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Forward-Looking Statements

First Midwest Financial, Inc. ("First Midwest," amdth its subsidiaries, the "Company"), and its Wijxowned operating subsidiaries First
Federal Savings Bank of the Midwest and SecuritgeSBank, may from time to time make written or 8farward-looking statements”,
including statements contained in its filings witle Securities and Exchange Commission (includimgyAnnual Report on Form 10-K and
the Exhibits hereto and thereto), in its reportshiareholders and in other communications by thagamy, which are made in good faith by
the Company pursuant to the "safe harbor" provssmirthe Private Securities Litigation Reform A€t1895.

These forward-looking statements include statemsittsrespect to the Company's beliefs, plans, abjes, goals, expectations,
anticipations, estimates and intentions, that abgest to significant risks and uncertainties, anel subject to change based on various factors
(some of which are beyond the Company's contrdi® Words "may", "could", "should", "would", "belieV, "anticipate", "estimate”, "expec
"intend”, "plan" and similar expressions are intethdo identify forward-looking statements. Thedeling factors, among others, could cause
the Company's financial performance to differ matisrfrom the plans, objectives, expectationsineates and intentions expressed in such
forward-looking statements: the strength of thetéthiStates economy in general and the strengtiedbtal economies in which the
Company conducts operations; the effects of, aat@bs in, trade, monetary and fiscal policies amg) including interest rate policies of
Federal Reserve Board; inflation, interest ratecketzand monetary fluctuations; the timely develepitnof and acceptance of new products
and services of the Company and the perceived bvatae of these products and services by usechyding the features, pricing and qua
compared to competitors' products and servicesyilliagness of users to substitute competitorsdpicts and services for the Company's
products and services; the success of the Compaggining regulatory approval of its products aed/ges, when required; the impact of
changes in financial services' laws and regulat{or@uding laws concerning taxes, banking, seigiand insurance); technological changes;

acquisitions; changes in consumer spending anaigdaabits; and the success of the Company at magéue risks involved in the foregoi

The Company wishes to caution readers that sugbaforlooking statements speak only as of the datgemThe Company does not
undertake, and expressly disclaims any intent dgation, to update any forwarddoking statement, whether written or oral, thayrba mad
from time to time by or on behalf of the Compa



PART |
Item 1. Description of Business
General

The Company is a Delaware corporation, the prin@paets of which are First Federal Savings Bartk@Midwest ("First Federal") and
Security State Bank ("Security"). First Midwest, 8aptember 20, 1993, acquired all of the capitalksof First Federal in connection with
First Federal's conversion from the mutual to steckn ownership (the "Conversion"). On Septemberl®®6, the Company became a bank
holding company upon its acquisition of Security déscussed below. All references to the Compaiwy py September 20, 1993, are to First
Federal and its subsidiary on a consolidated basis.

Since the Conversion, the Company has been areatiyuiror of financial institutions. On March 2894, First Midwest acquired
Brookings Federal Bank in Brookings, South DakdBrdokings™). On December 29, 1995, First Midwesfjzsired lowa Savings Bank, FSB
in Des Moines, lowa ("lowa Savings"). Brookings dodia Savings were both merged with, and now opaaatdivisions of, First Federal.
September 30, 1996, First Midwest completed thaiiaittpn of Central West Bancorporation ("CWB"). ®BMas the holding company for
Security in Stuart, lowa, which upon the merge€w¥B into First Midwest resulted in Security becomin stand-alone banking subsidiary of
First Midwest. Unless the context otherwise reajireferences herein to the Company include Fiidtwdst, Security and First Federal and
its subsidiaries on a consolidated basis. See "lyEmant's Discussion and Analysis -- Acquisitionsn@teted” in the Annual Report to
Shareholders attached hereto as Exhibit 13 (th@lAhReport").

First Federal and Security (collectively, the "Bafjkare the only direct, active subsidiaries obFMidwest. The Banks are community-
oriented financial institutions offering a variatf/financial services to meet the needs of the canities they serve. The Company, through
its subsidiary Banks, provides a full range of ficial services. The principal business of Firstdfathistorically has consisted of attracting
retail deposits from the general public and investhose funds primarily in one- to four-family idential mortgage loans and, to a lesser
extent, commercial and multi-family real estatajagdtural operating and real estate, constructemmsumer and commercial business loans
primarily in First Federal's market area. Recerflyst Federal's lending activities have expandeddlude an increased emphasis on
originations and purchases of commercial and nfalftiily real estate loans. The principal businesSexurity has been and continues to be
attracting retail deposits from the general pulid investing those funds in agricultural real testend operating loans and, to a lesser extent,
one- to four-family residential, commercial busin@snd consumer loans. The Banks also purchase ageHgacked securities and invest in
U.S. Government and agency obligations and oth@nigsible investments. At September 30, 1998, thm@any had total assets of $418.4
million, deposits of $283.9 million, and sharehoklequity of $42.3 million.

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

First Federal, directly through its wholly-ownedsidiary, First Services Financial Limited ("Fi&rvices"), and indirectly through
independent contractors, offers mutual funds amdpme locations, insurance products and annuitiesldition, Brookings Service
Corporation (a subsidiary of First Services) offerisservice brokerage services through Prime\Fsancial Services, Inc., a third party
vendor.

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

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

The Company is aware of the issues associatedtétprogramming code in existing computer systestha year 2000 approaches. The
issue is whether computer systems will properlpgeize date sensitive information when the yeangha to 2000. Systems that do not
properly recognize such information could geneeateneous data or cause a system to fail. The Caynipaheavily dependent on computer
processing in its business activities and the Y880 issue creates risk for the Company from ustea problems in the Company's
computer system and from third parties whom the gamy uses to process information. Such failureh@fCompany's computer system
and/or third parties computer systems could havat@rial impact on the Company's ability to condtscbusiness. See the discussion on
"Year 2000 Issues" contained in the Annual Report.

Market Area

First Federal's main office is located at Fiftteae, Storm Lake, lowa. First Federal also operatesbranch office also located in Storm
Lake, as well as nine additional branch officeated in the communities of Des Moines (two officésgke View, Laurens, Manson, Odeb
Sac City, lowa and two offices in Brookings, SoDidkota. Security currently operates its businessutjh three full service offices in Casey,
Menlo and Stuart, lowa. The Company's primary miaakea includes Adair, Buena Vista, Calhoun, GetHda, Pocahontas, Polk and Sac
Counties in lowa and Brookings County in South Oiako

Storm Lake is located in northwest lowa approxinyai®0 miles northwest of Des Moines and 200 mslesth of Minneapolis in Buena Vit
County. Like much of the State of lowa, Storm Lakel the Company's primary market area are highteni@ent upon farming and
agricultural markets. Major employers in the aredude Buena Vista County Hospital, IBP, Inc. anidvVBar Foods of lowa. A $235 million
electricity generating windfarm, the world's largés under construction in Buena Vista county. €sémated completion date is April 1999.
Annual payroll for the permanent workforce is expedo be $1.5 million. Storm Lake is also hom8tena Vista University, which
currently enrolls 1,385 full-time students at itergh Lake campus.



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

Des Moines, the capitol of lowa, is centrally lamhin the state. First Federal's Des Moines maniest encompasses Polk County and the
surrounding counties in central lowa. The West Bleines office operates in a high-traffic area asrffsem a major mall. The Highland Park
office is located approximately five minutes noofrdowntown Des Moines. Des Moines is one of thettoee insurance centers in the world,
with sixty-seven insurance company headquarteroaadone hundred regional insurance offices. Ottegor businesses include Hy-Vee
Food Stores, Inc., Bridgestone-Firestone, Inc., @amcation Data Services, Inc., Pioneer Hi-BrethnJDeere, and Meredith Corporation.
Universities in the area include Drake Universiipper lowa University, Simpson College, Grand Viéallege, Hamilton College and the
University of Osteopathic Medicine and Health Scemn

Security's main office is in Stuart, which is lasgin west central lowa approximately 40 miles vaddbes Moines on the border of Adair ¢
Guthrie counties. Security's market area is higlelgendent on farming and agriculture-related bssie® Agriculture-related businesses in
recent years have performed well due to a relatisteble agricultural environment in the Companyssket area. In recent months, however,
agriculture commodity prices have declined sigaffitty for the major agricultural products produéedhe Company's market area.
Commaodity price fluctuations are a normal part@fieulture, but it is unusual for the pricing of alajor products to be depressed at the same
time. Although there has been minimal effect obsérno date, an extended period of low commoditggaricould result in reduced demanc
goods and services provided by agriculture-relateginesses, which could also affect other busisassie Company's market area.

In recent years, the westward expansion of Des &ginombined with direct interstate highway actestuart, has resulted in significant
development of new service-related businessesiedmmunity. This development provides economierdiity to Security's market area.

Lending Activities

General. Historically, the Company has originaizdd-rate, one- to four-family mortgage loans.He tarly 1980's, the Company began to
focus on the origination of adjustable-rate moreg@\RM") loans and short-term loans for retentiorits portfolio in order to increase the
percentage of loans in its portfolio with more fneqt repricing or shorter maturities, and in somges higher yields, than fixed-rate
residential mortgage loans. The Company, howewar cbntinued to originate fixed-rate residentiattgege loans in response to consumer
demand. See "Management's Discussion and Analyaisset/Liability Management" in the Annual Report.
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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 aygt@alturally related loans. The Company originatesst of its loans in its primary market
area. More recently, the Company has increaseriffhasis, both in absolute dollars and as a pexgendf its gross loan portfolio, on these
less traditional lending activities. At Septemb@r B998, the Company's net loan portfolio total2d®3 million, or 64.6% 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 eftihe Banks comprised of officers of such Banksamhs 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 compefadters.

At September 30, 1998, the Company's largest lgnditationship to a single borrower or group o&tetl borrowers totaled $5.5 million. The
Company had eight other lending relationships icessz of $2.5 million as of September 30, 1998 thithaverage outstanding balance of
loans totaling approximately $3.5 million. At Septeer 30, 1998, each of these loans was performiagdordance with its repayment terms,
except for a $3.9 million commercial real estatdipgation loan secured by four nursing homes Whi@s more than 90 days delinquent at
fiscal year end. See "Business -- Non-Performingefs Other Loans of Concern and Classified Assets.
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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,

1994 1995 1996
Amou nt Percent Amount Percent Amount Percent
(Dollars in Thousands)
Real Estate Loans
One- to four-family............c...... 162 34.3% $ 57,274 30.4% $ 78,476 31.6%
Commercial and multi-family. 920 37.3 73,419 38.9 85,157 34.2
Agricultural..........cccooeeiinenn. 064 5.0 7,021 3.7 11,068 45
Construction or development 10, 248 6.4 17,877 9.5 7,819 3.1
Total real estate loans 133, 394 83.0 155,591 82.5 182,520 73.4
Other Loans:
Consumer Loans:
Home equity......cccceeevvenieennnen. 3, 784 2.4 4,906 2.6 7,823 3.1
Automobile..... 2, 944 1.8 3,663 1.9 5,356 2.2
Deposit account. 385 2 330 2 666 3
Student....... 422 3 382 2 324 1
Other (1).. 3, 063 1.9 3,727 2.0 6,259 25
Total consumer loans................ 10, 598 6.6 13,008 6.9 20,428 8.2
Agricultural operating... 7, 784 4.8 11,905 6.3 30,364 12.2
Commercial business...... 8, 931 5.6 8,173 4.3 15,468 6.2
Total other loans................... 27, 313 17.0 33,086 17.5 66,260 26.6
Total loans........cccceeveennen. 160, 707 100.0% 188,677 100.0% 248,780 100.0%
Less:
Loans in process...........ccccvvvens 3, 425 8,071 2,240
Deferred fees and discounts............. 343 404 650
Allowance for losses 1, 442 1,650 2,356
Total loans receivable, net.. 497




Real Estate Loans
One- to four-family.....................

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

Agricultural............ccooeeeiinnnns
Construction or development..

Total real estate loans.............

Other Loans:

Consumer Loans:
Home equity...........ccooevvvvnnnnnns
Automobile....... .
Deposit account..........ccceeeeeenees

Total consumer loans
Agricultural operating.......

Commercial business.....................

Total other loans...................

Total loans............ccccvvvvens

Less:
Loans in process.........ccceeeeueee.
Deferred fees and discounts..
Allowance for losses

Total loans receivable, net.............

September 30,

1997 1998
unt Percent Amount Percent
,903 27.8% $ 85,799 30.5
,870 28.1 66,845 23.8
, 732 4.4 10,537 3.8
,264 8.0 32,990 11.7
, 769 68.3 196,171 69.8
,007 5.3 15,285 5.4
,106 2.3 4,445 1.6
533 2 716 .3
383 1 421 1
,369 2.4 5,372 1.9
,398 10.3 26,239 9.3
,650 14.5 37,234 13.2
,456 6.9 21,587 7.7
,504 31.7 85,060 30.2
273 100.0% 281,231 100.0%
, 700 7,738
553 298
379 2,909
,641 $270,286

(1) Consist generally of various types of secuned ensecured consumer loans.
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The following table shows the composition of thex@any's loan portfolio by fixed and adjustable &téhe dates indicated.

September 30,

1994 1995 1996

Amou nt Percent Amount Percent Amount Percent

(Dollars in Thousands)
Fixed Rate Loans:

Real estate:
One- to four-family.................... $19, 913 12.4% $22,875 12.1% $ 41,322 16.6%
Commercial and multi-family............. 13, 340 8.3 14,262 7.6 14,036 5.6
Agricultural..........cccooeiiinen. 1, 806 11 5,536 2.9 4,250 1.7
Construction or development............. 4, 231 2.6 2,342 1.3 2,938 1.2
Total fixed-rate real estate loans... 39, 290 24.4 45,015 23.9 62,546 25.1
CONSUMET ..o 10, 022 6.2 12,303 6.5 19,145 7.7
Agricultural operating . 5, 945 3.7 7,335 3.9 14,998 6.1
Commercial business..................... 7, 887 4.9 5,521 2.9 7,200 2.9
Total fixed-rate loans............... 63, 144 39.2 70,174 37.2 103,889 41.8
Adjustable Rate Loans:
Real estate:
One- to four-family...........c.cce... 249 21.9 34,399 18.2 37,154 14.9
Commercial and multi-family. 580 29.0 59,157 314 71,121 28.6
Agricultural..........cccooeviinen. 258 3.9 1,485 .8 6,818 2.7
Construction or development............. 6, 017 3.8 15,535 8.2 4,881 2.0
Total adjustable-rate real
estate loans.. 94, 104 58.6 110,576 58.6 119,974 48.2
Consumer . 576 4 705 4 1,283 5
Agricultural operating................... 1, 839 1.1 4,570 2.4 15,366 6.2
Commercial business 1, 044 7 2,652 1.4 8,268 3.3
Total adjustable rate loans.......... 97, 563 60.8 118,503 62.8 144,891 58.2
Total loans.........ccceevveeeenenne 160, 707 100.0% 188,677 100.0% 248,780 100.0%
Less:
Loans in process........ccoeeenueeennen. 425 8,071 2,240
Deferred fees and discounts 343 404 650
Allowance for loan losses.... 442 1,650 2,356

Total loans, net...........c.coeee. $155, 497 $178,552 $243,534



Fixed Rate Loans:

Real estate:

One- to four-family..................... $ 33
Commercial and multi-family............. 11
Agricultural..........ccccceeeeiennnn. 5
Construction or development............. 2

CONSUMET ....vviiiiieiiiiereeeeeeeieenens 26
Agricultural operating...
Commercial business.................... 10

Total fixed-rate loans............... 106

Adjustable Rate Loans:

Real estate:
One- to four-family..........cccccee.s
Commercial and multi-family
Agricultural...........coocoeieiine
Construction or development............. 18

Total adjustable-rate real

estate loans...............eeee. 128
Consumer.........cc.ueee.. . 1
Agricultural operating................... 22
Commercial business.............cccv..... 7

Less:

Loans in process..........ccceee.n. .
Deferred fees and discounts..............
Allowance for loan losses................ 2

Total loans, net.........cc.......... $254

September 30, 1998

1997 1998
ount Percent Amount Percent
,369 12.5% $ 51,235 18.2
,124 4.2 11,582 4.1
,978 2.3 4,982 1.8
,997 1.1 1,829 7
,468 20.1 69,628 24.8
,100 9.8 24,909 8.8
,280 6.1 18,821 6.7
462 3.9 15,108 5.4
,310 39.9 128,466 45.7
,534 15.2 34,564 12.3
, 746 23.9 55,263 19.6
, 754 2.2 5,555 2.0
,267 6.9 31,161 111
,301 48.2 126,543 45.0
,298 5 1,330 5
,370 8.4 18,413 6.5
,994 3.0 6,479 2.3
,963 60.1 152,765 54.3
273 100.0% 281,231 100.0%
, 700 7,738
553 298
379 2,909
,641 $270,286
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The following table illustrates the interest ragmsitivity of the Company's loan portfolio at Sepber 30, 1998. 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 Estate

Weighted W
Average
Amount Rate  Amount

Due During
Years Ending
September 30,
1999(2) .......... $85,770 8.54% $22,955
2000-2008 ........ 40,649 8.19 8,955
2003 and following 36,762 7.82 1,080

Total
Weighted
Average
Amount Rate
1999(2) .......... $168,823 9.08%
2000-2003 ........ 70,089 8.62

2003 and following 42,319 8.05

Agricultural
uction Consumer Operating
eighted Weighted Weighted
Average Average Average

Rate  Amount Rate Amount Rate

(Dollars in Thousands)

9.44% $10,253 9.65% $33,639 9.70
8.52 12,441 9.65 2,912 9.04
9.16 3,545 9.86 683 8.91

Commercial
Business
Weighted
Average
Amount Rate

% $16,206 9.77%
5132 9.52
249  8.27

(1) Includes one- to four-family, multi-family, camercial and agricultural real estate loans. (2)udes demand loans, loans having no stated

maturity and overdraft loans.



The total amount of loans due after September 389 Which have predetermined interest rates isO§Tifllion, while the total amount of
loans due after such date which have floating ursadble interest rates is $130.2 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,
1998, the Company's one- to four-family residertaltgage loan portfolio totaled $85.8 million,3#.5% of the Company's total gross loan
portfolio. Approximately 25.8% of the Company's etefour-family mortgage loans or 7.9% 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." At September 30, 1998, the averagstanding principal balance of a one- to four-famégidential mortgage loan was $47,000.

The Company offers fixed-rate and ARM loans. Dutiing year ended September 30, 1998, the Compaginated $4.3 million of
adjustable-rate loans and $17.8 million of fixeter@ans secured by one- to four-family residemtal estate. The Company's one- to four-
family residential mortgage originations are sedyygmarily by properties located in its primary nket area and surrounding areas.

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

The Company currently offers one, three and fivar Y8RM loans with an initial interest rate margiveo the yield on the corresponding U.S.
Treasury Security. These loans have a fixed-ratéhostated period and, thereafter, such loanstadpnually. These loans generally provide
for an annual cap of up to a 200 basis points difdtame cap of 600 basis points over the initiatie. As a consequence of using an initial
fixed-rate and caps, the interest rates on theseslmay not be as rate sensitive as is the Congpeamst of funds. The Company's ARMs do
not permit negative amortization of principal amd aot convertible into a fixed rate loan. Fromdito time the Company may permit ARM
loans to be assumed by qualified borrowers upomgay of an assumption fee. The Company qualifieMA&an borrowers at the fully
indexed rate. The Company's delinquency experiendes ARM loans has generally been similar teikperience on fixed rate residential
loans.

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 Mortgagso&iation ("FNMA"), Government National Mortgagesiciation ("GNMA"), and
Federal Home Loan Mortgage Corporation ("FHLMCgrstards. Interest rates charged on these fixedeats are competitively priced
according to market conditions. The Company hastiially retained its fixed-rate loans for its toportfolio, however, from June 1996
through March 1998, the Company sold, with serggietained, most of its fixed-rate loans with teiwhd5 years or greater to FNMA. The
Company recently suspended selling these loansodiraited opportunity for other types of
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investments or to purchase loans due to the prés&nhterest rate environment. The Company mayddeto sell loans in the future.

In underwriting one- to four-family residential tesstate loans, the Company evaluates both thewerfs ability to make monthly payments
and the value of the property securing the loanstibooperties securing real estate loans madeeb@€tmpany are appraised by independent
fee appraisers approved by the Board of Direcithe. Company generally requires borrowers to oldaiattorney's title opinion, and fire a
property insurance (including flood insurance,gtassary) 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 ppaichbalance 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 andurabgsed whole loan and participation interesteans from other financial institutions.
The purchased loans and loan participation inter@®t generally secured by properties locatedevitwest and Northwest. The Company,
in order to supplement its loan portfolio and cetesit with management's objectives to expand thepgaoy’'s commercial and multi-family
loan portfolio, purchased $16.3 million, $26.8 il and $18.3 million of such loans during fisc@8b8, 1997 and 1996, respectively.
However, due to a large number of prepayments aatdnities of commercial and mul&mily real estate loans during fiscal 1998 and718¢

a result of a favorable interest rate environman§eptember 30, 1998 and 1997, the Company ha8 $tlion and $74.9 million,
respectively, of commercial and multi-family reatae loans compared to $85.2 million at SepterBbel996. At September 30, 1998, $4.6
million, or 6.9% of the Company's commercial andtivfamily real estate loans were non-performingeS -- Non-Performing Assets, Other
Loans of Concern and Classified Assets."

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

At September 30, 1998, the Company's largest cogiai@nd multi-family real estate loan was a $3iBiom participation loan secured by
four nursing homes located in Minnesota. At fisgzdr end this loan was more than 90 days delinq&em "Business -- Non-Performing
Assets, Other Loans of Concern and Classified Asséhe Company had three other commercial andidti#iamily loans in excess of $2.5
million at such date. All of these loans are cutlyeperforming in accordance with their terms. ApEember 30, 1998, the average outstar
principal balance of a commercial or multi-famibat estate loan held by the Company was $346,000.
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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, 1998, the Company's
construction loan portfolio totaled $33.0 milliar, 11.7% of the Company's total gross loan podfoli

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 genaratch the one- to four-family loan
rates then offered by the Company, except thahdutie construction phase the borrower pays irterdg. Generally, the maximum loan-to-
value ratio of owner occupied single family constion loans is 80% of appraised value. Residentiabtruction loans are generally
underwritten pursuant to the same guidelines usedrfginating permanent residential loans. At $egier 30, 1998, the Company had $2.0
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 éamyp 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 3831he 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 fitéés, hotels or other property, and are struatuebe converted to permanent loans at the end
of the construction phase, which generally runsoup8 months. These construction loans have raig$ems which match any permanent
multi-family or commercial real estate loan thefecdéd by the Company, except that during the canstm phase the borrower pays interest
only. These loans generally provide for the paynoémterest and loan fees from loan proceeds.eftt&nber 30, 1998, the Company had
approximately $31.0 million of loans for the comstion of commercial and multi-family real estafdis amount consisted of six loans
totaling $5.0 million for the construction of apaent complexes, two loans totaling $7.8 million lee construction of assisted living
facilities, nine loans totaling $17.5 million fdre construction of commercial office buildings and loans totaling $840,000 for the
construction of hotels. All of these loans werefganing in accordance with their terms at Septendfer1998.
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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, 1998, the Company had agricultushlestate loans secured by farmland of
$10.5 million or 3.8% of the Company's gross loartfplio. At the same date, $37.2 million, or 13.2¥the Company's gross loan portfolio,
consisted of secured loans related to agricultypatations.

Agricultural operating loans are originated at eitan adjustable or fixed rate of interest forap bne year term or, in the case of livestock,
upon sale. Most agricultural operating loans havms$ of one year or less. Such loans provide fgmeats of principal and interest at least
annually, or a lump sum payment upon maturity & dhiginal term is less than one year. Loans seéldoyeagricultural machinery are
generally originated as fixedte loans with terms of up to seven years. At&aper 30, 1998, the average outstanding princigahoe of a
agricultural operating loan held by the Company $43,000. At September 30, 1998, $1.7 million, 324, of the Company's agricultural
operating loans were non-performing.

Agricultural real estate loans are frequently ariged with adjustable rates of interest. Generallgh loans provide for a fixed rate of interest
for the first three years, adjusting annually tladter. In addition, such loans generally providedden year term based on a 20 year
amortization schedule. Adjustable-rate agricultueal estate loans provide for a margin over tleédgion the corresponding U.S. Treasury
Security or prime rate. Fixed-rate agriculturall estate loans generally have terms up to fives/gagricultural real estate loans are generally
limited to 80% of the value of the property secgrihe loan. At September 30, 1998, none of the Gmyip agricultural real estate portfolio
was non-performing.

Agricultural lending affords the Company the oppaity to earn yields higher than those obtainabl@e- to fourramily residential lending
Nevertheless, agricultural lending involves a geedegree of risk than o- to four-family residential mortgage loans becaofsthe typically
larger loan amount. In addition, payments on laaesdependent on the successful operation or maragef the farm property securing the
loan or for which an operating loan is utilized.eT$uccess of the loan may also be affected by rfaahgrs outside the control of the farm
borrower.
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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
generally does not monitor or require the use bhydveers of future contracts or options.

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

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

Consumer Lending. The Company offers a varietyeafised consumer loans, including automobile, buahe equity, home improvement,
federally guaranteed student loans, and loans egédyr savings deposits. In addition, the Compafgrebther secured and unsecured
consumer loans. The Company currently originatestsntially all of its consumer loans in its primanarket area and surrounding areas.
Company originates consumer loans on both a diedtndirect basis. At September 30, 1998, the Gmylp consumer loan portfolio total
$26.2 million, or 9.3% of its total gross loan polib. Of the consumer loan portfolio at SeptemB@r 1998, substantially all were short- and
intermediate-term, fixed-rate loans.

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

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

Consumer loan terms vary according to the typevaihae of collateral, length of contract and creditthiness of the borrower. The
underwriting standards employed by the Compangémsumer loans include an application, a deteriioinaif the applicant's payment
history on other
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debts and an assessment of ability to meet existitigations and payments on the proposed loamo@lh creditworthiness of the applicant
is a primary consideration, the underwriting pracalso includes a comparison of the value of terdg, if any, in relation to the proposed
loan amount.

Consumer loans may entail greater credit risk ttmresidential mortgage loans, particularly in¢hse of consumer loans which are
unsecured or are secured by rapidly depreciabktsassich as automobiles or recreational equiprirestich cases, any repossessed colle
for a defaulted consumer loan may not provide ayadte source of repayment of the outstandinglbeéance as a result of the greater
likelihood of damage, loss or depreciation. In &#ddi consumer loan collections are dependent erbtiirower's continuing financial
stability, and thus are more likely to be affedigdadverse personal circumstances. Furthermor@pplication of various federal and state
laws, including bankruptcy and insolvency laws, rhiayt the amount which can be recovered on sueindo At September 30, 1998,
$149,000 or .6% of the Company's consumer loarig@iartvas non-performing.

Commercial Business Lending. The Company alsomaitgis commercial business loans. The Company afensnercial business loans to
service existing customers, to consolidate its bankelationships with these customers, and tdairrits asset/liability management goals.
Most of the Company's commercial business loans baen extended to finance local and regional bases and include short-term loans to
finance machinery and equipment purchases, invweaiadl accounts receivable. Commercial loans alaulve the extension of revolving
credit for a combination of equipment acquisitiamsl working capital in expanding companies. At Seyiter 30, 1998, $21.6 million, or
7.7% of the Company's total gross loan portfolie wamprised of commercial business loans.

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

The largest commercial business loan outstandiggptember 30, 1998 was a $5.1 million warehousedf credit secured by the assignn
of automobile contracts. The next largest commehziainess loan outstanding at September 30, 1288a%$2.7 million participation loan
secured by marketable securities and escrowed topggravenues with a remaining term to maturityhoke years. These loans are currently
performing in accordance with their terms. The Camphad no other commercial business loans outsigumlexcess of $1.0 million at
September 30, 1998. At September 30, 1998, thegeearutstanding principal balance of a commeraialriess loan held by the Company
was $61,000.

Unlike residential mortgage loans, which generatly made on the basis of the borrower's abilitpaie repayment from his or her
employment and other income and which are securedd property whose value tends to be more easigrtainable, commercial business
loans typically
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are made on the basis of the borrower's abilitpnéde repayment from the cash flow of the borrowsr'siness. As a result, the availability of
funds for the repayment of commercial businessdaaay be substantially dependent on the succdbe tusiness itself (which, in turn, is
likely to be dependent upon the general economig@mment). The Company's commercial business lea@sisually, but not always,
secured by business assets and personal guarditeesver, the collateral securing the loans mayepte over time, may be difficult to
appraise and may fluctuate in value based on tbeess of the business. At September 30, 1998, 3209r 1.0% of the Company's
commercial business loan portfolio was non-perfogmi

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

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

The Company, from time to time, sells whole loand lan participations generally without recousseSeptember 30, 1998, there were no
loans outstanding sold with recourse. When loaesald, with the exception of student loans, thenfany typically retains the responsibil
for collecting and remitting loan payments, makaggtain that real estate tax payments are madeloalfof borrowers, and otherwise
servicing the loans. The servicing fee is recoghaeincome over the life of the loans. The Comptyices mortgage loans that it
originated and sold totaling $11.0 million at Sepber 30, 1998, of which $6.8 million were sold WA and $4.2 million were sold to
others.

In periods of economic uncertainty, the Companliktya to originate large dollar volumes of loansynbe substantially reduced or restricted,
with a resultant decrease in related loan origimatées, other fee income and operating earnimgaddition, the Company's ability to sell
loans may substantially decrease as potential bypeincipally government agencies) reduce theicipasing activities.
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The following table shows the loan origination (irding undisbursed portions of loans in processgiclpase and repayment activities of the

Company for the periods indicated.

19

Originations by type:
Adjustable rate:
Real estate - one- to four-family .......
- commercial and multi-family
- agricultural real estate ..
Non-real estate - consumer ..............
- commercial business ...
- agricultural operating 1

Total adjustable-rate ............ 3

Fixed rate:
Real estate - one- to four-family .......
- commercial and multi-family
- agricultural real estate ..
Non-real estate - consumer ..............
- commercial business ...

- agricultural operating 2
Total fixed-rate ................. 5
Total loans originated ........... 9

Purchases:
Real estate- one-to-four-family ...........
- commercial and multi-family ...

Non-real estate - commercial business ...

- agricultural operating ....

2

Loans from lowa Savings acquisition .....

Loans from Security acquisition .........

Total loans .........cccccceeee 6
Total mortgage-backed securities ........

Total purchased .................. 8

Year Ended September 30,

1997

1998

(In Thousands)

0,554
2,869
2,244
948
2,629
2,052

$ 7,875 $ 4,356
4,873 8,543
- 1,808
931 745
9,998 7,459
27,469 20,905
51,146 43,816
7,260 17,775
4,214 7,756
2,581 2,576
23,688 20,172
19,127 29,437
27,635 25,716
84,505 103,432
135,651 147,248
-- 15,933
26,766 16,324
3,053 4,290
- 400
29,819 36,947
29,819 36,947
16,417 39,409
46,236 76,356



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

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

Total sales .......ccccceeeeeenn.

Loan principal repayments ............... 9

Mortgage-backed securities repayments ...

Total principal repayments .............. 10

Total reductions ................. 10
Increase (decrease) in other items, net ...

Net increase (decrease) .
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3,324
268

3,592

5,613

5,613

- 5,916

144,364
7,969

155,925
370

$ 26,332

163,435
15,713

190,677
60

$ 32,987




The following table shows the Company's purchasedlevreal estate loans and real estate loan peations by state and amount held in the
loan portfolio at September 30, 1998. The Compdsy jpurchases commercial business loans. At Segte8ih 1998, the Company's
portfolio of purchased commercial business loateled $5.4 million.

One- to Four-Family Loans

Percent
Number total O
of to Fo
Location Balance  Loans Fami
Arizona... $ 97 4 A1
California 195 15 .23
Colorado......... 39 5 .05
Connecticut...... 884 41 1.03
Florida.......... 12 1 .01

lllinais..

Washington....... 14,667 53 17.09
Wisconsin........

Commercial and Multi-Family
of Percent of total
ne- Number Commercial
ur of and Multi-
ly Balance Loans Family Loans Balan

(Dollars in Thousands)

% $ 479 1 72%  $1,200
494 1 74 839
789 3 1.18 ---
525 1 .79 -

2,872 7 4.30 500
6,810 11 10.19 5,608
1,117 6 1.67 -

411 1 .61 1,781
1,067 2 1.60 -

- - - 5,275
3,621 9 5.27 900
4,321 7 6.46 1,320

286 1 43 -
5,864 3 8.77 7,840

Construction Loans
Percent of
Number total
of Construction

ce Loans Loan

1 3.64%

2 25

1 18
3 17.00

1 540

1 1599

1 213

2 400

3 2376




Total Purchased Loans

Number Per
of of T
Balance Loans Lo
Arizona.......... $1,776 6
California....... 195 15
Colorado......... 1,372 8
Connecticut...... 884 41
Florida.......... 12 1
lllinois.. 789 3
Indiana.......... 525 1
lowa............. 3,894 50 1
Minnesota........ 12,418 14 4
Missouri......... 2,182 28
Nebraska......... 2,383 15
Nevada........... 1,067 2
New Mexico....... 5,275 1 1
New York......... 1,945 90
North Dakota..... 4516 24 1
Ohio............. 126 4
South Dakota..... 6,363 59 2
Texas............ 1,685 39
Washington....... 28,371 59 10
Wisconsin........ 14,108 18 5
Wyoming.......... 136 7
Total.......... $90,022 485 32



Non-Performing Assets, Other Loans of Concern, an@lassified 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 until llheen becomes current.

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, 1998.

Loans Delinquent For:

30-59 Days 60-89 Days 90 Days and Over
Percent Percent Percent
of of of
Number Amou nt Category Number Amount Category Number Amount Category
(Dollars in Thousands)
Real Estate:
One- to four-family............ 51 $19 24 2.2% 9 $ 308 4% 9 $ 338 4%
Commercial and multi-family.... 5 2,8 69 4.3 2 1,836 2.7 8 4,635 6.9
Agricultural real estate....... 1 72 7 -- -- - ---
Consumer 52 1.7 24 211 .8 24 149 .6
Agricultural operating 10 1.6 16 843 2.3 41 1,738 4.7
Commercial business... 10 3.8 13 377 17 11 209 1.0
Total..cveveieieie 37 2.4% 64 $3,575 1.3% 93  $7,069 2.5%

Delinquencies 90 days and over constituted 2.5%taf loans and 1.7% of total assets.
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The table below sets forth the amounts and categofinon-performing assets in the Company's laatigho. Loans, with some exceptions,
are typically placed on noaeccrual status when the loan becomes 90 days @ detinquent or when the collection of principatlam interes
become doubtful. For all years presented, the Coasnpas had no troubled debt restructuring (whistolve forgiving a portion of interest or
principal on any loans or making loans at a rateenslly less than that of market rates). Foreaosssets include assets acquired in
settlement of loans.

September 30,

1 994 1995 1996 1997 199 8

(Dollars in Thousands)
Non-accruing loans:

One- to four-family....................... $ 311 $ 127 $ 347 $ 444 $ 298
Commercial and multi-family............... 302 199 1,623 1,692 777
Agricultural real estate 137 46 127 ---
CONSUMET......oeevviaaniannnn 105 206 331 246 142
Agricultural operating.................... 78 100 184 289 1, 738
Commercial business.............cccoe... 38 48 33 204 209
Total non-accruing loans............... 971 726 2,645 2,875 3, 164

Accruing loans delinquent
90 days OF MOre........ccceveeeerurennnn. 177 282 3, 905

Total non-performing loans............. 971 726 2,822 3,157 7, 069

Foreclosed assets:

One- to four-family.........cccccceee.... 48 75 85 19
Commercial real estate. - 67 1, 324
CONSUMET.....cvveiiiiiieeanns 8 19
Commercial business....................... 9 4 -
Total..oooeeeieeececeeee, 48 92 156 1, 362
Less: Allowance for losses................ 5 299
Total..ooceeeeceee e 48 87 156 1, 063
Total non-performing assets................. $ 971 $ 774 $ 2909 $ 3,313 $ 8, 132
Total as a percentage of total
ASSELS...uvviieeiciiiee e .35% .29% .75% .82% 1. 94%

For the year ended September 30, 1998, gross shiecmme which would have been recorded had theagaruing loans been current in
accordance with their original terms amounted toraximately $385,000, of which none was includeéhierest income.

Non-accruing Loans. At September 30, 1998, the Compaay$3.2 million in non-accruing loans, which ditnged 1.1% of the Company's
gross loan portfolio. At such date, there were ar-accruing loans or aggregate non-accruing loaesé¢ borrower in excess of $300,000 in
net book value, except as described be



Non-accruing loans at September 30, 1998 includedvarercial real estate participation loan in the antaf $509,000 secured by a
shopping center located in North Dakota. In additimon-accruing loans included an agricultural efieg loan in the amount of $837,000
that, subsequent to September 30, 1998, was rageddo provide additional collateral and the paptof all accrued interest. Also included
in non-accruing loans was an agricultural operali@g in the amount of $404,000 that is in proaddseing restructured.
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The balance of non-accruing commercial and muitithareal estate loans declined at September 383 p8imarily as a result of the
foreclosure by the Company on a $1.6 million loacused by a 104 unit apartment complex located isc#sin. The Company has a 58%
participation interest in this property, whichisthe process of being sold. See "-- Foreclosed@tasbelow.

Accruing Loans Delinquent 90 Days or More. At Sember 30, 1998, accruing loans delinquent 90 daysare included a $3.9 million
commercial real estate participation loan secusefbbr nursing homes. Subsequent to fiscal year gredloan was refinanced with a
reduction of the loan balance to approximately $iillon and all accrued interest was paid at tirae. The new loan is secured by one
nursing home located in Minnesota.

Foreclosed Assets. At September 30, 1998, the Coyriped $1.1 million of net foreclosed assets. Sai#lly all of the Company's
foreclosed property at September 30, 1998 considtdte 104 unit apartment complex discussed utiden-accruing Loans" above.

Other Loans of Concern. At September 30, 1998¢thwre loans totaling $3.9 million not includedtie table above where known
information about the possible credit problemsafrbwers caused management to have concern as &bility of the borrower to comply
with the present loan repayment terms. This amoansisted of two commercial real estate loansit@a$1.1 million, eight one- to four-
family residential mortgage loans totaling $299,06i6e commercial business loans totaling $473,808nty agricultural operating loans
totaling $1.9 million and four consumer loans totgl$84,000.

Commercial real estate loans of concern at Septe8thel 998 included a $1,072,000 participation Isacured by an apartment complex
located in Wisconsin. This loan was delinquent 89sdat that date. The borrower is in process dinistg financing which would be used to
repay this loan in full, including accrued interest

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

When assets are classified as either substandaimubtful, the Bank may establish general allowarioeloan losses in an amount deemed
prudent by management. General allowances repressnallowances which have been established tgréze the inherent risk associated
with lending activities, but which, unlike specifilowances, have not been allocated to partiqriablem assets. When assets are classified
as "loss," the Bank is required either to estaldisipecific allowance for
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losses equal to 100% of that portion of the assetassified or to chargeff such amount. The Banks' determinations asdcalassification ¢
their assets and the amount of their valuationaltices are subject to review by their regulatoth@nities, who may order the establishment
of additional general or specific loss allowances.

On the basis of management's review of its asae&eptember 30, 1998, the Company had classifiethbof $6.4 million of its assets as
substandard, $835,000 as doubtful and none as loss.

Allowance for Loan Losses. The allowance for loassks is established through a provision for loasds based on management's evaluatior
of the risk inherent in its loan portfolio and clyes 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 estirfait value of the underlying collateral, econornditions, historical loan loss
experience and other factors that warrant recagniti providing for an adequate loan loss allowance

Current economic conditions in the agriculturalteeof the Company's market area indicate potent@&kness due to historically low
commodity prices. The agricultural economy is atmued to commodity price fluctuations and is gelgeble to handle such fluctuations
without significant problem. However, an extendedi@d of low commodity prices could result in weaks of the Company's agricultural
loan portfolio and could create a need for the Camypto increase its allowance for loan losses tjindocreased charges to provision for loan
losses.

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

operations.

Although management believes that it uses theibfsstmation available to determine the allowaneegpreseen market conditions could
result in adjustments and net earnings could bafigntly affected if circumstances differ subgtalty from the assumptions used in making
the final determination. Future additions to then@any's allowances will be the result of periodar, property and collateral reviews and
thus cannot be predicted in advance.
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The following table sets forth an analysis of then(any's allowance for loan losses.

Year Ended September 30,

1994 1995 1996 199 7 1998
(Dollars in Thousands)
Balance at beginning of period........ccccccoo.... . L $ 825 $ 1442 $ 1650 $ 2,3 56 $ 2,379
Brookings acquisition........ccccccoeevevvicceeeee. L 518 - --
lowa Savings acquisition.......cccccceeeeveveeeeees L 132 - --
Security acquisition.........ccooovevcccvviieeees L 563 - --
Charge-offs:
One-to four-family......ccccocvvvvvveveneee. L - -- (103)
Agricultural operating ........... - - -- (595)
Commercial and multi-family.........ccooeeeeee.. L (30) (35) ( 2) (299)
CONSUMET ...coeeiiiiiieeiiiieaene . (6) (12) (54) 6 6) (152)
Commercial business.........cccovvvvvccvveeeee L 5 5) a7
Total charge-offs.....cccccvvvvveveeeeee. L (6) (42) (89) (12 3) (1,166)
Recoveries:
CONSUMET .ttt - -- 17
Commercial business.......cccccccvvvevvvceeeee. L - -- 5
Commercial and multi-family...................... .. 2 -
Agricultural operating......ccococevevvccee. L 24 11
Total reCoVeries....cccovvvvvvevniieeeeneeee 26 33
Net charge-offs.....cccccovvvcivicoeeee. L (6) (42) (89) 9 7)  (1,133)
Additions charged to operations...........ccceeeee.. L 105 250 100 1 20 1,663
Balance at end of period.........cccovvveeeeeee. L $ 1442 $ 1650 $ 2,356 $ 2,3 79 $ 2,909
Ratio of net charge-offs during the period to avera ge
loans outstanding during the period.........c.......~ .. .01% .03% .04% .0 4% 44 %
Ratio of net charge-offs during
the period to average non-
performing assetS.....ccocvvevvevenieeeenenens L .54% 5.08% 5.30% 4.4 6% 21.50%

For each of the periods indicated in the table abthe additions charged to operations (provistridan losses) were relatively constant,
except for fiscal 1998. For more information on gievision for loan losses, see 'Management's B&on and Analysis - Results of
Operations" in the Annual Report.
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The distribution of the Company's allowance foskson loans at the dates indicated is summarizéulaws:

1994
Amount
One- to four-family........ $ 166
Commercial and multi-
family real estate....... 449
Agricultural real estate... 81
Construction. . 77
Consumer...........c...... 106
Agricultural operating..... 166
Commercial business........ 134
Unallocated................ 263
Total.......oc....... $1,442
1997
Amount
One- to four-family........ $ 222
Commercial and multi-
family real estate....... 712
Agricultural real estate... 117
Construction............... 106
Consumer...........c....... 289
Agricultural operating..... 580
Commercial business........ 277
Unallocated................ 76
Total................. $2,379

September 30,

1995
Percent Percent
of Loans of Loans
in Each in Each
Category Category
to Total to Total
Loans Amount Loans Amo
(Dollars in Thousands)
34.32% $ 172 30.36% $
37.29 551 38.92
5.02 70 3.72
6.38 134 9.47
6.59 145 6.89
4.84 208 6.31
5.56 123 4.33
- 247 ---
100.00% $ 1,650 100.00% $2,
1998
Percent Percent
of Loans of Loans
in Each in Each
Category Category
to Total to Total
Loans Amount Loans
27.75% $ 257 30.50%
28.12 602 23.77
4.41 132 3.75
7.99 165 11.73
10.29 277 9.33
14.51 1,024 13.24
6.93 324 7.68
128
100.00%  $2,909 100.00%
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unt Loans

235 31.54%

639 34.23
138 4.45
59 3.14
270 8.21
531 12.21
271 6.22
213 -



Investment Activities

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

As of September 30, 1998, the Company's entirestinvent and mortgageacked securities portfolios were classified aslabie for sale. Fo
additional information regarding the Company's siagent and mortgage-backed securities portfolims,Notes 1 and 4 of the Notes to
Consolidated Financial Statements in the AnnualdrRep

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

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

September 30,

1996 1997 199 8

(In Thousands)
Investment Securities:
Trust preferred securities(1)....ccccoeeeeveeeee. L $ - $ - $ 27 ,256
U.S. government securitieS.......ccccceevvccee. L 6,178 2,956 757
Federal agency obligations............cceceeeeeeee. L 63,032 65,529 27 ,015
Corporate bonds.......cccccvvvvveveeneeennens L 202 --
Municipal bonds....... . 1,392 1,390 1 341

Equity investments......... . 1,433 1,255 1 ,230
FHLMC preferred stoCK.......ccceveveeeeeeeeeneees L 1,598 336 427
FNMA common StOCK.......ccvvvveveeeeeiiiiiiiieeeee L 70 94 129
Subtotal.....ooovvvieiiiiiiiee e 73,905 71,560 58 ,155
FHLB StOCK....ovveeviiiieiiie v 5,525 5,629 5 ,506
Total investment securities and FHLB stock.... ... $ 79,430 $ 77,189 $ 63 ,661

Other Interest-Earning Assets:
Interest bearing deposits in other financial inst itutions
and Federal Funds sold..........cccccocoeeeeeee. L $ 13,892 $ 12,177 $ 5 ,818




(1) Within the trust preferred securities preserastedve, there are securities from individual issulkat exceed 10% of the Company's total
equity. The name and the aggregate market valgeafrities of each individual issuer are as folloagsof September 30, 1998: PNC Capital
Trust - $4.89 million ; KeyCorp Capital | - $4.86llon; Huntington Capital Il - $4.85 million; BarBoston Capital Trust IV - $4.83 million;

BankAmerica Capital 11l - $4.82 million.
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The composition and maturities of the Company's$tment securities portfolio, excluding equity séms, FHLB stock and mortgage-
backed securities, are indicated in the followiaigle.

September 30, 1998

After1  After5

Year Years
1 Year or Through  Through After Total Inves tment
Less 5Years 10 Years 10 Years Securiti es
Carrying C arrying Carrying Carrying  Amortized Market
Value Value Value Value Cost Value

Trust preferred securities....... $ - $ - $ - $27,256 $27,638 $ 27,256
Municipal bonds.................. 61 903 377 1,307 1,341
U.S. government securities....... 757 749 757
Federal agency obligations....... 749 10,707 15,559 --- 26,236 27,015
Total investment securities...... $ 1,567 $11,610 $15936 $27,256 $55,930 $ 56,369
Weighted average yield........... 5.88% 5.76% 7.10% 6.66% 6.58% 6.58%

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

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 riskaaitaristics. At September 30, 1998, the Company @& Os totaling $11.3 million, all of
which were secured by underlying collateral issueder government-sponsored agency programs oerggtireal estate mortgage loans.
Premiums associated with the purchase of these CM®sot significant, therefore, the risk of sigraht yield adjustments because of
accelerated prepayments is limited. Yield adjustsiane encountered as interest rates rise or @ealinich in turn slows or increases
prepayment rates and affect the average liveseo€MOs.
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At September 30, 1998, $59.5 million or 95.4% @& @ompany's mortgage-backed securities portfolibfixed rates of interest and $2.9
million or 4.6% of such portfolio had adjustabléesiof interest.

Mortgage-backed securities generally increase tiaditg of the Company's assets by virtue of theiiasce or guarantees that back them, are
more liquid than individual mortgage loans and rbayused to collateralize borrowings or other otlayes of the Company. At September
1998, $36.6 million or 58.7% of the Company's magierbacked securities were pledged to secure waoioligations of the Company.

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

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

September 30,

GNMA e $ 6,392 $20,925 $42,951
CMO ..t 4,637 3,832 11,283
FHLMC ..o 4,740 3,813 2,827
FNMA e 18,711 14,939 4,711
Privately Issued Mortgage Pass-Through Certificates ... 1,106 916 682
1o - | PO $35,586 $44,425 $62,454
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The following table sets forth the contractual migites of the Company's mortgagpacked securities at September 30, 1998. 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 1998
1 Year or Through Through After Balance
Less 5 Years 10 Years 10 Years Outstanding
(Dollars in Thousands)
GNMA ... $ $ - $ - $42951 $42,951
CMO...ooiiiiiiieeee e 448 10,835 11,283
FHLMC.....oooiiiiiiiiiee, 353 1,145 1,329 2,827
FNMA ..o 233 223 67 4,188 4,711
Privately Issued Mortgage
Pass-Through Certificates(1)........... - 682 682
Total..oooeeeeeeeeee, $ 233 $ 576 $ 1,660 $59,985 $62,454
Weighted average yield................... 7.47% 9.38% 8.58% 6.99% 7.06%

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

At September 30, 1998, the contractual maturit9@¥b of all of the Company's mortgage-backed seeanitas in excess of ten years. The
actual maturity of a mortgage-backed security jgcglly less than its stated maturity due to prepapgts of the underlying mortgages.
Prepayments that are different than anticipatetaffitct the yield to maturity. The yield is basgubn the interest income and the
amortization of any premium or discount relatethis mortgagdsacked security. In accordance with generally astkaccounting principle
premiums and discounts are amortized over the astuives of the loans, which decrease and inergdsrest income, respectively. The
prepayment assumptions used to determine the 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 tfpnortgages, the coupon rate, the age of mogtyahe geographical location of the
underlying real estate collateralizing the mortgaged general levels of market interest ratesgliffierence between the interest rates on the
underlying mortgages and the prevailing 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 thelyingenortgages and the related
security. Under such circumstances, the Companybreaubject to reinvestment risk because to thenéthat 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 rate.
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Sources of Funds

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

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

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

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

The variety of deposit accounts offered by the Camyphas allowed it to be competitive in obtainingds and to respond with flexibility to
changes in consumer demand. The Company has benomesusceptible to short-term fluctuations in d#fpitows, as customers have
become more interest rate conscious. The Compaisesnrs to manage the pricing of its deposits epk®y with its asset/liability
management and profitability objectives. Basedteexperience, the Company believes that its passkavings, money market savings
accounts, NOW and regular checking accounts aatively stable sources of deposits. However, thityabf the Company to attract and
maintain certificates of deposit and the rates paithese deposits has been and will continue sdmaficantly affected by market conditiol
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Yea
1996
(D
Opening balance ................. $171,793
Deposits acquired from:
lowa Savings .........cc....... 15,642
SEeCUrity ..ocvvveeeereriens 27,718
Deposits ...... 360,606
Withdrawals ......... (350,626)
Interest credited ... 8,273
Ending balance ................. $ 233,406
Net increase (decrease) ......... $ 61,613

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

r Ended September 30,

1997 1998
ollars in Thousands)
$ 233,406 $ 246,116
543,824 615,028
(541,351) (589,176)
10,237 11,890
$ 246,116 $ 283,858
$ 12,710 $ 37,742

5.45% 15.34 %

Year Ended September 30,

1996 1997
Percent Percent
Amount of Total Amount  of Total Amou

Transactions and Savings
Deposits:

Commercial Demand................... $ 5,453
Passbook Accounts.. 18,278
NOW Accounts............. 16,087
Money Market Accounts.. 14,994

Total Non-Certificate............... 54,812

2.34

(Dollars in Thousands)

% $ 5572 2.26% $4
21,562 8.76 18
16,408 6.67 16
11,869 4.82 22

23.48 55,411 22.51 62

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

1998

Percent
nt of Total
971 1.75%
,610 6.56
,637 5.86
,509 7.93
727 22.10



Certificates:

6.00 - 7.99%...
8.00 - 9.99%.....

Total Certificates.................. 178,594
Total Deposits.........c..ccue.n... $233,406

1.35 1,259 51

.15 202 .08
53.06 129,409 52.58 130
20.56 56,515 22.97 87
1.40 3,320 1.35 1

76.52 190,705 77.49 221

100.00%  $246,116 100.00%  $283

29

131

,858



The following table shows rate and maturity infotioa for the Company's certificates of deposit BSeptember 30, 1998.

0.00- 4.00- 6.00- 8.00- Percent
Variable 3.99% 5.99% 7.99% 9.99% Total of Total

(Dollars in Thousands)

Certificate accounts
maturing in

quarter ending:
December 31, 1998 $138 $74 $30,083 $13,247 $ 402 $ 43,944 19.87 %
March 31, 1999 ... 71 - 23,904 9,305 1,046 34,326 15.52
June 30, 1999 .... 23 - 18,618 15,853 317 34,811 15.74
September 30, 1999 63 - 14,946 15,005 40 30,054 13.59
December 31, 1999 112 - 8,337 8,477 3 16,929 7.66
March 31, 2000 ... 152 - 11,347 4,083 - 15,582 7.05
June 30, 2000 .... - - 8,529 8,130 - 16,659 7.53
September 30, 2000 - - 7,322 3,869 - 11,191 5.06
December 31, 2000 -- - 1,264 1,648 - 2,912 1.32
March 31, 2001 ... - - 1,730 908 - 2,638 1.19
June 30, 2001 .... - - 1,194 1,939 - 3,133 1.42
September 30, 2001 - - 1,186 1,452 - 2,638 1.19
Thereafter ...... - 21 2,269 4,024 - 6,314 2.86
Total ........... $559 $95 $130,729 $87,940 $1,808 $221,131 100.00%
Percent of total .25% .04% 59.12%  39.77% .82% 100.00%

The following table indicates the amount of the @amy's certificates of deposit and other depositibe remaining until maturity as of
September 30, 1998.

Maturity
After  After
3 Months 3to6 6to12 After
or Less Months Months 12 months Total

(In Thousands)

Certificates of deposit less than $100,000....... $38,639 $30,693 $61,126 $ 76,490 $206,948
Certificates of deposit of $100,000 or more...... 5,305 3,633 3,739 1,506 14,183
$43,944 $34,326 $64,865 $77,996 $221,131 (1)

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

(1) Includes deposits from governmental and otllip entities totaling $4.3 million.
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Borrowings. Although deposits are the Company'siary source of funds, the Company's policy has beeilize borrowings when they are
a less costly source of funds, can be investecbasdive interest rate spread, or when the Complasyres additional capacity to fund loan
demand.

The Company's borrowings historically have condisteadvances from the FHLB of Des Moines uponsteeurity of a blanket collateral
agreement of a percentage of unencumbered loanhamdedge of specific investment securities. Sathances can be made pursuant to
several different credit programs, each of which iteown interest rate and range of maturitiesSéptember 30, 1998, the Company had
$85.3 million of advances from the FHLB of Des Mesnand the ability to borrow up to an additional 85million. All of the Company's
advances currently carry fixed rates, except arsillon line of credit which adjusts daily. At Sephber 30, 1998, advances totaling $21.6
million (including the line of credit) had termsitwaturity of one year or less. The remaining $68ilion had maturities ranging up to 9
years.

From time to time, the Company has offered retgurchase agreements to its customers. These agrtetypically range from 14 days to
five years in term, and typically have been offeirechinimum amounts of $100,000. The proceeds efe¢hransactions are used to meet cash
flow needs of the Company. At September 30, 1988CQompany had approximately $4.1 million of retegurchase agreements outstanc

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

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

Year Ended September 30,

1996 1997 1998

(In Thousands)
Maximum Balance:

FHLB advances........cccoooovviiveescenancees $110,491  $107,426 $109,7 66

Retail repurchase agreements.........ccoceeeeeeee. 2,790 2,790 4,0 75

Other borrowings.....cooovvvvvvviiciieeee 1,400(1) 2,900 2,1 00
Average Balance:

FHLB advances........cccooooeviivvescinencees $69,265 $80,685 $95,3 28

Retail repurchase agreements.......ccccceeeeeeee. L 2,198 2,285 29 16

Other borrowings.....ccoovvvvvvviiciiieeee 1,258 5 57

(1) Acquired on September 30, 1996 in connectidh tiie acquisition of Security.
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The following table sets forth certain informatias to the Company's FHLB advances and other bangsaat the dates indicated.

At September 30,

1996 1997 1998

(Dollars in Thousands)
FHLB @dvances........cccccovvvvvnvinicncenes . $102,288 $107,426  $ 85,26 4
Retail repurchase agreements........cccccceeveeeee. L 2,790 1,800 4,07 5
Other borrowings......cooccvvvvvviiiiieiieeeeees 1,400 2,900 55 0
Total borrowings.......ccccoeevceevcoeeeee $106,478 $112,126  $ 89,88 9
Weighted average interest rate of FHLB advances.... ... 5.81% 5.86% 5.91 %

Weighted average interest rate of retail repurchase

E= 0 (== 0 0 =T o1 £t 5.52% 5.79% 5.71 %
Weighted average interest rate of other borrowings. ... 5.40% 5.55% 5.45 %

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, 1998, thebutk value of First Federal's investment in FirstvEes was approximately $766,000.
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 produalsaanuities. In addition, Brookings Service Corpiora("BSC"), a subsidiary of First
Services, offers full brokerage services througmBY¥est Financial Services, Inc., a third partydem First Services, together with its
subsidiary BSC, recognized a net loss of $1,00thddiscal 1998.

Regulation

General. First Midwest currently has two wholly-auansubsidiaries, First Federal, a federally-chadéhrift institution and Security, an
lowa-chartered commercial bank. First Federal i§esit to extensive regulation, supervision and ération by the OTS, as its chartering
authority and primary federal regulator, and byFfeeeral 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 datjan by the FRB. Such regulation and
supervision governs the activities in which anitnibn can engage and the manner in which sudkites are conducted, and is intended
primarily for the protection of the insurance fusmad 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
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supervision governs the activities in which it eagage and the manner in which such activities@nelucted and is intended primarily for
the protection of the insurance fund and depositors

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

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

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

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 periaiamination by the OTS and the FDIC. The
last regular OTS examination of First Federal waefaJuly 23, 1998. When these examinations ardwaird 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 Aprill®98.

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 oedet4o 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 laacisinistered by the ISB. Federal savings
associations are also generally authorized to bhraationwide whereas lowa chartered banks sucteasi8y are limited to establishing
branches in the counties contiguous to the coutigrevtheir home office is located. At Septemberl®®8, First Federal and Security wer.
compliance with the noted restrictions.
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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 certadily marketable collateral, in which case thistlis increased to 25% of unimpaired
capital and surplus). Security is subject to simiestrictions. At September 30, 1998, First Feldeeand Security's lending limit under these
restrictions was $5.0 million and $932,000, 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 iemge plan. A failure to submit a plan
or to comply with an approved plan will subject thstitution to further enforcement action.

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

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

into one of nine categories and assessed insupan@uMS based upon their level of capital and sugary evaluation. The current
assessment rates range from zero to .27% of depBssk classification of all insured institutiondll be made by the FDIC for each semi-
annual assessment period. Institutions that arkcapltalized and have a high supervisory ratiregsrbject to the lowest assessment rate. At
September 30, 1998, each of First Federal and Bgouet the capital requirements of a "well capiadl” institution and were not subject to
any assessment See Note 15 of Notes to Consolifiatadcial Statements in the Annual Report.

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

Prior to the enactment of the legislation recajzitad) the SAIF in 1996, a portion of the SAIF agseent imposed on savings associations
used to repay obligations issued by a federally
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chartered corporation to provide financing for fesg the thrift crisis in the 1980s. Although tlegislation 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@1, 1999 or when no savings association cosdinal exist, thereby imposing a greater
burden on SAIF member institutions such as FirgleFal. Thereafter, however, assessments on BIF-memgtitutions will be made on the
same basis as SAIF-member institutions. The raebkshed by the FDIC to implement this requiretfenall FDIC-insured institutions is
approximately a 6 basis points assessment on Sépbgits and a 1 basis point assessment on BIF itepasil BIF insured institutions
participate fully in the assessment.

Regulatory Capital Requirements. Federally instireghcial institutions, such as First Federal apdBity, are required to maintain a
minimum level of regulatory capital. These capitajuirements mandate that an institution maintaleast the following ratios: (1) a core (or
Tier 1) capital to adjusted total assets ratio%f @hich can be reduced to 3% for highly ratediingons); (2) a Tier 1 capital to risk
weighted assets ratio of 4% and (3) a risk baspiiatdo risk-weighted assets ratio of 8%. Capiggjuirements in excess of these standards
may be imposed on individual institutions on a elagease basis. See Note 15 of Notes to Consotidéteancial Statements in the Annual
Report.

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

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

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

Limitations on Dividends and Other Capital Disttioms. OTS regulations impose various restrictionsavings associations with respect to
their ability to make distributions of capital, whiinclude dividends, stock redemptions or repusebacash-out mergers and other
transactions charged to the capital account. Glyesavings associations, such as First Feddrat,liefore and after the proposed distribt
meet their capital requirements, may make capisatidutions during any calendar year equal togteater of 100% of net income for the
yeal-to-date plus 50% of the amount by which the les$éhe association's tangible, core or risk-bassgital exceeds its capital
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requirement for such capital component, as measirtte beginning of the calendar year, or 75%sofiét income for the most recent four
quarter period. However, an association deemee io beed of more than normal supervision by th& @y have its dividend authority
restricted by the OTS. First Federal may pay divéiein accordance with 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, apprpvial to making such distribution. The OTS mayaeahjto the distribution during that 30-
day period notice based on safety and soundnesgitn See "Regulatory Capital Requirements."

Security may pay dividends, in cash or propertyy ont of its undivided profits. In addition, FRBgulations prohibit the payment of
dividends by a state member bank if losses haaeyatime been sustained by such bank that equedemed its undivided profits then on
hand, unless (i) the prior approval of the FRB lxesn obtained and (ii) at least twhirds 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 tbttd net profits for that year combined with
its retained net profits of the previous two cakmngkears (minus any required transfers to a suigpitig a fund for the retirement of any
preferred stock).

Qualified Thrift Lender Test. All savings assoaat$, including First Federal, are required to nzegtalified 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 undetrtte¥nal Revenue Code. Under either test, the redussets primarily consist of residential
housing related loans and investments. At SepteBMet998, 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, grtegqualifies as a QTL within one year
and thereafter remains a QTL, or limits its neweistients and activities to those permissible foh bosavings association and a national
bank. In addition, the association is immediatabfigible to receive any new FHLB borrowings angdubject to national bank limits for
payment of dividends and branching authority. tsassociation has not requalified or converteal mational bank within three years after
the failure, it must divest of all investments aa@se all activities not permissible for a natidraatk. In addition, it must repay promptly any
outstanding FHLB borrowings, which may result iepayment penalties.

Community Reinvestment Act. Under the CommunityriRestment Act ("CRA"), every FDIC insured institutihas a continuing and
affirmative obligation consistent with safe and sdbanking practices to help meet the credit neéds entire community, including low a
moderate income neighborhoods. The CRA does nablést specific lending requirements or programdif@ancial institutions nor does it
limit an institution's discretion to develop th@ég of products and services that
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it believes are best suited to its particular comity,l consistent with the CRA. The CRA requires @ES and the FRB, in connection with
the examination of First Federal and Security, eeipely, to assess the institution's record oftingethe credit needs of its community an
take such record into account in its evaluationesfain applications, such as a merger or the ksttafent of a branch, by the institution. An
unsatisfactory rating may be used as the basihéodenial of such an application. First Federa examined for CRA compliance in May
1997 and Security was examined in April 1996 arith beceived a rating of "satisfactory.”

Bank Holding Company Regulation

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

Under FRB policy, a bank holding company must sawa source of strength for its subsidiary badksler this policy the FRB may require
a holding company to contribute additional capitehn undercapitalized subsidiary bank.

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

(i) acquiring, directly or indirectly, ownership oontrol of any voting shares of another bank eriddaolding 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, withtaar exceptions, from acquiring direct or indiregtnership 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 idEatifs activities closely related to the
business of banking or managing or controlling tsaflhe list of activities permitted by the FRB undés, among other things, operating a
savings institution (such as First Federal), maréggeompany, finance company, credit card comparigadoring company; performing cert
data processing operations; providing certain imaesat and financial advice; underwriting and actsgan insurance agent for certain types
of credit-related insurance; leasing property dullgpayout, non-operating basis; real estate agrdqnal property appraising; and, subject to
certain limitations, providing securities brokeramggvices for customers. The scope of permissitilgites may be expanded from time to
time by the FRB. Such activities may also be affddiy federal legislation.
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Interstate Banking and Branching. The FRB may appenm application of an adequately capitalized adehuately managed bank holding
company to acquire control of, or acquire all dostantially all of the assets of, a bank located state other than such holding company's
home state, without regard to whether the transiadsi prohibited by the laws of any state. The FR#/ not approve the acquisition of a b
that has not been in existence for the minimum f@god (not exceeding five years) specified bydtautory law of the host state or if the
applicant (and its depository institution affiliajecontrols or would control more than 10% of theuired deposits in the United States or 30%
or more of the deposits in the target bank's haate ®r in any state in which the target bank naaiista branch. lowa has adopted a five year
minimum existence requirement. States are authobtzéimit the percentage of total insured depasitthe 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#e-wide concentration limit.

The federal banking agencies are also generalhoaaed to approve interstate merger transactiatieowt regard to whether such transac

is prohibited by the law of any state. Interstatquasitions of branches or the establishment afva branch is permitted only if the law of the
state in which the branch is located permits sucuigitions. Interstate mergers and branch acdprisitare also subject to the nationwide and
statewide insured deposit concentration amountsritbes! above. lowa permits interstate branching bglmerger.

Dividends. The FRB has issued a policy statemerthemayment of cash dividends by bank holding caomgs, which expresses the FRB's
view that a bank holding company should pay castuends only to the extent that its net incometfier past year is sufficient to cover both
the cash dividends and a rate of earning reteiianis 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 comparhesik 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 faidll 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 waidlidte 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 Secufrist Midwest is in compliance with these
requirements.
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Federal Home Loan Bank System

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

As members of the FHLB System, First Federal araifty are required to purchase and maintain siot¢ke FHLB of Des Moines. At
September 30, 1998, the Banks had in the aggr&gdiemillion in FHLB stock, which was in complianagth this requirement. For the fisc
year ended September 30, 1998, dividends paidéofith.B of Des Moines to First Federal and Secudtgled $370,000. Over the past f
calendar years such dividends have averaged 7.8%vare 6.7% for the first three quarters of thedhr year 1998.

Under federal law the FHLBs are required to providels for the resolution of troubled savings agg@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 dimidie paid and could continue to do so
in the future. These contributions could also hawvedverse effect on the value of FHLB stock inftitere. 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 onramahalection).

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 inciraeis used to compute a savings bank's badrdsbtve deduction under the percentage
of taxable income method (the "percentage bad debt
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deduction") is 8%. The percentage bad debt dedutiies computed is reduced by the amount permétsesi deduction for non-qualifying
loans under the experience method. The availalifithe percentage of taxable income method pemmitdifying savings banks to be taxe
a lower effective federal income tax rate than #ygilicable to corporations generally (approximagd.3% assuming the maximum
percentage bad debt deduction).

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 ggpee method or (ii) the amount which when addaethé bad debt deduction for "non-
qualifying loans" equals the amount by which 12%hef amount comprising savings accounts at 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, 1998, First
Federal's post-1987 excess reserves amounted toxapptely $1.5 million. The recapture will occurey a six-year period, the
commencement of which will be delayed until thetfiaxable year beginning after December 31, 19B&.legislation also requires thrift
institutions to account for bad debts for fedenabime tax purposes on the same basis as commigaiaied for tax years beginning after
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 corporatiegalar income tax and net operating losses caebiffo 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 equal@% of the excess of alternative minimum taxabt®me for the taxable year (determined
without regard to net operating losses and the demufor 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 Exoey not, without adverse tax consequences, lieedtior 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@38 Federal's Excess for tax purposes totaledoxppately $6.8 million.
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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 non-savings bank members of the consolidategpgthat are functionally related to the activitidshe savings bank member.

First Midwest and its consolidated subsidiariesehawt been audited by the IRS within the past garg. 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 advexféect on the financial condition of First Midwesstd 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 commercigtddrhe 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 corfiacome tax, except that, under the lowa frarctas, 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% & 4Rd 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 Sdakota franchise tax return due to the operatidrits @rookings division. The South
Dakota franchise tax is imposed only on depositasyitutions. First Midwest, Security and First Eeal's subsidiaries are therefore not
subject to the South Dakota franchise tax.

South Dakota imposes a franchise tax on the taxabtene of a depository institution at the rat&%s. Taxable income under the franchise
tax is generally similar to taxable income underfdmderal corporate income tax, except that, utfdeBouth Dakota franchise tax, no
deduction is allowed for state income and franctages, bad debt deductions are determined onaiis bf actual charge-offs, income from
municipal obligations exempt from federal taxesiacduded in the franchise taxable income, andeliena deduction allowed for federal
income taxes accrued for the fiscal year. The taxmcome for South Dakota franchise tax purposegpportioned to South Dakota through
the
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use of a three-factor formula consisting of targitdal and personal property, payroll and grossipes

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

Competition

The Company faces strong competition, both in odting real estate and other loans and in attiquchaposits. 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 et tbans principally on the basis of the quatityservices it provides to borrowers,
interest rates and loan fees it charges, and gestgf 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
offices located in the same communities. The Compampetes for these deposits by offering a vawétyeposit accounts at competitive
rates, convenient business hours, and conveniantbhiocations with interbranch deposit and withaxgprivileges at each.

The Company serves Adair, Buena Vista, Calhounh@tida, Pocahontas, Polk and Sac counties ia lawd Brookings County in South
Dakota. There are 31 commercial banks, four sauiagks, other than First Federal, and one credituwhich compete for deposits and
loans in the First Federal's primary market areaoithwest lowa and eight commercial banks, onengawank, other than First Federal, and
one credit union which compete for deposits anddda First Federal's market area in South DaKkotaddition, there are twelve commercial
banks in Security's primary market area in westreétowa. First Federal recently entered the Desrids, lowa market area as a result of the
acquisition of lowa Savings and competes for dep@sid loans with numerous financial institutiomsated throughout the metropolitan area.

Employees

At September 30, 1998, the Company and its submdihad a total of 118 employees, including 1&-pare employees. The Company's
employees are not represented by any collectivgali@ng group. Management considers its employketioas to be good.
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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 51, is Senioe Piresident of First Federal. In addition, Mr\v@tes serves as President and a director of
First Services Financial Limited. Mr. Stevens igarily involved with residential and consumer larg] collections and business
development. Mr. Stevens joined First Federal in4l8s a loan officer, was elected Vice Presided®B2, and Senior Vice President in 1¢
He was elected Executive Vice President and Chiefr@ting Officer in 1989, Corporate Secretary i8Q,%nd Trust Officer in 1992. Mr.
Stevens was elected to his current position in&Saper 1998. Mr. Stevens is a former PresidentefStiorm Lake Chamber of Commerce
the Storm Lake Rotary Club. Mr. Stevens receiveBachelor of Science degree from Westmar CollegdJars, lowa.

Donald J. Winchell - Mr. Winchell, age 46, servessenior Vice President, Treasurer and Chief Fimhficer of First Midwest and First
Federal, and is responsible for the formulation iamaementation of policies and objectives for Fkederal's finance, accounting, data
processing and audit functions. His duties inclfidancial planning, interest rate risk managemaotounting, investments, financial policy
development and compliance, budgeting, assetiliabilanagement, internal controls, and data praegsystems and procedures. Mr.
Winchell also serves as Treasurer of First Senk@eancial Limited and Brookings Service Corporatidr. Winchell joined First Federal in
1989 as Vice President and Chief Financial Offieeas appointed Treasurer in 1990, and Senior Viiesiffent in 1992. Prior to joining First
Federal, Mr. Winchell served as Senior Vice Prasgiég®ed Chief Financial Officer of Midwest Federaivigs and Loan Association of
Nebraska City, Nebraska since 1981. Mr. Wincheleieed a Bachelor of Science degree and a BachERusiness Administration degr
from Washburn University, Topeka, Kansas. Mr. Wigltls a certified public accountant.

Item 2. Description of Property

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

The Company owns all of its offices, except for linanch office located at Storm Lake Plaza, Stoakel, lowa as to which the land is leas
The total net book value of the Company's premasesequipment (including land, building and leasglimprovements and furniture,
fixtures and equipment) at September 30, 1998 w3 iillion. See Note 8 of Notes to Consolidatetkicial Statements in the Annual
Report.
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The Company believes that its current facilities adequate to meet the present and foreseeablg ofeth@ Company and the Banks. In
November 1996, the Company purchased an existiiditg located in West Des Moines, lowa. In Mar@98, the facility opened as .
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 Septembef 898 was approximately $286,000.

Item 3. Legal Proceedings

The Company is involved as plaintiff or defendanvarious legal actions arising in the normal cewsits business. While the ultimate
outcome of these proceedings cannot be predictédoeitainty, it is the opinion of management, @nsultation 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 Securitydolders

No matter was submitted to a vote of security h@diénrough the solicitation of proxies or othemyiduring the quarter ended Septembel
1998.

PART Il

Item 5. Market for Registrant's Common Equity and Related
Shareholder Matters

Page 56 of the attached 1998 Annual Report to 8bbters is herein incorporated by reference.
Item 6. Selected Financial Data
Page 10 of the attached 1998 Annual Report to 8bbters is herein incorporated by reference.

Item 7. Management's Discussion and Analysis or Fancial Condition
and Results of Operation

Pages 11 through 22 of the attached 1998 AnnuabiRepShareholders are herein incorporated byeaf.
Item 7A. Quantitative and Qualitative Disclosure Almut Market Risk

Pages 17 through 19 of the attached 1998 AnnuabiRepShareholders are herein incorporated byeaf.
Item 8. Financial Statements and Supplementary Data

Pages 23 through 53 of the attached 1998 AnnuabiRepShareholders are herein incorporated byeaf.
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Item 9. Changes In and Disagreements With Accountds on Accounting
and Financial Disclosure

There has been no Current Report on Form 8-K filgldin 24 months prior to the date of the most ntdmancial statements reporting a
change of accountants and/or reporting disagreentenany matter of accounting principle or finahstatement disclosure.

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

Information concerning directors of the Companintorporated herein by reference from the Compathsfiitive Proxy Statement for the
Annual Meeting of Shareholders held in January 1898py of which will be filed not later than 188ys after the close of the fiscal year.

Executive Officers

Information concerning executive officers of then@many are incorporated herein by reference fronCivapany's definitive Proxy
Statement for the Annual Meeting of Shareholdetsetdeld in January 1999, a copy of which will thedf not later than 120 days after the
close of the fiscal year, and from the informatsat forth under the caption "Executive Officersled Company Who Are Not Directors”
contained in Part | of this Form 10-K.

Compliance with Section 16(a)

Section 16(a) of the Exchange Act requires the Gomis directors and executive officers, and persdrsown more than 10% of a
registered class of the Company's equity securtiieile with the SEC reports of ownership andaip of changes in ownership of common
stock and other equity securities of the Comparific€s, directors and greater than 10% sharehsldex 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 awesfehe copies of such reports furnished to thenGany and written representations that
no other reports were required during the fiscalryanded September 30, 1998, all
Section 16(a) filing requirements applicable tooitiicers, directors and greater than 10 percenefeial owners were complied with.

Item 11. Executive Compensation

Information concerning executive compensation é@iporated herein by reference from the Comparefisitive Proxy Statement for the
Annual Meeting of Shareholders to be held in Jand809, a copy of which will be filed not later th&20 days after the close of the fiscal
year.
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Item 12. Security Ownership of Certain Beneficial vners and Management
Information concerning security ownership of certaeneficial owners and management is incorpoitag¢eein by reference from the

Company's definitive Proxy Statement for the Anridakting of Shareholders to be held in January 182®py of which will be filed not
later than 120 days after the close of the fisealy

Item 13. Certain Relationships and Related Transa&ns

Information concerning certain relationships amhsactions is incorporated herein by reference trmrCompany's definitive Proxy
Statement for the Annual Meeting of Shareholdetsetdeld in January 1999, a copy of which will thedf not later than 120 days after the
close of the fiscal year.
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PART IV

Item 14. Exhibits, Financial Statement Schedulesnal Reports
on Form 8-K

(a) The following is a list of documents filed aarfpof this report:
(1) Financial Statements:
The following financial statements are incorporatgdeference under Part Il, Item 8 of this FormKt0
1. Report of Independent Auditors.
2. Consolidated Balance Sheets as of Septemhbé©998,and 1997.
3. Consolidated Statements of Income for the YEaded September 30, 1998, 1997 and 1996.
4. Consolidated Statements of Changes in Shareisblguity for the Years Ended September 30, 19987 and 1996.
5. Consolidated Statements of Cash Flows for ther&Ended September 30, 1998, 1997 and 1996.
6. Notes to Consolidated Financial Statements
(2) Financial Statement Schedules:
All financial statement schedules have been ométethe information is not required under the eglahstructions or is inapplicable.
(3) Exhibits:
See Index of Exhibits.
(b) Reports on Form 8-K:

Within the three month period ended September 398 1there was filed on August 25, 1998, one repoifform 8K of a press release, dal
August 24, 1998, declaring a quarterly cash divithenshareholders.
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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 28, 1998 By: / s/ James S. Haahr

Janes S. Haahr
(Duly Authorized Representative)

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

By: / s/ James S. Haahr Date: December 28, 1998

James S. Haahr, Chairman of the Board
Presi dent and Chief Executive O ficer
(Principal Executive Oficer)

By: /sl E. Wayne Cool ey Date: Decenber 28, 1998

E. Wayne Cool ey, Director

By: /sl E. Thurman Gaskill Date: Decenber 28, 1998
E. Thurman Gaskill, Director
By: / s/ Rodney G Muiil enburg Date: Decenber 28, 1998

Rodney G Miil enburg, Director

By: / s/ Jeanne Partl| ow Date: Decenber 28, 1998

Jeanne Partlow, Director

By: /s/ G Mark M ckel son Date: Decenber 28, 1998

G Mark M ckel son, Director

By: /sl J. Tyler Haahr Date: Decenber 28, 1998
J. Tyler Haahr, Director, Senior Vice
Presi dent, Secretary and Chief Operating
Oficer

By: /s/Donald J. Wnchell Date: Decermber 28, 1998
Donal d J. Wnchell, Senior Vice President
Chi ef Financial Oficer and Treasurer
(Principal Financial and Accounting
O ficer)
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Exhibit 3(ii)
(Amended and Restated)

January 26, 1998
FIRST MIDWEST FINANCIAL, INC.
BY-LAWS
ARTICLE |
STOCKHOLDERS
Section 1. Annual Meeting.

An annual meeting of the stockholders, for thet&acof directors to succeed those whose termgexpid for the transaction of such other
business as may properly come before the meetiad),lze held at such place, on such date, andchttsme as the Board of Directors shall
each year fix, which date shall be within thirt¢&8) months subsequent to the later of the dabecofporation or the last annual meeting of
stockholders.

Section 2. Special Meetings.

Subject to the rights of the holders of any classevies of preferred stock of the Corporationcidaneetings of stockholders of the
Corporation may be called only by the Board of Bliogs pursuant to a resolution adopted by a mgjofithe total number of directors which
the Corporation would have if there were no vacasoin the Board of Directors (hereinafter the "Véhdbard").

Section 3. Notice of Meetings.

Written notice of the place, date and time of adlatings of the stockholders shall be given, nat tean ten (10) nor more than sixty (60) days
before the date on which the meeting is to be heldach stockholder entitled to vote at such mgegxcept as otherwise provided herein or
required to law (meaning, here and hereinafteregsired from time to time, by the Delaware Gen&maiporation Law or the Certificate of
Incorporation of the Corporation).

When a meeting is adjourned to another place,ataiene, written notice need not be given of thpached meeting if the place, date and
time thereof are announced at the meeting at whietadjournment is taken; provided, however, thitte date of any adjourned meeting is
more than thirty

(30) days after the date for which the meeting eréginally noticed, or if a new record date is fixior the adjourned meeting, written notice
of the place, date and time of the adjourned mgetirall be given in conformity herewith. At any @aalined meeting, any business may be
transacted which might have been transacted airipmal meeting.

Section 4. Quorum.

At any meeting of the stockholders, the holderatdéast one-third of all of the shares of the Isttitied to vote at the meeting, present in
person or by proxy, shall constitute a quorum fbparposes, unless or except to the extent tleaptbserve of a larger number may be
required by law



If a quorum shall fail to attend any meeting, thaionan of the meeting or the holders of a majarftihe shares of stock entitled to vote who
are present, in person or by proxy, may adjourmiketing to another place, date or time.

If a notice of any adjourned special meeting otkhmlders is sent to all stockholders entitleddtevthereat, stating that it will be held with
those present constituting a quorum, then exceptheswise required by law, those present at sdiguaned meeting shall constitute a
qguorum, and all matters shall be determined by janityaof the votes cast at such meeting.

Section 5. Organization.

Such person as the Board of Directors may havedatgd or, in the absence of such a person, thien@Graof the Board of the Corporation
or, in his or her absence, such person as maydsentby the holders of a majority of the sharesledtto vote who are present, in person or
by proxy, shall call to order any meeting of theckholders and act as chairman of the meetindhdrabsence of the Secretary of the
Corporation, the secretary of the meeting shaiumh person as the chairman appoints.

Section 6. Conduct of Business.

(a) The chairman of any meeting of stockholderd sledermine the order of business and the proeedtuthe meeting, including such
regulation of the manner of voting and the condadictiscussion as seem to him or her in order. Tdiks fior each matter upon which the
stockholders will vote at the meeting will be opgm@ad closed in accordance with law.

(b) At any annual meeting of the stockholders, aulgh business shall be conducted as shall haveldvteaght before the meeting (i) by or at
the direction of the Board of Directors or (ii) bpy stockholder of the Corporation who is entitiedote with respect thereto and who
complies with the notice procedures set forth ia 8ection 6(b). For business to be properly brobgfore an annual meeting by a
stockholder, the stockholder must have given tinmelfce thereof in writing to the Secretary of erporation. To be timely, a stockholder's
notice must be delivered or mailed to and receatatie principal executive offices of the Corpayatinot less than sixty (60) days prior to the
anniversary of the preceding year's annual meetirayided, however, that in the event that the datbe annual meeting is advanced by
more than twenty (20) days, or delayed by more flign(50) days from such anniversary date, notigehe stockholder to be timely must be
so delivered not later than the close of businesthe later of the sixtieth day prior to such arimieeting or the tenth day following the day
on which notice of the date of the annual meetiag wailed or public announcement of the date di sueeting is first made. A stockholde
notice to the Secretary shall set forth as to eaatier such stockholder proposes to bring befaatmual meeting,

(i) a brief description of the business desireédorought before the annual meeting and the redsoronducting such business at the
annual meeting, (ii) the name and address, asabpgar on the Corporation's books, of the stocldnaldo proposed such business, (iii) the
class and number of shares of the Corporationitatapock that are beneficially owned by such khmider and (iv) any material interest of
such stockholder in such business. Notwithstandmghing in these Biaws to the contrary, no business shall be brobgfdre or conducte

at an annual meeting except in accordance witiptttreisions of this Section 6(b). The officer of t@erporation or other person presiding
over the annual meeting shall, if the facts so ardirdetermine and declare to the meeting thahbasiwas not properly brought before the
meeting in accordance with the provisions of théstdn 6(b) and, if he should so determine, hel slsadleclare to the meeting and any such
business so determined to be not properly brougturé the meeting shall not be transac



At any special meeting of the stockholders, onlghsbiusiness shall be conducted as shall have eaght before the meeting by or at the
direction of the Board of Directors.

(c) Only persons who are nominated in accordante twe procedures set forth in these By-laws d¥@kligible for election as directors.
Nominations of persons for election to the Boar®wéctors of the Corporation may be made at a mgef stockholders at which directc

are to be elected only (i) by or at the directiéthe Board of Directors or (ii) by any stockholagrthe Corporation entitled to vote for the
election of directors at the meeting who compli@ whe notice procedures set forth in this Section

6(c). Such nominations, other than those made lay thre direction of the Board of Directors, stedlmade by timely notice in writing to the
Secretary of the Corporation. To be timely, a shoitter's notice shall be delivered or mailed to eetived at the principal executive offices
of the Corporation not less than thirty (30) dayisipto the date of the meeting; provided, howetteat in the event that less than forty (40)
days' notice or prior disclosure of the date ofrtteeting is given or made to stockholders, to tnelty, notice by the stockholder must be so
received not later than the close of business eri @th day following the day on which such noti€¢he date of the meeting was mailed or
such public disclosure was made. Such stockholdetise shall set forth (i) as to each person wisoich stockholder proposes to nominate
for election or re-election as a director, all imfiation relating to such person that is requiredgdalisclosed in solicitations of proxies for
election of directors, or is otherwise requirede@th case pursuant to Regulation 14A under therfies Exchange Act of 1934, as amended
(including such person's written consent to beiaged in the proxy statement as a nominee and¥mgeas a director if elected); and (ii) as
to the stockholder giving the notice, (x) the naand address, as they appear on the Corporatiooks bof such stockholder, and (y) the class
and number of shares of the Corporation's cagitekshat are beneficially owned by such stockholédé¢ the request of the Board of
Directors, any person nominated by the Board oé@aors for election as a director shall furnishhte Secretary of the Corporation that
information required to be set forth in a stockleolsl notice of nomination which pertains to the im@a. No person shall be eligible for
election as a director of the Corporation unlessinated in accordance with the provisions of théstn 6(c). The officer of the Corporation
or other person presiding at the meeting shathdffacts so warrant, determine that a nominatias mot made in accordance with such
provisions and, if he or she should so determieegrtshe shall so declare to the meeting and tleetilee nomination shall be disregarded.

Section 7. Proxies and Voting.

At all meetings of stockholders, every stockholgietitied to vote may vote in person or by proxyamed in writing (or as otherwise
permitted under applicable law) by the stockholwtehis duly authorized attorney-in-fact in accorckamvith the procedures established for the
meeting. Proxies solicited on behalf of the manag@mshall be voted as directed by the stockholdendhe absence of such direction, as
determined by a majority of the Board of Directd¥s. proxy shall be valid after eleven months frdra tlate of its execution except for a
proxy coupled with an interest.

Each stockholder shall have one (1) vote for egbigre of stock entitled to vote which is registaredis or her name on the record date for
the meeting, except as otherwise provided herein tite Certificate of Incorporation of the Corpidva or as required by lav



All voting, including the election of directors bexcepting where otherwise required by law, majpya voice vote; provided, however, that
the Board of Directors, in its discretion, or tHféaer of the Corporation presiding at the meetirigtockholders, in his discretion, may req
that any votes cast at such meeting shall be caistant to a roll call. Every vote taken by bafiball be counted by an inspector or inspectors
appointed by the Board of Directors in advancéhefrheeting of stockholders and such inspectorspeictors shall act at the meeting or any
adjournment thereof and make a written report thfeie accordance with law.

All elections shall be determined by a pluralitytioé votes cast, and except as otherwise requirékeblaw or as provided in the Certificate
Incorporation, all other matters shall be determihg a majority of the votes cast.

Section 8. Stock List.

The officer who has charge of the stock transferksmf the Corporation shall prepare and makehértime and manner required by
applicable law, a list of stockholders entitledstde and shall make such list available for suatppses, at such places, at such times and to
such persons as required by law. The stock trabsfeks shall be the only evidence as to the ideafithe stockholders entitled to examine
the stock transfer books or to vote in person optmxy at any meeting of stockholders.

Section 9. Consent of Stockholders in Lieu of Megpti

Subject to the rights of the holders of any classevies of preferred stock of the Corporation, actyon required or permitted to be taken by
the stockholders of the Corporation must be efteatea duly called annual or special meeting ofldtolders of the Corporation and may not
be effected by any consent in writing by such shotiers.

Section 10. Inspectors of Election.

The Board of Directors shall, in advance of any tingeof stockholders, appoint one or more persanssgpectors of election to act at the
meeting or any adjournment thereof and make aemritport thereof in accordance with law.

ARTICLE I
BOARD OF DIRECTORS
Section 1. General Powers, Number and Term of &ffic

The business and affairs of the Corporation staalthlanaged by or under the direction of the Boardiadctors. The number of directors shall
be set as provided for in the Certificate of Inaygtion. The number of directors who shall constitihe Whole Board shall be such number
as the Board of Directors shall from time to tineeé designated except that in the absence of aydmsignation, such number shall be
seven (7). The Board of Directors shall annualceh Chairman of the Board and a President fromngnits members and shall designate,
when present, either the Chairman of the Boarti@Rresident to preside at its meetir



The directors, other than those who may be eldzyatie holders of any class or series of prefestedk, shall be divided into three classe:
nearly equal in number as reasonably possible, twéhierm of office of the first class to expiretfad conclusion of the first annual meeting of
stockholders, the term of office of the secondstasexpire at the conclusion of the annual meatfrgfockholders one year thereafter and the
term of office of the third class to expire at twnclusion of the annual meeting of stockholders y&ars thereafter, with each director to |
office until his or her successor shall have bedy dlected and qualified. At each annual meetihstackholders, commencing with the first
annual meeting, directors elected to succeed tlliosetors whose terms expire shall be elected terra of office to expire at the conclusion
of the third succeeding annual meeting of stockiradfter their election, with each director tocheffice until his or her successor shall have
been duly elected and qualified.

Section 2. Vacancies and Newly Created Directosship

Subject to the rights of the holders of any classesies of preferred stock then outstanding, ariess the Board of Directors otherwise
determines, newly created directorships resultingifany increase in the authorized number of dirsabr any vacancies in the Board of
Directors resulting from death, resignation, retiemt, disqualification, removal from office or otteause may be filled only by a majority
vote of the directors then in office, though léssnt a quorum, and each director so chosen shalldifice for a term expiring at the annual
meeting of stockholders at which the term of offiééhe class to which he or she has been eleggides, and until such director's successor
shall have been duly elected and qualified. Noeks® in the number of authorized directors cottistifuhe Board shall shorten the term of
any incumbent director.

Section 3. Regular Meetings.

Regular meetings of the Board of Directors shakeélel at such place or places, on such date os,date at such time or times as shall have
been established by the Board of Directors andigiabt among all directors. A notice of each reguofeeting shall not be required.

Section 4. Special Meetings.

Special meetings of the Board of Directors mayddked by one-third

(1/3) of the directors then in office (rounded ophe nearest whole number)

or by the Chairman of the Board and shall be heklieh place, on such date, and at such time gothee or she shall fix. Notice of the
place, date, and time of each such special meshialy be given to each director by whom it is naiwed by mailing written notice not less
than five (5) days before the meeting or by telphiiag or telexing or by facsimile transmission lod same not less than twenty-four (24)
hours before the meeting. Unless otherwise indicat¢he notice thereof, any and all business neairdnsacted at a special meeting.

Section 5. Quorum.

At any meeting of the Board of Directors, a majodf the authorized number of directors then caoutstig the Board shall constitute a
quorum for all purposes. If a quorum shall faiattend any meeting, a majority of those present atjgurn the meeting to another place,
date, or time, without further notice or waiverraf. Notwithstanding the above, at any adjournegting of the Board of Directors, at least
one-third of the authorized number of directors thenstituting the Board shall constitute a quorumdibpurposes



Section 6. Participation in Meetings By Conferefieéephone.

Members of the Board of Directors, or of any contedtthereof, may participate in a meeting of suolrB or committee by means of
conference telephone or similar communicationspgant by means of which all persons participatmthe meeting can hear each other and
such participation shall constitute presence is@®®at such meeting.

Section 7. Conduct of Business.

At any meeting of the Board of Directors, busingsall be transacted in such order and manner &3dhel may from time to time determir
and all matters shall be determined by the vot mwfjority of the directors present, except asratise provided herein or required by law.
Action may be taken by the Board of Directors witha meeting if all members thereof consent thereteriting, and the writing or writings
are filed with the minutes of proceedings of the®bof Directors.

Section 8. Powers.

The Board of Directors may, except as otherwiseired by law, exercise all such powers and dowdhsacts and things as may be exercised
or done by the Corporation, including, without limg the generality of the foregoing, the unquatifipower:

(1) To declare dividends from time to time in actaorce with law;
(2) To purchase or otherwise acquire any propeidits or privileges on such terms as it shall deiee;

(3) To authorize the creation, making or issuaircsuch form as it may determine, of written obligas of every kind, negotiable or non-
negotiable, secured or unsecured, and to do aljshiecessary in connection therewith;

(4) To remove any officer of the Corporation withvathout cause, and from time to time to devolve powers and duties of any officer uj
any other person for the time being;

(5) To confer upon any officer of the Corporatitwe power to appoint, remove and suspend subordiffiders, employees and agents;

(6) To adopt from time to time such stock, optistock purchase, bonus or other compensation ptardirectors, officers, employees and
agents of the Corporation and its subsidiarie$ =y determine;

(7) To adopt from time to time such insurancereatient, and other benefit plans for directors ceffs, employees and agents of the
Corporation and its subsidiaries as it may deteemamd,

(8) To adopt from time to time regulations, notdnsistent with these By-laws, for the managememt®f{Corporation's business and affairs.
Section 9. Compensation of Directors.

Directors, as such, may receive, pursuant to résalof the Board of Directors, fixed fees and otbempensation for their services as
directors, including without limitation, their séres as members of committees of the Board of Birec



Section 10. Qualifications

Any member of the Board of directors shall, in artequalify as such, be domiciled in or have hifier primary place of business located in
any county, a portion of which is within a 70 migius of any office of any subsidiary financiastitution of the Company.

ARTICLE Il
COMMITTEES
Section 1. Committees of the Board of Directors.

The Board of Directors, by a vote of a majoritytieé Whole Board of Directors, may from time to tidesignate committees of the Board,
with such lawfully delegable powers and dutiestdlsdreby confers, to serve at the pleasure oBtied and shall, for those committees and
any others provided for herein, elect a directadicgctors to serve as the member or members, i#ig, if it desires, other directors as
alternate members who may replace any absentgualified member at any meeting of the committesy Bommittee so designated may
exercise the power and authority of the Board @é€iors to declare a dividend, to authorize theasse of stock or to adopt a certificate of
ownership and merger pursuant to Section 253 ob#laware General Corporation Law if the resolutidrich designated the committee or a
supplemental resolution of the Board of Directdrallsso provide. In the absence or disqualificatéany member of any committee and any
alternate member in his or her place, the memberesnbers of the committee present at the meetidgiandisqualified from voting,

whether or not he or she or they constitute a quprmay be unanimous vote appoint another membiéredBoard of Directors to act at the
meeting in the place of the absent or disqualifresmber.

Section 2. Conduct of Business.

Each committee may determine the procedural ralem&eting and conducting its business and shialhaccordance therewith, except as
otherwise provided herein or required by law. Adgeguprovision shall be made for notice to membégedl aneetings; one-third (1/3) of the
members shall constitute a quorum unless the camershall consist of one (1) or two (2) membersylich event one (1) member shall
constitute a quorum; and all matters shall be daterd by a majority vote of the members presentiohanay be taken by any committee
without a meeting if all members thereof conseatéto in writing and the writing or writings aréefil with the minutes of the proceedings of
such committee.

Section 3. Nominating Committee.

The Board of Directors shall appoint a Nominating@nittee of the Board, consisting of not less ttheae (3) members, one of which shall
be the Chairman of the Board. The Nominating Coneaishall have authority (a) to review any nomoragifor election to the Board of
Directors made by a stockholder of the Corporagiorsuant to Section 6(c)(ii) of Article | of theBg-laws in order to determine compliance
with such By-law, and (b) to recommend to the WHaderd nominees for election to the Board of Divegtto replace those directors whose
terms expire at the annual meeting of stockholders ensuing



ARTICLE IV
OFFICERS
Section 1. Generally.

(a) As soon as may be practicable after the armeating of stockholders, the Board of Directordistfeoose a Chairman of the Board, a
Present, one or more Vice Presidents, a Secretdra &hief Financial Officer and from time to timay choose such other officers as it may
deem proper. The Chairman of the Board and thdédemagtsshall be chosen from among the directors. dumpber of officers may be held by
the same person.

(b) The term of office of all officers shall be irihe next annual election of officers and urtiéir respective successors are chosen, but any
officer may be removed from office at any time hg &ffirmative vote of a majority of the authorizagmber of directors then constituting
Board of Directors.

(c) All officers chosen by the Board of Directotsal each have such powers and duties as gengealigin to their respective offices, subject
to the specific provisions of this Article IV. Suoffficers shall also have such powers and dutigsastime to time may be conferred by the
Board of Directors or by any committee thereof.

Section 2. Chairman of the Board of Directors.

The Chairman of the Board of Directors of the Coggion shall have general responsibilities for¢baduct of meetings of the Board of
Directors, subject to the direction of the Boardirectors, Section 3 herein and to Article |, $@ct6.

Section 3. President.

The President shall be the chief executive offarat, subject to the control of the Board of Direstghall have general power over the
management and oversight of the administrationcgedation of the Corporation's business and gesagrvisory power and authority over
its policies and affairs. He shall see that alleosdand resolutions of the Board of Directors ainaingy committee thereof are carried into
effect.

Each meeting of the stockholders and of the BoaRirectors shall be presided over by the Chairmithe Board, or, in his absence, the
President, or, in his absence, by such officeraastieen designated by the Board of Directors drisimbsence, by such officer or other pe

as is chosen at the meeting. The Secretary oisialdsence, the General Counsel of the Corporatisach officer as has been designated by
the Board of Directors or, in his absence, suclt@ffor other person as is chosen by the persaiding, shall act as secretary of each such
meeting.

Section 4. Vice President.

The Vice President or Vice Presidents, if any, Igieiform the duties of the President in his abeesraduring his disability to act. In addition,
the Vice Presidents shall perform the duties artase the powers usually incident to their respediffices and/or such other duties and
powers as may be properly assigned to them from toriime by the Board of Directors, the Chairméthe Board or the Presidel



Section 5. Secretary.

The Secretary or an Assistance Secretary sha# isstices of meetings, shall keep their minutesl| $lave charge of the seal and the
corporate books, shall perform such other dutiesexrcise such other powers as are usually inttdesuch offices and/or such other duties
and powers as are properly assigned thereto bBdhed of Directors, the Chairman of the Board @r Bmesident.

Section 6. Chief Financial Officer.

The Chief Financial Officer shall have charge dhabnies and securities of the Corporation, othantmonies and securities of any division
of the Corporation which has a treasurer or finalngificer appointed by the Board of Directors, ahall keep regular books of account. The
funds of the Corporation shall be deposited inrtame of the Corporation of the Chief Financial €dfiwith such banks or trust companie:
the Board of Directors from time to time shall dgsite. He or she shall sign or countersign sudhuiments as require his or her signature,
shall perform all such duties and have all suchgysvas are usually incident to such officer angiimh other duties and powers as are
properly assigned to him or her by the Board okBliors, the Chairman of the Board or the Presidgamt,may be required to give bond for
faithful performance of his or her duties in suagmsand with such surety as may be required by tredBof Directors.

Section 7. Assistant Secretaries and Other Officers

The Board of Directors may appoint one or moreséast secretaries and one or more assistants @hieé Financial Officer, or one
appointee to both such positions, which officemlidiave such powers and shall perform such dasesre provided in these By-laws or as
may be assigned to them by the Board of DirectbesChairman of the Board or the President.

Section 8. Action with Respect to Securities of@tBorporations.

Unless otherwise directed by the Board of Directtirs President or any officer of the Corporatiatharized by the President shall have
power to vote and otherwise act on behalf of thep@@tion, in person or by proxy, at any meetingtotkholders of or with respect to any
action of stockholders of any other corporatiomvhiich this Corporation may hold securities and oilige to exercise any and all rights and
powers which this Corporation may possess by reabda ownership of securities in such other coggion.

ARTICLE V
STOCK
Section 1. Certificates of Stock.

Each stockholder shall be entitled to a certificagmed by, or in the name of the Corporation bg,Rresident or a Vice President, and by the
Secretary or an Assistant Secretary, or the Chiefrieial Officer or an assistant to the Chief FiriahOfficer, certifying the number of shai
owned by him or her. Any or all of the signaturestioe certificate may be by facsimi



Section 2. Transfers of Stock.

Transfers of stock shall be made only upon thestearbooks of the Corporation kept at an officéhef Corporation or by transfer agents
designated to transfer shares of the stock of trpd@ation. Except where a certificate is issueddoordance with Section 4 of Article V of
these By-laws, an outstanding certificate for thenber of shares involved shall be surrendereddocellation before a new certificate is
issued therefor.

Section 3. Record Date.

In order that the Corporation may determine theldtolders entitled to notice of or to vote at angeting of stockholders, or to receive
payment of any dividend or other distribution dotmhent of any rights or to exercise any rightséapect of any change, conversion or
exchange of stock or for the purpose of any otieful action, the Board of Directors may fix a retdate, which record date shall not
precede the date on which the resolution fixingrdwrd date is adopted and which record date sbalbe more than sixty (60) nor less than
ten (10) days before the date of any meeting akstolders, nor more than sixty (60) days prioriie time for such other action as
hereinbefore described; provided, however, thabifecord date is fixed by the Board of Directting, record date for determining the Board
of Directors, the record date for determining stailers entitled to notice of or to vote at a nragtf stockholders shall be at the close of
business on the day next preceding the day on widtbe is given or, if notice is waived, at thes# of business on the day next preceding
the day on which the meeting is held, and, formeitrging stockholders entitled to receive paymeramy dividend or other distribution or
allotment of rights or to exercise any rights offe, conversion or exchange of stock or for ahgrgburpose, the record date shall be at the
close of business on the day on which the Boafi@fctors adopts a resolution relating thereto.

A determination of stockholders of record entittedhotice of or to vote at a meeting of stockhaddgnall apply to any adjournment of the
meeting; provided, however, that the Board of Dimexmay fix a new record date for the adjourneetng.

Section 4. Lost, Stolen or Destroyed Certificates.

In the event of the loss, theft or destructionmof aertificate of stock, another may be issuedsipiace pursuant to such regulations as the
Board of Directors may establish concerning prdafuzh loss, theft or destruction and concernimgdiving of a satisfactory bond or bonds
of indemnity.

Section 5. Regulations.

The issue, transfer, conversion and registratiotedificates of stock shall be governed by sutteotegulations as the Board of Directors
may establisk



ARTICLE VI
NOTICES
Section 1. Notices.

Except as otherwise specifically provided hereineguired by law, all notices required to be giteany stockholder, director, officer,
employee or agent shall be in writing and may iargunstance be given effectively by hand delivieryhe recipient thereof, by depositing
such notice in the mail, postage paid, by sendiro i0tice by prepaid telegram or mailgram or bydgeg such notice by facsimile machine
or other electronic transmission. Any such notitallshe addressed to such stockholder, directficesf employee or agent at his or her last
known address as the same appears on the bodks Gbtporation. The time when such notice is reskiif hand delivered, or dispatched, if
delivered through the mail, by telegram or mailgmanby facsimile machine or other electronic traission, shall be the time of the giving of
the notice.

Section 2. Waivers.

A written waiver of any notice, signed by a stodklen, director, officer, employee or agent, whetheiore or after the time of the event for
which notice is to be given, shall be deemed edgintao the notice required to be given to suckldtolder, director, officer, employee or
agent. Neither the business nor the purpose ofresting need be specified in such a waiver.

ARTICLE VII
MISCELLANEOUS
Section 1. Facsimile Signatures.

In addition to the provisions for use of facsinslgnatures elsewhere specifically authorized isehBy-laws, facsimile signatures of any
officer or officers of the Corporation may be usdtenever and as authorized by the Board of Dirsatola committee thereof.

Section 2. Corporate Seal.

The Board of Directors may provide a suitable se@htaining the name of the Corporation, which séall be in the charge of the Secretary.
If and when so directed by the Board of Directara cgommittee thereof, duplicates of the seal maldpt and used by the Chief Financial
Officer or by an Assistant Secretary or an assigtda the Chief Financial Officer.

Section 3. Reliance upon Books, Reports and Records

Each director, each member of any committee det@gray the Board of Directors, and each officethef Corporation shall, in the
performance of his or her duties, be fully protddterelying in good faith upon the books of accooinother records of the Corporation and
upon such information, opinions, reports or statesmeresented to the Corporation by any of itscefi or employees, or committees of the
Board of Directors so designated, or by any otlees@n as to matters which such director or commitiember reasonably believes are w
such other person's professional or expert competand who has been selected with reasonable ganedn behalf of the Corporatio



Section 4. Fiscal Year.
The fiscal year of the Corporation shall begin aridber 1 of each year.
Section 5. Time Periods.

In applying any provision of these By-laws whiclquées that an act be done or not be done a spécifimber of days prior to an event or
that an act be done during a period of a specifiedber of days prior to an event, calendar dayk sbaised, the day of the doing of the act
shall be excluded and the day of the event shahdaded.

ARTICLE VIII
AMENDMENTS

The By-laws of the Corporation may be adopted, atedror repealed as provided in Article SEVENTHH@f Certificate of Incorporation of
the

Corporation.



FIRST FEDERAL SAVINGS BANK OF THE MIDWEST
Executive Officer Compensation Program

I. Statement of Policy

It is the policy of First Federal Savings Bank loé tMidwest (the "Bank") to attract and retain cotepeand qualified executive officers who
will provide the leadership and management skiltpuired to attain the long range goals of the tutsdin. The Board of Directors recognizes
the importance of a compensation program which @rages and rewards achievement and provides inesrftr continued performance
excellence. As such, First Federal will recognireegecutive officer's demonstrated commitment &ltimg-term objectives through a
program which consistently rewards performancéeaupper level of comparable institutions.

Il. General

Executive officer compensation is comprised of temponents, base compensation and incentive coa@msBase compensation shall be
established at a level which is commensurate wighevel of responsibility of the position and aeeptable level of performance by the
incumbent. Incentive compensation shall be usetleamethod to reward performance of the individual company which exceeds that
which is expected within the general responsib#itdf the position. For purposes of this compeosgirogram, the two components of
compensation are discussed separately.

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

A review of individual performance shall also indéufactors which demonstrate conformity with thepansibility for the safe and sound
operation of the Bank. The relevance of specifatdes will vary based on the individual positiordasill include such items as compliance
with internal policies, accepted business practiesregulatory requirements; observed leaderstdpadministrative abilities; the level of
technical competence demonstrated in carryinghmutésponsibilities of the position; and the apiid plan and respond to changing
circumstances. Quantitative goals are not estadalisbr these factors in the determination of basepensation; however, such goals are t
used in part in the determination of incentive cemgation. The goals and objectives as outlinedarBank's strategic business plan shall
be a factor in the measurement of individual penfamce.

[ll. Base Compensation

It is the policy of First Federal to provide a lew&base compensation which is commensurate \Witpbsition and the demonstrated abilities
of the individual executive officer. Individual lmsompensation is considered a function of thetiposand the past experience, level of
achievement and the anticipation of continued perémce of the officer. Base compensation shalebgewed by the Board of Directors at
least annually and revised as considered apprep



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

IV. Incentive Compensation

A program of incentive compensation has been dshadal to reward those officers who provide a l@fgderformance for the Bank which
warrants recognition in the form of compensatioovabbase compensation amounts. Incentive compensaiil be based on 1) performance
by the individual and 2) overall company performanthe Board may award total cash Executive Congtiemsnot to exceed 50% of base
compensation and stock options not to exceed 208a%sd compensation as described in this plan.

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

A. Guidelines for Incentive Compensation - Indivadierformance

The Board of Directors may award an individual 0i25% of base compensation in cash and 15% ofdmmpensation in options based on
that individual's performance. The Board will arzyeach performance and contribution to the Compargescribed in Section Il. The
analysis will be of overall individual performanagth various performance areas being weighted asorgably determined by the Board.

B. Guidelines for Incentive Compensation - CompBeyformance

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

2. The combined return on average equity for thekBand Security State Bank must be at least equil00%. For purposes of determining
compliance with this guideline, return on equitpkbe determined based either on an assumed lizgtitan at 8.00% of average assets, @
actual capitalization if less than 8.00%. Also farposes of this guideline, earnings shall be reddny the assumed earnings on capital in
excess of 8.00% (net of tax, and based on the g@erarning asset yield for the period) and shalhbeased by the amount of any
amortization of goodwill.

In the event that an acquisition or other signiftcaonfoutine occurrence were to cause this requiremetntorbe met, the Board is authori:
to exercise discretio



in the award of incentive compensation, provided &l other requirements have been met. For peposdetermining compliance with this
requirement, net non-operating income shall nobactfor greater than 25% of total income.

3. The Bank's ratio of classified assets to taapital must not exceed 35%. Classified assetsefieat! as those assets classified, under
current policies and regulations, as substandatidlanbtful as reported on the appropriate linethefquarterly thrift financial report.

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

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

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

As part of the documentation in support of awardirggntive compensation, the Board shall includesitmmary conclusions in regard to the
review of these report



Amount of Incentive Compensation - Company Performace

If the foregoing criteria have been met and indigildperformance is considered to warrant, the falig schedule shall be used to determine
the allowable incentive compensation to be paieecutive officers.

If Return on Average Equity Incentive Co mpensation Award
Equals or Exceeds: asa% of B ase Compensation:
Cash Stock Options
9.00% 2.50%
9.25% 2.75%
9.50% 3.00%
9.75% 3.50% -
10.00% 4.00% 2.50%
10.25% 4.50% 3.00%
10.50% 5.00% 3.50%
10.75% 5.50% 4.00%
11.00% 6.00% 4.50%
11.25% 6.50% 5.00%
11.50% 7.00% 5.00%
11.75% 7.50% 5.00%
12.00% 8.00% 5.00%

In the event that return on average equity exc&2d&%, incentive compensation awards shall bem@ted at the discretion of the Board of

Directors, with the cash award based on the Compgmeyformance not to exceed 25% of the indiviéxalcutive officer's base
compensation.

V. Calculation of Stock Options

The award of stock options under this plan is stthifethe approval of such awards by the First MadtwFinancial, Inc. Stock Option
Committee and is dependent on the availabilityuzhsstock options. In the event that stock optamsnot available in amounts sufficient to
meet total awards, the available stock optionslvélbwarded on a pmata basis to recipients. The number of stock aptio be awarded sh
be determined by taking the indicated percentagegibase compensation, divided by a fixed prick6d8667 per share, such fixed price tc
adjusted for any subsequent change in outstandisuges by reason of reorganization, recapitalizagtoctk split, stock dividend, combination
or exchange of shares, merger, consolidation oichapge in corporate structure. The exercise pfictock options awarded under this plan
shall be the closing average bid/ask market pricthe effective date of grant.

VI. Review and Authorization

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

Authorization for changes in base compensationth@gayment of incentive compensation shall be nha@rited in the minutes of the meet
at which the Board makes such authorization. Infgiom used in support of such authorization shaliiade a part of the board minut
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FIRST MIDWEST FINANCIAL, INC.
Executive Officer Incentive Stock Option Plan foeiders and Acquisitions
Statement of Policy

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

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

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

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

5. The total number of incentive stock options aledrunder this plan shall be allocated at the eignr of the AuditCompensation/Persont
Committee.

Amount of Incentive Stock Options Awarded

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

Over $500 million 75,000
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Financial Highlights

At September 30
(DOLLARS IN THOUSANDS EXCEPT PER SHARE DATA)

19 98 1997 1996 1995 1994 1993
Total assets $418,3 80 $404,589 $388,008 $264,213 $274,115 $ 160,827
Loans receivable, net 270,2 86 254,641 243,534 178,552 155,497 80,224
Total deposits 283,8 58 246,116 233,406 171,793 176,167 122,813
Shareholders' equity 42,2 86 43,477 43,210 38,013 34,683 33,438
Book value per common share(1) $ 16. 56 $ 16.11 $ 14.81 $ 14.13 $12.46 $ 11.21
Total equity to assets 10. 11% 10.75% 11.14% 14.39% 12.65% 20.79%

For the Fiscal Year
(DOLLARS IN THOUSANDS EXCEPT PER SHARE DATA)

1 998 1997 1996 1995 1994 1993
Net interest income $ 12, 829 $ 11,946  $10,359 $ 9,405 $ 7,870 $ 5,077
Net income 2, 785(3) 3,642 2,414(4) 3,544 2,729 1,352
Diluted earnings per share(1) $ 1 .03(3) $ 128 $ 090(4) $ 1.33 $ 092 $ 0.44(2)
Net yield on interest-earning assets 3 .26% 3.38% 3.47% 3.63% 3.94% 3.21%
Return on average assets .68%(3) .98% T7%(4) 1.31% 1.29% .84%
Return on average equity 6 43%(3) 8.41% 6.22%(4) 9.86% 7.89% 7.10%

[GRAPHIC-CHART DEPICTING TOTAL ASSETS]
[GRAPHIC-CHART DEPICTING TOTAL DEPOSITS]
[GRAPHIC-CHART DEPICTING NET INTEREST INCOME]
[GRAPHIC-CHART DEPICTING NET INCOME]

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

(2) Diluted earnings per share is based on thawgstson that the weighted average shares outstaradiBgptember 30, 1993, were
outstanding the entire year.

(3) Reflects a one-time pre-tax charge of $1.5iamlfor loan related losses. Net income, Dilutethggys per share, Return on average assets
and Return on average equity would have been $3025%$1.38, .90%, and 8.60%, respectively.

(4) Reflects the one-time industry wide speciakasment to recapitalize the Savings Associationrémee Fund. Excluding the special
assessment, Net income, Diluted earnings per sRatarn on average assets, and Return on averagg aguld have been $3,209,000,
$1.19, 1.01%, and 8.22%, respectiv



Chairman's Letter -- To Our Shareholders
[GRAPHIC-PHOTO OF CHAIRMAN]

Vision. Every company needs one. Our vision infoyms, as a shareholder, where First Midwest Firarigigoing. While a strong history is
important, how a company performs in the futurevien more significant. First Midwest is preparinday for a profitable tomorrow. What is
our vision? To build the best super-community bsydtem in our market area.

As you read the financial section of this year'sua report, you will find First Midwest continu@s profitable growth. For the fiscal year
ending September 30, 1998, the company reporteitic@ne of $3.7 million or $1.38 per share on atéitl basis. Earnings reflect a 7.8
percent per share increase over the same periogelaswhen net income was $3.6 million or $1.28gtwre. The 1998 net income is prior to
a one-time pre-tax charge of $1.5 million for loatated losses taken during the second quarteromédime charge relates primarily to
mismanagement and possible fraud by one loan offib® is no longer with the company. The one-titharge increases the company's
reserve balances, set aside for potential lossé®inompany's loan portfolio. With the ofiiee charge, net income for fiscal year 1998 i8
million or $1.03 per diluted share.

Earnings for the Security State Bank subsidiarypamicularly noteworthy. The bank achieved a 1é&dcpnt increase in earnings during the
fiscal year. On September 30, 1998, the subsidepygrted net income of $355,000 compared to $16800@ing the same period the previ
year. Average monthly net income continues to psemising future gain:

Assets jumped from $161 million on September 3@319vhen the company became publicly traded, to $4&8 million on September 30,
1998. This increase represents a gain of moretB@rpercent. During the 1998 fiscal year, assete 13 million from $405 million to $418
million. Shareholders' equity at fiscal year enthied $42.3 million, or $16.56 per common sharstamding.

Deposits increased $38 million during the 1998dis@ar, from $246 million to $284 million. This piEsit trend represents a 15 percent gain,
much of it in demand deposit accounts where theafasioney is lower.

Timeless checking, a packaged account that proncodss-selling and relationship banking, has hadraendous impact on our retail
banking operations since its introduction a year. &pupled with the new photo QUICKcard Cash & Ghaad improved money market
accounts, the company has increased its demanditlapoount balances over 30 percent. Deposit atdea income jumped 27 percent
during the fiscal year.

First Midwest was named one of only twenty-eightoral finalists in the Bank Marketing Associati®iGolden Coin Awards for its Timeless
and QUICKcard introductions. The award was basetherfollowing: 1) industry innovations, 2) strayegevelopment, 3) tactical
implementation, and 4) results. We are proud &f thcognition.

Since initiating the first stock repurchase progiarh994, the company has invested a total of $rfilion for shares purchased at an ave
price of $14.97 per share (adjusted for a stockddivd), thereby creating additional value for shatders. On August 24, 1998, the company
announced its intentions to repurchase an additbparcent of outstanding shares. At fiscal yeat, ¢he company
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had 77,835 shares remaining to repurchase und@rdgeam.

On November 23, 1998, First Midwest announced arease in the company's quarterly cash dividend ft@ cents per share to 13 cents per
share. The dividend, which represents an increB8e8 percent, is payable on or about Januan®g9 1o shareholders of record as of
December 15, 1998. We are pleased to pay thisdeerkcash dividend to you, our shareholder.

International financial uncertainty has contributediard erratic moves in the U.S. markets, pardidulthose with Asian exposure. First
Midwest's investment portfolio does not have sigaifit exposure to the Asian markets. Consisterit aitr business management, First
Midwest's capital investment strategies are comdimes and have provided steady growth and retdrne.market skepticism has provided an
opportunity for our banks to increase deposits foustomers looking for an insured investment witjuaranteed rate of return.

Year 2000 (Y2K) is of concern to all businessesniifear that numerous computer systems will bepgabée of adapting to the year 2000 in
the coming years, making businesses unable to mpétiast Midwest is working closely with its regtbrs, vendors, and borrowers regarding
this issue, and taking all necessary precautioessore its banks are Y2K ready.

Most of First Midwest's operations are locatedhia lheart of agriculture country. Rising concernsutlibhe agricultural economy's outlook are
real. Congress has increased farm appropriatiormbbyt $7 billion to ease the burden on area fasraed related industry. The bank is well
diversified and capitalized to support the industaying this potential crisis. We will remain prudén our lending practices.

| am pleased to announce the appointments of fewrdivision/subsidiary presidents: Tyler HaahrsEiederal Savings Bank; Tim Harvey,

Brookings Federal Bank; Troy Moore, lowa SavingsilBand Dick Coleman, Security State Bank. Theynteath our dedicated officers and
staff to provide essential leadership that willdguthe company toward its vision. As you read nadreut each bank division/subsidiary, you
will see that tradition, customer service, innowatiand teamwork are important concepts of ourrsopmmunity structure. Concepts we feel
help lead to results.

Looking ahead, First Midwest continues to seek ofpmities to increase shareholder value, whichudeb the acquisition of savings banks,
commercial banks, and other related-service coneganiour geographical area. Other capital managestetegies such as dividends and
stock repurchases will also be considered. Eacbroypty is evaluated carefully. We are committedricreasing return on equity that will,
turn, provide increased shareholder value for:



[GRAPHIC-CHART DEPICTING DEMAND DEPOSIT BALANCE GRO WTH]
[GRAPHIC-CHART DEPICTING ATM CARD & QUICKCARD GROWT  H]
[GRAPHIC-CHART DEPICTING DEPOSIT ACCOUNT FEE INCOME GROWTH]

First Midwest employees, customers, and you, oarediolders, are bound by a common interest --ubeess of First Midwest Financial. We
are positioning ourselves for that success. Thepemy is committed to growth. More importantly, praible growth. We are innovative yet
prudent in the management of our company. Safetysanndness remain top priorities of the banks.

On behalf of the Board of Directors, employees, amstomers, | thank you for your confidence andpsuip Our vision is to build the best
super-community bank system in our market areah lgaar of improvement, profitable growth, and hauatk takes us one step closer. | am
confident we will realize our goals and you, ouargholder, will benefit with increased returns. Barith us and see the difference.

Sincerely,

/ S/ James S. Haahr

James S. Haahr
Chai rman of the Board, President & CEO

Decenber 16, 1998



First Federal Savings Bank

Tradition. Established in 1954, First Federal baiilghon its history of trust, community, and grovikhe vision: Be the bank of choice for
financial services in our markets. The missionvitte cost effective and innovative products andises to meet customers' changing needs
while maintaining friendly, knowledgeable custorservice.

"We are committed to our employees, customerscantmunities," noted Tyler Haahr, Division Presidantl COO for all First Federal
divisions. "The bank was established years agelp local families buy homes and earn a fair returrtheir savings. We still provide those
services today, and have expanded our offerinpetier serve our customers."

In addition to mortgage loans, First Federal offesmmercial, agricultural, consumer, and other geaized loans. "With consolidated assets
over $418 million, we are able to support loan seadur markets," commented Bill Beatty, Vice Riest of Lending. "It is rewarding to
know that we help so many people."

Products like the service-packaged Timeless Chgckiwount, photo QUICKcard Cash & Check, money etadertificates of deposit,
savings account, ready reserve, overdraft insurarzkretirement and trust services provide optiongleposit customers. "Diversification is
an important aspect of financial management. Wp bastomers by offering a wide range of productsarvices." stated Melody
Buckendahl, Vice President Savings and Divisionebugor. First Federal believes there is valueriastop shopping and working with thc
you trust.

"Changing times mean new challenges," added Swe J8snior Vice President and Division Manager. iféve remain committed to the
ideals that made us successful, we also embracgeliaA proactive sales culture reinforces the smpledge to exceed customer
expectations. Employee sales efforts, new and ctitiveeproducts, and a true dedication to serviceetience help position the seven First
Federal offices for profitable growth.

First Federal 1998 highlights:

Experienced senior leadership joins the manageteant.

Net checking account numbers jump 9 perc

Deposit balances in checking and money market axts@oar 24 percent.

Timeless Checking and the photo QUICKcard & Chefflentiate the bank's products and create brandgnition.
Annual customer Service Checks provide individwlizervice and new sales.

Additional Registered Representative joins teamfter more customers alternative investment opti@Nsn-traditional bank products are
provided through First Services Financial Limitétiey are not FDIC-insured, or guaranteed by Fiestdfal or any affiliates.)

Increased community participation improves bankage: Pork Feed for Charity, Spring Fling, Touchdd&eholarships, Quasquicentenial
Storm Lake Birthday Party sponsor, American Cagmiety Relays for Life team, Teach Children to&Bay, and much mor



SIDE BAR- PAGE 4

J. Tyler Haahr
President

Storm Lake Division of
First Federal Savings
Bank of the Midwest

Economic Data
Average Land Value
as of September 1998
High-quality farmland
in northwest lowa:
$2,515 per acre

Building Permits 1997
Storm Lake

Residential -- $4,739,513
Commercial -- $5,793,034

Taxable Retail Sales 1997
Storm Lake
$115,283,638

Unemployment Rate
as of June 1998
Buena Vista County
2.0%

DIRECTORS OF FIRST FEDERAL SAVINGS BANK OF THE MIDW EST

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

J. TYLER HAAHR
Senior Vice President, Secretary & COO for FirstiMést Financial, Inc. Executive Vice President,r8egcy, COO & Division President for
First Federal Savings Bank of the Midwest and CESezurity State Bank

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

E. THURMAN GASKILL

State Senator of lowa, District 8
Owner, Grain Farming Operation
Corwith, lowa

G. MARK MICKELSON
Vice President of Acquisitions, Northwestern Grovitbrporation, Sioux Falls, South Dakota

RODNEY G. MUILENBURG
Dairy Specialist, Minneapolis Division Purina Millsic., Storm Lake, lowa
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Brookings Federal Bank

Customer Service. Brookings Federal Bank recogrsaéid customer relationships are essential fogitarm retail growth. Tim Harvey,
newly appointed President and Brookings nativagles in building alliances between the bank amdutstomers. The vision: Become the
institution of choice for financial services in aunarketplace. The mission: Provide customer-orgpteducts and services profitably and
efficiently with hometown warmth.

"Because the customer is our top priority, we Waitius on having “customer-centric' operations testdim. "This means that the customer is
at the center of everything we do." Brookings FatlBank team members actively embrace this philbgdyy communicating continuous
improvement ideas, pro- actively implementing begiwn methods, and anticipating customer needs. sifile to exceed customer
expectations. It works," noted Jean Engen, Saviugservisor.

Brookings Federal Bank, a division of First Fed&alings Bank of the Midwest since 1994, hurdlest phallenges in its agricultural loan
portfolio this past year. New leadership, additideading expertise, training, and a consistentcadfural philosophy contributed toward
improvement. The bank remains committed to agticaltas well as all types of lending and is webitioned to face upcoming opportunities
and challenges. Enhanced policies, customer conuation, and personnel will promote future success.

"Our operational focus this year is to provide dieajuality growth in our loan and deposit accolfmtemmented Tim. "We will do this by
controlling operating expenses and reinforcingltaek's dependability, stability, and customer sernviVith new leadership, it is important
customers know we are still committed to providihgm financial products and service with addedeadlUpdated data systems and new
services will also contribute to the bank's prddfigagrowth.

Brookings Federal 1998 highlights:

Tim Harvey provides new leadership for the Bank.

Call Program, introduced this year, establishes aesounts as a result of proactive customer anecnstomer contacts.
First annual customer Service Checks provide iddialized service and new sales.

New Money Market Gold account attracts depo

New Timeless Checking features and the QUICKcarsh@aCheck add benefits to customers and additifeeaincome opportunities for tl
bank. New automated teller machine (ATM) attraraffit.

Alternative investments, offered through PrimeMaststment Center via Brookings Service Corporataffers customers additional
financial options. (Products not FDIC-insured, oaganteed by First Federal or any affiliates.)

Increased community participation improves bankage: Sole Sponsor of the South Dakota State Wsitye$tan Marshall Golf Tourname
Sole Sponsor of the March of Dimes Children's WRltk Feed for Charity, Spring Fling, Touch-dowrm&arship, Teach Children to Save
Day, and much mort



BROOKINGS FEDERAL BANK ADVISORY BOARD

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

VIRGIL G. ELLERBRUCH
Vice Chairman of the Advisory Board Assistant Deficngineering,
South Dakota State University

O. DALE LARSON
Owner, Larson Manufacturing

EARL R. RUE
Consulting Manager, Running's Fleet and Farm

J. TYLER HAAHR
Senior Vice President, Secretary & COO for FirstiiMést Financial, Inc. and Executive Vice Presid8etretary, COO, & Division Presidk
for First Federal Savings Bank of the Midwest

TIM D. HARVEY
President, Brookings Federal Bank

SIDEBAR PAGE 5:

Tim D. Harvey

President

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

Economic Data

Average Land Value as of

February 1998

High-productivity, non-irrigated cropland in eagtatral South Dakota: $944 per acre

Building Permits 1997

Brookings
Residential -- $6,938,650
Commercial -- $16,625,500

Taxable Retail Sales 1997
Brookings
$149,490,631

Unemployment Rate
as of June 1998
Brookings

1.4%



lowa Savings Bank

Innovation. lowa Savings Bank bounds ahead in telclyy, product offerings, and profitability sincedmming part of First Federal Savings
Bank of the Midwest in 1995. The bank's resultssfereed original goals and projections. The viskdelp all customers reach their financial
goals. The mission: Provide a culture focused articoous improvement, sales and performance, abléiptaprofitability, and providing
customers the best financial products available.

lowa Savings Bank's historical focus on savingssingle-family home loan products has expandedctude the offerings of a full service
financial institution. "We knew there was great ksmpotential in Des Moines," stated Troy Mooreestdent. "Branching into the developing
West Des Moines area, adding new products, andowiny existing ones have contributed toward thekizadramatic growth." Bryce Loring,
Vice President of Lending added, "We have a conmpésam of employees who understand and servestb@srof existing customers. In fact,
many new accounts come from returning customergefiedals."

Customers at lowa Savings now have the option toage all of their finances from one location thattkenproved product and service
choices. Timeless Checking with its packaged b&gdfie photo QUICKcard Cash & Check, and tieresneyamarket accounts are three
products with a significant impact on retail cusesm

"lowa Savings Bank has benefited from the resouadasger organization provides," stated Lora Whiiperations and Branch Manager. "
work as a team and strive toward continuous impram and customer satisfaction." The company hesldged uniform product mixes
across the bank offices that are consistent witltegfic objectives. Retirement products, creditisaready reserve, ACH origination, loans,
and other services have been improved this past feton plans for additional product and senvilgeovations and improvements are slated
for the coming year.

lowa Savings Bank and the other banks achievedauty through new company-wide promotions and eveénfsst annual Service Check
promotion in February gave customers an opportunitgview their financial situation and updatedarcts and services. The results were
educated employees and customers, new accounts, r@imforced message that the bank is dedicatedlicidualized, hometown service.

A new Tell-A-Friend Timeless and QUICKcard promatiadded a unique twist for customers and emploiyeals bank markets. Each person
could earn a free gift if they referred a friendhe bank and a new account was opened. The avenagking and QUICKcard accounts
opened during that period increased significantly.

"Our company is prepared to tackle new challengstatéd Troy. "We are in a competitive market whergtomers are bombarded with a
variety of promotions and advertising. Advertisingasy; it is sales that requires work." Establigla proactive sales culture to meet
customers' needs is a priority for lowa SavingskBan

The company is aware of current and expected inglabanges and is positioning itself to capitabizethese opportunities. New products and
services, additional resources, experienced lehigiersnd exceptional customer service prove to fecaessful formula for profitable growth
at lowa Savings Bank and the other bai



lowa Savings Bank 1998 highlights:

Troy Moore succeeds Jeanne Partlow, who retirdetesident in June after 47 successful years ifirtaacial industry. Jeanne remains an
active member of First Midwest Financial's Boardafectors.

Total deposits increase over $47 million, a 132 @erincrease from the previous fiscal year.
Net checking account numbers jump 370 perc
Deposit balances in checking and money market axts@oar 4400 percent.

Sales and Service - A Commitment to Excellence famog newly introduced, provides sales training prajrams to support proactive sales
and team work that improves customer service.

New Registered Representative offers customemnatige investment options. (N-traditional bank products are provided through Aitas
Investment Corp. They are not FDIC-insured, or gotged by First Federal or any affiliates.)

Increased community participation improves bankiage: Grand Opening in West Des Moines, Pork Fee@Harity, Touchdown
Scholarship, Teach Children to Save Day, and muatem

SIDEBAR:

Troy Moore
President
lowa Savings Bank
Division of First Federal
Savings Bank of the
Midwest

Economic Data
Average Land Value as of
September 1998
High-quality farmland in
central lowa: $2,643 per acre

Building Permits 1997
Metropolitan Statistical Area*
Residential -- $1,239,100,000

Commercial -- $1,189,600,000

Taxable Retail Sales 1997 Des Moines $3,935,454,815
Unemployment Rate as of June, 1998 Polk County 1.9%

* MSA = Dallas, Polk, and Warren Counties



Security State Bank

Teamwork. Security State Bank, the company's diaeschartered commercial bank, exemplifies howkimgy together can help boost
customer service and profitability. The vision: @Grsafely, soundly, and profitably to become thaffiaial institution of choice in our market
place. The mission: Offer the best bank servicedlave that meet customers' needs.

"The past year we worked to improve operationatifficies, enhance the loan portfolio, and stre@eniesponsibilities," stated Dana Han:
Vice President and Casey Branch Manager. "Ourtsfme showing with record profitability and impealycommunication within our office,
with customers, and with the other banks in ouanization."”

Security State Bank employees have seen the bepéfieamwork since becoming associated with Midivest Financial in 1996.
Administrative support from the finance, marketingcount services, and data processing departrabowss the entire organization to opel
more efficiently and effectively. This assistan@nslates into more streamlined job responsibsliied improved customer service.

Common goals, values, and idea sharing help thle ¢paow more profitable. "We are only as strong asweakest link," noted Dick Colem:
President. "When you have strong people workingttogy toward the same goals, you are going to beessful." This philosophy holds true
as Charles Shafer, a customer and owner of AgiinBZarp. commented, "I am impressed with the mehvaomen at Security State Bank.
They are sincere and are genuinely concerned aheuwtelfare of their clients. Security's assocratioth First Midwest offers the benefits of
a large financial institution coupled with the pmral service you expect from a local bank."

Security State Bank 1998 highlights:
Dick Coleman joins team in October as President.
Security State Bank contributes record earningt365,070 to the holding company, a 111 perceneas®s from the previous fiscal year.

West Central Economic Development group, servingifand Guthrie Counties, opens its office in thdr level of Security State Bank in
Stuart and provides additional opportunity for navsiness.

New Registered Representative offers customemnatige investment optior-- a first in the Security State Bank market a(®éon-
traditional bank products are provided through Aitasrinvestment Corp. They are not FDIC-insuredju@ranteed by Security State Bank or
any affiliates.)

Sales and Service -- A Commitment to Excellencg@m, newly introduced, provides sales training prodjrams to support proactive sales
and teamwork that improves customer service.

Increased community participation improves bankage: Spring Fling, Pork Feed for Charity, Touchddeholarship, Teach Children to
Save Day, Good Egg Days parade sponsor, and muh



DIRECTORS OF SECURITY STATE BANK

JAMES S. HAAHR
Chairman of the Board, President & CEO for FirstiiMést Financial, Inc., and First Federal SavingskBat the Midwest. Chairman of the
Board for Security State Bank

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

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

E. THURMAN GASKILL

State Senator of lowa, District 8
Owner, Grain Farming Operation
Corwith, lowa

J. TYLER HAAHR
Senior Vice President, Secretary & COO for FirstiiMést Financial, Inc. Executive Vice President,r8egcy, COO & Division President for
First Federal Savings Bank of the Midwest and CESezurity State Bank

G. MARK MICKELSON
Vice President of Acquisitions, Northwestern Grovtbrporation, Sioux Falls, South Dakota

RODNEY G. MUILENBURG
Dairy Specialist, Minneapolis Division Purina Millsic., Storm Lake, lowa

RICHARD H. COLEMAN
President, Security State Banl



SIDEBAR:

Richard H. Coleman
President
Security State Bank

Dana Hansen
Vice President
Security State Bank

Economic Data

Average Land Value as of
September 1997

High-quality farmland in west-
central lowa: $2,521 per acre

Building Permits 1997

Taxable Retail Sales 1997
Stuart
$7,449,918

Unemployment Rate
as of June 1998
Guthrie County 2.5%

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



Bank Locations
[GRAPHIC-PHOTOS AND MAP OF BANK LOCATIONS]

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

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

Brookings Federal Bank,
Main Office, 600 Main Avenue,
Brookings, South Dakota

lowa Savings Bank,
Main Office, 3448 Westown Parkway, West
Des Moines, lowa

OFFICE LOCATIONS

First Federal Savings Bank
Storm Lake Division

Main Bank Office

Fifth at Erie

P.O. Box 1307

Storm Lake, lowa 50588
712-732-4117
800-792-6815
712-732-7105 fax

Storm Lake Plaza Office
1415 North Lake Avenue
Storm Lake, lowa 50588
712-732-6655
712-732-7924 fax

Lake View Office

Fifth at Main

Lake View, lowa 51450
712-657-2721
712-657-2896 fax

Laurens Office

104 North Third Street
Laurens, lowa 50554
712-845-2588
712-845-2029 fax

Manson Office
Eleventh at Main
Manson, lowa 50563
712-469-3319
712-46¢-2458 fax



Odebolt Office

219 South Main Street
Odebolt, lowa 51458
712-668-4881
712-668-4882 fax

Sac City Office

518 Audubon Street
Sac City, lowa 50583
712-662-7195
712-662-7196 fax

Brookings Federal Bank Division
Main Office

600 Main Avenue

P.O. Box 98

Brookings, South Dakota 57006
605-692-2314

800-842-7452

605-692-7059 fax

Eastbrook Office

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

lowa Savings Bank

Division

Main Office

3448 Westown Parkway

West Des Moines, lowa 50266
515-226-8474

515-226-8475 fax

Highland Park Office
3624 Sixth Avenue

Des Moines, lowa 50313
515-288-4866
515-288-3104 fax

Security State Bank
Main Office

615 South Division
P.O. Box 606
Stuart, lowa 50250
515-523-2203
800-523-8003
515-523-2460 fax

Casey Office

101 East Logan
P.O. Box 97
Casey, lowa 50048
515-746-3366
800-746-3367
515-746-2828 fax

Menlo Office

501 Sherman

P.O. Box 36
Menlo, lowa 50164
515-524-4521



Financial Contents

10 Selected Consolidated Financial Information

11 Management's Discussion and Analysis
23 Report of Independent Auditors
24 Consolidated Balance Sheets at September 30, 82thd 1997

25 Consolidated Statements of Income for the YEaded September 30, 1998, 1997 and 1996
26 Consolidated Statements of Changes in Shareisbleiguity for the Years Ended September 30, 19987 and 1996
28 Consolidated Statements of Cash Flows for treesYEnded September 30, 1998, 1997 and 1996

30 Notes to Consolidated Financial Statements

9



First Midwest Financial, Inc. and Subsidiaries
SELECTED CONSOLIDATED FINANCIAL INFORMATION

September 30, 1998 1997 1996
(IN THOUSANDS)
SELECTED FINANCIAL CONDITION DATA
Total @SSets .....coocevvvvvciiiiiiiiceee $418,380  $404,589  $388,008
Loans receivable, net ......cccocoevvvvcvvee L 270,286 254,641 243,534
Securities available forsale ........cccoceeeeee. L 120,610 115,985 109,492
Securities held to maturity ......ocoocvvveeeeee L - - --
Excess of cost over net assets acquired, net ...... ... 4,498 4,863 5,091
[ =T o Yo | P 283,858 246,116 233,406
Total borrowings .....cccoveveevvevciiiieeeeee 89,888 112,126 106,478
Shareholders' equity .....cccccovvvevvvvenceee L 42,286 43,477 43,210
Year Ended September 30, 1998 1997 1996
(IN THOUSANDS, EXCEPT PER SHARE DATA)
SELECTED OPERATIONS DATA
Total interest iNCOMe .....ccooevvveevvecveeeee L $32,059 $29,006 $24,337
Total interest eXpense ......cccceveveevvveeneees L 19,230 17,059 13,978
Net interest income .......ccoccvvvvveeeeeeee. L 12,829 11,946 10,359
Provision for loan losses ......cccccceeeeeeeee. L 1,663 120 100
Net interest income after provision for loan losses 11,166 11,826 10,259
Total noninterest income .........ccccccvvevveee L 1,875 1,700 1,419
Total noninterest eXpense ........ccccoeveveeees L 8,253 7,382 7,568(3)
Income before income taxes and cumulative
effect of changes in accounting principles ..... .~~~ ... 4,788 6,144 4,110
Income tax eXpense ......cccccvvvvvcveviieenns 2,003 2,502 1,696
Cumulative effect of changes in accounting principl es.. - -
NEetinCOMe ...ccovvviiiiiiiiiiieic i $ 2,785 $ 3,642 $2,414(3)
Earnings per common and common equivalent share:
Income before cumulative effect of changes
in accounting principles(1)
Basic earnings per share ........ccccoc.... L $ 1.08 $ 1.34 $ 0.95(3)
Diluted earnings per share .......ccceeee. L. $ 103 $ 1.28 $ 0.90(3)
Net income(1),
Basic earnings per share ......c.ccoceeeee. L $ 108 $ 1.34 $ 0.95(3)
Diluted earnings per share .......cccoeee. L. $ 103 $ 1.28 $ 0.90(3)

1995 1994

$264,213  $274,115
178,552 155,497
70,232 37,180
- 65,917
1,690 1,815

250 105
9,155 7,765
2,286 1,078
5,576 4,938
5,865 3,905
2,321 1,433

- 257




Year Ended September 30, 1998 1997 1996 1995 1994
SELECTED FINANCIAL RATIOS AND OTHER DATA
Performance Ratios

Return on assets (ratio of net income
to average total assets)(2) ................
Return on shareholders' equity (ratio of net

income to average equity)(2) .....occooeee. L 6.43 8.41 6.22(3) 9.86 7.89
Interest rate spread information:

..... 0.68% 0.98% 0.77%(3) 1.31% 1.29%

Average during year ......cccceeeeveeene 2.76 2.80 2.83 3.13 3.25
Endofyear ....cooevvviciicccnes L 2.76 2.75 2.84 2.85 2.96
Net yield on averag arning assets ... ... 3.26 3.38 3.47 3.63 3.94
Ratio of operating expense to average total asse ts .. 2.00 2.00 2.40 2.06 2.30
Quality Ratios
Non-performing assets to total assets at end of year 1.94 .82 .75 .29 .35
Allowance for loan losses to non-performing loan S... 41.15 75.36 83.49 227.27 148.51
Capital Ratios
Shareholders' equity to total assets at end of p eriod 10.11 10.75 11.14 14.39 12.65
Average shareholders' equity to average assets. ... 10.51 11.62 12.44 13.28 20.52
Ratio of average interest-earning assets to
average interest-bearing liabilites ...... .. 110.22%  112.00%  113.72% 111.35% 119.04%
Other Data
Book value per common share outstanding(1) ... .. $ 1656 $ 16.11 $ 14.81 $ 14.13 $12.46
Dividends declared per share(1) ......ccooeeeee. L 0.48 0.36 0.29 0.20 --
Dividend payout ratio .......ccccceevvcvvcenee L 44.05% 26.41% 30.90% 14.53% -
Number of full-service offices .................— . 13 13 12 8 8

(1)Amounts reported have been adjusted for theetfoetwo stock split paid January 2, 1997 in thenf of a 50% stock dividend.

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

(3)Reflects the one-time industry-wide special assent to recapitalize the Savings Associationrarsze Fund.
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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

service needs of the communities in its market.arba Company's primary market area includes theviing counties: Adair, Buena Vista,
Calhoun, Ida, Guthrie, Pocahontas, Polk, and Szatéd in 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 commercial mortgage loans, to make consumas)@ad to provide financing for agricultural arides commercial business purposes.

The Company's basic mission is to maintain and 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 excesggfilatory requirements, (ii) maintain the
quality of the Company's assets, (iii) control @y expenses, (iv) maintain and, as possibleease the Company's interest rate spreac
(v) manage the Company's exposure to changesaresttrates.

Acquisitions Completed

On September 30, 1996, First Midwest completedatigpiisition of Central West Bancorporation ("Cehikest") and its wholly-owned
subsidiary, Security State Bank, located in Stuawa. Upon acquisition, Central West was mergéal irst Midwest and Security became a
wholly-owned, stand-alone subsidiary of First MidtveSecurity operates offices in Stuart, Menlo @adey, lowa. At the date of acquisition,
Central West had assets of approximately $33 mikind 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 excésssi over the estimated fair value of the asaetgiired and liabilities assumed, totaling
approximately $2.8 million, is being amortized oweefifteen year period (see Notes 1 and 3 to thesGladated Financial Statements).

On December 29, 1995, First Midwest completed tgisition of lowa Bancorp, Inc. ("lowa Bancorpfdits wholly-owned subsidiary,
lowa Savings Bank, a federal savings bank ("lowér#s") located in Des Moines, lowa. Upon acquisitiiowa Bancorp was merged into
the Company and lowa Savings was merged into Faderal. The lowa Savings office operates as tva Bavings Bank Division of First
Federal Savings Bank of the Midwest. At the dat



acquisition, lowa Bancorp had assets of approxity&25 million and equity of $7.2 million. The Compy purchased all of lowa Bancorp's
379,980 outstanding shares and 36,537 shares stijgation for a cash payment of $20.39 per shem® the exercise price of shares subject
to option. Total net purchase price was $8.0 nmillibhe acquisition was accounted for as a purcleskthe accompanying consolidated
financial statements reflect the combined resitisesthe date of acquisition. The excess of cost the estimated fair value of the assets
acquired and liabilities assumed, totaling appratety $760,000, is being amortized over a fifteeanperiod (see Notes 1 and 3 to the
Consolidated Financial Statements).

Financial Condition
The following discussion of the Company's consdéddinancial condition should be read in conjumetwith the Selected Consolidated
Financial Information and Consolidated Financiat&ments and the related notes included elsewleeeinh

The Company's total assets at September 30, 1988%448.4 million, an increase of $13.8 million,304%, from $404.6 million at
September 30, 1997. The increase in assets wasrituarily to the increased origination and purchellans during the period.

The Company's portfolio of securities availabledale, excluding mortgage-backed securities, deece$13.4 million, or 18.7%, to $58.2
million at September 30, 1998 from $71.6 milliorSaptember 30, 1997. The decrease in securitiéglalesfor sale was the result of
securities that matured, were called or were sotthd the period in an amount greater than newreigquurchases. During fiscal 1998, the
Company sold securities available for sale tota#t§.3 million, consisting primarily of
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common and preferred equity securities that hadesmjgted over purchase cost.

The balance in mortgage-backed securities avaifalpleale increased by $18.1 million, or 40.8%nfr$44.4 million at September 30, 1997,
to $62.5 million at September 30, 1998. The inaeasulted from the purchase of fixed-rate mortgaayeked securities in an amount greater
than sales and repayments on existing mortgageedasacurities. The purchase of mortgage-backediseswere generally funded by
proceeds from the maturity, call, or sale of otbexurities available for sale and increases irooust deposits.

The Company's portfolio of net loans receivablegased by $15.7 million, or 6.2%, to $270.3 millanSeptember 30, 1998 from $254.6
million at September 30, 1997. The increase ifaowets receivable is due to the increased originadgfacommercial business loans, the
increased origination and purchase of resident@tgage loans, and the increased purchase of cotistr loans on commercial and multi-
family properties. Consumer and agricultural-reddtean balances declined as a result of repayniertscess of new originations during the
period.

The balance of customer deposits increased by $8illi6n, or 15.4%, from $246.1 million at Septemi3®, 1997 to $283.9 million at
September 30, 1998. The increase in deposits eelsfitim management's continued efforts to enhaapesit product design and marketing
programs. Deposit balances increased in interemisgetransaction accounts and other time certégaf deposit in the amounts of $7.9
million and $30.4 million, respectively. Nonintetd®earing checking account balances declined byl $60.

The Company's borrowings from the Federal Home LBamk of Des Moines ("FHLB") decreased by $22.1liom| or 20.6%, from $107.4
million at September 30, 1997 to $85.3 million ap&mber 30, 1998. The reduction in FHLB borrowings primarily the result of an
increase in customer deposits that were used &yreprrowings during the period.

Shareholders' equity decreased $1.2 million, d¥&2#® $42.3 million at September 30, 1998 from $48illion at September 30, 1997. The
decrease in shareholders' equity is the resutbckgepurchases and the payment of cash dividemd®mmon stock in an amount greater
than net earnings for the period.

Results of Operations

The following discussion of the Company's resufteperations should be read in conjunction with $Sieéected Consolidated Financial
Information and Consolidated Financial Statementkthe 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 therdiffice, or spread, between the average yield eresitearning assets and the average rate
paid on interest-bearing liabilities. The intenege spread is affected by regulatory, economid,campetitive factors that influence interest
rates, loan demand, and deposit flows. The Comgieyother financial institutions, is subject tderest rate risk to the extent that its
interest-earning assets mature or reprice at diftetimes, or on a different basis, than its irgeteearing liabilities.

The Company's noninterest income consists primafifges charged on transaction accounts and éootigination of loans, both of which
help offset the costs associated with establisaim@ymaintaining deposit and loan accounts. In exdgihoninterest income is derived from
activities of



First Federal's wholly-owned subsidiaries, Firatv@es Financial Limited and Brookings Service Qogiion. Both engage in the sale of
various non-insured investment products. Histoljcéhe Company has not derived significant incame result of gains on the sale of
securities and other assets. However, during thesyended September 30, 1998, 1997, and 1996, \gamesrecorded in the amounts of
$399,000, $217,000, and $79,000, respectively,rasudt of the sale of securities available foesal

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 idusory reserve level of at least 1.25% of insudegositor accounts. The assessment was
0.657% of First Federal's insured deposits as otM8&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.
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The following table sets forth the weighted averaffective interest rate on interest-earning assedsinterest-bearing liabilities at the end of

each of the years presented.

At September 30,

WEIGHTED AVERAGE YIELD ON

Loans receivable.

Mortgage-backed securities

Securities available for sale

Other interest-earning assets

Combined weighted average yield on interest-earning

WEIGHTED AVERAGE RATE PAID ON
Demand, NOW deposits and Money Market
Savings deposits

Time deposits

FHLB advances

Other borrowed money

Combined weighted average rate paid on
interest-bearing liabilities

Spread

RATE/VOLUME ANALYSIS

1998 1997
8.80% 8.84%
7.15 7.34
6.50 6.63
5.33 5.57
assets 8.15 8.12

2.81 2.11
3.56 3.65
5.85 5.87
5.91 5.86
5.68 5.64
5.39 5.37
2.76% 2.75%

1996

8.74%
7.06
5.99
5.04
7.87

2.35
3.22
5.78
5.81
5.48

5.03

2.84%

The following schedule presents the dollar amotfichanges in interest income and interest expesrsmdjor 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 categorymérest-earning assets and interest-bearingiligsil information is provided on changes

attributable to

(i) changes in volume (i.e., changes in volume ipligd by old rate) and (ii) changes in rate (ichanges in rate multiplied by old volume).
For purposes of this table, changes attributablotb rate and volume, which cannot be segregated been allocated proportionately to the

change due to volume and the change due to rate.

Year Ended September 30,

(
Du

INTEREST-EARNING ASSETS
Loans receivable ...........ccccoeveiinnne
Mortgage-backed securities .
Securities available for sale .
FHLB StOCK ...c.vvevviiieiiiiciiciccn

Total interest-earning assets ..............

INTEREST-BEARING LIABILITIES
Demand and NOW deposits ...........ccoceeennee
Savings deposits

Time deposits .....
FHLB advances ......... .
Other borrowed money ............ccccueeeen.

Total interest-bearing liabilities ...........

Net effect on net interest income ............

1998 vs. 1997

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

(IN THOUSANDS)

$ 665 $ (43) $ 622 $3,70

1,402 (65) 1,337 a1
814 293 1,107 83
(2 (10) (12) 6

$2,879 $175 $ 3,054 $4,48

$ 101 $ 17 $ 118 $ 9

(12) 8 o 14
1,403 (67) 1,336 1,82
860 (153) 707 68

(18) 32 14 8

$2,334 $(163) $2,171 $2,82

$ 545 $ 338 $ 883 $1,66
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1997 vs. 1996

Increase Total
) (Decrease) Increase
ume Due to Rate (Decrease)

0 $166 $3,866
5)  (65) (180)
6 93 929

3 (10) 53

4 $184  $4668

1 $63 $ 154
0 (36) 104

5 134 1,959
8 111 799
0 (16) 64

4 $256  $3,080
0 $(72) $1,588



AVERAGE BALANCES, INTEREST RATES AND YIELDS
The following table presents for the periods inthdathe total dollar amount of interest income frawerage interest-earning assets and the
resultant yields, as well as the interest expensaverage interest-bearing liabilities, expressatti n dollars and rates. No tax equivalent
adjustments have been made. All average balaneegiarterly average balances. Non-accruing loams been included in the table as loans

carrying a zero yield.

Year Ended September 30,

Average
Outstanding
Balance

INTEREST-EARNING ASSETS

Loans receivable(1) $ 256,482
Mortgage-backed securities 52,722
Securities available for sale 78,789
FHLB stock 5,514

Total interest-earning assets 393,507
Noninterest-earning assets 18,415
Total Assets $ 411,922

INTEREST-BEARING LIABILITIES

Demand and NOW deposits $ 34,202
Savings deposits 20,090

Time deposits 203,932

FHLB advances 95,328
Other borrowed money 3,473

Total interest-bearing liabilities 357,025

1998 1997

Interest Average  Interest
Earned Yield Outstanding Earned Yield
/Paid /Rate Balance /Paid /Rate

(IN THOUSANDS)

$23,055 8.99% $249,076 $22,433 9.01%
3,678 6.98 32,618 2,341 7.18
4,952 6.29 65,843 3,845 5.84
374 6.78 5,546 386 6.96

$32,059 8.15% 353,083 $29,005 8.21%
—======= 19,408 —=======

$ 933 2.73% $ 30,398 $ 815 2.68%
502 2.50 20,538 506 2.46
11,998 5.88 180,088 10,662 5.92
5593 5.87 80,685 4,886 6.06

204 5.87 3,543 190 5.36

$19,230 5.39% 315,252 $17,059 5.41%

Average Interest
Outstanding Earned Yield
Balance /Paid /Rate

$ 207,983 $18,567 8.93%
34,213 2,521 7.37
51,494 2,916 5.66
4,644 333 7.17

13,417 ========

$ 26,730 $ 661 2.47%
14,906 402 2.70
149,247 8,703 5.83
69,265 4,087 5.90
2,198 126 5.73



1998 1997 1996

Average Interest Average Interest Average Interest
Outstanding Earned Yield Outstanding Earned Yield Outstanding Earned  Yield
Balance /Paid /Rate Balance /Paid  /Rate Balance /Paid /Rate

(IN THOUSANDS)

Noninterest-bearing:

Deposits 5,646 5,619 2,647

Liabilities 5,956 8,320 7,969
Total liabilities 368,627 329,191 272,962
Shareholders' equity 43,295 43,300 38,789

Total liabilities and

shareholders equity $ 411,922 $ 372,491 $ 311,751

Net interest-earning assets $ 36,482 $ 37,831 $ 35,988

Net interest income $12,829 $ 11,946 $10,358

Net interest rate spread 2.76% 2.80% 2.83%
Net yield on average interest-

earning assets 3.26% 3.38% 3.47%

Average interest-earning assets to
average interest-bearing liabilities  110.22% 112.00% 113.72%

(1) Calculated net of deferred loan fees, loandlists, loans in process and loss reserves.
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COMPARISON OF OPERATING RESULTS FOR THE YEARS ENDED
SEPTEMBER 30, 1998 AND SEPTEMBER 30, 1997

General Net income for the year ended September@B decreased $857,000, or 23.5%, to $2,785f080,$3,642,000 for the same per
ended September 30, 1997. The decrease in net éczftacts a one-time charge to provision for laad foreclosed real estate losses in the
pre-tax amount of $1,500,000. The one-time charag taken to increase the allowance for loan aretfosed real estate losses, related
primarily to mismanagement and possible fraud by loan officer that is no longer with the Company.

Net Interest Income The Company's net interestnirector the year ended September 30, 1998 incréas8883,000, or 7.4%, to $12,829,(
compared to $11,946,000 for the same period endpteBiber 30, 1997. The increase in net intereshiecreflects an overall increase in the
balance of average interest-earning assets durengdriod. The net yield on average earning agseeigased to 3.26% for the period ended
September 30, 1998 from 3.38% for the same pend®97. The decrease in net yield is due to amedi total average interest-earning
assets compared to total average interest-beaainifittes and an increase in the average balahoem-accruing loans during the 1998
period.

During recent years, the Company has increasediggation and purchase of multi-family and comoi@irreal estate loans, including
construction loans on such property types, andrtesased its origination of consumer, commeraigiess, and agricultural business loans.
The Company anticipates activity in this type afdang will continue in future years. Net interastéme is expected to continue an upward
trend as a result of this type of lending activititerest rate yields are generally higher on theae products compared to yields provided by
conventional singléamily residential real estate loans. This lendastjvity is considered to carry a higher leveliskrdue to the nature of tl
collateral and the size of individual loans. Aslsube Company anticipates continued increases allowance for loan losses as a result of
this lending activity.

Interest Income Interest income for the year erfigstember 30, 1998 increased $3,054,000, or 1a6$32,059,000 from $29,005,000 for
the same period in 1997. The increase reflects448200 increase in interest earned on the partfdlsecurities available for sale, which
increased to $8,630,000 for the year ended Septeddhd 998, from $6,185,000 in 1997. The increasaterest income from securities
resulted from a higher average securities portfoditance and, to a lesser extent, to a higher gegrield on the securities portfolio during
fiscal 1998 compared to 1997. In addition, intenresbme increased due to a $622,000 increaseeneisitearned on the loan portfolio as a
result of a higher average loan portfolio balangend fiscal 1998 compared to 1997.

Interest Expense Interest expense increased $¥,lor 12.7%, to $19,230,000 for the year endguebeber 30, 1998 from $17,059,000
the same period in 1997. The increase in intergerese is due to increases in the average outatabdlance of demand deposits, time
deposits, and FHLB advances during the year endpteBiber 30, 1998, compared to the same perio89@. IThe increase in the average
balance of demand and time deposits resulted frdenrial growth of the deposit portfolio. The averdglance of FHLB advances increased
due to borrowing activity throughout the perioddipeimarily to fund growth of the loan portfolio @the purchase of securities available for
sale. The increase in interest expense was pyrtifilet by lower interest rates paid on time désamd FHLB borrowings during the year
ended September 30, 1998, compared to the preyaars as market interest rates generally have éickddwnward



Provision for Loan Losses The provision for loassles for the year ended September 30, 1998 waB3500® compared to $120,000 for the
same period in 1997. During 1998, the Company detexd that an agricultural loan officer locatedaisubsidiary branch office had, through
abuse of position and misrepresentation to managemethorized the disbursement of funds on loansvhich collateral was inadequate. In
addition, the possibility of fraud exists relatedself-dealing by the loan officer in the disbursernof loan proceeds to persons and entities
with which the loan officer was affiliated. This snianagement and possible fraud was discoveredessiih of the Company's routine inter
audit procedures. The loan officer involved is ander with the Company. The Company has contactdwaties, and an investigation is in
process at this time. A thorough review was pergdrhy the Company of the accounts in which the tfiner was involved. Management
believes it has identified all loans for which mé&kweaknesses exist and has classified thoses laarordingly.

Based on the resulting increase in classified asseinagement considered it prudent to increasallthe-ance for losses through an
additional charge to the provision for loan losigethe amount of $1.3 million and a

15



charge to provision for loss on foreclosed reatesin the amount of $200,000. These amounts wWeneged against income during the que
ended March 31, 1998. Future recoveries are depeodehe ultimate resolution of weaknesses fouarithé loans, which can not be
determined at this time, and any insurance proctiedsnay be received.

Management believes that, based on a detail revigine loan portfolio, historic loan losses, cutreaonomic conditions, and other factors,
the current level of provision for loan losses, #melresulting level of the allowance for loan Esseflects an adequate reserve against
potential losses from the loan portfolio.

Current economic conditions in the agriculturalteeof the Company's market area indicate potent@&kness due to historically low
commodity prices. The agricultural economy is atmmed to commodity price fluctuations and is geleeble to handle such fluctuations
without significant problem. However, an extendedi@d of low commodity prices could result in weaks of the Company's agricultural
loan portfolio and could create a need for the Camypto increase its allowance for loan losses tjindocreased charges to provision for loan
losses.

Although the Company maintains its allowance famldosses at a level that it considers to be adegtieere can be no assurance that future
losses will not exceed estimated amounts, or tthditianal provisions for loan losses will not beuéred in future periods. In addition, the
Company's determination of the allowance for lazssés is subject to review by its regulatory agemaivhich can require the establishment
of additional general or specific allowances.

Noninterest Income Noninterest income for the yaated September 30, 1998 increased $174,000, 216 $1,875,000 from $1,701,0

for the same period in 1997. The increase in nendst income reflects an increase in loan feeslapdsit service charges of $155,000 for
fiscal 1998 compared to the same period in 199 r@sult of increased lending activity and increlasetivity on transaction accounts subject
to service charges. In addition, gain on saleofisties available for sale increased by $182f060the year ended September 30, 1998
compared to 1997. Noninterest income was reduaefisttal 1998 compared to 1997 due to a declinterakerage commissions from sales of
non-insured investment products through First Fatdesubsidiaries and as a result of an increanetitoss on sales of foreclosed real estate.

Noninterest Expense Noninterest expense increas&8),000, or 11.8%, to $8,252,000 for the yealeernSeptember 30, 1998 compare
$7,382,000 for the same period in 1997. Nonintezrpense for employee compensation and benefiispecupancy and equipment expense
increased during fiscal 1998, compared to the gaenied in 1997, primarily as a result of the fullay operation of a new branch office in
West Des Moines, lowa. In addition, noninterestemge reflects a $299,000 charge to provision ftengi@l loss on real estate primarily
related to a 104 unit apartment complex locatedaalison, Wisconsin, which was acquired throughdtosure during fiscal 1998.

Income Tax Expense Income tax expense decrease4ddy000, or 19.9%, to $2,004,000 for the year ér@ptember 30, 1998 from
$2,502,000 for the same period in 1997. The deeramcome tax expense reflects the decreaseilettel of taxable income for the period
ended September 30, 1998 compared to the samel perl®97.



COMPARISON OF OPERATING RESULTS FOR THE YEARS ENDED
SEPTEMBER 30, 1997 AND SEPTEMBER 30, 1996

General Net income for the year ended September@, increased $1,228,000, or 50.9%, to $3,64200& $2,414,000 for the same
period ended September 30, 1996. The increasd inctame reflects increases in net interest incamegnon-interest income, and a reduction
in non-interest expense. Previous year net incafiects the one-time special assessment to retdapi®AlF, which reduced net income by
$795,000, net of income taxes.

Net Interest Income The Company's net interestnirector the year ended September 30, 1997 incrdaséd,587,000, or 15.3%,
$11,946,000 compared to $10,359,000 for the samedpended September 30, 1996. The increase imteeest income reflects an overall
increase in average interest-earning assets dtimingeriod resulting from the acquisition of Cehttéest at September 30, 1996, and internal
increases in the portfolio of loans and securiflése net yield on average earning assets decréa$:88% for the period ended September
30, 1997 from 3.47% for the same period in 1996.
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The decrease in net yield is due primarily to didedn net average interest-earning assets aridcagase in the average balance of non-
accruing loans during the 1997 period.

Interest Income Interest income for the year ersiegtember 30, 1997 increased $4,668,000, or 192%$29,005,000 from $24,337,000 for
the same period in 1996. The increase is primdrily to a $3,866,000 increase in interest earnebeoloan portfolio, to $22,433,000 for the
year ended September 30, 1997, from $18,567,00096. The increase in loan interest income restitted higher average loan portfol
balances due to internal growth of the loan padfahd the acquisition of Central West and, tosaée extent, to a higher average yield on the
loan portfolio during the period.

Interest Expense Interest expense increased $8@BMr 22.0%, to $17,059,000 for the period erBleptember 30, 1997 from $13,979,000
for the same period in 1996. The increase in istezgpense is due to increases in the averageandisy balance of time deposits and FHLB
advances during the year ended September 30, &¢88ipared to the same period in 1996. The increaffeeiaverage balance of time dept
resulted from internal growth of the deposit pditf@and the acquisition of Central West. The averagtstanding balance of FHLB advances
increased due to borrowing activity throughoutpleeod used primarily to fund growth of the loarrtfalio and to fund the purchase of
securities. To a lesser extent, the increase @mast expense reflects higher interest rates paidterest-bearing liabilities during the year
ended September 30, 1997, compared to the preyeaars

Provision for Loan Losses The provision for loassles for the year ended September 30, 1997 wasO®2€ompared to $100,000 for the
same period in 1996. Noninterest Income Noninteénestme for the year ended September 30, 1997asee$282,000, or 19.9%, to
$1,701,000 from $1,419,000 for the same period®d®61 The increase in noninterest income reflecimienease from loan fees and deposit
service charges of $278,000 for fiscal 1997, comghén the same period in 1996, as a result of &sg@ lending activity and increased
activity on transaction accounts subject to serglw@rges. In addition, the gain on sales of saearévailable for sale increased $137,000 for
the year ended September 30, 1997 compared to Ne@énterest income was reduced for fiscal 1997 gamad to 1996 due to a $223,000
decline in brokerage commissions as a result @cdirte in sales of non-insured investment prodtiotsugh First Federal's subsidiaries.

Noninterest Expense Noninterest expense decregsitiBit,000, or 2.5%, to $7,382,000 for the yearedr8eptember 30, 1997 compare:
$7,568,000 for the same period in 1996. The deergasoninterest expense reflects the fiscal 1386rent of a one-time special assessment
in the amount of $1,266,000, pre-tax, for the r@adipation of SAIF. In addition, noninterest expenvas reduced as a result of federal
legislation that reduced deposit insurance premidongg the year ended September 30, 1997. Noeisttexpense for employee
compensation and benefits, and occupancy and eguipexpense, increased during fiscal 1997, compartte same period in 1996, as a
result of the acquisition of Central West at Sejiten80, 1996, and as a result of a new brancheoffiening in Des Moines, lowa.

Income Tax Expense Income tax expense increas&8@f,000, or 47.5%, to $2,502,000 for the year ér@kptember 30, 1997 from
$1,696,000 for the same period in 1996. The iner@aicome tax expense reflects the increasedtetel of taxable income for the period
ended September 30, 1997 compared to the samel pe1®96.



ASSET/LIABILITY MANAGEMENT AND MARKET RISK

Qualitative Aspects of Market Risk As stated abdkie,Company derives its income primarily from éxeess of interest collected over
interest paid. The rates of interest the Companysean assets and pays on liabilities generallyeatablished contractually for a period of
time. Market interest rates change over time. Adicgly, the Company's results of operations, Ilkase of many financial institution holding
companies and financial institutions, are impad&tgdhanges in interest rates and the interessmtsitivity of its assets and liabilities. The

risk associated with changes in interest ratestl@@ompany's ability to adapt to these changksadsn as interest rate risk and is the
Company's significant market risk.
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ASSET/LIABILITY MANAGEMENT AND MARKET RISK (Continu  ed)

Quantitative Aspects of Market Risk In an attengptitanage the Company's exposure to changes iesttates and comply with applicable
regulations, we monitor the Company's interestniate In monitoring interest rate risk we contitiyanalyze and manage assets and
liabilities based on their payment streams andéstaates, the timing of their maturities, andrtsensitivity to actual or potential changes in
market interest rates.

An asset or liability is interest rate sensitivehin a specific time period if it will mature orpece within that time period. If the Company's
assets mature or reprice more rapidly or to a greattent than its liabilities, then net portfalialue and net interest income would tend to
increase during periods of rising interest rateb@ecrease during periods of falling interest raBemversely, if the Company's assets mature
or reprice more slowly or to a lesser extent thatiabilities, then net portfolio value and neteirest income would tend to decrease during
periods of rising interest rates and increase dupgriods of falling interest rates.

The Company currently focuses lending efforts taln@iiginating and purchasing competitively priceljuatable-rate and fixed-rate loan
products with relatively short terms to maturitgngrally 15 years or less. This allows the Companyaintain a portfolio of loans that will
be sensitive to changes in the level of intergsisravhile providing a reasonable spread to the afdgbilities used to fund the loans.

The Company's primary objective for its investmeumittfolio is to provide the liquidity necessaryrnteet loan funding needs. The investment
portfolio is also used in the ongoing managemerhahges to the Company's asset/liability mix, &bontributing to profitability through
earnings flow. The investment policy generally €&dir funds to be invested among various categofisgecurity types and maturities based
upon the Company's need for liquidity, desire toiee a proper balance between minimizing risk ghilaximizing yield, the need to prov
collateral for borrowings, and to fulfill the Compas asset/liability management goals.

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

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

In managing its asset/liability mix, the Companytimes, depending on the relationship between-lang short-term interest rates, market
conditions, and consumer preference, may place wbategreater emphasis on maximizing its net intaresgin than on strictly matching t
interest rate sensitivity of its assets and litib#i. Management believes the increased net in¢batenay result from an acceptable mismatch
in the actual maturity or repricing of its assed dinbility portfolios can, during periods of daulng or stable interest rates, provide sufficient
returns to justify the increased exposur



sudden and unexpected increases in interest r&ieh way result from such a mismatch. The Compasydstablished limits, which may
change from time to time, on the level of accemaiierest rate risk. There can be no assuraneeves, that in the event of an adverse
change in interest rates, the Company's efforisnibinterest rate risk will be successful.

Net Portfolio Value The Company uses a Net Podfdlalue ("NPV") approach to the quantification ofarest rate risk. This approa
calculates the difference between the present \aflegpected cash flows from assets and the preséut of expected cash flows from
liabilities, as well as cash flows from off-balarsieeet contracts. Management of the Company'ssaasdtliabilities is performed within the
context of the marketplace, but also within limgtgablished by the Board of Directors on the amo@iochange in NPV that is acceptable
given certain interest rate changes.

Presented below, as of September 30, 1998, isapsimof the Company's interest rate risk as nreasloly changes in NPV for an
instantaneous and sustained parallel shift in tblkel gurve, in 100 basis point increments, up amdrd300 basis points. As illustrated in the
table, the Company's NPV is more sensitive to gisate changes than declining rates. This occumsapily because, as rates rise, the market
value of fixed-rate loans declines due both torttie increase and the related slowing of prepaysnamtoans. When rates decline, the
Company does not experience a significant risearket value for these loans because borrowers ypipalatively higher rates. The value
of the Company's deposits and borrowings changgjpmoximately the same proportion in rising andirfglrate scenarios.
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ASSET/LIABILITY MANAGEMENT AND MARKET RISK (Continu  ed)

At September 30, 1998

Change in Interest Rate Board Limit

(Basis Points) % Change $ Cha nge % Change
(DOLLARS IN THOUSANDS)
+300 bp (50)% $(5, 579) (13)%
+200 bp (40) (2, 957) )
+100 bp (25) (1, 477) 3)
0 bp - - -

- 100 bp (10) 1,115 3
- 200 bp (15) 1,877 4
- 300 bp (20) 2,284 5

Certain shortcomings are inherent in the methaahalysis 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. isaaitly, 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 exdra change in interest rates, prepayments and
early withdrawal levels would likely deviate frofmose assumed in calculating the tables. Finalty afhility of some borrowers to service tt
debt may decrease in the event of an interestnmatease. The Company considers all of these faatamonitoring its exposure to interest
rate risk.

The Office of Thrift Supervision ("OTS") issuedegulation which uses a net market value methoddioggeasure the interest rate risk
exposure of thrift institutions. Under OTS reguwas, an institution's "normal” level of interesteraisk in the event of an assumed 200 basis
point change in interest rates is a decrease imgigution's NPV in an amount not to exceed tweocegnt of the present value of its assets.
Thrift institutions with greater than "normal” imést rate risk exposure must take a deduction freein total capital available to meet their
risk-based capital requirement. The amount of dealuction is one-half of the difference betweertl{a)institution's actual calculated
exposure to a 200 basis point interest rate inereagecrease (whichever results in the greatefgonoa decrease in NPV) and (b) its
"normal” level of exposure which is 2.00% of thegent value of its assets. The regulation, howevidmot become effective until the OTS
evaluates the process by which thrift institutiomsy appeal an interest rate risk deduction detextiaoin. It is uncertain as to when this
evaluation may be completed.

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



Asset Quality

It is management's belief, based on informationlalbig, that the Company's historic level of agpetlity has been satisfactory. During fiscal
year 1998, however, the Company experienced afisigni increase in the level of its r-performing assets. At September 30, 1998, non-
performing assets, consisting of non-accruing lpegs estate owned and repossessed consumer tgrdptaled $8,132,000, or 1.94% of
total assets, compared to $3,313,000, or 0.82%talf &ssets, for the fiscal year ended 1997. Ttrease in non-performing assets for fiscal
1998 as compared to 1997 includes a $1,449,008aserin non-accruing agricultural operating loar3,623,000 increase in accruing loans
more than 90 days delinquent related to a participdoan on four nursing homes located in Minnasarid a $907,000 increase in foreclosed
assets due to the acquisition through foreclostiem @partment complex located in Madison, Wisaonsi

The increase in non-performing assets reflectsiareased level of delinquencies in the Companyiswaltural loan portfolio due primarily to
weakness in the underwriting process as a resalbase of position and misrepresentation to managehy an agricultural loan officer who
is no longer with the Company. Several loans undéem by this loan officer were not underwrittesildwing the written guidelines
established by the Company, and has resulted hrehifpan normal levels of loan delinquency anddased risk of loss on these loans. The
Company has performed a thorough review of all$oan
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ASSET/LIABILITY MANAGEMENT AND MARKET RISK (Continu  ed)

underwritten by this loan officer and has increasedllowance for loan loss accordingly. The Comphas implemented internal control
procedures designed to prevent this situation frecarring.

The increase in non-performing assets also retatagparticipation loan in the amount of $3,858,808eptember 30, 1998 secured by four
nursing homes located in Minnesota. This loan vamduent more than 90 days at September 30, 1888ada disruption in the borrower's
cash flow. Subsequent to September 30, 1998,dhisWas restructured with a reduction of the loalafce to $1,010,000 and all accrued
interest paid current. The new loan is securedrigyraursing home located in Minnesota. Also duriegdl 1998, the Company acquired
through foreclosure a 104 unit apartment compleated in Madison, Wisconsin. The Company has a p&ftcipation interest in this
property. Subsequent to September 30, 1998, adsigp@ract has been received for the purchasdéoptbperty, subject to due diligence by
the buyer, at a net sales price approximately eguisle Company's carrying value at fiscal year. end

Liquidity and Sources of Funds The Company's pynsaurces of funds are deposits, borrowings, gradcnd interest payments on loans
and mortgage-backed securities, and maturing imezstsecurities. While scheduled loan repaymerdsiaatturing investments are relatively
predictable, deposit flows and early loan repaysant influenced by the level of interest ratesegal economic conditions, and competit

Federal regulations require First Federal to maint@nimum levels of liquid assets. Currently, FiFgderal is required to maintain liquid
assets of at least 4% of the average daily balahoet withdrawable savings deposits and borrowpegsable on demand in one year or less
during the preceding calendar quarter. Liquid asketpurposes of this ratio include cash, certiane deposits, U.S. Government,
governmental agency, and corporate securities hligations, unless otherwise pledged. First Fedeaalhistorically maintained its liquidity
ratio at levels in excess of those required. Festeral's regulatory liquidity ratios were 15.498%, and 5.4% at September 30, 1998, 1997
and 1996, 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 assessnigrexgfected loan demand in the Company's mariegt, &ii) the projected availability of
purchased loan products, (iii) expected depositdlq(iv) yields available on interest-bearing détsosnd (v) the objectives of its
asset/liability management program. Excess liquidigenerally invested in interest-earning ovenhideposits and other short- term
government agency obligations. If the Company meguiunds beyond its ability to generate them irahy, it has additional borrowing
capacity with the Federal Home Loan Bank of Desrdeiand has collateral eligible for use with reeeepurchase agreements.

The primary investing activities of the Company #e origination and purchase of loans and thelase of securities. During the years
ended September 30, 1998, 1997 and 1996, the Conapiggnated loans of $147.2 million, $135.7 mifliand $90.6 million, respectively.
Purchases of loans totaled $36.9 million, $29.8ioniland $25.0 million during the years ended Seybier 30, 1998, 1997 and 1996,
respectively. During the years ended Septembet @88, 1997 and 1996, the Company purchased morggged securities and other
securities available for sale in the amount of $88illion, $67.6 million and $121.0 million, respgeely.



At September 30, 1998, the Company had outstarmingnitments to originate and purchase loans of4b@ifllion. (See Note 16 of Notes to
Consolidated Financial Statements.) Certificatedegiosit scheduled to mature in one year or less 8eptember 30, 1998 total $143.1
million. Based on its historical experience, mamaget believes that a significant portion of sucphasits will remain with the Company,
however, there can be no assurance that the Congaametain all such deposits. Management belidv@sever, that loan repayment and
other sources of funds will be adequate to mee€Ctirapany's foreseeable short- and long-term ligyiteds.

On September 20, 1993, the Bank converted fronderély chartered mutual savings and loan associati a federally chartered stock
savings bank. At that time, a liquidation accounasvestablished for the benefit of eligible accdwitiers who continue to maintain their
account with the Bank after the conversion. Theitlgtion account is reduced annually to the exteait eligible account holders have redu
their qualifying deposits. At September 30, 198&, liquidation account approximated $2.6 million.

Under the Financial Institution's Reform, Recovenyd Enforcement Act of 1989 ("FIRREA") and the &md Deposit Insurance Act of 1991
("FDICIA"), the capital requirements applicableaibfinancial institutions, including First Fedeatd Security, were substantially increased.
First Federal and Security are in full compliandgthwhe fully phasedn capital requirements. (See Note 15 of Notesdog0lidated Financii
Statements.)
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ASSET/LIABILITY MANAGEMENT AND MARKET RISK (Continu  ed)

Impact of Inflation and Changing Prices The Cordatled Financial Statements and Notes thereto pgegbberein have been prepared in
accordance with generally accepted accounting ipliees which require the measurement of finanatedifion and operating results in terms
of historical dollars without considering the charig the relative purchasing power of money oveetdue to inflation. The primary impact
of inflation is reflected in the increased costte# Company's operations. Unlike most industriahpanies, virtually all the assets and
liabilities of the Company are monetary in nat#s.a result, interest rates generally have a migréficant impact on a financial institution's
performance than do the effects of general leviisflation. Interest rates do not necessarily movthe same direction, or to the same ex
as the prices of goods and services.

Impact of New Accounting Standards During the riext years, new accounting pronouncements that hega issued will take effect and
others are expected. These are summarized below.

In the future, several new accounting pronounceseiit be implemented. Statement No. 130 requicgbér comprehensive income" and
"comprehensive income" to be displayed along withincome. Other comprehensive income includesgd®gmm unrealized gains and losses
on available for sale securities, the offset of sgransion liabilities currently recorded as redutdiin equity, foreign currency translation ¢

in the future, will also include deferred hedgirairng and losses. Comprehensive income is net inpluseother comprehensive income.

Statement No. 131 for public companies redefingseat reporting to follow how each company's cbigdérating decision maker gets
information about business segments to make opgrdgcisions.

Statement No. 132 increases and revises pensiordjgelosures for public companies, and simplifiesh disclosures for nonpublic
companies.

Statement No. 133 on derivatives will, in 2000,uieg all derivatives to be recorded at fair valnghie balance sheet, with changes in fair
value run through income. If derivatives are docnted and effective as hedges, the change in tlieatige fair value will be offset by an
equal change in the fair value of the hedged item.

Statement No. 134 on mortgage banking will, in 199®w mortgage loans that are securitized tolassified as trading, available for sale
in certain circumstances, held to maturity. Cutlsetitese must be classified as trading.

Implementation guidance on Statement No. 125 Waliiy the requirement for loan participations tntain the right for the purchaser to
resell the participation, to avoid classifying fiearticipation as a secured borrowing instead @daction of loans.

Proposals will require that purchased loans, inolgidhose acquired in the purchase of an entiré Hamrecorded net of estimated
uncollectible loans. This means that no allowamcddan losses will carry over or be recorded ektiepugh subsequent expense, although
subsequent losses equal to the amount estimageddatase will not be shown as chéoffs.



The AICPA guidance for financial institutions iis iccounting guide will be revised to conform torent literature, make a few changes, and
combine the banking/savings guide, credit unionfarahce company guides, eliminating some diffeesniherein. Some changes will be to
disclose loans past due 90 days or more that ifirersaiccrual and to disclose the policy for chaggoff loans.

The FASB continues to study several issues, inofydecording all financial instruments at fair v@kand abolishing pooling of interests
accounting. Also, it is likely that APB 25's measmient for stock option plans will be limited to doyees and not to nonemployees such as
directors, thereby causing compensation expensgdok options to directors.

YEAR 2000 ISSUES

The Company is aware of the issues associatediétprogramming code in existing computer systesitha year 2000 approaches. The
issue is whether computer systems will properlpgeize date sensitive information when the yeangbka to 2000. Systems that do not
properly recognize such information could geneeateneous data or cause a system to fail. The Caynipaheavily dependent on computer
processing in its business activities and the 2880 issue creates risk for the Company from usfa problems in the Company's
computer system and from third parties whom the @amyg uses to process information. Such failureh@Company's computer system
and/or third parties computer systems could havaterial impact on the Company's ability to condtgcbusiness.

The Company's primary data processing is provided major third party vendor. This provider hasiads the Company that it has
completed the renovation of its
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system to be Year 2000 ready, and is currentlyacgss of providing users of the system the oppdyttio test the system for readiness. The
Company plans to perform its initial test of théadprocessing provider's system for Year 2000 rezssi by December 31, 1998.

The Company has performed an assessment of itsutentpardware and software, and has determineé thyatems that require upgrade to
be Year 2000 ready. Such upgrades have eitherdmepleted or will be completed by December 31, 199&ddition, the Company has
reviewed other external third party vendors that/jate services to the Company (i.e. utility comganielectronic funds transfer providers,
alarm companies, insurance providers, loan padimp companies, and mortgage loan secondary magegicies), and has requested or
already received certification letters from thesadors that their systems will be Year 2000 readg timely basis. Testing will be performed
with these service providers, where possible, terd@ne their Year 2000 readiness.

The Company could incur losses if loan paymentslatayed due to Year 2000 problems affecting sicgnift borrowers. The Company is
communicating with such parties to assess theigress in evaluating and implementing any correatieasures required by them to be Year
2000 ready. To date, the Company has not beeneativis such parties that they do not have plansaicepto address and correct the issues
associated with the Year 2000 problem; howevegssurance can be given as to the adequacy of farthr to the timeliness of their
implementation. As part of the current credit appigrocess, new and renewed loans are evaluatedias borrower's Year 2000 readiness.

Based on the Company's review of its computer systenanagement believes the cost of the remediatifort to make its systems Year 2!
ready will be approximately $60,000. In additiarisiestimated that 1,500 man hours will be inatilsg Company personnel related to Year
2000 issues at an approximate cost of $40,000. Sostls will be charged to expense as they areriedur

The Company has developed a Year 2000 contingdaaytipat addresses, among other issues, critieahtipns and potential failures ther:
and strategies for business continuation.

Although management believes the Company's compystéems and service providers will be Year 20@@yethere can be no assurance
these systems, or those systems of other compamietich the Company's systems rely, will be fdillgictional in the Year 2000. Such
failure could have a significant adverse impacttanfinancial condition and results of operatiohthe Company



FORWARD-LOOKING STATEMENTS

The Company, and its wholly-owned subsidiariestfesleral and Security, may from time to time mdkeward-looking statements,"
including statements contained in the Companytggil with the Securities and Exchange Commissioa (8EC"), in its reports to
shareholders and in other communications by theg2my which are made in good faith by the Compart/tae Banks pursuant to the "safe
harbor" provisions of the Private Securities Litiga Reform Act of 1995.

These forward-looking statements include statemsittsrespect to the Company's and the Banks'flsekxpectations, estimates, and
intentions, that are subject to significant riskel @ancertainties, and are subject to change basedromus factors (some of which are beyond
the Company's and the Banks' control). The follgufactors, among others, could cause the Companyg'she Banks' financial performance
to differ materially from the expectations, estiggtand intentions expressed in such forward-lap&tatements: the strength of the United
States economy in general and the strength obttad Economies in which the Company and the Baoksuct operations; the effects of, and
changes in, trade, monetary, and fiscal policieslaws, including interest rate policies of the &edl Reserve Board; inflation, interest rate,
market, and monetary fluctuations; the timely depetent of and acceptance of new products and ssreicthe Banks, and the perceived
overall value of these products and services bysusiee impact of changes in financial servicessland regulations; technological changes;
acquisitions; changes in consumer spending antigdnabits; and the success of the Company andahksBat managing the risks involved
in the foregoing.

The foregoing list of factors is not exclusive. Atdzhal discussion of factors affecting the Comparbusiness and prospects is contained in
the Company's periodic filings with the SEC. Thaerany does not undertake, and expressly disclampaéent or obligation, to update any
forward-looking statement, whether written or otht may be made from time to time by or on bebathe Company or the Banks.
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Report of Independent Auditors

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

We have audited the accompanying consolidated balsimeets of First Midwest Financial, Inc. and Riiases (the "Company") as of
September 30, 1998 and 1997 and the related cdassdi statements of income, changes in sharehoddprisy and cash flows for the years
ended September 30, 1998, 1997 and 1996. Theseimatatements are the responsibility of the Camyfs management. Our responsibility
is to express an opinion on these financial statésngased on our audits.

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

In our opinion, the consolidated financial statetegrferred to above present fairly, in all matenégpects, the financial position of the
Company as of September 30, 1998 and 1997 an@ésh#g of its operations and its cash flows fontbars ended September 30, 1998, 1997
and 1996 in conformity with generally accepted aetimg principles.

CROWE, CHIZEK AND COMPANY LLP
South Bend, Indiana
October 22, 1998
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First Midwest Financial, Inc. and Subsidiaries
CONSOLIDATED BALANCE SHEETS

September 30, 1998 and 1997
ASSETS

Cash and due from banks ..........ccccceevvneenn.
Interest-bearing deposits in other financial instit
Federal funds sold ............ccocovveerinnnnn.

Total cash and cash equivalents ...................
Interest-bearing deposits in other financial instit
(cost approximates market value) ................

Securities available for sale .....................

Loans receivable, net of allowance for loan losses
of $2,908,902 in 1998 and $2,379,091 in 1997 ....
Federal Home Loan Bank (FHLB) stock, at cost ......

Accrued interest receivable .......................
Premises and equipment, net .......................
Foreclosed real estate, net of allowances of $299,5
$-0-in 1997 oo

Other assets ......cocccvvvviiieieiiiieeeeeeeen

Total asSets .......ceveveeeeeeiieiiinnnns

LIABILITIES AND SHAREHOLDERS' EQUITY
Liabilities

Noninterest-bearing demand deposits ...............
Savings, NOW and money market demand deposits
Other time certificates of deposit ................

Total deposits .......ccceeeeviiieeeene
Advances from FHLB
Securities sold under agreements to repurchase ....
Other borrowings ........cocccvveeiiiiieeennins
Advances from borrowers for taxes and insurance ...
Accrued interest payable .........cccccccoeeeenn.

Accrued expenses and other liabilities ............

Total liabilities ...........cccccvvvees

1998 1997

................... $ 908,984 $ 875,
utions - short-term 5,818,460 10,709,
................... - 1,267,

................... 6,727,444 12,852,

................... - 200,
................... 120,609,531 115,985,

................... 270,286,189 254,640,
5,505,800 5,629,
4,968,607 5,366,
4,048,945 4,176,

................... 1,063,317 156,
................... 5,170,562 5,582,

................... $418,380,395 $ 404,588,

$ 4,971,562 $ 5,572,
57,755,615 49,838,
221,130,975 190,704,

283,858,152 246,115,
85,263,562 107,426,
4,074,567 1,800,

550,000 2,900,

405,218 449,

834,741 1,065,
1,108,592 1,354,

................... 376,094,832 361,111,

169
907
350

426

000
045

971
300
109
311

296
735
667
698
225
000
000
487
746
418

574



Shareholders' Equity

Preferred stock, 800,000 shares authorized; none is sued .............. - - -
Common stock, $.01 par value; 5,200,000 shares auth orized;

2,957,999 shares issued and 2,553,245 shares outs tanding

at September 30, 1998; 2,957,999 shares issued an d 2,698,904

shares outstanding at September 30, 1997 ........ 29,580 29, 580
Additional paid-in capital .............ccccee..... 21,330,075 20,984, 754
Retained earnings - substantially restricted ...... 27,985,814 26,427, 657
Net unrealized appreciation on securities available

net of tax of $474,346 in 1998 and $568,013 in 19 798,820 960, 371
Unearned Employee Stock Ownership Plan shares ..... (367,200) (567, 200)
Treasury stock, 404,754 and 259,095 common shares, at cost,

at September 30, 1998 and 1997, respectively .... L (7,491,526) (4,358, 158)

Total shareholders' equity ...... 42,285,563 43,477, 004
Total liabilities and sharehold ers' equity ....... $ 418,380,395 $ 404,588, 578

The accompanying notes are an integral part oktheasolidated financial statements.

24



Years ended September 30, 1998, 1997 and 1996

Interest and dividend income

Loans receivable, including fees ..................
Securities available for sale
Dividends on FHLB stock ...........cccvvveeeeeen..

Interest expense
DepPoSItS ...vvvveeiiiiiiiiieeeee e
FHLB advances and other borrowings ................

Net interest iNnCOMe ........ceveveeeeeeeiiniennn,

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

Net interest income after provision for
l0an [0SSeS ......cccvveviiiiiiiiiicis

Noninterest income

Loan fees and deposit service charges .............
Gain on sales of securities available for sale, net
Gain (loss) on sales of foreclosed real estate, net
Brokerage commissions ............ccccveveeeennnn.
Other iNnCOmMe .......cceeeeiiiiiieiieeees

Noninterest expense

Employee compensation and benefits ................
Occupancy and equipment eXpense ...................
SAIF deposit insurance special assessment .........
SAIF deposit insurance premium
Data processing EXPENSe .........ccceeevveeeneeen
Provision for losses on foreclosed real estate ....
Other exXpense .......ccooveecvveveiieeeeeeeeenn.

First Midwest Financial, Inc. and Subsidiaries
CONSOLIDATED STATEMENTS OF INCOME

1998 1997 1996
$23,054,813 $22,432,828 $ 18,567,097
8,629,761 6,185,385 5,437,734
374,220 386,462 332,634
32,058,794 29,004,675 24,337,465
13,432,454 11,982,913 9,766,586
5,797,499 5076144 4,212,024
19,229,953 17,059,057 13,978,610
12,828,841 11,945,618 10,358,855
1,662,472 120,000 100,000
11,166,369 11,825,618 10,258,855
1,263,367 1,108,233 830,256
398,903 216,614 79,317
(33,034) (6,722) (8,630)
52,479 69,379 292,189
193,158 313,168 226,163
1,874,873 1,700,672 1,419,295
4,644,809 4,341,038 3,732,839
1,133,187 1,006,190 668,784
- - 1,265,996
143,199 220,849 433,367
339,385 321,369 289,390
299,532 - 20,000
1,692,728 1,492,819 1,157,886

8,252,840

7,382,265 7,568,262




Income before income taxes ............ccccvvveees

Income tax expense .........cccccvvevevernnennn
Netincome .........cccoeeeiviiiiiiiiiee,
Earnings per common and common equivalent share

Basic earnings per common share ...................

Diluted earnings per common share .................

4,788,402 6,144,025 4,109,888

2,003,520 2,502,069 1,696,323

$ 2,784,882 $ 3,641,956 $ 2,413,565

$ 1.08 $ 134 % .95

$ 103 $ 128 $ .90

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

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERBQUITY

Years ended September 30, 1998, 1997 and 1996

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

Purchase of 41,910 common shares of treasury
SEOCK oo
Retirement of 958 common shares ..................
30,000 common shares committed to
be released under the ESOP .....................
Amortization of recognition and retention
plan common shares and tax benefit of
restricted stock under the plan ................
Cash dividends declared on common stock
($.29 pershare) ....ccccvvvevvvveeniennen,
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) ...........cccccvueeen.

Net income for the year ended September 30, 1996 .

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

Purchase of 248,419 common shares of
treasury StoCK ........cccceeeeviiiieeiniinen.
Retirement of 3,474 common shares ................
30,000 common shares committed to be
released under the ESOP ...........cccceeee
Amortization of recognition and retention
plan common shares and tax benefit of
restricted stock under the plan ................
Cash dividends declared on common stock
($.36 pershare) .....ccccoevevvenvcnnenen,
Issuance of 970,978 common shares for stock
dividend declared on common stock, net
of cash paid in lieu of fractional shares ......
Purchase of 7,263 common shares upon
exercise of stock options ......................
Issuance of 41,347 common shares from treasury
stock due to exercise of stock options .........
Net change in unrealized appreciation on
securities available for sale, net of tax of
$ 549,689 ...

Net income for the year ended September 30, 1997 .

Balance at September 30, 1997 ............c...

©*

Net Unrealiz
Appreciatio
(Depreciatio
on Securiti
Additional Availabl
Common Paid-in Retained For Sale
Stock Capital Earnings Net of Ta
19,915 $ 19,310,045 $22,080,579 $571,56

(10) 10 - -
- 303,524 - -

-- 168,120 -- -

(745,761) -

-- 1,192,990 - -

- (112,138) - -

- - -~ (542,86
2,413,565 -

19,905 20,862,551 23,748,383 28,69

- 295,740 - -

- 93,401 - -

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

- - -~ 931,67

- ~ 3,641,956 -

29,580 20,984,754 26,427,657 960,37

ed
n
n)
es
e

X

Unearned

Employee

Stock
Ownership
Plan Shares
$ (967,200)

(567,200)



Balance at September 30, 1995 .............cc.e.

Purchase of 41,910 common shares of treasury
SEOCK weeeeriiee e
Retirement of 958 common shares ..................
30,000 common shares committed to
be released under the ESOP .....................
Amortization of recognition and retention
plan common shares and tax benefit of
restricted stock under the plan ................
Cash dividends declared on common stock
($.29 per share) ......cccevvevvevvennnne.
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) ............ccecenneee.

Net income for the year ended September 30, 1996 .

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

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

Net income for the year ended September 30, 1997 .

Balance at September 30, 1997 ..........c.ouee

26

Total
Treasury Shareholders'
Stock Equity
$ (3,002,207) $ 38,012,696

(630,710)  (630,710)

503,524

168,120

(745,761)

2,743,644 3,936,634

206,638 94,500

- (542,866)
— 2,413,565

(682,635) 43,209,702

(4,268,777  (4,268,777)

495,740

93,401

(961,849)

(833)

(175,445)  (175,445)

768,699 511,436

- 931,673
- 3,641,956

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



First Midwest Financial, Inc. and Subsidiaries
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDEREQUITY (CONTINUED)

Years ended September 30, 1998, 1997 and 1996

Net Unrealiz
Appreciatio
(Depreciatio
on Securiti
Additional Availab
Common Paid-in Retained For Sal
Stock Capital Earnings Netof T
Balance at September 30, 1997 .................. $29,580 $ 20,984,754 $26,427,657 $960,3
Purchase of 152,226 common shares of
treasury stock - - - -
30,000 common shares committed to be
released under the ESOP .........cccceevnnne. - 454,460 - -
Cash dividends declared on common stock
($.48 per share) .... - - (1,226,725 -
Purchase of 1,033 common shares upon
exercise of stock options .................... - - - -
Issuance of 7,600 common shares from treasury
stock due to exercise of stock options ....... - (109,139) -- -
Net change in unrealized appreciation on
securities available for sale, net of tax of
B(93,667) weeveeiieeeiiiieeiee e - - - (161,5
Net income for the year ended September 30, 1998 - - 2,784,882 --

Balance at September 30, 1998 .................. $29,580 $21,330,075 $27,985,814 $798,8

ed

n)
es
le
€,
ax

Unearned
Employee
Stock
Ownership
Plan Shares
$(567,200)

200,000




Total
Treasury  Shareholders'

Stock Equity

Balance at September 30, 1997 .........cc....... $(4,358,158) $ 43,477,004
Purchase of 152,226 common shares of

treasury StoCK ........cccceeeiiiiieienniinns (3,271,203)  (3,271,203)
30,000 common shares committed to be

released under the ESOP ..........cccc...... - 654,460
Cash dividends declared on common stock

($.48 per share) .......cccccvvvveiiinnene -- (1,226,725)
Purchase of 1,033 common shares upon

exercise of stock options .................... (21,972) (21,972)
Issuance of 7,600 common shares from treasury

stock due to exercise of stock options ....... 159,807 50,668
Net change in unrealized appreciation on

securities available for sale, net of tax of

B(93,667) v - (161,551)
Net income for the year ended September 30, 1998 - 2,784,882
Balance at September 30, 1998 .................. $(7,491,526) $ 42,285,563

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

Years ended September 30, 1998, 1997 and 1996 1998 1997 1996
Cash flows from operating activities
Net iNnCOmMe ......oooeiiiiiiiiiiieeee .. $2,784,882 $ 3,641,956 $ 2,413, 565

Adjustments to reconcile net income to net cash
from operating activities

Depreciation, amortization and accretion, net .. 973,454 1,092,782 907, 721
Provision for loan losses ...........ccoc....... 1,662,472 120,000 100, 000
Provision for losses on foreclosed real estate . 299,532 - 20, 000
Gain on sales of securities available for sale, net (398,903) (216,614) (79, 317)
Proceeds from the sales of loans held for sale . 5,613,115 3,592,055 1,064, 000
Originations of loans held for sale ............ ... (5,613,115) (3,592,055) (1,064, 000)
Stock dividends from FHLB stock ................ -- -- (78, 900)
(Gain) loss on sales of office property, net ... -- -- (24, 739)
(Gain) loss on sales of foreclosed real estate, net 33,034 6,722 8, 630
Net change in
Accrued interest receivable 397,502 (337,062) (1,406, 034)
Other assets .........cccceveveene . 46,622 223,344 (399, 200)
Accrued interest payable .... . (231,005) (205,719) 348, 940
Accrued expenses and other liabilities ..... (152,159)  (2,348,712) 1,689, 497
Net cash from operating activities ...... 5,415,431 1,976,697 3,500, 163
Cash flows from investing activities
Net change in interest-bearing deposits in other
financial institutions ................c.oeeee 200,000 100,000 (300, 000)
Purchase of securities available for sale ......... ... (89,877,636) (67,569,576) (120,994, 759)
Proceeds from sales of securities available for sal e. 18,280,412 804,067 366, 829
Proceeds from maturities and principal repayment of
securities available for sale ................... .. 67,062,074 61,943,630 95,068, 472
Loans purchased (36,947,582) (29,819,316) (24,975, 540)
Net change in loans ..........cccccooiieeeinns ... 18,415,456 18,519,590 (3,599, 754)
Proceeds from sales of foreclosed real estate ..... 440,401 93,453 132, 842
Purchase of FHLB StocK .........cccccvvveeeennnnn. (447,700) (104,600) (1,355, 100)
Proceeds from redemption of FHLB stock ............ 571,200 -- - -
Purchase of lowa Bancorp, Inc., net of cash receive d. - - (5,217, 265)
Purchase of Central West Bancorporation, net of cas h
received .....occveveiiiiiiiiieeeee e -- -- (229, 430)
Purchase of premises and equipment, net ........... (227,895) (842,423) (845, 380)
Proceeds from sales of assets .........c.cccee..e. - -- 72, 925
Net cash from investing activities ............. ... (22,531,270) (16,875,175) (61,876, 160)
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Years ended September 30, 1998, 1997 and 1996
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 repurchase .........cccoceveeeeniiennn.
Net change in other borrowings .................
Net change in advances from borrowers for taxes
and INSUFANCE .........cceveevenivreeeennnes
Cash dividends paid ..........cccceevvveeeenne
Proceeds from exercise of stock options ........
Purchase of treasury stock ..........cc.........

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 disclosure of cash flow information
Cash paid during the year for:

INterest ...

Income taxes

Supplemental schedule of non-cash investing and
financing activities

Loans transferred to foreclosed real estate ....

Issuance of common stock for purchase of
Central West Bancorporation ..................

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

1998 1997 1996
$ 7,316,146 $ 599,642 $ (295,265)
30,426,308 12,110,330 18,548,037
198,850,000 143,000,000 210,000,000
(221,012,663) (137,861,578) (160,510,585)
2,274,567 (989,918) 1,640,000
(2,350,000) 1,500,000 -
(44,269) (40,756) (11,279)
(1,226,725) (962,682) (745,761)
28,696 335,991 94,500
(3,271,203)  (4,268,777) (630,710)
10,990,857 13,422,252 68,088,937
(6,124,982)  (1,476,226) 9,712,940
12,852,426 14,328,652 4,615,712
$ 6,727,444 $ 12,852,426 $ 14,328,652
$ 19,460,958 $ 17,264,776 $ 13,629,670
1,795,805 2,415,042 1,736,192
$ 1679984 $ 169,657 $ 220,474
- - 3,936,634

The accompanying notes are an integral part oktheasolidated financial statements.
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First Midwest Financial, Inc. and Subsidiaries
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS SEPTEMBE R 30, 1998,1997 AND 1996
NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation: The consolidated ficiahstatements include the accounts of First Miglvénancial, Inc., a bank holding
company located in Storm Lake, lowa, (the "Compauayitd its wholly-owned subsidiaries which includesEFederal Savings Bank of the
Midwest (the "Bank" or "First Federal"), Securitiafe Bank ("Security"), First Services Financiahltied, which offers brokerage services
and non-insured investment products and Brookiregsi& Corporation. All significant intercompanyldraces and transactions have been
eliminated.

Nature of Business, Concentration of Credit Ristt Brdustry Segment Information: The primary sowtacome for the Company is tl
purchase or origination of consumer, commerciahmercial real estate, and residential real estatiesl. See Note 5 for a discussion of
concentrations of credit risk. The Company accdpfsosits from customers in the normal course oinegs primarily in northwest and
central lowa and eastern South Dakota. The Comppayates primarily in the banking industry whicle@mts for more than 90% of its
revenues, operating income and assets.

Assets held in trust or fiduciary capacity are awdets of the Company and, accordingly, are natded in the accompanying consolidated
financial statements. At September 30, 1998 and 119Gst assets totaled approximately $14,165,0@0812,392,000, respectively.

Use of Estimates in Preparing Financial Statem@ite:preparation of financial statements in conforiwith generally accepted accounting
principles requires management to make estimagassumptions that affect the reported amountsssts, liabilities and disclosure of
contingent assets and liabilities at the date effittencial statements and the reported amounsvehue and expenses during the reporting
period. Actual results could differ from those psites.

Certain Significant Estimates: The allowance farldosses, fair values of securities and othenfira instruments, and stock-based
compensation expense, involve certain significatireates made by management. These estimatesvaaeed by management routinely &
it is reasonably possible that circumstances tkiat at September 30, 1998 may change in the mearfuture and that the effect could be
material to the consolidated financial statements.

Certain Vulnerability Due to Certain Concentratiol&nagement is of the opinion that no concentratiexist that make the Company
vulnerable to the risk of near-term severe impact.

Cash and Cash Equivalents: For purposes of regaztish flows, cash and cash equivalents is defmattlude the Company's cash on hand
and due from financial institutions and short-ténterest-bearing deposits in other financial ingitns. The Company reports net cash flows
for customer loan transactions, deposit transastimnerest-bearing deposits in other financialitnons, and short-term borrowings with
maturities of 90 days or less.

Securities: The Company classifies securities lirgid to maturity, available for sale and tradintpgaries. Held to maturity securities are
those which the Company has the positive intentadnility to hold to maturity, and are reported atcatized cost. Available for sale securities
are those the Compal



may decide to sell if needed for liquidity, assability management or other reasons. Availablesle securities are reported at fair value,
with unrealized gains and losses included as aagpaomponent of shareholders' equity, net of Taxding securities are bought principally
for sale in the near term, and are reported aw/lire with unrealized gains and losses includezhimings.

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. Inteaest dividend income, adjusted by amortizationwtthase premium or discount over the
estimated life of the security using the level gigiethod, is included in earnings.

Loans Held for Sale: Mortgage loans originated iatehded for sale in the secondary market areazhat the lower of cost or estimated
market value in the aggregate. Net unrealized foaserecognized in a valuation allowance by clargéncome.

Loan Servicing Rights: Effective October 1, 199%& Company adopted Statement of Financial Accogr8tandards ("SFAS") No. 122,
"Accounting for Mortgage Servicing Rights." Thisa&ment changed the accounting for mortgage sagvigjghts retained by a loan
originator. Under this standard, if the originasetls or securitizes mortgage loans and retainseflaged servicing rights, the total cost of the
mortgage loan is allocated between the loan
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(without the servicing rights) and the servicingitis, based on their relative fair values. Underpractice, all such costs were assigned to
the loan. The costs allocated to mortgage serviggigs are now recorded as a separate asset amanartized in proportion to, and over the
life of, the net servicing income. The carryinguabf the mortgage servicing rights are periodycallaluated for impairment. The effect of
adopting the statement was not material.

Loans Receivable: Loans receivable that managehasnthe intent and ability to hold for the fored#eduture or until maturity or pagftf are
reported at their outstanding principal balancgasted for any charge-offs, the allowance for lt@sses, and any deferred fees or costs on
originated loans and unamortized premiums or distsoan purchased loans.

Premiums or discounts on purchased loans are amditio income using the level yield method overr#eaining period to contractual
maturity, adjusted for anticipated prepayments.

Interest income on loans is accrued over the tdrieoloans based upon the amount of principaltanting except when serious doubt exists
as to the collectibility of a loan, in which cade taccrual of interest is discontinued. Interesbime is subsequently recognized only to the
extent that cash payments are received until, 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 Relateds: Loan fees and certain direct loan origamatiosts are deferred, and the net fe
cost is recognized as an adjustment to interestiiecusing the interest method.

Allowance for Loan Losses: Because some loans raapenrepaid in full, an allowance for loan losisesecorded. The allowance for loan
losses is increased by a provision for loan loskasged to expense and decreased by charge-offsf(rezoveries). Estimating the risk of
loss and the amount of loss on any loan is nedgssabjective. Management's periodic evaluatiothef adequacy of the allowance is based
on the Company's past loan loss experience, knorirdnerent risks in the portfolio, adverse sitoagi that may affect the borrower's ability
to repay, the estimated value of any underlyingat@lal, and current economic conditions. While aggment may periodically allocate
portions of the allowance for specific problem |I@tuations, the whole allowance is available foy bban charge-offs that occur.

Loans are considered impaired if full principalmierest payments are not anticipated in accordaiittethe contractual loan terms. Impaired
loans are carried at the present value of expduatace cash flows discounted at the loan's effecimterest rate or at the fair value of the
collateral if the loan is collateral dependent. dtmn of the allowance for loan losses is allodateimpaired loans if the value of such loans
is deemed to be less than the unpaid balancesd€thllocations cause the allowance for loan ladssesjuire an increase, such increase is
reported as a component of the provision for lamsés.

Smaller-balance homogeneous loans are evaluatéthp@irment in total. Such loans include residérfitiat mortgage loans secured by one-
to-four family residences, residential constructimains, and automobile, manufactured homes, homi¢yeand second mortgage loans.
Commercial loans and mortgage loans secured by pthperties are evaluated individually for impagmb Wher



analysis of borrower operating results and findrmdadition indicates that underlying cash flowgtod borrower's business are not adequate
to meet its debt service requirements, the loavaduated for impairment. Often this is associatét a delay or shortfall in payments of 90
days or more. Nonaccrual loans are often also densil impaired. Impaired loans, or portions therad charged off when deemed
uncollectible.

Foreclosed Real Estate: Real estate propertiesraddgtirough, or in lieu of, loan foreclosure an#ially recorded at fair value at the date of
acquisition, establishing a new cost basis. Anyicéidn to fair value from the carrying value of tiedated loan at the time of acquisition is
accounted for as a loan loss and charged agamstltdwance for loan losses. Valuations are pecaityi performed by management and
valuation allowances are adjusted through a chargeome for changes in fair value or estimatdlingecosts.

Income Taxes: The Company records income tax expeased on the amount of taxes due on its taxretus deferred taxes computed
based on the expected future tax consequencempbtary differences between the carrying amountstax bases of assets and liabilities,
using enacted tax rates. A valuation allowancee#dded, reduces deferred tax assets to the amqetted to be realized.
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Premises and Equipment: Land is carried at costdiBgs, furniture, fixtures and equipment are iEdrat cost, less accumulated depreciation
and amortization computed principally by using skraight-line method over the estimated usefulsliwéthe assets ranging from 3 to 40
years. These assets are reviewed for impairmergrBidAS No. 121 when events indicate the carrymgunt may not be recoverab

Employee Stock Ownership Plan: The Company accdantts employee stock ownership plan ("ESOP"a@cordance with AICPA
Statement of Position ("SOP") 93-6. Under SOP 98w cost of shares issued to the ESOP, but nalipetated to participants, are presented
in the consolidated balance sheets as a redudtisimapeholders' equity. Compensation expense @ ded based on the market price of the
shares as they are committed to be released @araibn to participant accounts. The differencevieen the market price and the cost of
shares committed to be released is recorded adjastraent to additional paid-in capital. Dividerwsallocated ESOP shares are recorded as
a reduction of retained earnings; dividends arepaat on unearned ESOP shares.

Financial Instruments with Off-Balan&heet Risk: The Company, in the normal course sin@ss, makes commitments to make loans w
are not reflected in the consolidated financialesteents. A summary of these commitments is disdlas&lote 16.

Intangible Assets: Goodwill arising from the acdfigs of subsidiary banks is amortized over 15 gasing the straight-line method. As of
September 30, 1998 and 1997, unamortized goodwlled approximately $4,497,815 and $4,862,74 peets/ely. Amortization expense
was $364,932, $363,923 and $170,070 for the yemsdeSeptember 30, 1998, 1997 and 1996.

Securities Sold Under Agreements to RepurchaseCBmepany enters into sales of securities undereaggats to repurchase with primary
dealers only, which provide for the repurchaseéhefsame security. Securities sold under agreenmptechase identical securities are
collateralized by assets which are held in safekegp the name of the Bank by the dealers whonaied the transaction. Securities sold
under agreements to repurchase are treated asifigarand the obligations to repurchase such sesudre reflected as a liability. The
securities underlying the agreements remain irafiset accounts of the Company.

Stock Dividends: Common share amounts relatedad&®OP plan, stock compensation plans and earaidjgividends per share are
restated for stock splits and stock dividends,uditig the three-for-two stock split effected in fbem of a 50% stock dividend which was
paid on January 2, 1997.

Earnings Per Common Share: Basic and diluted egsmper common share are computed under a new d@oupstandard effective beginni
with the quarter ended December 31, 1997. All peamings per common share amounts have beereastadbe comparable. Basic earnings
per common share is based on the net income dilagéke weighted average number of common sharssamaling during the period. ESOP
shares are considered outstanding for earningsgmemon share calculations as they are committée t@leased; unearned ESOP shares are
not considered outstanding. Management recognatimhretention plan shares are considered outsigfalilbasic earnings per common st
calculations as they become vested. Diluted easreg common share shows the dilutive effect oftenhél potential common shares
issuable under stock options and nonvested sheseed under management recognition and retentaors,



Reclassifications: Certain amounts in the 1997 H3f#b consolidated financial statements were reified$o conform with the 1998
presentation.

Stock Compensation: Expense for employee compemsatider stock option plans is based on Accouririigciples Board ("APB") Opinio
25, with expense reported only if options are grdrdelow market price at grant date. If applicadlisclosures of net income and earnings
share are provided as if the fair value methodfAS No. 123 were used for stock-based compensation.

New Accounting Pronouncements: During the nextyears, new accounting pronouncements that haveisseed will take effect ar
others are expected. These are summarized below.

In the future, several new accounting pronounceseiit be implemented. Statement No. 130 requitgkér comprehensive income" and
"comprehensive income" to be displayed along withincome. Other comprehensive income includesgd®gmm unrealized gains and losses
on available for sale securities, the offset of sgransion liabilities currently recorded as reduwiin equity, foreign currency translation,

in the future will also include deferred hedgingngaand losses.
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Comprehensive income is net income plus other cehgrsive income.

Statement No. 131 for public companies redefingssat reporting to follow how each company's cbigdérating decision maker gets
information about business segments to make opgrdgcisions.

Statement No. 132 increases and revises pensiordjgelosures for public companies, and simplifiesh disclosures for nonpublic
companies.

Statement No. 133 on derivatives will, in 2000,uieg all derivatives to be recorded at fair valnehie balance sheet, with changes in fair
value run through income. If derivatives are docnted and effective as hedges, the change in tlieatige fair value will be offset by an
equal change in the fair value of the hedged item.

Statement No. 134 on mortgage banking will, in 1998w mortgage loans that are securitized tolassified as trading, available for sale
in certain circumstances held to maturity. Cursettiese must be classified as trading.

Implementation guidance on Statement No. 125 Waliiy the requirement for loan participations tntain the right for the purchaser to
resell the participation, to avoid classifying fiearticipation as a secured borrowing instead @daction of loans.

Proposals will require that purchased loans, inolgidhose acquired in the purchase of an entiré Hamrecorded net of estimated
uncollectible loans. This means that no allowamcddan losses will carry over or be recorded ektiepugh subsequent expense, although
subsequent losses equal to the amount estimageacitase will not be shown as charge-offs.

The AICPA guidance for financial institutions iis iccounting guide will be revised to conform torent literature, make a few changes, and
combine the banking/savings guide, credit uniow, famance company guides, eliminating some diffeesrtherein. Some changes will be to
disclose loans past due 90 days or more thatilrersaccrual and to disclose the policy for ctiaggoff loans.

The FASB continues to study several issues, inofpdecording all financial instruments at fair v@land abolishing pooling of interests
accounting. Also, it is likely that APB 25's measmient for stock option plans will be limited to doyees and not to nonemployees such as
directors, thereby causing compensation expensgdok options to director



NOTE 2 - EARNINGS PER COMMON SHARE

A reconciliation of the numerators and denominatmed in the computation of basic earnings per comshare and diluted earnings per
common share is presented below.

Year ended September 30, 1998 1997 1996
Basic Earnings Per Common Share:
Numerator
Net income ..........ccoceeveee $ 2,784, 882 $3,641,956 $2,413,565

Denominator
Weighted average common
shares outstanding ............... 2,646, 105 2,822,021 2,682,650

Less: Weighted average unallocated
ESOP shares .........ccccceeeene (71, 327) (101,375) (130,662)

Weighted average common shares
outstanding for basic earnings per
common share ..................... 2,574, 778 2,720,646 2,551,988

Basic earnings per common share ....... $ 1 08 $ 134 $ .95
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NOTE 2 - EARNINGS PER COMMON SHARE (Continued)

Year ended September 30, 1998 1997 1996
Diluted Earnings Per Common Share
Numerator

Netincome ........cccceveennen. $2,784,882 $3,641,956 $2,413,565

Denominator
Weighted average common
shares outstanding for basic
earnings per common share ..... 2,574,778 2,720,646 2,551,988

Add: Dilutive effects of assumed
exercises of stock options .... 127,862 130,638 136,811
Weighted average common
and dilutive potential
common shares outstanding ..... 2,702,640 2,851,284 2,688,799

Diluted earnings per common share .. $ 1.03 $ 128 $ .90

Incentive stock options for 55,500 shares of comstonk, granted during the year ended September93,, were not considered in
computing diluted earnings per common share foy#se ended September 30, 1997 because they wiédudive. Additionally, on
September 30, 1998 the Company granted stock apfibwrii3,418 shares of common stock which may affexcomputation of diluted
earnings per common share in future periods.

During the year ended September 30, 1998, the Coyng@leemed approximately 5.6% of its beginning yesstanding common shares
(152,226 shares) under its common stock repurghaggam. This repurchase will affect the Compafytisre earnings per common share
computations by reducing amounts available for shvent and weighted average shares outstanding.

NOTE 3 - ACQUISITIONS

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

Presented below are the consolidated proformatsestibperations of the Company for the year eréigatember 30, 1996, assuming the
lowa Bancorp acquisition had occurred as of therimgg of the fiscal yeal



Net interest income

Net income

Earnings per common and common
equivalent share
Basic earnings per common share
Diluted earnings per common share
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$10,467,578
2,268,794

$.89
$.84



NOTE 3 - ACQUISITIONS (Continued)

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 purehansaction with $33 million in assets. Each slwdrCentral West's common stock was
exchanged for $18.04 in cash and 2.3528 sharéed@dmpany's common stock. The Company paid appedgly $1.3 million and issued
256,737 common shares valued at $15.33 per starestated for the three-for-two stock split paidianuary 2, 1997, for a total value of
$3,936,634. Central West's results of operatioasraluded in the consolidated income statemethi@Company beginning as of the
purchase date.

Presented below are the consolidated proformatsesiibperations of the Company for the year eréigatember 30, 1996, assuming the
Central West acquisition had occurred as of thénmigg of the fiscal year.

Net interest income $11,326,730
Net income 2,410,218
Earnings per common and common

equivalent share

Basic earnings per common share $.86

Diluted earnings per common share $.82

NOTE 4 - SECURITIES

YEAR END SECURITIES AVAILABLE FOR SALE WERE AS FOLL OWS:

Gross Gross

Amortized Unrealized Unrealized Fair
1998 Cost Gains Losses Value
Debt securities
Trust preferred ..........c.cc.. $ 27,638,03 0 $ 61,333 $ (443,567) $27,255,796
Obligations of states and

political subdivisions .......... 1,307,07 6 34,588 (711) 1,340,953

U.S. Government and federal agencies  26,985,52 3 786,407 (77)y 27,771,853
Mortgage-backed securities ......... 61,767,55 5 778,961 (92,073) 62,454,443

117,698,18 4 1,661,289 (536,428) 118,823,045
Marketable equity securities ....... 1,638,18 1 315,815 (167,510) 1,786,486

$119,336,36 5 $1,977,104 $ (703,938) $120,609,531




1997

Debt securities
Obligations of states and
political subdivisions .......... $ 1,367,42
U.S. Government and federal agencies  68,129,13
Mortgage-backed securities ......... 43,644,37
113,140,93
Marketable equity securities

1,315,73

1
2
7
0
1

=
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$ 26299 $ (3,775 $ 1,389,945

543,889 (188,059) 68,484,962
882,930 (102,162) 44,425,145
1,453,118 (293,996) 114,300,052

369,652 (390) 1,684,993

$1,822,770 $ (294,386) $115,985,045




NOTE 4 - SECURITIES (Continued)

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

September 30, 1998

Amortized Fair

Cost Value
Due in one year or 1eSS .......ccccueene $ 1,558,889 $ 1,567,466
Due after one year through five years ...... 11,373,772 11,609,811
Due after five years through ten years ..... 15,359,937 15,935,529
Due after 10 years ......ccccccveveeeeenn. 27,638,031 27,255,796
55,930,629 56,368,602
Mortgage-backed securities ................. 61,767,555 62,454,443

$ 117,698,184  $118,823,045

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

Yea rs Ended September 30,
1997 1996
Proceeds from sales .. $18,280,412 $804,067 $366,829

Gross gains on sales ........... 398,903 216,614 79,317



NOTE 5 - LOANS RECEIVABLE, NET

Year end loans receivable were as follows:

1998 1997
One to four family residential mortgage loans:
Insured by FHA or guaranteed by VA .......... $ 299,454 $ 388,589
Conventional ........ccccoccuvveeeininennn. 85,499,468 73,514,864
CONSEIUCLION ...ooovieiieieiiiiie e 32,989,982 21,263,847
Commercial and multi-family real estate loans .. 66,845,149 74,869,777
Agricultural real estate loans ................. 10,536,857 11,732,395
Commercial business 10ans ............c......... 21,587,249 18,456,004
Agricultural business loans ................... 37,233,902 38,650,322
ConsuMEr loans .........ccceeeevvveereennnns 26,238,825 27,397,629
281,230,886 266,273,427
Less: Allowance for loan losses ............... (2,908,902) (2,379,091)
Undistributed portion of loans in process (7,738,379) (8,700,400)
Net deferred loan origination fees ...... (297,416) (552,965)

$ 270,286,189 $ 254,640,971
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NOTE 5 - LOANS RECEIVABLE, NET (Continued)

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

1 998 1997 1996
Beginning balance ...........c............ $2.3 79,091 $2,356,113 $1,649,520
Provision for loan losses ................ 1,6 62,472 120,000 100,000
Recoveries ........ccccceeveeiiiiieeenne 33,635 25,638
lowa Bancorp allowance at acquisition date - 132,500
Central West allowance at acquisition date -- 563,310
Charge-offs .......cccccovvviniiennnnn. 1,1 66,296) (122,660) (89,217)
Ending balance ...........c.ccccoeeen... $2,9 08,902 $2,379,091 $2,356,113

Virtually all of the Company's originated loans &wdowa and South Dakota-based individuals an@dmiggtions. The Company's purchased
loans totalled approximately $93,482,000 at Sepe&zr3b, 1998 and were secured by properties located,percentage of total loans, as
follows: 10% in Washington, 5% in Wisconsin, 4%Minnesota, 2% in New Mexico, 2% in North Dakota, B¥&outh Dakota, and the
remaining 8% in sixteen other states. The Compgmurshased loans totalled approximately $75,85180(eptember 30, 1997 and were
secured by properties located, as a percentaggabidans, as follows: 6% in Wisconsin, 5% in Wagkton, 3% in Minnesota, 2% in lowa,
2% in North Dakota and the remaining 10% in sevemtgther states.

The Company originates and purchases commerciadstste loans. These loans are considered by rearead to be of somewhat greater
risk of uncollectibility due to the dependency aname production. The Company's commercial reatesvans include approximately
$8,100,000 and $10,776,000 of loans secured byngi®mes at September 30, 1998 and 1997, resphctivhe remainder of the
commercial real estate portfolio is diversifiedibglustry. The Company's policy for requiring cadiatl and guarantees varies with the
creditworthiness of each borrower.

The amount of restructured and related party l@snsf September 30, 1998 and 1997 were not signifidhe amount of non-accruing loans
as of September 30, 1998 and 1997 were $3,164/2082875,000, respectively.

Impaired loans were as follows:

1998 1997

Year end loans with no allowance for loan losses

allocated .........ccoeevveveeieeieeieeeae $ - 3
Year end loans with allowance for loan losses

allocated ........cceoeovviieiiiiiiie e, 912,629 2,131,692
Amount of the allowance allocated ................. 240,300 337,600
Average of impaired loans during the year ......... 677,696 1,707,690
Interest income recognized during impairment ...... -- 49,000
Cash-basis interest income recognized ............. -- 49,000
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NOTE 6 - FORECLOSED REAL ESTATE

Year end foreclosed real estate was as follows:

1998 1997
Foreclosed real estate ..........cccoccevveereene . $1,362,849 $156,300
Less: Allowance for foreclosed real estate losses . (299,532) --

$1,063,317 $156,300

Activity in the allowance for foreclosed real estiisses for the years ended September 30 watiasgsio

1998 1997 1996

Balance, beginning of period ................. $ -  $5000 $ -

Provision for losses on foreclosed real estate 299,532 - 20,000
Less: Losses charged against allowance ...... - (5,000) (15,000)
Balance, end of period ............c.......... $ 299,532 $ -- $ 5,000

NOTE 7 - LOAN SERVICING

Mortgage loans serviced for others are not repatedssets. The unpaid principal balances of fbass at year end were as follows:

1998 1997
Mortgage loan portfolios serviced
for FNMA ... $ 6,766,000 $4,884,000
Other ....ccoviieiieiieeeee 4,198,000 1,000,000
Total coveeeeeeee $10,964,000 $5,884,000

Custodial escrow balances maintained in conneetitinthe foregoing loan servicing were approximat&l11,000 and $19,000 at Septerr
30, 1998 and 1997, respective



NOTE 8 - PREMISES AND EQUIPMENT, NET

Year end premises and equipment were as follows:

Land ..ooveeeeeeeieee e $
Buildings ....coovveeeeiiiiiiiiiiieees
Furniture, fixtures and equipment ........

Less accumulated depreciation ............

1998 1997

535,233 $ 535,233
4,674,969 4,607,698
2,450,526 2,292,295
7,660,728 7,435,226

3,611,783)  (3,258,915)

4,048,945 $4,176,311

Depreciation of premises and equipment includesttupancy and equipment expense was $355,261,48U6énd $214,201 for the years

ended September 30, 1998, 1997 and 1996.
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NOTE 9 - DEPOSITS

Jumbo certificates of deposit in denominations 000 or more was approximately $14,183,000 d:19255,000 at year end 1998 and
1997.

At September 30, 1998, the scheduled maturitieguificates of deposit were as follows for therngeanded September 30:

1999 $ 143,137,661
2000 60,253,793
2001 11,322,012
2002 2,261,005
2003 3,853,953
Thereafter 302,551

NOTE 10 - ADVANCES FROM FEDERAL HOME LOAN BANK

At September 30, 1998, advances from the FHLB of Meines with fixed and variable rates ranging fe:®5% to 7.82% mature in the y¢
ending September 30 as follows:

1999 $ 21,600,000
2000 14,600,000
2001 7,200,000
2002 5,863,562
2003 -
Thereafter 36,000,000
$ 85,263,562

The Bank and Security have executed blanket pladgeements whereby the Bank and Security assaysfar and pledge to the FHLB and
grant to the FHLB a security interest in all prdgatow or hereafter owned. However, the Bank antl8gy have the right to use, commingle
and dispose of the collateral they have assignduet&HLB. Under the agreements, the Bank and 8genust maintain "eligible collateral”
that has a "lending value" at least equal to tequired collateral amount,” all as defined by theeaments.

At year end 1998 and 1997, the Bank and Securigigeld securities with amortized costs of approaiga$41,980,000 and $83,544,000 and
fair values of approximately $42,636,000 and $84,260 against specific FHLB advances. In additqralifying mortgage loans of
approximately $82,165,000 and $65,305,000 weregeleéds collateral at year end 1998 and 1997.
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NOTE 11 - SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE

Year end securities sold under agreements to repsectotaled $4,074,567 and $1,800,000 for 1998 88d. An analysis of securities sold
under agreements to repurchase is as follows:

Years ended

1998 1997
Highest month-end balance $ 4,074,567 $ 2,789,918
Average balance 2,915,614 2,284,590
Weighted average interest rate during the period 5.80% 5.62%
Weighted average interest rate at end of period 5.71% 5.79%

At year end 1998, securities sold under agreentemtspurchase had maturities ranging from 1 to 2@thms with a weighted average maturity
of 6 months. The Company pledged securities witbréimed costs of approximately $4,285,000 and $2@® and fair values of
approximately $4,439,000 and $2,380,000, respdygtiaéyear end 1998 and 1997 as collateral fousées sold under agreements to
repurchase.

NOTE 12 - OTHER BORROWINGS

Other borrowings at year end 1998 and 1997 combaft&550,000 and $2,900,000 of advances from #uefal Reserve Bank of Chicago.
The advances outstanding at year end 1998 hadbgoSmterest rate and were due October 2, 1998 Cidmpany pledged securities with
amortized costs of approximately $1,499,000 and%3000 and fair values of approximately $1,512 806 $3,507,000 at year end 1998
1997 as collateral for other borrowings.

NOTE 13 - EMPLOYEE BENEFITS

Employee Stock Ownership Plan (ESOP): The Compaaiptains an ESOP for eligible employees who ha@8@ hours of employment wi
the Bank and who have attained age 21. The ESQBvbed $1,534,100 from the Company to purchase 230shares of the Company's
common stock. Collateral for the loan is the unedrshares of common stock purchased with the loacepds by the ESOP. The loan will
repaid principally from the Bank's discretionanntributions to the ESOP over a period of 8 yeal® ihterest rate for the loan is 8%. Shares
purchased by the ESOP are held in suspense faatiho among participants as the loan is repai@E8xpense of $654,460, $495,740 and
$451,500 was recorded for the years ended Septe3ba®98, 1997 and 1996. Contributions of $200,8200,000 and $200,000 were m

to the ESOP during the years ended September 88, 1997 and 1996.

Contributions to the ESOP and shares releaseddtmmense in an amount proportional to the repayofahe 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 receivasduced benefit based on the ESOP's vesting s@hdelifeitures are reallocated among
remaining participating employees, in the same @rign as contributions. Benefits are payable mftirm of stock upon termination of
employment. The Company's contributions to the EGf@mot fixed, so benefits payable under the E&®iRot be estimate



ESOP participants are entitled to receive distidng from their ESOP accounts only upon terminatibservice.

For the years ended September 30, 1998, 1997 &€j 20,000, 30,000 and 30,000 shares with an agdeagvalue of $21.82, $16.52 and
$15.05 per share, respectively, were committeceteeleased. Also, for the years ended Septembdrd®8, 1997 and 1996, allocated shares
and total ESOP shares reflects 8,617, 4,517 a8 2Bares withdrawn from the ESOP by participarits are no longer with the Company,
net of shares purchased for dividend reinvestment.
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NOTE 13 - EMPLOYEE BENEFITS (Continued)

Year end ESOP shares are as follows:

1998 1997 1996
Allocated shares .................... 157,128 135,745 110,262
Unearned shares ...........cccuvee. 55,080 85,080 115,080

220,825 225,342

$1,690,965 $1,860,460

Stock Options and Incentive Plans: Certain offi@erd directors of the Company have been grantadrapto purchase common stock of the
Company pursuant to stock option plans.

SFAS No. 123, which became effective for stock-dasmmpensation during fiscal years beginning december 15, 1995, requires
proforma disclosures for companies that do not aidefair value accounting method for stock-basetployee compensation for awards
granted in the first fiscal year beginning aftecBmber 15, 1994. Accordingly, the following prof@nmformation presents net income and
earnings per share had the fair value method bseth to measure compensation cost for stock optarspThe exercise price of options
granted is equivalent to the market value of unydegl stock at the grant date. Accordingly, compénsacost actually recognized for stock
options was $-0- for 1998, 1997 and 1996.

The fair value of options granted during 1998, 188d 1996 is estimated using the following weigkagdrage information: risk-free interest
rate of 4.49%, 6.44% and 6.18%, expected life @fyéars, expected dividends of 2.69%, 2.02% an@4 .Per year and expected stock price
volatility of 20%, 18% and 18% per year.

19 98 1997 1996
Net income as reported ......... $ 2,784 882 $ 3,641,956 $ 2,413,565
Proforma net income ............ $ 2,689 596 $ 3,531,215 $ 2,266,238

Reported earnings per common and
common equivalent share
BasSiC .vovveeeireiene, $ 1.08 $ 134 $ .95
Diluted ......cccccvvvunnnn $ 103 $ 128 $ .90

Proforma earnings per common and
common equivalent share

Basic .......coceeeiciiiis $ 1.04 $ 1.30 $ .89
Diluted ........cccoceeee $ 1.00 $ 124 $ .84

In future years, the proforma effect of not applythis standard is expected to increase as additaptions are granted.
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NOTE 13 - EMPLOYEE BENEFITS (Continued)

Stock option plans are used to reward employeepanide them with an additional equity interesptions are issued for 10 year periods,
with 100% vesting generally occurring 48 montheiaffrant date. At fiscal year end 1998, 151,11 Tesheere authorized for future grants.
Information about option grants follows.

Number Weighted-average
of options exercise price

Outstanding, September 30, 1995 ............... 264,141 $ 6.80
Granted .......cccoocvvveiiiiiieee e 58,740 15.44
EXercised .........cocceiiiiiiiiiiiiieeeee (14,175) 6.67
Forfeited ........cooovieiiiiiiiee . - -
Outstanding, September 30, 1996 ............... 308,706 8.45
Granted .......cccooceeiiiiiiiiiee e 69,930 17.91
Exercised .......ccocovieieiiiieiiiiiii, (51,838) 9.87
Forfeited .... e ————— (1,500) 14.75
Outstanding, September 30, 1997 ............... 325,298 10.23
Granted .......cccooceeieiiiiiiiee e 13,418 17.88
Exercised ... (7,600) 6.67
Forfeited .......cccovveveiiiiic e, - --
Outstanding, September 30, 1998 ............... 331,116 $ 10.62

The weighted-average fair value per option fora@migranted in 1998, 1997 and 1996 was $2.01, &hd33.52. At year end 1998, options
outstanding had a weighted-average remaining fife 29 years and a range of exercise price frori %t $20.13.

Options exercisable at year end are as follows.

Number Weighted-average
of option s exercise price
1996 242,487 $8.89
1997 269,798 $8.77

1998 285,491 $9.54



Management Recognition and Retention Plans: Thepaagngranted 7,191 and 106,428 (8,986 of which heen forfeited under terms of
the Plan due to termination of service) restrictedres of the Company's common stock on May 23} 488 September 20, 1993,
respectively, to certain officers of the Bank pansiuto a management recognition and retention (phen"Plan”). The holders of the restricted
stock have all of the rights of a shareholder, pktieat they cannot sell, assign, pledge or trareig of the restricted stock during the
restricted period. The restricted stock vestsrateof 25% on each anniversary of the grant datpense of $-0-, $41,947 and $117,064 was
recorded for these plans for the years ended 11988, and 1996. There was no remaining unamortinedmed compensation value of the
plans at September 30, 1998 or 1997.
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NOTE 14 - INCOME TAXES

The Company, the Bank and its subsidiaries andridgéile a consolidated federal income tax retoma fiscal year basis. Prior to fiscal year
1997, if certain conditions were met in determiniagable income as reported on the consolidategréthcome tax return, the Bank was
allowed a special bad debt deduction based oncepege of taxable income (8% for 1996) or on $i@etexperience formulas. The Bank
used the percentage of taxable income method éotathyear ended September 30, 1996. Tax legislptissed in August 1996 now requires
the Bank to deduct a provision for bad debts femarposes based on actual loss experience anptueedhe excess bad debt reserve
accumulated in tax years beginning after Septer®3®et987. The related amount of deferred tax lighithich must be recaptured is
approximately $554,000 and is payable over a six period beginning no later than the tax yearmmp&eptember 30, 1999.

The provision for income taxes consists of:

1998 1997 1996
Federal
current .............. $2,012,841 $1,599,255 $ 1,735,099
Deferred ............. (230,887) 569,133 (282,756)
1,781,954 2,168,388 1,452,343
State
Current .............. 304,679 314,712 290,825
Deferred (83,113) 18,969 (46,845)
221,566 333,681 243,980
Income tax expense ...... $ 2,003,520 $2,502,069 $ 1,696,323

Total income tax expense differs from the statufederal income tax rate as follows:

Years ended September 30,

1998 1997 1996
Income taxes at 34% Federal tax rate ....... $ 1,628,000 $2,089,000 $1,397,000
Increase (decrease) resulting from:
State income taxes - net of federal benefit 146,000 220,000 161,000
Excess of cost over net assets acquired .... 124,000 124,000 58,000
Excess of fair value of ESOP shares released
OVEN COSE cuveveiiieiiieeiiee e 155,000 101,000 86,000
Other - net .....cocoveiiiiiiiees (49,480) (31,931) (5,677)
Total income tax expense .................. $ 2,003,520 $2,502,069 $1,696,323
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NOTE 14 - INCOME TAXES (Continued)

Year end deferred tax assets and liabilities coos$is

1998 1997
Deferred tax assets:
Bad debts ....ccooovevvviiieeiee e . $ 375,000 $ 128,000
Deferred loan fees .....cccoovvvvvevveveeeeee. 111,000 140,000
Management incentive program ........ccceeeeeeee. i, - 27,000
Allowance for foreclosed real estate losses.... ... 118,000
Other items ..o e 46,000 101,000

650,000 396,000

Deferred tax liabilities:

Federal Home Loan Bank stock dividend ......... ... (452,000) (452,000)
Accrual to cash basis .......cccooeeeveeeeeee. Ll (178,000) (258,000)
Net unrealized appreciation on securities availa ble for sale (474,346) (568,013)
Other oo (76,000) (56,000)

Valuation allowance .........ccccccevevvvvccveeees e

Net deferred tax asset (liability) ........cc...... . ... $ (530,346) $ (938,013)

Federal income tax laws provide savings banks aditiitional bad debt deductions through Septembet @87, totaling $6,744,000 for the
Bank. Accounting standards do not require a defeiar liability to be recorded on this amount, whi@bility otherwise would total
$2,300,000 at September 30, 1998 and 1997. If #nkBrere liquidated or otherwise ceases to be k baif tax laws were to change, the
$2,300,000 would be recorded as expense.

NOTE 15 - CAPITAL REQUIREMENTS AND RESTRICTIONS ON RETAINED EARNINGS

The Company has two primary subsidiaries, FirseFadand Security. First Federal and Security abgest 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 aresalbgect to qualitative judgments by the
regulators about components, risk weightings ahdrdictors.

Regulations require First Federal to maintain minmimcapital amounts and ratios as set forth beloan&gement believes, as of September
30, 1998, that First Federal meets the capital @aggrequirements.
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NOTE 15 - CAPITAL REQUIREMENTS AND RESTRICTIONS ON RETAINED EARNINGS
(Continued)

First Federal's actual capital and required capitabunts and ratios are presented below:

M inimum

Requ irement

Minimum To Be Well
Requirement Capitalize d Under

For Capital Prompt Co rrective

Actual  Adequacy Purposes Action Pro visions

Amount Ratio  Amount Ratio  Amount Ratio

(DOLLARS IN THOUSANDS)

As of September 30, 1998

Total Capital (to risk weighted assets) $33,520 13.2% $ 20,396 8.0%  $25,495 10.0%
Tier 1 (Core) Capital

(to risk weighted assets) ........... $31,113 12.2%  $10,198 4.0%  $15,297 6.0%
Tier 1 (Core) Capital

(to adjusted total assets) .......... $31,113 8.3%  $11,219 3.0% N/A N/A
Tangible Capital

(to adjusted total assets) .......... $31,113 83% $5,610 1.5% N/A N/A
Tier 1 (Core) Capital

(to average assets) ................ $31,113 8.8%  $14,108 4.0% $17,635 5.0%
As of September 30, 1997
Total Capital (to risk weighted assets) $31,239 14.1%  $17,780 8.0%  $22,225 10.0%
Tier 1 (Core) Capital

(to risk weighted assets) ........... $29,465 13.3%  $8,890 4.0%  $13,335 6.0%
Tier 1 (Core) Capital

(to adjusted total assets) .......... $29,465 8.2%  $10,791 3.0% N/A N/A
Tangible Capital

(to adjusted total assets) .......... $29,465 8.2%  $5,396 1.5% N/A N/A
Tier 1 (Core) Capital

(to average assets) ................. $29,465 8.8%  $13,383 4.0%  $16,728 5.0%

Regulations of the Office of Thrift Supervision linthe amount of dividends and other capital disttions that may be paid by a savings
institution without prior approval of the Office @hrift Supervision. The regulatory restrictiorbigsed on a three-tiered system with the
greatest flexibility being afforded to well-capitadd (Tier 1) institutions. First Federal is cuttgra Tier 1 institution. Accordingly, First
Federal can make, without prior regulatory approdaiributions during a calendar year up to 10G%sonet 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 Septemberl398, approximately $6,500,000 of First Federatained earnings was potentially
available for distribution to the Compar



Quantitative measures established by regulati@nsure capital adequacy require Security to maimanimum amounts and ratios (set forth
in the table below) of total risk-based capital it 1 capital (as defined in the regulationspis&-weighted assets (as defined), and a
leverage ratio consisting of Tier 1 capital (asrd) to average assets (as defined). Managembetds as of September 30, 1998, that
Security meets all capital adequacy requirementghioh it is subject.

As of the most recent notification date, the Feldeeposit Insurance Corporation categorized Secastwell capitalized under the regulatory
framework for prompt corrective action. To be catézed as well capitalized Security must maintainimum, Tier 1 risk-based, Tier 1
leverage and total risk-based capital ratios afosét in the table below. There are no conditiongvents since that notification that
management believes have changed the institutategory. At September 30, 1998, approximately Bl pf Security's retained earnings
was potentially available for distribution to ther@pany.
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NOTE 15 - CAPITAL REQUIREMENTS AND RESTRICTIONS ON RETAINED EARNINGS
(Continued)

Security's actual capital and required capital amand ratios are presented below:

Minimum Require ment

Minimum To Be Well

Requirement  Capitalized U nder

For Capital Prompt Correc tive

Actual  Adequacy Purposes  Action Provis ions

Amount Ratio Amount Ratio  Amount Ratio

(DOLLARS IN THOUSANDS)
As of September 30, 1998

Total Capital (to risk weighted assets) . $3,751 16.7%  $1,794 8.0% $2,242 10.0%
Tier 1 Capital (to risk weighted assets) $3,469 155% $ 897 4.0% $1,345 6.0%
Tier 1 Capital (to average assets) ...... $3,469 8.8%  $1,585 4.0% $1,981 5.0%
As of September 30, 1997

Total Capital (to risk weighted assets) . $3,744 13.9%  $2,148 8.0% $2,685 10.0%
Tier 1 Capital (to risk weighted assets) $3,406 12.7%  $1,074 4.0% $1,611 6.0%
Tier 1 Capital (to average assets) ...... $3,406 9.9% $1,379 4.0% $1,724 5.0%

NOTE 16 - COMMITMENTS AND CONTINGENCIES

In the normal course of business, the Company'sidialoy banks make various commitments to exterditwhich are not reflected in the
accompanying consolidated financial statements.

At September 30, 1998 and 1997, loan commitmergsoapnated $27,353,000 and $15,782,000, respegtieatluding undisbursed portio
of loans in process. Loan commitments at Septe@®et 998 included commitments to originate fixetkdaans with interest rates ranging
from 6.5% to 12.50% totaling $6,142,000 and adpistaate loan commitments with interest rates nagdiom 8.3% to 10.25% totaling
$9,277,000. The Company also had commitments tchaise adjustable rate loans of $9,934,000 withesteates ranging from 7.75% to
9.75%, and commitments to purchase $2,000,00&éu fiate loans at 7.45% as of year end 1998. Loamitments at September 30, 1997
included commitments to originate fixed-rate loarith interest rates ranging from 7.37% to 11.50%ling $4,876,000 and adjustable-rate
loan commitments with interest rates ranging fraB%7 to 12.0% totaling $5,523,000. The Company hib commitments to purchase
adjustable-rate loans of $5,343,000 with interats ranging from 8.395% to 10.00%, and commitmienpairchase $40,000 in fixed rate
loans at 9.0% as of year end 1997. Commitmentg;iwduie disbursed subject to certain limitationseea over various periods of time.
Generally, unused commitments are canceled upanag¢iom of the commitment term as outlined in eaxtividual contract.

The exposure to credit loss in the event of nonfopmance by other parties to financial instrumdotscommitments to extend credit is
represented by the contractual amount of thoseuimgnts. The same credit policies and collateiguirements are used in making
commitments and conditional obligations as are tdisedr-balanc-sheet instrument:



Since certain commitments to make loans and to fimeg of credit and loans in process expire witlming used, the amount does not
necessarily represent future cash commitmentsdditian, commitments used to extend credit are@gents to lend to a customer as long as
there is no violation of any condition establisl®ethe contract.

Securities with amortized costs of approximately6$3,000 and $5,835,000 and fair values of appratety $7,859,000 and $5,710,000 at
September 30, 1998 and 1997, respectively, wedgptkas collateral for public funds on deposit.

Securities with amortized costs of approximatelys$&,000 and $2,077,000 and fair values of appratey $6,827,000 and $2,149,000 at
September 30, 1998 and 1997, respectively, wedgptkas collateral for individual, trust, and estposits.

Under employment agreements with certain executfieers, certain events leading to separation ftbenCompany could result in cash
payments totaling approximately $2,794,000 as pt&aber 30, 1998.

The Company and its subsidiaries are subject taiceclaims and legal actions arising in the ordiraurse of business. In the opinion of
management, after
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NOTE 16 - COMMITMENTS AND CONTINGENCIES (Continued)

consultation with legal counsel, the ultimate dspon of these matters is not expected to havanal adverse effect on the consolidated
financial position or results of operations of hempany.

NOTE 17 - PARENT COMPANY FINANCIAL STATEMENTS

Presented below are condensed financial staterfmrttse parent company, First Midwest Financiat. In

CONDENSED BALANCE SHEETS
September 30, 1998 and 1997

1998 1997

ASSETS
Cash and cash equivalents ...........cccocceeeeeee. L $ 104,518 $ 2,166,091
Securities available forsale ...........ccceeee.. L. 4,257,486 1,254,610
Investment in subsidiary banks .. 40,643,747 39,309,383
Loan receivable from ESOP ....... 367,200 567,200
Other @ssets .....ccccccvvvvvveevvcieieeiiee 131,945 306,656
Total @SSetS .coovevviiiiiiecie e $ 45,504,896 $ 43,603,940
LIABILITIES
Loan payable to subsidiary banks ................... . .. $ 3,050,000 $ -
Accrued expenses and other liabilities ............. ... 169,333 126,936
Total liabilities ...ccccoooveviiiiiciceeee 3,219,333 126,936
SHAREHOLDERS' EQUITY
CommOoN StOCK .......vvveeeiiiriiee e 29,580 29,580
Additional paid-in capital ........................ 21,330,075 20,984,754
Retained earnings - substantially restricted ...... 27,985,814 26,427,657
Net unrealized appreciation on securities available for sale,

net of tax of $474,346 in 1998 and $568,013 in 19 97 ....... 798,820 960,371
Unearned Employee Stock Ownership Plan shares ..... ... (367,200) (567,200)
Treasury stock, at COSt ......covvvvveevvvces (7,491,526)  (4,358,158)
Total shareholders' equity ......ccccvvvvveeeeee. L 42,285,563 43,477,004

Total liabilities and shareholders' equity ..... ... $ 45,504,896 $ 43,603,940
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CONDENSED STATEMENTS OF INCOME
Years ended September 30, 1998, 1997 and 1996

Dividend income from subsidiary banks .............
Interest iNCoOMe .......cccvvvveeeeeeeeeeeeieei,
Gain on sales of securities available for sale, net

Interest expense ........
Operating expenses

Income before income taxes and equity in
undistributed net income of subsidiaries ........

Income tax expense (benefit) .......ccccvveeeeeens

Income before equity in undistributed net
income of subsidiaries ............cccccccoennn

(Distributions in excess of) equity in undistribute

net income of subsidiary banks ..................

Net inCoOmMe ......ccccvvvviiiiiiieieeee e,

NOTE 17 - PARENT COMPANY FINANCIAL STATEMENTS (Cont inued)

1998 1997 1996
$2,000,000 $ 6,000,000 $ 9,500,000

272,260 145,339 219,546

317,960 216,614 51,237
2,590,220 6,361,953 9,770,783

72,581 132,014 -

354,945 348,162 182,743

427,526 480,176 182,743
2,162,694 5881777 9,588,040

50,000  (55,000) 53,000
2,112,694 5936777 9,535,040

d

672,188 (2,294,821) (7,121,475)

$2,784,882 $3,641,956 $ 2,413,565
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NOTE 17 - PARENT COMPANY FINANCIAL STATEMENTS (Cont inued)

CONDENSED STATEMENTS OF CASH FLOWS
Years ended September 30, 1998, 1997 and 1996

1998 1997 1996
Cash flows from operating activities
NEtINCOME .ot e $2,784,882 $3,641,956 $ 2,413,565
Adjustments to reconcile net income to
net cash from operating activities
Distribution in excess of (equity in undistribut
net income of subsidiary banks ............. (672,188) 2,294,821 7,121,475
Amortization of recognition and retention plan . -- 41,947 117,064
Gain on sales of securities available for sale, (317,960) (216,614) (51,237)
Change in other assets ............cccceeeeuee 174,711 (245,225) 110,759
Change in accrued expenses and other liabilities 142,705 (611,711) 721,109
Net cash from operating activities ......... ... 2,112,150 4,905,174 10,432,735
Cash flows from investing activities
Purchase of securities available for sale ......... (5,150,000) (231,000) (1,014,438)
Proceeds from sales of securities available for sal 2,195,509 804,067 338,750
Purchase of lowa Bancorporation, Inc. ............. -- -- (6,529,615)
Purchase of Central West Bancorporation ........... - - (1,923,519)
Repayments on loan receivable from ESOP ........... . . 200,000 200,000 200,000
Net cash from investment activities ............. e (2,754,491) 773,067 (8,928,822)
Cash flows from financing activities
Proceeds from loan payable to subsidiary banks .... 4,550,000 -- --
Repayments on loan payable to subsidiary banks .... (1,500,000) -- --
Cash dividends paid .........cccccoceevieennenn. (1,226,725) (962,682) (745,761)
Proceeds from exercise of stock options .......... . L 28,696 335,991 94,500
Purchase of treasury StoCK .....ccccovvveeeeeeee. e (3,271,203) (4,268,777) (630,710)
Net cash from financing activities ........... (1,419,232) (4,895,468) (1,281,971)
Net change in cash and cash equivalents ........... ... (2,061,573) 782,773 221,942
Cash and cash equivalents at beginning of year ... ... 2,166,091 1,383,318 1,161,376
Cash and cash equivalents at end of year ......... $ 104,518 $2,166,091 $ 1,383,318
Supplemental disclosure of cash flow information
Cash paid during the year for interest ........... $ 72581 $ 132,014 $ -
Supplemental schedule of noncash investing and fina ncing activities:
Issuance of common stock for purchase of
Central West Bancorporation ........ccccceeeeeeee. e, $ - $ - $ 3,936,634

The extent to which the Company may pay cash diddeéo 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 15).
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December 31
Fiscal year 1998:
Total interest income ..

March 3

$7,894,734 $7,839,7

Total interest expense .. 4,712,639  4,622,7
Net interest income ..... 3,182,095 3,217,0
Provision for loan losses 35,000 1,345,0

Net income ........... 989,055 46,3

Earnings per common and
common equivalent share
BasiC ....cccvvenenn $ 38 %
Diluted .............. $ 36 %

Fiscal year 1997:

Total interestincome .. $7,305,929 $6,882,0

Total interest expense .. 4,288,793  3,973,9

Net interest income ..... 3,017,13 2,908,1

Provision for loan losses 30,000 30,0
Net income ........... 953,216 849,5

Earnings per common and
common equivalent share
BasiC ....cccveenenn $ 34 3
Diluted .............. $ 33 %

Fiscal year 1996:

Total interestincome .. $5,363,332 $5,962,2

Total interest expense .. 2,960,194  3,407,4

Net interest income ..... 2,403,138 2,554,7

Provision for loan losses 30,000 30,0
Net income ......... 776,845 726,8

Earnings per common and
common equivalent share
BasiC ....cccvvenenn $ 31 %
Diluted .............. $ 29 $

NOTE 18 - SELECTED QUARTERLY FINANCIAL DATA (UNAUDI
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TED)

rter Ended

1 June 30 September 30

81 $7,996,291 $8,327,988

71 4,815,319 5,079,224
10 3,180,972 3,248,764
00 55,000 227,472
16 893,056 856,455

02 $ 35 $ .34
02 $ .33 $ .32

95 $7,331,501 $7,485,150

85 4,356,367 4,439,912
10 2,975,134 3,045,238
00 30,000 30,000
39 912,504 926,697

3. $ 34 $ .35
29 $ 33 $ .33

58 $6,499,056 $6,512,819

85 3,735,106 3,875,825
73 2,763,950 2,636,994
00 30,000 10,000
06 892,181 17,733

28 $ 3 & .01
27 $ 33 $ .01



NOTE 19 - FAIR VALUES OF FINANCIAL INSTRUMENTS

SFAS No. 107, "Disclosures About Fair Value of Ficial Instruments," requires that the Company disglestimated fair value amounts of
its financial instruments. It is management's lieliat the fair values presented below are readerzsed on the valuation techniques and
data available to the Company as of September@8 and 1997, as more fully described below. lusdhbe noted that the operations of the
Company are managed from a going concern basiaatra liquidation basis. As a result, the ultimeaéue realized for the financial
instruments presented could be substantially diffewhen actually recognized over time throughrihienal course of operations.
Additionally, a substantial portion of the Companiyiherent value is the subsidiary banks' capétbn and franchise value. Neither of these
components have been given consideration in treeptation of fair values below.

The following presents the carrying amount andhested fair value of the financial instruments hgydhe Company at September 30, 1998
and 1997. This information is presented solelycfampliance with SFAS No. 107 and is subject to geaover time based on a variety of
factors.

1998 1997
Carrying Estimated Carrying Estimat ed
Amount Fair Value Amount Fair Val ue

SELECTED ASSETS
Cash and cash equivalents ........ $ 6,727,444 $ 6,727,000 $ 12,852,426 $ 12,852, 000
Interest-bearing deposits in

other financial institutions ... - - 200,000 200, 000
Securities available for sale .... 120,609,531 120,610,000 115,985,045 115,985, 000
Loans receivable, net ............ 270,286,189 273,096,000 254,640,971 254,455, 000
FHLB Stock .......cccceeiveenne. 5,505,800 5,506,000 5,629,300 5,629, 000
Accrued interest receivable ...... 4,968,607 4,969,000 5,366,109 5,366, 000
SELECTED LIABILITIES
Noninterest bearing demand

deposits ....cceevveeeiiinnne (4,971,562 ) (4,972,000) (5,572,296) (5,572, 000)
Savings, NOW and money

market demand deposits ......... (57,755,615 ) (57,756,000) (49,838,735) (49,839, 000)
Other time certificates of deposit (221,130,975 ) (222,807,000) (190,704,667) (190,190, 000)

Total deposits ................ (283,858,152 ) (285,535,000) (246,115,698) (245,601, 000)
Advances from FHLB ............... (85,263,562 )  (87,360,000) (107,426,225) (107,247, 000)
Securities sold under

agreements to repurchase ....... (4,074,567 ) (4,095,000) (1,800,000) (1,806, 000)
Other borrowings ................. (550,000 ) (550,000) (2,900,000) (2,900, 000)
Advances from borrowers

for taxes and insurance ........ (405,218 ) (405,000) (449,487) (449, 000)
Accrued interest payable ......... (834,741 ) (835,000) (1,065,746) (1,066, 000)
OFF-BALANCE-SHEET

INSTRUMENTS
Loan commitments ................. (27,353,000 ) -- (15,782,000) - -
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NOTE 19 - FAIR VALUES OF FINANCIAL INSTRUMENTS (Con tinued)

The following sets forth the methods and assumptiged in determining the fair value estimatesferCompany's financial instruments at
September 30, 1998 and 1997.

Cash and Cash Equivalents: The carrying amouragti end short-term investment is assumed to appedgithe fair
value.

Interest-bearing Deposits In Other Financial In$itins: The carrying amount of interest-bearinga$éys in other financial institutions is
assumed to approximate the fair value.

Securities Available For Sale: Quoted market primedealer quotes were used to determine the &irevof securities available for sale.

Loans Receivable, Net: The fair value of loans inatde, net was estimated by discounting the futaigh flows using the current rates at
which similar loans would be made to borrowers githilar credit ratings and for similar remainingturities. When using the discounting
method to determine fair value, loans were gathbyeldomogeneous groups with similar terms and ¢amd and discounted at a target rate
at which similar loans would be made to borrowersfaSeptember 30, 1998 and 1997. In addition, vdoemputing the estimated fair value
for all loans, allowances for loan losses have tsedatracted from the calculated fair value for ¢dasation of credit issues.

FHLB Stock: The fair value of such stock approxiesabook value since the Company is able to redbEnstiock with the Federal Home
Loan Bank at par value.

Accrued Interest Receivable: The carrying amourataafued interest receivable is assumed to appedgithe fair value.

Deposits: The fair value of deposits were deterchime follows: (i) for noninterest bearing demangatgts, savings, NOW and money mai
demand deposits, since such deposits are immediaitkidrawable, fair value is determined to appnoate the carrying value (the amount
payable on demand);

(i) for other time certificates of deposit, therfaalue has been estimated by discounting expduotede cash flows by the current rates offt
as of September 30, 1998 and 1997 on certificdtdemosit with similar remaining maturities. In acdance with SFAS No. 107, no value

been assigned to the Company's long-term relatipsstith its deposit customers (core value of dépastangible) since such intangible is
not a financial instrument as defined under SFAS NG

Advances from FHLB: The fair value of such advanweas estimated by discounting the expected futasé flows using current interest rs
as of September 30, 1998 and 1997, for advancéssiitilar terms and remaining maturities.

Securities Sold Under Agreements to Repurchasédmel Borrowings: The fair value of securities soidtler agreements to repurchase and
other borrowings was estimated by discounting #peeted future cash flows using derived interetgtsrapproximating market as of
September 30, 1998 and 1997 over the contractuairityaof such borrowings.

Advances From Borrowers for Taxes and Insurance:cBinrying amount of advances from borrowers feegaand insurance is assumed to
approximate the fair valu



Accrued Interest Payable: The carrying amount ofsed interest payable is assumed to approximatéathvalue.

Loan Commitments: The commitments to originate pumethase loans have terms that are consistentcwitent market terms. Accordingly,
the Company estimates that the fair values of thesamitments are not significant.

Limitations: It must be noted that fair value esites are made at a specific point in time, base@lemant market information about the
financial instrument. Additionally, fair value astates are based on existing on- and off-balahest financial instruments without attemp
to estimate the value of anticipated future businesstomer relationships and the value of asset$iabilities that are not considered
financial instruments. These estimates do noteeflay premium or discount that could result froifieiing the Company's entire holdings of
a particular financial instrument for sale at oineet Furthermore, since no market exists for centdithe Company's financial instruments,
fair value estimates may be based on judgmentsdiegefuture expected loss experience, current @eon conditions, 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 assumptior
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NOTE 19 - FAIR VALUES OF FINANCIAL INSTRUMENTS (Con tinued)

well as tax considerations could significantly affthe estimates. Accordingly, based on the linutet described above, the aggregate fair
value estimates are not intended to representrttierlying value of the Company, on either a goiagoern or a liquidation basis.

NOTE 20 - SUPPLEMENTAL CASH FLOW DISCLOSURES

On December 29, 1995, the Company purchased #tieafommon stock of lowa Bancorp for $8,000,006ash. In conjunction with the
acquisition, liabilities were assumed as follows:

Fair value of assets acquired $ 25,429,434
Cash paid (8,000,000)
Liabilities assumed $ 17,429,434

On September 30, 1996, the Company, purchaseflthit @ommon stock of Central West for $1,312,4v4ddsh and issued 256,737 common
shares at a market value of $15.33 per sharestated for the three-for-two stock split effectedhie form of a 50% stock dividend paid on
January 2, 1997. In conjunction with the acquisititabilities were assumed as follows:

Fair value of assets acquired $ 35,577,247

Cash paid (1,312,474)

Common stock issued (3,936,634)
Liabilities assumed $ 30,328,139

NOTE 21 - FEDERAL DEPOSIT INSURANCE PREMIUM

The deposits of savings associations such as thk && insured by the Savings Association Insurdunce ("SAIF"). A recapitalization plan
signed into law on September 30, 1996 providedfone-time assessment of 65.7 basis points appliall SAIF deposits as of March 31,
1995. Based on the Bank's deposits as of this daire-time assessment of $1,265,996 was paideagodded as federal deposit insurance
premium expense for the year ended September 36, 19
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Directors of First Midwest Financial, Inc.
[GRAPHIC-PHOTOS OF DIRECTORS]

James S. Haahr -- Chairman of the Board, PresatehChief Executive Officer for First Midwest Firwal, Inc. and First Federal Savings
Bank of the Midwest; Chairman of the Board for S@guState Bank. Mr. Haahr is a member of the Bazfr@irustees of Buena Vista
University. He has served in various capacitiesesimeginning his career with First Federal in 1964 is a member of the Board of Directors
of America's Community Bankers and a member ofsheings Association Insurance Fund Industry Adyiseommittee. Mr. Haahr is
former Vice Chairman of the Board of Directors lo¢ t~ederal Home Loan Bank of Des Moines, formeri@tan of the lowa League of
Savings Institutions, and a former director of th&. League of Savings Institutions. Board comraittérst Federal Trust Committee. James
S. Haabhr is the father of J. Tyler Haahr.

J. Tyler Haahr -- Senior Vice President, Secretany Chief Operating Officer for First Midwest Firtdad, Inc.; Executive Vice President,
Secretary, Chief Operating Officer, and Divisioe&tdent for First Federal Savings Bank of the Misliw€hief Executive Officer of Security
State Bank; and Vice President and Secretary of Bgrvices Financial Limited. First Midwest arglaffiliates have employed Mr. Haahr
since March 1997. Previously Mr. Haahr was a panvith the law firm of Lewis and Roca LLP, Phoenijzona. Board committee:

First Federal Trust Committee. J. Tyler Haahr e&sgbn of James S. Haahr.

E. Wayne Cooley -- Member of the Board of DirectinsFirst Midwest Financial, Inc., First Federavihgs Bank of the Midwest, and
Security State Bank. Dr. Cooley has served as BExecBecretary of the lowa Girls' High School AtidedUnion in Des Moines, lowa, since
1954. He is Executive Vice President of the lowglH5chool Speech Association, a member of the BuWésta University Board of Trustee
a member of the Drake Relays Executive Committee ,cm the Board of Directors of the Women's CollBgsketball Association Hall of
Fame. Dr. Cooley has served as Chairman of the k@&t Association and as Vice Chairman of the |@Geanes. Board committees:
Chairman of the Audit-Compensation/Personnel Cotemiand member of the Stock Option Committee.

E. Thurman Gaskill -- Member of the Board of Distfor First Midwest Financial, Inc., First FedeBavings Bank of the Midwest, and
Security State Bank. Mr. Gaskill has owned and afger a grain farming operation located near Corvitiva, since 1958. He has served as a
commissioner with the lowa Department of Economév&opment and also as a commissioner with the De@artment of Natural
Resources. Mr. Gaskill is the past president ofd@wern Growers Association, past chairman of thitgddrStates Feed Grains Council, and
has served in numerous other agriculture positidieswas elected to the lowa State Senate in 1988epresents District 8. Board
committees: Chairman of the First Federal Trust @ittee and member of the Audit-Compensation/PersloGommittee.

G. Mark Mickelson -- Member of the Board of Dirextdor First Midwest Financial, Inc., First Fedeg&alvings Bank of the Midwest, and
Security State Bank. Mr. Mickelson is Vice PresideinAcquisitions for Northwestern Growth Corpomatiin Sioux Falls, South Dakota.
Northwestern Growth Corporation is the unregulategstment subsidiary of Northwestern Public ServiMr. Mickelson graduated wi
high honors from Harvard Law School and is a GedifPublic Accountant. Board committees: First FabdaAudit-Compensation/Personnel
Committee and Stock Option Committ:



Rodney G. Muilenburg -- Member of the Board of Btwes for First Midwest Financial, Inc., First FealeSavings Bank of the Midwest, and
Security State Bank. Mr. Muilenburg is employedhatairy specialist with Purina Mills, Inc. and supses the sale of agricultural products
a region encompassing northwest lowa, southeaStmuth Dakota, and southwest Minnesota. Board caotaesit Chairman of the Stock
Option Committee and member of the Audit-Compensé#fiersonnel Committee.

Jeanne Partlow -- Member of the Board of Directord=irst Midwest Financial, Inc. Mrs. Partlow metil in June 1998 as President of the
lowa Savings Bank Division of First Federal, lochile Des Moines, lowa. She was President, Chiettee Officer and Chairperson of the
Board of lowa Savings Bank, F.S.B., from 1987 uthtd end of December 1995, when lowa Savings Baatkaequired by and became a
division of First Federal Savings Bank of the MiditveMrs. Partlow is a past member of the Board ioé&ors of the Federal Home Loan
Bank of Des Moines.
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Executive Officers
[GRAPHIC-PHOTOS OF OFFICERS]
JAMES S. HAAHR

Chairman of the Board, President and Chief Exeeufifficer for First Midwest Financial, Inc. and §tiFederal Savings Bank of the
Midwest; and Chairman of the Board for Securityt&tank

J. TYLER HAAHR

Senior Vice President, Secretary and Chief Opegdiifficer for First Midwest Financial, Inc.; Exettg Vice President, Secretary, Chief
Operating Officer, and Division President for Fifgtideral Savings Bank of the Midwest; and Chiefdtxge Officer for Security State Bank

DONALD J. WINCHELL, CPA

Senior Vice President, Treasurer and Chief Fina@ificer for First Midwest Financial, Inc. and BirFederal Savings Bank of the Midwest;
and Secretary for Security State Bank

ELLEN E. H. MOORE

Vice President, Marketing and Sales for First MidiMéinancial, Inc.; and Senior Vice President Mérigand Sales for First Federal Savi
Bank of the Midwest

TIM D. HARVEY
President for Brookings Federal Bank Division afsEFederal Savings Bank of the Midwest
TROY MOORE

President for lowa Savings Bank
Division of First Federal Savings Bank of the Midie

RICHARD H. COLEMAN

President for Security State Bank

SUSAN C. JESSE

Senior Vice President for First Federal Savings Banof the Midwest
FRED A. STEVENS

Senior Vice President for First Federal Savings Banof the Midwest
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Corporate Information

Corporate Headquarters
First Midwest Financial, Inc.
First Federal Building

Fifth at Erie

P.O. Box 1307

Storm Lake, lowa 50588

Annual Meeting of Shareholders

The Annual Meeting of Shareholders will convené& atm. on Monday, January 25, 1999. 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 & Brown, P.C. 316tESagh Street
P.O. Box 278

Storm Lake, lowa 50588

Special Counsel

Silver, Freedman & Taff, LLP
1100 New York Avenue, NW
Washington, DC 20005-3934

Independent Auditors

Crowe, Chizek and Company LLP
330 East Jefferson Boulevard
P.O.Box 7

South Bend, Indiana 46624

Shareholder Services and Investor Relations Shiatefsodesiring to change the name, address, orrshipeof stock; to report lost
certificates; or to consolidate accounts, shoultt@act the corporation's transfer agent:

Registrar & Transfer Company
10 Commerce Drive

Cranford, New Jersey 07016
Telephone: 1-800-368-5948

Annual Report on Form 10-K
Analysts, investors, and others seeking a copi@fiorm 10-K or other public financial informatishould contact the following:

Investor Relations

First Midwest Financial, Inc.

First Federal Building, Fifth at Erie
P.O. Box 1307

Storm Lake, lowa 50588
Telephone: 71-732-4117



Stock Market Information
First Midwest Financial, Inc.'s common stock tradeghe Nasdaqg National Market under the symbolSEA The Wall Street Journal

publishes daily trading information for the stoalder the abbreviation, "FstMidwFnl," in the NatibiMarket Listing. The price range of the
common stock as reported on the Nasdaq Systenaébr guarter of fiscal 1997 and 1998, after givieigaactive effect for the three-for-two
stock split paid by the Company in the form offtyfpercent stock dividend on January 2, 1997, asfollows:

1997 1998 Fiscal Y ear 1997 Fiscal Year 1998
Dividend Dividend
Paid Paid Low High Low High
First Quarter  $.09 $.12 $15.00 $16.67 $19.50 $22.63
Second Quarter  $.09 $.12 $15.25 $17.88 $21.88 $23.25
Third Quarter  $.09 $.12 $15.00 $18.00 $21.38 $25.25
Fourth Quarter  $.09 $.12 $16.25 $20.88 $17.13  $24.00

The prices reflect inter-dealer quotations withiatail mark-up, mark-down or commissions, and doneeessarily represent actual
transactions.

Dividend payment decisions are made with consigeratf a variety of factors including earnings,dirtial condition, market considerations,
and regulatory restrictions. Restrictions on dividigpayments are described in Note 14 of the Nat€&ohsolidated Financial Statements
included in this Annual Report.

As of September 30, 1998, First Midwest had 2,583 ghares of common stock outstanding, which wele Iy 321 shareholders of record.
The shareholders of record number does not redfgatoximately 608 persons or entities who holdrthiick in nominee or "street" name.

The following securities firms indicated they waigting as market makers for First Midwest Finandia. stock as of September 30, 1998:
Everen Securities, Inc.; Herzog, Heine, Geduld,; IHowe Barnes Investments, Inc.; Piper Jaffray

Companies, Inc.; Sandler O'Neill & Partners; andkeu Anthony Incorporatet
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SUBSIDIARIES OF THE REGISTRANT

State of
Pe rcentage Incorporation
of or
Parent Subsidiary Oow nership Organization
First Midwest First Federal 100% Federal
Financial, Inc. Savings Bank
of the Midwest
First Midwest Security State 100% lowa
Financial, Inc. Bank
First Federal First Services 100% lowa
Savings Bank of Financial Limited
the Midwest
First Services Brookings Service 100% South Dakota

Financial Limited Corporation

The financial statements of First Midwest Finandiat. are consolidated with those of its subsid&a
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CONSENT OF INDEPENDENT AUDITORS

We consent to the incorporation by reference iniReggion Statement No. 33-80171 of First Midweistacial, Inc. on Form S-8 and in
Registration Statement No. 333-9871 of First Midweéeancial, Inc. on Form S-3 of our report datextdber 22, 1998, contained in Exhibit
13 to First Midwest Financial, Inc.'s Annual RepomtForm 10-K for the fiscal year ended Septemifer1998.

/sl Crowe, Chizek and Conpany LLP

Crowe, Chizek and Conpany LLP
Sout h Bend, |ndiana

Decenber 28, 1998



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

908,98

5,818,46!

0

0
120,609,53
0

0
273,195,09
2,908,90:
418,380,39
283,858,15
25,874,56
2,348,55:
64,013,56
0

0

29,58(
42,255,98
418,380,39
23,054,81
9,003,98:

0
32,058,79
13,432,45
19,229,95
12,828,84
1,662,47.
398,90:
8,252,84l
4,788,40.
2,784,88:

0

0

2,784,88:
1.0¢

1.0¢

3.2¢
3,164,00
3,905,001

0

3,888,583
2,379,09:
1,166,29
33,63¢
2,908,90:
2,780,90:

0

128,00(



ARTICLE 9
RESTATED:

PERIOD TYPE

FISCAL YEAR END
PERIOD END

CASH

INT BEARING DEPOSITS
FED FUNDS SOLC
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 30 199

875,16¢

10,909,90
1,267,35!

0
115,985,04
0

0
257,020,06
2,379,09:
404,588,57
246,115,69
47,250,00
2,869,65.
64,876,22
0

0

29,58(
43,447,42.
404,588,57
22,432,82
6,571,84

0
29,004,67
11,982,91
17,059,05
11,945,61
120,00(
216,61«
7,382,26!
6,144,02!
3,641,95

0

0

3,641,95
1.34

1.2¢

3.3¢
2,875,25.
282,00(

0

7,234,101
2,356,111
122,66(
25,63¢
2,379,09:
2,303,09:

0

76,00(



ARTICLE 9
RESTATED:

PERIOD TYPE

FISCAL YEAR END
PERIOD END

CASH

INT BEARING DEPOSITS
FED FUNDS SOLC
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

3 MO<
SEP 30 199
DEC 31 199

693,11¢
7,136,401
4,929,801
0
92,218,35
0

0
246,447,86
2,381,95
369,885,07
232,612,12
44,739,91
4,779,49!
44,085,00
0

0

29,59!
43,638,93
369,885,07
5,550,791
1,755,13!
0
7,305,92!
2,950,59!
4,288,79
3,017,13
30,00(

0
1,813,34
1,581,44
1,581,44
0

0

953,21t
.34

.33

0
2,704,25!
206,05

0
1,376,86
2,356,111
4,15

0
2,381,95
2,381,95
0

0

6 MOS
SEP 30 199
MAR 31 199;
829,60
8,639,199
4,331,56:

0
90,528,99
0

0
248,538,49
2,398,633
370,177,01
235,521,22
43,990,00
3,673,10
44,082,14.
0

0

29,58(
42,880,95
370,177,01
10,949,96
3,238,06!

0
14,188,02
5,828,23i
8,262,77!
5,925,24
60,00(

0

3,643,13!
3,013,19
1,802,75

0

0

1,802,75!
.65

.62

0

2,878,33!

0

0

2,242,43
2,356,111
17,48

0

2,398,633
2,398,63

0

0

9 MOS
SEP 30 198
JUN 30 199

751,85!
10,659,35
300,58t

0
85,925,93
0

0
259,401,01
2,404,05;
374,824,23
240,050,50
43,360,00
3,821,45!
44,879,21
0

0

29,58(
42,683,47.
374,824,23
16,659,79
4,859,72!
0
21,519,52
8,884,27.
12,619,14
8,900,38:
90,00(
91,34(
5,488,37.
4,540,35!
2,715,26!
0

0
2,715,26!
.99

.94

0
3,076,26!
0

0
1,506,59!
2,356,11
66,02¢

23,967

2,404,05;
2,206,65!
0
197,39¢



ARTICLE 9

RESTATED:

PERIOD TYPE 9 MOS 12 MOS
FISCAL YEAR END SEP 30 199 SEP 30 199
PERIOD END JUN 30 199 SEP 30 199
CASH 410,41 736,97¢
INT BEARING DEPOSITS 17,749,21 5,043,63I
FED FUNDS SOLC 0 8,848,03
TRADING ASSETS 0 0
INVESTMENTS HELD FOR SALE 86,130,95 109,491,55
INVESTMENTS CARRYING 0 0
INVESTMENTS MARKET 0 0
LOANS 224,572,69 245,889,63
ALLOWANCE 1,811,53 2,356,111
TOTAL ASSETS 342,094,68 388,008,29
DEPOSITS 203,913,76 233,405,72
SHORT TERM 67,829,91 74,039,91
LIABILITIES OTHER 3,881,86! 4,915,14!
LONG TERM 27,440,53 32,437,80
PREFERRED MANDATORY 0 0
PREFERREL 0 0
COMMON 19,90¢ 19,90¢
OTHER SE 39,008,68 43,189,79
TOTAL LIABILITIES AND EQUITY 342,094,68 388,008,29
INTEREST LOAN 13,639,54 18,567,09
INTEREST INVEST 4,185,10! 5,770,36
INTEREST OTHER 0 0
INTEREST TOTAL 17,824,64 24,337,46
INTEREST DEPOSIT 7,179,84. 9,766,58!
INTEREST EXPENSE 10,102,78 13,978,61
INTEREST INCOME NET 7,721,86! 10,358,85
LOAN LOSSES 90,00( 100,00(
SECURITIES GAINS 57,12¢ 79,317
EXPENSE OTHEF 4,667,49 7,568,26.
INCOME PRETAX 4,013,33! 4,109,88i
INCOME PRE EXTRAORDINARY 4,013,33! 4,109,88i
EXTRAORDINARY 0 0
CHANGES 0 0
NET INCOME 2,395,83 2,413,56!
EPS PRIMARY .94 195
EPS DILUTED .8¢ .9C
YIELD ACTUAL 0 3.47
LOANS NON 562,00( 2,645,001
LOANS PAST 0 176,70(
LOANS TROUBLED 0 0
LOANS PROBLEM 0 1,408,51!
ALLOWANCE OPEN 1,649,52 1,649,52
CHARGE OFF¢< 45,00( 89,217
RECOVERIES 0 0
ALLOWANCE CLOSE 1,811,53 2,356,111
ALLOWANCE DOMESTIC 1,811,53 2,143,11
ALLOWANCE FOREIGN 0 0
ALLOWANCE UNALLOCATED 0 213,00(
End of Filing
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