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PART |
Item 1. Description of Business
General

First Midwest Financial, Inc. ("First Midwest," amdth its subsidiaries, the "Company") is a Delagvaorporation, the principle assets of
which are First Federal Savings Bank of the Midw#sirst Federal") and Security State Bank ("Segtiyi First Midwest, on September 20,
1993, acquired all of the capital stock of Firstl€ml in connection with First Federal's converdiom the mutual to stock form ownership
(the "Conversion™). On September 30, 1996, the Gombecame a bank holding Company upon its acoprisif Security, as discussed
below. All references to the Company prior to Seyter 20, 1993, are to First Federal and its sufsidin 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 DakdBrdokings™). On December 29, 1995, First Midwesfjzired lowa Savings Bank, FSB
in Des Moines, lowa ("lowa Savings"). Brookings doaia Savings were both merged with and now operaigivisions of First Federal.
Most recently, on September 30, 1996, First Midveestpleted the acquisition of Central West Bancmatfion ("CWB") for an aggregate
merger consideration of approximately $5.25 milli@WB was the holding company for Security in Stuknwa, which upon the merger of
CWB into First Midwest resulted in Security becoman stand-alone subsidiary of First Midwest. Unkbgscontext otherwise requires,
references herein to the Company include First M&twSecurity and First Federal and its subsidiasiea consolidated basis. See
"Management's Discussion and Analysis -- Acquisgi€ompleted” in the Annual Report to Shareholdéexhed hereto as Exhibit 13 (the
"Annual Report").

First Federal and Security (collectively, the "Baf)kare the only operating subsidiaries of FirstiMgst. 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 Fedeistorically has consisted of attracting re
deposits from the general public and investingéhosds primarily in one- to four-family residedtiaortgage 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, Firstefalts lending activities have expanded to incladéncreased 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 investing¢hfasds in agricultural real estate and operatiag$ and, to a lesser extent, one- to four-
family residential, commercial business and consupsns. The Banks also purchase mortgage-baclkedlites and invest in U.S.
Government and agency obligations and other peiohésieivestments. At September 30, 1996, the Companl total assets of $388.0
million, deposits of $233.4 million, and sharehoklequity of $43.2 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, insurancelpets, annuities and brokerage services througdeitdce corporation subsidiaries.

First Federal, through its wholly-owned subsididfiyst Services Financial Limited ("First Servicggiffers 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 telephmumber at that address is (712) 732-
4117.

Forward-Looking Statements

When used in this Form 10-KSB or future filingsthe Company with the Securities and Exchange Cosianisin the Company's press
releases or other public or shareholder commuicstior in oral statements made with the approvahauthorized executive officer, the
words or phrases "will likely result”, "are expette", "will continue", "is anticipated", "estimate'project”, "believe" or similar expressions
are intended to identify "forward-looking statengniithin the meaning of the Private Securitiesdation Reform Act of 1995. The
Company wishes to caution readers not to placeaingliance on any such forward-looking statememlsch speak only as of the date made,
and to advise readers that various factors, inntpdégional and national economic conditions, clearig levels of market interest rates, cr
risks of lending activities, and competitive andufatory factors, could affect the Company's firiahgerformance and could cause the

Company's actual results for future periods toedifhaterially 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.

Market Area

First Federal's main office is located at FifttEaie, Storm Lake, lowa. First Federal also operatesbranch office also located in Storm
Lake, as well as six additional branch offices tedan the communities of Des Moines, Lake Viewytems, Manson, Odebolt, Sac City,
Storm Lake, lowa and two offices in Brookings, $oDiakota. Security currently operates its busitiessigh three full service offices in
Casey, Menlo and Stuart, lowa. The Company's psintaarket area includes Adair, Buena Vista, Calh@urthrie, Ida, Pocahontas, Polk and
Sac Counties in lowa and Brookings County in Sdskota.



Storm Lake is located in northwest lowa approxiyat®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 highten@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 University.

Brookings is located in east central South Dakapgroximately 50 miles north of Sioux Falls and 2fies 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 significamdustry in the community. South Dakota State Ursitgiis the largest employer in Brookings.
The University had 8,350 students enrolled forkt@6 fall term and employs 107 full-time professdise community also has several
manufacturing companies, including 3M, Larson Mastiiring, 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.

Security's main office is in Stuart, which is laegin west central lowa approximately 40 miles vegdbes 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 stize highway access to Stuart, has resulted mifisgnt 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 originaigdd-rate, one- to four-family mortgage loans.He tarly 1980's, the Company began to
focus on the origination of adjustable-rate moregl\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 so@®&es higher yields, than fixed-rate
residential mortgage loans. Notwithstanding, thenBany has continued to originate fixed-rate redidémortgage loans in response to
consumer demand. See "Management's Discussion @algishs -- Asset/Liability Management” in the Anhé&eeport.

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 originaées purchases commercial and multi-family realtedtaans and originates consumer,
commercial business, residential construction amgt@alturally related loans. The Company originatesst of its loans in its primary market
area. More recently, the Company has increasesritshasis, both in absolute dollars and as a pegemf its gross loan portfolio, on these
less traditional lending activities. At Septemb@r B996, the Company's net loan portfolio totaf@d 3.5 million, or 62.8% 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 menslvho must also be executive officers, or by ®ahk'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.



The aggregate amount of loans that the Banks ameifped to make are subject to regulatory restiiediunder their applicable governing
agencies. At September 30, 1996, the maximum amwluich First Federal could lend to any one borroam the borrower's related entities,
pursuant to OTS regulations, was approximately $&lllon and the maximum amount which Security eblénd to any one borrower and
borrower's related entities, pursuant to FRB amdhlcegulations, was approximately $540,000. At Seer 30, 1996, the Company had no
loans or groups of loans to related borrowers wittstanding balances in excess of these amounts.

At that date, the Company's largest lending retatiip to a single borrower or group of related bwers totalled $4.1 million consisting of
two loans to a single borrower secured by two sssikving complexes located in St. Cloud, Minnesd@there was only one other lending
relationships in excess of $3.0 million as of Seyter 30, 1996. At September 30, 1996, each of tleess was performing in accordance
with its repayment term:



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,

1992 1993 1994

Amoun t Percent Amount Percent Amount Percent
(Dollars in Thousands)
Real Estate Loans

One- to four-family................... $38,4 36 50.9% $34,485 41.8% $55,16 2 34.3%
Commercial and multi-family............ 20,1 95 26.7 23,775 28.8 59,92 0 37.3
Agricultural............cccooeeeenne 6,1 61 8.2 6,065 7.4 8,06 4 5.0
Construction..........cccceeeeennen. 2 08 .3 4,037 49 10,24 8 6.4
Total real estate loans............ 65,0 00 86.1 68,362 829 133,39 4 83.0
Other Loans:
Consumer Loans:
Home equity..........ccoeeeeinnnnnne 2,0 97 2.8 2,158 2.6 3,78 4 2.4
Automobile..........ccccciveeiiinns 9 00 1.2 700 .9 2,94 4 1.8
Student.......ccceeeeeeeiiieeeeenns 6 22 .8 268 .3 42 2 .3
Deposit account... 1,4 93 2.0 1,421 1.7 38 5 .2
Other (1)...ccoveveeeeiiieeeeiinns 8 93 1.2 668 .8 3,06 3 1.9
Total consumer loans............... 6,0 05 8.0 5,215 6.3 10,59 8 6.6
Agricultural operating 65 5.1 7,817 9.5 7,78 4 4.8
Commercial business 67 8 1,089 1.3 8,93 1 5.6
Total other loans.................. 37 13.9 14,121 17.1 27,31 3 17.0
Total loans.........ccccceeeeennns 75,5 37 100.0% 82,483 100.0% 160,70 7 100.0%
Less:
Loans in process..........cccceeeen... 3 08 1,345 3,42 5
Deferred fees and discounts............ 68 88 34 3
Allowance for losses............cc..... 6 00 825 1,44 2
Total loans receivable, net.... $74,5 61 $80,225 $155,49 7



1
Amount
Real Estate Loans
One- to four-family.................... $ 57,274
Commercial and multi-family............ 73,419
Agricultural.........ccccccvveeeennn. 7,021

Construction.................... . 17,877

Total real estate loans............ 155,591

Other Loans:

Consumer Loans:
Home equity..........cccccvvviinnnens
Automobile...
Student...............
Deposit account..
Other (1)....coocvveeeriiiiieeens

Total consumer loans..

Agricultural operating
Commercial business

Total other loans.................. 33,086
Total loans...........ccccvvveee 188,677
Less:
Loans in process.........cccceeevueee. 8,071

Deferred fees and discounts............ 404
Allowance for losses............c...... 1,650

(1) Consist generally of various types of secured

September 30,

995 1996

Percent  Amount Percent

30.4% $ 78,476 31.6%
38.9 85,157 34.2
3.7 11,068 4.5

2.6 7,823 3.1
1.9 5,356 2.2
2 324 1
2 666 3
2.0 6,259 2.5

and unsecured consumer loans.



Fixed Rate Loans:
Real estate:

One- to four-family.................... $1

Commercial and multi-family............
Agricultural.........cooeveviinenne
Construction

CONSUMEN.....iiiiiiiieeeeiiiieeees
Agricultural operating.. .
Commercial business....................

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

Adjustable Rate Loans:
Real estate:

One- to four-family.................... 2

Commercial and multi-family............
Agricultural...........ccooveeiiieenne
Construction or development............

Total adjustable-rate real

estate loans.........c.occeveeenen. 3
Consumer..............
Agricultural operating .
Commercial business.....................

Total adjustable rate loans.........
Total loans........c.ccceevveenne 7
Less:
Loans in ProcessS........cceevvvveeennns
Deferred fees and discounts.............
Allowance for loan losses...............

Total loans, net.................... $7

September 30,

1992 1993

ount

Percent Amount Percent A

(Dollars in Thousands)

21.9% $14,991 18.2% $1

12.7 7,955 96 1
4.0 1,144 14
- 155 2

7.4 4,676 57 1
3.1 2,159 2.6
4 730 9

5 539 7
2.0 5,658 6.8
5 359 4

50.5 50,673 614 9

100.0% 82,483 100.0% 16

$80,225 $15

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

1994

mount Percent
9,913 12.4%
3,340 8.3
1,806 1.1
4,231 2.6
9,290 24.4
0,022 6.2
5,945 3.7
7,887 49
3,144 39.2
5,249 21.9
6,580 29.0
6,258 3.9
6,017 3.8
4,104 58.6
576 4
1,839 1.1
1,044 7
7,563 60.8
0,707 100.0%
3,425

343

1,442
5,497



September 30,

1995 1996
Amoun t Percent Amount Percent
Fixed Rate Loans:
Real estate:
One- to four-family.................... $22,87 5 12.1% $ 41,322 16.6%
Commercial and multi-family............ 14,26 2 7.6 14,036 5.6
Agricultural.........ccoocveviienens 5,563 6 2.9 4,250 1.7
COoNStrUCtioN.......vueeveeenenn, 2,34 2 1.3 2,938 1.2
Total fixed-rate real estate loans.. 45,01 5 23.9 62,546 25.1
CONSUMEN....vveeeiiiiiiieeeeeeniiens 12,30 3 6.5 19,145 7.7
Agricultural operating. . 7,33 5 3.9 14,998 6.1
Commercial business.................... 5,562 1 2.9 7,200 2.9
Total fixed-rate loans..... ... 70,17 4 37.2 103,889 41.8
Adjustable Rate Loans:
Real estate:
One- to four-family.................... 34,39 9 18.2 37,154 14.9
Commercial and multi-family............ 59,15 7 31.4 71,121 28.6
Agricultural.........ccoooveviinnene 1,48 5 8 6,818 2.7
Construction or development............ 15,53 5 8.2 4,881 2.0
Total adjustable-rate real
estate loans........ccoeeeeeeennnn. 110,57 6 58.6 119,974 48.2
Consumet.... 70 5 4 1,283 5
Agricultural operating.. . 4,57 0 2.4 15,366 6.2
Commercial business.................... 2,65 2 1.4 8,268 3.3
Total adjustable rate loans 3 62.8 144,891 58.2
Total loans...........ccccevvvennee 7 100.0% 248,780 100.0%
Less:
Loans in ProCcess.........cccvvvvvernins 1 2,240
Deferred fees and discounts. 4 650
Allowance for loan losses............... 0 2,356
Total loans, net.................... 2 $243,534



The following table illustrates the interest ragmsitivity of the Company's loan portfolio at Sepber 30, 1996. 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 Est ate
------------------------------------------ Agri cultural
Mortgage(1) Construction Consumer Op erating
Weighted Weighted Weighted Weighted
Average Average Average Average
Amount Rate Amount Rate  Amount Rate Amou nt Rate
Due During
Years Ending
September 30,
1997(2).....ceue... $ 11,396 8.1% $1,329 8.3% $7,890 9.8%  $27, 960 9.7%
1998-2001........... 44,259 8.6 3,040 9.3 11,075 9.6 2, 398 94
2001 and following.. 119,046 8.4 3,450 8.7 1,463 10.0 6 9.1
Commercial
Business Total
Weighted Weighted
Average Average
Amount Rate  Amo unt Rate
Due During
Years Ending
September 30,
. $10,804 9.9% $59, 379 9.4%
........... 4,454 9.9 65, 226 8.9
2001 and following.. 210 9.5 124, 175 8.4

(1) Includes one- to four-family, multi-family, com
estate loans.

(2) Includes demand loans, loans having no stated m

mercial and agricultural real

aturity and overdraft loans.



The total amount of loans due after September 387 Which have predetermined interest rates is4dgillion, while the total amount of
loans due after such date which have floating rsadble interest rates is $128.0 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,
1996, the Company's one- to four-family residentiartgage loan portfolio totalled $78.4 million, 3t.6% of the Company's total gross loan
portfolio. Approximately 13.7% of the Company's etefour-family mortgage loans or 4.4% of the Ca@my's gross loans have been
purchased, generally from other financial instdns. See "--Originations, Purchases, Sales andc8ey\of Loans and Mortgage-Backed
Securities."

The Company offers fixed-rate and ARM loans. Dutiing year ended September 30, 1996, the Compaginated $10.6 million of
adjustable-rate loans and $6.2 million of fixecerltans 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 net area and surrounding areas.

The Company originates one- to four-family resid@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 YeRM loans with an initial interest rate margiveo the yield on the corresponding U.S.
Treasury Security. These loans have a fixed-ratéhostated period and, thereafter, such loansadpnually. These loans provide for up to
a 200 basis points annual cap and a lifetime c&®0fbasis points over the initial rate. As a cqusace of using an initial fixed-rate and
caps, the interest rates on these loans may rad bete sensitive as is the Company's cost of furits Company's ARMs do not permit
negative amortization of principal and are not aatible into a fixed rate loan. The Company's ARMsy be assumed by qualified borrow
upon payment of an assumption fee. The CompanyfigsahRM loan borrowers at the fully indexed ratéwe Company's delinquency
experience on its ARM loans has generally beenlairo its experience on fixed rate residentiahlna

Due to consumer demand, the Company also offegslfiate mortgage loans with terms up to 30 yeaost of 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 fixedeaits are competitively priced
according to market conditions. The Company histdly retained its fixed-rate loans for its loarrgpalio, however, in June 1996, the
Company began selling all fix-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 locatedemtadwest. During fiscal 1996, the
Company, in order to supplement its loan portfalm consistent with management's objectives torekiee Company's commercial and
multi-family loan portfolio, purchased $18.2 miltimf such loans. At September 30, 1996, the Compardy$85.1 million of commercial and
multi-family real estate loans, which represented 34.2#%eCompany's total gross loan portfolio, compae$73.4 million, or 38.9% of tl
Company's total gross loan portfolio in fiscal 1985 September 30, 1996, $1.6 million, or 1.9%te Company's commercial and multi-
family real estate loans were non-performing. Sedlén-Performing Assets and Classified 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, warehouses. Commercial anti-fanlily real estate loans generally have
terms that do not exceed 25 years, loan-to-valiiesraf up to 75% of the appraised value of theiggcproperty and are typically secured by
personal guarantees of the borrowers. The Compasa lvariety of rate adjustment features and a#ners in its commercial and multi-
family real estate loan portfolio. Commercial andltinfamily real estate loans provide for a margirer a number of different indices. In
underwriting these loans, the Company currenthhaes the financial condition of the borrower, th@rower's credit history, and the
reliability and predictability of the cash flow genated by the property securing the loan. Appraisalproperties securing commercial real
estate loans originated by the Company are perfdimgendependent appraisers.

At September 30, 1996, the Company's largest cogiat@nd multi-family real estate loan was a $4illiom loan secured by two multi-
family properties located in St. Cloud, Minnesdhe Company had only three other commercial andidti-family loans in excess of $2.0
million at such date. All of these loans are cutlyeperforming in accordance with their terr



Multi-family and commercial real estate loans gatigpresent a higher level of risk than loans sedy 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 propedies the increased difficulty of evaluating and norimg these types of loans.
Furthermore, the repayment of loans secured byi4fantily and commercial real estate is typicallypdadent upon the successful operation
of the related real estate project. If the cast fimm the project is reduced (for example, if lemare not obtained or renewed, or a
bankruptcy court modifies a lease term, or a mi@oant is unable to fulfill its lease obligationt)e borrower's ability to repay the loan may
be impaired.

Construction Lending. The Company makes constradtians to individuals for the construction of theisidences as well as to builders for
the construction of one- to four-family residenaesl commercial and multi-family real estate. At t®efber 30, 1996, the Company's
construction loan portfolio totalled $7.8 millioor, 3.1% 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 gewnaratch the one- to four-family loan
rates then offered by the Company, except thahdutie construction phase the borrower pays interdg. Generally, the maximum loan-to-
value ratio of owner occupied single family constion loans is 80% of appraised value. Residentiaktruction loans are generally
underwritten pursuant to the same guidelines usedrfginating permanent residential loans. At 8epter 30, 1996, the Company had $1.7
million of construction loans to borrowers intenglito live in the properties upon completion of domstion.

Construction loans to builders of one- to four-fgmeésidences 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 proceedscand adjustable rates of interest. L«
fees charged in connection with the originatioswéh loans range from 1% to 2%. At September 386,1he Company did not have any
construction loans to builders of one- to four-fgmésidences.

Construction loans on commercial and multi-faméwplrestate projects may be secured by apartmenisylural facilities, small office
buildings, medical facilities, assisted living fi#és or other property, and are structured te¢teverted to permanent loans at the end of the
construction phase, which generally runs up to d8tims. These construction loans have rates and tiith match any permanent multi-
family or commercial real estate loan then offdogdhe Company, except that during the construgtiluaise the borrower pays interest only.
These loans generally provide for the payment t&fr@st and loan fees from loan proceeds. At Septel 1996, the Company had
approximately $6.1 million of loans for the constiran of commercial and multi-family real estat&i§ amount consisted of two loans
totalling $2.2 million for the construction of apaent complexes, two loans totalling $1.2 milliam the construction of assisted living
facilities, and five loans totalling $2.7 milliooifthe construction of commercial office buildingdl. of these loans were performing in
accordance with their terms at September 30, 1



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, 1996, the Company had agricultushlestate loans secured by farmland of
$11.0 million or 4.5% of the Company's gross loartfplio. At the same date, $30.4 million, or 12.2¥the Company's gross loan portfolio,
consisted of secured loans related to agricultypatations.

Agricultural real estate loans are primarily or@fied with adjustable rates of interest. Generaligh 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 logeserally have terms up to three years. Agricaltteal estate loans are generally limited to
the lesser of 70% of the value of the propertylh@0 per acre of agricultural real estate secuhirdoan. At September 30, 1996, $127,000,
or 1.1%, of the Company's agricultural real espatefolio was non-performing.

Agricultural operating loans are originated at eitan adjustable or fixed rate of interest forap one year term or, in the case of livestock,
upon sale. Most agricultural operating loans havms$ of one year or less. Such loans generallyiggder annual payments of principal and
interest, or a lump sum payment upon maturityéf dhiginal term is less than one year. Loans sedoyeagricultural machinery are generally
originated as adjustable-rate loans with termspafouseven years. At September 30, 1996, $184@06%, of the Company's agricultural
operating loans were 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 gegedegree of risk than o- to four-family residential mortgage loans becaofthe 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 suppoograms and other regulations. Support paymemetsnade with the requirement that a
farmer leave idle certain acres of farm land fradoiction. If the support programs were modifiedliscontinued, the farmer could produce
some income from crop growth on the idle acrealpeitaat an amount presumably lower than the stupggyments. Some farmers rely on
income, in part, from support programs to make lpayments and if these programs are discontinusioificantly changed, cash flow
problems or defaults could result.

Finally, many farms are dependent on a limited neinab key individuals upon whose injury or deathymasult 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 originatestsumtially all of its consumer loans in its primanarket area and surrounding areas.
Company originates consumer loans on both a diedtiindirect basis. At September 30, 1996, the Gmyip consumer loan portfolio
totalled $20.4 million, or 8.2% of its total grdsan portfolio. Of the consumer loan portfolio &pfember 30, 1996, substantially all were
short- and intermediate-term, fixed-rate loans.

The largest component of the Company's consumargoéfolio 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 residefitee Company generally has the
mortgage on such properties as well. The Compatyand such amounts which, together with all pdiens, may be up to 100% of the
appraised value of the property securing the lblome equity lines of credit and loans have maximerms of up to 10 years and 5 years
respectively. As of September 30, 1996, home edjuigég of credit and loans totalled $7.8 million31% of the Company's gross loan
portfolio.



At September 30, 1996, the Company's automobile paatfolio totaled $5.4 million or 26.2% of the @pany's total consumer loan portfolio
and 2.2% of its gross loan portfolio. The Compangrently originates automobile loans on a directi®anly. Direct loans are loans made
when the Company extends credit directly to thedyeer, as opposed to indirect loans, which are méten the Company purchases loan
contracts from automobile dealers which have exddrmiedit to their customers. Automobile loansagfly are originated at fixed interest
rates with terms up to 60 months for new vehicled 48 months for used vehicles. Loans secured tonabiles are generally originated for
up to 80% of the N.A.D.A. book value of the autornf@kecuring the loan.

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 Mgy for sale to the general public. The dealgrshpays the floorplan loan as vehicles
financed under the loan are sold to consumersepteédnber 30, 1996, the maximum amount of funds cttexirby the Company pursuant to
its floor plan arrangements was $400,000, of wiigh2,000 was outstanding at such date.

Consumer loan terms vary according to the typevaiae of collateral, length of contract and creditthiness of the borrower. The
underwriting standards employed by the Compangémsumer loans include an application, a deteriioinaif the applicant's payment
history on other debts and an assessment of atailityeet existing obligations and payments on thegsed loan. Although creditworthiness
of the applicant is a primary consideration, thdamvriting process also includes a comparison ®itdue of the security, if any, in relation
to the proposed loan amount.

Consumer loans may entail greater credit risk th@mnesidential mortgage loans, particularly in¢hse of consumer loans which are
unsecured or are secured by rapidly depreciabltsassich as automobiles or mobile homes. In sasbs; any repossessed collateral for a
defaulted consumer loan may not provide an adeoatce of repayment of the outstanding loan balasca result of the greater likelihood
of damage, loss or depreciation. In addition, careuloan collections are dependent on the borreweeritinuing financial stability, and thus
are more likely to be affected by adverse persomalimstances. Furthermore, the application ofoterifederal and state laws, including
bankruptcy and insolvency laws, may limit the antouhich can be recovered on such loans. At Septe8thel 996, $331,000 or 1.6% of the
Company's consumer loan portfolio was non-perfogmin

Commercial Business Lending. The Company alsomaitgis commercial business loans. The Company aféensnercial business loans to
service existing customers, to consolidate its ankelationships with these customers, and tdérrits asset/liability management goals.
Most of the Company's commercial business loane baen extended to finance local businesses ahalnshort-term loans to finance
machinery and equipment purchases, inventory aoduats receivable. Commercial loans also involeegktension of revolving credit for a
combination of equipment acquisitions and workiagital in expanding companies. At September 306,1925.5 million, or 6.2% of the
Company's total gross loan portfolio was comprisedommercial business loans.

The maximum term for loans extended on machinedyeguipment is based on the projected useful fiuoh machinery and equipment.
Generally, the maximum term on non-mortgage liffeedit is one year. The loan-to-value ratio onhsloans may not exceed 80% of the
value of the collateral securing the lo.



The largest commercial business loan outstandiggptember 30, 1996 was a $3.0 million participalimn secured by marketable securi
and escrowed operating revenues with a remaining te maturity of five years. This loan is currgnplerforming in accordance with its
terms. The Company had no other commercial businass outstanding in excess of $1.0 million attSeyber 30, 1996.

Unlike residential mortgage loans, which generatly made on the basis of the borrower's abilitpéie 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 commeafdiusiness 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&®36, $33,000 or .2% of the Company's
commercial business loan portfolio was non-perfogni

The Company's commercial business lending policludes credit file documentation and analysis eflibrrower's character, capacity to
repay the loan, the adequacy of the borrower'salagoid collateral as well as an evaluation of domk affecting the borrower. Analysis of
the borrower's past, present and future cash fiswkso an important aspect of the Company's ctiorewit analysis. Nonetheless, such loans,
are believed to carry higher credit risk than nmtoaditional investments.

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

Real estate loans are generally originated by tragany's staff of salaried loan officers. Loan a&gtions are taken and processed in the
branches and the main office of the Company.

While the Company originates both adjustable-ratkfaxed-rate loans, its ability to originate loaaglependent upon the relative customer

demand for loans in its market. Demand is affetigthe interest rate environment. During the figsers ended September 30, 1996, 1995
and 1994, the Company's dollar volume of adjustadite one- to four-family loans exceeded the daltdume of the same type of fixed-rate

loans reflecting the Company's efforts to originaens that are more sensitive to changes in isiteates.

In fiscal 1996, the Company originated loans totgl$90.6 million, compared to $64.0 million and7&t million in fiscal 1995 and 1994,
respectively. Management attributes the increasgiginations during 1996 to the Company's efftotenarket its loan products to all
segments of the communities it serves, with pagicemphasis placed on expansion of the agriculloaa portfolio. Also, the Company's
loan originations continue to increase as a resulie expanded lending market provided by the Md:@294 acquisition of Brookings and the
December 1995 acquisition of lowa Savin



During fiscal 1996, the Company purchased loaraliog $24.9 million. At September 30, 1996, then@iany's balance of purchased whole
loans and loan participations totalled $76.4 millior 30.7% of the Company's total gross loan pbotf These loans and participation
interests are secured by properties primarily ledtat the northeast, midwest and northwest, as shioghe table on page 15 of this Form 10-
KSB. See "Non-Performing Assets and Classified &s5e

The Company, from time to time, sells whole loand lan participations generally without recouseSeptember 30, 1996, 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 recoghagincome over the life of the loans. The Compmatyices mortgage loans that it
originated and sold totalling $2.8 million at Septer 30, 1996, of which $1.7 million were sold (8\A (as defined herein) and $1.1
million were sold to others.

In periods of economic uncertainty, the Companlibtg to originate large dollar volumes of reat@&® loans may be substantially reduced or
restricted, with a resultant decrease in relatad larigination fees, other fee income and operatarmgings. In addition, the Company's ability
to sell loans may substantially decrease as patdniyers (principally government agencies) redhe& purchasing activitie:



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 Septe mber 30,
1994 1995 1996
(In Thousan ds)
Originations by type:
Adjustable rate:
Real estate - one- to four-family............ . . $ 6,674 $ 8,359 $10,554
- commercial and multi-family........ 2,486 5,044 2,869
- agricultural real estate........... 1,399 2,244
Non-real estate - consumer....................... 284 480 948
- commercial business.. 6,901 2,814 2,629
- agricultural operating......... 70 9,553 12,052
Total adjustable-rate.......c.cccceeeeee. L 16,415 27,649 31,296
Fixed rate:
Real estate - one- to four-family................ 4,766 6,372 6,213
- commercial and multi-family........ 2,140 601 3,065
- agricultural real estate........... 78 1,561
Non-real estate - consumer....................... 8,243 11,931 16,899
- commercial business.. 15,388 12,167 8,812
- agricultural operating......... 321 5,229 22,781
Total fixed-rate.....cccceevvvvveeeeeeee 30,858 36,378 59,331
Total loans originated..........cccoeeee. L 47,273 64,027 90,627
Purchases:
Real estate - one- to four-family................ ---
- commercial and multi-family 21,695 19,212 18,252
- agricultural real estate........... 120 500
Non-real estate - commercial business............ 7,959 6,723
- agricultural operating.............. 825 373
22,640 28,044 24,975
Loans from Brookings acquisition................. 52,580
Loans from lowa Savings acquisition.. --- 16,734
Loans from Security acquisition.................. --- 21,005
Total loans.....ccccovvvvveeiiiieee e 75,220 28,044 62,714
Total mortgage-backed securities ......ccccce.... L 56,964 23,406

Total purchased.......cccccoovveeeneeee 132,184 28,044 86,120



Year Ended Septe mber 30,

1994 1995 1996
(In Thousan ds)
Sales and Repayments:
Real estate - one- to four-family............... .. ... 138 560
Non-real estate - CONSUMET......cccovveeevvceeees e 28 129 504
Total loans.........cocccvveeevncnnneenne 166 129 1,064
Mortgage-backed securities 47,934
Total salesS.....ccoocvevvciiieeiiiceeees 166 48,063 1,064
Loan principal repayments........cccccvcveees e, 44,076 63,985 91,900
Mortgage-backed securities repayments............. e 8,442 3,524 8,834
Total principal repayments......ccccccccvveeeee. s 52,518 67,509 100,734
Total reductions...........ccccceeernnes 52,684 115,572 101,798
Increase (decrease) in other items, net............ (1,467) 999 (673)
Net increase (decrease).......cccceeeeeee. e, $125,306 $(22,502) $ 74,276



The following table shows the Company's purchasedlevioans and loan participations by state andusutnioeld in the loan portfolio at
September 30, 1996.

One- to Four-Family Loans Commercial and Multi-Family
Percen t of
P ercent of to tal
Number t otal One- Number Commer cial
of to Four of and M ulti-
Location Balance Loans Family Balance Loans Family Loans

Arizona........... $ 241 8 31% $ - %
California........ 299 19 .38 — o
Colorado.......... 59 7 .08 — .
Connecticut....... 1,436 58 1.83 -
Florida........... 27 2 0.03 o
2,373 4 2 79
2,620 2 3 .08
1.09 10,276 10 12 .07
11,343 17 13 .32
2.18 1,273 7 1 .49
0.55 4,659 5 5 A7
3.43 1,971 2 2 31
0.31 3,596 10 4 .22
0.17
1,225 1 1 44
1.19 3,649 14 4 .29
2.15 324 2 .38
Washington........ 1,952 1 2 29
Wisconsin......... --- 20,209 25 23 73
Wyoming.... 223 12 0.28 .

Total........... $10,974 449 13.98% $65,470 100 76 .88%




Total Purchased Lo

Number
of
Balance Loans
Arizona........... $ 241 8
California........ 299 19
Colorado.......... 59 7
Connecticut....... 1,436 58
Florida........... 27 2
lllinois 2,373 4
2
66
17
33
31
123
34
4
1
59
43
Washington........ 1,952 1
Wisconsin......... 20,209 25
Wyoming........... 223 12

Percent
of Total
Loans



Non-Performing Assets and Classified Assets

When a borrower fails to make a required paymentahestate secured loans and consumer loangwithilays 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 repossessi

Generally, when a loan becomes delinquent 90 dagsoe 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 as lonthadoan is 90 days or more delinquent.

The following table sets forth the Company's loatindjuencies by type, before allowance for loarsdss by amount and by percentage of
type at September 30, 1996.

Loans Delinquent For:

3 0-59 Days 60-89 Days 90 Days and Over
Percent Percent Percent
of of of
Number A mount Category Number Amount Category Number Amount Category

(Dollars in Thousands)

Real Estate:
One- to four-family............... 83 $ 3,632 450% 14 $ 602 87% 9 $ 481 .61%
Commercial and multi-family....... 3 1,430 1.68 - 1 1,623 1.91
Agricultural real estate.......... 4 235 2.12 1 72 .65 1 127 1.15
Consumer . 260 1.27 35 138 .68 65 374 1.83
Agricultural operating.. . 257 .85 3 20 .07 1 105 .35
Commercial business 424 2.74 9 315 2.04 2 33 .21
Total .o 182 $ 6,138 247% 62 $1,147 .46% 79 $2,743  1.10%

Delinquencies 90 days and over constituted 1.1%taf loans and .71% of total asst



The table below sets forth the amounts and categofinon-performing assets in the Company's laatigho. Loans are placed on non-
accrual status when the loan becomes 90 days @ datinquent or when the collection of principatianm interest become doubtful. For all
years presented, the Company has had no troubldetgtructuring (which involve forgiving a portiarf interest or principal on any loans
making loans at a rate materially less than thanafket rates). Foreclosed assets include assgiged in settlement of loans.

September 30,

1 992 1993 1994 1995 1996

(Dollars in Thousands)
Non-accruing loans:

One- to four-family.............c........ $ 118 $ 30 $ 311 $ 127 $ 34 7
Commercial and multi-family.............. 302 199 1,62 3
Agricultural real estate................. -- 1,190 137 46 12 7
CONSUMET...eeiiiiiiieieieeieeeee e 59 4 105 206 33 1
Agricultural operating.... 21 78 100 18 4
Commercial business.............c........ 74 16 38 48 3 3
Total..oooeeeeeceeeeeceee e 251 1,261 971 726 2,64 5
Less: Allowance for losses............... 30 15 -- -
Total..oooeeeeeeieeeeeceee 251 1,261 941 711 2,64 5
Foreclosed assets:
One- to four-family...................... 153 11 48 7 5
Commercial real estate. 81 --- -- -
Consumer.......ccccuvvevenns . 8
Commercial business.............c........ 9
Total..oooeeeeeeeeeeeeceee, 234 11 48 9 2
Less: Allowance for losses............... 90 11 - 5
Total..oooeeeeeeeeeeeeceee 144 48 8 7
Total non-performing assets................ $395 $1,261 $ 941 $ 759 $2,73 2
Total as a percentage of total
ASSELS...vviiieeiiiie e .23% 78% .34% .29% 7 0%

For the year ended September 30, 1996, gross shiecme which would have been recorded had theagoruing loans been current in
accordance with their original terms amounted toraximately $96,000, of which none was includethterest income.

At September 30, 1996, there were loans totallihg $nillion not included in the table above whenen information about the possible
credit problems of borrowers caused managemerdave boncern as to the ability of the borrower tmply with the present loan repayment
terms. This amount consisted of five commercial estate loans totalling $1.0 million, three orefdur-family residential mortgage loans
totalling $135,000, five commercial business lotmtalling $230,000, and one consumer loan total8g00.



Also not included in the above table were $177,0608ccruing loans 90 days or more delinquent wkiehe acquired by the Company in
connection with the Security acquisition.

Classified Assets. Federal regulations provideHerclassification of loans and other assets saateht and equity securities considered by
the OTS to be of lesser quality as "substandadhUbtful” or "loss." An asset is considered "subdtad" if it is inadequately protected by
current net worth and paying capacity of the obligoof the collateral pledged, if any. "Substamtiassets include those characterized by the
"distinct possibility" that the savings associatioifl sustain "some loss" if the deficiencies ar# oorrected. Assets classified as "doubtful”
have all of the weaknesses inherent in those Gled$substandard,” with the added characterisiit the weaknesses present make
"collection or liquidation in full,” on the basig$ ourrently existing facts, conditions, and valusghly questionable and improbable." Assets
classified as "loss" are those considered "unditilie¢ and of such minimal value that their contimee as assets without the establishment of
a specific loss reserve is not warranted. The Ibahd by Security are subject to similar classtfma by its regulatory authorities.

When assets are classified as either substanda@ubtful, it may establish general allowanceddan losses in an amount deemed prudent
by management. General allowances represent losgaaices which have been established to recogh&aherent risk associated with
lending activities, but which, unlike specific allances, have not been allocated to particular prolassets. When assets are classified as
"loss," it is required either to establish a spedaflowance for losses equal to 100% of that partf the asset so classified or to charge-off
such amount. The Banks' determinations as to #ssification of their assets and the amount of tredation allowances are subject to
review by their regulatory authorities, who mayearthe establishment of additional general or sjpdoss allowances.

On the basis of management's review of its asae&eptember 30, 1996, the Company had classifiethbof $3.4 million of its assets as
substandard, $185,000 as doubtful and none as loss.

Allowance for Loan Losses. The allowance for loagsks 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 estifeit value of the underlying collateral, econommnditions, historical loan loss
experience and other factors that warrant recagniti providing for an adequate loan allowance.

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

operations



Although management believes that it uses theibfstnation available to determine the allowaneaedpreseen 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 ther@any's allowances will be the result of periodar, property and collateral reviews and
thus cannot be predicted in advance. At Septenihet®6, the Company had a total allowance for loases of $2.4 million, or .95% of
total loans and 86.2% of total non-performing loans

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

Year Ended September 30,

1992 1993 1994 1995 1996
(Dollars in Thousands)
Balance at beginning of period............. $ 657 $ 600 $ 825 $ 1,442 $1,650
Brookings acquisition................ --- 518 ---
lowa Savings acquisition. --- --- 132
Security acquisition................c...... --- - 563
Charge-offs:
One- to four-family...................... --- ---
Commercial and multi family.............. (107) --- --- (30) (35)
CONSUMET....eiiiiiiieiiieeeieeeeeeeeenns --- (6) (12) (54)
Total charge-offs (107) --- (6) (42) 89
Recoveries........cccovvineiineiennen.
Net charge-offs.........ccccceeeene (107) --- (6) (42) (89)
Additions charged to operations............ 50 225 105 250 100
Balance at end of period................... $ 600 $ 825 $1,442 $ 1,650 $2,356
Ratio of net charge-offs during
the period to average loans
outstanding during the period............. .15% % .01% .03% .04%

Ratio of net charge-offs during
the period to average non-
performing assets........cccceeveuveenn. 16.09% ---% .54% 5.08% 5.30%




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

Percent
of Loans
in Each
Category
to Total
Amount Loans

One- to four-family....... $ 115 50.90%
Commercial and multi-

family real estate...... 102 26.70
Agricultural real estate.. 31 8.20

Construction... 1 .30
Consumer 45 8.00
Agricultural operating.... 48 5.10
Commercial business....... 8 .80
Unallocated............... 250

199
Amount
One- to four-family....... $ 235
Commercial and multi-
family real estate...... 639
Agricultural real estate.. 59
Construction... 138
Consumer . 270
Agricultural operating.... 531
Commercial business....... 271
Unallocated............... 213
Total......coevenee. $2,356

September 30,

1993 1994
Percent Perce
of Loans of Lo
in Each in Ea
Category Catego
to Total to Tot
Amount Loans Amount Loans
(Dollars in Thousan
$ 104 41.80% $ 166 34.32
178 28.80 449 37.29
286 7.40 81 5.02
30 4.90 77 6.38
39 6.30 106 6.59
117 9.50 166 4.84
16 1.30 134 5.56
55 - 263

$ 825 100.00%  $1,442 100.00

Percent
of Loans
in Each
Category
to Total

Loans

1995
nt Percent
ans of Loans
ch in Each
ry Category
al to Total
Amount Loans
ds)
% $ 172 30.36%
551 38.92
70 3.72
134 9.47
145 6.89
208 6.31
123 4.33
247

%




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, 1996, the Company's entiresinvent and mortgage-backed securities portfolaalling $73.9 million and $35.6
million, respectively, were classified as availatidesale. At such date, the Company's investmedtraortgage-backed securities had
amortized costs of $74.2 million and $35.3 millioespectively. The Company does not have any desudlassified as held to maturity or as
trading securities at September 30, 1996. For imadit information regarding the Company's investhard mortgage-backed securities
portfolios, see Notes 1 and 3 of the Notes to Clishested Financial Statements in the Annual Report.

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

The following table sets forth the book value af thompany's investment security portfolio at thieslandicated.

September 30,

1994 1995 1996

(Dollars in Thousand)
Investment Securities:

U.S. government securities.........coceevveeeeee. $ 342 $ 372 $ 6,1 78
Federal agency obligations..........ccoccceeeeeeee. L 27,951 44,900 63,0 32
Corporate bonds........cccoovevviciciniiceeee. L 1,918 1,058 2 02
Municipal bonds..........cooovviiiiiie. 250 240 1,3 92
Equity investmentS......cccooeveeeeevviviiccceeees L 236 695 1,4 33
FHLMC preferred stocK.......cccooeeeviivveennn L 485 1,512 15 98
FNMA common stocK.......ccocoveiiviiieenneee L 39 52 70

Subtotal.....cooovvviiiiiiieee 31,221 48,829 73,9 05
FHLB StOCK....cviiiiiiiiiiecie e 3,016 3,915 55 25

Total investment securities and FHLB stock.... ... $34,237 $52,744 $79,4 30

Other Interest-Earning Assets:
Interest bearing deposits in other financial
institutions and Federal Funds sold.............. ... $6,430 $4,162 $13,8 92




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, 1996

After1  After5

Year Years
1 Year or Through  Through After Total Inves tment
Less 5Years 10 Years 10 Years Securitie S
Book Book Book Book Book Market
Value Value Value Value Value Value

(Dollars in Thousands)

Corporate bonds $ 202 $ - % - $-- $ 202 $ 202

Municipal bonds................. -- 385 727 280 1,392 1,392
U.S. government securities...... 3,248 2,930 --- 6,178 6,178
Federal agency obligations...... 40,527 17,577 4,910 18 63,032 6 3,032
Total investment securities..... $43,977 $20,892  $5,637 $298  $70,804 $7 0,804
Weighted average yield.......... 5.64% 6.07% 7.15% 8.50% 5.90% 5.90%

The Company's investment securities portfolio git&aber 30, 1996, 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 mortdpeagéed and related securities portfolio consistagmily of securities issued under
governmentsponsored agency programs, including those of th1&, FNMA and FHLMC. The Company also holds Collatéze Mortgag:
Obligations ("CMQOs"), as well as a limited amoufpdvately issued mortgage pass-through certiisalhe GNMA, FNMA and FHLMC
certificates are modified pass-through mortgagesbdisecurities that represent undivided interestsderlying pools of fixedate, or certail
types of adjustable-rate, predominantly single-farand, to a lesser extent, multi-family resideitieortgages issued by these government-
sponsored entities. FNMA and FHLMC generally previle certificate holder a guarantee of timely payts of interest, whether or not
collected. GNMA's guarantee to the holder is tinfyments of principal and interest, backed byfalidaith and credit of the U.S.
Government. Privately issued mortgage pass-thraegiificates generally provide no guarantee agrely payment of interest or principal,
and reliance is placed on the creditworthinessiefissuer, which the Company monitors on a redadais.



CMOs are special types of pass-through debt in lwthie stream of principal and interest paymenttherunderlying mortgages or mortgage-
backed securities is used to create classes wfdreht maturities and, in some cases, amortizaahedules, as well as a residual interest,
with each such class possessing different riskaattaristics. At September 30, 1996, the Company G&Os totalling $4.6 million, all of
which were secured by underlying collateral issueder government-sponsored agency programs. Presraasociated with the purchase of
these CMOs are not significant, therefore, the oisgignificant yield adjustments because of agetdel prepayments is limited. Yield
adjustments are encountered as interest ratesrrigecline, which in turn slows or increases prepayt rates and affect the average lives of
the CMOs.

At September 30, 1996, the Company's $35.6 mitibmortgage-backed and related securities, reptiese®.2% of the Company's $388.0
million of total assets, were comprised solely wditable for sale mortgage-backed securities. Ahsiate, $19.5 million or 54.8% of the
Company's mortgage-backed securities portfoliofhad rates of interest and $16.1 million or 45.8%such portfolio had adjustable rates of
interest.

Mortgage-backed securities generally increase tiaditg of the Company's assets by virtue of theiasce or guarantees that back them, are
more liquid than individual mortgage loans and rhayused to collateralize borrowings or other obigges of the Company. At September
1996, $27.9 million or 78.4% of the Company's magierbacked securities were pledged to secure woioligations of the Company.

While mortgage-backed securities carry a reduceditcrisk as compared to whole loans, such seesngmain 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 assumptioijissted as appropriate to update the
Company's mortgage-backed securities accountingsset/liability reports. Classification of the Quamy's mortgage-backed securities
portfolio as available for sale is designed to mizie that risk.

The following table sets forth the book value af thompany's mortgage-backed securities at the ohatiested.

September 30,

1994 1995 1996

(In Thousands)
GNMA e $ 7,815 $7,484 $ 6,392
CMO ..t 53,193 5,210 4,637
FHLMC. .o 5,214 3,967 4,740
FENMA e 4,132 3,426 18,711
Privately Issued Mortgage Pass-Through Certificates ... 1,521 1,316 1,106

TOtalooeiciiiiii e $71,875 $21,403 $35,586




The following table sets forth the contractual migites of the Company's mortgagpacked securities at September 30, 1996. 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 1996
1 Year or Through Through  After Balance
Less 5 Years 10 Years 10 Years Outstanding
(Dollars in Thousands)
GNMA ... $--- $ - $ - $6,392 $6,392
CMO...ooiiiiiiieieee e 2,015 2,622 4,637
FHLMC.....oooiiiiiiiiiee, 126 497 1,009 3,108 4,740
FNMA ..o 1,498 12 17,201 18,711
Privately Issued Mortgage
Pass-Through Certificates(1)........... - 1,106 1,106
Total..oooeeeeeeeeee, $ 126 $1,995 $3,036  $30,429 $35,586
Weighted average yield................... 8.00% 7.87% 7.91% 6.96% 7.06%
(1) This security is rated AA by a nationally reco gnized rating agency.

At September 30, 1996, the contractual maturit§5% of all of the Company's mortgage-backed $éesimvas in excess of ten years. The
actual maturity of a mortgage-backed security [gaglly less than its stated maturity due to prepagts of the underlying mortgages.
Prepayments that are different than anticipatetaffitct the yield to maturity. The yield is basgubn the interest income and the
amortization of any premium or discount relatethi® mortgagdsacked security. In accordance with generally amzbaccounting principle
premiums and discounts are amortized over the astiilives of the loans, which decrease and inergdisrest income, respectively. The
prepayment assumptions used to determine the aaioth period for premiums and discounts can sicgnitly affect the yield of the
mortgage-backed security, and these assumptionsaesved periodically to reflect actual prepaynseiithough prepayments of underlying
mortgages depend on many factors, including the dfpnortgages, the coupon rate, the age of moegdlje geographical location of the
underlying real estate collateralizing the mortgaged general levels of market interest ratesdifference between the interest rates on the
underlying mortgages and the prevailing mortgager@st rates generally is the most significant meitgant 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 theyinganortgages and the related
security. Under such circumstances, the Companybeaubject to reinvestment risk because to thenéxkthat 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 ri



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 FHLB and Federal Reserve BahKhicago ("FRB") advances, reverse repurchaseeagents and retail repurchase
agreements, may be used at times to compensaedsonal reductions in deposits or deposit inflatless than projected levels, may be
used on a longer-term basis to support expandelinigmctivities, and may also be used to matcHuhding 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 asel does not use brokers to obtain
deposits. The Company relies primarily on compstipricing 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 pagskavings, 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 sdficantly affected by market conditiol



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

Year Ended September 30,

1994 1995 1996
(Dollars in Thousands)
Opening balance.................... $ 122,8 12 $ 176,167 $171,793
Deposits acquired from:
Brookings Federal................ 56,5 91 - -

lowa Savings........ccccceee.... - -- --- 15,642

Security........... - -- --- 27,718
DEPOSItS.....eervverireieerieene 230,1 44 261,345 360,606
Withdrawals............. (238,5 66) (273,066) (350,626)

Interest credited.................. 5,1 86 7,347 8,273
Deposits sold...........cccceuuee - -- - -

Ending balance.................... $ 176,1 67 $171,793 $233,406

55 $ (4,374)  $61,613

44% (2.48)% 35.86%




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

Year Ended September 30,

1 994 1995 1996
Percent Percent Percent
Amount of Total Amount  of Total Amount of Total

(Dollars in Thousands)

Transactions and Savings Deposits:

Commercial Demand.................. $ 1,910 1.08% $ 2,077 1.21% $ 5,453 2.34%
Passbook Accounts... 9,257 5.25 12,112 7.05 18,278 7.83
NOW Accounts........cceeveveeeens 14,361 8.15 13,459 7.83 16,087 6.89
Money Market Accounts.............. 16,248 9.23 14,836 8.64 14,994 6.42
Total Non-Certificate.............. 41,776 23.71 42,484 24.73 54,812 23.48
Certificates:
Variable.........cccooeveeeeinns 1,048 .59 1,498 .87 3,154 1.35
0.00 - 3.99%......cceeeeeuenen.. 18,089 10.27 1,593 .93 342 .15
4.00 - 5.99%... 97,216 55.19 67,944 39.55 123,835 53.06
6.00 - 7.99%.....c..ccceuuee... 13,840 7.85 54,322 31.62 47,987 20.56
8.00 - 9.99%........ccceuneee.. 3,904 2.22 3,709 2.16 3,276 1.40
10.00 - 11.99%.......cceeeenenee. 294 17 243 .14
Total Certificates................. 134,391 76.29 129,309 75.27 178,594 76.52
Total Deposits........c.cccveee.. $176,167 100.00% $171,793 100.00% $233,406 100.00%




The following table shows rate and maturity infotioa for the Company's certificates of deposit BSeptember 30, 1996.

Variable
Certificate accounts
maturing in
quarter ending:
December 31, 1996............... $ 415
March 31, 1997........... 505
June 30, 1997............. 361
September 30, 1997... 358
December 31, 1997.... 788

March 31, 1998........... 727
June 30, 1998.............

September 30, 1998...
December 31, 1998....
March 31, 1999...........
June 30, 1999.............
September 30, 1999
Thereafter..................... --

0.00-  4.00- 6.00- 8.00-
3.99%  5.99% 7.99% 9.99% Total

(Dollars in Thousands)

$316 $22,967 $12,281 $ 8 $35,98
6 21,932 7,753 -- 30,19
5 34302 8,669 16 43,35
-- 10,492 5,808 118 16,77
2 5921 2,340 393 944
3 8,726 3,014 798 13,26
-- 10,035 2,114 179 12,32
--- 3,037 441 184 3,66
7 1,229 603 353 2,19
--- 2,119 689 892 3,70
--- 807 907 299 2,01
--- 1,133 2,086 34 3,25
3 1,135 1,282 2 242

$342 $123,835 $47,987  $3,276 $178,59

19%  69.34% 26.87% 1.83% 100.0

NWWONRFPROOMIWOON

Percent
of Total



The following table indicates the amount of the @amy's certificates of deposit and other depositnbe remaining until maturity as of
September 30, 1996.

Maturity
After After
3 Months 3to6 6tol2 After
or Less Months Months 12 months Total

(In Thousands)
Certificates of deposit less

than $100,000...........ccccveveerinenne $31,238  $28,471 $56,334 $50,088 $166,131
Certificates of deposit of

$100,000 OF MOr€.......oeevuveeaieanne. 4,749 1,725 3,795 2,194 12,463
Total certificates of deposit.............. $35,987  $30,196 $60,129 $52,282 $178,594 (1)
(1) Includes deposits from governmental and other p ublic entities totalling $4.0

million.

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

The Company's borrowings historically have condisttadvances from the FHLB of Des Moines uponsteeurity of a blanket collateral
agreement of a percentage of unencumbered loanthamdedge of specific investment securities. Saghrances can be made pursuant to
several different credit programs, each of which itown interest rate and range of maturitiesSéptember 30, 1996, the Company had
$102.3 million of advances from the FHLB of Des k&g and the ability to borrow up to an additiorz2.& million.

From time to time, the Company has offered retgpurchase agreements to its customers. These agrtetypically range from 14 days to
three years in term, and typically have been offéneminimum amounts of $100,000. The proceeds@$e transactions are used to meet
flow needs of the Company. At September 30, 1986 Qompany had approximately $2.8 million of retagurchase 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 f86rndays to a maximum of six months. The Companynbagntered into any reverse
repurchase agreements in the past four y



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.

Maximum Balance:

FHLB advances..........cccccceevuveennn.
Retail repurchase agreements
Other borrowings............ccccvvvenes

Average Balance:

FHLB advances..............ccccceeenee.
Retail repurchase agreements
Other borrowings.........c.cccceeeenee

(1) Acquired on September 30, 1996 in connecti
Security.

Year Ended September 30,

1994 1995 1996

(In Thousands)

$60,308  $78,305  $110,491
2,398 1312 2,790
—  1,400(1)

$22,579 $56,820 69,265
2,043 1,159 2,198

on with the acquisition of

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

FHLB advances..........cccccccevvernrenne. $
Retail repurchase agreements..............
Other borrowings.........cccccvvvveeennn.

Total borrowings............cccv.... $

Weighted average interest

rate of FHLB advances....................
Weighted average interest

rate of retail repurchase
agreements........ccceevveennieeennenns
Weighted average interest rate of other
borrowings........ccccoeceveeiiiiieeenn.

At September 30,

1994 1995 1996

(Dollars in Thousands)

60,308  $51,098  $102,288
910 1,150 2,790
— 1,400

61,218 $52,248  $106,478

5.10% 6.14% 5.81%

4.70% 5.75% 5.52%

5.40%



Subsidiary Activities

The only subsidiaries of the Company are First Fdnd Security. First Federal has one servicsididry, First Services Financial Limited
("First Services"). At September 30, 1996, thebuetk value of First Federal's investment in FistvEes 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 produaisaanuities. 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 net income of $52,00thdfiscal 1996.

Regulation

General. First Midwest currently has two wholly-audnsubsidiaries, 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 by Ffeeeral Deposit Insurance Corporation (the "FDJ@HBich insures its deposits up to
applicable limits. First Federal is a member of /LB System and is subject to certain limited dagan 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 fusad depositors. Security is subject to extensigeletion, supervision and examination by
the lowa Superintendent of Banking (the "ISB") &nel FRB, which are its state and primary federglil&tors, respectively. It is also subject
to regulation by the FDIC, which insures its defsogp to applicable limits. As with First Fedemsich regulation and supervision governs the
activities in which it can engage and the mannevthiich such activities are conducted and is intdrtémarily for the protection of the
insurance fund and depositors.

First Midwest is regulated as a bank holding coryganthe FRB. Bank holding companies are subjecbtaprehensive regulation by the
FRB under the Bank Holding Company Act of 1956 (BEICA") and the regulations of the FRB. As a béalding company, First Midwest
must file reports with the FRB and such additian&drmation as the FRB may require, and is subigcegular inspections by the FRB. The
FRB also has extensive enforcement authority ogakholding companies, including, among other thjrilge ability to assess civil money
penalties, to issue cease and desist or removefoeshd to require that a holding company divessisiiaries (including its bank subsidiarie

In general, enforcement actions may be initiatedsfolations of law and regulations and unsafermsaund practices. First Midwest is subject
to the activity limitations imposed under the BH@Ad in general may engage in only those activitiasthe FRB has determined to be
closely related 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 o$trictions 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 operatiol



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 peimdteports with the OTS and is subject to periaamination by the OTS and the FDIC. The
last regular OTS examination of First Federal waesfaMay 13, 1996. When these examinations arewiad 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 AptillD96.

Each federal banking regulator has extensive eefoent authority over its regulated institutionsisTénforcement authority includes, among
other things, the ability to assess civil moneyglées, 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 uiead.

In addition, the investment, lending and branctaathority of First Federal is prescribed by feddamls 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 bhraationwide whereas lowa chartered banks suctee@si8 are limited to establishing
branches in the counties contiguous to the coutigrevtheir home office is located. At Septemberl®®6, 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 simistrictions. At September 30, 1996, First Feldeeand Security's lending limit under these
restrictions was $5.0 million and $540,000, 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 stasdantgrnal controls and audit systems, interdstniak exposure and compensation and
other employee benefits. Any institution which $aib comply with these standards must submit a amge plan. A failure to submit a plan
or to comply with an approved plan will subject thstitution to further enforcement actic



Insurance of Accounts and Regulation by the FDIi&tFederal is a member of the SAIF and Secusity inember of the BIF, each of which
is administered by the FDIC. Deposits are insugetbuapplicable limits by the FDIC and such inseris backed by the full faith and credit
of the United States Government. As insurer, th&dHposes deposit insurance premiums and is aatbto conduct examinations of and
to require reporting by FDIC-insured institutioiftsalso may prohibit any FDIC-insured institutionoin engaging in any activity the FDIC
determines by regulation or order to pose a serigkso the SAIF or the BIF. The FDIC also has éuhority to initiate enforcement actions
against any FDIC insured institution after givitg primary federal regulator the opportunity togakich action, and may terminate the
deposit insurance if it determines that the inSttuhas engaged in unsafe or unsound practicissiman unsafe or unsound condition.

The FDIC's deposit insurance premiums are asséissmeyh a risk-based system under which all insdiegabsitory institutions are placed
into one of nine categories and assessed insupan@uMs based upon their level of capital and supary evaluation. Risk classification of
all insured institutions will be made by the FDI@ £ach semi-annual assessment period. At Septe88b&P96, each of First Federal and
Security met the capital requirements of a "weflidized" institution. See Note 14 of Notes to Solidated Financial Statements in the
Annual Report.

The FDIC is authorized to increase assessment K@ies semiannual basis, if it determines thatéiserve ratio of the SAIF will be less than
the designated reserve ratio of 1.25% of SAIF iedwteposits. In setting these increased assessitenE=DIC must seek to restore the
reserve ratio to that designated reserve leveduoh higher reserve ratio as established by th€FDhe FDIC may also impose special
assessments on SAIF members to repay amounts kamtfoem the United States Treasury or for any othason deemed necessary by the
FDIC.

As is the case with the SAIF, the FDIC is authatife adjust the insurance premium rates for bamiisare insured by the BIF of the FDIC in
order to maintain the reserve ratio of the BIF.@6% of BIF insured deposits. As a result of the Blaching its statutory reserve ratio the
FDIC revised the premium schedule for BIF insurestitutions to provide a range of .04% to .31% efakits. The revisions became effec

in the third quarter of 1995. In addition, the BHtes were further revised, effective January 1896rovide a range of 0% to .27%. The S,
rates, however, were not adjusted. At the timeFIDEC revised the BIF premium schedule, it noted,thbsent legislative action (as discussed
below),the SAIF would not attain its designateceres ratio until the year 2002. As a result, SAiIBured members would continue to be
generally subject to higher deposit insurance puemithan BIF insured institutions until, all thingsing equal, the SAIF attained its required
reserve ratio



In order to eliminate this disparity and any contpet disadvantage between BIF and SAIF membeitinigns with respect to deposit
insurance premiums, legislation to recapitalizeSA¢F was enacted in September 1996. The legislgiiovides for a one-time assessment to
be imposed on all deposits assessed at the SAHE, i@ of March 31, 1995, in order to recapitalieeSAIF. It also provides for the mergel
the BIF and the SAIF on January 1, 1999 if no sgwiassociations then exist. The special assessaterttas been established at .657% of
deposits by the FDIC and the resulting assessnie¥it.8 million for First Federal was paid in Noveenti996. This special assessment
significantly increased noninterest expense anaisdly affected First Federal's results of openatfor the year ended September 30, 1996.
As a result of the special assessment, First FEsldeposit insurance premiums were eliminateaf &ctober 1, 1996, based upon its current
risk classification and the new assessment schéoiulgAlF insured institutions. Premiums for both-Eand SAIF insured institutions are
subject to change in future periods depending @romstitution's risk classification and the regeratio of its deposit insurance fund.

Prior to the enactment of the legislation, a portid the SAIF assessment imposed on savings atisosiavas used to repay obligations
issued by a federally chartered corporation to ig@¥inancing ("FICO") for resolving the thrift sis in the 1980s. Although the FDIC has
proposed that the SAIF assessment be equalizedhvetBIF assessment schedule, effective OctobE996, SAIF-insured institutions will
continue to be subject to a FICO assessment asili o this continuing obligation. Although theglslation also now requires assessments to
be made on BIF-assessable deposits for this purpéisetive January 1, 1997, that assessment wilihited to 20% of the rate imposed on
SAIF assessable deposits until the earlier of Déegr@l, 1999 or when no savings association cosdinal exist, thereby imposing a greater
burden on SAIF member institutions such as FirsieFa. Thereafter, however, assessments on BIF-memstitutions will be made on the
same basis as SAIF-member institutions. The ratés established by the FDIC to implement this irequent for all FDIC-insured

institutions is uncertain at this time, but arei@pated to be about a 6.5 basis points assessne®AIF deposits and 1.5 basis points on BIF
deposits until BIF insured institutions particip&tdly in the assessment.

Regulatory Capital Requirements. Federally instireghcial institutions, such as First Federal ardBity, 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 any institution that fails to meet its ¢alpiequirements. This action to restrict the atiés of an "undercapitalized

institution" (generally defined to be one with I¢san either a 4% core capital ratio, a 4% Tieisked-based capital ratio or an 8% risk-based
capital ratio). Any such institution must submitapital restoration plan and until such plan israped by the OTS may not increase its
assets, acquire another institution, establistaadir or engage in any new activities, and genenadly not make capital distributions. The
primary federal regulator is authorized to impdse additional restrictions that are applicableigmi§icantly undercapitalized institutions. As

a condition to the approval of the capital resioraplan, any company controlling an undercapitiistitution must agree that it will enter
into a limited capital maintenance guarantee wagpect to the institution's achievement of its tedypéquirements.

Any FDIC-insured institution that fails to complyittvits capital plan or is "significantly underctadized" (i.e., Tier 1 risk-based or core
capital ratios of less than 3% or a risk-basedtahpitio of less than 6%) must be made subjeonwor more of additional specified actions
and operating restrictions which may cover all aspef its operations and include a forced mergercquisition of the institution. An
institution that becomes "critically undercapitali’ (i.e., a tangible capital ratio of 2% or leiss$ubject to further mandatory restrictions on
its activities in addition to those applicable tgnéficantly undercapitalized associations. In diddi, the institution's primary federal regulator
must appoint a receiver (or conservator with thecocorence of the FDIC) for the institution, withriaén limited exceptions, within 90 days
after it becomes critically undercapitalized. Amydercapitalized institution is also subject to glemeral enforcement authority of its primary
federal regulator and the FDIC, including the appuoient of a conservator or a receiver.

An institution's primary federal regulator is algenerally authorized to reclassify an institutintoia lower capital category and impose the
restrictions applicable to such category if theiingon is engaged in unsafe or unsound practicés in an unsafe or unsound condition.

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

Limitations on Dividends and Other Capital Disttloms. OTS regulations impose various restrictionsavings associations with respect to
their ability to make distributions of capital, whiinclude dividends, stock redemptions or repwsebacash-out mergers and other
transactions charged to the capital account. G#yesavings associations, such as First Feddrat,liefore and after the proposed distribt
meet their capital requirements, may make capisttidutions during any calendar year equal togtesater of 100% of net income for the
yea-to-date plus 50% of the amount by which the les$éhe association's tangible, core or risk-basgital exceeds its capital requirement
for such capital component, as measured at thebiegj of the calendar year, or 75% of its net inedor the most recent four quarter period.
However, an association deemed to be in need of than normal supervision by the OTS may haveivisiend authority restricted by the
OTS. First Federal may pay dividends in accordavitie this general authority



Savings associations proposing to make any cagigaibution 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."”

The OTS has proposed regulations that would malkaingevisions to the current capital distributi@strictions. Under the proposal a
savings association may make a capital distributiithout notice to the OTS (unless it is a subsid@ a holding company) provided that it
has a CAMEL 1 or 2 rating, is not of supervisoryweern, and would remain adequately capitalizedlédimed in the OTS prompt corrective
action regulations) following the proposed disttibo. Savings associations that would remain adedyiaapitalized following the proposed
distribution but do not meet the other noted rezaients must notify the OTS 30 days prior to dentpa capital distribution. The OTS stated
it will generally regard as permissible that amoointapital distributions that do not exceed 50%hef institution's excess regulatory capital
plus net income to date during the calendar yeaumder the current rule, the OTS may object taptal distribution if it would constitute i
unsafe or unsound practice. No assurance may ke givto whether or in what form the regulationy bmadopted.

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 haaeytime been sustained by such bank that equedased its undivided profits then on
hand, unless (i) the prior approval of the FRB lxesn obtained and (ii) at least twhrds of the shares of each class of stock out@tgrhave
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 tbitd 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 assoaat$, including First Federal, are required to nzegtialified 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 undetrttednal Revenue Code. Under either test the reduassets primarily consist of residential
housing related loans and investments. At SepteBMet996, First Federal met the test and has alwast the test since its effectiveness.

Any savings association that fails to meet the @34t must convert to a national bank charter, srntegqualifies as a QTL and thereafter
remains a QTL. If an association does not requalifyf converts to a national bank charter, it meistain SAIF-insured until the FDIC

permits it to transfer to the BIF. If such an asataon has not yet requalified or converted to eiamal bank, its new investments and activities
are limited to thos



permissible for both a savings association andiama bank, and it is limited to national bank fiching rights in its home state. In addition,
the association is immediately ineligible to reeeany new FHLB borrowings and is subject to nafitmaak limits for payment of dividends.
If such association has not requalified or conwkttea national bank within three years after #ikife, it must divest of all investments and
cease all activities not permissible for a natidredk. In addition, it must repay promptly any ¢ansling FHLB borrowings, which may res
in prepayment penalties.

Community Reinvestment Act. Under the Communityri®estment 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 reconi@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 rewlseRA regulations and the methodology for deteimgj an institution's compliance with
the CRA. Due to the heightened attention beingrgieethe 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 April 1995 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. Certain transactions with directorgicefs or controlling persons are also
subject to conflict of interest regulations. Theseflict of interest regulations and other statutis® impose restrictions on loans to such
persons and their related interests. Among othiegsh such loans must be made on terms substaritiglisame as for loans to unaffiliated
individuals. At September 30, 1996, First Fedenal Security were in compliance with the above retsbns.

Bank Holding Company Regulation

General. Bank holding companies such as First Mahaee subject to comprehensive regulation by &B Bnder the BHCA and the
regulations of the FRB. As a bank holding compadigst Midwest will be required to file reports withe FRB and such additional
information as the FRB may require, and will bejeabto regular inspections by the FRB. The FRB &las extensive enforcement authority
over bank holding companies, including, among othigs, the ability to assess civil money pensltte issue cease and desist or removal
orders and to require that a holding company disebsidiaries (including its bank subsidiaries)gémeral, enforcement actions may be
initiated for violations of law and regulations amasafe or unsound practic



Under FRB policy, a bank holding company must sawa source of strength for its subsidiary bauksler this policy the FRB may requi
and has required in the past, a holding compampmdribute additional capital to an undercapitalizebsidiary bank.

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

(i) acquiring, directly or indirectly, ownership oontrol of any voting shares of another bank erkdaolding company if, after such
acquisition, it would own or control more than 5¥%sach shares (unless it already owns or contha@siajority of such shares); (ii) acquiring
all or substantially all of the assets of anothemkor 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 nieiak 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 id&atibs 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), mayéggeompany, finance company, credit card comparigadoring company; performing cert
data processing operations; providing certain itnaesat and financial advice; underwriting and actsgan insurance agent for certain types
of credit-related insurance; leasing property duallgpayout, non-operating basis; real estate asrdgnal 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 affddiy federal legislation.

Interstate Banking and Branching. In 1994, the Ridgeal Interstate Banking and Branching Efficiedwt of 1994 (the "Riegle-Neal Act")
was enacted to ease restrictions on interstateimgrikffective September 29, 1995, the Riegle-Medlallows the FRB to approve an
application of an adequately capitalized and adedyiananaged bank holding company to acquire cbofr@r acquire all or substantially all
of the assets of, a bank located in a state oflaer $uch holding company's home state, withoutrdetgawhether 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. The Riegle-Neal Act also gridkithe FRB from approving an
application if the applicant (and its depositorgtitution affiliates) controls or would control neothan 10% of the insured deposits in the
United States or 30% or more of the deposits irntdhget bank's home state or in any state in wtiietltarget bank maintains a branch. The
Riegle-Neal Act does not affect the authority aftes to limit the percentage of total insured dapds the state which may be held or
controlled by a bank or bank holding company todkient such limitation does not discriminate agagut-of-state banks or bank holding
companies. Individual states may also waive the 3G#-wide concentration limit contained in the Rie-Neal Act.



Additionally, beginning on June 1, 1997, the fetleemking agencies will be authorized to approverstate merger transactions without
regard to whether such transaction is prohibitethieylaw of any state, unless the home state obbttee banks opts out of the Riegle-Neal
Act by adopting a law after the date of enactménihe Riegle-Neal Act and prior to June 1, 1997chhapplies equally to all out-of-state
banks and expressly prohibits merger transactiongving out-of-state banks. A state may also pesuch transactions before such time by
enacting authorizing legislation. Interstate acigjoiss of branches or the establishment of a nemdin will be permitted only if the law of tl
state in which the branch is located permits sucjuigitions. Interstate mergers and branch acipisitwill also be subject to the nationwide
and statewide insured deposit concentration amalagsribed above. As of September 30, 1996, the Stdowa had not yet authorized, or
elected to opt-out of, the interstate merger pious.

Dividends. The FRB has issued a policy statemerthemayment of cash dividends by bank holding camgs, which expresses the FRB's
view that a bank holding company should pay caslieinds only to the extent that its net incometli@ past year is sufficient to cover both
the cash dividends and a rate of earning reteitianis consistent with the holding company's epieeds, 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 comparesk subsidiary is classified as "undercapitalized.

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

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

Federal Securities Law

The stock of First Midwest is registered with tHeCSunder the Securities Exchange Act of 1934, asnded (the "Exchange Act"). The
Company is subject to the information, proxy sdditton, insider trading restrictions and other iiegments of the SEC under the Exchange
Act.

First Midwest stock held by persons who are affiéa(generally officers, directors and principakckholders) of the Company may not be
resold without registration or unless sold in ademice with certain resale restrictions. If FirstdMest meets specified current public
information requirements, each affiliate of Firsidwest, First Federal and Security is able toisethe public market, without registration, a
limited number of shares in any th-month period



Federal Home Loan Bank System

First Federal is a member of the FHLB of Des Mojwesich is one of 12 regional FHLBs, that administihe home financing credit function
of savings associations. Each FHLB serves as anese central bank for its members within its gasid region. It is funded primarily from
proceeds derived from the sale of consolidatedyatibns of the FHLB System. It makes loans to memifies., advances) in accordance with
policies and procedures established by the boaditettors of the FHLB. These policies and proceduware subject to the regulation and
oversight of the Federal Housing Finance Boardadilances from the FHLB are required to be fullyused by sufficient collateral as
determined by the FHLB. In addition, all long-teativances are required to provide funds for residiembme financing.

As a member, First Federal is required to purclaskemaintain stock in the FHLB of Des Moines. Aptenber 30, 1996, First Federal had
$5.5 million in FHLB stock, which was in complianaéth this requirement. In past years, First Fedeaa received substantial dividends on
its FHLB stock. For the fiscal year ended Septend0erl 996, dividends paid by the FHLB of Des Moite&irst Federal totalled $333,000,
which constitutes a $63,000 increase over the atmfutfividends received in fiscal year 1995. Over past five calendar years such
dividends have averaged 8.0% and were 7.0% fdiirdtehree quarters of the calendar year 1996.

Under federal law the FHLBs are required to providgels for the resolution of troubled savings aigg@ms 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 contribstimve affected adversely the level of FHLB dimidiepaid and could continue to do so
in the future. These contributions could also hawvedverse effect on the value of FHLB stock inftiiere. 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 Bethaxt meet certain definitional tests relatinghte composition of assets and other
conditions prescribed by the Internal Revenue Qdde®86, as amended (the "Code"), are permittegstablish 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 goeheentage of taxable income method (based onraumahalection).

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

The percentage of specially computed taxable inciaeis used to compute a savings bank's badrdsbtve deduction under the percentage
of taxable income method (the "percentage bad distitiction™) 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 availalwfithe percentage of taxable income
method permits qualifying savings banks to be teateallower effective federal income tax rate ttieat applicable to corporations generally
(approximately 31.3% assuming the maximum perceniagl debt deductior



Under the percentage of taxable income methodyéheentage 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 egpee method or (ii) the amount which when addethé¢ bad debt deduction for "non-
qualifying loans" equals the amount by which 12%hef amount comprising savings accounts at yeaegoeeds the sum of surplus,
undivided profits and reserves at the beginninthefyear.

In August 1996, legislation was enacted that reptied above-described reserve method of accoufitiolyding 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, caito use the experience method. As a result, Fédéral must recapture that portion of the
reserve that exceeds the amount that could havethken under the experience method for post-188ydars. At September 30, 1996, First
Federal's post-1987 excess reserves amounted toxapptely $1.9 million. The recapture will occwrey a six-year period, the
commencement of which will be delayed until thetfiaxable year beginning after December 31, 198&ided the institution meets certain
residential lending requirements. The legislatizo aequires thrift institutions to account for bdebts for federal income tax purposes on the
same basis as commercial banks for tax years hegiafter December 31, 1995.

In addition to the regular income tax, corporatiansluding savings banks such as First Federalegdly 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 corporatiegualar income tax and net operating losses caebffo more than 90% of alternative
minimum taxable income. For taxable years beginaiitgr 1986 and before 1996, corporations, inclgdiavings banks such as First Federal,
are also subject to an environmental tax equalt@% of the excess of alternative minimum taxabt®me for the taxable year (determined
without regard to net operating losses and the cemufor the environmental tax) over $2.0 million.

To the extent earnings appropriated to a savingk'd®ad debt reserves for "qualifying real prop&ans" and deducted for federal income
tax purposes exceed the allowable amount of sisgrves computed under the experience method ahe &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 (includiigtributions on redemption, dissolution or liquida) or for any other purpose (except to
absorb bad debt losses). As of September 30, F@ Federal's Excess for tax purposes totallguicgimately $8.1 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 consolidatedgare required by applicable Treasury
regulations to reduce their taxable income for pags of computing the percentage bad debt deductidosses attributable to activities of
the noi-savings bank members of the consolidated groupatieafiunctionally related to the activities of a&vings bank membe



First Midwest and its consolidated subsidiariesehawt been audited by the IRS within the past &arg. 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, pgl&ation of a minimum tax provision. Taxable ine® under the franchise tax is generally
similar to taxable income under the federal corfmiacome tax, except that, under the lowa frarctdg, no deduction is allowed for lowa
franchise tax payments and taxable income inclidesest on state and municipal obligations. Irgeom U.S. obligations is taxable under
lowa franchise tax and under the federal corpdreteme tax.

Taxable income under the lowa corporate incomestgenerally similar to taxable income under thaefal corporate income tax, except t
under the lowa tax, no deduction is allowed fordanwcome tax payments; interest from state and cipadiobligations 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% & 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 fiseome-factor formula consisting of
gross receipts only.

South Dakota Taxation. First Federal files a Sdkota 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&%s. 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 onais bf actual charge-offs, income from
municipal obligations exempt from federal taxesiacduded in the franchise taxable income, andeliea deduction allowed for federal
income taxes accrued for the fiscal year. The taxmcome for South Dakota franchise tax purposegpportioned 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 theeStaDelaware. 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 dipas principally from other commercial banks, is@¢ banks, credit unions and brokerage
houses located in the same communities. The Compampetes for these deposits by offering a vanétyeposit accounts at competitive
rates, convenient business hours, and convenianthirocations with interbranch deposit and withgtgprivileges at each.

The Company serves Adair, Buena Vista, Calhounh@tida, Pocahontas, Polk and Sac counties i lawd Brookings County in South
Dakota. There are 29 commercial banks, two sawaggs, other than First Federal, and one crediruwhich compete for deposits and
loans in the First Federal's primary market areaoirthwest lowa and five commercial banks and @wings bank, other than First Federal,
which compete for deposits and loans in First Fatdemarket area in South Dakota. In addition,afse eight commercial banks in Secur
primary market area in west central lowa. Firstdtatirecently entered the Des Moines, lowa maried as a result of the acquisition of Ic
Savings and competes for deposits and loans witlenous financial institutions located throughowt thetropolitan area.

Employees

At September 30, 1996, the Company and its submdihad a total of 106 employees, including 12-fiare employees. The Company's
employees are not represented by any collectivgaidng group. Management considers its employetioas to be good.

Executive Officers of the Company Who Are Not Diretors

The following information as to the business exgrace 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 understgadietween such persons named
and any persons pursuant to which such officere welected.

Fred A. Stevens - Mr. Stevens, age 49, serves@sRfiesident, Secretary and Chief Operating Offi€éiirst Midwest and Executive Vice
President, Secretary, Chief Operating Officer angsTOfficer of First Federal. Mr. Stevens is priityaresponsible for the daily operation of
First Midwest and First Federal, including lendidgposit and trust operations, branch adminismagod human resources and compliance.
Mr. Stevens joined First Federal in 1974 as a laffiner, was elected Vice President in 1982,



Senior Vice President in 1986. He was elected Biex¥ice President and Chief Operating OfficedBB9, Corporate Secretary in 1990,
Trust Officer in 1992. In addition, Mr. Stevens\es as a director and Vice President and Secretdfiyst Services Financial Limited and a
Brookings Service Corporation director. Mr. Stevena former President of the Storm Lake Chamb&amhmerce and the Storm Lake
Rotary Club. Mr. Stevens received his Bachelor@éfce degree from Westmar College, Le Mars, lowa.

Donald J. Winchell - Mr. Winchell, age 44, servesvéce President, Treasurer and Chief Financiailc@ffof First Midwest and Senior Vice
President, Treasurer and Chief Financial OfficefFioét Federal, responsible for the formulation angdlementation of policies and objectives
for First Federal's finance, accounting and auditfions. His duties include financial planningeiest rate risk management, accounting,
investments, financial policy development and caamgle, budgeting, asset/liability management, ingtecontrols, and data processing
systems and procedures. Mr. Winchell also servéiseaSecretary and Treasurer of Brookings Servimp@ation. Mr. Winchell joined First
Federal in 1989 as Vice President and Chief Firsu@fficer, was appointed Treasurer in 1990, ami@é/ice President in 1992. Prior to
joining First Federal, Mr. Winchell served as Seni@e President and Chief Financial Officer of Migst Federal Savings and Lc
Association of Nebraska City, Nebraska since 18&1 Winchell received a Bachelor of Science degmee a Bachelor of Business
Administration degree from Washburn University, €kp, Kansas. Mr. Winchell is a certified public @aeotant.

Item 2. Description of Property

The Company conducts its business at its maineo#fizd branch office in Storm Lake, lowa, and nitieeplocations in its primary market
area in lowa. The Company also operates two offit@ookings, South Dakota, through the CompaBy&okings Federal Bank division of
the Bank.

The Company owns all of its offices, except for tinanch office located at Storm Lake Plaza, Stoakel, lowa as to which the land is leas
The total net book value of the Company's premasesequipment (including land, building and leasglimprovements and furniture,
fixtures and equipment) at September 30, 1996 \Ba& iillion. See Note 7 of Notes to ConsolidatetkRicial Statements in the Annual
Report.

The Company believes that its current facilities @adequate to meet the present and foreseeablg ol Company and the Bank. During
fiscal 1996, the Company completed a major remadedf its main office building at an approximatéataost of $800,000, which includes
the cost of construction, furniture and equipmémiNovember 1996, the Company purchased an exibtiflding located in West Des
Moines, lowa which is currently being remodeledobdgompletion of remodeling, anticipated for edr®97, the facility will open as an
additional office of the lowa Savings Bank DivisiohFirst Federal.

The Bank maintains an on-line data base with aicehureau, whose primary business is providindy Secvices to financial institutions. The
net book value of the data processing and comeagipment utilized by the Company at Septembefl 896 was approximately $306,0(



Item 3. Legal Proceedings

The Company is involved as plaintiff or defendantarious legal actions arising in the normal cewsits business. While the ultimate
outcome of these proceedings cannot be predictédoeitainty, it is the opinion of management, afensultation with counsel representing
Company in the proceedings, that the resolutiaim@$e 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 hadénrough the solicitation of proxies or othemyiduring the quarter ended Septembe
1996.

PART II
Item 5. Market for Common Equity and Related Stocklolder Matters
Page 56 of the attached 1996 Annual Report to &tddkrs is herein incorporated by reference.
Item 6. Management's Discussion and Analysis or Rteof Operation
Pages 19 through 28 of the attached 1996 AnnuabfRepStockholders are herein incorporated byresfee.
Item 7. Financial Statements

The following information appearing in the Companéhnual Report to Stockholders for the year eréiggtember 30, 1996, is incorporated
by reference in this Annual Report on Form 10-KSEeahibit 13.

Pages on
Annual Report Section Annual Report

Report of Independent Auditors 29
Consolidated Balance Sheets

as of September 30, 1996 and 1995 30
Consolidated Statements of Income for the Years

Ended September 30, 1996, 1995 and 1994 31
Consolidated Statements of Changes in Shareholders' Equity for

Years Ended September 30, 1996, 1995 and 1994 32-33
Consolidated Statements of Cash Flows for the Years

Ended September 30, 1996, 1995 and 1994 34-35
Notes to Consolidated Financial Statements 35-52

With the exception of the aforementioned informatithe Company's Annual Report to Stockholderdteryear ended September 30, 1996,
is not deemed filed as part of this Annual ReparEorm 1(-KSB.



Item 8. 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 accountafitee 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 changadépendent accountants was
recommended by the Audit Committee and subsequapplyoved 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 sdithem to make reference thereto in their regpothe financial statements for such
years. During such same periods, there have beezpootable events (as defined in Regulati-K Item

304(a)(1)(v)) with D&T.

On May 17, 1996, the Company engaged the firm ofa@; Chizek, & Company LLP as independent certifiedountants for the fiscal year
ending September 30, 1996.

PART Il
Item 9. Directors, Executive Officers, Promoters ad Control Persons; Compliance With Section 16(a) ahe Exchange Act
Directors

Information concerning directors, of the Companintorporated herein by reference from the Compaggfinitive Proxy Statement for the
1997 Annual Meeting of Stockholders, a copy of wahidgll be filed not later than 120 days after these of the fiscal year.

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¢ams 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, 1996, all
Section 16(a) filing requirements applicable tooitiicers, directors and greater than 10 percenefbeial owners were complied with.

Item 10. Executive Compensation

Information concerning executive compensation ¢@iporated herein by reference from the Comparsfisitive Proxy Statement for the
1997 Annual Meeting of Stockholders, a copy of vahidgll be filed not later than 120 days after these of the fiscal yea



Item 11. 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 19%in#al Meeting of Stockholders, a copy of which Wi filed not later than 120 days after
the close of the fiscal year.

Item 12. Certain Relationships and Related Transadns

Information concerning certain relationships amhsactions is incorporated herein by reference tr@rCompany's definitive Proxy
Statement for the 1997 Annual Meeting of Stockhidda copy of which will be filed not later thanQl@ays after the close of the fiscal ye



Item 13. Exhibits and Reports on Form 8-K
(a) Exhibits:

Reference to

Prior Filing
or Exhibit
Regulation Number
S-B Exhibit Attached
Number Docu ment Hereto
2 Plan of acquisition, reorganiz ation
arrangement, liquidation or s UCCESSION...ccceiiriieannne @
3 Articles of Incorporation and Bylaws........ccccoevviinnnne (b)
4 Instruments defining the right s of
security holders, including i ndentures:
Common Stock Certificate... s (b)
9 Voting trust agreement........ s None
10 Material contracts:
1995 Stock Option and Incenti 10.1
1993 Stock Option and Incenti (b)
Recognition and Retention Pla (b)
Supplemental Employees' Inves
= L (@)
Employment Agreements:
James S. Haahr............. (b)
Fred A. SteVeNS............ s (b)
Donald J. Winchell...........—— . . (b)
Steven P. Myers............. L . €)
Executive Officer Compensation Program..........cccuee.. (c)
Executive Officer Incentive St ock Plan........ccccceevee. (c)
for Mergers and Acquisitions.
11 Statement re: computation of p er
share earnings............. (d)
13 Annual Report to Security Hold EFS.iiiiiiiiiee e 13
16 Letter on change in certifying
accountant............eeeee. e None
18 Letter on change in accounting
PriNCIPIES. .ceeeee s None
21 Subsidiaries of Registrant.... L 21
22 Published report regarding mat ters
submitted to vote of security holders.......ccccovvveeens None

23 Consents of Experts and Counse Lo 23



Regulation
S-B Exhibit
Number Docu

24 Power of Attorney.............
27 Financial Data Schedule.......

28 Information from reports furni
state insurance regulatory au

99 Annual Report of former Accoun

(@) Filed as exhibits to the Company's Annual
fiscal year-end September 30, 1994. All
documents are hereby incorporated herein by
Item 601 of Regulation S-B.

(b) Filed as exhibits to the Company's S-1 regi
June 17, 1993, (File No. 33-64654) pur
Securities Act of 1933. All of such previous
incorporated herein by reference in ac
Regulation S-B.

(c) Filed as exhibits to the Company's Annual
fiscal year ended September 30, 1995. All su
are hereby incorporated herein by referenc
of Regulation S-B.

(d) See Note 1 of Notes to Consolidated Financ
Report to Shareholders' attached hereto as E

(b) Reports on Form 8-K:

Reference to
Prior Filing
or Exhibit
Number
Attached
ment Hereto

............................. Not applicable

............................. 27
shed to

thorities. None
tants....coceeeeeieeieeennns 99

Report on Form 10-KSB for the
of such previously filed
reference in accordance with

stration statement filed on
suant to Section 5 of the
ly filed documents are hereby
cordance with Item 601 of

Report on Form 10-KSB for the
ch previously filed documents
e in accordance with ltem 601

ial Statements in the Annual
xhibit 13.

There have been two Current Reports on Form 8dd fitithin the three month period ended Septembet 386. A Current Report on Form
8-K was filed on August 27, 1996, containing a predease announcing a cash dividend. A CurrenbiRep Form 8-K was filed on
September 5, 1996, containing a press release aamguthe receipt of regulatory approval to acq@k&B.



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 27, 1996 By: /s/ James S. Haahr

Janes S. Haahr
(Duly Authorized
Representative)

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

By: /sl Janes S. Haahr By: / s/ Jeanne Partl| ow
James S. Haahr Jeanne Partl ow
Chai rman of the Board, President and Director

Chi ef Executive O ficer
(Principal Executive Oficer)

Dat e: Decenber 27, 1996 Dat e: Decenber 27, 1996

By: /s/E. Thurman Gaskill By: / s/ Rodney G Miil enburg
E. Thurman Gaskill Rodney G Muiil enburg
Director Di rector

Dat e: Decenber 27, 1996 Dat e: Decenber 27, 1996

By: /sl J. Tyler Haahr By: /sl E. Wayne Cool ey
J. Tyl er Haahr E. Wayne Cool ey
Di rector Di rector

Dat e: Decenber 27, 1996 Dat e: Decenber 27, 1996

By: /s/ Donald J. W nchell

Donal d J. W nchell

Vice President, Chief Financial Officer and TreasyPrincipal Financial Accounting
Officer)

Date: December 27, 19¢
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Exhibit 10.1
FIRST MIDWEST FINANCIAL, INC.
1995 Stock Option and Incentive Plan

1. Plan Purpose. The purpose of the Plan is to pi®the long-term interests of the Corporation iémdtockholders by providing a means for
attracting and retaining officers and employeethefCorporation and its Affiliates. The Plan issimled to be an incentive stock option plan
within the meaning of Section 422 of the Code haitaill Options granted hereunder are required tmbentive Stock Options.

2. Definitions. The following definitions are apgdble to the Plan:

"Affiliate" -- means any "parent corporation” outssidiary corporation” of the Corporation as suermis are defined in Section 425(e) and
(f), respectively, of the Code.

"Award" -- means the grant by the Committee of mrehtive Stock Option, a Non-Qualified Stock OptiarStock Appreciation Right, a
Limited Stock Appreciation Right, or of Restrict8tbck, or any combination thereof, as providechsPlan.

"Code" -- means the Internal Revenue Code of 188&mended.
"Committee" -- means the Committee referred toent®n 3 hereof.

"Continuous Service" -- shall mean the absencepfigerruption or termination of service as ariaef or employee of the Corporation or an
Affiliate, except that when used with respect tespas granted an Incentive Stock Option meanshiberece of any interruption or terminat

of service as an employee of the Corporation okffiiate. Service shall not be considered intetegin the case of sick leave, military leave
or any other leave of absence approved by the Catipa or in the case of transfers between pajoolitions of the Corporation or between
the Corporation, its parent, its subsidiaries ®siiccessor.

"Corporation" -- means First Midwest Financial, .Jrec Delaware corporation and any successor thereto

"Early Retirement" -- means retirement from empleymwith the Corporation prior to the Participaavimg reached the age of 65; provided
the Participant has maintained Continuous Sendgcatfleast three years.

"Employee" -- means any person, including an offieého is employed by the Corporation or any Aéfié.
"ERISA" -- means the Employee Retirement IncomeucAct of 1974, as amended.

"Exercise Price" -- means (i) in the case of ani@pthe price per Share at which the Shares sutgestich Option may be purchased upon
exercise of such Option and (ii) in the case ofghR the price per Share (other than the Markdu®@er Share on the date of exercise and
the Offer Price per Share as defined in Sectiohet@of) which, upon grant, the Committee determatesd| be utilized in calculating the
aggregate value which a Participant shall be eutiib receive pursuant to Sections 9, 10 or 13dfien@on exercise of such Rig|



"Incentive Stock Option" -- means an option to pnase Shares granted by the Committee pursuanttm®é hereof which is subject to the
limitations and restrictions of Section 8 hereofl @intended to qualify under Section 422 of tlel€

"Limited Stock Appreciation Right" +means a stock appreciation right with respectiar& granted by the Committee pursuant to Seds
and 10 hereof.

"Market Value" --means the average of the high and low quoted pales on the date in question (or, if there iseported sale on such de
on the last preceding date on which any reportedaurred) of a Share on the Composite TapehtoNew York Stock Exchange-Listed
Stocks, or, if on such date the Shares are noequmt the Composite Tape, on the New York StockhEmge, or if the Shares are not liste
admitted to trading on such Exchange, on the aidinited States securities exchange registerddruhe Securities Exchange Act of 1934
(the "Exchange Act") on which the Shares are listeddmitted to trading, or, if the Shares arelist¢d or admitted to trading on any such
exchange, the mean between the closing high bidoandsked quotations with respect to a Share oh date on the Nasdaq Stock Market,
or any similar system then in use, or, if no suaghtgtions are available, the fair market value uchgdate of a Share as the Committee shall
determine.

"Non-Qualified Stock Option" -- means an optiorptachase Shares granted by the Committee pursu&sdtion 6 hereof, which option is
not intended to, or does not, qualify under Sectip@(b) of the Code.

"Normal Retirement" -- means retirement from empieynt with the Corporation after the Participant ffaeeached the age of 65 and (ii)
maintained Continuous Service for at least thregsie

"Option" -- means an Incentive Stock Option, a Ngualified Stock Option or a Reload Option.
"Participant” -- means any officer or employeela Corporation or any Affiliate who is selectedtbg Committee to receive an Award.
"Plan" -- means the 1995 Stock Option and Inceriilan of the Corporation.

"Related" -- means (i) in the case of a Right, ghRivhich is granted in connection with, and to éléent exercisable, in whole or in part, in
lieu of, an Option or another Right and (ii) in ttese of an Option, an Option with respect to wiaict to the extent a Right is exercisable, in
whole or in part, in lieu thereof has been granted.

"Reload Option" -- means an Option to purchase &htirat is granted pursuant to Section 7(h) hereof.

"Restricted Period" -- means the period of timeskeld by the Committee for the purpose of detemgimihen restrictions are in effect under
Section 11 hereof with respect to Restricted Sawerded under the Plan.

"Restricted Stock” -- means Shares which have beatingently awarded to a Participant by the Corteaisubject to the restrictions referred
to in Section 11 hereof, so long as such restristare in effect



"Right" -- means a Limited Stock Appreciation Riginta Stock Appreciation Right.
"Shares" -- means the shares of common stock dEtiporation.

"Stock Appreciation Right" -- means a stock appgan right with respect to Shares granted by tbmfittee pursuant to Sections 6 and 9
hereof.

3. Administration. The Plan shall be administergdailCommittee consisting of two or more memberthefBoard of Directors of the
Corporation, each of whom (i) shall be an outsigleatior as defined under Section 162(m) of the Cattbthe regulations thereunder and (ii)
would not by reason of their service on such Coneaitause any Award to fail to be exempt under R6G(b) of the Exchange Act or any
similar or successor provision. The members ofdbmmittee shall be appointed by the Board of Daescof the Corporation. Except as
limited by the express provisions of the Plan,Gmenmittee shall have sole and complete authoritiydiscretion to (i) select Participants and
grant Awards; (ii) determine the number of Shaoelse subject to types of Awards generally, as aglo individual Awards granted under
the Plan; (iii) determine the terms and conditiapen which Awards shall be granted under the Righprescribe the form and terms of
instruments evidencing such grants; and (v) estalfitom time to time regulations for the administna of the Plan, interpret the Plan, and
make all determinations deemed necessary or adeifaithe administration of the Plan.

A majority of the Committee shall constitute a quar and the acts of a majority of the members pitessteany meeting at which a quorum is
present, or acts approved in writing by a majooitghe Committee without a meeting, shall be aéthe Committee.

4. Participation. The Committee may select frometitm time Participants in the Plan from those efficand employees of the Corporation or
its Affiliates who, in the opinion of the Committdgave the capacity for contributing to the sucttdgrerformance of the Corporation or its
Affiliates.

5. Shares Subject to Plan. Subject to adjustmethidpperation of

Section 12 hereof, the maximum number of shards rggpect to which Awards may be made under the iRl478,802 shares.
Notwithstanding the foregoing, no individual sHa#l granted awards in any calendar year with regpeunbre than 25% of the total sha
subject to the Plan. The Shares with respect tatwAivards may be made under the Plan may be aithtborized and unissued shares or
previously issued shares reacquired and held asurg shares. Shares which are subject to RelatgdsRand Related Options shall be
counted only once in determining whether the maxmmumber of Shares with respect to which Awards bwygranted under the Plan has
been exceeded. An Award shall not be considerbdvte been made under the Plan with respect to atiprOor Right which terminates or
with respect to Restricted Stock which is forfejtadd new Awards may be granted under the Planrestpbect to the number of Shares as to
which such termination or forfeiture has occurred.

6. General Terms and Conditions of Options and Rigrhe Committee shall have full and complete auwityrand discretion, except as
expressly limited by the Plan, to grant Options/an®ights and to provide the terms and conditigvisich need not be identical among
Participants) thereof. In particular, the Committéell prescribe the following terms and conditions

(i) the Exercise Price of any Option or Right, whihall not be less than the Market Value per Saatiee date of grant of such Option or
Right, (i) the



number of Shares subject to, and the expiratioa diatany Option or Right, which expiration datalshot exceed ten years from the date of
grant, (iii) the manner, time and rate (cumulativetherwise) of exercise of such Option or Rigimti (iv) the restrictions, if any, to be plac
upon such Option or Right or upon Shares which beaissued upon exercise of such Option or Right. Chmmittee may, as a condition of
granting any Option or Right, require that a Pgtint agree not to thereafter exercise one or @@t@ns or Rights previously granted to
such Participant.

7. Exercise of Options or Rights.

(a) An Option or Right granted under the Plan shaléxercisable during the lifetime of the Paracipto whom such Option or Right was
granted only by such Participant, and except agiged in paragraphs (c),

(d), (e) (f) and (h) of this Section 7, no such i@ptor Right may be exercised unless at the tinoh Rarticipant exercises such Option or
Right, such Participant has maintained Continucrsi€e since the date of grant of such Option ghRiCash settlements of Rights may be
made only in accordance with any applicable re#tris pursuant to Rule 16b-3(e) under the Exchawger any similar or successor
provision.

(b) To exercise an Option or Right under the Pla Participant to whom such Option or Right waanged shall give written notice to the
Corporation in form satisfactory to the Committaad, if partial exercises have been permitted byGbmmittee, by specifying the numbe
Shares with respect to which such Participant glieceéxercise such Option or Right) together withgayment of the Exercise Price, if any
and to the extent required. The date of exercia#t bh the date on which such notice is receivethbyCorporation. Payment, if any is
required, shall be made either

() in cash (including check, bank draft or monegler) or (ii) in the case of an Option with respictvhich Reload Options are authorized
pursuant to

Section 7(h) hereof (or, in the case of any othetid, if permitted by the Committee), by delivegi(A) Shares already owned by the
Participant and having a fair market value equahé&applicable exercise price, such fair mark&ievéo be determined in such appropriate
manner as may be provided by the Committee or gstmaequired in order to comply with or to confamrequirements of any applicable
laws or regulations, or (B) a combination of castl auch Shares.

(c) If a Participant to whom an Option or Right vgaanted shall cease to maintain Continuous Sefaicany reason (including Early
Retirement, but excluding Normal Retirement, dikgbfwithin the meaning of

Section 22(e)-3 of the Code), death and terminadfa@mployment by the Corporation or any Affilidte cause), such Participant may, but
only within the period of three months immediatelicceeding such cessation of Continuous Servicénamal event after the expiration date
of such Option or Right, exercise such Option atRto the extent that such Participant was edttibeexercise such Option or Right at the
date of such cessation, provided, however, thdt sgbt of exercise after cessation of Continuoess/iBe shall not be available to a
Participant if the Committee otherwise determinas so provides in the applicable instrument orimaents evidencing the grant of such
Option or Right. If the Continuous Service of atRgsant to whom an Option or Right was grantedhsy Corporation is terminated for cat
all rights under any Option or Right of such Paptmt shall expire immediately upon the givinghe Participant of notice of such
termination.



(d) If a Participant to whom an Option or Right veggianted shall cease to maintain Continuous Sedueeto Normal Retirement, such
Participant may, but only within the period of oyear immediately succeeding such cessation of Goaitis Service and in no event after the
expiration date of such Option or Right, exercisehsOption or Right to the extent that such Paréint was entitled to exercise such Optia
Right at the date of such cessation, provided, kewehat such right of exercise after cessatio@aftinuous Service shall not be availabl

a Participant if the Committee otherwise determanas so provides in the applicable instrument striments evidencing the grant of such
Option or Right.

(e) In the event of the disability of a Participaritile in the Continuous Service of the Corporatioran Affiliate or within the three month
period referred to in paragraph (c) of this Secfipsuch Participant may, but only within the pdrad one year immediately succeeding such
cessation of Continuous Service and in no eveat #fe expiration date of such Option or Right,reise such Option or Right to the extent
that such Participant was entitled to exercise €jotion or Right at the date of such cessationyigeal, however, that such right of exercise
after cessation of Continuous Service shall naalable to a Participant if the Committee otherwviletermines and so provides in the
applicable instrument or instruments evidencinggtant of such Option or Right.

(f) In the event of the death of a Participant wtiil the Continuous Service of the CorporationroA€iliate or within the three month period
referred to in paragraph (c) or the one year perieterred to in paragraphs (d) and (e) of thidi8ed, the person to whom any Option or
Right held by the Participant at the time of higttles transferred by will or the laws of descamd distribution or in the case of an Award
other than an Incentive Stock Option, pursuantdoalified domestic relations order, as defineths Code or Title | of ERISA or the rules
thereunder may, but only to the extent such Pagittiwas entitled to exercise such Option or Rigimediately prior to his death, exercise
such Option or Right at any time within a periodwb years succeeding the date of death of sudicipant, but in no event later than ten
years from the date of grant of such Option or Rigbllowing the death of any Participant to whomG@ption was granted under the PI
irrespective of whether any Related Right shallhagen granted to the Participant or whether theopeentitled to exercise such Related
Right desires to do so, the Committee may, astamaltive means of settlement of such Option, étepay to the person to whom such
Option is transferred by will or by the laws of dest and distribution or in the case of an Optitrenthan an Incentive Stock Option,
pursuant to a qualified domestic relations ordemefined in the Code or Title | of ERISA or théesithereunder, the amount by which the
Market Value per Share on the date of exerciseict ©ption shall exceed the Exercise Price of €dtion, multiplied by the number of
shares with respect to which such Option is prgpexkrcised. Any such settlement of an Option dhakkonsidered an exercise of such
Option for all purposes of the Plan.

(9) Notwithstanding the provisions of subparagrafashrough (f) above, the Committee may, in @kegliscretion, establish different terms
and conditions pertaining to the effect of termiorato the extent permitted by applicable federal atate law



(h) Concurrently with the grant of any Option (dnterlying Option"), the Committee may authorizddae Options permitting the grantee
of the Underlying Option to purchase for cash, 8sar a combination thereof, an aggregate numb8hafes not greater than the sum of (i)
the number of Mature Shares (as defined hereinfalsed in exercises of the Underlying Option and

(i) to the extent authorized by the Committee, nhenber of Mature Shares used to satisfy any téxhelding requirement incident to
exercises of the Underlying Option. The grant afreReload Option so authorized by the Committed braome effective upon the exercise
(a "Stock Exercise") of all or part of the UndenlgiOption through the use of Shares held by thoge for at least 12 months prior to such
exercise ("Mature Shares"), provided, however, tlmalReload Option shall first become effective rafie optionee has ceased to maintain
Continuous Service. Reload Options may be authorizith respect to Options that are themselves grhas Reload Options if so authorized
by the Committee. Upon each Stock Exercise of atedging Option, the Exercise Price of the resigltiteload Option, the number of She
covered thereby, and, in the discretion of the Catemand subject to the limitations and restritsiof Section 8 hereof, the determination
that the Reload Option is intended to qualify asreentive Stock Option, shall be evidenced throaglagreement or other instrument
evidencing the Reload Option. The Exercise Price BEload Option shall be the Market Value per Soarthe date the grant of the Reload
Option becomes effective. Each Reload Option siedbme fully exercisable six months from its effextdate. The term of each Reload
Option shall be equal to the remaining term oflimelerlying Option.

8. Incentive Stock Options. Any provision of thato the contrary notwithstanding, (i) no Inceetitock Option shall be granted more than
ten years from the date the Plan is adopted bBttzed of Directors of the Corporation and no InagnStock Option shall be exercisable
more than ten years from the date such Incentivek3Dption is granted, (ii) the Exercise Price 0y éncentive Stock Option shall not be less
than the Market Value per Share on the date summtive Stock Option is granted, (iii) any Incenti8tock Option shall not be transferable
by the Participant to whom such Incentive Stocki@pis granted other than by will or the laws ofdent and distribution and shall be
exercisable during such Participant's lifetime dmjysuch Participant, (iv) no Incentive Stock Opt&hall be granted to any individual who
the time such Incentive Stock Option is grantedp®atock possessing more than 10% of the total mwdlvoting power of all classes of
stock of the Corporation or any Affiliate unlessg txercise Price of such Incentive Stock Optiasit ileast 110% of the Market Value per
Share at the date of grant and such Incentive SBmtion is not exercisable after the expiratioffié years from the date such Incentive
Stock Option is granted, and (v) the aggregate Blavlalue (determined as of the time any IncentitaelS Option is granted) of the Shares
with respect to which Incentive Stock Options atereisable for the first time by a Participant myaalendar year shall not exceed $100,000.
To the extent that the Option, or portion thereloies not qualify as an Incentive Stock Option foy eeason, such Option (or portion thereof)
shall become a Non-Qualified Stock Option underRlzn.

9. Stock Appreciation Rights. A Stock AppreciatiRight shall, upon its exercise, entitle the Pgpticit to whom such Stock Appreciation
Right was granted to receive a number of Sharessit or combination thereof, as the Committeesidigcretion shall determine, the
aggregate value of which (i.e., the sum of the amoticash and/or Market Value of such Shares oa ofaexercise) shall equal (as nearly as
possible, it being understood that the Corporagimail not issue any fractional shares) the amoynthich the Market Value per Share on the
date of such exercise shall exceed the Exe



Price of such Stock Appreciation Right, multiplieg the number of Shares with respect of which sttdtk Appreciation Right shall have
been exercised. A Stock Appreciation Right may bifed to an Option or may be granted independentiyly Option as the Committee
shall from time to time in each case determinethattime of grant of an Option the Committee sHatermine whether and to what extent a
Related Stock Appreciation Right shall be grantéti wespect thereto; provided, however, and nostéthding any other provision of the
Plan, that if the Related Option is an Incentivec&tOption, the Related Stock Appreciation Righalksatisfy all the restrictions and
limitations of Section 8 hereof as if such Rela&dck Appreciation Right were an Incentive Stocki@pand as if other rights which are
Related to Incentive Stock Options were Incentiiees Options. In the case of a Related Option, Related Option shall cease to be
exercisable to the extent of the Shares with régpaghich the Related Stock Appreciation Right waercised. Upon the exercise or
termination of a Related Option, any Related Stpgreciation Right shall terminate to the extenthef Shares with respect to which the
Related Option was exercised or terminated.

10. Limited Stock Appreciation Rights. At the tirmegrant of an Option or Stock Appreciation Rightainy Participant, the Committee shall
have full and complete authority and discretiomatsgrant to such Participant a Limited Stock Agmation Right which is related to such
Option or Stock Appreciation Right; provided, howevand notwithstanding any other provision of Btk@n, that if the Related Option is an
Incentive Stock Option, the Related Limited Stogkpfeciation Right shall satisfy all the restricsoend limitations of Section 8 hereof as if
such Related Limited Stock Appreciation Right wanelncentive Stock Option and as if all other Rigivhich are Related to Incentive Stock
Options were Incentive Stock Options. Notwithstaigdany other provision of the Plan, a Limited Stéglpreciation Right shall be
exercisable only during the period beginning onfitet day following the date of expiration of at@ffer" (as such term is hereinafter
defined) and ending on the forty-fifth day followisuch date.

A Limited Stock Appreciation Right shall, upon é@sercise, entitle the Participant to whom such téehiStock Appreciation Right was
granted to receive an amount of cash equal tortteuat by which the "Offer Price per Share" (as sieeh is hereinafter defined) or the
Market Value on the date of such exercise, as blakk been provided by the Committee in its digmnedt the time of grant, shall exceed the
Exercise Price of such Limited Stock Appreciatiagh®, multiplied by the number of Shares with redpge which such Limited Stock
Appreciation Right shall have been exercised. Upperexercise of a Limited Stock Appreciation Riginty Related Option and/or Related
Stock Appreciation Right shall cease to be exebbésto the extent of the Shares with respect tawkuch Limited Stock Appreciation Right
was exercised. Upon the exercise or terminaticam Rélated Option or Related Stock Appreciation Righy Related Limited Stock
Appreciation Right shall terminate to the extenthaf Shares with respect to which such Relatedo@mtir Related Stock Appreciation Right
was exercised or terminated.

For the purposes of this Section 10, the term "Ofhall mean any tender offer or exchange offeiSloares other than one made by the
Corporation, provided that the corporation, personther entity making the offer acquires pursuarguch Offer either (i) 25% of the Shares
outstanding immediately prior to the commencemésuch Offer or (ii) a number of shares which, tbge with all other shares acquired in
any tender offer or exchange offer (other thanmaée by the Corporation) which expired within siggys of the expiration date of the offer
in question, equals 25% of the She



outstanding immediately prior to the commenceméti® offer in question. The term "Offer Price |sdrare” as used in this Section 10 shall
mean the highest price per Share paid in any @fféch Offer is in effect any time during the peribelginning on the sixtieth day prior to the
date on which a Limited Stock Appreciation Righeigrcised and ending on the date on which suclitédhStock Appreciation Right is
exercised. Any securities or property which ard paall of the consideration paid for Shares ia @ffer shall be valued in determining the
Offer Price per Share at the higher of (i) the atibn placed on such securities or property byctivporation, person or other entity making
such Offer or (ii) the valuation placed on suchusities or property by the Committee.

11. Terms and Conditions of Restricted Stock. Thm@ittee shall have full and complete authoritypjeat to the limitations of the Plan, to
grant awards of Restricted Stock and, in additeothe terms and conditions contained in paragréhthrough (f) of this Section 11, to
provide such other terms and conditions (which mesicbe identical among Participants) in respecugh Awards, and the vesting thereo
the Committee shall determine and provide in thre@ment referred to in paragraph (d) of this

Section 11.

(a) At the time of an award of Restricted Stoclk, @ommittee shall establish for each ParticipaRéestricted Period during which or at the
expiration of which, as the Committee shall deteerand provide in the agreement referred to ingraphn (d) of this Section 11, the shares
awarded as Restricted Stock shall vest, and sutgeaty such other terms and conditions as the Gtigarshall provide shares of Restricted
Stock may not be sold, assigned, transferred, pl#dg otherwise encumbered by the Participant,gashereinafter provided, during the
Restricted Period. Except for such restrictionsl sumbject to paragraphs (c), (d) and (e) of thitiSe 11 and

Section 12 hereof, the Participant as owner of shieties shall have all the rights of a stockhaiuguding but not limited to the right to
receive all dividends paid on such shares andigfin¢ to vote such shares. The Committee shall tla@uthority, in its discretion, to
accelerate the time at which any or all of therietstns shall lapse with respect to any shareRadtricted Stock prior to the expiration of the
Restricted Period with respect thereto, or to reenavy or all of such restrictions, whenever it rdajermine that such action is appropriati
reason of changes in applicable tax or other lawteer changes in circumstances occurring afeecdmmencement of such Restricted
Period.

(b) Except as provided in Section 14 hereof, ibatiBipant ceases to maintain Continuous Servicarig reason other than death, total or
partial disability or Normal or Early Retirementless the Committee shall otherwise determine aodge in the agreement referred to in
paragraph (d) of this Section 11, all shares otiésd Stock awarded to such Participant and whicthe time of such termination of
Continuous Service are subject to the restrictiommosed by paragraph (a) of this Section 11 sh@dhusuch termination of Continuous
Service be forfeited and returned to the Corponatignless the Committee shall otherwise determirtepovide in the agreement referred to
in paragraph (d) of this Section 11, if a Participeeases to maintain Continuous Service by reakdeath, total or partial disability or
Normal or Early Retirement, such portion of suchrsls of Restricted Stock awarded to such Partitiphith at the time of such terminati

of Continuous Service are subject to the restmgtionposed by paragraph (a) of this Section 1hak lse equal to the portion of the
Restricted Period with respect to such shares wdtielfl have elapsed at the time of such terminaifd@ontinuous Service, shall be free of
restrictions and shall not be forfeite



(c) Each certificate in respect of shares of Retsti Stock awarded under the Plan shall be regi$iarthe name of the Participant and
deposited by the Participant, together with a sfmmker endorsed in blank, with the Corporation sinall bear the following (or a similar)
legend:

"The transferability of this certificate and theasds of stock represented hereby are subject tethes and conditions (including forfeiture)
contained in the 1995 Stock Option and IncentianPRif First Midwest Financial, Inc. and an Agreetremtered into between the registered
owner and First Midwest Financial, Inc. Copies wéls Plan and Agreement are on file in the officethe Secretary of First Midwest
Financial, Inc., Fifth at Erie, Storm Lake, lowa588."

(d) At the time of an award of shares of Restrickalk, the Participant shall enter into an Agresimgth the Corporation in a form specifi
by the Committee, agreeing to the terms and canditof the award and such other matters as the @teershall in its sole discretion
determine.

(e) At the time of an award of shares of Restri@aatk, the Committee may, in its discretion, deiee that the payment to the Participant of
dividends declared or paid on such shares, orafmmkportion thereof, by the Corporation shalldeferred until the earlier to occur of (i) the
lapsing of the restrictions imposed under paragfaplbf this Section 11 or (ii) the forfeiture afch shares under paragraph (b) of this Ses
11, and shall be held by the Corporation for theaat of the Participant until such time. In theetof such deferral, there shall be credited
at the end of each year (or portion thereof) irgeom the amount of the account at the beginninpefear at a rate per annum as the
Committee, in its discretion, may determine. Paynoénleferred dividends, together with interestraed thereon as aforesaid, shall be made
upon the earlier to occur of the events specified i

() and (ii) of the immediately preceding sentence.

(f) At the expiration of the restrictions imposeg fmaragraph

(a) of this Section 11, the Corporation shall ragglto the Participant (or where the relevant Bimn of paragraph (b) of this Section 11
applies in the case of a deceased Participants tedpl representative, beneficiary or heir) thdificate(s) and stock power deposited with it
pursuant to paragraph

(c) of this Section 11 and the Shares representestich certificate(s) shall be free of the restits referred to in paragraph (a) of this Sec
11.

12. Adjustments Upon Changes in Capitalizatiorthmevent of any change in the outstanding Shatesegjuent to the effective date of the
Plan by reason of any reorganization, recapitatimastock split, stock dividend, combination ockange of shares, merger, consolidation or
any change in the corporate structure or ShardsedEorporation, the maximum aggregate number kss of shares as to which Awards
may be granted under the Plan and the number asd of shares with respect to which Awards have gesnted under the Plan shall be
appropriately adjusted by the Committee, whoserdetation shall be conclusive. Any shares of stockther securities received, as a result
of any of the foregoing, by a Participant with resipto Restricted Stock shall be subject to theesgstrictions and the certificate(s) or other
instruments representing or evidencing such starsscurities shall be legended and depositedtivfCorporation in the manner provided
in Section 11(c) herea



13. Effect of Merger on Options or Rights. In tlase of any merger, consolidation or combinatiothefCorporation (other than a merger,
consolidation or combination in which the Corparatis the continuing corporation and which doesrastilt in the outstanding Shares being
converted into or exchanged for different secwsijt@ash or other property, or any combination tfgrany Participant to whom an Option or
Right has been granted shall have, in additiohéarights of exercise pursuant to Section 7 hetbefright (subject to the provisions of the
Plan and any limitation applicable to such OptiofR@ht), thereafter and during the term of eaathsgDption or Right, to receive upon
exercise of any such Option or Right an amount keipuiie excess of the fair market value on the @ésuch exercise of the securities, cash
or other property, or combination thereof, receigalpon such merger, consolidation or combinatiorespect of a Share over the Exercise
Price of such Right or Option, multiplied by thenmer of Shares with respect to which such OptioRight shall have been exercised. Such
amount may be payable fully in cash, fully in omermre of the kind or kinds of property payablesirth merger, consolidation or
combination, or partly in cash and partly in onermre of such kind or kinds of property, all in tiscretion of the Committee.

14. Effect of Change in Control. Each of the evepiscified in the following clauses (i) through)(of this Section 14 shall be deemed a
"change of control": (i) any third person, includia "group” as defined in Section 13(d)(3) of thelange Act, shall become the beneficial
owner of shares of the Corporation with respeetticch 25% or more of the total number of votestfar election of the Board of Directors of
the Corporation may be cast, (ii) as a result ofn@onnection with, any cash tender offer, me@esther business combination, sale of
assets or contested election, or combination ofdregoing, the persons who were directors of tbegpGration shall cease to constitute a
majority of the Board of Directors of the Corpoast; or (iii) the stockholders of the Corporatiormlslapprove an agreement providing either
for a transaction in which the Corporation will sedo be an independent publidyned corporation or for a sale or other dispositball or
substantially all the assets of the Corporationota change in control, unless the Committee $faaé otherwise provided in the agreement
referred to in paragraph (d) of Section 11 herany, Restricted Period with respect to RestrictetiSawarded to such Participant shall lapse
and all Shares awarded as Restricted Stock shadhie fully vested in the Participant to whom sublar®s were awarded. If a tender offer or
exchange offer for Shares (other than such an bffeéne Corporation) is commenced, or if the espacified in clause (iii) above shall occ
unless the Committee shall have otherwise provideke instrument evidencing the grant of an Optioistock Appreciation Right, all
Options and Stock Appreciation Rights granted astdully exercisable shall become exercisable ihdfpon the happening of such event;
provided, however, that no Option or Stock ApprecraRight which has previously been exercisedtbemwise terminated shall become
exercisable.

15. Assignments and Transfers. No Award nor arlytiog interest of a Participant under the Planniy imastrument evidencing any Award
under the Plan may be assigned, encumbered ofdregtsexcept, in the event of the death of a Eigeit, by will or the laws of descent and
distribution, or in the case of Awards other thacentive Stock Options pursuant to a qualified detimerelations order, as defined in the
Code or Title | of ERISA or the rules thereunc



16. Employee Rights Under the Plan. No officermpboyee shall have a right to be selected as éclpantt nor, having been so selected, to
be selected again as a Participant and no offeployee or other person shall have any claimght tio be granted an Award under the Plan
or under any other incentive or similar plan of @@rporation or any Affiliate. Neither the Plan ramy action taken thereunder shall be
construed as giving any employee any right to keimed in the employ of the Corporation or any Kdfe.

17. Delivery and Registration of Stock. The Corpiorgs obligation to deliver Shares with respecatocAward shall, if the Committee so
requests, be conditioned upon the receipt of eesgprtation as to the investment intention of théidaant to whom such Shares are to be
delivered, in such form as the Committee shallmeitee to be necessary or advisable to comply vighprovisions of the Securities Act of
1933 or any other federal, state or local secgritigislation. It may be provided that any représton requirement shall become inoperative
upon a registration of the Shares or other actiiomrating the necessity of such representatioreustich Securities Act or other securities
legislation. The Corporation shall not be requitedeliver any Shares under the Plan prior tch@ddmission of such shares to listing on any
stock exchange on which Shares may then be liatedi(ii) the completion of such registration orestiqualification of such Shares under any
state or federal law, rule or regulation, as themiitee shall determine to be necessary or addsabl

This Plan is intended to comply with Rule 16b-3 einthe Exchange Act. Any provision of the Plan wahiEinconsistent with said Rule shall,
to the extent of such inconsistency, be inoperative: shall not affect the validity of the remainprgvisions of the Plan.

18. Withholding Tax. Upon the termination of thesRited Period with respect to any shares of Rastt Stock (or at any such earlier time,
if any, that an election is made by the Participarter Section 83(b) of the Code, or any succqssmision thereto, to include the value of
such shares in taxable income), the Corporatiol lsaae the right to require the Participant orestperson receiving such shares to pay the
Corporation the amount of any taxes which the Catian is required to withhold with respect to stiares, or, in lieu thereof, to retain or
sell without notice, a sufficient number of shahne&d by it to cover the amount required to be weldhThe Corporation shall have the right to
deduct from all dividends paid with respect to slsavf Restricted Stock the amount of any taxeshwthie Corporation is required to withhe
with respect to such dividend payments.

The Corporation shall have the right to deduct falh@mounts paid in cash with respect to the @geraof a Right under the Plan any taxes
required by law to be withheld with respect to saabh payments. Where a Participant or other passemtitled to receive Shares pursuant to
the exercise of an Option or Right pursuant toRlan, the Corporation shall have the right to regjttie Participant or such other person to
pay the Corporation the amount of any taxes wHiehQorporation is required to withhold with respecsuch Shares, or, in lieu thereof, to
retain, or sell without notice, a number of suchrsk sufficient to cover the amount required tovlikheld.

19. Amendment or Termination. The Board of Direstof the Corporation may amend, suspend or termith&t Plan or any portion thereof at
any time, but no amendment shall be made withoptaaal of the stockholders of the Corporation wrstiall (i) change the number of she
with respect to which Awards may be made undePihe as set forth in Section 5 hereof (except asgiged in Section 12 hereof) or (ii)
change the Participants eligible to participatéhimPlan; provided, further that no such amendnsispension or termination of the Plan s
be permitted except in accordance with Rule 16{th® Exchange Act or any similar or successor igiou.

20. Effective Date and Term of Plan. The Plan shedlome effective upon its adoption by the BoarBioéctors of the Corporation, subjec
the approval of the Plan by the shareholders oCwporation. It shall continue in effect for anteof ten years unless sooner terminated L
Section 19

hereof.



First Midwest Financial, Inc.
1996 Annual Report

Corporate Profile

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 La&ea and its 6 branch offices in a four-countgaaof Northwest lowa. It also includes
the 2 offices of the Brookings Federal Bank Diwisin Brookings, South Dakota, and the lowa SaviBgsk Division in Des Moines, lowa.
Security State Bank, with offices in Stuart, Caaag Menlo, lowa, operates as a commercial bankexear by the State of lowa.

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

LaSalle St. Securities, Inc., operating througlstFervices Financial Limited, a subsidiary of Fi¥ederal, offers discount brokerage service
and non-insured investment products.

PrimeVest Investment Center, operating through Birags Service Corporation, a subsidiary of Firat@es, offers full service brokerage
and a wide range of n-insured investment produc
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FINANCIAL HIGHLIGHTS

At September 30

Total Assets

Total Lo@ans .........ccccoveeiieernn.

Total DEPOSILS ......oovveerieeeiiieennns
Stockholders' equity .............cc......

Book value per common share ..............
Total equity to assets ..........cc.c.....

For the Fiscal Year

Net interest income .............c.coc....
Netincome .......cccocvvveiieiennn.

Net income per share ............ccccoe..
Net yield on interest-earning assets......

Return on average assets .................

Return on average equity .................

(1) Net income per share is based on the assumptio
shares outstanding at September 30, 1993, were outs

(2) Reflects the one-time industry-wide special a
Savings Association Insurance Fund.

1992 1993 1994 1995 1996
(Dollars in Thousands except Per Sh are Data)
$171,030 $160,827 $274,115 $264,213 $388,008
74,561 80,224 155,497 178,552 243,534
147,289 122,813 176,167 171,793 233,406
14,970 33,438 34,683 38,013 43,210
N/A $ 16.82 $ 18.69 $ 21.19 $ 22.21
8.75% 20.79% 12.65% 14.39% 11.14%
1992 1993 1994 1995 1996
(Dollars in Thousands except Per Sh are Data)
$ 4,609 $ 5,077 $ 7,870 $ 9,405 $ 10,359
1,020 1,352 2,729 3,544 2,414 (2)
N/A $ 0.66(1) $ 1.37 $ 1.99 $ 1.34(2)
2.63% 3.21% 3.94% 3.63% 3.47%
57% .84% 1.29% 1.31% .76%(2)
7.08% 7.10% 7.89% 9.86% 6.18%(2)

n that the weighted average
tanding the entire year.

ssessment to recapitalize the



CHAIRMAN'S LETTER
TO OUR STOCKHOLDERS

| am pleased to report that fiscal year 1996 wadham excellent year for First Midwest Financialg.! Net income at September 30, 1996
$3.2 million, or $1.78 per share, before the oneetspecial assessment from the Federal Depositaimse: Corporation (FDIC) to recapitalize
the Savings Association Insurance Fund (SAIF)sane | will discuss further in this letter.

Fiscal 1996 was highlighted by growth and increaggubrtunity as First Midwest completed the acdaiss of lowa Savings Bank in Des
Moines, lowa and Security State Bank in Stuart,dow

The acquisition of lowa Savings Bank, which wasilasidiary of lowa Bancorp, Inc., was completed @t@nber 29, 1995. At the time of
acquisition, lowa Savings Bank had assets of apprately $25 million. lowa Savings Bank now operadss Division of First Federal
Savings Bank of the Midwest. We considered estaipiisa presence in Des Moines, the largest mankietwa, as an effective strategy for-
growth of our retail banking operation. Gainingrgrib that market through the acquisition of adalompany with good equity, strong
management, and a loyal customer base from whibhitd, helped to establish that presence muchkeuidVe look forward to opening an
lowa Savings Bank office in West Des Moines eadytryear, following remodeling and redecorating.

On September 30, 1996, First Midwest Financial &ogjuired Security State Bank, the subsidiary oft@é West Bancorporation. In
conjunction with this acquisition, First Midwesthigh was originally formed as a unitary savings lah holding company, was convertet
a bank holding company. Security State Bank's sisdahe time of acquisition were approximately #8Bion. As a separate subsidiary of
First Midwest, Security State Bank continues torapeas a commercial bank chartered by the Stdtenaf, with offices in Stuart, Casey and
Menlo, lowa. Claude F. Havick continues to serv@®asident of the bank. The acquisition of Seci8igte Bank by First Midwest facilitates
more flexibility for growth in agricultural and canercial loans.

It was announced on October 18, 1996, that the¢ Miidwest Board of Directors has authorized the @any to repurchase up to 150,000
shares of its outstanding common stock. The Compdewnds to repurchase the shares from time to, tit@pending upon market conditions,
over a twelve month period.

On October 28, 1996, the First Midwest Board ofebiors accepted the resignation of Steven P. Myécs, Chairman of the Board and
Senior Vice President for First Midwest Financlakt. and First Federal Savings Bank of the Midw&se Company benefitted from his past
service.

On November 25, 1996, First Midwest Financial, lmenounced an increase in the corporation's qliadash dividend from 11 cents per
share to 13.5 cents per share. In addition, thet Midwest Board declared a 50% stock dividend ciwhiill pay First Midwest stockholders
one share for every two shares held on the recatel 8oth the quarterly cash dividend and the stidaklend will be payable on or about
January 2, 1997 to stockholders of record on Deeerhb, 1996. We are pleased to pay this increassil dividend and a stock dividend to
our stockholders



OPERATING HIGHLIGHTS

Net income for fiscal 1996, after the impact ofr&-time special assessment paid to the Federal Didpssrance Corporation (FDIC) to
recapitalize the Savings Association Insurance R&AdF), was $2.4 million. The $795,000 charge, ofetax, resulted from federal
legislation passed and signed into law on Septe@®et996, requiring all SAIF insured instituticiespay a one-time fee of $0.657 for each
$100 of insured deposits held on March 31, 199%8store the SAIF to its statutory reserve levelthit this special assessment, the
Company's net income for fiscal 1996 would haveléat $3.2 million, or $1.78 per share.

[GRAPHIC-PHOTOGRAPH OF CORPORATE PRESIDENT]

Beginning January 1, 1997, First Federal's annebsit insurance premium will be reduced from $28$100 of insured deposits to $0.064
per $100. Based on insured deposits at Septemba®96, First Federal will see its annual SAIF exqeereduced from $478,000 to $133,(
result-ing in after-tax savings of $216,000.

Earnings were enhanced during fiscal 1996 by a i@¥ease in net interest income. This was duesigrificant increase in the Company's
loan portfolio, which resulted from the acquisitiohlowa Savings Bank, and the increased origimatibconsumer and agriculture-related
loans. Net interest income will continue to be erdeal in future periods by the acquisition of Segustate Bank, which was completed at the
end of the fiscal year.

Deposit balances totaled $233.4 million at theelokfiscal 1996, a 36% increase over the prew@as. Lending activity continued to
increase during fiscal 1996, with originations 80% million. At September 30, 1996, the loan mitf balance totaled $243.5 million, whi
reflects a $65.0 million increase from the previgaar. Total assets at the end of fiscal 1996 B888.0 million, compared to $264.2 million
a year ago.

Stockholders' equity at the close of fiscal 1996l&ml $43.2 million, a 14% increase over the presigear, with 1,945,735 shares issued and
outstanding. This increase indicates the Compatdsg earnings performance during the fiscal yieaspite of the one-time special
assessment, and reflects the issuance of addisbaats in conjunction with the acquisition of S#giState Bank.

At September 30, 1996, First Federal and SecutéteBank both significantly exceeded their reqariatapital requirements.
LOOKING AHEAD

First Midwest Financial, Inc. continues to look fatditional opportunities to acquire savings backsymercial banks, and other related-
service companies in our geographic areas. Eacbriypyity will be carefully evaluated and we willtaely pursue any that we believe have
the potential to contribute to increasing valuedor stockholders



With the rapidly expanding uses and availabilityetdctronic technology, customers' needs and eapews for the delivery of financial
services are also expanding. We will be resportsiany areas of change that are deemed to be brhédi the needs of customers and the
interests of our stockholders. At the same timeareecommitted to maintaining a competitive positio offering traditional bank products
and delivering them with the high level of qualigrvice our customers have come to expect.

We are confident that our commitment to achievingfitable long term growth will benefit you throughcontinued increase in stockholder
value, and we appreciate your support.

Sincerely,

/ s/ James S. Haahr

Chai rman Of The Board, President & CEO
Decenber 12, 1996



[SIDEBAR]
A strong emphasis on consumer loan services, iirgjutbme equity loans, makes this particular prodmncimportant part of First Federal's
total loan program.

In addition, since consumer loans are used for austde range of needs by so many different cust@@gments, they are a valuable link to
cross selling other bank products and services.

FIRST FEDERAL SAVINGS BANK OF THE MIDWEST

Creating a more customer-friendly retail bank emwment and increasing internal operating efficieadiave been important on-going
objectives for First Federal. Significant improvertseare being seen in each of these areas, duarpyirio a series of capital improvements
made over the last couple of years. A major enfrapog to the bank's data processing system, whishingsalled during fiscal year 1995,
continues to provide more productive and efficimrethods of operation as management and staff benowme adept at various ways to use
this technology. The remodeling and redecoratindnefmain bank office in Storm Lake, most of whiehs completed at the end of last year,
and the redecorating of branch offices which wasmleted this year, have added comfort and conveniéar retail bank customers and to
staff's efforts to serve them more efficiently.

First Federal's Agricultural Loan Department condéis to compete for quality loans. Financing andisiig are available for both start up ¢
existing operations of any size. This includes gthéng from short term operating loans, to interméziterm loans for machinery and
livestock, to longer term loans for agriculturadlrestate. Other types of commercial loan serviceaddition to those for agricultural, are a
available at First Federal.

A strong emphasis on consumer loan services, imgutome equity loans, makes this particular prodmcimportant part of First Federal's
total loan program. In addition, since consumensoare used for such a wide range of needs by sy difierent customer segments, they
a valuable link to cross selling other bank prodwtd services.

First Federal continues to offer all areas of hdemeling, including new construction, purchase naficing, and home improvements, as well
as special assistance loans through the Afforddblesing Program. All loan servicing is done locallis includes handling payments and
responding to customer questions on their loanesadow accounts.

[GRAPHIC-PHOTOGRAPH BANK BUILDING}

First Federal Savings Bank of the Midwest Main B&ffice: Fifth at Erie, Storm Lake, low



Richard A. Wehde - Vice President - Commercial/&gltural Loans, visits with Willard Schmidt and Isisns Ryan and Rick Schmidt at their
farm near Alta, lowa. The Schmidts farm 700 acifesoon and soybean rotation, and Ryan feeds up@h@ad of cattle per year. First
Federal is pleased to provide financing for thedigand livestock farming operation.

[GRAPHIC-PHOTOGRAPH}

First Federal is pleased to assist [GRAPHIC-PHOT@BR HOUSE] Scott and Amy Bailey with a
mortgage loan for the purchase of
their home in Storm Lak



[SIDEBAR]
STORM LAKE, IOWA

Average Land Value for high quality farm land infdovest lowa: $2,406 per acre
(9/96)

Building Permits Residential $3,538,864 Commerggk16,027
(YTD 1996 thru 10/31)

Taxable Retail Sales $107,228,366 (1995)
Unemployment Rate for Buena Vista County: 1.9%9/9

Deposit customers can satisfy their needs at Faderal with a wide choice of FDIC-insured accoufitese include the traditional passbook
savings account and the Savings Starter Accountdong savers; the First Federal Passcard Accouistdtement savings; the Daily Access
Account, a money market type account with limitedess by check; the Savings Plus Account, offaihggher yield for higher balances; :

a full range of certificates of deposit.

First Federal's Trust and Retirement Departmenekpsrienced personnel to help meet customerssriregpecialized areas. Trust services
focus on the professional administration and mamage of assets, which includes serving as exedotastates, and handling agency and
conservatorship accounts. In the area of retiremplamis, First Federal trustees tax-deferred IRAQKENnd SEP plans with a full range of
investment choices. The Trust and Retirement Depart staff is always attentive to any legislatieéans that may impact this area of
service, including several enhancements in the @frgaalified plans, scheduled to become effeciaeuary 1, 1997.

FIRST SERVICES FINANCIAL LIMITED

LaSalle St. Securities, Inc., operating througlstFervices Financial Limited, a subsidiary of Fisderal, offers discount brokerage services
and noninsured investment products. This provides bankocnsrs with the opportunity to expand their uséradncial services in addition
traditional bank products. (These products ardHRC-insured, nor guaranteed by First Federal or anijaaéfs.)
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Fall 1996 enrollment at Buena Vista University'srt Lake campus totals 1,188 students, the higheke history of the main campus.
Another 1,319 students are enrolled at BVU Centexsughout lowa. The recently completed Informafi@thnology Center houses Ballou
Library, Stewart Siebens Computer Center, and miigt@&ducation classrooms. Technology links BVU ligc@and students across campus, at

BVU Centers, and beyond campus walls to pointsraddhe globe



Jay Butterfield, Owner - Silk Screen Ink, Storm kakilk Screen Ink specializes in custom embroideny screen printing on wearables and
many other promotional items. First Federal is griuprovide commercial checking and lending sa&wio Silk Screen Ink.

[GRAPHIC-PHOTOGRAPH]

Matt Korrel enjoys his jet ski [GRAPH-PHOTOGRAPH] on beautiful Storm Lake. First Fedgmralvides consumer loans for most any n



[sidebar]

Brookings Federal continues their commitment ta-agltural lending, the results of which are evided by signifi-cant growth in their base
of agricultural customers over the last 2 yearss §howth can be attri-buted to the bank's actiegkmting efforts to new loan prospects, their
competitive posture in structuring loans for vasaypes of ag financing, and their consistencyraviging quality customer service.

[GRAPHIC-PHOTOGRAPH]
James C. Winterboer
President

Brookings Federal Bank

BROOKINGS DIVISION

First Federal is proud of its Brookings Divisiondatheir contribution to the Company's earningseithey were acquired in the Spring of
1994.

Brookings Federal continues their commitment tacadfural lending, the results of which are evideddy significant growth in their base of
agricultural customers over the last 2 years. §hisvth can be attributed to the bank's active ntargesfforts to new loan prospects, their
competitive posture in structuring loans for vasaypes of ag financing, and their consistencyraviging quality customer service.
Brookings Federal also continues to seek qualityiroercial loans for any size business, in additiothbse for agricultural and ag-related
businesses.

Consumer loans is a very active segment of lenftingrookings Federal. Recognizing that relatiopghiiilding is the key toward more
profitable customer households, the Brookings Duvisctively cross sells other consumer bankingises to their consumer loan customers.

Brookings Federal is an active home mortgage leindéreir market area, including construction loansl permanent financing, as well as
special assistance loans for first-time and lowsine home buyers. Loan officers at the Brookingsdiion have the experience to help make
the process of home financing a manageable ona,fevédirst time buyers.

Deposit customers at Brookings Federal have acoessomplete line of FDIC-insured accounts inahgdbtatement Savings, "Money
Market" Savings, Savings Plus, and certificatedeyfosit for a variety of rates and terms. BrookiRgderal offers 3 versions of the Timeless
Checking Account, each designed with features ame:tits to meet the needs of different types ofausrs.

Brookings Federal Bank, a Division of [GRAPHIC-PHOGRAPH] First Federal Savings Bank of the Midwé8i) Main Avenue,
Brookings, South Dakoti



James Hemmer (center) and his sons Brad, Jeffe Steg Mike visit with Steve Almos -
Agricultural Loan Officer, as his grandson Brandooks on. Their 4,000 acre family farming operatistocated 25 miles south of Brookin

and includes 10,000 feeder pigs, 450 stock cowslés@D feeder cattle. This is one of many areaifegroperations financed by Brookings
Federal.

[GRAPHIC-PHOTOGRAPH]
[GRAPHIC-PHOTOGRAPH]

With financing from Brookings Federal,

Don Diebert and Jeff Jacobson - Owners - Countespiac. in Brookings, were
able to start a new manufacturing

company that produces metal parts for

information display system



[GRAPHIC-PHOTOGRAPH] South Dakota State University3rookings, South Dakota.

1996 Fall enrollment on and off
campus is 8,350.

[sidebar]

BROOKINGS,
SOUTH DAKOTA

Average Land Value for high productivity nonirrigdtcropland in East Central South Dakota: $698per (3/96)

Building Permits Residential $4,203,340 Commerci&$3,450,650
(YTD 1996 thru 9/30)

Taxable Retail Sales $199,523,372 (1995)
Unemployment Rate 1.2% (6/96)
BROOKINGS SERVICE CORPORATION

As an enhancement to traditional banking serviceéVest Investment Center, operating through Birogk Service Corporation (a
subsidiary of First Services Financial Limited)few$ full brokerage services with a wide rangeltg#raative investment products. (These
products are not FDIC-insured nor guaranteed kst Figderal or any affiliates.)

BROOKINGS FEDERAL ADVISORY BOARD

JAMES C. WINTERBOER President, Brookings Federal

O. DALE LARSON Chairman of the Advi sory Board
Owner, Larson Manufa cturing

FRED J. RITTERSHAUS Vice Chairman of the Advisory Board
Consulting Engineer and Partner
Banner and Associate s, Inc.

VIRGIL G. ELLERBRUCH Assistant Dean of En gineering
South Dakota State U niversity

EARL R. RUE Consulting Manager, Running's

Mary Jensen - Customer Service RepresentativerabhdGRAPHIC-PHOTOGRAPH] Manufacturing -participatin Preferred Banking
Benefits, Brookings Federal's special package oking services for employees of Larson Manufactyurithe company manu- factures and
distributes a line of ener-saving storm door:



With the help of a consumer loan from Brookingsétati Steve and Kami Jensen - Brookings - are @mjajneir new pickup and camper.
[GRAPHIC-PHOTOGRAPH]

[GRAPHIC-PHOTOGRAPH]

Brookings Federal has provided
financing, from construction to
permanent, for two blocks of new
homes next to the Volga Golf Cour:



[GRAPHIC-PHOTOGRAPH]
lowa Savings Bank - currently located at 3624 Siktenue - Des Moines, lowa
[sidebar]

DES MOINES, IOWA

Average Land Value for high quality farm la nd in Central lowa:
$2,603 per acre (9/96)

Building Permits Residential $185,800,000
Commercial $79,400,000
(YTD 1996 thru 8/96)

Taxable Retail Sales $3,682,983,881 (1995)
Unemployment Rate for Polk County: 2.6% ( 9/96)

[GRAPHIC-PHOTOGRAPH]
Jeanne Partlow

President

lowa Savings Bank

IOWA SAVINGS BANK DIVISION

lowa Savings Bank, Des Moines, lowa, was acquiseBilst Midwest Financial, Inc., on December 2993 9and now operates as a Division
of First Federal Savings Bank of the Midwest. JealRartlow, who was President and CEO of lowa SavBank prior to the acquisition, nc
serves as President of this Division and alsodiseator of First Midwest Financial, Inc.

lowa Savings Bank was one of the best capitalizeahtial institutions in the State of lowa. Thegseeded by carving out a market niche
doing well what savings banks have traditionallpelomaking loans for single-family homes. Over titiey established a very loyal base of
customers. As a Division of First Federal, lowaigs Bank gained the resources to expand theiryotdohe which now includes checking
accounts, consumer loans, and some additional tyfpgsvings accounts and mortgage loans prograhesb@nk is currently evaluating other
financial products and services to determine wkichld best serve the needs of customers, and bgjtv their customer base.

Plans are being finalized to open an lowa SavirgiBffice in West Des Moines at the corner of 35titeet and Westown Parkway, a
location formerly occupied by Norwest Bank. Occupais anticipated early next year, following remiirlg and redecorating. This new
location will be a real asset to the Division'oetf$ to increase their customer base and to magketproducts and services not previously
offered by lowa Savings Ban



IOWA SAVINGS BANK ADVISORY BOARD

JEANNE PARTLOW President, lowa Savi

ROBERT J. KIRKE Property Manager, Am

SCOTT STOUFFER Architect, StoufferS
[GRA

ngs Bank, Des Moines, lowa
erus Properties, Inc.

mith Architects PC
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Future locatior- lowa Savings Bar- 3438 Westown Parkwe- West Des Moines, low



Savings plans and consumer loans at lowa Savingk 8ssist customers in achieving their goals. Lé®oss, Pella, lowa, enjoys her new

[GRAPHIC-PHOTOGRAPH]

[GRAPHIC-PHOTOGRAPH)] [GRAPHIC-PHOTOGRAPH)]
lowa Savings Bank is pleased Howar d and Ardella
to have provided financing Goetz , Des Moines, lowa,
for the Urbandale, lowa, home have been long-time
of Joseph and Kathleen savin gs customers at

Fitzgerald and their family. lowa Savings Bank.



[GRAPHIC -PHOTOGRAPH)]
Security State Bank - Main Office at
615 South Division Street in Stuart, lowa.

[sidebar]
STUART, IOWA
Average Land Value for high quality farm land in $¥€entral lowa: $2,385 per

acre (9/96)
Building Permits not available

Taxable Retail Sales $5,219,938 (1995)

Unemployment Rate for Guthrie County: 2.8% (8/96)

[GRAPHIC-PHOTOGRAPH]
Claude F. Havick

President

Security State Bank

SECURITY STATE BANK

Security State Bank, Stuart, lowa was acquiredilst Midwest Financial, Inc. on September 30, 198€] now operates as a separate
subsidiary of First Midwest. The Stuart office in@wv 4200 sq. ft. building located in a growing coercial area. Branch offices in Casey and
Menlo were established over 40 years ago.

As a commercial bank, chartered by the State of|@®ecurity State Bank's predominant area of sergiagriculture or ag-related business.
Commercial, consumer and real estate businesshie@reincreasing as a percentage of total busi@esginued growth in these areas is
anticipated as the bank is focusing on increasiagket share in their primary trade area.

Security State Bank serves most of its agricultbcaitowers with variable rate, revolving lines oédit. This loan product has been well
received, due to the added convenience it offarsdasonal borrowing, which is typical in farmingag-related businesses.

Security State Bank offers a full line of commeltiank deposit products including service charge fthecking accounts, savings accounts,
"money market" savings accounts, and certificafetfeposit. The bank's commitment to friendly, peaaservice is often cited as a primary
source of customer satisfaction and as an impokento attracting new custome



DIRECTORS OF
SECURITY STATE BANK

JAMES S. HAAHR Chairman of the Boar
First Midwest Financ
Savings Bank of the

JEFFREY N. BUMP Partner, Bump and Bu
Stuart and Panora, |

E. WAYNE COOLEY Executive Secretary,
Athletic Union, Des

E. THURMAN GASKILL Owner, Grain Farming

J. TYLER HAAHR Partner in the law f
Phoenix, Arizona

CLAUDE F. HAVICK President, Security

RODNEY G. MUILENBURG Dairy Specialist, Si

Mills, Inc., Storm

d, President & CEO for
ial, Inc., and First Federal
Midwest

mp Law Offices
owa

lowa Girls' High School
Moines, lowa

Operation, Corwith, lowa

irm of Lewis and Roca L.L.P.,

State Bank, Stuart, lowa

oux City Division Purina
Lake, lowa



Brothers Charles Shafer and William Shafer - Ownekgri Drain Corp. near Adair, lowa. Agri Drairsisiness includes the manufacturing
of drain tile inlet screens. The company operategoba new 40,500 square-foot building with 50 fihe employees and sells their product
in all 50 states, Canada, Mexico and AustraliauB8gcState Bank provides both short term and lt@g financing as part of the banking

services available to commercial customers.

[GRAPHIC-PHOTOGRAPH]

[GRAPHIC-PHOTOGRAPH] [GRAPHIC-PHOTOGRAPH]
Michaelle Peterson of Casey, Security State Bank is pleased to
lowa, enjoys her new car, provide a g financing to father and
purchased with a consumer loan son, Gar y and Vance Cunningham,
through Security State Bank. for their 1,600 acre grain farming

operation near Menlo, lowa.



FIRST FEDERAL SAVINGS BANK OF THE MIDWEST
Office Locations
STORM LAKE

MAIN BANK OFFICE

Fifth at Erie, P.O. Box 1307
Storm Lake, lowa 50588
712-732-4117
800-792-6815

STORM LAKE PLAZA
1415 North Lake Avenue
Storm Lake, lowa 50588
712-732-6655

LAKE VIEW

Fifth at Main

Lake View, lowa 51450
712-657-2721

LAURENS

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

MANSON

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

ODEBOLT

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

SAC CITY

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

BROOKINGS FEDERAL DIVISION
600 Main Avenue

Brookings, South Dakota 57006
605-692-2314

800-842-7452

EASTBROOK BRANCH

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



IOWA SAVINGS BANK DIVISION
3624 Sixth Avenue

Des Moines, lowa 50313
515-288-4865

SECURITY STATE BANK
Office Locations
STUART

MAIN OFFICE

615 South Division, P.O. Box A

Stuart, lowa 50250

515-523-2203 800-523-8003 [GRAPHIC OFFICE LOCATIONSMAP]

CASEY

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

MENLO

501 Sherman, P.O. Box 36
Menlo, lowa 50164
515-524-4521
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Special Note

Certain statements in this report that relate tetMilidwest Financial, Inc.'s plans, objectiveduiure performance may be deemed to be
forward-looking statements within the meaning & Brivate Securities Litigation Reform Act of 19%kich statements are based on
Management's current expectations. Actual strasesyiel results in future periods may differ matérittbm those currently expected because
of various risks and uncertainties. Additional dission of factors affecting First Midwest's bussasd prospects is contained in the
Company's periodic filings with the Securities &dhange Commissiol



Selected Consolidated Financial Information

September 30,

Selected Financial Condition Data:
Total assets ....
Loans receivable, net .....

Securities available for sale
Securities held to maturity

Excess of cost over net assets acquired, net ......

Deposits
Total borrowings ...
Shareholders' equity .

Year Ended September 30,

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 ..............c.c......

Income tax eXpense .........cccocecvevereeverennnn

Extraordinary items-- net of taxes ...............

Cumulative effect of changes in accounting principl

Net inCOME ......ccovvvveiiiiiiieicriees

Earnings per share (fully diluted):

Income before extraordinary items and
cumulative effect of changes in accounting
PrinCiples .......cooovviiiiiieiiiees

Netincome .........cccccovoiiiiiiiicinns

1996

$ 388,008
243,534
109,492

5,001
233,406
106,478

43,210

1996

1995

$264,213 $274,115

1994

178,552 155,497
70,232 37,180
- 65,917

1,690

1,815

171,793 176,167
52,248 61,218

38,013

1995

1994

$ 24,337 $ 21,054 $ 15,153

13,978 11,649 7,283
10,359 9,405 7,870
100 250 105
10,259 9,155 7,765
1,419 2,286 1,078
7568 5576 4,938
........... 4110 5865 3,905
........... 1696 2,321 1,433
- - 257
........... $ 2414 $ 3544 $ 2,729
........... $ 134 $ 199 $ 1.24
........... $ 134 $ 199 $ 1.37

1993

1992

$160,827 $171,030

80,224 74,561
20 20
56,085 87,401
122,813 147,289
3115 7,554
33,438 14,970
1993 1992
$ 11,586 $ 13,791
6509 9,182
5077 4,609
225 50
4852 4,559
1,555 1,047
3,725 3,995
2682 1611
1,045 591
(285) -
$ 1,352 $ 1,020

$ 0.80 -

$ 0.66



Year Ended September 30, 1996 1995 1994 1993 1992

PERFORMANCE RATIOS:
Return on assets (ratio of net income
to average total assets)(1) «...ccoeevvveeee . 0.76% 1.31% 1.29% 0.84% 0.57%
Return on stockholders' equity (ratio of net

income to average equity)(1) .. 6.18 9.86 7.89 7.10 7.08
Interest rate spread information:
Average during year 2.88 3.13 3.25 2.69 2.25
End of year . 2.84 2.85 2.96 2.88 2.55
Net yield on average interest-earning assets ... ... 3.47 3.63 3.94 3.21 2.63
Ratio of operating expense to average total asse 1S s 2.40 2.06 2.30 231 2.22
QUALITY RATIOS:
Non-performing assets to total assets at end of year ...... .70 .29 .34 .78 .23
Allowance for loan losses to non-performing loan S e 89.04 227.21 148.51 65.42 239.04
CAPITAL RATIOS:
Shareholders' equity to total assets at end of p eriod 11.14 14.39 12.65 20.79 8.75
Average shareholders' equity to average assets. ... 12.45 13.28 20.52 11.83 8.00
Ratio of average interest-earning assets to
average interest-bearing liabiltes. .. 112.58%  111.35%  119.04% 112.69% 107.18%
OTHER DATA:
Book value per common share outstanding ........ ... $ 2221 $ 2119 $ 18.69 $ 16.82 -
Dividends declared per share ................... 0.44 0.30 -- -- --
Dividend payout ratio 30.90% 14.53% -- -- -
Number of full-service offices 11 9 9 7 10

(1) Return on assets and return on equity for f
7.54%, respectively, excluding the cumulative eff
principles.

iscal year 1994 is 1.17% and
ects of changes in accounting



Management's Discussion and Analysis

General

First Midwest Financial, Inc. (the "Company" or '§tiMidwest") is a bank holding company whose prinassets 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. Adiferences to the Company prior to September 2(8B,19&ept where otherwise indicated,
to First Federal and its subsidiary on a consadididasis.

The Company focuses on establishing and maintaipimgrterm 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 Satddadn lowa, and Brookings County located in eastral South Dakota. The Company
attracts retail deposits from the general publid ases those deposits, together with other borrdweds, to originate and purchase reside
and com-mercial mortgage loans, and to providenfirey for consumer, agricultural and other comnaitousiness purposes.

The Company's basic mission is to maintain and meghaore earnings while serving its primary magget. As such, the Board of Directors
has adopted a business strategy designed to (itarathe Company's tangible capital in excesggiilatory 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 changesaresttrates.

Acquisitions Completed

On September 30, 1996, First Midwest completedatigpiisition of Central West Bancorporation ("Centkést"), and its wholly-owned
subsidiary, Security State Bank located in Stuawa. Upon acquisition, Central West was merged kitst Midwest, and Security became a
wholly-owned stand-alone subsidiary of First MidiveZecurity operates offices in Stuart, Menlo ars&y, lowa. At the date of acquisition,
Central West had assets of approximately $33 miltind equity of $2.6 million. Central West shareleo$ received cash of $18.04 and
2.3528 shares of the common stock of First Midii@seach Central West share held, totaling an agdesconsideration of approximately
$5.2 million. The acquisition was accounted foagsurchase, and the accompanying consolidateddialestatements reflect the combined
results since the date of acquisition, the efféetttich was not material. The excess of cost olerdstimated fair value of the assets acquired
and liabilities assumed, totaling approximately8®aillion, is being amortized over a fifteen yearipd (see Notes 1 and 2 to the
Consolidated Financial Statements).

On December 29, 1995, First Midwest completed tgisition of lowa Bancorp, Inc. ("lowa Bancorpénd its wholly-owned subsidiary,
lowa Savings



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, 1996 1995 1994

8.74% 8.58% 7.99%
7.06 7.97 6.85
599 6.79 7.66
5.04 5.44 4.66
7.87 8.13 7.46

Loans receivable .............cccocoiiinnnns
Mortgage-backed securities .....................
SEeCUNLIES ..ocoviieieeieiee e

Other interest-earning assets ..................
Combined weighted average yield on interest-earn

WEIGHTED AVERAGE RATE PAID ON:
Demand, NOW deposits and Money Market ..........
Savings deposits ......cccoocveeeeiiiiiieeennns
Time deposits .....ccveveeeeeveiiiiciiiiinnes

235 255 230
3.22 3.00 2.28
5.78 5.80 4.87

FHLB advances ..........ccccccvvvvvvceeeeee. 5.81 6.14 5.10
Other borrowed money .......cccccvvceeeeeneee 548 5.75 4.70
Combined weighted average rate paid on interest-bea ring liabilites  5.03 5.28 4.50

Spread ..o s 2.84% 2.85% 2.96%



Bank, a federal savings bank, ("lowa Savings")tedan Des Moines, lowa. Upon acquisition, lowa 8amp was merged into the Company
and lowa Savings was merged into First Federal.ldiva Savings office operates as the lowa SavirgkEDivision of First Federal Savings
Bank of the Midwest. At the date of acquisitionwibBancorp had assets of approximately $25 mibiind equity of $7.2 million. The
Company purchased all of lowa Bancorp's 379,986startding shares and 36,537 shares subject tondjpti@ cash payment of $20.39 per
share, less the exercise price of shares subjegition, for a total net purchase price of $8.diml The acquisition was accounted for as a
purchase, and the accompanying consolidated fiabsizitements reflect the combined results sineel#tte of acquisition. The excess of cost
over the estimated fair value of the assets acdjainl liabilities assumed, totaling approximatef$®,000, is being amortized over a fifteen
year period (see Notes 1 and 2 to the Consolidétezhcial Statements

On March 28, 1994, the Company acquired Commuriitari€ial Systems, Inc. ("Community") and its whediwned subsidiary, Brookings
Federal Bank, a federal savings bank, ("Brookingdefal") located in Brookings, South Dakota. Upoguasition, Community was merged
into First Midwest and Brookings Federal was mergeal First Federal. The Company paid a cash mf&81.38 per share to acquire all of
the 333,513 shares of Community's outstanding comstack, for a total purchase price of approximea$dl0.5 million. At the date of
acquisition, Brookings Federal had assets of apprately $69 million and deposits of approximateB7$nillion. The two offices of
Brookings Federal operate as the Brookings Fedizmak Division of First Federal Savings Bank of Miwest. The acquisition was
accounted for as a purchase and, accordingly,abt@napanying consolidated financial statementsceftee 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 Consolidatedri€ial Statements



Rate/Volume Analysis

The following table presents the dollar amountledrgyes 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 ipligid 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, which cannot be segreghtag been allocated proportionately to the
change due to volume and the change due to rate.

Year Ended September 30, 1996 vs. 1995 1995 vs. 1994
Increase Increase  Total Increas e Increase Total
(Decrease) (Decrease) Increase (Decreas e) (Decrease) Increase
D ue to Volume Due to Rate (Decrease) Due to Vo lume Due to Rate (Decrease)

(Dollars in Thousands)
INTEREST-EARNING ASSETS:

Loans receivable ..........cccceeuveveneenn. $4,170 $ 629 $4,799 $ 4,180 $ (156) $4,024
Mortgage-backed securities . (1,251) (133) (1,384) 609 130 739
Securities ..... . 500 (695) (195) 26 1,007 1,033
FHLB stock 66 3) 63 106 1) 105
Total interest-earning assets ................. $ 3,485 $ (202) $3,283 $4,921 $ 980 $5,901
INTEREST-BEARING LIABILITIES:
Demand and NOW deposits ............c.c...... $ 41 $ (34 $ (75 $ 6 $ (7 $
Savings deposits . 121 4 125 64 5 69
Time deposits ..... 953 518 1,471 1,414 660 2,074
FHLB advances ......... 732 11 743 1,580 723 2,303
Other borrowed money ...........c.c.coeevene 60 6 66 (60 ) (19) (79)
Total interest-bearing liabilities ............. $1,825 $ 505 $ 2,330 $ 3,004 $1,362 $ 4,366

Net effect on net interest income .............. $ 1,660 $ (707) $ 953 $1,917 $ (382) $1,535




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 elsewleeetnh

The Company's total assets at September 30, 1986%888.0 million, an increase of $123.8 million46.9%, from $264.2 million at
September 30, 1995. The increase in assets iodimipleted acquisitions during the period of I®ancorp and Central West, which had
assets at the dates of acquisition of approxim&28/million and $33 million, respectively. The iease in assets also resulted from the
purchase of mortgage-backed securities and othiesiment securities, and from the increased ottiginand purchase of loans during the
period.

The Company's portfolio of securities availabledale, excluding mortgage-backed securities, ise@&25.1 million, or 51.4%, to $73.9
million at September 30, 1996 from $48.8 milliorSaptember 30, 1995. The increase in securitieitablafor sale, primarily short-term
treasury and federal agency securities, is duedorgies acquired in acquisitions completed duthgfiscal year and as the result of
securities purchased in amounts that exceeded itieguduring the perioc



Average Balances, Interest Rates and Yields Theviolg table presents for the periods indicatedttitel dollar amount of interest income
from average interest-earning assets and the aasyiields, as well as the interest expense oragednterest-bearing liabilities, expressed
both in dollars and rates. No tax equivalent adjestts have been made. All average balances areduaverage balances. Non-accruing

loans have been included in the table as loangingra zero yield.

Year Ended September 30,

Average In
Outstanding Ea
Balance P

INTEREST-EARNING ASSETS:

Loans receivable(l) $207,983 $1
Mortgage-backed securities 34,213
Securities 51,494

FHLB stock 4,644

Total interest-earning assets $298,334 $2

INTEREST-BEARING LIABILITIES:

Demand and NOW deposits $29,377 $
Savings deposits 14,906

Time deposits 149,247

FHLB advances 69,265

Other borrowed money 2,198

Average interest-earning assets $ 33,341

Net interest income $1
Net interest rate spread

Net yield on average interest-
earning assets

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

(1) Calculated net of deferred loan fees, loan dis
loss reserves.

1996 1995

terest Average Interest Av
rned/ Yield/ Outstanding Earned/ Yield/ Out
aid Rate  Balance Paid Rate Ba

8,567 8.93% $161,243 $13,768 8.54% $1
2,521 7.37 51,157 3,905 7.63
2,916 566 42,674 3,111 7.29

333 7.17 3,720 270 7.26

4,337 8.16% $258,794 $21,05 8.14% $1

661 2.25% $31,139 $ 736 2.36% $
402 270 10,431 277 2.66

8,703 5.83 132,856 7,232 544 1
4,087 590 56,820 3,344 5.88

126 5.73 1,159 60 5.18

3,979 5.28% $232,405 $11,64 5.01% $1

$ 26,389 $
0,358 $ 9,405
2.88% 3.13%
3.47% 3.63%
111.35%

counts, loans in process and

1994
erage Interest
standing Earned/ Yield/
lance  Paid Rate

(Dollars in Thousands)

12,317 $9,744 8.68%
42,914 3,166 7.38
42,130 2,078 4.93
2,262 165 7.29

99,623 $15,153 7.59%

30,861 $ 737 2.39%
7,933 208 2.62
04,283 5,158 4.95
22,579 1,041 461
2,043 139 6.80

67,699 $7,283 4.34%

31,924
$7,870
3.25%
3.94%
119.04%



The balance in mortgage-backed securities avaifablgale increased by $14.2 million, or 66.3%nfr$21.4 million at September 30, 1995,
to $35.6 million at September 30, 1996. The inaeaasulted from the purchase of adjustable-ratégagebacked securities that were fun
by adjustable-rate borrowings from the Federal Houwan Bank of Des Moines.

The Company's net portfolio of loans receivableeased by $65.0 million, or 36.4%, to $243.5 millet September 30, 1996 from $178.5
million at September 30, 1995. The increase irlga@ats receivable is due, in part, to the acquisdtiof lowa Bancorp and Central West wh
at the dates of acquisition, had loans of approtetyeg16 million and $20 million, respectively. Therease also resulted from increased
origination of residential and commercial real tstaans, consumer loans and ag-related loanslditien, the loan portfolio increased as a
result of purchases of mi-family residential and commercial real estate lo



The balance of customer deposits increased by $6illién, or 35.9%, from $171.8 million at Septemi3®, 1995 to $233.4 million at
September 30, 1996. The increase in deposits eelspdrtly from the acquisitions of lowa Bancorp &wehtral West which, at the dates of
acquisition, had deposits of approximately $15iorlland $28 million, respectively. In addition, tarmer deposits increased as a result of
management's continued efforts to monitor and er#deposit product design and marketing programs.

The Company's borrowings from the Federal Home Bamk of Des Moines increased by $51.2 millionnfr$51.1 million at September :
1995 to $102.3 million at September 30, 1996. Hoedased borrowings were used primarily in the lpase of securities, including
mortgage-backed securities, and to fund growtth@f@ompany's loan portfolio.

Results of Operations
The following discussion of the Company's resuftspgerations should be read in conjunction with $lsdected 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 therdiffce between the interest earned on interesingaaasets and the interest expense paid or
interest-bearing liabilities. Net interest incorsaffected by regulatory, economic and competiiotors that influence interest rates, loan
demand and deposit flows. The Company, like otimamicial institutions, is subject to interest ragk to the extent that its interest-earning
assets mature or reprice at different times, oa different basis, than its interest-bearing liéibs.

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 accolmggldition, noninterest income is derived
from the activities of First Federal's wholly-ownsgbsidiaries, First Services Financial Limited] &rookings Service Corporation, which
engage in the sale of various nimsured investment products. Historically, the Camphas not derived significant income as a resujains
on the sale of securities and other assets. Howeueng 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) to isgusory reserve level of at least 1.25% of insutedositor accounts. The assessment is
0.657% of First Federal's insured deposits as otM&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. Beginning Japubr1997, the legislation provides that First Fatle annual deposit insurance premium
(including required payments on the Financing Coaion obligation) will be reduced from 0.23% toestimated 0.064% of insured
deposits



Comparison of Operating Results for the Years Erfatember 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
ended September 30, 1995. The decrease in net ézftacts the one-time special assessment toitalizag@ the SAIF, which totaled
$795,000, net of income taxes. In addition, theese in net income resulted from the previous seargnition of gains on the sale of
securities resulting primarily from the restructofédhe Company's mortgage-backed securities gartfe@hich increased fiscal year 1995
income by $720,000, net of income taxes.

Net Interest Incom

The Company's net interest income for the year@Ss@#ptember 30, 1996 increased by $954,000, 0#4,0ad$10.36 million compared to
$9.40 million for the same period ended SeptemBed995. The increase in net interest income reflan overall increase in average net
interest-earning assets during the period resuftomg the acquisition of lowa Bancorp during thesffifiscal quarter, and internal increases in
the portfolio of loans and securities. The netd/i@h average interest-earning assets declinedi®@@for the period ended September 30,
1996 from 3.63% for the same period in 1995. Tleicdon in net yield is due primarily to the incsed cost of retail time deposits resulting
from aggressive competition for such deposits dutire period.

During the fiscal years ended September 30, 19661885, the Company increased its origination amdhmse of multi-family and
commercial real estate loans and, in additiongased its origination of consumer and agricultbusiness loans. The Company anticipates
activity in this type of lending to continue in fuwe years, subject to market demand. Net inteneshie is expected to trend upward as a r
of this lending activity as interest rate yielde generally higher on this type of loan product pamed to yields provided by conventional
single-family residential real estate loans. Thisding activity is considered to carry a higheelexf risk due to the nature of the collateral
and the size of individual loans. As such, the Canypanticipates continued increases in its allowdocloan losses



Interest Income

Interest income for the year ended September 3§ reased $3.28 million, or 15.6%, to $24.34iarilfrom $21.05 million for the same
period in 1995. The increase was primarily due $8 80 million increase in interest earned on tdanlportfolio, to $18.57 million for the
year ended September 30, 1996, from $13.77 miiidi®95. The increase in loan interest income tedutom higher average loan portfo
balances due to internal growth of the loan padfahd the acquisition of lowa Bancorp and, tossée extent, to a higher average yield ol
loan portfolio during the period. Interest incomeni mortgage-backed securities declined $1.38anillor the year ended September 30,
1996 to $2.52 million from $3.90 million in 1995elprimarily to the reduction in the average poitfdalance during the period.

Interest Expense

Interest expense increased $2.33 million, or 201@9%$.13.98 million for the period ended Septemli:ri®96 from $11.65 million for the
same period in 1995. The increase in interest esgaras due to an increase in the average outstahdiance of time deposits and FHLB
advances during the year ended September 30, &88thared to the same period in 1995. The increaffeeiaverage balance of time dept
resulted from internal growth of the deposit pditf@and the acquisition of lowa Bancorp. The averagtstanding balance of FHLB advan
increased due to borrowing activity throughoutpleeod used primarily to fund growth of the loarrtfaio 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 endguté@erber 30, 1996 was $100,000 compared to $256¢0@8e 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. Managarhbelieves, based on review of hist
loan losses, current economic conditions, and dtwors, that the current level of provision foah losses, and the resulting level of the
allowance for loan losses, reflects an adequatrvesgainst potential losses from the loan poatfdh addition, because of the Company's
extremely low loan loss experience during its ligtsmanagement also considers the loan loss exyerief similar portfolios in comparable
lending markets. Accordingly, the calculation of gdequacy of the allowance for loan losses idased solely on the level of non-
performing assets.

Management will continue to monitor the allowancelban losses and make future additions to trewalhce through the provision for loan
losses as economic conditions and loan portfolalitjudictate. Although the Company maintains itswance for loan losses at a level wh
it con-siders to be adequate to provide for los$ese can be no assurance that future lossesaetibxceed estimated amounts or that
additional provisions for loan losses will not leguired in future periods. In addition, the deteration as to the amount of its allowance for
loan losses is subject to review by the Compargslators, as part of their examination process;hvimay result in the establishment of an
additional allowance based upon their judgmenhefibformation available to them at the time ofitleamination



Noninterest Incom

Noninterest income for the year ended Septembet @5 decreased $867,000, or 37.9%, to $1.42 mifh@m $2.29 million for the san
period in 1995. Noninterest income for the previbssal year included gains on the sale of seagitif $1.07 million, compared to $79,000
for year ended September 30, 1996. Noninterestiedoom loan fees and service charges increas&d b§,000 for fiscal 1996 compared to
the same period in 1995 as a result of increaswting activity and increased activity on transattéecounts subject to service charges.

Noninterest Expens

Noninterest expense increased by $1.99 millior8507%, to $7.57 million for the year ended Septen®0e 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 increased r@sult of additional operating expenses as@tiatth the acquisition of lowa Bancorp
during the first quarter of fiscal 199



Income Tax Expense Income tax expense decreasb@2dy000, or 26.9%, to $1.70 million for the yeaded September 30, 1996 from
$2.32 million for the same period in 1995. The dase in income tax expense reflects the redudiitimei level of taxable income for the
period ended September 30, 1996 compared to the pariod in 1995.

Comparison of Operating Results for the Years Erfkgatember 30, 1995 and September 30, 1994

General

Net income for the year ended September 30, 1998ased $815,000, or 29.9%, to $3.5 million, fraxiv$million for the same period end
September 30, 1994. The increase in net incomectsfhigher net interest income as a result ofl gdar of operations after the acquisitior
Brookings Federal. In addition, net income was echd by a gain on the sale of securities resuftimg the restructure of the Company's
portfolio of mortgage-backed securities. Net incdorehe year ended September 30, 1995 was nebatinpacted compared to the previous
year by an increase of $145,000 in the provisigridan losses, and by an overall increase of $&8Bi0 other expenses, primarily as a re

of the full year operation of the Brookings Fedetiaision. Operating results for the year endedt&eper 30, 1994 include the cumulative
effect of a change in accounting principle resgltirom the implementation of SFAS 109 (Accounting ihcome Taxes), which increased net
income by $257,000.

Net Interest Incom

The Company's net interest income for the year@Ss@ptember 30, 1995 increased by $1.5 millior1,905%, to $9.4 million compared to
$7.9 million for the same period ended Septembed804. The increase in net interest income reflantoverall increase in average interest-
earning assets during the period resulting primdirdm the full-year effect of the acquisition ofddkings Federal. The net yield on average
interest-earning assets declined to 3.63% for gm@ ended September 30, 1995 from 3.94% fordheesperiod ended in 1994. The
reduction in net yield was due to an overall refucin average net interest-earning assets andedugtion in the net interest rate spread.

Interest Income

Interest income for the year ended September 35 iftreased $5.9 million, or 38.9%, to $21.1 miilfrom $15.2 million for the same
period in 1994. The increase was attributable$d.8 million increase in interest earned on tha Ipartfolio to $13.8 million for the year
ended September 30, 1995 from $9.7 million the iptessyear. This increase in loan interest inconselted from a significantly higher
average portfolio balance of loans receivable dutire period due to internal growth of the loantfatio and to the full-year effect of the
acquisition of Brookings Federal. Interest incomenwortgage-backed securities was enhanced by $0@8dmpared to the previous year
primarily as a result of the increase in the avenagytfolio balance. In addition, interest incomenfi the Company's portfolio of securities
held to maturity and securities available for satgeased by $1.0 million for the year ended Sept&m0, 1995 compared to 1994 due to
higher yields received on the portfol



Interest Expense

Interest expense increased $4.4 million, or 60@$.11.7 million for the period ended Septemberl3®5 from $7.3 million for the same
period in 1994. The increase in interest expensedua primarily to a significant increase in therage outstanding balance of time deposits
and FHLB advances during the year ended Septen@hd995, compared to the same period in 1994. fitrease in the average balance of
time deposits resulted from the full-year effectls Brookings Federal acquisition. The averagetantling balance of FHLB advances
increased due to borrowing activity throughoutpleeod used to fund growth of the loan portfoli@. & lesser extent, the increase in interest
expense reflects higher interest rates paid omdstédearing liabilities during the year ended 8etliter 30, 1995, compared to the previous
year.

Provision for Loan Losses

The provision for loan losses for the year endgateSaber 30, 1995 was $250,000 compared to $105¢0@he same period in 1994. The
$145,000 increase in the provision, and a resultingease in the allowance for loan losses, refldw increase in the level of agricultural
related, multi-family, and commercial real estateding activity. These types of lending activitiee considered to carry a higher degree of
risk than single-family residential loans due te tfature of the collateral securing such loans thedenerally larger average size of
individual loans. The ratio of non-performing asstettotal assets declined to .29% at Septembetr@5h, compared to .35% at the end of
1994.

Noninterest Incom

Noninterest income for the year ended Septembet @85 increased $1.2 million, or 112.1%, to $2.8iom from $1.1 million for the sam
period in 1994. The increase in noninterest incdoméng the period ended September 30, 1995 wasapifindue to a $1.1 million gain on tl
sale of securities resulting from the restructdrthe Company's portfolio of mortgage-backed sdiagi In addition, during the year ended
September 30, 1995, noninterest income from loas &nd service charges increased by $114,000 cechfiathe same period in 19¢



Noninterest Expens

Noninterest expense increased by $638,000, or 12®%5.6 million for the year ended Septemberl®®5 compared to $4.9 million for tl
same period in 1994. The increase primarily refleiae full-year effect of additional operating empes associated with the acquisition of
Brookings Federal. In addition, noninterest expénskides an increase of $54,000 in federal defpasitrance premiums due to the higher
average outstanding balance of insured deposiuatsaluring the period.

Income Tax Expense

Income tax expense increased by $887,000, or 61®%2.3 million for the year ended September 3®51from $1.4 million for the same
period in 1994. The increase in income tax expeelects increased income before income taxeshfmperiod ended September 30, 1995
compared to the same period in 1994,

Effect of Accounting

Change For the year ended September 30, 1994awhe was increased by $257,000 due to the cumeileffect of a change in accounting
principle resulting from the implementation of SFA@ (Accounting for Income Taxes). There was nchseffect on net income during the
year ended 199!

Asset/Liability Management

The Company currently focuses lending efforts taln@niginating and purchasing competitively priceljuatable-rate loan products and fixed-
rate loan products with relatively short terms tatumnity, generally 15 years or less. This strataiyws the Company to maintain a portfolio
of loans which will be relatively sensitive to clygs in the level of interest rates while providingeasonable spread to the 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 thgp@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 assetilifopmanagement goals.

During the quarter ended June 30, 1995, all seéesifireviously designated as held to maturity uditlg mortgage-backed securities, were
reclassified to the available for sale categorye Tétlassification was performed after considenabyp management of a pending regulatory
policy clarification regarding the measurementraérest 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
available for sale. During the quarter ended JUhel 895, the reclassified adjustable-rate mortdaagsked securities were sold.

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 influenced by thelkef short-term interest rates. The Company sféerange of maturities on its deposit
products at competitive rates and monitors the riiggs on an ongoing basi



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

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



Net Portfolio Value

The Office of Thrift Supervision ("OTS") provided\get 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 liakf#itias well as cash flows from off-balance sheetraots. Management of First Federal's
assets and liabilities is performed within the eahbf the marketplace, but also within limits édished by the Board of Directors on the
amount of change in NPV which is acceptable givenain 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” leveliterest rate risk in the event of an assumed2@ds 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 takedudton 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 thaegrpeo forma decrease in NPV) and (b) its "nornhelel 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 detetioin. It is uncertain as to when this evaluaticayrhe completed. Had such regulation b

in effect at September 30, 1996, First Federai&r@st rate risk would have been considered noamdino additional risk-based capital would
have been required.

Presented below, as of September 30, 1996, isapsimof First Federal's interest rate risk assuezd by changes in NPV for an
instantaneous and sustained parallel shift in thlkel 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 valdized-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 bechosmwers prepay at relatively higher rates.
The value of First Federal's deposits and borrogvzftange in approximately the same proportionsingi and falling rate scenarios.

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



At September 30, 1996

Change in Interest Rate Board Limit

(Basis Paints) % Change $ Change % Change
(Doll ars in Thousands)
+400 bp ..oocveene. (60)% $(13,549) (36)%
+300 bp oo (50) (9,977) (26)
+200 bp oo, (40) (6,499) a7
+100 bp oo, (25) (3,153) (8)
0bp . - - -
--100bp e (10) 2,447 6
--200bp e (15) 4,131 11
--300bp e (20) 5,885 16
--400bp .o (25) 8,068 21

Interest Sensitivity GAP Analysis
Management of interest sensitivity of Security &faank is accomplished by matching the maturitfaaterest-earning assets and interest-

bearing liabilities. The following table illustrat¢he asset/(liability) funding gaps for selecteatumity periods as of September 30, 1996 for
Security State Banl



At September 30, 1996

R epricable or Maturing Within
0-6 6-12 Total Over
Months Months 1 Year 1Year Total
(In Thousands)
ASSETS
Interest-earning deposits in
other financial institutions ..... $ 100 $ 0 $ 100 $ O $ 100
Federal funds sold .................. 0 0 0 0 0
Securities .. 2,516 2,250 4,766 5,150 9,916
LOANS ..oooieieiiieeiee e 9,437 2,570 12,007 8,968 20,975
Total interest-earning assets .... $ 12,053 $ 4820 $16,873 $14,118 $30,991
LIABILITIES
Interest-bearing deposits ........... $ 8,761 $12,265 $21,026 $ 3,910 $24,936
Borrowed funds ...........ccccuee. 1,400 0 1,400 0 1,400

$12,265 $22,426 $ 3,910 $ 26,336

$(7,445) $(5,553) $10,208 $ 4,655

39% 75% 361% 118%

Certain shortcomings are inherent in the methaghalysis presented in the foregoing tables. Fomgka, although certain assets and
liabilities may have similar maturities or periadsrepricing, 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. iaaitly, certain assets such as adjustable-ratégage loans, have features which restrict
changes in interest rates on a short-term basiewagdthe life of the asset. Further, in the exddrat change in interest rates, prepayments and
early withdrawal levels would likely deviate frofmose assumed in calculating the tables. Finally affility of some borrowers to service tt

debt may decrease in the event of an interesirretease. First Federal considers all of thesefadh monitoring its exposure to interest rate
risk.



Asset Quality

It is management's belief, based on informationlalbie, that the Company's historical level of aggelity has been satisfactory and that
asset quality will continue to remain strong. Ap&enber 30, 1996, non-performing assets, consisfimpnaccruing loans, real estate owi
and repossessed consumer property, totaled $20B300.70% of total assets, compared to $759 ®00.29% of total assets, for the fiscal
year ended 1995. The increase in-performing assets was due primarily to the additba $1,623,000 real estate participation loa s
by a 104 unit multi-family apartment complex loahte Madison, Wisconsin.

Liquidity and Sources of Funds

The Company's primary sources of funds are depditsowings, principal and interest payments amfand mortgage-backed securities,
and maturing invest-ment securities. While schetlidan repayments and maturing investments aréwella predictable, 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 borrowpegsable 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 time deposits, U.S. Goverripggvernmental agency and corporate securitieohbligations generally having

remaining terms to maturity of less than five yeardess otherwise pledged. First Federal hasritstty maintained its liquidity ratio at

levels well in excess of those required. First Fakkeregulatory liquidity ratios were 5.4%, 12.2¥d 8.0% at September 30, 1996, 1995 and
1994, respectively.

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 depositdlqiv) yields available o



interest-bearing deposits, and (v) the objectifas@sset/liability management program. Exceggidiity is generally invested in interest-
earning overnight deposits and other short-terneguwent agency obligations. If the Company requineds beyond its ability to generate
them internally, it has additional borrowing capwaetiith the Federal Home Loan Bank of Des Moined has collateral eligible for use with
reverse repurchase agreements.

The primary investing activities of the Company #e origination and purchase of loans and thelase of securities. During the years
ended September 30, 1996, 1995 and 1994, the Conapiggnated loans of $95.8 million, $65.3 milliamd $50.3 million, respectively.
Purchases of loans totaled $24.9 million, $19.2ioniland $22.1 million during the years ended Seybier 30, 1996, 1995 and 1994,
respectively. During the years ended Septembet @85, 1995 and 1994, the Company purchased moHggaged securities and other
securities in the amount of $121.0 million, $43.#Hion and $76.4 million, respectively.

At September 30, 1996, the Company had outstarmingnitments to originate and purchase loans of&&0llion. Certificates of deposit
scheduled to mature in one year or less from Seyee0, 1996 total $126.5 million. Based on it4drisal 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 lzzjaate to meet the Company's
foreseeable short- and long-term liquidity needs.

During the fiscal year ended September 30, 19%6Ctmpany completed a major remodeling of its no#fice building at an approximate
cost of $911,000. In addition, the Company initiategotiations for the purchase of an existingdiog located in Des Moines, lowa, for the
purpose of establishing a branch office of Firglétal. The building purchase, and related remoggiganticipated to be completed during
the first quarter of the 1997 fiscal year. Durihg fiscal year ended September 30, 1995, the Coyrqmanpleted an upgrade of its data
processing system at an approximate cost of $30070% source of funds for capital improvementthef type is from the normal operations
of the Company.

On September 20, 1993, the Bank converted fronder&édly chartered mutual savings and loan associati a federally chartered stock
savings bank. At that time, a liquidation accouaswestablished for the benefit of eligible accdwitiers who continue to maintain their
account with the Bank after the conversion. Theitlgtion account is reduced annually to the exteait eligible account holders have redu
their qualifying deposits. At September 30, 199, liquidation account approximated $3.8 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 aco®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 purchasowegr of money over time due to inflation. The prignanpact of inflation is reflected in the
increased cost of the Company's operations. Unfigst industrial companies, virtually all the assetd liabilities of the Company are
monetary in nature. As a result, interest rateggdly have a more significant impact on a finahiriatitution'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 isguthe FFASB that will apply for the year ending Sapber 30, 1997. SFAS No. 121,
"Accounting for the Impairment of Long-Lived Assetsd for Long-Lived Assets to be Disposed of," ieggia review of long-term assets for
impairment of recorded value and resulting writevds if the value is impaired. SFAS No. 122, "Acctiog for Mortgage Servicing Rights,"
requires recognition of an asset when servicingtsigre retained on in-house originated loansaftesold. SFAS No. 123, "Accounting for
Stock-Based Compensation," encourages, but doagaquite, entities to use a "fair value based natho account for stock-based
compensation plans and requires disclosure oftbf@mna effect on net income and on earnings pareshad the accounting been adopted.
SFAS No. 125, "Accounting for Transfers and Sengodf Financial Assets and Extinguishment of Lidilet," 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 adils and other financial assets, repurchase agrégnwan participations, asset
securitizations, and transfers of receivables wattourse. Adoption of these statements are notgaghéo have a material effect on the
Company's consolidated financial position or resaftoperations



First Midwest Financial, Inc. and Subsidiaries
Report of Independent Auditors

Board of Directors
First Midwest Financial, Inc. and Subsidiaries 8tdrake, lowa

We have audited the accompanying consolidated balsimeet of First Midwest Financial, Inc. and Sdiasies (the "Company") as of
September 30, 1996 and the related consolidateshstats of income, changes in shareholders' egoifycash flows for the year then ended.
These financial statements are the responsibilitied Company's management. Our responsibility ixjpress an opinion on these financial
statements based on our audit. The consolidataddial statements of the Company as of Septemhdr9®® and for the years ended
September 30, 1995 and 1994 were audited by otlitoas whose report dated November 17, 1995 esprean unqualified opinion on the
statements.

We conducted our audit in accordance with generalbepted auditing standards. Those standardsegtat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatem@naudit includes examining, on a test
basis, evidence supporting the amounts and dis@lssn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememiell as evaluating the overall financial statetpeesentation. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statetegrferred to above present fairly, in all matenégpects, the financial position of the
Company as of September 30, 1996 and the resuls @berations and its cash flows for the yean theded in conformity with generally
accepted accounting principles.

CROWE, CHIZEK AND COMPANY LLP
October 9, 1996
South Bend, Indian



First Midwest Financial, Inc. and Subsidiaries

Consolidated Balance Sheets

ASSETS
Cash and due from financial institutions .......
Interest-bearing deposits in other financial ins
Federal funds sold .........ccccccvvvevreennn.

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 $2,356,113 in 1996 and $1,649,520 in 1995 .
Federal Home Loan Bank (FHLB) stock, at cost ...

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

Premises and equipment, net ...................

Foreclosed real estate, net of allowances of $5,
$-0-in1995 ...,

Other assets ......ccccvvvvveieeieeeeieeeeennn,

Total asSets ........cceeeeevevieiiiiinnnnns
LIABILITIES AND SHAREHOLDERS' EQUITY

LIABILITIES
Noninterest-bearing demand deposits ............

Savings, NOW and money market demand deposits ..

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

Total deposits ......ccceeeeeiviieeeeiinns
Advances from FHLB

Securities sold under agreements to repurchase .

Other borrowings ........cocceveeiiiiienennne

Advances from borrowers for taxes and insurance

Accrued interest payable ............cccccco....
Accrued expenses and other liabilities .........

Total liabilities ............ccccvvvenenns

September 30, 1996 and 1

1996 199

...................... $ 736,979 $ 453
titutions - short-term 4,743,636 4,162

...................... 8,848,037
...................... 14,328,652 4,615
titutions

...................... 300,000
...................... 109,491,558 70,232
es

...................... 243,533,519 178,551
5,524,700 3,915
5,029,047 2,745
3,680,332 1,976

...................... 86,818 48
...................... 6,033,672 2,127

...................... $ 388,008,298 $ 264,213

$ 5,452,911 $ 2,076
49,358,478 40,407
178,594,337 129,308
233,405,726 171,792
102,287,803 51,098
2,789,918 1,149
1,400,000

...................... 490,243 501
1,271,465 788
3,153,441 869

,223

527



First Midwest Financial, Inc. and Subsidiaries

Consolidated Balance Sheets (continued)

SHAREHOLDERS' EQUITY

Preferred stock, 800,000 shares authorized; none

Common stock, $.01 par value; 5,200,000 shares a
1,990,495 shares issued and 1,945,735 shares o
at September 30, 1996; 1,991,453 shares issued
shares outstanding at September 30, 1995 .....

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

Retained earnings - substantially restricted ...

Net unrealized appreciation on securities availa
net of tax of $18,324 in 1996 and $340,190 in

Unearned Employee Stock Ownership Plan shares ..

Treasury stock, 44,760 and 197,428 common shares
at September 30, 1996 and 1995, respectively .

Total shareholders' equity ..................
Total liabilities and shareholders' equity ..

The accompanying notes are an integral part of t
statements.

September 30, 1996 and 1

1996 199
issued .............. --
uthorized;
utstanding
and 1,794,025
19,905 19

20,862,551 19,310
23,748,383 22,080

1995 ..o, 28,698 571
...................... (767,200) (967

...................... $ 388,008,298 $ 264,213

hese consolidated financial

,915
,045
,579

564
,200)

207)

,696

223



FIRST MIDWEST FINANCIAL, INC. AND SUBSIDIARIES

Consolidated Statements of Income Years ended September 30, 1996, 1995 and 1994
1996 1995 1994
INTEREST AND DIVIDEND INCOME
Loans receivable ..............ccccoeeeeennn. ... $18,567,097 $ 13,768,064 $ 9,743,957
Securities available for sale .................. 5,437,734 7,015,145 3,842,930

Securities held to maturity ..... -- -- 1,400,824
Dividends on FHLB stock .............ccc.c...... 332,634 270,261 164,980

24,337,465 21,053,470 15,152,691

INTEREST EXPENSE
DEPOSILS ..eoevveeiiieeiiee e .. 9,766,586 8,245,227 6,102,042
FHLB advances and other borrowings ............. 4,212,024 3,403,497 1,180,452

13,978,610 11,648,724 7,282,494

NET INTEREST INCOME .......c..cooviiiiiiinn. ... 10,358,855 9,404,746 7,870,197

PROVISION FOR LOAN LOSSES ........cccccveveennnne 100,000 250,000 105,000

NET INTEREST INCOME AFTER PROVISION
FOR LOAN LOSSES ......cccoociiiiiiiiiine, ... 10,258,855 9,154,746 7,765,197

NONINTEREST INCOME

Loan fees and service charges .................. 830,256 712,345 597,984

Gain on sales of securities available for sale, net 79,317 1,070,247 9,170
Gain (loss) on sales of foreclosed real estate, net (8,630) -- --
Brokerage commissions ..........cccccoeuveeenn. 292,189 297,777 328,343

Other income 226,163 206,101 142,270

1,419,295 2,286,470 1,077,767

NONINTEREST EXPENSE
Employee compensation and benefits ............. 3,732,839 3,400,190 3,079,769
Occupancy and equipment expense ................ 668,784 432,571 316,375
SAIF deposit insurance premium ................. ... 1,699,363 404,306 350,314
Data processing eXpense ..........ccceeeeeennee 289,390 291,961 200,219
Other eXpense ......ccccceeeeeeveviiicciniennns 1,177,886 1,047,149 991,020

7,568,262 5,576,177 4,937,697

INCOME BEFORE INCOME TAXES AND CUMULATIVE
EFFECT OF CHANGES IN ACCOUNTING PRINCIPLES ..... .. 4,109,888 5,865,039 3,905,267

INCOME TAX EXPENSE .......cccooeiiiiiiiiin. .. 1,696,323 2,320,687 1,433,519

INCOME BEFORE CUMULATIVE EFFECT OF
CHANGES IN ACCOUNTING PRINCIPLES ............... .. 2,413,565 3,544,352 2,471,748

CUMULATIVE EFFECT OF CHANGES IN
ACCOUNTING PRINCIPLES:
Change in method of accounting for income taxes - - 257,163

NET INCOME .......ccooiiiiiiiiiiiiie .. $ 2,4135565 $ 3,544,352 $ 2,728,911




FIRST MIDWEST FINANCIAL, INC. AND SUBSIDIARIES

Consolidated Statements of Income

(continued)

EARNINGS PER COMMON AND COMMON
EQUIVALENT SHARE
Fully diluted:
Income before cumulative effect of
changes in accounting principles ..........
Cumulative effect of changes in
accounting principles .........ccccceeees

NET INCOME ......cooociiiiiiiiiiicciiieees

The accompanying notes are an integral part of t
statements.

Years ended September 30, 1996, 1995 and 1994

1996 1995 1994

$ 134 $ 199 $ 1.24

- - 13

$ 134 % 199 $ 1.37

hese consolidated financial



First Midwest Financial, Inc. and Subsidiaries

Consolidated Statements of Changes in Shareholders'

Balance at October 1, 1993 ........ $ 19,88
Reduction of conversion costs ... --

Purchase of 135,716 common
shares of treasury stock ..... --

19,810 common shares committed
to be released under the ESOP . --

Issuance of 4,794 shares in
connection with recognition
and retention plan ............ 4

Retirement of 1,918 common shares

Amortization of recognition and
retention plan common shares .. -

Net change in unrealized
appreciation (depreciation)
on securities available for
sale, net of tax of ($43,568) . -

Net income for the year ended
September 30, 1994 ............ -

Balance at September 30, 1994 ..... $ 19,91

1

Equity Years Ended September 30, 19
Net Unrea
Appreciat
(Depreciatio
Additional Securities
n Paid-in Retained able-For-
Capital Earnings Net of
6 $18,480,114 $16,322,411 $

9)

93,210 --

(48) -

19 -

381,897 -

- 2,728,911

$18,955,192 $19,051,322 $ (86

96, 1995 and 1994

ion

n)on  Unearned
Avail- Employee Stock
Sale,  Ownership
Tax Plan Shares

~  $(1,384,100)

- 198,100

,964) -

,964)  $ (1,186,000)



Consolidated Statements of Changes in Shareholders'

Treasu
Stoc

Balance at October 1, 1993 ........ $ -
Reduction of conversion costs ... -

Purchase of 135,716 common
shares of treasury stock ..... (2,070,

19,810 common shares committed
to be released under the ESOP . -

Issuance of 4,794 shares in
connection with recognition
and retention plan .... -

Retirement of 1,918 common shares -

Amortization of recognition and
retention plan common shares .. -

Net change in unrealized
appreciation (depreciation)
on securities available for
sale, net of tax of ($43,568) . -

Net income for the year ended
September 30, 1994 ............ -

Balance at September 30, 1994 ..... $ (2,070,

Years Ended September 30, 19

Equity (Continued)
Total
ry Shareholders'
k Equity
- $ 33,438,311
- 93,210

177)  (2,070,177)

- 198,100

- 381,897

- (86,964)

- 2,728,911

177) $34,683,288

96, 1995 and 1994



Consolidated Statements of Changes in Shareholders'

Commo
Stock

Balance at September 30, 1994 ..... $ 19,

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

21,880 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 ($.30 per share) . --

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 ............ -

Balance at September 30, 1995 ..... $ 199

Equity (Continued) Years Ended September 30, 19
Net Unrea
Appreciat
(Depreciatio
Additional Securities
n Paid-in Retained able-For-
Capital Earnings Net of
915 $18,955,192 $19,051,322 $ (
87,789 --
267,064 --
- (515,095)
- - 658
- 3,544,352
15 $19,310,045 $22,080579 $ 57

96, 1995 and 1994

ion

n)on  Unearned
Avail- Employee Stock
Sale,  Ownership
Tax Plan Shares

- 218,800

,528 -

1,564 $ (967,200)



Consolidated Statements of Changes in Shareholders'

Treasury
Stock

Balance at September 30, 1994 ..... $(2,070,17

Purchase of 61,712 common
shares of treasury stock ...... (932,03

21,880 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 ($.30 per share) . --

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 ... -

Balance at September 30, 1995 ..... $(3,002,20

Equity (Continued)

Years Ended September 30, 19

7

0)

7

Total
Shareholders'
Equity

$ 34,683,288

(932,030)

306,589

267,064

(515,095)

658,528

3,544,352

$ 38,012,696

96, 1995 and 1994



Consolidated Statements of Changes in Shareholders'

Commo
Stock

Balance at September 30, 1995 .... $ 19,

Purchase of 27,940 common
shares of treasury stock ..... -

Retirement of 958 common shares

20,000 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 ($.44 per share) -

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

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

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 ........... -

Equity (Continued) Years Ended September 30, 19

Net Unrea
Appreciat
(Depreciatio
Additional Securities
n Paid-in Retained able-For-
Capital Earnings Net of

915 $19,310,045 $22,080579 $ 5

(10) 10 -

- 303,524 --

- 168,120 --

- - (745,761)

- 1,192,990 -

- (112,138) -

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

96, 1995 and 1994

ion

n)on  Unearned
Avail- Employee Stock
Sale,  Ownership
Tax Plan Shares

71,564 $ (967,200)

- 200,000

28,698 $ (767,200)




First Midwest Financial, Inc. and Subsidiaries

Consolidated Statements of Changes in Shareholders'

Trea
St

Balance at September 30, 1995 .... $(3,0

Purchase of 27,940 common
shares of treasury stock ..... 6

Retirement of 958 common shares

20,000 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 ($.44 per share)

Issuance of 171,158 common
shares from treasury stock in
connection with acquisition of
Central West Bancorporation .. 2,7

Issuance of 9,450 common shares
from treasury stock due to
exercise of stock options .... 2

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 .... $ (6

The accompanying notes are an integral part of t
statements.

Equity (continued) Years Ended September 30, 19

sury
ock

02,207)

30,710)

43,644

06,638

82,635)

Total
Shareholders'

Equity

$ 38,012,696

(630,710)

503,524

168,120

(745,761)

3,936,634

94,500

(542,866)

2,413,565

$ 43,209,702

hese consolidated financial

96, 1995 and 1994



First Midwest Financial, Inc. and Subsidiaries

Consolidated Statements of Cash Flows

CASH FLOWS FROM OPERATING ACTIVITIES
NetinComMe ......cccvvevviiieniiiieeiiiece
Adjustments to reconcile net income to net cash

from operating activities:

Cumulative effects of changes in accounting pri
Depreciation, amortization and accretion, net .
Provision for loan losses .....................
Provision for losses on foreclosed real estate
Gain on sales of securities available for sale,
Proceeds from the sales of loans held for sale
Originations of loans held for sale ...........
Stock dividends from FHLB stock ...............
(Gain) loss on sales of office property, net ..
(Gain) loss on sales of foreclosed real estate,
Net change in interest receivable .............

Net change in other assets ....................

Net change in accrued interest payable ........

Net change in accrued expenses and other liabil

Net cash from operating activities ..........

CASH FLOWS FROM INVESTING ACTIVITIES
Net change in interest-bearing deposits in other
financial institutions ...........c.ccceevve
Purchase of securities available for sale .......
Purchase of securities held to maturity .........
Proceeds from sales of securities available for s

Proceeds from maturities and principal repayment

mortgage-backed securities available for sale .

Proceeds from maturities and principal repayment

mortgage-backed securities held to maturity ...
Loans purchased ..........ccccceevviveeiinnnnns
Net change in loans .........cccccceevvveeenns
Proceeds from sales of foreclosed real estate ...
Purchase of FHLB StocK ..........ccccceeuvieannes
Purchase of Community Financial Systems, Inc.,
net of cash received ...........cccoovvennnns

Purchase of lowa Bancorp, Inc., net of cash recei
Purchase of Central West Bancorporation, net of ¢

received .......ooovieeiiiiee e
Purchase of premises and equipment, net .........
Proceeds from sales of assets ...................

Net cash from investing activities ............

Years Ended September 30, 19

(120,994,759)

1996 1995
$ 2,413,565 $ 3,544,352
907,721 697,879
100,000 250,000
20,000 -
(79,317)  (1,070,247)
1,064,000 -
(1,064,000) -
(78,900) -
(24,739) -

8,630 -
(1,406,034) (504,937)
(399,200) (55,643)
348,940 (47,662)
1,689,497 (122,777)
3,500,163 2,690,965

(300,000) -

(31,580,132)

- (11,888,625)

366,829 49,445,258
95,068,472 29,105,289
- 27,205
(24,975,540)  (19,211,940)
(3,599,754)  (4,280,762)
132,842 78,738
(1,355,100) (899,800)
(5,217,265) -
(229,430) -
(845,380) (581,126)
72,925 -
(61,876,160) 10,214,105

96, 1995 and 1994

$ 2,728,911

(257,163)
690,755
105,000

(9.170)

(221,613)
5,181
350,455
(343,537)

3,048,819

(10,342,303)
(66,050,121)
16,136,827

15,975,260
8,256,744
(22,059,813)
(2,281,756)
2,000
(1,134,900)

(6,801,434)

(32,366)

(68,333,862)



First Midwest Financial, Inc. and Subsidiaries

Consolidated Statements of Cash Flows (Continued)

CASH FLOWS FROM FINANCING ACTIVITIES

Net change in noninterest-bearing demand,

savings, NOW, and money market demand deposits
Net change in other time deposits ...............
Proceeds from advances from FHLB .
Repayments of advances from FHLB ................
Net change in securities sold under agreements to
Net change in advances from borrowers for taxes a
Cash dividends paid ...........ccceeeeieeennnes
Proceeds from exercise of stock options .........
Purchase of treasury stock ......................

Net cash from financing activities ..........
Net change in cash and cash equivalents ...........
Cash and cash equivalents at beginning of year ....

CASH AND CASH EQUIVALENTS AT END OF YEAR

Years Ended September 30, 1996, 1

1996 1995

(295,265) (5,082,644)
18,548,037 708,934
210,000,000 246,000,000
............ (160,510,585)  (255,209,677)
repurchase 1,640,000 240,000
nd insurance (11,279) 70,919
(745,761) (515,095)

94,500 -
(630,710) (932,030)

............ 68,088,937  (14,719,593)
............ 9,712,940 (1,814,523)

............ 4,615,712 6,430,235

............ $ 14,328,652 $ 4,615,712

995 and 1994

(5,066,686)
1,829,381
298,300,000
(240,308,847)
(1,488,152)
(24,545)

(2,070,177)

51,170,974
(14,114,069)

20,544,304



First Midwest Financial, Inc. and Subsidiaries

Consolidated Statements of Cash Flows (Continued) Years Ended September 30, 1996, 1 995 and 1994

1996 1995 1994

Supplemental disclosure of cash flow information

Cash paid during the year for:
Interest $ 13,629,670 $ 11,696,386 $ 6,594,377
Income taxes 1,736,192 2,366,886 1,463,427

Supplemental schedule of non-cash investing and
financing activities

Loans transferred to foreclosed real estate $ 220,474 $ 129,408 $ -
Issuance of common stock for purchase of
Central West Bancorporation 3,936,634 - -
The accompanying notes are an integral part of t hese consolidated financial
statements.

First Midwest Financial, Inc. and Subsidiaries

Notes to Consolidated Financial Statements SepteBthel 996, 1995 and 19!

Note 1 - Summary of Significant Accounting Policies

General:

First Midwest Financial, Inc. (the "Company") ic&ted in Storm Lake, lowa, and was organized aoarporated under the laws of the State
of Delaware for the purpose of acquiring all of tapital stock to be issued by First Federal SavBank of the Midwest (the "Bank" or
"First Federal") upon the conversion describedeldon September 20, 1993, First Federal Savingd.aad Association of Storm Lake (the
"Association") was converted from a federally cheeti mutual savings and loan association to adfigehartered stock savings bank and
the name of the Association was changed to Firdéfa Savings Bank of the Midwest.

Principles of Consolidation and Nature of Businasd Industry Segment Information:

The consolidated financial statements include twants of the Company and its wholly-owned subsi€e$, which include the Bank,
Security State Bank ("Security"), First Servicesdricial Limited, which offers brokerage serviced ann-insured investment products, and
Brookings Service Corporation. All significant intempany balances and transactions have been atiin

The primary source of income for the Company ispheehase or origination of commercial, commermal estate, and residential real estate
loans. See Note 4 for a discussion of concentratidreredit risk. The Company accepts deposits ftastomers 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, opgyaticome and asse



Assets held in trust or fiduciary capacity are amdets of the Company and, accordingly, are naided in the accompanying consolidated
financial statements. At September 30, 1996 an® 1190st assets totaled approximately $10,172,0@082,245,000, 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 equipmenglVre certain significant estimates
made by management. These estimates are reviewaadfggement routinely and it is reasonably poséiitalecircumstances that exist at
September 30, 1996 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 concentratexist that make the Company vulnerable to theafakea-term severe impac



Cash and Cash Equivalents:

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

Securities:

Effective October 1, 1993, the Company adoptedtbgisions of Statement of Financial Accountingrisi@ds (SFAS) No. 115, "Accountil
for Certain Investments in Debt and Equity Seceslti The Company now classifies securities as gexsiheld to maturity, available for sale
and trading securities. Securities held to matwaitythose which the Company has the positive tirged ability to hold to maturity, and are
reported at amortized cost. Securities availahlesdte are those the Company may decide to sadlatied for liquidity, asset-liability
management or other reasons. Securities availabkafe are reported at fair value, with unrealigaths and losses included as a separate
component of shareholders' equity, net of tax. ifigdecurities are bought principally for saletie near term, and are reported at fair value
with unrealized gains and losses included in egsiiithe effect of adopting SFAS No. 115 was noenigtto the consolidated financial
statements.

In implementing SFAS No. 115, the Company origindksignated the securities and mortgage-backedises held at October 1, 1993 as
available-for-sale securities. Securities acqu#iede October 1, 1993 have been designated atsdtiguias available-for-sale or held-to-
maturity, however, in May 1995, all securities poessly designated as held-to-maturity, includingrtgage-backed securities, were
transferred to the available-for-sale category. Thenpany does not have any securities classifideblasto-maturity or trading at September
30, 1996 or 1995. Although the Company does not lsasurrent intent to sell the securities availdttesale, and it is management's opinion
that the Company has the ability to hold these riéesito maturity, management considers the design as available-for-sale to provide
flexibility in adjusting the composition of the sgities portfolio as may become desirable in thearkl

Gains and losses on the sale of securities arengieted 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 ¢iglethod, is included in earnings.

Loans Held for Sale:
Mortgage loans originated and intended for sathénsecondary market are carried at the lower sif @oestimated market value in the
aggregate. Net unrealized losses are recognizadatuation allowance by charges to income.

Loans:

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 anygehaffs, the allowance for loan losses, any defefees or costs on originated loans and
any unamortized premiums or discounts on purchbsets.

Premiums or discounts on purchased loans are a®dtid income using the level yield method overrémaining period to contractual
maturity, adjusted for anticipated prepayme



Interest income on loans is accrued over the tdriheoloans based upon the amount of principaltanting except when serious doubt exists
as to the collectibility of a loan, in which case taccrual of interest is discontinued. Interespine is subsequently recognized only to the
extent that cash payments are received until, inagement'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 Relatesis:
Loan fees and certain direct loan origination cas¢sdeferred, with the net fee or cost recogn@sedn adjustment to interest income using
interest method.

Allowance for Loan Losses:

Because some loans may not be repaid in full, lamwahce for loan losses is recorded. The allowdockan losses is increased by a
provision for loan losses charged to expense angkdsed by chargeffs (net of recoveries). Estimating the risk addaand 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 thi&fqlm, adverse situations that may affect therbaer's ability to repay, the estimated value
of any underlying collateral, and current econontnditions. While management may periodically atecportions of the allowance for
specific problem loan situations, the whole alloegrs 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 Ic



terms. Impaired loans are carried at the presdnevaf expected future cash flows discounted atdhe's effective interest rate or at the fair
value of the collateral if the loan is collaterap@éndent. A portion of the allowance for loan Iesseallocated to impaired loans if the value of
such loans is deemed to be less than the unpaddmllf these allocations cause the allowanckéor losses to require an increase, such
increase is reported as a component of the prawvisioloan losses. The effect of adopting thesadsteds was not material to the consolidated
financial statements.

Smaller-balance homogeneous loans are evaluatéahpairment in total. Such loans include residéritiat mortgage loans secured by one-
to-four family residences, residential constructioains, and automobile, manufactured homes, homiéyeand second mortgage loans.
Commercial loans and mortgage loans secured by ptbperties are evaluated individually for impaémh When analysis of borrower
operating results and financial condition indicatest underlying cash flows of the borrower's basiare 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 impainegaired 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 lo&&a#sations are periodically performed by managenaewi valuation allowances are adjus
through a charge to income for changes in faire@uestimated selling costs.

Income Taxes:

Effective October 1, 1993, the Company adopted SNAS109, "Accounting for Income Taxes". Under SHA& 109 deferred tax assets .
liabilities are reflected at currently enacted imeotax rates applicable to the period in whichdéferred tax assets or liabilities are expected
to be realized or settled. As changes in tax lawstes are enacted, deferred tax assets andtiebdre adjusted through income tax expense

The effect of applying the provisions of SFAS N69esulted in a one-time adjustment that increastéhcome for the year ended
September 30, 1994 by $257,163 ($.13 per sharejded as a cumulative effect of a change in ac@ogiptrinciples.

Premises and Equipment:
Land is carried at cost. Buildings, furniture, €its and equipment are carried at cost, less adatedulepreciation and amortization
computed principally by using the strai-line method over the estimated useful lives ofabkgets ranging from 3 to 40 ye:



Employee Stock Ownership Plan:

Effective October 1, 1994, the Company began towaacfor its employee stock ownership plan ("ESGR'§ccordance with AICPA
Statement of Position ("SOP") 93-6. Under SOP 98w cost of shares issued to the ESOP, but nallipetated to participants, are presented
in the consolidated statement of financial condits a reduction of shareholders' equity. Comp@msakpense is recorded based on the
market price of the shares as they are committde teleased for allocation to participant accaublte difference between the market price
and the cost of shares committed to be releasetdsded as an adjustment to additional paid-iitalapividends on allocated ESOP shares
are recorded as a reduction of retained earningstethds are not paid on unearned ESOP shares.

ESOP shares are considered outstanding for earpargshare calculations as they are committed telbased; unearned shares are not
considered outstanding.

Prior to the adoption of SOP 93-6, the expenserdecbrelative to the ESOP was limited to the ppatrepayment on the loan and the
earnings per share calculation included as outstgradl 153,410 shares of common stock owned byEROP.

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 stidiighh method. As of September 30, 1996
and 1995, unamortized goodwill totaled $5,090,98@ $1,689,776, respectively. Amortization expenas 170,070, $125,160 and $62,584
for the years ended September 30, 1996, 1995 a9l t&spectively.

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 agreememsrahase identical securities are collateralizeddsets which are held in safekeeping in the
name of the Bank by the dealers who arranged émsaction. Securities sold under agreemer



repurchase are treated as financings and the tibligaio repurchase such securities are reflecedliability. The securities underlying the
agreements remain in the asset accounts of the &omp

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 considgditutive stock options. The difference betweeimary and fully diluted earnings per
share is not material. The weighted average nuwibgnares for calculating fully diluted earnings pemmon share is:

Year ended September 30, 1996 1995 1994

Fully diluted 1,798,973 1,780,5 92 1,988,064

Reclassifications:
Certain amounts in the 1995 and 1994 consolidatedhéial statements were reclassified to conforith wie 1996 presentation.

Note 2 - Acquisitions

On March 28, 1994 the Company acquired 100% ottimemon stock of Community Financial Systems, INCommunity"), and its wholly-
owned subsidiary, Brookings Federal Bank, a fedsamings bank, in a purchase transaction with $i®min assets. Each share of
Community's common stock was exchanged for $3h3&sh. The Company paid approximately $10.5 milll@ommunity's results of
operations are included in the consolidated incetatement of the Company beginning as of the psechate.

Presented below are the proforma results of opermtf the Company for the year ended September@BL, assuming the Community
acquisition had occurred as of October 1, 1993.

Netinterest inCOMe .....cccccvvvvvcvvcvvecenees $8,819,577
NetinCome ......ccocoveevviiiiiiiiieeeeeeeee 2,804,020
Earnings per common and common equivalent share

Fully diluted:

Netincome .....ccccoovveevveevieeiiieeees $ 141



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 cashCidmpany paid approximately $8 million. lowa Banc¢smgsults of operations are
included in the consolidated income statement ®Qbmpany beginning as of the purchase date.

Presented below are the proforma results of opermtf the Company for the years ended Septembhdrd®® and 1995, assuming the lowa
Bancorp acquisition had occurred as of the begmoireach fiscal year.

1996 1995
Net interest income ...........cccceeveeenee. $10,467,578 $9,872,849
Net inComMe .......cceeviviiiiieiiieieee 2,268,794 3,569,052
Earnings per common and common equivalent share
Fully diluted:
Net income ......ccccceeeviieiienenn. $ 126 $ 200

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 pureh@saction with $33 million in assets. Each slwdrCentral West's common stock was
exchanged for $18.04 in cash and 2.3528 sharémddmpany's common stock. The Company paid appeigly $1.3 million and issued
171,158 common shares valued at $23 per sharetftalasalue of $3,936,634. Central West's resflisperations are included in the
consolidated income statement of the Company begjras 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 ye



Net interest income
Net income

Earnings per common and common equivalent share

Fully diluted:

Netincome ...................

Note 3 - Securities

The amortized cost and fair value of securitieslalke for sale are as follows:

DEBT SECURITIES
Obligations of states and political subdivisions
U.S. Government and federal agencies ...........
Corporate obligations ....
Mortgage-backed securities .....................

MARKETABLE EQUITY SECURITIES

DEBT SECURITIES
U.S. Government and federal agencies ...........
Corporate obligations ...........c.c.ccccveeee.
Mortgage-backed securities

MARKETABLE EQUITY SECURITIES ...........ccccne.

September 30,
Gross
Amortized Unrealized
Cost Gains
$ 1,392,354 -
69,595,584 63,693
199,971 2,466
35,278,943 633,751
106,466,852 699,910
2,977,684 125,983
$109,444,536 $ 825,893

1996

$11,326,730
2,410,218

$ 122

September 30,

Amortized
Cost

$ 45,442,279
1,050,569
20,658,802

67,151,650
2,168,688

$ 69,320,338

Gross

Unrealized
Gains

$ 157,179
7,368
817,761

982,308
90,555

$10,265,360

1996
Gross
Unrealized Fair
Losses Value
- $ 1,392,354
(450,111) 69,209,166
- 202,437
(326,380) 35,586,314
(776,491) 106,390,271

(2,380) 3,101,287

(778,871)  $ 109,491,558

1995
Gross

Unrealized Fair
Losses Value

(87,473)  $45,511,985
(62) 1,057,875
(73574) 21,402,989
(161,109) 67,972,849
- 2,259,243

(161,109)  $ 70,232,092




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

Due in one year or less .......

Due after one year through five years .........

Due after five years through

Due after ten years .............

Mortgage-backed securities

ten years ........

September 30, 1996

Amortized
Cost

43,968,463
21,224,420
5,696,876
298,150

71,187,909
35,278,943

06,466,852

Fair
Value

$ 43,977,423
20,891,552
5,636,832
298,150

70,803,957
35,586,314

$106,390,271




Activities related to the sale of securities avalafor sale and mortgage-backed securities aveifab sale are summarized as follows:

Years Ended September 30,
1996 1995 1994
Proceeds from sales ......... $ 366,829 $49,445,258  $16,136,827
Gross gains on sales ........ 79,317 1,070,247 80,666
Gross losses on sales ....... -- - 71,496

During the period ended September 30, 1994, there wo sales of securities held to maturity ordfens of securities between available for
sale and held to maturity. In May 1995, the Compatyassified all securities, including mortgagek® securities, previously designated as
held to maturity to the available for sale categditye reclassification was performed after consiien by management of a pending
regulatory policy clarification in regard to the aseirement of interest sensitivity of floating-retertgage-backed securities. It was
management's opinion that the pending regulatoligypolarification provided sufficient potentialsk to the market value of this type of
security to warrant reclassification of the sedesiheld by the Company to the available or saségdation. The amortized cost and
approximate fair value of securities and mortgagekbd securities that were transferred to the alvigilfor sale category were $77,832,845
and $78,948,854, respectively.

Note 4 - Loans Receivable, Net

Loans receivable as of September 30 are summaaizéallows:

1996 1995

One to four family residential mortgage loans:

Insured by FHA or guaranteed by VA ........ $ 502,786 $ 599,019

Conventional 77,973,057 56,674,526
CONStruCtion ........ccceeeeviveeeeneiinnen. 7,819,129 17,877,327
Commercial and multi-family real estate loans 85,157,278 73,418,931
Agricultural real estate loans 11,068,059 7,021,264
Commercial business loans ..... 15,468,175 8,172,989
Agricultural business loans ... 30,364,235 11,905,367
Consumer loans ........cccceeevivveeeenins 20,427,632 13,007,467

248,780,351 188,676,890

Less: Allowance for loan losses ............. (2,356,113) (1,649,520)

Undistributed portion of loans in process . (2,240,373) (8,071,693)

Net deferred loan origination fees ........ (650,346) (404,176)

$ 243,533,519  $178,551,501




Activity in the allowance for loan losses for thegys ended September 30 is summarized as follows:

1996 1995 1994
Balance at beginning of year ............. $1, 649,520 $1,442,077 $ 825,000
Provision for loan losses ................ 100,000 250,000 105,000
Community allowance at acquisition date .. - -- 517,781
lowa Bancorp allowance at acquisition date 132,500 - --
Central West allowance at acquisition date 563,310 - --
Charge-offs .......cccovvviviiiiieenenn. (89,217) (42,557) (5,704)

Balance at end of year ................... $2, 356,113 $1,649,520 $1,442,077




Virtually all of the Company's originated loans &wdowa and South Dakota-based individuals andmizations. The Company's purchased
loans totalled approximately $76,444,000 at Sepeer8b, 1996 and were secured by properties located,percentage of total loans, as
follows: 8% in Wisconsin, 5% in Minnesota, 4% imi&, 2% in South Dakota, 2% in New York, 2% in Neda@ 2% in North Dakota and the
remaining 7% in thirteen other states. The Banltshmsed loans totalled approximately $78,760,8@xptember 30, 1995 and were sec!
by properties located, as a percentage of totaklaa follows:

11% in Wisconsin, 7% in Minnesota, 5% in lowa, 4¥8ibuth Dakota, 3% in New York and the remainingplu fifteen other states.

The Company originates and purchases commerciagstate 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 reakesbans include approximately
$8,766,000 and $7,430,000 of loans secured bynytgmes at September 30, 1996 and 1995, resggciivee remainder of the commerc
real estate portfolio is diversified by industnhélfCompany's policy for requiring collateral an@dgntees varies with the creditworthiness of
each borrower.

The amount of restructured and related party l@anaf September 30, 1996 and 1995 were not signifidhe amount of non-accruing loans
as of September 30, 1996 and 1995 were $2,646/80874L1,000, respectively.

Information regarding impaired loans is as folldasthe year ended September 30, 1996:

Average investment in impaired 10ans ............... e $ 405,000
Interest income recognized on impaired loans includ ing interest income

recognized on cash basis .......ccccecceeeeeee e 78,000
Interest income recognized on impaired loans on cas h basis ................ 78,000

Information regarding impaired loans at year enasi$ollows.

Balance of impaired 10ans .........ccccoceeeeeeeee. e $ 1,623,000
Less portion for which no allowance for loan losses is allocated .......... (1,623,000)
Portion of impaired loan balance for which an allow ance for loan losses

isallocated .....ccoovevviiiiieiieeeees e $
Portion of allowance for loan losses allocated to t he impaired loan balance $

Note 5 - Foreclosed Real Estate
Foreclosed real estate as of September 30 is supatars follows:

1996 1995
Foreclosed real estate ............c.ccocerveunnns . $91,818 $48,418
Less: Allowance for foreclosed real estate losses . (5,000) --

$86,818 $48,418




A summary of the activity in the allowance for fol@sed real estate losses for the years endedrBleete30 is as follows:

1996 1995 1994
Balance, beginning of period ................. $ - $ - $ 10,897
Provision for losses on foreclosed real estate 20,000 -- -
Less: Losses charged against allowance ...... (15,000) -- (10,897)

Balance, end of period ...........c..c........ $ 5000 $ -- $ -




Note 6 - Loan Servicing
Mortgage loans serviced for others are not includdtie accompanying consolidated balance shebtsufipaid principal balances of these
loans at September 30 is summarized as follows:

1996 1995

Mortgage loan portfolios serviced for FNMA ........ ... $1,748,000 $1,630,000

Custodial escrow balances maintained in connegtitinthe foregoing loan servicing were approximat®8,000 and $45,000 at September
30, 1996 and 1995, respectively.

Note 7 - Premises and Equipment, Net
Premises and equipment at September 30 are sunathaszollows:

1996 1995
Land ......cooevieeiiiieeeece $ 535,233 $ 446,547
Buildings 3,979,312 2,685,197
Furniture, fixtures and equipment ........ 2,078,258 1,929,692
6,592,803 5,061,436
Less accumulated depreciation ............ ( 2,912,471) (3,084,789)
$ 3,680,332 $ 1,976,647

Depreciation of premises and equipment, includestitupancy and equipment expense, was $214,204,83Band $91,061 for the years
ended September 30, 1996, 1995 and 1994, respgctive

Note 8 - Deposits
The aggregate amount of short-term jumbo certéisatf deposit in denomination of $100,000 or moas approximately $12,463,000 and
$6,957,500 at September 30, 1996 and 1995, regphcti

At September 30, 1996, the scheduled maturitiegdificates of deposit were as follows for therngeanded September 30:

1997 $126,312,353
1998 38,701,778
1999 11,158,153
2000 1,580,664
2001 and thereafter 841,389



Note 9 - Advances From Federal Home Loan Bank
At September 30, 1996, advances from the FHLB of Meines with fixed and variable rates ranging fré59% to 7.82% mature in the y¢
ending September 30 as follows:

1997 $ 69,850,000
1998 23,550,000
1999 200,000

2000 600,000

2001 and thereafter 8,087,803



The Bank has executed a blanket pledge wherebBdhk assigns, transfers and pledges to the FHLRjaamts 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 mushtaa "eligible collateral”" that has a "lending wel at least equal to the "required
collateral amount”, all as defined by the agreement

At September 30, 1996 and 1995, the Bank pledgadtities with amortized costs of approximately $&B,000 and $22,500,000 and fair
values of approximately $60,605,000 and $22,468#¥20nst specific FHLB advances. In addition, dyalg mortgage loans of
approximately $69,296,000 were pledged as colle&tr@eptember 30, 1996.

Note 10 - Securities Sold Under Agreements to Repthiase
At September 30, 1996 and 1995, securities solénagreements to repurchase totaled $2,789,91850d9,918, respectively.

An analysis of securities sold under agreementsparchase is as follows:

Years ended September 30,

1996 1995
Highest month-end balance ......................... $ 2,789,918 $ 1,312,411
Average balance ..........ccccccceveeiiiiiinnnn, 2,197,611 1,139,431
Weighted average interest rate during the period... 5.56% 5.30%
Weighted average interest rate at end of period.... 5.52% 5.75%

At September 30, 1996, securities sold under ageatso repurchase had maturities ranging from1tltmonths with a weighted average
maturity of 5 months.

The Bank pledged securities with amortized costppiroximately $3,045,000 and $1,580,000 and flines of approximately $3,117,000
and $1,603,000, respectively, at September 30, 48€6L995 as collateral for securities sold undee@ments to repurchase.

Note 11 - Other Borrowings
Other borrowings at September 30, 1996 consist&d @f00,000 of advances from the Federal Resera& BChicago with a 5.4% discount

rate due October 1, 1996.
Note 12 - Employee Benefits
Profit Sharing Plan:

The profit sharing plan covers substantially all-fine 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, 1996, 1995 and 1994 -0-, $106,188 and $113,343, respectiv:



Employee Stock Ownership Plan (ESOP):

In conjunction with the stock conversion, the Compastablished an ESOP for eligible employees. Bygals with 1,000 hours of
employment with the Bank and who have attained2dgare eligible to participate. The ESOP borrowgd$4,100 from the Company to
purchase 153,410 shares of the Company's commok €ollateral for the loan is the unearned shafemmmon stock purchased with the
loan proceeds by the ESOP. The loan will be repaittipally from the Bank's discretionary contrilmuts to the ESOP over a period of 8
years. The interest rate for the loan is 8%. Shaweshased by the ESOP are held in suspense éoaéihn among participants as the loa
repaid. ESOP expense of $451,500, $358,613 and H1®8vas recorded for the years ended Septembd©96, 1995 and 1994,
respectively. Contributions of $200,000, $218,800 $198,100 were made to the ESOP during the weatsd September 30, 1996, 1995
1994, respectively.

Contributions to the ESOP and shares releaseddtmmense in an amount proportional to the repayonfehe ESOP loan are allocated
among ESOP participants on the basis of compemsiithe year of allocation. Benefits generallydrae 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 qrtign as



contributions. Benefits are payable in the fornstoick upon termination of employment. The Banklstigbutions to the ESOP are not fixed,
S0 benefits payable under the ESOP cannot be é¢stima

ESOP participants are entitled to receive distiitng from their ESOP accounts only upon terminatibgservice.

For the years ended September 30, 1996 and 19@®)®and 21,880 shares, respectively, with an gesfar value of $22.58 and $16.39 per
share, respectively, were committed to be released.

The ESOP shares as of September 30 are as follows:

1996 1995 1994
Allocated shares .......cccccoevivvcecvces L 7—6,-690 “—5;6,690 o 34,810
Unearned shares ..........ccccoevvvcicivee. L 76,720 96,720 118,600
Total ESOP shares ......cccccovvvvvevvccieenane 153,410 153,410 153,410
Fair value of unearned shares at September 30 $1,860,460 $1,934,400 $1,867,950

Stock Option and Incentive Plans:

Certain officers and directors of the Company dedBank have been granted options to purchase carstook of the Company pursuant to
the 1993 Stock Option and Incentive Plan (the "1BB®"). For the year ended September 30, 199&rapbn 15,000 shares were granted at
an exercise price of $22.50 per share and optioriE0 shares were granted at an exercise price263$ per share and expire January 22,
2006 and September 29, 2006, respectively. Foygheended September 30, 1995, options on 3,508sheere granted at an exercise price
of $20.62 per share and expire January 22, 2005hEg/ear ended September 30, 1994, options o/58F 3hares were granted at an
exercise price of $10.00 per share and expire 8#ge20, 2003. Options on 9,450 common shares exeneised at $10.00 per share during
the year ended September 30, 1996. No options eveneised during the fiscal years ended Septenther@®5 and 1994. As of September
30, 1996, no options have expired under the 1988.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, 1996, options on 1l@l@swere granted at an exercise price
of $22.13 per share and expire July 25, 2006 atidripon 22,660 shares were granted at an exqrase of $23.63 per share and expire
September 29, 2006. As of September 30, 1996, tiongphave been exercised or have expired underd®s Plan



Management Recognition and Retention Plans:

The Company granted 4,794 and 70,952 (2,876 oftwiéwe been forfeited under terms of the Plan duerimination 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 shares havefahe rights of a shareholder, except that
they cannot sell, assign, pledge or transfer ani@festricted shares during the restricted pefibe restricted shares vest at a rate of 25¢

each anniversary of the grant date. Expense of $647$208,159 and $381,897 was recorded for thleses for the years ended September
30, 1996, 1995 and 1994, respectively.

Note 13 - Income Taxes

The Company has been allowed a deduction of 8%xaftie income or on a specified experience formiha. percentage-of-taxable income
method was used for tax returns filed for the yesaded September 30, 1995 and 1994 and is ant@dipate used for the year ended
September 30, 1996. In future years only the sigecéxperience formula method will be allowed dueetcent tax law changes.

Income tax expense for the years ended SeptemhsrsBinmarized as follows:

1996 1995 1994
FEDERAL
current ............. $1,735009 $ 1,946,687  $1,348,519
Deferred ........... (282,756 46,000 (59,700)
1,452,343 1,992,687 1,288,819
STATE
current ............. 290,825 324,000 150,000
Deferred .......... (46,845 4,000 (5,300)
243,980 328,000 144,700

INCOME TAX EXPENSE ..... $ 1,696,323 $ 2,320,687 $ 1,433,519




Total income tax expense differed from amounts aaegb using the U.S. Federal income tax rate of 8a%come before income taxes as
follows:

Years ended September 30, 1996 1995 199 4
Income taxes at 34% Federal tax rate .............. . ... $1,397,000 $1,995,000 $1,327 ,790
Increase (decrease) resulting from:
Bad debt deduction-net .......ccccocveeeeeee. L -- -- (34 ,000)
State income taxes - net of federal benefit.... ... 161,000 214,000 99 ,000
Excess of cost over net assets acquired ........ ... 58,000 43,000 21 279
Excess of fair value of ESOP shares released ove r cost 86,000 48,000 --
Other-net ..o (5,677) 20,687 19 ,450
Total income tax eXpense ......cccceeeeeeeee $1,696,323 $2,320,687 $1,433 ,519

The components of the net deferred tax assetl{tiglecorded in the consolidated balance sheetsf &eptember 30, 1996 and 1995 are as
follows:

1996 1995
DEFERRED TAX ASSETS:
Bad debts .......ccccveeeeiiiiiiiii
Deferred loan fees ........cccccvvvvvvevenennn.
Management incentive program ..
SAIF assessment
Other items ......vvvvveeieieeieeeeeeeeeies

$173,000 $ 228,000
140,000 104,000
68,000 83,000

472,000 -
63,000 33,000

916,000 448,000

DEFERRED TAX LIABILITIES:

Federal Home Loan Bank stock dividend .......... ... (452,000) (419,000)
Accrual to cash basis .....ccccccceeevvveveeee (206,000) --

Net unrealized appreciation on securities availa ble for sale (18,324)  (337,349)
Other oo e, (39,898) (18,864)

Valuation allowance .......ccccccoevvvvevccccceees e

Net deferred tax asset (liability) ........cc..... . ... $199,778  $(327,213)

Retained earnings at September 30, 1996 and 1@8&les approximately $6,744,000 and $6,200,00pectively, for which no deferred
federal income tax liability has been recorded Wwhigpresents bad debt deductions for tax purpasgsReduction of amounts so allocated
for purposes other than tax bad debt losses woakite income for tax purposes only, which wouldbigject to the then-current corporate
income tax rate. The unrecorded deferred incoméahiity on the above amount was approximately3$®,000 and $2,100,000 at
September 30, 1996 and 1995, respecti\



Note 14 - Capital Requirements and Restrictions oRetained 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 rezgqaents 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 mimimamounts and ratios (set forth below) of tangdalpital, leverage capital and risk-based
capital. Management believes, as of September®H, that First Federal meets the capital adeqresyirements



GAAP capital at September 30, 1996 ................

Additional capital items and capital adjustments:
Net unrealized depreciation on securities availa
Intangible assets .........ccccccvvvveeeeennn.
Investment in nonincludable subsidiaries .......
Less assets required to be deducted ............
Includable allowance for loan losses ...........

Regulatory capital at September 30, 1996 ..........

GAAP capital at September 30, 1995 ................

Additional capital items and capital adjustments:
Net unrealized appreciation on securities availa
Intangible assets ............cocceeiiiieenn.
Investment in nonincludable subsidiaries .......
Less assets required to be deducted ............
Includable allowance for loan losses ...........

Regulatory capital at September 30, 1995 ..........

Actual
Amount Ratio

AS OF SEPTEMBER 30, 1996
Tangible Capital .... $31,343 9.04%
Leverage Capital .... $31,343 9.04%

Risk-Based Capital .. $33,084  16.36%

AS OF SEPTEMBER 30, 1995
Tangible Capital ... $32,073  12.37%

Leverage Capital .... $32,073  12.37%
Risk-Based Capital ..  $33,633  20.42%

Tangible Leverage Risk-Ba
Capital Capital Capit

(Dollars in thousands)

............ $34,398 $34,398 $343

ble for sale 11 11
(2,279) (2,279) (2,2
(787) (787) 7
- - (
- - 1,7

............ $31,343 $31,343 $330

............ $35,036 $35036 $350

ble for sale (539) (539) 5
............ (1,690) (1,690) 1,6
............ (734) (734) @
............ - - (

............ $32,073 $32,073 $336

First Federal's actual capital and required capitabunts and ratios are presented below:

To Be Well
Requirement Capitalized Under
For Capital Prompt Corrective

Adequacy Purposes  Action Provisions
Amount  Ratio Amount Ratio

Dollars in thousands)

$5,198 150% $10,396 3.00%
$10,396 3.00% $20,792 6.00%
$16,176 8.00% $20,220  10.00%

$3,891 150% $7,781 3.00%
$7,781 3.00% $15,562 6.00%
$13,177 8.00% $16,471  10.00%

The following is a reconciliation of First Fedesatapital under generally accepted accounting ipliex (GAAP) to regulatory capital at
September 30, 1996 and 1995:

sed

39)



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 Septemberl396, approximately $8,000,000 of First Federaktained earnings is potentially available
for distribution to the Company.

Quantitative measures established by regulati@msure capital adequacy require Security to maimanimum amounts and ratios (set forth
in the table below) of total risk-based capital diner | 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, 1996, that
Security meets all capital adequacy requirementghioh it is subject



The following is a reconciliation of Security's d@punder GAAP to regulatory capital at Septen®@r1996:

Total
Tier| Leverage Risk-Based
Capital  Capital  Capital

(Dollars in thousands)

GAAP capital at September 30, 1996 ............. $5860 $5860 $5,860
Additional capital items and capital adjustments

Intangible assets ..........ccccvvveeeenens (2,811) (2,811) (2,811)
Includable allowance for loan losses -- -- 274

Regulatory capital at September 30, 1996 ....... $3,049 $3,049 $3,323

As of December 31, 1995, the most recent notificatiate, the Federal Deposit Insurance Corporatiegorized 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-basqgitabratios as set forth in the table below. Thee no conditions or events since that
notification that management believes have chatigedhstitution's category.

Security's actual capital and required capital ameand ratios are presented below:

T o0 Be Well
Requirement Capit alized Under
For Capital Promp t Corrective
A ctual Adequacy Purposes  Actio n Provisions
Amount Ratio Amount Ratio  Amount Ratio
(Dollars in thousands)
AS OF SEPTEMBER 30, 1996
Tier | Capital (to risk
weighted assets) ............... $3,049 14.1% $ 865 4.0% $1,297 6.0%
Leverage Capital
(to average assets) ............ $3,049 10.0% $1,220 4.0% $1,525 5.0%
Total Risk-Based Capital

(to risk weighted assets) $3,323 15.4% $1,729 8.0% $2,161 10.0%

Note 15 - Commitments and Contingencies

In the normal course of business, the Company medkesus commitments to extend credit which arerafiected in the accompanying
consolidated financial statemer



At September 30, 1996 and 1995, loan commitmergsoapnated $20,671,000 and $12,818,000, respegtieatluding undisbursed portio
of loans in process. Loan commitments at Septe@®et 996 included commitments to originate fixetkdaans with interest rates ranging
from 8.5% to 9.25% totaling $314,000, adjustable-taan commitments with interest rates rangingnf&13% to 11.00% totaling
$14,723,000 and adjustable-rate purchase loan cionemis of $5,634,000 with interest rates rangiognf®.25% to 9.50%. Loan
commitments at September 30, 1995 included commitsrte originate fixed-rate loans with interesegatanging from 7.75% to 11.75%
totaling $551,000, adjustable-rate loan commitmaeuitts interest rates ranging from 7.75% to 10.79%ling $9,059,000 and adjustable rate
purchase loan commitments of $3,208,000 with ister&tes ranging from 8.75% to 9.38%. Commitmenltsch are disbursed subject to
certain limitations, extend over various periodsimie. Generally, unused commitments are cancgled expiration of the commitment term
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 thoseuim&nts. The same credit policies and collateguirements are used in making
commitments and conditional obligations as are tisedn-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 establislrethe contract



Securities with amortized costs of approximately7$2,000 and $6,465,000 and fair values of appratety $9,633,000 and $6,412,000 at
September 30, 1996 and 1995, respectively, wedgptkas collateral for public funds on deposit.

Securities with amortized costs of approximatelyd$2,000 and $999,000 and fair values of approxip&i2,456,000 and $1,006,000 at
September 30, 1996 and 1995, respectively, wedgptkas collateral for individual, trust and estposits.

Under employment agreements with certain executffieers, certain events leading to separation ftbenCompany or the Bank could result
in cash payments totaling approximately $2,500 &00f September 30, 1996.

The Company and its subsidiaries are subject taiceclaims and legal actions arising in the ordiraurse of business. In the opinion of
management, after consultation with legal courteelultimate disposition of these matters is ngeexed to have a material adverse effect on
the consolidated financial position of the Company.

Note 16 - Parent Company Financial Statements
Presented below are condensed financial staterf@rttse parent company, First Midwest Financiat. In

Condensed Balance Sheets September 30, 1996 and 1995
1996 1995

ASSETS

Cash and cash equivalents ........c.cccoceeeeeeee. L $ 1,383,318 $ 1,161,376

Securities available for sale ...... - 1,433,285 694,950

Investment in subsidiary banks ..........ccccoeee.. L 40,258,011 35,036,350

Loan receivable from ESOP ..........ccocceeveeeeee. L 767,200 967,200

Other @assets ......ccccovvveeivviiiieiicees 61,431 172,190
Total asSets .covvvevvveiieiieiieieeieeee $43,903,245  $ 38,032,066

LIABILITIES

Accrued expenses and other liabilities ........... ... $ 693,543 $ 19,370

SHAREHOLDERS' EQUITY
Common stocK .....cooovvviiiiiiiieeeeeee 19,905 19,915
Additional paid-in capital ...........cccoeeeeeeee.. L 20,862,551 19,310,045

Retained earnings - substantially restricted ...... ... 23,748,383 22,080,579
Net unrealized appreciation on securities available for sale,
net of tax of $18,324 in 1996 and $340,190 in 199 5 e 28,698 571,564
Unearned Employee Stock Ownership Plan shares ..... ... (767,200) (967,200)
Treasury stock, at COSt ...vvvvvvvvveveeeenieneee (682,635) (3,002,207)
Total shareholders' equity .....cccccovveeeeee. Ll 43,209,702 38,012,696

Total liabilities and shareholders' equity .. ... $43,903,245  $ 38,032,066




Condensed Statements of Income Years ended September 30, 1996, 1995 and 1994

1996 1995 1994
Dividend income from subsidiary banks ............. . $9,500,000 $1,800,000 $ 4,500,000
Interest income ........cccccvvvvveveeeeeeeeennn, . 219,546 177,901 238,357
Gain on sales of securities available for sale, net 51,237 51,250 46,342

9,770,783 2,029,151 4,784,699

Operating eXPeNSES .........coccuveeeeriiiieeaennes . 182,743 132,175 175,586
INCOME BEFORE INCOME TAXES AND EQUITY IN

UNDISTRIBUTED NET INCOME OF SUBSIDIARIES ........ . 9,588,040 1,896,976 4,609,113
Income tax exXpense ..........coeevevevvvvenennenns . 53,000 50,000 70,482

INCOME BEFORE EQUITY IN UNDISTRIBUTED NET INCOME

OF SUBSIDIARIES ......cccooiiiiiiiiieeeee . 9,535,040 1,846,976 4,538,631
(Distributions in excess of) equity in undistribute d
net income of subsidiary banks .................. . (7,121,475) 1,697,376  (1,809,720)

NET INCOME .......ccoiiiiiiiiiiii, . $2,413565 $3,544,352 $2,728,911




Condensed Statements of Cash Flows

CASH FLOWS FROM OPERATING ACTIVITIES
Net inCome .......ccoevvveiieiiiieiieiee
Adjustments to reconcile net income to net cash

operating activities:
Distribution in excess of (equity in undistri

of subsidiary banks ......................
Amortization of recognition and retention pla
Gain on sales of securities available for sal
Change in other assets ...........c..cce....
Change in accrued expenses and other liabilit

Net cash from operating activities ..........
Cash flows from investing activities

Purchase of securities available for sale ......
Proceeds from sales of securities available for

Purchase of Community Financial Systems, Inc. ..

Purchase of lowa Bancorporation, Inc. ..........
Purchase of Central West Bancorporation ........
Repayments on loan receivable from ESOP ........
Net cash from investment activities .........
CASH FLOWS FROM FINANCING ACTIVITIES
Cash dividends paid ...........cccoeeevveennns
Proceeds from exercise of stock options ........
Purchase of treasury stock ..........ccccceuve.
Net cash from financing activities ..........
Net change in cash and cash equivalents ...........
Cash and cash equivalents at beginning of year ....

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

Supplemental schedule of noncash investing and fina
Issuance of common stock for purchase of Central

Years ended September 30,

1996 199

.................... $ 2,413,565 $ 3,544

buted) net income
.................... 7,121,475 (1,697

117,064 208
(51,237) (51
110,759 291
IS oo 721,109 54

.................... 10,432,735 2,349

(1,014,438) (617

338,750 241
(6,529,615)
(1,923,519)

.................... 200,000 218

.................... (8,928,822) (156

(745,761) (515
94,500
(630,710) (932

ncing activities:
West Bancorporation $ 3,936,634

1996, 1995 and 1994

352 $ 2,728,911

,376) 1,809,720

159 381,897
,250) (46,342)
107 (463,297)
984 (82,764)

,976 4,328,125

562) (333,550)

875 162,378
- (9,929,443)
800 198,100

887)  (9,902,515)

,095) -

,030)  (2,070,177)

964 (7,644,567)

412 8,059,979



The extent to which the Company may pay cash didde¢o shareholders will depend on the cash cuyraaailable 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 (Unautkd)

Quarter Ended

December 31 March 31 June 30 September 30
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 ..........cco....... 776,84 5 726,806 892,181 17,733
Earnings per share (fully diluted)
Net income ..........cc........ $ 4 3 $ 41 $ 50 $.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
Netincome .................... 776,49 4 774,220 1,262,075 731,563
Earnings per share (fully diluted)
Net income .................... $ 4 3 $ 44 3 72 $.41
FISCAL YEAR 1994:
Total interest income ............ $2,741,73 2 $2,894,417 $4,506,061 $5,010,481
Total interest expense 1,355,27 7 1,211,200 2,169,440 2,546,577
Net interest income .............. 1,386,45 5 1,683,217 2,336,621 2,463,904
Provision for loan losses ........ -- 25,000 -- 80,000
Income before cumulative
effects of changes in
accounting principles .......... 382,99 4 601,972 844,765 642,017
Cumulative effects of changes
in accounting principles ....... 257,16 3 - - -
Net income ..........cco....... 640,15 7 601,972 844,765 642,017

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 ¢liat the fair values presented below are readerzsed on the valuation techniques and
data available to the Company as of September®H and 1995, as more fully described below. ludhbe noted that the operations of the
Company are managed from a going concern basiaatralliquidation basis. As a result, the ultimeaue realized for the financial
instruments presented could be substantially diffewhen actually recognized over time throughnibienal course of operations.
Additionally, a substantial portion of the Companiygiherent value is the Bank's capitalization aaddhise value. Neither of these
components have been given consideration in threeptation of fair values belo



The following presents the carrying amount andhested fair value of the financial instruments hgydhe Company at September 30, 1996
and 1995. This information is presented solelycfampliance with SFAS No. 107 and is subject to geaover time based on a variety of

factors.

Carryin
Amount
SELECTED ASSETS:
Cash and cash equivalents ........ $ 14,328,6
Interest-bearing deposits in
other financial institutions ... 300,0

Securities available for sale ....  109,491,5
Loans receivable, net ............ 243,533,5
FHLB Stock .........ccccvvvnnnns 5,524,7
Accrued interest receivable ...... 5,029,0

SELECTED LIABILITIES:
Noninterest bearing demand

deposits ......occveeeerninns (5,452,9
Savings, NOW and money

market demand deposits ......... (49,358,4
Other time certificates of

deposit ......cceeeeeviieenn. (178,594,3

Total deposits ................ (233,405,7
Advances from FHLB ............... (102,287,8
Securities sold under

agreements to repurchase ....... (2,789,9
Other borrowings ................. (1,400,0
Advances from borrowers

for taxes and insurance ........ (490,2
Accrued interest payable ......... (1,271,4

OFF-BALANCE SHEET INSTRUMENTS:
Loan commitments ................. $(20,671,0

The following sets forth the methods and assumptiged in determining the fair value estimatesferCompany's financial instruments at

September 30, 1996 and 1995.

Cash and Cash Equivalent:

1996 1995

g Estimated Carrying Est
Fair Value Amount Fai

52 $ 14,329,000 $ 4,615,712 $ 4
00 300,000 -
58 109,492,000 70,232,092 70
19 243,654,000 178,551,501 181
00 5,525,000 3,915,300 3
47 5,029,000 2,745,747 2
11) (5,452,000) (2,076,671) 2
78) (49,358,000) (40,407,661) (40
37) (178,762,000) (129,308,665) (130
26) (233,572,000) (171,792,997) (172
03) (102,185,000) (51,098,388) (51
18) (2,790,000) (1,149,918) (@
00) (1,400,000) -
43) (490,000) (501,522)
65) (1,271,000) (788,008)
00) $ - $(12,818,000) $

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 appreate the fair value.

Securities Available For Sale:

Quoted market prices or dealer quotes were usddteamine the fair value of securities availablesiale.

imated
r Value

,616,000

,232,000
,148,000
,915,000
,746,000

,077,000)
,408,000)
,292,000)
777,000)
,123,000)
,148,000)

(501,000)
(788,000)



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, 48686.995. The fair value of loans held for saldeermined by outstanding
commitments from investments or current investefdyrequirements calculated on an aggregate losis.da addition, when computing the
estimated fair value for all loans, allowanceslé@n losses have been subtracted from the caldufaitevalue 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 va



Deposits:

The fair value of deposits were determined as ¥edta(i) for noninterest bearing deposits, savild@W and money market demand deposits,
since such deposits are immediately withdrawahle value is determined to approximate the carryialge (the amount payable on dema
(i) for other time certificates of deposit, therfaalue has been estimated by discounting expdatede cash flows by the current rates off
as of September 30, 1996 and 1995 on certificdtdsmosit with similar remaining maturities. In acgance with SFAS No. 107, no value
been assigned to the Bank's long-term relationshitsits deposit customers (core value of depadstengible) since such intangible is not a
financial instrument as defined under SFAS No. 107.

Advances from FHLB:
The fair value of such advances was estimated dpodnting the expected future cash flows usingetiinterest rates as of September 30,
1996 and 1995, for advances with similar termsranthining maturities.

Securities Sold Under Agreements to Repurchaseédmer Borrowings:
The fair value of securities sold under agreementspurchase and other borrowings was estimatetisdopunting the expected future cash
flows using derived interest rates approximatingketas of September 30, 1996 and 1995 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 approximateaithealue.

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 commigagatnot 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 fighmtstruments 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 cetéithe 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 factotsege estimates are subjective in nature and inwoieertainties 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 agtgefga 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:
$ 25,429,434

Fair value of assets acquired .....................
(8,000,000)

Cashpaid .....cccceeeeviiiiiiieeee,
$ 17,429,434

Liabilities assumed ..............cceeevnnns

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 ..............c...... $ 35,577,247
Cash paid .......cccoovviiieiiiiie e (1,312,474)
Common stock iISsued ..........cccceeeviiiienennnee (3,936,634)

$ 30,328,139

Liabilities assumed .............cooevvnvnnnene
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Security State Bank. Mr. Haahr is a partner withlttw firm of Lewis and Roca LLP, Phoenix, Arizoaad has been with the firm since
1989. Board committees: Stock Option Committeekirgt Federal Trust Committee. J. Tyler Haahr esgbn of James S. Haahr, Chairman
of the Board of Directors.

[GRAPHIC-PHOTOGRAPH]

E. WAYNE COOLEY - Member of the Board of Directds First Midwest Financial, Inc., First Federav8as 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-Congation/Personnel Committee; member of the Stodio®ECommittee.

[GRAPHIC-PHOTOGRAPH]

JEANNE PARTLOW -Member of the Board of Directors for First Midwé&shancial, Inc. Mrs. Partlow is President of tbevh Savings Bar
Division of First Federal, Des Moines, lowa. Sheswaesident, Chief Executive Officer and Chairhaf Board of lowa Savings Bank, F.S.B.
from 1987 until the end of December 1995 when I8a&ings Bank was acquired by and became a Dividiétirst Federal Savings Bank of
the Midwest.



EXECUTIVE OFFICERS
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JAMES S. HAAHR
Chairman of the Board, President and CEO for Milisiwest Financial, Inc., and First Federal SaviBgsk of the Midwest
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FRED A. STEVENS

Vice President, Secretary and Chief Operating @fffor First Midwest Financial, Inc., and ExecutWiee President, Secretary, Chief
Operating Officer, and Trust Officer for First FealeSavings Bank of the Midwest

[GRAPHIC-PHOTOGRAPH]

DONALD J. WINCHELL, CPA

Vice President, Treasurer and Chief Financial @ffifor First Midwest Financial, Inc., and Senioc¥iPresident, Treasurer and Chief
Financial Officer for First Federal Savings Banklod Midwest
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KRISTI L. FREY
Senior Vice President - Marketing and Sales, FHesteral Savings Bank of the Midwest

[GRAPHIC-PHOTOGRAPH]
SUSAN C. JESSE
Senior Vice President - Branch Administration ararpliance Officer, First Federal Savings Bank & kidwest
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RICHARD A. WEHDE

Vice President - Commercial/

Agricultural Loans, First Federal Savings Banktad Midwest

[GRAPHIC-PHOTOGRAPH]
MELODY A. BUCKENDAHL
Vice President - Savings
First Federal Savings Bank
of the Midwest



ADDITIONAL FIRST FEDERAL SAVINGS BANK OFFICERS AND

MAIN BANK OFFICE -- STORM LAKE, IOWA
Barbara A. Kestel
Executive Secretary

Brad A. Lenhart
Assistant Treasurer and Controller

Dan B. Berglund
Assistant Secretary

Nyla Bertram
Assistant Secretary-
Savings

Vicki D. Page
Account Services Supervisor

Cindy J. Pudenz
Retirement Plans Administrator

Carol J. Seavey
Internal Auditor

Dustin G. Williams
Credit Analyst

OTHER BANK OFFICES
Carol A. Pierce

Regional Vice President
Laurens Office

Virginia M. Thayer
Regional Vice President
LakeView Office

Karen Waller
Regional Vice President
Manson Office

Renae Babcock
Branch Manager
Odebolt Office

Marilyn C. Winkel
Branch Manager
Sac City Office

Kate Ellis
Office Supervisor
Laurens Office

MANAGEMENT



Charlene M. Pickhinke
Office Supervisor
Sac City Office

Marlene M. Nimke
Office Supervisor
Manson Office

Lynn Pranschke
Office Supervisor
Storm Lake Plaza Office

BROOKINGS DIVISION
James C. Winterboer
President

Brookings Federal

Robert L. Brooks
Vice President/
Senior Loan Officer
Brookings Federal

Jay M. Johnson
Assistant Vice President
Brookings Federal

Steve C. AlImos
Assistant Vice President
Agricultural Loans
Brookings Federal

John D. Heylens
Loan Officer
Brookings Federal

Cheryl A. Engel
Customer Service Supervisor
Brookings Federal

Susan E. Schutt
Director of Marketing
and Sales

Brookings Federal

IOWA SAVINGS BANK DIVISION
Jeanne Partlow

President

lowa Savings Bank

James E. Peters
Vice President/
Consumer Loans
lowa Savings Ban



Bryce Loring

Vice President/
Mortgage Loans
lowa Savings Bank

Lora D. White
Secretary/Treasurer
lowa Savings Bank

SECURITY STATE BANK OFFICERS AND MANAGEMENT

MAIN BANK OFFICE --
STUART, IOWA
Claude F. Havick
President

Security State Bank

Iva Mae Howard
Vice President and Cashier

Robert C. Duff
Vice President

Curtis D. Petersen
Vice President

OTHER BANK OFFICES
Dana L. Hansen

Vice President and
Branch Manager

Casey Office

Steven R. Kroeger
Ag Loan Officer

and Branch Manager
Menlo Office



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 convend gt.m. on Monday, January 27, 1997. The meetingbsiheld in the Board Room of
First Federal Savings Bank of the Midwest, Fiftiede, Storm Lake, lowa. Further information withgard to this meeting can be found in
proxy statement.

GENERAL COUNSEL

Mack, Hansen, Gadd, Armstrong
& Schiller, P.C. 316

East Sixth Street

Storm Lake, lowa 50588

SPECIAL COUNSEL

Silver, Freedman & Taff, L.L.P.
1100 New York Avenue, NW
Washington, DC 20005-3934

INDEPENDENT AUDITORS
Crowe, Chizek and Company LLP
330 East Jefferson Blvd.
P.O.Box 7

South Bend, Indiana 46624

STOCKHOLDER SERVICES AND INVESTOR RELATIONS

Stockholders desiring to change the name, addraessrmership of stock, to report lost certificateg@mconsolidate accounts should contac
corporation's transfer agent:

Registrar & Transfer Company

10 Commerce Drive

Cranford, New Jersey 07016

1-800-368-5948

Analysts, investors and others seeking a copyefiirm 10-KSB or other public financial informatishould contact:
Investor Relations - Attention: Kristi L. Frey, BirMidwest Financial, Inc.,

First Federal Building, Fifth at Erie, P.O. Box T30

Storm Lake, lowa 50588

Telephone 71-732-4117



STOCK MARKET INFORMATION

First Midwest Financial, Inc.'s common stock tradeghe Nasdaq National Market under the symbolSEA The Wall Street Journal
publishes daily trading information for our stoakder the abbreviation "FstMidwFnl" in the Natiohhrket Listing.

1995 1996 Fiscal Year 1995 Fiscal Year 1996

Dividend Dividend

Paid Paid Low High Low High
First quarter .........ccoceve. $ .075 $ .11 $ 14.25 $ 16.00 $ 19.75 $ 23.50
Second quarter .................. $ .075 $ .11 $ 14.25 $ 16.25 $ 22.00 $ 23.50
Third quarter ..... $ .075 $ .11 $ 14.25 $ 17.50 $ 2175 $ 24.25
Fourth quarter ................. $ .075 $ .11 $ 17.38 $ 21.75 $ 21.75 $ 24.75

Dividend payment decisions are made with consideradf a variety of factors including earnings,ditial condition, market considerations
and regulatory restrictions. Restrictions on dividigpayments are described in Note 14 of the Not€&ohsolidated Financial Statements
included in this Annual Report.

As of September 30, 1996, there were 1,945,73%sharcommon stock outstanding which were held38 stockholders of record, and
205,804 shares subject to outstanding options stdekholders of record number does not reflect@pprately 620 persons or entities who
hold their stock in nominee or "street" name.

As of September 30, 1996, the following securifiens indicated they were acting as market makers-frst Midwest Financial, Inc., stock:
Everen Securities, Inc. Howe, Barnes & Johnson, Inc

Herzog, Heine, Geduld, In



Parent

First Midwest
Financial, Inc.

First Midwest
Financial, Inc.

First Federal
Savings Bank of
the Midwest

First Services
Financial Limited

The financial statements of First Midwest Financial
those of its subsidiaries.

Subsidiary

First Federal

Savings Bank
of the Midwes

Security State
Bank

First Services

Financial Lim

Brookings Serv
Corporation
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Exhibit 23
CONSENT OF INDEPENDENT AUDITORS

We consent to the incorporation by reference ini®egion Statement No. 33-80171 of First Midweistacial, Inc. on Form S-8 and in
Registration Statement No. 333-9871 of First Midwérancial, Inc. on Form 3-of our report dated October 9, 1996, containdgxnibit 13
to First Midwest Financial, Inc.'s Annual Reportieorm 10-KSB for the fiscal year ended Septembel906.

/sl Crowe, Chizek and Company LLP

Crowe, Chizek and Conpany LLP

Sout h Bend, | ndiana
Decenber 24, 1996



INDEPENDENT AUDITOR'S CONSENT

We consent to the incorporation by reference iniRegjion Statement No. 33-80171 of First MidweistaRcial, Inc. on Form S-8 of our
report dated November 17, 1995 (which expressemegunalified opinion and includes an explanatoryagaaph relating to a change in the
method of accounting for income taxes and for delot equity securities in fiscal year 1994) appegiinExhibit 99 in this Annual Report on
Form 10-KSB of First Midwest Financial, Inc. fortlyear ended September 30, 1996.

Del oitte & Touche LLP

QOraha, Nebraska
Decenber 23, 1996



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 (which expressemegunalified opinion and includes an explanatoryagaaph relating to a change in the
method of accounting for income taxes and for delot equity securities in fiscal year 1994) appegiinExhibit 99 in this Annual Report on
Form 10-KSB of First Midwest Financial, Inc. fortlyear ended September 30, 1996.

Del oitte & Touche LLP

QOraha, Nebraska
Decenber 23, 1996



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

NET INCOME

EPS PRIMARY

EPS DILUTED

YIELD ACTUAL

LOANS NON

LOANS PAST

LOANS TROUBLED
LOANS PROBLEM
ALLOWANCE OPEN
CHARGE OFF<
RECOVERIES
ALLOWANCE CLOSE
ALLOWANCE DOMESTIC
ALLOWANCE FOREIGN
ALLOWANCE UNALLOCATED

12 MOS
SEP 30 199
SEP 30199

736,97¢

5,043,63
8,848,03

0
109,491,55
0

0
245,889,63
2,356,111
388,008,29
233,405,72
74,039,91
4,915,14!
32,437,80
0

0

19,90¢
43,189,79
388,008,29
18,567,09
5,770,36

0
24,337,46
9,766,58!
13,978,61
10,358,85
100,00(
79,317
7,568,26.
4,109,88i
4,109,88:

0

0

2,413,56!
1.3¢

1.34

8.1¢
2,645,001
176,70(

0

1,408,51!
1,649,52
89,21%

0

2,356,111
2,143,111

0

213,00(



Exhibit 99
INDEPENDENT AUDITORS' REPORT

The Board of Directors
First Midwest Financial, Inc. and Subsidiaries 8tdrake, lowa

We have audited the accompanying consolidatednséattof financial condition of First Midwest Finaal; Inc. and subsidiaries (the
"Company") as of September 30, 1995, and the klzdasolidated statements of income, stockholéexsty and cash flows for the years
ended September 30, 1995 and 1994. These finastateiments are the responsibility of the Compangisagement. Our responsibility is to
express an opinion on these financial statemerstschan our audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgeedbhat 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 dis@lssn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememiell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statetag@resent fairly, in all material respects, timaricial position of First Midwest Financial,
Inc. and subsidiaries at September 30, 1995 ancktudts of their operations and their cash floorstlie years ended September 30, 1995 anc
1994 in conformity with generally accepted accaumirinciples.

As discussed in Note 1 to the consolidated findrst&ements, on October 1, 1993 the Company clebitgenethod of accounting for incor
taxes to conform with the Statement of Financiatdunting Standards No. 109 and its method of adeugifor debt and equity securities to
conform with Statement of Financial Accounting Stards No. 115.

Del oitte & Touche LLP
QOraha, Nebraska

Novenber 17, 1995

End of Filing
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