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FINANCIAL HIGHLIGHTS

At September 30 ..................... 1991 1992 1993 1994 1995
(Dollars in Thousands except Per Share Data)
Total ASSets .......ooorrrrrrrrooore. $188,946 $171,030 $160,827 $274,115 $264.213
Total LOANS —.vvvoveverrererorereree 68,237 Vo7asel 0224 Y 155497 o 178,552
Total Deposits. ..................c..... 163,688 147,289 122,813 176,167 171,793
Stockholders’ equity ................. 13,950 14,970 33,438 34,683 38,013
Book value per common share .. N/A N/A $ 1682/ 8§ 1869/ $ 2119 .,
Total equity to assets ................ 7.38% 8.75% 20.79% 12.65% 14.39%
For the Fiscal Year .................... 1991 1992 1993 1994 1995
Dollars in Thousands except Per Share Data)
Net interest income .................... $3,960 $4,609 $5,077 $7,870 $9,405
Net i1COMme ...coevoveerere e 594 1,020 1,352 2,729 3,544
Net income per share ................ N/A N/A $0.66" $ 1.37 $ 199
Net yield on interest-earning assets  2.01% 2.63% 3.21% 3.94% 3.63%
Return on average assefs ........... 20% 57% 84% 1.29% 1.31%
Return on average equity ........ 4.41% 7.08% 7.10% 7.89% 9.86%

(1) Net income per share is based on the assumption that the weighted average shares outstanding at
September 30, 1993, were outstanding the entire year.
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CHAIRMAN’S LLETTER

To Our Stockholders:

First Midwest Financial, Inc. achieved excellent results in
fiscal 1995 with net income of $3.544.000. or $1.99 per
share. We plan to do even better in the vears ahead.

On August 22, 1995 we announced the anticipated
acquisition of Iowa Bancorp, Inc., parent company of
lowa Savings Bank. a federal savings bank. in Des
Moines, lowa. Under the definitive agreement executed
with lowa Bancorp. Inc.. First Midwest Financial Inc.
will acquire all outstanding shares, including shares
subject to option. of lowa Bancorp, Inc. for $8 million.
Subject to approval of the shareholders of lowa Bancorp.
Inc. and the Office of Thrift Supervision, we anticipate
that the transaction will be completed by the end of the
vear. lowa Savings Bank is onc of the best capitalized
linancial institutions in the state of lowa with a tangible
and core capital ratio in excess of 21% as of September
30, 1995. The merger of lowa Savings Bank into First
Federal Savings Bank of the Midwest will provide the
opportunity to expand our retail banking network into
Des Moines. giving us a presence in the largest market in
Towa. Jeanne Partlow. President and Chief Executive
Officer ol lowa Bancorp. Inc. will be appointed to the
Board of Directors of First Midwest Financial, Tne., upon
completion of the merger. Mrs. Partlow will also remain
as president of lowa Savings Bank. which will operate as
a division of First Federal.

The stock repurchase program announced September
20, 1994 was completed on February 27, 1995, During
that period. 94.228 shares. or approximatelv 5% of the
shares outstanding at that time, were repurchased at
prewliling market prices. Another stock repurchase
program was announced on September 25, 1995 with
plans to repurchase approximately 5% of the then
outstanding 1,798.225 shares in the open market by
September 30, 1996.

A major enhancement to the Bank's dara processing
system was accomplished this past year, vesuliing in
improved pr()(,lumivit_v and internal operating efficiencies.

In addition. extensive remodeling and redecorating was
recently completed in First Federal’s Main Bank Office in
Storm Lake. These improvements have created a more




customer-friendly retail banking environment and are
benefiting our staff in their efforts to serve customers
more efficiently. Other First Federal bank offices are
scheduled for redecorating in 1996.

On November 27, 1995 First Midwest Financial, Inc.
announced that the corporation will increase its
quarterly cash dividend from 7 1/2 cents per share to
11 cents per share for the first fiscal quarter of 1996.
The dividend, which represents an increase of 47%,
will be payable on January 2, 1996 to stockholders of
record on December 15, 1995. We are pleased to pay
this additional cash dividend to the stockholders of

First Midwest Financial, Inc.

Operating Highlights:

Net income for fiscal 1995 exceeded $3.5 million.
Earnings were enhanced by a 20% increase in net
interest income. This was due to a significant increase
in the Bank’s loan portfolio and the benefits of a full
year of operations from First Federal’s Brookings
Division. Operating results were further enhanced by a
gain on the sale of securities resulting from
restructuring of the bank’s mortgage-backed securities
portfolio.

Deposits totaled $171.8 million, with assets of
$264.2 million at the close of fiscal 1995. Lending
activity increased during fiscal 1995 with originations
of $65.3 million. As of September 30, 1995 the loan
portfolio balance totaled $178.6 million, which was a
15% increase from the previous year.

Stockholders’ equity at the end of fiscal 1995 totaled
$38.0 million, compared to $34.7 million at the end of
the previous year, which was an increase of over 9%.
This increase is a result of the Company’s strong
earnings during the fiscal year, and reflects the effect of
the stock repurchase programs during that same
period.

First Federal’s tangible and core capital as a
percentage of total assets increased to 12.37% at the
end of fiscal 1995 which exceeds the regulatory
requirements by 10.87% and 9.37%, respectively.
Risk-based capital, which is an indication of the level

of credit risk in the Bank’s loan portfolio and other
investments, was 20.42%, which is more than two and
one half times that required by federal regulation.

Expectations for Future Success:

First Midwest Financial, Inc. continues to seek out
additional acquisitions of savings banks, commercial
banks, and other related-service companies in our
geographic areas. We will evaluate them carefully and
pursue any that represent opportunities to help achieve
our goal of profitable long term growth.

First Federal management is implementing a variety
of strategies for improving growth in our retail banking
operations. These include defining expectations and
increasing accountability for sales and service efforts by
all bank employees, activating more aggressive
marketing to prospective customers, and directing
better focused cross selling efforts to current customers.

Our satisfaction with the Company’s fiscal 1995
results is exceeded only by our expectations for future
success! Driven by the desire to “work smarter”, we are
actively defining how that philosophy can be put into
practice every day, by every employee in each
department, each office and each division of this
Company. We are confident that your investment in
First Midwest Financial, Inc. will be rewarded with
increased stockholder value as a result of our continued
efforts to achieve profitable long term growth.

James S. Haahr
CHAIRMAN OF THE BOARD, PRESIDENT & CEO
December 13, 1995
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FIRST FEDERAL IS
PROUD TO CONTINUE
ITS LONG TERM
COMMITMENT TO
HOME LENDING.
THIS INCLUDES
FINANCING FOR NEW
CONSTRUCTION,
PURCHASE,
REFINANCING,

AND HOME
IMPROVEMENTS.

A VARIETY OF LOAN
PROGRAMS, WITH
BOTH FIXED AND
ADJUSTABLE RATE
OPTIONS, ENABLE
US TO SERVE THE
UNIQUE NEEDS

OF INDIVIDUAL

Thane and Jennifer
Brown work to complete
a new home for their
Jamily on White Cap
Road in Storm Lake,
with the help of a
construction loan from
First Federal.

FIRST FEDERAL SAVINGS BANK
Or THE MIDWEST |

The management and staff of First Federal have renewed our commitment to
achieving profitable growth in our retail bank network. Capital improvements
made during 1995 have provided valuable support to our efforts in achieving that
goal. The up-grade to the Bank’s data processing system and the remodeling of
the Main Bank Office have resulted in numerous oppertunities for staff to improve
their efficiency and productivity. Improved productivity means more time for sales
and service as we work together to aggressively market bank products to current
and prospective customers.

First Federal offers all types of loans, with home lending as the cornerstone of
our loan portfolio. The Bank’s commitment to home financing includes loans for
new construction, purchases, refinancing, and home improvements. The Key Plan
for Homeowners, which was introduced last year, has become the most popular
choice for mortgage loans at First Federal. This product packages core bank
products, including checking, savings, and escrow accounts, with a reduced rate
mortgage loan. Key Plan customers save money on mortgage loan interest expense
and the Bank benefits from multiple-account relationships with those customers.

In an effort to help make home ownership affordable for more people, First
Federal continues to participate in a variety of special assistance programs,
including the Affordable Housing Program through the Federal Home Bank of
Des Moines, the lowa Housing Assistance Program through the lowa Finance
Authority, and the lowa League of Savings Institutions’ Affordable Housing
Program.

First Federal is proud to be a portfolio lender, unlike the current trend in
banking, which is to package and sell loans. As a portfolio lender, mortgage loans
originated at First Federal are serviced by First Federal. This gives the Bank more
flexibility in structuring rates and terms to the unique needs of individual
borrowers. Customers also benefit from local service in handling their payments
and by getting prompt responses to any questions on their loan and escrow

accounts.
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ECONOMIC
HIGHLIGHTS:

Storm Lake, lowa
Average Land Value
for prime farm land
in a 12 county area
of Northwest lowa:
$1,972 per acre
(November 1995)
Building Permits:
Residential
$1,978,337
Commercial
$3.326,763

(YTD 1995 thru 10/31)
Taxable Retail Sales:
$105,937,705 (1994)
Unemployment Rate:
for Buena Vista
County: 2.4 %
{September 1995)

Deb Otto, “Henri™,
Owner of Henri’s Unigue
Wearables & Gifts, 618

Lake Avenue in Storm

Lake. With financing
Jrom First Federal, this
preriously home-based
business uas able to
expand both retail and
wholesale operations in
Storm Lake’s downtown
ared.

1995 Fall term enrollment at Buena Vista University in Storm Lake
totals 2,519, up 6% from lasi Fall. This figure includes students
atiending the main campus in Storm Lake and nine branch campuses
throughout lowa. Buena Vista recently: announced the addition of its
aceredited Master of Science in Education program. Courses for this
three-year graduate program wil begin in June 1996.

Consumer lending, including home equity loans. continues to be an important
segment of First Federal’s total loan program. In order to help increase consumer
loan production, we have established a number of dealer loan accounts. These
relationships enable First FFederal to be a source of financing through dealers for
consumer purchases such as autos, appliances, and furniture. In addition, a pre-
approved conswner loan campaign targeting selected First Federal customers is in
progress.

The Agricultural and Commercial Loan Department at First Federal provides
financing and service for start-up and existing operations of any size. Many of the
Bank’s new agricultural and commercial loan customers are being referred to us
by our current customers, which is an endorsement of our commitment to quality
service.

First Federal offers checking accounts designed to satisfy different types of
customer needs. A full range of FDIC-insured savings accounts and certificates of
deposit are offered to savers. The Savings Plus Account was introduced last spring
as an attractive choice for depositors with short term savings needs. Savings Plus
offers the convenience of statement savings “plus™ a higher vield.

The Trust and Retirement Department at First Federal trustees IRA, KEQO, and
SEPP plans. These tax-deferred retirement plans offer customers a full range of
qualified investment choices. In addition, they offer trust services such as the
professional administration and management of assets, including estates and

agency accounts.

First Services Financial Limited

Investment Services Division

The Investment Services Division of First Federal’s subsidiary, First Services
Financial Limited, has offices located at 118 East Fifth Street in Storm Lake
and in the Bank’s Manson office. Registered Representatives provide alternative
investment products, including tax-deferred annuities (fixed and variable),
mutual funds, life insurance. and discount brokerage services. (These products

are not FDIC-insured nor guaranteed by First Federal or any affiliates.)
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Keein Rinedels of Brookines ciyovs his vew boal on Lake Campboell
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Brookings Federal Bank, a Division of First
Federal Savings Bank of the Midwest,
600 Main Avenue, Brookings, South Dakota.

BROOKINGS DIVISION

ECONOMIC
HIGHUGHTS:

Brookings,
South Dakota
Average Land Value
in East Central South
Dakota: $475 per
acre (February 1995)
Building Permits:
Residential
$2,790,050
Commercial
$9,460,100 (YTD
1995 thru 9/30)
Taxable Retail Sales:
$190,163,113 (1994)
Unemployment Rate:
.8% (September 1995)

Brookings Federal is
pleased fo have
provided ua construction
loan as well as
permanent financing for
Ben and Shelley Gates’

home in Brookings.

The Brookings Division has made a significant contribution to the Bank’s net
earnings since they were acquired in March 1994. Fiscal 1995 was the first full
year of Brookings Federal operating as a Division of First Federal, and the
benefits of that are reflected in the Bank’s increase in net income.

Brookings Federal continues to be one of the dominant home mortgage lenders
in their market area. The Key Plan for Homeowners was introduced in the
Brookings market this past year and has been well received by new mortgage loan
customers. In order to help make home ownership affordable for first-time and
low-income home buyers, the Brookings Division participates in the South Dakota
Housing Authority’s Assistance Program.

Consumer lending through the Brookings Division continues to increase.
Brookings Federal is also involved with dealer loan accounts and the pre-
approved loan campaign.

Brookings Federal increased their commitment to agricultural lending this past
year with the addition of Steve Almos as Assistant Vice President - Agricultural
Loans. A long-time resident of the Brookings area, he brings over 16 years of
agricultural banking experience to Brookings Federal. As a result, the Bank’s base
of agricultural customers has increased significantly and continues to grow.
Commercial lending has also increased. Brookings Federal continues to seek
quality commercial loans for any size business.

Brookings Federal offers a full line of deposit products including checking
accounts, savings accounts, and certificates of deposit. The Savings Plus account
was also introduced in the Brookings market this past year.

Earlier this year, Brookings Federal developed Preferred Banking Benefits, a
special package of banking services featuring a pre-approved line of credit loan,
tied to direct deposit of payroll. The program was introduced to employees of
Larson Manufacturing Company in Brookings, South Dakota, as a part of their
benefit package. Larson Manufacturing Company manufactures and distributes a

line of energy-efficient storm doors and employs over 600 people at their
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South Dakota State University, Brookings,
South Dakota, 1995 Fall term enrollment

off- and on- campus is 9,323, an increase from
9,140 last year.

Brookings location. Preferred Banking Benefits is proving to be successful in
attracting new bank customers with checking accounts and consumer loans, as

well as other bank products.

Brookings Service Corporation

As an enhancement to traditional banking services, PrimeVest Investment Center,

) operating through Brookings Service Corporation (a subsidiary of First Services
Bob Wakeman, Ouner

of Brookings Engraving Financial Limited), offers full service brokerage with a wide range of alternative
Inc. and Bob’s Sport
Shop, located in
downtoren Brookings.
Brookings Federal
provides financing for
this business, which
manufactures engraved
plates that are
distributed throughout counsel to the Brookings Division regarding business and social issues in the
25 states.

investment products. (These products are not FDIC-insured nor guaranteed by

First Federal or any affiliates.)

Brookings Federal Advisory Board

The Brookings Federal Advisory Board is instrumental in providing advice and

Brookings market area. Members of this board as pictured L-R below include:

JavEs C. WINTERBOER: President, Brookings Federal
EARL R. RUE: Retail Manager, Running’s
VIRGIL G. ELLERBRUCIL: Assistant Dean of Engineering

South Dakota State University

STEVEN P. MYERS: Vice Chairman of the Board, and Senior
Vice President. First Midwest Financial, Inc.,
and Senior Fice President, First Federal

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

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

James C. Winterboer
President
Brookings Federal Brookings Federal Adrisory Board
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Ron Gorder discusses his farming operation with \gricaltural
Lo Officer Steve Almos. Rosoperates a 1200 acre furne north of
Brookines, which includes 70 deairy: cattle and 90 stock cows. This
is one of the many farniing operations in the area finaneed by
Brookings Federal,
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Economic
Highlights:

STORM LAKE, Iowa

Average Land Value:
for prime [arm land
in a 12 county area
of Northwest lowa:
$1.972 per acre
(November 1995)

Building Permits:
Residential
$1.978.337
Commercial
$3.326.763
(YTD 1995 thru
10/431)

Taxable Retail Sales:
$105.937.705 (1994)

Unemployinent Rate:
for Buena Vista
County: 2.4 %
(September 1995)

BROOKINGS,
SOUTH DAKOTA

Average Land Value:
in East Central South
Dakota: $475 per

acre (Febrnary 1995)

Building Permuts:
Residental
$2.790,050
Commercial
59,460,100 (YTD
1995 thru 9/30)

Taxable Retail Sales:
$190,163,113 (1994)

Unemployment Rate:
.8% (September
1995)

STORM LAKE

Main Bank Office

Fifth at Erie

P.0. Box 1307

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

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

Lake View

Fifth at Main

Lake View, lowa 51450
712-657-2721

FIRST FEDERAL SAVINGS BANK OF THE
MIDWEST OFFICE LLOCATIONS

Laurens
104 North Third Street
Laurens, lowa 50554

712-845-2588

Manson

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

Odebolt

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

Sac City

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

Brookings
®

Storm Lake L%rcus

Odeboh o ®sac city
Lake View

BROOKINGS FEDERAL

A Division of First Federal
600 Main Avenue
Brookings, South Dakota
57006

605-692-2314
800-842-7452

Eastbrook Branch

425 22nd Avenue South
Brookings, South Dakota
57006

605-692-2314
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Selected Consolidated Financial Information

September 30, 1995 , 1994 , 1993 1992 1991

(In Thousands)
Selected Financial Condition Data:

Total assets........c.ooooveiveeieeeeiee $264,213 $274,115 $160,827 $171,030“ $188.,946 -
Cash and cash equivalents.............._.. 4,616 6.430 20,544 . - 4377 29,844,
Securities available-for-sale 48.829 13,222 20 20 4,656
Mortgage-backed securities available-for-sale ......... 21.403 23.958 — — —
Securities held-to-maturity..........ccooovceiiicciien, — 18,000 31,293 54,494 43,327
Mortgage-backed securities held-to-maturity........... — 47917 24,792 32,907 38,193
Loans receivable, net.............c.coocoooiiiiiii 178,552 155,497 80,224 4 74,561 : 68,237,
Excess of cost over net assets acquired, net ... 1,690 1,815 — —, —
DEPOSITS oot 171,793 176,167 122,813 147,289 163,688 .
Total borrowings .............. 52.248 61218 3,115 7,554 ‘ 9115 |
Stockholders’ equity 38,013 34,683 33.438/ 14,970 13,950
Year Ended September 30, 1995 1994 . 1993 / 1992 1991

(In Thousands)
Selected Operations Data:

Total iNnterest INCOME ........ccoooveeriiiiiiiee e 521,054 515,153 $ 11,586 $13,791 $ 17,424
Total interest eXpense .............ccccocveciinecicvinsenieeens 11.649 7,283 6.509 9.182 13,464
Net INterest IMCOINE ....vvu.eeieireeeireeierrceeaeniciens 9 405 7,870 5,077 4,600 / 3.960-
Provision for loan losses ............cocoocoiiiiinnin. 250 105 225 50 238 -
Net interest income after provision for loan losses ... 9,155 7,765 4,852 4,559 3.722
Non-interest income:
Loan fees and service charges ......................... 712 598 523 518 452
Gain (loss) on sales of loans. mortgage-hacked
securities, investinent securities and other assets 1,070 9 708 19 . 538
Other non-interest MCOME . .......eeeeeiceeeeeacee e 504 471 324 510 372
Total non-interest income ......... 2.286 1,078 1,555 1.047 1,362
Total non-interest expense 5,076 4.933 3,725 3.995 . 3,962
Income before income taxes, extraordinary
item and curmulative effect of change in
accounting principle ... 5.865 3.905 2.682 1.611 « 1,122
Income tax expense ... 2.321 1.433 1.045 591 518
Income before extraordinary item and ¢ umulall\ e .
effect of change in accounting principle ..., 3.544 2,472 1.637 1,020 ° 604
Extraordinary itemns — net of taxes ............cocoeins — — (285) — (10)
Cumulative effect of change in accounting principle — 257 — — —
INEt IO oLt ece e ST S 3.544 $ 2.729 $ 1352 $ 1,020 $ 594
Year Ended September 30, 1995 1994 1993 1992 1991
Selected Financial Ratios and Other Data:
PERFORMANCE RATIOS:
Return on assels (ratio of net income
1o average total assets)™ 1.31% 1.29% 0.864% 0.57% 0.29%
Interest rate spread information:
Average during vear ... e 3.13 3.25 2.69 2.25 1.57
End of vear......... 2.85 2.96 2.88 2.55 1.43
Net vield on average interest-earuing assets..... 3.03 3.94 3.21 2.03 2.01
Ratio of operatng expense to average total assets .. 2.06 2.30 2.31 2.22 1.96
Return on retained earnings (ratio of net
income to average equity)™™ 9.86 7.39 7.10 7.08 4.41
QUALITY RATIOS: ...
Non-performing assets to total assets at end of year .29 34 7 23 77
Allowance for loan losses 10 non-performing loans  227.27 148.51 65.42 239.04 56.47
CAPITAL RATIOS:
Retained earnings to total assets at end of period... 14.39 12.65 20.79 8.75 7.38
Average retained earnings to average assets..... 13.28 20.52 11.83 8.00 6.68
Ratio of average interest-earning assets to
average interest-bearing liabilities............_.. 111.35% 119.04% 112.69% 107.18% 106.36%
Number ol full-service ()f[u 8 e 9 - 9 7 10 13

(1) Return on assets and return on equity for fiscal year 1994 is 1.17% and 7.54%, respectively, excluding the cumnulative effect of change in accounting principle.
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Management’'s Discussion and Analysis

General ]

First Midwest Financial, Inc. (the “Company”) is
a unitary non-diversified savings and loan holding
company whose primary asset is First Federal Savings
Bank of the Midwest (the “Bank”). The Company
was incorporated in 1993 and, on September 20,
1993, acquired all of the capital stock of the Bank in
connection with the Bank’s conversion from mutual
to stock form of ownership. All references to the
Company prior to September 20, 1993, except where
otherwise indicated, are to the Bank and its
subsidiary on a consolidated basis.

The Company offers a variety of financial services
to meet the needs of customers in its market area.
The Company’s market area includes the counties of
Buena Vista, Calhoun, Ida, Pocahontas and Sac
located in northwest lowa, and Brookings county
located in east central South Dakota. The Company
attracts retail deposits from the general public and
has historically used those deposits, together with .
other funds, to originate single-family residential
mortgage loans. Recently, the Company’s lending
activities have expanded to include increased
originations and purchases of multi-family and
commercial real estate loans and the increased
origination of agricultural related loans.

The Company’s basic mission is to maintain and
enhance core earnings while serving its primary
market area. As such, the Board of Directors has
adopted a business strategy designed to (i) maintain
the Company’s tangible capital in excess of regulatory
requirements, (i) maintain the quality of the
Company’s assets, (iii) control operating expenses,
(iv) maintain and, as possible, increase the
Company’s interest rate spread and (v) manage the
Company’s exposure to changes in interest rates.

Acquisition Announced

On August 21, 1995, the Company entered into an
Agreement and Plan of Merger and Reorganization
(the “Agreement”) with lowa Bancorp, Inc. (“lowa
Bancorp?), and its wholly-owned subsidiary, lowa
Savings Bank, a federal savings bank, located in Des
Moines, lowa. The Agreement calls for the Company
to acquire all outstanding shares of lowa Bancorp in
exchange for a cash payment of $8.0 million, which is
subject to adjustment in accordance with the terms of
the Agreement. The transaction is subject to
approval by lowa Bancorp’s stockholders and to
approval by the Office of Thrift Supervision.

At September 30, 1995, lowa Bancorp had total
assets and stockholders equity of approximately
$24.9 million and $7.0 million, respectively.

Acquisition Completed

On March 28, 1994, the Company acquired
Community Financial Systems, Inc. (“Community”)
and its wholly-owned subsidiary, Brookings Federal
Bank. a federal savings bank. located in Brookings,
South Dakota. The cash purchase price totaled
approximately $10.5 million (purchase price of
$31.38 per share to acquire all of the 333,513 shares
of Community’s issued and outstanding common
stock). At the date of acquisition, Brookings Federal
Bank had total assets of $69.4 million and deposits of
$57.2 million. The two offices of Brookings Federal
now operate as the Brookings Federal Bank Division
of I'irst Federal Savings Bank of the Midwest. The
acquisition was accounted for as a purchase and,
accordingly, the accompanying Consolidated
Statement of Operations includes the operating
results of Brookings Federal beginning March 23,
1994. The excess of cost over assets acquired,

The following table sets forth the weighted average effective interest rate on interest-earning assets and interest-bearing

liabilities at the end of each of the years presented.

At September 30, 1995 1994 1993
WEIGHTED AVERACE YIELD ON:
Loans receivable ..o 8.58% 7.99% 8.18%
Mortgage-backed securities held-to-maturity.................. 7.97 6.85 8.66
Securities 6.79 7.66 5.90
Other interest-earning assets ............c.ooveevcoricreinnineas e IR 5.44 4.66 2.81
Combined weighted average vield on interest-earning assets..........co.ocovvceericeiinns 3.13 7.46 7.25
WEIGHTED AVERAGE RATE PAID ON:
Savings deposits ... ...cooiiiiiii e e 3.00 2.28 2.32
Demand, NOW deposits and Money Market ... 2.55 2.30 2.56
TAMe deposits ... e 5.80 4.87 5.04
FHLB advances.............. 6.14 5.10 6.59
Other borrowed money 5.75 4.70 6.83
Combined weighted average rate paid on interest-bearing lmbﬂmea ..................... 5.28 4.50 4.37
SPFead oo 2.85% 2.96% 2.88%
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totaling approximately $1.8 million, is being
amortized over a fifteen year period, which totaled
$125.,000 and $63,000 for fiscal years 1995 and
1994, respectively (see Notes 1 and 2 to the
Consolidated Financial Statements).

The following discussion of the Company’s
consolidated financial condition and results of
operations should be read in conjunction with the
Selected Consolidated Financial Information and
Consolidated Financial Statement and the related
notes included elsewhere herein.

Financial Condition

The Company’s total assets at September 30,
1995 were $264.2 million (which consisted primarily
of the dssets of the Bank), a decrease of $9.9 million,

or 3.6%, from $274.1 million at September 30, 1994.

The decrease in assets is primarily due to the sale of
mortgage-backed securities during the period, and
was partially offset by increased origination and
purchase of loans.

During the quarter ended June 30, 1995, all
* sécurities previously designated as held-to-maturity.,
including mortgage-backed securities, were
reclassified to the available-for-sale category. The
reclassification was performed after consideration by

Rate/Volume Analysis

i

management of a pending regulatory policy
clarification regarding the measurement of interest
sensitivity of adjustable-rate mortgage-backed
securities. It was management’s opinion that the
pending regulatory policy clarification provided
sufficient potential risk to the market value of this
type of security to warrant reclassification of the
securities held by the Company to the available-for-
sale designation. In accordance with the require-
ments of SFAS 115 (see Notes 4 and 5 to the
Consolidated Financial Statements), all other
securities previously designated as held-to-maturity
were also reclassified to available-for-sale. During
the quarter ended June 30, 1995, the reclassified
adjustable-rate mortgage-backed securities were sold.

The Company’s portfolio of securities held-to-
maturity and securities available-for-sale, excluding -
mortgage-backed securities, increased $17.6 million,
or 56.4%, to $48.8 million at September 30, 1995
from S31.2 million at September 30, 1994. The
increase was due to the acquisition of securities,
primarily issued by agencies of the federal
government with relatively short terms to maturity, in
an amount that exceeded maturities during the
period. :

The balance in mortgage-backed securities,
including those designated as held-to-maturity and

The following schedule presents the dollar amount of changes in interest income and interest expense for major
components of interest-earning assets and interest-bearing liabilities. It distinguishes between the increase related to
higher outstanding balances and that due to the levels and volatility of interest rates. For each category of interest-
earning assets and interest-bearing liabilities, information is provided on changes attributable to (i) changes in volume
(L.e., changes in volume multiplied by old rate) and (ii) changes in rate (i.e., changes in rate multiplied by old rolume).
For purposes of this table, changes attributable to both rate and volume, which cannot be segregated have been allocated
proportionately to the change due to volume and the change due to rate.

Year Ended September 30, 1994 vs. 1995 1993 vs. 1994
Tnerease Increase Total Increase Increase Total
{Decrease) (Decrease) Increase {Decrease) (Decrease) Increase
Due to Volumne Due to Rate (Decrease) Due to Volume Due to Rate (Decrease)
MDollars in Thonsands)
INTEREST-EARNING ASSETS: ]
Loans receivable $4.180 $ (156) S 4024 $ 3.058 S 346 $3.404
Mortgage-backed securities 609 130 739 1,190 (533) 657
Securities 26 1,007 1,033 (489) (47) (536)
Other (FHLB Stock) 106 (1) 105 60 (18) 42
Total interest-earning assets S 4,921 $ 980 $ 5,901 $ 3,819 3 (252) $3.567
INTEREST-BEARING LIABILITIES:
Time deposits 1,414 660 2,074 340 (214) 126
Demand and NOW deposits 64 D 69 17 (5) 12
Savings deposits 6 (7) (1 1 (62) (61)
FHLB advances 1,580 723 2,303 934 (109) 825
Other Borrowings (60) (19) (79) (54) (74) (128)
Total interest-hearing liabilities S 3,004 $1.362 $ 4,366 51,238 $ (464) $ 774
Net effect on net interest income 51,917 S (382) % 1,535 $ 2581 S 212 $2.793
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‘avaﬂabie-for—sale, decreased by $50.5 million, or

70.2%, from $71.9 million at September 30, 1994, to

$21.4 million at September 30, 1995. The decrease

resulted primarily from the sale of approximately

$47.9 million in adjustable-rate mortgage-backed

securities which had been match-funded with

adjustable-rate borrowings from the Federal Home

- Loan Bank of Des Moines. The remaining $2.6
million decrease in mortgage-backed securities was
due to regular repayment of principal received on the
portfolio.

During the year, the Company s net portfolio of
loans receivable and loans held-for-sale increased by
$23.2 million, or 14.9%, to $178.6 million at
September 30, 1995 from $155.5 million at
September 30, 1994. The increase in the loan
portfolio was due to increased origination of resi-
dential and commercial mortgage loans, consumer
loans and agricultural related loans. In addition, the
loan portfolio increased as a result of the purchase of

" multi-family residential and commer(:lal real estate
loans.

The balance of customer deposits decreased by
$4.4 millian, or 2.5%, from $176.2 million at
September 30, 1994 to $171.8 million at September

30 1995, The decrease in dep051ts was primarily
the result of the withdrawal of funds by non-retail
customers (governmental and other public agencies)
to meet cash needs, and for reinvestment at comipeti-
tively higher interest rates. Deposit balances in retail
customer accounts declined rn.miméllly during the
period. -

The Company’s borrowings from the Federal
Home Loan Bank of Des Moines decreased by $9.2 -
million, from $60.3 million at September 30, 1994 to
$51.1 million at September 30, 1995. The deerease
was due to the repayment of borrowmgs resulting
from the sale of adjustable-rate mortgage-backed
securities, offset by additional borrowings used to
fund the increases in the loan portfolio and
investment securities.

Results of Operations

" The Company’s results of operations are primarily
dependent on net interest income, non-interest
income and the Company’s ablhty to manage
operating expenses. Net interest income is the
difference, or spread, between the average yield on
interest-earning assets and the average rate paid on
interest-bearing liabilities. The’interest rate spread is

Average Balances, Interest Rates and Yields

The following table presents for the periods indicated the total dollar amount of interest incomne from average interest-earning assets and
the resultant yields, as well as the interest expense on average interest-bearing liabilities, expressed both in dollars and rates. No tax
equivalent adjustments have been made. All average balances are quarterly average balances. Non- accrumg loans have been included in

the table as loans carrying a zero yield.

Year Ended September 30, 1995 , 1994 1993
Average Interest Average Interest Average Interest -
Outstanding Earned/ Yield/ Outstanding Earned/ Yleld/ Outstanding Earned/ Yield/
Balance Paid Rate Balance Paid Rate Balance Paid Rate
(Dollars in Thousands)
INTEREST-EARNING ASSETS: ) :
Loans receivable™..............c...c.o.o... $161243 $13,768 8.54% $112317 § 9744 8.68% % 75,768 $ 6,340 8.37%
Mortgage-backed securities............. 51,157 3,905 7.63 42914 3,166 7.38 29,106 2.509 8.62
Securities.. .......ccveeeieveeeeeeeeeeeeene 42,674 3,111 7.29 42.130 2,078 493 51,846 2,614 5.04
FHLB stock........c..ooocvemrecveecreciene 3,720 270 7.26 2262 165 7.29 1,522 123 8.15
Total interest-earning assets ...... $ 258,794 ‘/$21,054 8.14% $ 199,623\{’ $15.153 7.59% $158,242¥ $11,586 7.32%
INTEREST-BEARING LIABILITIES:
Time deposits...........cccooocoeiinnn. $132856 % 7,232 544% $104283 $ 5,158 495% S 97344 $ 5,032 5.17%
Savings deposits.............ccoceoeenenn. 10,431 277 2.60 7.933 208 2.60 7,331 196 2.67
Demand and NOW deposits............ 31,139 736 2.36 30,861 737 2.38 30865 =~ 798 2.58
FHLB advances ........ccccoccceecieienne 56,820 3,344 5.88 22.579 1,041 4.61 2.321 216 9.31
Other borrowed money ................... 1.159 60 5.18 2.043 139 6.80 2.556 267 10.45
Total interest-bearing : ‘ .
liabilities .............. ccccooeeenee. $ 232.405. / $11,649 5.01% $167,699 / $ 7,283 4.34% $140.417 ./ $ 6,509 4.63%
Net earning assets ..........c.coocveecrecicnrne. $ 26,389 $ 31,924 $ 17.825
Net interest income ..............c.co.ovueunn. $ 9,405 - $17870 - $5077
Net interest rate spread........................ 3.13% 3.25% 2.69%
Net yield on average interest-
€ATTUNG ASSEYS.....oovomeerreeceaeaeenes 3.63% 3.94% 321%
Average interest-earning assets to -
average interest-bearing liabilities ... 111.35% 119.04% 112.69%

(1) Calculated net of deferred foan fees, loan discounts, loans in process and loss reserves.
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affected by regulatory, economic and competitive
factors that influence interest rates, loan.demand and
deposit flows. The Company, like other financial
institutions, is subject to interest rate risk to the
extent that its interest-earning assets mature or
reprice at different times, or on a different basis, than
its interest-bearing liabilities.

The Company’s non-interest income consists
primarily of fees charged on transaction accounts and
the origination of loans, which help to offset the costs
associated with establishing and maintaining these
deposit and loan accounts. In addition, non-interest
income is derived from the activities of the Bank’s
wholly-owned subsidiaries, First Services Financial,
Limited, and Brookings Service Corporation, which
engage in the sale of various insurance and invest-
ment products Historically, the Company has not
derived significant income as a result of gains on the
sale of securities and other assets. However, during
the year ended September 30, 1995, a $1.1 million
gain was recorded as a result of the sale of mortgage-
backed securities.

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

General Net income for the year ended September
30, 1995 increased $815,000, or 29.9%, to $3.5
million, from $2.7 million for the same period ended
September 30, 1994. The increase in net income
reflects higher net interest income as a result of a full
year of operations after the acquisition of Brookings
Federal. In addition, net income was enhanced by a
gain on the sale of securities available-for-sale
resulting from the restructure of the Company’s
portfolio of mortgage-backed securities. Net income
for the year ended September 30, 1995 was
negatively impacted compared to the previous year by
an increase of $145,000 in the provision for loan
losses, and by an overall increase of $638,000 in
other expenses, primarily as a result of the operation
of the Brookings Federal division. Operating results
for the vear ended September 30, 1994 include the
cumulative effect of a change in accounting principle
resulting from the implementation of SFAS 109
(Accounting for Income Taxes), which increased net

income by $257.000.

Net Interest Income The Company’s net interest
income for the year ended September 30, 1995
increased by S1.5 million, or 19.5%, to $9.4 million
compared to $7.9 million for the same period ended
September 30, 1994. The increase in net interest
income reflects an overall increase in average interest-
earning assets during the period resulting pnmarlly
from the full-vear effect of the acqulaltlon of .
Brookings Federal. The net yield on average earning
assets declined to 3.63% for the period ended

" September 30, 1995 from 3.94% for the same period
ended in 1994. The reduction in net vield was due to
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an overall reduction in net-earning assets and to a
reduction in the net interest rate spread.

Interest Income Interest income for the year ended
September 30, 1995 increased $5.9 million, or
38.9%, to $21.1 million from $15.2 million for the

‘same penod in 1994. The increase is attributable to a

$4.0 million increase in interest earned on the loan
portfolio to $13.8 million for the year ended
September 30, 1995 from $9.7 million the previous
year. This increase in loan interest income resulted
from a significantly higher average portfolio

balance of loans receivable during the period due to-
internal growth of the loan portfolio and to the full-
year effect of the acquisition of Brookings Federal.
Interest income on mortgage-backed securities was
enhanced by $739,000 compared to the previous year -
primarily as a result of the increase in the average
portfolio balance. In addition, interest income from
the Company’s portfolio of sec¢urities held-to-maturity
and securities available-for-sale increased by $1.0
million for the year ended September 30, 1995
compared to 1994 due to higher yields received on
the portfolio.

Interest Expense Interest expense increased $4.4
million, or 60.0%, to $11.7 million for the period
ended September 30, 1995 from $7.3 million for the

same period in 1994. The increase in interest

expense was due primarily to a significant increase in
the average outstanding balance of time deposits and
FHLB advances during the year ended September
30, 1995, compared to the same period in 1994. The
increase in the average balance of time deposits
resulted from the full-year effect of the Brookings
Federal acquisition. The average outstanding balance
of FHLB advances increased due to borrowing
activity throughout the period used to fund growth of
the loan portfolio. To a lesser extent, the increase in
interest expense reflects higher interest rates paid on
interest-bearing liabilities during the year ended

September 30, 1995, compared to the previous year.

Provision for Loan Losses The provision for
possible loan losses for the year ended September 30,
1995 was 5250,000 compared to $105,000 for the
same period in 1994. The $145,000 increase in the
provision, and a resulting increase in the allowance
for loan losses, reflects the increase in the level of
agricultural related, multi-family, and commercial
real estate lending activity. These types of lending
activities are considered to carry a higher degree of
risk than single-family residential loans due to the
nature of the collateral securing such loans, and the
generally larger average size of individual loans. The
ratio of non-performing assets to total assets declined
to .29% at September 30, 1995, compared to .34%
at the end of 1994,



Non-Interest Income Non-interest income for the
year énded September 30, 1995 increased $1.2
- million, or 112.1%, to $2.3 million from $1.1 mil]ion
for the same penod in 1994. The i Increase in non-’
interest income during the period ended September
30, 1995 was primarily due to a $1.1 million gain on
the sale of securities resulting from the restructure of
‘the Company’s portfolio of mortgage-backed
securities. In addition, during the year ended
September 30, 1995, non-interest income from
service cha.rges on deposit accounts and fees charged
on loans, increased by $114,000 compared to the
same period in 1994.

Non-Interest Expense Non-interest expense
increased by $638,000, or 12.9%, to $5.6 million
for the year ended September 30, 1995 compared to
$4.9 million for the same period in 1994. The
increase primarily reflects the full-year effect of
additional operating expenses associated with the
acquisition of Brookings Federal. In addition, non-
interest expense includes an increase of $54,000 in
federal deposit insurance premiums due to the higher
average outstanding balance of insured deposit
accounts during the period.

Non-interest expense for the period ended
September 30, 1995 was increased by $140,000 as
a result of the Company’s implementation of the
American Institute of Certified Public Accountants
Statement of Position 93-6, “Employer’s Accounting
for Employee Stock Ownershlp Plans” (SOP 93-6).
The SOP 93-6 addresses the accounting for shares
of stock issued to employees by an employee stock
ownership plan (ESOP) (see Note 13 to the
Consolidated Financial Statements). The SOP 93-6
requires that the employer record compensation
expense in an amount equal to the fair value of
shares committed to be released from the ESOP to
employees. Assuming shares of the Company’s
common stock appreciate in value over time, SOP
93-6 will likely increase compensation expense
relative to the ESOP, as compared with prior
guidance which required the recognition of compen-
sation expense based on the cost of shares acquired
by the ESOP.

Federal law requires that the FDIC maintain
reserves at both the Savings Association Insurance
Fund (“SAIF”) and the Bank Insurance Fund (“BIF”)
of at least 1.25% of insured depositor accounts. The
reserves are funded through the payment of insurance
premiums by the insured institution members of each
fund. The BIF reached this level during 1995, and the
FDIC reduced insurance premiums applicable to BIF-
insured institutions while retaining the premiums
applicable to SAIF members, such as First Federal, at
their current level of .23% of deposits until the SAIF
reaches its required reserve level. Proposed federal
legislation provides for a one time assessment of .85%
t0.90% of insured deposits to be imposed on all
SAIF-insured deposits. including those held by

commercial banks, and for BIF deposit insurance
premiums to be used to pay the Financing -
Corporation (“FICO”) bond interest on a pro rata
basis together with SAIF premiums. If a requirement
were implemented as of September 30, 1995 for the
Bank to pay a one-time assessment equal 0 .90% of
insured deposits, the amount of such assessment
would be approximately $1.5 million, although it
would 4lso be anticipated that future SAIF premiums
would be significantly lower than the current level..

Income Tax Expense Income tax expense increased
by $887,000, or 61.9%, to $2.3 million for the year
ended September 30, 1995 from $1.4 million for the
same period in 1994. The increase in income tax
expense reflects increased net income before taxes for
the period ended September 30, 1995 compared to
the same period in 1994.

Effect of Accounting Change For the year ended
September 30, 1994, net income was increased by
$257,000 due to the cumulative effect of a change in
accounting principle resulting from the implemen-
tation of SFAS 109 (Accounting for Income Taxes).
There was no such effect on net income during the

year ended 1995.

Comparison of Operating Results for the Years Ended
September 30, 1994 and September 30, 1993

General Net income for the vear ended September
30, 1994 increased $1.4 mllhon or 101.8%, to $2.7
rmlhon from $1.3 million for the same penod ended
September 30, 1993. The increase in net income
primarily reflects an increase in net interest income,
offset by a reduction in non-interest income, and an
increase in non-interest expense. The acquisition of
Brookings Federal during the year contributed
significantly to the overall increase in net income.
The increase in net income was also, to a lesser
extent, due to a $120,000 reduction in the provision
for loan losses for the year ended September 30, 1994
compared to the previous year. Operating results for
the year ended September 30, 1994 include the
cumulative effect of a change in accounting principle
resulting from the implementation of SFAS 109
{Accounting for Income Taxes), which increased net
income by $257.000. During the year ended
September 30, 1993, operating results reflected a
non-recurring gain on the sale f branch deposits and

- assets of $708,000 and, additionally, was reduced by

an extraordinary expense of $285.000. net of income
taxes, related to the payment of a penalty on the
prepayment of I'ederal Home Loan Bank advances.

Net Interest Income The Company’s net interest
.income of $7.9 million for the year ended

September 30. 1994 represents an increase of $2.8
million, or 55.0%, from $5.1 million for the same

period ended September 30, 1993. The increase in
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net interest income reflects an overall increase in
interest earning assets resulting from the acquisition
of Brookings Federal. In addition, the net yield on
average edrning assets increased from 3.21% for the
period ended September 30, 1993 to 3.94% for the
same period ended in 1994, due to a higher average
yield on interest-earning assets and a lower average
cost on interestrbearing liabilities.

Interest Income Interest income for the year ended
September 30, 1994 increased $3.6 million, or
30.8%. to $15.2 million from $11.6 million for the
same period in 1993. The most significant factor
causing the increase of interest income is the increase
of $3.4 million in interest earned on the loan
portfolio. The increase resulted from the significantly
higher balance in the average portfolio of loans
receivable and, to a lesser extent, the higher overall
vield on the loan portfolio during the period ended
September 30, 1994 compared to the same period in

1993. Interest income on mortgage-backed securities

increased by $657,000 during the year ended
September 30, 1994 compared to the year ended
1993 due to the increase in the average portfolio
balance as a result of the structured purchase of
adjustable-rate securities during the year. Interest
income on securities held-to-maturity and securities
available-for-sale decreased by $536,000 from $2.6
million for the year ended September 30, 1993 to
$2.1 million during the comparable period in 1994.
The decline in interest income on securities was due
primarily to the decline in the average portfolio
balance of these securities during the period ended
September 30, 1994 compared to the same period
in 1993.

Interest Expense lnterest expense increased
$773,000, or 11.9%, to $7.3 million for the period
ended September 30, 1994 from $6.5 million for the
same period in 1993. The increase in interest
expense was primarily due to a significant increase in
the average outstanding balance of interest-bearing
liabilities during the period ended September 30,
1994 compared to the same period in 1993. The
effect of increased interest-bearing liabilities was
offset by an overall reduction in the rate of interest

paid on these liabilities during the period ended
September 30, 1994.

Provision for Loan Losses The provision for
possible loan losses for the vear ended September 30,
1994 was $105.000 compared to $225,000 for the
same period in 1993. The decrease in the provision
for possible loan losses, and the resulting effect on the
allowance for loan losses, reflects management’s
analysis of the Company’s potential risk of loss on its
loan portfolio. The analysis took into consideration
the decline in non-performing loans to 0.34% of
assets at September 30, 1994 compared to 0.78% at
the end of 1993. In addition, management
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considered factors such as the effect that improved
weather conditions would have on the Company’s
portfolio of agricultural loans and the relative level of
the allowance for loan losses.

Non-Interest Income Non-interest income for the
year ended Septernber 30, 1994 decreased
$478,000, or 30.7%., to $1.1 million from $1.6
million for the same period in 1993. Non-interest
income during the period ended September 30, 1993
included a gain on the sale of branch office deposits
and assets in the amount of $708,000. During the
period ended September 30, 1994, non-interest
income from service charges on deposit accounts and
fees charged on loans increased $75,000 compared to
the same period in 1993. Overall, non-interest
income increased during fiscal year 1994 compared
to 1993 due to the acquisition of Brookings Federal,
excluding the effect of the sale of branches in 1993.

Non-Interest Expense Non-interest expense
increased by $1.2 million, or 32.6%, to $4.9 million
for the year ended September 30. 1994 compared to
$3.7 million for the same period in 1993. The
increase primarily reflects the additional operating
expenses associated with the acquisition of the
Brookings Federal. In addition, the increase in non-
interest expense includes an increase of $74,000 in
federal deposit insurance premiums due to the overall
increase in insured deposit accounts.

Income Tax Expense Income tax expense increased
by $388,000, or 37.1%, to $1.4 million for the year
ended September 30, 1994 from $1.0 million for the
same period in 1993. The increase in income tax
expense reflects net income before taxes that was
45.6% higher for the period ended September 30,
1994 compared to the same period in 1993.

Ertraordinary Item The Company incurred an
extraordinary expense of $285.000, net of income
taxes, during the vear ended September 30, 1993.
This was due to the payment of a penalty on the
prepayment of Federal Home Loan Bank advances.
No such extraordinary expense was incurred during

the year ended September 30, 1994,

Effect of Accounting Change For the year ended
September 30, 1994, net income was increased by
$257,000 due to the cumulative effect of a change in
accounting principle resulting from the implemen-
tation of SFAS 109 (Accounting for Income Taxes).
There was no such effect on net income during the

year ended 1993,

Asset/Liability Management

Net Portfolio Value The Office of Thrift Supervision
(“OTS”) provides a Net Portfolio Value (“NPV™)
approach to the quantification of interest rate risk.
This approach calculates the difference between the



. present value of expected cash flows from assets and
‘the present value of expected cash flows from
habllmes, as well as cash flows from off-balance sheet
contracts. Under OTS regulatlons an institution’s
' “normal” level of interest rate risk in the event of an
assumed 200 basis pomt changem interest ratesis a
decrease in the institution’s NPV-in an amount not to
exceed two percent of the present value of its assets.
Presented below, as of September 30, 1995, is
an analysis of the Bank s interest rate risk as
measured by changes in NPV for an instantaneous
and sustained parallel shift in the yield curve, in 100
basis point increments, up and down 400 basis
points, in accordance with OTS regulations. As
illustrated in the table below, the Bank’s NPV is
similarly responsive to increases and decreases in
rates. Management feels this interest rate sensitivity
“position provides an acceptable level of risk in the
event interest rates increase from current levels, while
positioning the Bank to take advantage of a decline in
interest rates.

“As queptember 30, 1995 an increase in, mfercst '
rates of 200 basis points wou.ld have resulted in a -

~ 2:09% decrease in-the Bank’s NPV-(as a percentage -
" of thenet present‘value of the Bank’s total assets),

while a decrease in interest rates of 200 basis points
would have resulted in a 1.94% increase in the

‘Bank’s NPV (as a percentage of the net present value
of the Bank’s total assets). Therefore, under current

OTS regulation, the Bank’s level of interest rate risk.
‘is minimally above that which is considered :

“normal”. Management reviews the interest rate '
sensitivity measurements on a quarterly basis. -

In addition to monitoring selected measures of
NPV, management also monitors effects on net
interest income resulting from increases or.decreases
in interest rates. This measure is used in‘conjunction
with NPV measures to identify excessive interest rate '
risk. As of September 30, 1995, an increase in
interest rates of 200 basis points is estimated to have
resulted in a 1.17% decrease in net interest income,
while a decrease in interest rates of 200 basis points is

At September 30, 1995

Change in Interest Rate Estimated Amount . ’ Percent
(Basis Points) - NPV Change Change
(Dollars in Thousands) (Dollars in Thousands) .
+400 bp , $26.384 $(11,547) o (30.4)%

+300 bp , 29 347 (8,583) \ (22.6)
+200 bp 32,372 (5 558) ) (14.7)

#100bp 35.262 (3.669) (7.0)
.0 bp 37,930 —
-100 bp 40,451 2,521 6.6
-200 bp : 43,098 5,167 13.6
-300 bp 46,225 8.294 ~ 219
-400 bp 49,792 11,861 31.3

estimated to have resulted in a 3.81% increase in net
interest income.

Certain shortcomings are inherent in the method
of analysis presented in the foregoing tables. For
example, although certain assets and liabilities may
have similar maturities or periods to repricing, they
may react in different degreés to changes in market
interest rates. Also, the interest rates on certain types
of assets and liabilities may fluctuate in advance of
changes in market interest rates, while interest rates
on other types may lag behind chanoes in market
rates. Addltlonally certain assets such as adjustable-
rate mortgage loans, have features which restrict
changes in interest rates on a short-term basis and
over the life of the asset. Further, in the event of a
change in interest rates, prepayments and early
withdrawal levels would likely deviate from those
assumed in calculating the tables. Finally, the ability
of some borrowers to service their debt may decrease
in the event of an interest rate increase. The Bank
considers all of these factors in monitoring its
exposure to interest rate risk.

Asset Quality It is management’s belief, based on
information available, that the Company’s historical
level of asset quality has been satisfactory and that
asset quality will continue to remain strong. Non-
performing assets at September 30, 1995 decreased
to $759,000 (0.29% of total assets) from $941,000
(0.34% of total assets) for the at September 30,
1994. The decline in the ratio of non-performing
assets to total assets reflects the overall reduction in
non-performing assets, combined with an increase in
total assets.

Liquidity and Sources of Funds The Company’s
primary sources of funds are deposits, borrowings,
principal and interest payments on loans and
mortgage-backed securities, and maturing investment
securities. While scheduled loan repayments and
maturing investments are relatively predictable,
deposit flows and early loan repayments are
influenced by the level of interest rates, general
economic conditions and competition.

Federal regulations require the Bank to maintain

[21]
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minimum levels of liquid assets. Currently, the Bank
is required to maintain liquid assets of at least 5% of
the average daily balance of net withdrawable savings
deposits and borrowings payable on demand in one
year or less during the preceding calendar month, of
which short-term liquid assets must comprise not less
than 1%. Liquid assets for purposes of this ratio
include cash, certain time deposits, U.S. Government,
governmental agency and corporate securities and
obligations generally having remaining terms to
maturity of less than five years. The Bank has
historically maintained its liquidity ratio at levels
significantly in excess of those required. The Bank’s
regulatory liquidity ratios were 34.0%, 8.0% and
12.2% at September 30, 1993, 1994 an 1995,
respectively.

Liquidity management is both a daily and long-
term {unction of the Company’s management
strategy. The Company adjusts its investments in
liquid assets based upon management’s assessment of
(i) expected loan demand in the Company’s market
area, (ii) the projected availability of purchased loan
products, (iii) expected deposit flows, (iv) yields
available on interest-bearing deposits, and (v) the
objectives of its asset/liability management program.
Excess liquidity is generally invested in interest-
earning overnight deposits and other short-term
government agency obligations. If the Company
reqquires funds beyond its ability to generate them
internally, it has additional borrowing capacity with
the Federal Home Loan Bank of Des Moines and has
collateral eligible for use with reverse repurchase
agreements.

The primary investing activities of the Company
are the origination and purchase of loans and the
purchase of securities. During the years ended
September 30, 1993, 1994 and 1995, the Company
originated loans of $24.0 million. $50.3 million and
$65.3 million. respectively. Purchases of loans
totaled $8.5 million. $22.1 million and $19.2 million
during the vears ended September 30, 1993, 1994
and 1995, respectively. During the vears ended
September 30. 1993, 1994 and 1995, the Company
purchased mortgage-backed securities held-to-
maturity. mortgage-backed securities available-for-

sale, securities held-to-maturity and securities
available-for-sale in the amount of $9.0 million,
$76.4 million and $43.5 million, respectively.

At September 30, 1995, the Company had
outstanding commitments to originate and purchase
loans of $6.8 million. Certificates of deposit
scheduled to mature in one year or less from
September 30, 1995 total $75.1 million. Based on its
historical experience, management believes that a
significant portion of such deposits will remain with
the Company, however, there can be no assurance
that the Company can retain all such deposits.
Management believes, however, that loan repayment
and other sources of funds will be adequate to meet
the Company’s foreseeable short- and long-term
liquidity needs.

Under the Financial Institution’s Reform,
Recovery, and Enforcement Act of 1989 (“FIRREA”)
and the Federal Deposit Insurance Act of 1991
(“FDICIA”), the capital requirements applicable to
all savings institutions, including the Bank, have been
substantially increased. The Bank is in full compli-
ance with the fully phased-in capital requirements.
(See note 15 of Notes to Consolidated Financial
Statements).

Impact of Inflation and Changing Prices The
Consolidated Financial Statements and Notes

thereto presented herein have been prepared in accor-
dance with generally accepted accounting principles,
which require the measurement of financial position
and operating results in terms of historical dollars
without considering the change in the relative pur-
chasing power of money over time due to inflation.
The primary impact of inflation is reflected in the
increased cost of the Company’s operations. Unlike
most industrial companies, nearly all the assets and
liabilities of the Company are monetary in nature. As
a result, interest rates generally have a more signi-
ficant impact on a financial institution’s perform-
ance than do the effects of general levels of inflation,
Although interest rates do not necessarily move in the
same direction, or to the same extent, as the prices of
goods and services. increases in inflation generally
have resulted in increased interest rates.



First Mldwest Financial, Inc. and Subsidiaries

Consohdated Financial Statements for the Years Ended Septem.ber 30, 1995, 1994 and 1993 and

Independent Auditors’ Report

Independent Auditors’ Report

The Board of Directors
First Midwest Financial, Inc. and Subsidiaries
Storm Lake, Iowa

We have audited the accompanying consolidated
statements of financial condition of First Midwest
Financial, Inc. and subsidiaries (the “Company™) as
of September 30, 1995 and 1994, and the related
consolidated statements of income, stockholders’
equity and cash flows for each of the three years in
the period ended September 30, 1995. These finan-
cial statements are the responsibility of the
Company’s management. Our responsibility is to
express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with gen-
erally aceepted auditing standards. Those standards
require that we plan and perform the audit to obtain
reasonable assurance about whether the financial -
statements are free of material misstatement. An
audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the finan-

cial statements. An audit also includes assessing the
accounting principles used and significant estimates
made by management, as well as evaluating the over-
all financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial state-
ments present fairly, in all material respects, the
financial position of First Midwest Financial, Inc. and
subsidiaries at September 30, 1995 and 1994 and the
results of their operations and their cash flows for
each of the three years in the period ended September
30, 1995 in conformity with generally accepted
accounting principles.

As discussed in Note 1 to the consolidated financial
statements, on October 1, 1993 the Company
changed its method of accounting for income taxes to
conform with Statement of Financial Accounting
Standards No. 109 and its method of accounting for
debt and equity securities to conform with Statement
of Financial Accounting Standards No. 115.

DELOITTE & TOUCHE LLP

November 17, 1995
Omaha, Nebraska

[23]



First Midwest Financial, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION September 30, 1995 and 1994
Assets 1995 1994
Cash and cash equivalents- Including federal funds sold
of 31,219,310 00 1994 ..ottt ne e $ 4,615,712 /8 6,430,235
Securities available-for-sale - Amortized cost of $48,661,536 and $13 246,048................. 48,829.103, 13.221136-
Mortgage-backed securities available-for-sale - Amortized cost of \‘-‘l
$20,658,949 and $24,071,7609 ..ottt et 21,402,989 ©  23.957.527
Securities held-to-maturity - Approximate fair value of $17.810;000 _..............ccooooriiiiiene. — - 18.000,000-
Mortgage-backed securities held-to-maturity - Approx]mate fair value :
of $47,167 799/ ............................................................................................................ — - 47.917,370°
Loans receivable - net of allowances of $1.649, 520 and $1, 442 077 e 178,551,501 / 155.496,739-
Real estate owned ............. TP N s 48,418 —,
Accrued interest receivable................................... e s e ———- 2,745,747 2.240,810
Federal Home Loan Bank Stock ............ocooooiimiii e e 3,915,300 ¢ 3,015,500 /
Premises and equipment....................ccoco e U e e 1.976,647 1,530,255
L8 78 115 T T £ O O PP U SRR USSP e 438,030 490,953
Excess of cost over net assets acquired - net of accurmulated amortization of ) "
$187,744 and $62.584 .._........c.ooiiiii s e e 1,689,776 1,814,936 /
O Y LT PR $264.213,223 , $274.115,461
Liabilities and Stocikholders’ Equity
LIABILITIES:
Deposits ..o s e $171,792,997 .-$176.166,707 .
Advances from Federal HOIIIL Loan Bank ...................................................................... 51,098,388 60,308,065
Securities sold under agreements to repurchase........................nn 1,149,918 909,918
Advances from borrowers for taxes and insurance........................... . 501,522 430,603
Accrued interest payable.............. s 788,008 835,670
Other liabilities ................................ T TR et 869,694 781,210
Total HADIEES . ... ettt 226,200,527, 239432173

COMMITMENTS AND CONTINGENCIES
STOCKHOLDERS™ EQUITY:

Preferred stock, 800,000 shares authorized, no shares issued or outstanding ................. — —
Common stock, $.01 par value, 5,200,000 shares authorized, 1,991,453 issued ........... 19,915 19.915
Additional paid-in capital ... 19,310,045 18.,955.192
Retained earnings - substantially restricted......... USRS TR 22.080.579 19,051,322
Employee stock ownership plan....0.....oo e (967,200) (1,186.000)
Treasury stock, 197.42& and 135, 7]/() shares at cost.......cooiiiiiiiii (3,002,207) (2,070.177)
Unrealized gain (loss) on securities available-for-sale, net of deferred income taxes of

8340.190 and $43.568 ............... s OIS N 571,564 . (86.964)

Total stockholders” equity ... e 38,012,696 34.,683.288

Total liabilities and stockholders™ equity ... $264,213 223 $274.115 461

See notes to consolidated financial statements.
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First Midwest Financial, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF INCOME for the years ended September 30, 1995, 1994 and 1993
1995 1994 1993
INTEREST INCOME.:

Loans receivable............cccovviiiiiiieciis e $13,768.064 $9,743,957 $6,339,392

Securities available-for-sale.............ccooiiiiiiiiiici e 3,110,480 1,810,662 860

Mortgage-backed securities available-for-sale................occooooiiiine 3,904,665 2,032,268 —

Securities held-10-maturity ..........cccceiiiiniciiciicc e — 261,133 2,613,315

Mortgage-backed securities held-to-maturity.............c..cooeiiiiiinen, — 1,139,691 2,509,125

Dividends on Federal Home Loan Bank stock ..............cccccocviiivei, 270.261 164.980 123.228

Total INterest IMCOMIE. .........ccvoiieeoeeeeieeenteieeieenear e e ree e srer e i eeres s 21,053,470J 15,152,691, 11,585,920¢
INTEREST EXPENSE:
DEPOSILS ..ucveeiiiieiie ittt 8,245227 6,102,042 6,026,132
Other BOrrowings ... 3,403,497 1,180,452 483.136
Total interest eXPense. .........ccocoiiiiiiicieci e 11,648,724, 7.282.494; 6,509,268y
v
NET INTEREST INCOME 9,404,746 ; 7,870,197/ 5,0767652\/‘
PROVISION FOR LOAN LOSSES ......oooiiiieie e e e 250,000 /105,000, 225.000,
NET INTEREST INCOME AFTER PROVISION FOR LOAN LOSSES ...... 9,154,746 7765197 4,851,652
OTHER INCOME:
Loan fees and service charges..................ccoi 712,345 597,984 523,405
Gain on sales of securities and mortgage-backed securities
available-for-sale - met ............ ... oo 1,070,247 / 9,170, —

Brokerage commissions from subsidiary ... 297777 328,343 251,424

Gain on sale of assets and deposits ... — ./ —/; 708,469/

OB INCOTIIC .. .1ttt ettt e b e e sh et ee e s eamee e 206,101 142,270 72,291

Total other INCOME ... 2,286,470 ; 1,077,767/ 1,555,589 ;
OTHER EXPENSE:

Employee compensation and benefits ... e 3,400,190 ;+ 3,079,769, 2,070,500~

Occupancy and eqUIPIIENT ........o..ccccooriiimiiee s 432,571, 316,375 250,558 -

SAIF insurance premium and special assessments ................cooeeeeeeiennn, 404.306 350,314 276,796

Data processing .........coovvieiiiiicie e 291,961 200,219 177,655

Other general and administrative eXpense ............c..oocoeeeeiiioiice e, 1,047,149 991,020, 949.313

Total other eXpense ...t 5576177/ 4,937,697 3,724,822
INCOME BEFORE INCOME TAXES, EXTRAORDINARY ITEM AND

CUMULATIVE EFFECTS OF CHANGES IN ACCOUNTING PRINCIPLES 5,865,039 = 3.905.267, 2,682,419
INCOME TAX EXPENSE ........ccccooee. PO SPRRURN 2.320.687 1,433,519 . 1,045,300
INCOME BEFORE EXTRAORDINARY ITEM AND CUMULATIVE ‘

EFFECTS OF CHANGES IN ACCOUNTING PRINCIPLES ................... 3,544,352 2,471,748 1,637,119
EXTRAORDINARY ITEM - Prepayment of Federal Home Loan Bank

advances penalty - net of income taxes of $167,000 ... — — 284.011
INCOME BEFORE CUMULATIVE EFFECTS OF CHANGES IN

ACCOUNTING PRINCIPLES ... oo e e 3,544,352 2,471,748 1,352,508
CUMULATIVE EFFECTS OF CHANGES IN ACCOUNTING PRINCIPLES:

Change in method of accounting for income taxes .. ......................... — 257.163. —
NETINCOME ....coooviiiiiiiiie e e U $ 3,544,352/ $2.728,911. $1.352,508
EARNINGS PER SHARE:

Fully diluted:

Income before extraordinary item and cumulative effects of changes in

accounting prinCiples...............oiii 3 199 § 124 8 0.80

Extraordinary Iemi..... ..ot e — — (0.14)

Cumulative effect of accounting principles.............cocoooooiin, — 0.13 —
NET INCOME ..ot s 3 1.99 % 137§ 0.66

See notes to consolidated financial statements.
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First Midwest Financial, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY for the years ended September 30, 1995, 1994 and 1993

.Additional Net Unrealized

Common Paid-in Retained ESOP Treasury Gain (Loss) on
Stock Capital Earnings Borrowing Stock Securities Avail- Total

able-For-Sale

BALANCE, September 30, 1992 8 — & — $14969,903 §$ — % — $ —  $14,969.903.,
Issuance of 1,917,625
common shares 19176 18,480,824 — — — — 18.500,000

Issuance of 70,952 shares in
connection with recognition

and retention plan 710 (710) — — — — —
ESOP borrowing — — —  (1,534,100) — —  {1,534,100)
Payment on ESOP borrowing — — — 150,000 — — 150,000
Net income — — 1,352.508 — — — 1,352,508

BALANCE, September 30, 1993 19,886 13,480,114 16,322,411  (1,384,100) — — 33438311 -

Reduction of conversion costs — 93.210 — — — — 93,210
Purchase of 135,716

common shares — — — —  (2,070,177) —  (2,070.177)

Payment on ESOP borrowing
and fair market value
adjustment — — — 198,100 — — 198,100

Issuance of 4,794 shares in
connection with recognition

and retention plan 48 (48) — — — — _
Retirement of 1,918
common shares (19) 19 — — — — —

Amortization of recognition
and retention plan — 381,897 — — — — 381,897

Net change in unrealized loss
on securities available-for-sale.

net of deferred income taxes — — — — — (86,964) (86.964)

Net income — — 2,728,911 — — — 2728 911

BALANCE, September 30, 1994 19,915 18,955,192 19,051,322 (1,186,000) (2,070,177) (86,964) 34,683,288
Purchase of 61,712

common shares — — — — {932,030) — (932,030)

Payment on ESOP borrowing
and fair market value

adjusement — 87,789 — 218,800 — — 306,589

Amortization of recognition

and retention plan and

tax benefit of restricted

stock under the plan — 267 064 — — — — 267,004
Dividends paid — — (515,095) — — — (515,095)

Net change in unrealized gain
on securities available-for-sale,
net of deferred income taxes — — — — — 658,528 058,528

Net income — — 3,544,352 — — — 3,544,352
BALANCE, September 30, 1995 _$19.915 _$19.310.045 $22.080.579 3 (967.200) _$(3,002.207) § 571,564 $38.012.696

See notes to consolidated financial statements.
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First Midwest Financial, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF CASH FLOWS

for the years ended September 30, 1995, 1994 and 1993

CASH FLOWS FROM OPERATING ACTIVITIES:
INBT INICOIIE .ot
Adjustments to reconcile net income to net cash provided

by operations:
Cumulative effects of changes in accounting principles............................
Depreciation, amortization of premiums and accretion of discounts.........
Provision for loan losses ............cooceciniiicicin, ETTTPRPRURUON
Provision for losses on real estate owned
Gain on sale of assets and deposits .............coccooociiiii i
Gain on sale of securities and mortgage- -backed securities
available-for-sale .................cccccoi e
Stock dividends from Federal Home Loan Bank stock
Proceeds from the sale of loans................................. s
Origination of loans for resale. ..........ccoooiiiiiiniii e,
(Increase) decrease in assets:
Accrued interest receivable.................... TSPV UUURTON
Other assets..........cccocoeiiiiniineinns
Increase (decrease) in Liabilicies:
Accrued interest payable .................. S SRR VTSRO U PR
Other liabilities ..............ccc.oococee. .
Net cash from operating activities......................cooii i

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of securities available-for-sale..................................... .
Purchase of securities held-to-maturity
Purchase of mortgage-backed securities held-to-maturity............... e
Proceeds from sales of securities available-for-sale ..................................
Proceeds from sale of mortgage-backed securities available-for-sale.........
Proceeds from maturities of securities available-for-sale .........................
Proceeds from maturities of securities held-to-maturity ...............ccoocce
Proceeds from principal repayment of mortgage-backed securities
available-for-sale ...
Proceeds from principal repayment of mortgage backed securities
held-to-maturity ...
Loans originated ...
Loans purchased .............................
Loan principal repayments
Proceeds from sale of real estate owned . .
Purchase of Federal Home T.oan Bank stock..................coc il
Acquisition of assets and liabilities ...._............
Purchase of equipment ...
Proceeds [rom sale of @sS€T8 ..ot e,
Net cash from investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Increase (decrease) in NOW, passhook and money market accounts........
Increase (decrease) in certificate acCOUNts.........o..ooooioiiii i,
Repavments of advances from the FHLB ... -
Repayments [or securities sold under agrecments to repurchas
Proceeds from advances Irom the FIILB...............................
Advances from borrowers for taxes and insurance ...........coco.coiii
Net proceeds from issuance of stock.......oooioi
Fmployee stock ownership plan borrowing
Dividends paid ...

Purchase of treasury stock ...
Net cash from fln.m(:ing ACHIVIEICS oo oo

NET INCREASE (DECREASE) IN CASH AND
CASH EQUIVALENTS .

CASH AND CASIH EQUIVALENTS AT BEGINNING OF YEAR ...
CASH AND CASH EQUIVALENTS AT END OF YEAR ..o

See notes to consolidated financial statements.

1995

1994

1993

$3.544,352 $2.728,911 $1,352,508

(257,163)

479,079 492,655 278,528
250,000 105,000  225.000
— — 9,600
— — (708.469)
(1,070,247) (9,170) —
— — (92,000)
— — 2,803,163
— — (477.144)
(504,937)  (221,613) 246,300
(55,643) 5,181 22,537
(47.662) 350,455 (96,153)
(122,777) (343,537)__ 369.798
2,472,165 2850719 3,033,668

(31,580,132) (10,342,303)

(11,888,625) (18,000.000) (8,952.207)

— (48,050,121)

491,875
48,953,383
25.610,000

3,495,289

27,205

16,136,827

15,790,000

185.260

8.250.744

32,096,166

8,244,508

(65,295.034) (50.267,318) (24.043.495)
(19.211.940) (22,059.813) (8.545.628)
61,014.272 47,985,562

78,738 2,000
(899,800) (1,134.900)

— (6.801.434)
(581.126)  (34.360)

24,307,543
466,402
(11,812)
522.563

10,214,105 (68.333.862) 24.084.040

(5.082.644) (5.006,686) (4.201.056

)

708,934 1.829.381 (20.275.671)
(255.200.677) (240,308,847  (4.008.088)
240.000 (1.488.152)  (431.275)
246,000,000 298,300,000 —
70919  (24.545)  (50.110)

— — 18.500.000

218,800 198,100 (1,384.100)
(515.005) — —

(932,030) (2,070,177

(13.500.793) 51.369.074 (11.850.300)

(1.814.523) (14.114.069) 16.167.408

6,430,235 20.544.304 4.376.8906
$4.615.712  $6,430.235 $20.544,304
(Continued)
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First Midwest Financial, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)

for the years ended September 30,
1995, 1994 and 1993

SUPPLEMENTAL DISCLOSURE OF CASH FLOW
INFORMATION:
Cash paid during the year for:

INtErest oo e e

INCOmME tAKES ...oooviiniec e e

NON-CASH INVESTING AND FINANCING ACTIVITIES:

Loans transferred to real estate .............cococeeeeeeeiiieviinnnnnnn.

See notes to consolidated financial statements.

1995 1994 1993
.................... $11,696,386 $6,594.377 $6.754,493
.................... $ 2,366,886 $1,463427 § 788,100
.................... $ 129408 8 — $ 47,850

First Midwest Financial, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS for the years ended September 30, 1995, 1994 and 1993

1. SUMMARY OF SIGNIFICANT

ACCOUNTING POLICIES
General - First Midwest Financial, Inc. (the “Company”)
is located in Storm Lake, Iowa, and was organized and
incorporated under the laws of the State of Delaware for the
purpose of acquiring all of the capital stock to be issued by
First Federal Savings Bank of the Midwest (the “Bank™)
upon the conversion described below.

On September 20, 1993, First Federal Savings and Loan
Association of Storm Lake (the “Association”) was convert-
ed from a federally chartered mutual savings and loan asso-
ciation to a federally chartered stock savings bank and the

name of the Association was changed to First Federal
Savings Bank of the Midwest.

Principles of Consolidation - The consolidated financial
statements include the accounts of the Company and its
wholly-owned subsidiaries, which include the Bank, First
Services Financial Limited, which offers mutual funds,
insurance products, annuities and brokerage services and
Brookings Service Corporation (See Note 2). All significant
intercompany balances and transactions have been elimi-
nated.

In preparing such financial statements, management is
required to make estimates and assumptions that affect the
reported amounts of assets and liabilities as of the date of
the balance sheet and revenues and expenses for the period.
Actual results could differ significantly from those esti-
mates. Material estimates that are particularly susceptible
to significant change relate to the determination of the
allowance for loan losses and the valuation of real estate
acquired in connection with foreclosures or in satisfaction of
loans. In connection with the determination of the
allowance for loan losses and the valuation of real estate
owned, management obtains independent appraisals for
significant properties.

[28]

Assets held in trust or fiduciary capacity are not assets of
the Company and, accordingly, are not included in the
accompanying consolidated financial staternents. At
September 30, 1995 and 1994, trust assets totaled approxi-
mately $9,245,000, and $9,194,000, respectively.

Cash and Cash Equivalents - For the purpose of report-
ing cash flows, cash and cash equivalents include cash on
hand, demand deposits at other financial institutions, feder-
al funds sold and investinents with original maturities of
three months or less. Generally, federal funds are pur-
chased and sold for one day periods.

Securities and Mortgage-Backed Securities -
Effective October 1, 1993, the Company implemented
Statement of Financial Accounting Standards (SFAS) No.
115, Accounting for Certatn Investments in Debt and Equity
Securities. SFAS 115 addresses the accounting and report-
ing for investments in equity securities that have readily
detérminable fair values and all investments in debt securi-
ties. SFAS No. 115 requires these securities to be classified
in one of three categories and accounted for as follows:

® Debt securities that the company has the positive
intent and ability to hold to maturity are classified
as “held-to-maturity securities” and reported at
amortized cost.

¢ Debt and equity securities that are acquired and
held principally for the purpose of selling them in
the near term are classified as “trading securities”
and reported at fair value, with unrealized gains
and losses included in earnings.

® Debt and equity securities not classified as either
held-to-maturity or trading securities are classified as
“available-for-sale securities” and reported at
fair value, with unrealized gains and losses, after



applicable taxes, excluded from earnings and
reported in a separate component of stockholders’
equity. Declines in the value of debt securities and
marketable equity securities that are considered to
be other than temporary are recorded in noninter-
est income as a loss on investient securities.

In implementing SFAS No. 115, the Company originally
designated the securities and mortgage-backed securities
held at October 1, 1993 as available-for-sale securities.
Securities acquired since October 1, 1993 have been desig-
nated at acquisition as available-for-sale or held-to-maturi-
ty, however, in May 1995, all securities previously desig-
nated as held-to-maturity, including mortgage-backed
securities, were transferred to the available-for-sale
category (See Notes 4 and 5). The Company does not have
any securities classified as trading at September 30, 1995
or 1994. Although the Company does not have a current
intent to sell the securities available-for-sale, and it is
management’s opinion that the Company has the ability to
hold these securities to maturity, management considers the
designation as available-for-sale to provide flexibility in
adjusting the composition of the securities portfolio as may
become desirable in the future.

Premiums and discounts are amortized over the contrac-
tual lives of the related securities using the level yield
method. Gains or losses on sales of these securities are
based on the specific identification method.

Loans Receivable and Loans Held-for-Sale - The
Bank originates loans for portfolio investment or for sale in
the secondary market. During the period of origination,
loans are designated as held-for-sale or for investment pur-
poses. Loans held-for-sale are carried at the lower of cost
or fair value, determined on an individual loan basis.

Interest on Loans and Mortgage-Backed Securities -
Interest on first mortgage loans is credited to income as
earned except interest on loans that are contractually past
due more than 90 days is charged off, or an allowance is
established based on management’s periodic evaluation.
The allowance is established by a charge to interest income
equal to all interest previously accrued, and income is sub-
sequently recognized only to the extent that cash payments
are received until, in management’s judgment, the borrow-
er’s ability to make periodic interest and principal pay-
ments is back to normal, in which case the loan is returned
to accrual status.

Premiums or discounts on loans and mortgage-backed
securities are amortized into income over their respective
lives using the interest method.

Interest Rate Protection Contracts - The Bank utilizes
interest rate swap and interest rate cap contracts (collec-
tively referred to as interest rate protection contracts) as an
integral part of its asset/liability management program.
Interest rate swap agreements have been utilized as a hedge
against both interest bearing liabilities and interest earning
assets. Interest rate swap agreements are instruments in
which the Bank and another party agree to exchange inter-

est payments on a notional amount. When using interest
rate cap agreements, the Company pays or receives a pre-
mium from another party in exchange for interest payments
on a notional amount in the event that a specified index
(generally LIBOR) exceeds a specified rate. The notional
amounts of interest rate protection contracts are not reflect-
ed in the consolidated statements of financial condition.

Realized and unrealized gains and losses on interest rate
cap contracts designated as hedges are deferred and recog-
nized as income or expense over the lives of the hedged
instruments. Net interest settlements on interest rate swap
contracts are recognized as interest income or expense over
the lives of the agreements.

Real Estate Owned and in Judgment - Real estate
acquired through foreclosure and real estate in judgment
are stated at the lower of cost or fair value minus estimated
costs to sell. Costs relating to the development and
improvement of property are capitalized; holding costs are
charged to expense. Valuation allowances for estimated
losses on real estate are provided when the carrying value
exceeds the fair value minus estimated costs to sell the

property.

Provisions for Losses - Provisions for losses include
charges to reduce the recorded balances of loans receivable
and real estate to their estimated net realizable value or fair
value, as applicable. Such provisions, which includes a
review of assets for which full collectibility may not be rea-
sonably assured, considers among other matters, the esti-
mated net realizable and fair value of the underlying collat-
eral, economic conditions, historical loan loss experience
and other factors that are particularly susceptible to
changes that could result in a material adjustment to results
of operations in the near term. Recovery of the carrying
‘value of such loans and real estate is dependent to a great
extent on economic, operating and other conditions that
may be beyond the Company’s control.

Loan Fees - The Bank defers certain fees (net of direct
loan origination costs) incurred in the origination process,
with recognition thereof over the contractual life of the
related loan as a yield adjustment. Any unamortized fees
on loans sold are credited to income in the year such loans
are sold.

Premises and Equipment - Premises and equipment are
carried at cost less accumulated depreciation. Depreciation
is computed based on the straight-line method of deprecia-
tion over the estimated useful lives of the assets. Estimated
useful lives are 20 to 30 years for buildings and improve-
ments and 3 to 7 years for furniture, fixtures and equip-
ment.

Excess of Cost over Net Assets Acquired - Cost in
excess of fair value of net assets acquired (goodwill) arising
from the acquisition (see Note 2) is being amortized over 15
vears on a straight-line basis. Amortization expense for fis-
cal years 1995 and 1994 was $125,160 and $62,584,

respectively.
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Securities Sold Under Agreements to Repurchase -
The Bank enters into sales of securities under agreements to
repurchase with primary dealers only, which provide for the
repurchase of the same security. Securities sold under
agreements to purchase identical securities are collateral-
ized by assets which are held in safekeeping in the name of
the Bank by the dealers who arranged the transaction.
Securities sold under agreements to repurchase are treated
as financings and the obligations to repurchase such securi-
ties are reflected as a liability. The securities underlying the
agreements remain in the asset accounts of the Bank.

Income Tares - Effective October 1, 1993, the Company
adopted SFAS No. 109, Accounting for Income Taxes. This
statement supersedes both Accounting Principles Board
(APB) Opinion No. 11 and the guidance of APB Opinion
No. 23 on the tax treatment of savings and loan bad debt
reserves. SFAS No. 109 calculates income taxes on the lia-
bility method, under which the net deferred tax asset or lia-
bility is determined based on the tax effects of the differ-
ences between the book and tax bases of the various assets
and liabilities of the Company and gives current recognition
to changes in tax rates and laws.

The effect of applying the provisions of SFAS No. 109
was a one-time adjustment that increased net income for
fiscal year 1994 by $257,163 ($.13 per share) recorded as
a cumulative effect of change in accounting principle.

The Company files consolidated federal and state income
tax returns. The Company and its subsidiaries have
entered into a tax-sharing agreement that provides for the

2. ACQUISITIONS

On March 28, 1994 the Company completed the
acquisition of Community Financial Systems, Inc.
(“Community”), and its wholly-owned subsidiary,
Brookings Federal Bank, a federal savings bank,
located in Brookings, South Dakota. Upon acquisi-
tion, Community was merged into the Company and
Brookings Federal Bank was merged into the Bank.
The two offices of Brookings Federal Bank will oper-
ate as the Brookings Federal Bank Division of First
Federal. The Company purchased the 333,513 out-

standing shares of Community’s common stock for a

Cash

SECUTITIOS oot SRR
J.0anS v e e
Premises and equipment .................... e, e
Other ASSOTS ..oov e e

Excess of cost over net assets acquired

DEPOSITS ...ooiiicii e
Other labilities ...
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allocation and payment of federal and state income taxes.
The provision for income taxes of each corporation is com-
puted on a separate company basis, subject to certain
adjustments.

Reclassifications - Certain amounts reported in previous
years have been reclassified to conform with the financial
statement presentation used in the current year.

Earnings per Share - Farnings per share are calculated
on the basis of the weighted average common shares out-
standing and those outstanding options that are dilutive.

Earnings per share as presented in the 1993 consolidat-
ed statement of income is computed assuming that the
weighted average shares outstanding at September 30,
1993 were outstanding the entire year and ignores the effect
of stock options as they were only outstanding for the last
10 days of the fiscal year. The difference between primary
and fully diluted earnings per share is not material. Pro
forma earnings per share presented below is computed as if
the net proceeds of $18,500,000 from the issuance of com-
mon stock had been invested at 7.32%, the Company’s
average vield on interest earning assets during fiscal year
1993, adjusted for applicable federal and state taxes.

Pro forma Earnings Per Share:
Pro forma income before

extraordinary item 81.23
Extraordinary item............. (.14)
Pro forma net income $1.09

cash payment of $31.38 per share, or a total pur-
chase price of approximately $10.5 million. In addi-
tion to the purchase price, approximately $243,000
in acquisition related costs were incurred. The acqui-
sition has been accounted for as a purchase, and the
accompanying consolidated financial statements for
the year ended September 30, 1994 reflect the com-
bined results since the date of acquisition. The fair
value assigned to the assets and liabilities, including
the core value of the existing customer deposit base is
as follows:

$ 3,664,204
10,877,419
51.206.527

907.865
1,085,628
1,634,265

(56.591.421)

(2,318,849)
$10.465.638



The unaudited consolidated results of operations on a pro forma basis for the fiscal year ended September 30, 1994 and

Interest income

1994

$ 17,593,876

1993, as though the acquisition of the Community had occurred as of the beginning of the fiscal years, are as follows:

1993

$ 17,095,958

Interest eXPense .........cccoooiiiriiii i 8,774,299 9,858,058

Net Interest iMCOME ......c..ieieerieiiiiiiiiiie e e et e ae e e imbe e e maeees 8,819,577 7,237,900
Provision forloanlosses .. ...... . ... ... .. .. .. .. ... . ... 288.506 325,494
Net interest income after provision for loan losses .. ............... 8,531,071 6,912,406
Otherincome . ..... ... ... .. . . . ... 1,212,961 1,882,962
Other eXpense .. .. ...t (5,717,351) (5,143,743)

Income before income taxes and cumulative effects of changes in

accounting principles .. ... .. ... .. . o ool 4,026,681 3,651,625

TOCOME TAXES - - - - o o o oo et e e e e e e e 1,479,824 * 1,367,816
Income before extraordinary item and cumulative effects

of changes in accounting principles . .............. ... ... ... 2,546,857 2,283,809
Extraordinary item ... ......... .. ... .. ... ..o — (284,611)
Income before cumnulative effects of changes in accounting principles . . 2,546,857 1,999,198
Cumulative effects of changes in accounting principles ... .. ........ 257,163 —

Netincome . ... ... ... ... i $ 2,804,020 $ 1,999,198
Earnings per common share:

Income before extraordinary item and cumulative effects of changes

in accounting principles . ........... ... .. . L oL $ 1.28 $ 1.11

Extraordinaryitem .......... ... ... .. ... . ... . ... — (0.14)
Cumulative effects of changes in accounting principles . ... ... ...... 0.13 —

Netincome . . ... ... ... . $ 1.41 $ 0.97

On August 21, 1995, the Company entered into an Agreement and Plan of Merger and Reorganization (the “Agreement”)
with lowa Bancorp, Inc. (“lowa Bancorp™), and its wholly owned subsidiary, lowa Savings Bank, a federal savings bank,
located in Des Moines, Iowa. The Agreement calls for the Company to acquire all outstanding shares of lowa Bancorp in
exchange for a cash payment of $8.0 million, which is subject to adjustment in accordance with the terms of the Agreement.
The transaction is subject to approval by lowa Bancorp’s stockholders and to approval by the Office of Thrift Supervision.

3. STOCK CONVERSION

On April 9, 1993, the Board of Directors of the Association
adopted a Plan of Conversion (the “Conversion”) to convert
from a federally chartered mutual savings and loan associa-
tion to a federally chartered stock savings bank with the
concurrent formation of a holding company (the “Holding
Company™).

On September 20, 1993, the Holding Company received
subscriptions for 1,917,625 shares of common stock at $10
per share for subscription proceeds of $18,500,000, net of
costs of $676,250, which were reduced by $93,210 in fiscal
year 1994.

At the time of the Conversion a liquidation account in an
amount of $16,261,230 was established for the benefit of
eligible account holders who continue to maintain their
account with the Bank after the Conversion. The liquida-

tion account will be reduced annually to the extent that eli-
gible account holders have reduced their qualifying
deposits. Subsequent increases will not restore an eligible

~ account holder’s interest in the liquidation account. In the

event of a complete liquidation and only in the event of a
complete liquidation, each eligible account holder will be
entitled to receive a distribution from the liquidation
account in an amount proportionate to the current adjusted
qualifying balances for accounts then held.

Subsequent to the Conversion, the Bank may not declare
or pay cash dividends on or repurchase any of its shares of
common stock if the effect thereof would cause stockhold-
ers’ equity to be reduced below applicable regulatory capital
maintenance requirements or if such declaration and pay-
ment would otherwise violate regulatory requirements.
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4. SECURITIES AND MORTGAGE-BACKED SECURITIES AVAILABLE-FOR-SALE

1

Securities and mortgage-backed securities classified as available-for-sale at September 30, 1995 and 1994 are as follows:

Securities:
U.S. Treasury and other Government
agency obligations ...
Corporate obligations ...
Marketable equity securities ................cocereecececncne.
Total securities ...........c..ccvevereiiieciiireeeeee e
Mortgage-Backed Securities:
Government National Mortgage Association ............
Federal Home Mortgage Association Corporation ....
Federal National Mortgage Association....................
Collateralized mortgage obligations
Privately issued mortgage pass-through certificates
Total mortgage-backed securities

Securities:
U.S. Treasury and other Government
agency obligations ...
Corporate obligations ............ccccovvininnicncvien e
Marketable equity securities ................cccoooiiin,
Total SECUTTHIES ..vvveieeee viiiieeeeiee it
Mortgage-Backed Securities:
Government National Mortgage Association ............
Federal Home Mortgage Association Corporation ...
Federal National Mortgage Association ....................
Collateralized mortgage obligations
Privately issued mortgage pass-through certificates
Total mortgage-backed securities

September 30, 1995

Gross Gross Approximate
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
$45,442,279 $ 157,179 $ 87,473 $45,511.985
1,050,569 7,368 62 1,057,875
2.168.688 90,555 — 2.259.243
48,661,536 255,102 87.535 48.829,103 e
7,179,255 304,299 — 7,483,554
3,750,778 218,263 276 3,968,765
3,230,930 199,769 6,492 3,424,207
5,260,118 17,045 66,806 5,210,357 .
1.237.868 78.238 — 1,316,106 /
20,658,949 817,614 73.574 21.402,989./
$69.320,485 $1,072,716 $161,109  $70,232,092
September 30, 1994
Gross Gross Approximate
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
$10,542.699 $ 55,962 $ 55,469 $10,543,192
1,964,219 — 46,235 1,917,984
739,130 38,750 17,920 759.960
13,246,048 94 712 119.624 13,221,136
7,965,071 2,641 152,471 7.815,241
5,074,410 189,703 50.385 5,213,728
3,985,373 151,082 4,203 4,132 252
5,604,716 791 330,206 5,275,301
1,442,199 73 806 — 1,521,005
24 071,769 423,023 537,265 23,957 527
$37.317.817 $517,735 $656,889 $37.178.663

The amortized cost value and approximate fair value of debt securities by contractual maturity at September 30, 1995 are
shown below. Actual maturities will differ from original maturities due to certain borrowers having the right to prepay

obligations with or without penalty.

Due in one vear or less ............... PR UTUPPRTN
Due after one year through five vears ...
Due after five years through ten years................cooiiinin,

Due after ten vears

Marketable equity SECUTIHES ...t
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Approximate
Amortized Fair

Cost Value
$19.753.930 $19.791,501
13,533,008 13.622,109
12,965,910 12,916,250
240,000 ~ 240,000
46,492 848 46,569.860
2,168.688 2,259 243

$48.661.536

$48,829.103




Mortgage-backed securities available-for-sale classified by type of interest payment and original maturity at September 30,
1995 and 1994, are shown below.

Adjustable rate
Fixed-rate, 5 year ....... Aerct s re e e rt e e be e an
Fixed-rate, 15 year
Fixed-rate, 30 year ..........ccoeoeiiiiiniiiiciini

Collateralized mortgage obligations ............................

Adjustable rate

Fixed-rate, 5 year
Fixed-rate, 7 year
Fixed-rate, 15 year
Fixed-rate, 30 year

Collateralized mortgage obligations ................cocveee.

September 30, 1995
Approximate

Amortized Fair Weighted
Cost Value Rate

$ 1,923,682 $ 2,000,015 7.18%
469,123 475,685 8.00
1,186,790 1,252,820 9.07
11,819,236 12,464,112 8.08
15,398,831 16,192,632 8.04
5,260,118 5,210,357 6.34

$20,658,949 $21,402,989 7.61%

September 30, 1994
Approximate

- Amortized Fair Weighted
Cost Value Rate

$ 2,276,003 $ 2,333,020 6.81%
614,718 588,094 8.00
16,354 15,903 5.00
2,882,808 3,011,633 9.49
12,677,170 12,733,576 8.12
18,467,053 18,682 226 8.16
5,604,716 5,275,301 6.43

$24.071,769 $23,957.527 7.76%

Activities related to the sale of securities available-for-sale and mortgage-backed securities available-for-sale are summa-

rized as follows:

Proceeds from sales .............ccccoeiviiii e,
Gross gains on sales ...
Gross losses on sales

-

5. SECURITIES HELD-TO-MATURITY

U.S. Treasury and other Government
agency obligations............................ e

Years Ended September 30

1995 1994 1993
$49,445,258 $16,136,827 $ —
1,070,247 80,666 —
— 71,496 —
September 30, 1994
Gross Gross Approximate
Amortized  Unrealized  Unrealized Fair
Cost Gains Losses Value
$18.000.000 - § — $190,000 $17,810,000

There were no securities held-to-maturity at September 30, 1995.

During the period ending September 30, 1994, there were no sales of securities held-to-maturity or transfers of securities
between available-for-sale and held-to-maturity. In May 1995, the Company reclassified all securities, including mort-
gage-backed securities, previously designated as held-to-maturity to the available-for-sale category. The reclassification
was performed after consideration by management of a pending regulatory policy clarification in regard to the measure-
ment of interest sensitivity of floating-rate mortgage-hacked securities. It was management’s opinion that the pending reg-
ulatory policy clarification provided sufficient potential risk to the market value of this type of security to warrant reclassi-
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fication of the securities held by the company to the available-for-sale designation. The amortized cost and approximate
fair value of securities and mortgage-backed securities that were transferred to the available-for-sale category were
$77,832,845 and $78,948.854, respectively.

6. MORTGAGE-BACKED SECURITIES HELD-TO-MATURITY

September 30, 1994

Gross Gross Approximate
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
Collateralized mortgage obligations ...............c..c.cccc... $47.917,370 $296.298 $1,045.869 $47.167.799 %

There were no mortgage-backed securities held-to-maturity at September 30,1995.

Mortgage-backed securities at September 30, 1994 consisted of collateralized mortgage-obligations with a weighted aver-
age rate of 6.13%.

There was no activity related to the sale of mortgage-backed securities held-to-maturity for the years ended September 30,

1994. During the period ended September 30, 1995, all mortgage-backed securities were transferred to the available-for-

sale category (see Note 3).

7. LOANS RECEIVABLE

September 30,

1995 1994
One to four family residential mortgage loans:

Insured by FHA or guaranteed by VA ... $ 599,019 $ 748,983
Conventional .............ocooiiiii e e 56,674,526 54,413,516
Construction . ........ e et 17,877,327 10,247,875
Commercial and multi-family real estate loans ............................ e 73,418,931 59.920,149
Agricultural real estate 10ans ...........ccccooiiiiiiie e 7,021,264 8,063,734
Commercial business loans ..................................... e 8,172,989 8,930,949
Agricultural business loans ... 11,905,367 7,784,275
Consumer loans..................c.c...oo..e. et e e e e e e e e 13,007,467 10,597,790
SUBTOtal ..o 188,676,890 160,707,271
Less: Allowance for loan losses ..............ocooooi i 1,649,520 1.442.077
Undistributed portion of loans in process ...........ccoooocivcciinceiorien, 8.071,693 3.424.919
Deferred fees .. ...ooooiiiiiiie e e 404,176 343.536
Total -net .....cccocceeennn.n. e e e e h et $178.551,501 $155,496,739

A summary of the activity in the allowance for loan losses is as follows:

Years Ended September 30,

1995 1994 1993
Balance. beginning of period ..................... s 81,442,077 $825,000 $600,000
Provision ............ B SOV SEURRRP R 250,000 | 105,000 | 225,000
Brookings allowance at acquisition date...................... — 517,781 —
Less: Losses charged against allowance...................... {42,557) (5,704) : —
Balance, end of period ... $1.649,520 - $1,442,077 $825.,000
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Virtually all of the Bank’s originated loans are to Iowa and South Dakota-based organizations. The Bank’s purchased
loans total approximately $78,760,000 at September 30, 1995 and are secured by properties located, as a percentage of
total loans as follows: 11% in Wisconsin, 7% in Minnesota, 5% in Iowa, 4% in South Dakota, 3% in New York and the
remaining 14% in fifteen other states. The Bank’s purchased loans totalled $64,891,000 at September 30, 1994 and were -
secured by properties located, as a percentage of total loans, as follows: 10% in Wisconsin, 6% in lowa, 5% in South

Dakota, 4% in New York, 3% in Nebraska and the remaining 12% in thirteen other states.

The Bank originates and purchases commercial real estate loans. These loans are considered by management to be of
somewhat greater risk of uncollectibility due to the dependency on income production. The Bank’s commerecial real estate
loans include approximately $7,430,800 and $7,754,000 of loans secured by nursing homes at September 30, 1995 and
1994, respectively. The remainder of the commercial real estate portfolio is diversified by industry. The Bank’s policy for

requiring collateral' and guarantees varies with the credit worthiness of each borrower.

The amount of restructured and related party loans as of September 30, 1995 and 1994 were not significant. The

oY

amount of non-accruing loans as of September 30, 1995 and 1994 were $726,000 and $734,000, respectively.

8. REAL ESTATE OWNED

September 30,
- 1995 1994
Real estate 0OWIed —.o.....oo oot oot e et eee et e a e : $48.418 $ —
Less: Allowance for losses .....oooueueeeeeciciiiiieecee i ) — —
‘Total .......................................................................................................... $48.,418 $ —

A summary of the activity in the allowance for real estate owned is as follows:

Years Ended September 30,

1995 1994 1993
Balance, beginning of period.............c.oooiviniiiiin $ — $10,897 $89.653
Provision ..........ocoooiiiii s — — 9,600
Less: Losses charged against allowance ........................ — 10,897 88,356
Balance, end of period ... $ — . $ — $10,897
9. PREMISES AND EQUIPMENT
September 30,
1995 1994
Land <o s $ 446,547 § 446,547
Buildings and improvements ... 2,685,197 2,461,438
Furniture, fixtures and equipment........................... e e eas 1,929,692 1,580,488
TOtAL .. 5,061,436 4,488,473
Less accumulated depreciation ............ccccooiiiiiieiciiiiice e 3,084,789 2958218
TOTAL ..o e $1,976,647  $1,530,255

Depreciation of premises and equipment, included in occupancy and equipment expense, was $134,733, $91,061, and
$68,445 for fiscal years ended September 30, 1995, 1994 and 1993, respectively. One of the Bank’s branch offices is
located on leased land. The lease requires annual payments of $6,000 through fiscal year 2003 and has a purchase option.
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10. DEPOSITS

September 30,
1995 1994
Balances by Interest Rate Amount % Amount o
Negotiable orders of withdrawal (NOW): \/ .
Variable 15,535,519 9.0% $ 16.270585 / 9.2%
Passbook:
2.25 - 4.70% 12,112,476 7 7.1 9.256,724 1\ 5.3
Money market demand accounts: , ‘\5
Variable 14,836,337 8.6 16,248,089 ~ 9.2
Certificate accounts:
Variable 1,498,585 0.9 1,047,792 0.6
Less than 3.00% 15,040 0.1 753,709 0.4
3.00% - 3.99% 1,578,097 0.9 17,335,624 9.8
4.00% - 4.99% 18,717,963 10.8 57,170,385 32.6
5.00% - 5.99% 49,225,895 28.6 40,046,055 227
6.00% - 6.99% 53,518,743 31.2 12,060,297 6.8
7.00% - 7.99% 802,841 0.5 1,779,710 1.0
8.00% - 8.99% 1,751,453 1.0 1,744,858 1.0
9% and over 2,200,048 1.3 2,452,879 1.4
Total certificate accounts 129,308,665 v/ 75.3 134,391,309 J 76.3
Total deposits $171,792997 / 100.0% $176,166.707 / 100.0%
Certificates of deposit in the amount of $100,000 or more (jumbo certificates) total approximately $6,957,500 and
$10,274.300 at September 30, 1995 and 1994, respectively.
A summary of certificate accounts by scheduled maturities at September 30, 1995, is as follows:
1996 1997 1998 1999 2000 Thereafter Total
Variable $ 941607 § 556,978 3 — 5 — % — % — 5 1,498,585
Less than 3.00% 3,051 — — 6,839 — 5,150 15,040
3.00 - 3.99% 1,573,203 — 4,894 — — — 1,578,097
4.00 - 4.99% 12,169,250 5,633,310 766,490 118,185 30,728 — 18,717,963
5.00 - 5.99% 30,059.351 14,848.341 3,684,236 598,542 23,800 11,625 49,225,895
6.00 - 6.99% 29212285 20,716,058 2,075,936 1,145,165 182,507 186,792 53,518,743
7.00 - 7.99% 237,969 493.390 10,000 15,788 45,694 — 802,841
8.00 -8.99% 335,220 122,316 1,221,869 69,886 2,162 — 1,751,453
9.00% and over 540,316 9.982 241,442 1,408,308 — — 2,200,048
$75.072,252 $42.380.375 $8,004.867 $3.362.713 $284.891 $203,567 $129.308.665
A summary of interest expense on deposit accounts is as follows:
Years Ended September 30,
- 1995 1994 1993
NOW QCCOUNTS ..oeoiieiiiee e $ 295930 $ 263216 $ 257,049
Passhook accounts .................ooooiiiiii 276,665 208,016 216,041
Money market demand accounts.............................. 440.393 473,246 528,507
Certificates ..., oot 7.232,239 5,157,564 5,024,535
$ 8,245,227 $6,102.042  $6,026,132
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11. ADVANCES FROM FEDERAL HOME LOAN BANK

The Bank was indebted to the Federal Home Loan Bank of Des Moines (FHLB) on notes maturing as follows:

September 30,
1995 1994
Weighted Weighted

Years Ending September 30: Rate Amount Rate Amount
1905 . —% $ — 514%  $58,200,000
1996 ...t 6.20 31,200,000 6.62 200,000
1907 et et 6.02 8,200,000 6.89 200,000
1908 ..ot 5.88 10,200,000 7.15 200,000
1999 e e 7.39 200,000 7.39 200,000
2000 ... 7.55 200,000 7.55 200,000
20070 .. e 771 200,000 771 200,000
2002 .. e 6.86 898,388 6.68 908.065

TOtl ..o 6.13%  $51,098,388 5.20%  $60,308.065

The Bank has executed a blanket pledge whereby the Bank assigns, transfers and pledges to the FHLB and grants to the
FHLB a security interest in all property now or hereafter owned. However, the Bank has the right to use, commingle and
dispose of the collateral it has assigned to the FHLB. Under the agreement, the Bank must maintain “eligible collateral”
that has a “lending value” at least equal to the “required collateral amount”, all as defined by the agreement.

At September 30, 1995 and 1994, the Bank pledged securities with amortized costs of approximately $22,500,000 and
$52.316,000 and fair values of approximately $22,468,000 and $50,078,000 against specific FHLB advances. In addi-
tion, certain loans are pledged as collateral.

12. SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE
At September 30, 1995 and 1994. securities sold under agreements to repurchase totaled $1,149,918 and $909,918, respectively.

An analysis of securities sold under agreements to repurchase is as follows:

Highest month-end balance .......... R I
Average balance..................
Weighted average interest rate during the period ..............
Weighted average interest rate at end of period...............

Years ended September 30,

1995 1994
............................................. $1.312,411  $2,398,070
............................................. $1,139.431  $2,042.876
............................................. 5.30% 6.80%
............................................. 5.75% 4.70%

At September 30, 1995, securities sold under agreements to repurchase had maturities ranging from 2 to 15 months with a
weighted average maturity at September 30, 1995 of 8 months.

The Bank pledged securities with amortized costs of approximately $1,580,000 and $941,000 and fair values of
approximately $1,603.000 and $921.000, respectively, at September 30, 1995 and 1994 as collateral for securities sold

under agreements to repurchase.

13. EMPLOYEE BENEFIT PLANS
Profit Sharing Plan - The profit-sharing plan for sub-

stantially all full-time employees provides for the Company,

at its option and subject to a percentage of employee earn-
ings limitation imposed by the Internal Revenue Code, to
contribute to a trust created by the plan. Related expense
for years ended September 30, 1995, 1994 and 1993 was
$106,188, $113,343, and $77,590, respecrively.

Employee Stock Ownership Plan - All employees
meeting age and service requirements are eligible to partici-
pate in the Employee Stock Ownership Plan (the “ESOP”)
established in fiscal year 1993. Contributions made by the
Bank to the ESOP are allocated to participants by a formu-

la based on compensation. Participant benefits become 20
percent vested after three years of service and then increas-
es 20 percent each year until they are 100 percent vested
after seven years of service. ESOP expense was $358,613
and $198.100 for the years ended September 30, 1995 and
1994.

The ESOP was capitalized with a $1.534,100 loan from the
Company which was used to purchase 153,410 shares of
the Company common stock. Through September 30,
1995, the ESOP has allocated to current and former partic-
ipants 56,690 shares.
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Incentive Compensation and Other Arrangements -.
The Bank has an incentive compensation plan (the “Plan”)
for selected officers. The Plan provides for annual bonuses
based upon the achievement of pre-determined individual
and Bank objectives. The Bank’s policy is to fund incentive
compensation as accrued. The total incentive compensation
expense was $93,400, $125,000 and $58,140 for the years
ended September 30, 1995, 1994 and 1993, respectively.

The Bank has entered into employment agreements with
certain executive officers. Under the agreements, in the
event of voluntary or involuntary termination of employ-
ment with the Bank and under specific circurnstances (as
detailed in the agreements) the officer would receive com-
pensation based on average annual compensation. The
agreernents are in effect as long as the officer remains in the
employ of the Bank.

Stock Option and Incentive Plans - Certain officers
and directors of the Bank have been granted options to pur-

14. INCOME TAXES
The Company is permitted under the Internal Revenue
Code (“the Code”) to deduct an annual addition to a
reserve for bad debts in determining taxable income subject
to certain limitations. The bad debt deduction allowable
under this method equals 8% of taxable income determined
without regard to that deduction and with certain adjust-
ments. This addition differs from the bad debt experience
used for financial accounting purposes. Bad debt deduc-
tions for income tax purposes are included

Income tax expense (benefit) consists of the following:

Current:

Federal ...
o121 I

Federal .. ..o

chase common stock of the Company pursuant to the option
the year ended September 30, 1995 options on
3,50%sharps have been granted at an average exercise price
of $20.00 per share and expire September 28, 2005, For
the year ended September 30, 1994 options on 172,585
shares have been granted at an average exercise price of
$10.00 p\ r share and expire September 20, 2003. No
options hAve been exercised or have expired during fiscal

years 1995, 1994 or 1993.

plan. For

The Bank granted 4,794 and 70,952 restricted shares of
the Company’s common stock on May 23, 1994 and
September 20, 1993, respectively, to certain officers of the
Bank pursuant to the recognition and retention plan (the
“Plan”). The holders of the restricted stock have all of the
rights of a shareholder, except that they cannot sell, assign,
pledge or transfer any of the restricted stock during the
restricted period. The restricted stock vests at a rate of
25% on each anniversary of the grant date.

in taxable income of later years if the bad debt

reserve is used subsequently for purposes other than to
absorb bad debt losses. Because the Company does not
intend to use the reserve for purposes other than to absorb
losses, no deferred income taxes have been provided in the
accompanying consolidated financial statements. Retained
earnings at September. 30, 1995 includes approximately
$6,200.000 of such bad debt deductions for which no
deferred income taxes have been provided.

Years Ended September 30,

1995 1994 1993
$1,946,687  $1,348519 § 937,000

324,000 150,000 142,300

2270,687 1498519 1,079,300
..... 46,000 (59,700) (30,000)
..... 4,000 (5,300) (4,000)
50,000 (65,000) (34.000)

$2.320,687  $1.433519  $1,045,300

The Company’s provision for income taxes is reconciled with the amount of income tax computed by applying the federal

statutory rate as follows:

Tax at Federal rate ......................... SRR

Increase (decrease) resulting from:

Bad debt deduction - net .........o.oooooooi

State income taxes - net of federal benefit
Excess of cost over net assets acquired............c.c.......
Fair value of ESOP shares released ...........

Other - net..... e

Total income tax expense ............ e TR IR
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Years Ended September 30,

1995 1994 1993
$1.995000  $1.327.790 $ 912,000

— (34,000) 76,500

214,000 99.000 94,000

43,000 21,279 —

48,000 — —

. 20,687 19.450 (37,200)
$2.320.687  $1.433519  $1,045.300




The tax effect of temporary differences that give rise to significant portions of deferred tax assets and liabilities at

September 30, 1995 and 1994, are as follows:

1995 1994
Deferred tax assets:
Reserve for losses on loans not currently deductible...................c..c....... $ 228,000 $308,000
Deferred 10an fEes ........cocoooiiciieieecie e 104,000 92,000
Management INcentive PrOgrami..............cococivemiisinseisesssssnsneseasssesessieeene ) 83,000 61,000
Net unrealized loss on securities available-for-sale ............c...ccccoiein 43,568
OUHET FETIIS .. cveeeieiieriveectec et teecsaea et eee bt eec e s enc s s amnieeb e 33,000 38,000
448,000 542,568
Deferred tax liabilities:
Federal Home Loan Bank stock..........c.ccoovieniciiniiincesiciceie, 419,000 419,000
Net unrealized gain on securities available-for-sale .......... ... 337,349 —
OHBET ..ottt e se e eb e 18,864 15,000
775,213 434,000
Net deferred tax asset (iability) ........cccccooieiiciiircccccerc e $(327,213) $108,568
Under APB No. 11, the provision for deferred income taxes for fiscal year ending September 30, 1993 is as follows:
Interest on delinquent loans. ... $(25,300)
Cash to accrual method adjustment ......... _
Deferred loan participation premiums —
FHLB stock dividend ...........ccooiiiiiiii e 34,300
Adjustment of securities held for sale carrying value ...
Deferred 10an fees, MEt ...........ccociiiiiiiiiiii i (13, 100)
Write-doWn Of TATE CAPS ....cuoviiiiieititii ettt ettt 24 ,300)
OMher, DT ... o ettt et e et s e e _ (5,600 600)
Total deferred income tax benefit ..o e (34 000)

15. REGULATORY CAPITAL REQUIREMENTS

At September 30, 1995 the Bank’s estimates of its capital amounts and the capital levels required under OTS capital regu-

lations are as follows:

Actual Requirement
Bank’s stockholder’s equity ...........c.cocooociiii $35,036.349
Less unrealized holding gain on securities available-for-sale, net.. (539.023)
Less intangible assets ... (1,689.,776)
Less phase-out of investments in non-includable subsidiaries .. ... (734,448)
Tangible capital ... e $32,073,102 . 83,890,652
Tangible capital to adjusted assets (1).........cccoooiiiiiiiiiiins 12.37% ; 1.50%
Core capital (Tier 1 capital) ........................... e $32.073,102 $7.781.304
Core capital to adjusted assets (1) ..o 12.37% 3.00%
e —_A A
Core capital............ e e s $32.073,102
Plus general loan loss allowances................occooovieiin s 1,634,680
Less assets required to be deducted .............................. U 74,336)
Risk-based capital (Total capital) ... R 833,633,446 $13.177.473
Risk-based capital to risk-weighted assets (2) ......................... 20.42%/ 8.00%

(1) Based on adjusted total assets totaling $259,376.804.
(2) Based on risk-weighted assets totaling 3164.718,408.

Excess

$28,182,450

10.87%

524,291,798

9.37%

$20,455,973

12.42%

[39]



The OTS, as the primary federal fegulator of savings institutions, has broad supervisory and enforcement powers. The
Bank is also subject to regulatory and supervisory enforcement authority under the Federal Deposit Insurance Corporation
(FDIC) with respect to certain activities that may pose a risk to the deposit insurance fund. At periodic intervals, both the

OTS and the FDIC routinely examine the Bankis financial statements as part of their legally prescribed oversight of the
savings and loan industry. Based on these examinations, the regulators can direct the Bank’s financial statements be

adjusted in accordance with their findings.

The Federal Deposit Insurance Corporation Improvement Act of 1991, established five regulatory capital categories:
well-capitalized, adequately-capitalized, undercapitalized, significantly undercapltallzed and critically undercapitalized;
and authorized banking regulatory agencies to take prompt corrective action with respect to institutions in the three under-
capitalized categories. These corrective actions become increasingly more stringent as an institutionis regulatory capital
declines. At September 30, 1995, the Bank exceeded the minimum requirements for the well-capitalized category as

shown in the following table.

Actual capital ...
Percentage of adjusted assets.................ccoooiiiiiiici -

Minimum requirements to be classified well-capitalized ........

16. COMMITMENTS AND CONTINGENCIES

In the normal course of business, the Bank makes various
commitments to extend credit which are not reflected in the
accompanying consolidated financial statements.

At September 30, 1995 and 1994, the Bank had loan
commitments approximating $6.839,000 and $1,060,000,
respectively, excluding undisbursed portions of loans in
process. Loan commitments at September 30. 1995 include
commitments to originate fixed-rate loans with interest
rates ranging from 7.75% to 11.75% totaling $551.000,
adjustable-rate loan commitments with an interest rate of
7.75% to 9.50% totaling $3,080,000 and purchase
adjustable-rate loan commitments of $3,208,000 with an
interest rate of 8.75% to 9.38%.
September 30, 1994 include commitments to originate

Loan commitments at

fixed-rate loans with interest rates ranging from 8.75% to
9.00% totaling $237,500, adjustable-rate loan commit-
ments with an interest rate of 6.50% to 8.25% totaling
$822,500. Commitments, which are disbursed subject to
certain limitations, extend over various periods of time.
Generally, unused commitments are canceled upon expira-
tion of the commitment term as outlined in each individual
contract.

The Bank’s exposure to credit loss in the event of non-
performance by other parties to financial instruments for
commitments to extend credit is represented by the contract
tual amount of those instruments. The Bank uses the same
credit policies and collateral requirements in making com-

17. SALES OF ASSETS AND DEPOSITS

During the two years ended September 30, 1993, the Bank
closed one branch office and consolidated five others as part
of management’s long-term business plan.

[#0]

~

Tier 1 Tier 1 Total

Capital Capital Capital

to Adjusted to Risk- to Risk-

Total Weighted Weighted

Assets Assets Assets
$32,073,102 \f: $32,073,102 // $33,633,446 /
12.37% / 19.47%/ 20.42% /

5.00% 6.00% 10.00%

~

mitments ard conditional obligations as it does for on-bal-
ance sheet instrurnents.

The Bank pledged securities with amortized costs of
approximately $6,465,000 and $10,449,000 and fair
values of approximately $6,412,000 and $9,802,000 at
September 30, 1995 and 1994 as collateral for public
funds on deposit.

The Bank also pledged securities with amortized costs of
approximately $999,000 and $592,000 and fair values of
approximately $1,006,000 and $578,000 at September 30,
1995 and 1994, respectively, as collateral for individual,
trust, and estate deposits.

The Bank also pledged securities with an amortized cost
of approximately $690,000 and fair value of $691,000 as
collateral for other deposits at September 30, 1994. There
were no securities pledged as collateral for other deposits at
September 30, 1995.

The Bank had purchased interest rate cap contracts with
a broker in the notional amount of $10,000,000 at
September 30, 1994, to reduce its long-term interest rate
exposure. The agreement provided for the Bank to receive
payments if the three month LIBOR rate exceeds a weighted
average protected rate of 12%. During the year ended
September 30, 1994 and 1993, no payments were paid
under the interest rate cap contracts. This agreement
expired in fiscal year 1995. Interest rate swaps were not

utilized in fiscal years 1995, 1994 or 1993.

Loans held for sale, deposits and premises and equip
ment with book values of $2,173.000, $9.318.000 and
$41,000, respectively, were sold during the vear ended
September 30, 1993 resulting in a gain of $708,469.



18. EXTRAORDINARY ITEM

The Bank incurred prepayment penalties of $284,611, net
of tax benefits of $167,000 for the year ended September
30, 1993, related to the prepayment (with cash from opera-
tions) of primarily long-term fixed-rate Federal Home Loan

19. FIRST MIDWEST FINANCIAL, INC. (PARENT COMPANY ONLY)
FINANCIAL INFORMATION

CONDENSED STATEMENTS OF FINANCIAL CONDITION

Bank advances of $4,000,000. Such penalties vary based
on the remaining term to maturity (generally the closer the
advance to maturity, the less significant the penalty), the
contractual interest rate and the current borrowing rate.

at September 30, 1995 and 1994

1995 1994
Cash and cash equivalents ... $ 1,161,376 S 415.412
Securities available-for-sale ... 694,950 235,625
Loan receivables from ESOP ... 967,200 1,186,000
Other SSOES ..o i iititeeareieeeceeeeeeaeeeeeeesasan e e mam e e maa e e e e e st eee———— 172,190 463,297
Investment in subsidiaries..............cccooiiiiiiii s 34,497,327 32,493,650
Total assets.......... e e et e et a e $37,493,043 $34,793,084
Accrued expenses and other liabilities ... $ 19,370 § 11,588
Total abilities . .......cccoooiiiii e 19,370 11,588
Common stock .........oooi 19915 19.915
Additional paid-in capltal ....................................... e 19.310,045 18,955,192
Employee Stock Ownership Plan ... (967,200) (1.186,000)
Retained earnings ... SR e 22,080,578 19,051,322
Treasury StOCkK .....ooir oo e (3,002,207) (2,070.177)
Unrealized gain on securities available-for-sale, net ........................... 32.542 12,144
Total stockholders’ equity........................... e e 37,473,673 34,782,396
Total liabilities and stockholders” equity ....................... e $37.493.043 $34,793,984
CONDENSED STATEMENTS OF INCOME for the years ended September 30, 1995, 1994 and 1993
1995 1994 1993
Dividend income from the Bank .................. e $1.800,000 $4,500.000 % —
INEErest IMCOIME ..ot e 177,901 238,357 12,541
Gain on sale of securities available-for-sale ... 51,250 16,342 —
Other expenses ............. SN e s e (132.175) (175,586) (57)
Income before income taxes and equity in undistributed .
carnings of subsidiaries ... 1,896,976 4,609,113 12,484
INCOMIE TAX BXPOIISE .ooiiiiiiiiii et e 50.000 70482 —
Incomne belore equity in undistributed earnings of subsidiaries .................. 1,646,976 4,538,631 12,484
Equity {loss) in undistributed earnings of subsidiaries ......................... 1,697,376 (1.809.720) 1,340,024
NET ITICOIIIC ..t tute ettt teteseeetet e e e e e e eeeeea st oo e e et ee e e e e e ma e ea e e e aeeneeaa s e e e eaeene $3,544.352 $2,728.911  $1,352,508
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for the years ended September 30, 1995, 1994 and 1993

CONDENSED STATEMENTS OF CASH FLO\iVS

CASH FLOWS FROM OPERATING ACTIVITIES :

I
~,

INEL ITICOTNE . ..o oo ieet e ceee e e ee et et teemtnaie s e e e e e aseeeemie e eeen

Equity (loss) in undistributed earnings of subsidiaries

Amortization of recognition and retention plan........................

Gain on sale of securities available-far-sale

(Increase) decrease in other assets
A

Increase (decrease) accrued expenses

Net cash flows from operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:

Investment in subsidiaries

Loan to ESOP

Payment on loan from ESOP
Purchase of securities available-for-sale
Proceeds from sale of securities available-for-sale
Acquisition of assets and liabilities

Net cash flows from investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:...........ccceeeee
stock 1ssuance.............cc.ccoceeeeeennenenc.
Stock issuance costs
Dividends paid
Purchase of treasury stock

Proceeds from

Net cash flows from financing activities
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR..

CASH AND CASH EQUIVALENTS AT END OF YEAR

FISCAL YEAR 1995:

Total interest INCOme ...........ccocovveviiiiceacianeranns
Total interest expense ................ccocooveeininnnnn,
Net interest INCOME ............ccooeeiremiiieieeieieeeeiennes

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

Net income

Earnings per share (fully diluted):

Income before

cumulative effect

of changes in accounting principles..............
Cumulative effects of changes in
accounting principles ... .

Net income

FISCAL YEAR 1994:

Total interest iNCOMe ...........ooooviviviiiiieiieeeen .
Total interest expense ............c....ccocviviieaiinnneas
Net interest INCOME .......c.cooieiieiiiiiieeeeiiieaeeeeemen
Provision for loan losses .. . .........ccocceeene, et

Income before

cumulative effect

of changes in accounting principles.................
Cumulative effects of changes in
accounting principles.......................

Net income
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1995

1994

1993

$3,544,352 $ 2728911 $ 1,352,508

20. SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)

............. (1,697,376) 1,809,720  (1,340,024)
208,159 381,897 —
................. (51,250) (46,342) —
................. 291,107 (463,297) —
................. - 54,984 (82.764) 181,595
................. 2,349,976 4,328,125 194,079
................. — —  (9,250,000)
................. — —  (1,534,100)
................. 218,800 198,100 150,000
................. (617,562) (333,550) e
241,875 162,378 —
................. — (9,929,443) —
................. (156,887)  (9.902,515) (10,634,100)
................. — — 19,176,250
................. — — (676,250)
................. (515,095) — —
................. (932,030) _ (2,070,177)- —
................. (1,447,125) (2,070,177) 18,500,000
745,964 (7,644,567) 8,059,979
415,412 8.059.979 —
.............. $1.161376 $ 415412 $8.059.979
N
Quarter Ended
December 31 March 31 June 30 September 30
$5,202,586 ;  $5,558,039.; $5,162,491 , $5,130,354/
2,815,729 - 3,154,619 v 2,897.007 ., 2,781,369,
2,386,857 2,403,420 - 2265484 - 2,348,985,
30,000 | 30,000 , 130,000 - 60,000 -
$ 776,494, $ 774,220 $1,262,075 $ 731,563
$0.43 $0.44 y $0.72 $0.41
$0.43 , $0.44 $0.72 ¢ $0.41
52,741,732 $2.894.417 $4.506,061 $5,010,481
1,355,277 ¢ 1.211,200 2,169,440 2,546,577
1,386,455 1,683,217 2.336,621 2,463,904
— 25,000 . — 80,000
382,994 . 601,972 844,765 . 642,017
257,163 — — —
8 640,157, S 601,972; % 844.765 i $ 642,017 |



FISCAL YEAR 1993: '
$2,836,864 v $2,658,764v

Total interest iNCOME .............ccocovviiirecimrmiereinnees $ 3,159,406 $2.930,886

Total interest expense ............cccoceeiicivimnieninnnnn 1,878,482 1,728,919 1,458,187 ¥ 1,443,680"

Net interest iNCOME ............c..cooevieeeeiciiieeaieenns 1,280,924 1,201,967 1,378,677 1,215,084 v

Provision for loan losses ...............c..coceee e 50,000 150,000 25,000 —

Income before extraord_lnary Htems ......ocoeeernnes 278,581 563,547 453,882 341,109

Extraordinary item ............0........ — (284,611) —_
Net inCOmEe ......cccvevevieciisiieecee e $ 278,581 $ 278936 % 453, 882 $ 341,109

21. FAIR VALUE OF FINANCIAL INSTRUMENTS

Statement of Financial Accounting Standards No. 107, Disclosures About Fair Value of Flnanc1al Instruments, requires
that the Company disclose estimated fair value amounts of its financial instruments. It is managementis belief that the fair
values presented below are reasonable based on the valuation techniques and data available to the Company as of
September 30, 1995 and 1994, as more fully described below. It should be noted that the operations of the Company are
managed from a going concern basis and not a liquidation basis. As a result, the ultimate value realized for the financial
instruments presented could be substantially different when actually recognized over time through the normal course of
operations. Additionally, a substantial portion of the Company’s inherent value is the Bank’s capitalization and franchise
value. Neither of these components have been given consideration in the presentation of fair values below.

The following presents the carrying value and fair value of the assets and liabilities held by the Company at September 30,
1995 and 1994. This information is presented solely for compliance with SFAS No. 107 and is subject to change over time
based on a variety of factors.

1995 1994
Approximate Approximate
Carrying Fair Carrying Fair
Value Value Value Value
SELECTED ASSETS:
Cash (including short-term investments)........... $ 4,615,712 $ 4,615,712 $ 6,430,235 $ 6,430235
Securities available-for-sale............................... 48,829,103  48,829.103 13,221,136 13,221.136
Mortgage-backed securities available-for-sale ... 21,402,989 21,402,989 23,957,527 23,957,527
Securities held-to-maturity........................... — — 18,000,000 17,810,000
Mortgage-backed securities held-to-maturity ... — — 47917370 47,167,799
Loans receivable, net ......, et 178,551,501 181,147,759 155,496,739 151,968,998
Federal Home Loan ; ,
Bank stock ..........c..ocoiiiiii 3,915,300 | 379157300j 3,015,500 ; 3,015,50(}'
SELECTED LIABILITIES: ! ‘ '
Deposits:
NOW checking accounts........ e $15,535,519 $15,535.519 $16,270,585 $16,270,585

Passbook accounts............ PP
Market rate savings accounts .............c...c........
Certificates of deposit .................... e

Total deposits.............ccooociii
Advances from Federal Home Loan Bank .........
Other borrowings .............. TSRO

OFF-BALANCE SHEET INSTRUMENTS:

COmMIMITIMENTS ..o

12,112,476 12,112,476 9,256,724 9,256,724
14,836.337  14,836.337 16,248.089 16,248,089
129,308,665 130,292,108 134,391,309 134,376,913
171,792,997 172,776,440 176,166,707 176,152,311
51,098.388  51.123,467 60,308,065 60,382,944
1,149,918 1,147,622 909,918 898,842

$ 6,839,000 $ 6,839,000 ~ $ 1,060,000 $ 1,060,000
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The following sets forth the methods and assumptions used in determining the fair value estimates for the
Company’s financial instruments at September 30, 1995 and 1994.

Cash and Short-Term Investments - The book value
of cash and short-term investment is assumed to approxi-
maite the fair value of such assets.

Securities - Quoted market prices or dealer quotes were
used to determine the fair value of securities available-for-
sale and held-to-maturity.

Mortgage-Backed Securities - For mortgage-backed
securities available-for-sale and held-for-maturity, the
Bank has utilized quotes for similar or identical securities in
an actively traded market, where such a market exists, or
has obtained quotes from independent security brokers to
determine the fair value of such assets.

Loans Receivable - The fair value of loans receivable was
estimated by discounting the future cash flows using the
current rates at which similar loans would be made to bor-
rowers with similar credit ratings and for similar remaining
maturities. When using the discounting method to deter-
mine fair value, loans were gathered by homogeneous
groups with similar terms and conditions and discounted at
a target rate at which similar loans would be made to bor-
rowers as of September 30, 1995 and 1994. The fair value
of foans held for sale is determined by outstanding commit-
ments from investments or current investor yield require-
ments calculated on an aggregate loan basis. In addition,
when computing the estimated fair value for all loans,
allowances for loan losses have been subtracted from the
calculated fair value for consideration of credit issues.

Federal Home Loan Bank Stock - The fair value of
such stock approximates book value since the Bank is able
to redeem this stock with the Federal Home Loan Bank at
par value.

Deposits - The fair value of savings deposits were deter-
mined as follows: (i) for passbook accounts, market rate
savings accounts and NOW checking accounts, since such
deposits are immediately withdrawable, fair value is deter-
mined to approximate the carrying value (the amount
payable on demand); (ii) for certificates of deposit, the fair
value has been estimated by discounting expected future
cash flows by the current rates offered on certificates of
deposit with similar remaining maturities. In accordance
with SFAS No. 107, no value has been assigned to the

22, RECENT ACCOUNTING STATEMENTS
Accounting by Creditors for Impairment of a Loan -
In May 1993, the Financial Accounting Standards Board
(FASB) issued SFAS No. 114, Accounting by Creditors for
Impairment of @ Loan. SFAS No 114, as amended by
SFAS No. 118. Accounting by Creditors for Impairment of a

" Loan - Income Recognition and Disclosure in October 1994,
is applicable to all creditors and to all loans, uncollateral-

[44]

Bank’s loilg-teml relationships with its depc;sit customers’
(core value of deposits intangible) since such intangible is
not a financial instrument as defined under SFAS No. 107.

Advances from Federal Home Loan Bank - The fair
value of such advances was estimated by discounting the
expected future cash flows using current interest rates as of
September 30, 1995 and 1994, for advances with similar

terms and remaining maturities.

Securities Sold Under Agreements to Repurchase -
The fair value of securities sold under agreements to repur-
chase was estimated by discounting the expected future
cash flows using derived interest rates approximating mar-
ket over the contractual maturity of such borrowings.

Commitments - The commitments to originate and pur-
chase loans have terms that are consistent with current
market terms. Accordingly, the Bank estimates that the
face amounts of these commitments approximates amor-
tized cost. )

Limitations - It must be noted that fair value estimates
are made at a specific point in time, based on relevant mar-
ket information about the financial instrument. Addition-
ally, fair value estimates are based on existing on- and off-
balance sheet financial instruments without attempting to
estimate the value of anticipated future business, customer
relationships and the value of assets and liabilities that are
not considered financial instruments. These estimates do
not reflect any premium or discount that could result from
offering the Company’s entire holdings of a particular
financial instrument for sale at one time. Furthermore,
since no market exists for certain of the Company’s finan-
cial instruments, fair value estimates may be based on judg-
ments regarding future expected loss experience, current
economic conditions, risk characteristics of various financial
instruments, and other factors. These estimates are subjec-
tive in nature and involve uncertainties and matters of sig-
nificant judgment and therefore cannot be determined with
a high level of precision. Changes in assumptions as well as
tax considerations could significantly affect the estimates.
Accordingly, based on the limitations described above, the
aggregate fair value estimates are not intended to represent
the underlying value of the Company, on either a going
concern or a liquidation basis.

ized as well as collateralized, except large groups of smaller-
balance homogeneous loans that are collectively evaluated
for impairment, loans that are measured at fair value or at
the lower of cost or {air value, leases, and debt securities as
defined in SFAS No. 115, Accounting for Certain
Investments in Debt and Equity Securities. SFAS No. 114
applies to all loans that are restructured in a troubled debt



restructuring involving a modification of terms. SFAS No.
114 requires that impaired assets which are within the
scope of this Statement be measured based on the present
value of expected future cash flows discounted at the loan’s
effective interest rate or, as a practical expedient, at the
loan’s observable market price or the fair value of the col-
lateral if the loan is collateral dependent.

SFAS No. 114 amends SFAS No. 5, Accounting for
Contingencies, to clarify that a creditor should evaluate the
collectibility of both contractual interest and contractual
principal of all receivables when assessing the need for a
loss accrual. This Statement also amends SFAS No. 15,
Accounting by Debtors and Creditors for Troubled Debt
Restructurings, to require a creditor to measure all loans
that are restructured in a troubled debt restructuring
involving a modification of terms in accordance with this
Statement.

SFAS No. 114 and SFAS No. 118 applies to financial state-
ments for fiscal years beginning after December 15, 1994.
The Company does not believe the effect of these statements
will have a significant impact on its financial statements.

Disclosure of Certain Significant Risks and
Uncertainties - In December 1994, the Accounting
Standards Executive Committee issued Statement of
Position 94-6 (SOP 94-6) entitled Disclosure of Certain
Significant Risks and Uncertainties. The disclosures
required by SOP 94-6 focus primarily on risks and uncer-
tainties that could significantly affect the amounts reported
m the financial statements in the near term or the near-
term functioning of the reporting entity. The risks and
uncertainties this SOP deals with result from the nature of
the entity’s operations, from the necessary use of estimates
in the preparation of the entity’s financial statements, and
from significant concentrations in certain aspects of the
entity’s operations. This disclosure requirements of the
SOP in many circumstances are similar to or overlap the
disclosure requirements in certain pronouncements of the
FASB and the Securities and Exchange Commission. The
provisions of SOP 94-6 are effective for fiscal vears ending
after December 5, 1995, or effective as of October 1, 1995,
for the Company, and for financial statements for interim
periods in fiscal vears subsequent to the year for which the
SOP is first applied. Since this statement requires only dis-
closures, in most cases, having already been met by compli-
ance with other authoritative pronounceraents, the provi-

sions of SOP 94-6 will not affect the Con nancial
position or results of operations.
Accounting for the Impairment of 1 red

Assets - In March 1995, the Financial ng
Standards Board (FASB) issued Statem ancial
Accounting Standards No. 121 (SFAST :ntitled
Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to be Disposed Of. SFAS No. 121 estab-
lishes accounting standards for the recognition and mea-
surement of the impairment of long-lived assets, certain

identifiable intangibles and goodwill. This statement does
not apply to core deposit intangibles or mortgage and other
servicing rights. The provisions of this statement require
that long-lived assets and certain identifiable intangibles to
be held and used should be reviewed for impairment when-
ever events or changes in circumstances indicate that the
carrying amount of an asset may not be recoverable. In
performing the review of recoverability, the provisions of
SFAS No. 121 require the estimation of the expected future
cash flows (undiscounted and without interest charges) to
result from the use of the asset and its eventual disposition
with an impairment loss recognized if the sum of such cash
flows is less than the carrying amount of the asset. SFAS
No. 121 is effective for fiscal years beginning after
December 15, 1995, or effective as of October 1, 1996, for
the Company. Management of the Company has not deter-
mined the time period in which to implement the provisions
of SFAS No. 121 and does not believe such adoption of
SFAS No. 121 will have a material effect on the Company’s
financial position or results of operations.

Aecounting for Mortgage Servicing Rights - In May
1995, the FASB issued Statement of Financial Accounting
Standards No. 122 (SFAS No. 122) entitled Accounting for
Mortgage Servicing Rights. SFAS No. 122 amends SFAS
No. 65, Accounting for Certain Mortgage Banking
Operations by eliminating the distinction in accounting for
mortgage servicing rights depending on whether the loan
was originated by the servicer or purchased. SFAS No. 122

_requires mortgage servicers that sell or securitize loans and

retain the servicing rights to allocate the total cost of the
loans to the servicing rights and loans based on their fair
value if practicable to estimate. If not practicable, the cost
of acquiring the loans should be allocated to the mortgage
loans only. Purchased mortgage servicing rights are mort-
gage servicing rights that have been purchased from other
parties. Originated mortgage servicing rights generally rep-
resent the mortgage servicing rights acquired when an insti-
tution originates and subsequently sell mortgage loans but
retains the servicing rights. Currently, only purchased
mortgage servicing rights are capitalized as assets.

However, upon implementation of SFAS No. 122, origi-
nated mortgage servicing rights must be capitalized as
assets on a prospective basis. In addition, SIFAS No. 122
requires all capitalized mortgage servicing rights, both orig-
mated and purchased, to be evaluated for impairment
based on their fair values.

SFAS No. 122 is effective for fiscal years beginning after
December 15, 1995, or effective as of October 1, 1996 for
the Company, with earlier application encouraged and
retroactive restatement prohibited. The effect of SFAS No.
122 is dependent, among other items, upon the volume and
type of loans originated, the general levels of market inter-
est rates and the rate of estimated loan prepayments.
Management of the Company is currently reviewing the
provisions of this statement to determine its implementation
date and has not as ol this date determined the elfect of
such implementation.



Accounting for Stock-Based Compensation - In
October 1995, the FASB issued SFAS No. 123 entitled
Accounting for Stock-Based Compensation. SFAS No. 123
establishes financial accounting and reporting standards for
stock-based employee compensation plans. Those plans
include all arrangements by which employees receive shares
of stock or other equity instruments of the employer or the
employer incurs liabilities to employees in amounts based
on the price of the employer’s stock including stock pur-
chase plans, stock options and restricted stock. The
Statement defines a fair value based method of accounting
for an employee stock option or similar equity instrument
and encourages all entities to adopt that method of account-
ing for all of their employee stock compensation plans.
However, the Statement also allows an entity to continue to
measure compensation cost for those plans using the intrin-
sic value based method of accounting presently prescribed
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by Accounting Principles Bulletin Opinion No. 25. Entities
electing to remain with the accounting in Opinion 25 must
make pro forma disclosures of net income and, if presented,
earnings per share, as if the fair value based method of
accounting defined in SFAS No. 123 had been applied.

The accounting requirernents of SFAS No. 123 are effec-
tive for transactions entered into in fiscal years that begin
after December 15, 1995 while the disclosure requirements
are effective for financial statements for fiscal years begin-
ning after December 15, 1995. Pro forma disclosures
required for entities that elect to continue to measure com-
pensation cost using Opinion No. 25 must include the
effects of all awards granted in fiscal years that begin after
December 15, 1994. Management of the Company is cur-
rently reviewing the provisions of this staternent to deter-
mine the effect of implementation.
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CORPORATE INFORMATION

Corporate Headquarters

First Midwest Financial, Inc.
First Federal Building

Fifth at Erie

P.O. Box 1307

Storm Lake, lowa 50588

Annual Meeting of Stockholders

The Annual Meeting of Stockholders will convene at

1 p.m. on Tuesday, Januan 23, 1996. The meeting will
be held in the Board Room of First Federal Savi ings Bank
of the Midwest, Fifth at Erie, Storm Lake, lowa. Purther
information vn'th regard to this meeting can be found in
the proxy statement.

General Counsel

Mack, Hansen, Gadd, Armstrong
& Schiller, P.C.

316 East Sixth Street

Storm Lake, Iowa 50588

Special Counsel
Silver, Freedman & Taff

1100 New York Avenue NW
Washington, DC 20005-3934

STOCK MARKET INFORMATION

First Midwest Financial, Inc.’s

Independent Auditars
Deloitte & Touche 1.1.r
2000 First National Center
Omaha, Nebraska 68012

Stockholder Services and Investor Relations
Stockholders desiring to change the name, address or
ownership of stock, to report lost certificates or to
consolidate accounts should contact the corporation’s
transfer agent:

Registrar & Transfer Company

10 Commerce Drive

Cranford, New Jersey 07016

1-800-368-5948

Analysts, investors and others seeking a copy
of the Form 10-K or other public financial information
should contact:

Investor Relations - Attention: Kristi L. Frey,

First Midwest Financial, Inc.,

First Federal Building, Fifth at Erie,

P.O. Box 1307,

Storm Lake. lowa 50588

Telephone 712-732-4117

common stock is traded through the Nasdaq National Market System

using the common stock symbol “CASH”. The Wall Street JOHI nal publishes daily trading information

for our stock under the abhreviation

“I'stMidwEnl” in the National Market Listing.

1994 1995 Fiscal Year 1994 Fiscal Year 1995

Dividend Dividend

Paid Paid Low High Low High
First quarter ................ N/A $.075 $14.25 $17.00 S514.25 S516.00
Second quarter ........... N/A $.075 $13.25 $15.75 S14.25 $16.25
Third quarter................ N/A $.075 $513.00 $15.00 S14.25 S517.50
Fourth quarter.............. N/A $.075 S514.25 $16.50 S517.38 S21.75

As of September 30, 1995, there were 1,794,025 shares of common stock outstanding which were held by

346 stockholders of record. and 176.094 shares subject to outstanding options.

The stockholders of record

number does not reflect the persons or entities who hold their stock in nominee or “street™ name.

As of September 30, 1995. the following securities firms indicated they were acting as market makers for

First Midwest Financial. Inc., stock:
Herzog, Heine, Geduld, Inc.

John G. Kinnard & Co.. Inc.
Kemper Securities Group Inc.
Mayer & Schweitzer Inc.

Piper Jaffrav Companies Inc.
Robert W. Baird & Co., Inc.
Sterne, Agee & l.each

Howe, Barnes & Johnson, Inc.
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