chief Operating Officer for First Midwest Firtgal, Inc.; Executive Vice
President, Secretary and Chief Operating OfficeFfcst Federal Savings Bank of the Midwest; Searebf Security State Bank; and Vice
President and Secretary of First Services Finahamaited. Mr. Haahr has been employed by First Médtvand its affiliates since March,
1997. Previously Mr. Haahr was a partner with the firm of Lewis and Roca LLP, Phoenix, Arizona.a@8d committee: First Federal Trust
Committee. J. Tyler Haahr is the son of James &hHa

E. WAYNE COOLEY -- Member of the Board of Directdi First Midwest Financial, Inc., First Federaviégs Bank of the Midwest, and
Security State Bank. Dr. Cooley has served as ExecBecretary of the lowa Girls' High School AtideUnion in Des Moines, lowa since
1954. Board committees: Chairman of the Audit-Congagion/Personnel Committee and member of the Sdption Committee.

E. THURMAN GASKILL -- Member of the Board of Direats for First Midwest Financial, Inc., First FedeBavings Bank of the Midwest,
and Security State Bank. Mr. Gaskill has owned @petrated a grain farming operation located neawioy lowa since 1958. Board
committees: Chairman of the First Federal Trust @ittee and member of the Audit-Compensation/PersloGommittee.

G. MARK MICKELSON -- Member of the Board of Direatofor First Midwest Financial, Inc. and First FealeSavings Bank of the
Midwest. Mr. Mickelson is Vice President of Acquishs for Northwestern Growth Corporation in Sideadls, South Dakota. Northwestern
Growth Corporation is the unregulated investmebsgliary of Northwestern Public Service. Board cdttens: First Federal Audit-
Compensation/Personnel Committee and Stock Optmnriittee.

RODNEY G. MUILENBURG -- Member of the Board of Daters for First Midwest Financial, Inc., First FealeSavings Bank of the
Midwest, and Security State Bank. Mr. Muilenburgisployed as a dairy specialist with Purina Milts;., and supervises the sale of
agricultural products in a region encompassinghveest lowa, northeast Nebraska, eastern South Ba&otl southwest Minnesota. Board
committees: Chairman of the Stock Option Committieé member of the Au-Compensation/ Personnel Committ



JEANNE PARTLOW -- Member of the Board of Directdos First Midwest Financial, Inc. Mrs. Partlow iséBident of the lowa Savings
Bank Division of First Federal, Des Moines, lowaeSvas President, Chief Executive Officer and Qleason of the Board of lowa Savings

Bank, F.S.B., from 1987 until the end of Decemi#93], when lowa Savings Bank was acquired by andrhea division of First Federal
Savings Bank of the Midwest.
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[GRAPHIC-EIGHT INDIVIDUAL PHOTOS OF EXECUTIVE OFFIC
Executive Officers

JAMES S. HAAHR

Chairman of the Board,
President and Chief Executive
Officer for First Midwest
Financial, Inc. and First
Federal Savings Bank of the
Midwest

J. TYLER HAAHR

Senior Vice President,
Secretary and Chief Operating
Officer for First Midwest
Financial, Inc.; and Executive
Vice President, Secretary and
Chief Operating Officer for
First Federal Savings Bank

of the Midwest

DONALD J. WINCHELL, CPA
Vice President, Treasurer

and Chief Financial Officer

for First Midwest Financial,

Inc.; and Senior Vice President,
Treasurer and Chief Financial
Officer for First Federal Savings
Bank of the Midwest

ELLEN E. H. MOORE
Senior Vice President
Marketing and Sales for
First Federal Savings Bank
of the Midwest

FRED A. STEVENS
President and Trust Officer
for Storm Lake Division of
First Federal Savings Bank
of the Midwest

JAMES C. WINTERBOER
President for Brookings
Federal Bank Division of
First Federal Savings Bank
of the Midwest

JEANNE PARTLOW
President for lowa Savings
Bank Division of First Federal
Savings Bank of the Midwe

ERS]



SUSAN C. JESSE

Senior Vice President Branch
Administration and Compliance
Officer for First Federal
Savings Bank of the Midwest
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Corporate Information

CORPORATE HEADQUARTERS
First Midwest Financial, Inc.

First Federal Building

Fifth at Erie

P.O. Box 1307

Storm Lake, lowa 50588

ANNUAL MEETING OF STOCKHOLDERS
The Annual Meeting of Stockholders

will convene at 1 p.m. on Monday,

January 26, 1998. The meeting will

be held in the Board Room of First

Federal Savings Bank of the

Midwest, Fifth at Erie, Storm Lake,

lowa. Further information with

regard to this meeting can be found

in the proxy statement.

GENERAL COUNSEL

Mack, Hansen, Gadd, Armstrong &
Brown, P.C.

316 East Sixth Street

Storm Lake, lowa 50588

SPECIAL COUNSEL

Silver, Freedman & Taff, LLP
1100 New York Avenue, NW
Washington, DC 20005-3934

INDEPENDENT AUDITORS
Crowe, Chizek and Company LLP
330 East Jefferson Boulevard
P.O.Box 7

South Bend, Indiana 46624

STOCKHOLDER SERVICES AND INVESTOR RELATIONS

Stockholders desiring to change the name, addvessynership of stock; to report lost certificatesto consolidate accounts, should contact
the corporation's following transfer agent:

Registrar & Transfer Company

10 Commerce Drive

Cranford, New Jersey 07016

Telephone: 1-800-368-5948

Analysts, investors, and others seeking a copyi@fForm 10-K or other public financial informatishould contact the following:
Investor Relations

First Midwest Financial, Inc.

First Federal Building, Fifth at Erie P.O. Box 1307

Storm Lake, lowa 50588

Telephone: 71-732-4117



Stock Market Information

First Midwest Financial, Inc.'s common stock tradaghe Nasdaq National Market under the symbolSEA The Wall Street Journal
publishes daily trading information for the stoalder the abbreviation, "FstMidwFnl," in the NatibiMarket Listing. The price range of the
common stock as reported on the Nasdaq Systenaébr guarter of fiscal 1996 and 1997, after givieigaactive effect for the three for two
stock split paid by the company in the form offtyfpercent stock dividend, was as follows:

1996 1997 Fiscal Year 1996 Fiscal Year 1997

Dividend Dividend

Paid Paid Low High Low High
First Quarter $.073  $.09 $13.17 $15.67 $15.00 $16.67
Second Quarter $.073  $.09 $14.67 $15.67 $15.25 $17.88
Third Quarter $.073  $.09 $14.50 $16.17 $15.00 $18.00
Fourth Quarter $.073  $.09 $14.50 $16.50 $16.25 $20.88

The prices reflect inter-dealer quotations withiatail mark-up, mark-down or commissions, and doneeessarily represent actual
transactions.

Dividend payment decisions are made with consideratf a variety of factors including earnings,dirtial condition, market considerations,
and regulatory restrictions. Restrictions on dividgayments are described in Note 14 of the Not€ohsolidated Financial Statements
included in this Annual Report.

As of September 30, 1997, there were 2,698,904 sharcommon stock outstanding, which were hel@3® stockholders of record, and
325,298 shares subject to outstanding options stdekholders of record number does not reflect@pprately 590 persons or entities who
hold their stock in nominee or "street" name.

The following securities firms indicated they waigting as market makers for First Midwest Finandia. stock as of September 30, 1997:
Everen Securities, Inc.; Herzog, Heine, Geduld,; IHowe Barnes Investments, Inc.; Piper Jaffray Ganies, Inc.; Sandler O'Neill Partners;
Trident Securities, Inc.; Tucker Anthony Incorpet
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SUBSIDIARIES OF THE REGISTRANT

P
Parent Subsidiary (0]
First Midwest First Federal
Financial, Inc. Savings Bank
of the Midwest

First Midwest Security State
Financial, Inc. Bank

First Federal First Services
Savings Bank of Financial Limited
the Midwest
First Services Brookings Service

Financial Limited  Corporation

The financial statements of First Midwest Finandiat. are

consolidated with those of its subsidiari

ercentage
of
wnership

100%

100%

100%

100%

State of
Incorporation
or
Organization

Federal

lowa

lowa

South Dakota



EXHIBIT 23

CONSENTS OF EXPERTS



CONSENT OF INDEPENDENT AUDITORS

We consent to the incorporation by reference iniReggion Statement No. 33-80171 of First Midweistacial, Inc. on Form S-8 and in
Registration Statement No. 333-9871 of First Midweéeancial, Inc. on Form S-3 of our report datextdber 10, 1997, contained in Exhibit
13 to First Midwest Financial, Inc.'s Annual RepomtForm 10-K for the fiscal year ended Septemiferl397.

/sl Crowe, Chizek and Conpany LLP

Crowe, Chizek and Conpany LLP

Sout h Bend, | ndiana
Decenber 23, 1997



INDEPENDENT AUDITOR'S CONSENT

We consent to the incorporation by reference iniRegjion Statement No. 33-80171 of First MidwestaRcial, Inc. on Form S-8 of our

report dated November 17, 1995 appearing in ExBiiin this Annual Report on Form 10-K of First Mieist Financial, Inc. for the year
ended September 30, 1997.

/s/Deloitte & Touche LLP

DELO TTE & TOUCHE LLP

Oraha, Nebraska
Decenber 23, 1997



INDEPENDENT AUDITOR'S CONSENT

We consent to the incorporation by reference iniRegjion Statement No. 333-9871 of First Midweistafcial, Inc. on Form S-3 of our
report dated November 17, 1995 appearing in ExBiiin this Annual Report on Form 10-K of First Mielst Financial, Inc. for the year
ended September 30, 1997.

/s/Deloitte & Touche LLP

DELO TTE & TOUCHE LLP

Oraha, Nebraska
Decenber 23, 1997



ARTICLE 9

PERIOD TYPE

FISCAL YEAR END
PERIOD END

CASH

INT BEARING DEPOSITE
FED FUNDS SOLLC
TRADING ASSETS
INVESTMENTS HELD FOR SALE
INVESTMENTS CARRYING
INVESTMENTS MARKET
LOANS

ALLOWANCE

TOTAL ASSETS
DEPOSITS

SHORT TERM

LIABILITIES OTHER

LONG TERM

PREFERRED MANDATORY
PREFERREL

COMMON

OTHER SE

TOTAL LIABILITIES AND EQUITY
INTEREST LOAN
INTEREST INVEST
INTEREST OTHER
INTEREST TOTAL
INTEREST DEPOSIT
INTEREST EXPENSE
INTEREST INCOME NET
LOAN LOSSES
SECURITIES GAINS
EXPENSE OTHEF

INCOME PRETAX

INCOME PRE EXTRAORDINARY
EXTRAORDINARY
CHANGES
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INDEPENDENT AUDITOR'S REPORT OF FORMER ACCOUNTANTS



INDEPENDENT AUDITORS' REPORT

The Board of Directors
First Midwest Financial, Inc. and Subsidiaries 8tdrake, lowa

We have audited the accompanying consolidatednséatts of income, stockholders' equity and cashdlofwFirst Midwest Financial, Inc.
and subsidiaries (the Company) for the year endgdethber 30, 1995. These financial statementhareesponsibility of the Company's
management. Our responsibility is to express aniopion these financial statements based on out. aud

We conducted our audit in accordance with generadbepted auditing standards. Those standardsedtyat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstaterAenaudit includes examining, on a test
basis, evidence supporting the amounts and digeesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion, such consolidated financial stateta®f First Midwest Financial, Inc. and subsidigrpresent fairly, in all material respects,
the results of their operations and their cash $léov the year ended September 30, 1995 in confpnmith generally accepted accounting
principles.

/sl Deloitte & Touche LLP
Del oitte & Touche LLP
Oraha, Nebraska

Novenber 17, 1995
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