First Midwest Financial, Inc.
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b ' is the holding compa:ny for First
Federal Savings Bank of the Midwest and Security State Bank. First Federal

Savings Bank has its main bank office in Storm Lake, Iowa, and six branch
offices in a fdur-county area of Northwest Iowa. It also includes two Brookings
Federal Bank Division offices in Brookings, South Dakota, and two Iowa Savings
Bank Divisionl offices in Des Moines and West Des Moines, Jowa. Security State

Bank, with offices in Stuart, Casey and Menlo, Iowa, operates as a commercial

bank chartered by the State of Iowa.

The Company’s primary business is marketing financial deposit and loan
products to meet the needs of its retail bank customers.

LaSalle St.| Securities, Inc., Ameritas Investment Corporation, and Cross
America, through contracts with First Services Financial Limited, a subsidiary
of First Federal, offer discount brokerage service and noninsured investment
products.

PrimeVest Investment Center, operating through Brookings Service Corporation,

a subsidiary of First Services, offers full service brokerage and a wide range of
noninsured investment products.
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Financial Highlights

At September 30 1993 1994 1995 1996 1997
(Dollars in Thousands except Per Share Data)

Total assets $160,827 $274,115 $264,213 $388,008 $404,589

Total loans 80,224 155,497 178,552 243,534 254,641

Total deposits 122,813 176,167 171,793 233,406 246,116

Stockholders’ equity 34,683 38,013 43,210 43,477

Book value per common share® .. 11.21 $ 12.46 $ 14.13 $ 14.81 $ 16.11

Total equity to assets 20.79% 12.65% 14.39% 11.14% 10.75%

For the Fiscal Year 1933 1994 1995 1@3 1997

(Dollars in Thousands except Per Share Data)
Net interest income .....ccccooeuneee $ 5,077 $ 7,870 $ 9,405 $ 10,359 $ 11,946
Net iNCOME wovuivereeeieeicicccceneeaas 1,352 2,729 3,544 2,4149 3,642
Net income per share® .............. $ 0.449 $ 0491 $ 133 $ 0.89@ $ 127
Net yield on interest-earning assets 3.21% 3.94% 3.63% 3.47% 3.38%
Return on average assets ........... .84% 1.29% 1.31% .76%% .98%
Return on average equity .......... 7.10% 7.89% 9.86% 6.18%® 8.41%

Total Assets Net Income - Total ) N Net Interest
Deposits — Income

@ Amounts reported have bean adjusted for the three for two stock split paid January 2, 1997 in the form of a 50 percent stock dividend.

@ Net income per share is based on the assumption that the weighted average shares outstanding at September 30, 1993, were outstanding the
entire year. - N -

@ Reflects the one-time industry wide special assessment to recapitalize the Savings Association Insurance Fund. Excluding the special
assessment, Net income, Net incorme per share, Return on average assets, and Return on average equity would have been $3,209,000, $1.18,

1.01%, and 8.22%, respectively. [
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First Midwest Financial, Inc. has continued its
growth trend since becoming a publicly traded company in
1993, and I am confident profitable growth will continue.
September 30, 1993, assets were $161 million compared to
$405 million at September 30, 1997. This represents an

increase of more than 150 percent.

ur company reported net income

of $3,642,000, or $1.27 per share,' for
the fiscal year ended September 30, 1997. Dur-
ing the fourth quarter 1997, net income was
$927,000, or $.33 per share.

During fiscal 1996, First Midwest recog-
nized a $1,266,000 pre-tax charge as a result
of federal legislation that required all insti-
tutions insured by the Savings Association
Insurance Pund (SAIF) to pay a one-time

special assessment to restore the SAIF to
its statutory reserve level. The charge
was $795,000, or $.29 per share on an
after-tax basis. Excluding the special
assessment, First Midwest’s per share net
income for the 1996 fiscal year and
fourth quarter would have been $1.18
and $.30, respectively.

Retail operations provide the com-
pany with ample growth opportunities.
Fiscal year 1997 earnings were

enhanced by a 15 percent increase
interest This
was due in part to an $11.1 million

in net income.
increase in our loan portfolio,
) and to an overall increase in
», the yield on interest-earning
: assets. The loan portfolio
increase was primar-
ily funded by

Chairman's Letter — To Our Stockholders

a $12.7 million increase in retail deposits.
First Midwest invested $4.3 million in its
own stock during the 1997 fiscal year; repur-
chasing shares at an average price of $16.68.
Since initiating the first stock repurchase pro-
gram in 1994, our company has invested a
total of $7.9 million for shares that are worth

_over $12 million today. These shares were

repurchased at an average price of $13.30 per
share (adjusted for a stock dividend), thereby
creating additional value for shareholders. On
June 25, 1997, we announced our intention to
repurchase an additional 5 percent of out-
standing shares and, at fiscal year end, had
102,000 shares remaining to be repurchased
under this program.

At September 30, 1997, assets were $405
million, compared tfo S§388 million at the
beginning of the fiscal year. At that date,
stockholders” equity totaled $43.5 million, or
$16.11 per common share outstanding. Both
First Federal and Security State Bank signifi-
cantly exceed their regulatory capital require-
ments. _

A 33 percent increase in the company’s
quarterly cash dividend from 9 cents per share
to 12 cents per share—was announced on
November 24, 1997. This dividend is payable
on or about January 2, 1998 to stockholders of
record on December 15,1997. First Midwest is
pleased to pay this increased cash dividend to

its stockholders. =

Qur company maintains its niche as a
super-community organization. Each division
is committed to its local community, while
benefiting from the financial strength and
improved efficiencies of the holding company.
This approach has proven to be an important
strategy to maintain local identity and
customer loyalty in a consolidating financial
industry. ,

First Midwest is focused on consolidating
administrative functions to improve employee
efficiency. The first companywide promotion
proved to be a tremendous success, surpassing




expectations and providing substantial
deposit growth. The notable First Midwest
logo, highlighted on our cover, was intro-
duced as the official emblem at each divi-
sion. This is symbolic of the improved

continuity across the company.

J. Tyler Haahr and Ellen E. H. Moore
were welcomed as new members of the
executive management team in March of
1997. Both join the company with strong
educational backgrounds, practical busi-
ness experience, and proven leadership
skills. First Midwest has already benefited
from their contributions.

Four key values were initiated in 1997
to provide focus for employees. These
values are quiding individuals to “do the
right things right” and are positively
impacting the direction of our company.
The values are as follows:

CUSTOMER SERVIGE

Qutstanding customer service is the foun-

dation to our success. Properly meeting

customers’ financial needs ard exceeding

expectations contributes to our customers’

satisfaction and to our success.

We strive to:

m Listen carefully to customer needs.

®  Know product features and benefits.

m  Utilize selling skills to cross-sell
products based on needs.

m Deliver competitive products and
services.

m (learly communicate intentions and
expectations.

m  Make it simple to work with us.

m  Smile, work efficiently, and say
“Thank you.”

CGONTINUOUS IMPROVEMENT

To succeed, we must embrace change in
order to improve our effectiveness and
efficiency. Quality is key.

We strive to:

®  Assume owrership for improvement
areas.
Listen to all ideas and viewpoints.
Learn from our successes and
mistakes.

m  Properly plan, fund, and staff
projects.

m  Focus on quality.
Take pride in our work.
Clearly communicate intentions and
expectations.

GREAT WORK ENVIBRONMENT

Team work is instrumental to our success.

We strive to:

®  Be professional, open, and direct.

® Respect and trust each other.

®  Recognize and reward accomplish-
ments.

m Be an asset to the community.

= Have fun!

RESULTS

We are results and goal-oriented.

We strive to:

m  Set challenging and competitive
goals.

m Take action and track progress
toward goals.

= Assume ownership — make and
meet commitments.

m  Pay attention fo detail.

Be proactive problem solvers.

LOOKING AHEAD

The upcoming fiscal year promises to
be an exciting one for First Midwest.
OQur company is seeking additional
opportunities to acquire savings banks,
commercial banks, and other related-ser-
vice companies in our geographic area.
Other capital management strategies,
such as dividends and stock repurchases
also will be considered. Each opportunity
will be evaluated carefully. First Midwest

is committed to increasing return on equi-
ty that will in turn, positively impact
stockholder value. i

In addition to ca;ital maragement
strategies, First Midwest is dedicated to
consolidating adminisErative functions,
utilizing technology to improve efficien-
cles, and meeting custémers’ ever-chang-
ing financial needs. Watch for our new
web site and other iechnological ad-
vances coming in 1998.

In the retail environment, First
Midwest’s implementation of explicit
product, pricing, promotion, and distrib-
ution strategies across its divisions has
begun. The objective Ls to increase mar-
ket share while enhancing the deposit
base with lower costing money accounts.
New product introduétions, QUICKcard
Cash & Check, Timeless Checking, and
Automated Clearing House (ACH) origina-
tion fit into that strategic objective.
These products, and others, will provide
our customers with value-added product
packages that meet their needs while
differentiating us from the competition.

We are confident that our commitment
to profitable, long-term growth will bene-
fit you through increased stockholder
value. We appreciate _your support and
look forward to an exciting and profitable
1998.

JAMES S. HAAHR
Chairman of the Board,
President & CEO "
December 15, 1997
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First Federal Savings Bank

The Storm Lake Division of First Federal Sav-

ings Bank of the Midwest has grown in profitability
and efficiency since becoming a publicly traded compa-
ny. Sharing best practices between bank divisions and
implementing smart changes have positively impacted all

divisions.

Fred A. Stevens
President and Trust Officer
Storm Lake Division of
First Federal Savings

Bank of the Midwest

ECONOMIC DATA

Average Land Value as of
September, 1997

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

Building Permits 1996
Storm Lake

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

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

Unemployment Rale
as of June, 1997
Buena Vista County — 2.3%

C irst Federal’s dedication to the company

values has given employees a renewed
focus on “doing the right things right” in their
everyday work. Accountability has increased
as employees utilize development plans
focused on goals and performance relating to
the company values. The First Federal team is
committed to profitable growth and improved
efficiency.

The Main Bank Office houses many com-
panywide administrative functions. Central-
ized account services, marketing, purchasing,
computer systems, and other functions are
improving internal and external customer ser-
vice, enharncing communication, and reducing
expenses.

First Federal offers all types of loans, with
an increased emphasis on consumer and agri-
cultural lending. Financing for start-up and
existing operations of any size is available.
Home lending for purchase, new construction,
refinancing, and home improvements provide a
valuable cross-selling link to other bank prod-
ucts and services.

Timeless Checking's relationship banking
focus establishes cross-selling opportunities for
deposit customers. Savings products also are
available to satisfy deposit customers’ needs.
This past year, the bank realized excellent
deposit growth due to competitive pricing on
both long-term and short-term certificates of
deposit.

The Retirement and Trust Department
provides customers with money-saving oppor-

First Federal Savings Bank of the Midwest,
Main Bank Office, Fifth at Erie, Storm Lake, lowa.
tunities for their retirement dollars. A full
range of investment choices is available for
Individual Retirement Accounts (IRAs), Simpli-
fied Employee Pension Plans (SEPPs), and Keogh
(KEO) plans.

The bank understands customers’ needs to
invest in non-traditional bank products. LaSalle
St. Secunties, Inc., Ameritas Investment Corpo-
ration, and Cross America, through contracts
with First Services Financial Limited, a sub-
sidiary of First Federal, offer alternative invest-
ment products and discount brokerage services
to satisfy customer needs: These products are
not FDIC-insured, nor guaranteed by First Fed-
eral or any affiliates.

DIRECTORS OF FIRST FEDERAL SAVINGS BANK
OF THE MIDWEST

JaMes S. Haanr
Chairman of the Board, President & CEO for
First Midwest Financial, Inc., and First Federal
Savings Bank of the Midwest.

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

E. Wayne CooLey -
Executive Secretary, lowa Girls" High School
Athletic Union, Des Moines, lowa

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

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

RopNEY G. MUILENBURG
Dairy Specialist, Sioux City Division
Purina Mills, Inc., Storm Lake, lowa




,* Brookings Federal Bank

Brookings Federal Bank, a Division of First Federal

Savings Bank of the Midwest since 1994, recognized its

most profitable year in history. Contributing greatly to
First Midwest’s earnings, Brookings Federal is a leader in

both lending and savings products.

James C. Winterboer
President

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

EGONOMIC DATA

Average Land Value as of
September, 1997

High-productivity, non-irrigated
cropland in east-central

South Dakota; $930 per acre
(as of February, 1997)

Building Permits 1996
Brookings

Residential — $5,488,640
Commercial — $5,555,650

Taxable Retail Sales 1996
Brookings — $144,939,760

Unemployment Rate
as of June, 1997
Brookings — 1.7%

gricultural lending significantly

impacted the division’s overall
loan portiolio growth in 1997. A focused mar-
keting approach, competitive loan structuring,
and an experienced team of lending profes-
sionals provide the groundwork for agricultural
growth.

Consumer and mortgage lending alse
prove to be expanding areas for Brookings
Federal. With loan discounts tied to Timeless
Checking accounts, cross-selling is a successful
component of relationship banking. Various
types of mortgage loans are available to
customers, including construction loans,
Federal National Mortgage Association fixed-
rate mortgages, and adjustable-rate mort-
gages. Brookings Federal is involved with
special assistance lending and can provide
first-time home buyers and low-income
borrowers with a low-interest South Dakota
Housing Development Authority loan.

Since its introduction in 1993, Timeless
Checking has significantly increased Brookings
Federal's checking deposits. Because of this
growth and the accounts’ ability to provide
packaged value and brand recognition to
customers, all divisions under First Midwest
Financial, Inc. introduced Timeless Checking
this fall. The QUICKcard Cash & Check is a
complementary product of Timeless Checking.

Brookings Federal is finalizing plans to
remodel its main office and expand branch
hours to provide better service to its customers.
In addition to updated facilities, customers
will appreciate a new automated teller machine

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

and future product introductions. “This is
an exciting time for us,” stétes President Jim
Winterboer. “We continue to embrace change
and search for opportunities to better serve our
customers.” -

As well as offering traditional banking ser-
vices, Brookings Service Co@oration provides
customers with a wide range of alternative
investing opportunities. PrimeVest Investment
Center, operating through Brookings Service
Corporation (a subsidiary of First Services Finan-
cial Limited), teams with Brookings Federal
Bank to support customers’ expanding financial
needs. These products are not FDIC insured nor
guaranteed by First Federal or any affiliates.

BROOKINGS FEDERAL BANK TIWISIJHY BOARD

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

FRED J. RITTERSHAUS
Vice Chairman of the Advisory Board
Consulting Engineer and Partner, —

Banner and Associates, Inc. =

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

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

Earl R. Rue
Consulting Manager, Running Fleet and Farm

James C. WINTERBOER -
President, Brookings Federal Bank_




l’ Towa Savings Bank

Iowa Savings Bank, a Division of First Federal Savings

Bank of the Midwest since 1995, opened its second loca-

tion in the expanding West Des Moines area. Remodeled,

professionally landscaped, and strategically situated on a

high-traffic corner across from a major mall, the newest

office has attracted a significant number of new cus-

tomers since opening in March, 1997. New products and

services help distinguish Iowa Savings Bank from nearby

competitors, while a characteristic blue roof promises to

become a recognizable landmark in the area.

Jeanne Partlow
President

lowa Savings Bank Division

of First Federal Savings
Bank of the Midwest

ECONOMIC DATA

Average Land Value as of
September, 1997

High-quality farmiand in
central lowa: $2,724 per acre

Building Permiis 1996
Greater Des Moines
Residential — $233,257,396
Commercial — $5,555,650

Taxable Retail Sales 1996
Greater Des Moines —
$3,844,208,882

Unemployment Rate
as of June, 1997
Polk County —2.5%

/ Che original Jowa Savings Bank office,

located in the historic Highland Park
area of Des Moines since 1925, continues as an
established, growing branch. Loyal Des Moines
and West Des Moines customers are pleased to
have the convenience two locations provide.

Towa Savings Bank made a significant
contribution to First Midwest’s deposit growth
this past year. During the first companywide
certificate of deposit “Summer CD Celebra-
tion” promotion, Iowa Savings Bank produced
several million dollars in new money toward
deposit growth. This gain in deposits allowed
for an increase in First Midwest’s loan portfo-
lio.

Established savings and single-family
home loan products provide the bank with a
solid foundation of finarncial service offerings.
The Iowa Savings Bank team is breaking new
ground with Timeless Checking Clubs, the
QUICKcard Cash & Check, consurmer loans, resi-
dential loans, and commercial loans. Cross-
selling efforts are the key to developing broad-
er-based financial relationships with existing
customers, and to offering new customers more
product and service options.

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

lowa Savings Bank, Highland Park Office, 3624 Sixth
Avenue, Des Moines, lowa -

Altermative investments are now available
to Jowa Savings Bank customers who seek non-
traditional bank productg. Ameritas Invest-
ment Corporation and Cross America, through
contracts with First Services Financial Limited,
a subsidiary of First Federal Savings Bank of
the Midwest, offer alternative investment
products and discount brokerage services.
These products are not FDIC-insured, nor guar-
anteed by First Federal or any affiliates.

A successful grand oi;ening event in the
fall of 1997 helped position Iowa Savings Bank
as a notable competitor in the Des Moines and
West Des Moines markets. Improved product
structure, aggressive pricing, and increased
promotion will enable JIowa Savings Bank to
achieve its challenging growth and profitabili-
ty goals in the next fiscal year.




Security State Bank

Security State Bank, a Subsidiary of First Midwest

Financial, Inc. since September 30, 1996, provides the

company with the benefits of being a commercial bank,

chartered by the State of Iowa. First Midwest has capi-

talized on the charter differences to increase profit-

ability of the company and increase stockholder value.

EGONOMIC DATA

Average Land Value as of
September, 1997

High-quality farmiand in west-
central lowa; $2,611 per acre

Building Permils 1996
Stuart

Residential — N/A
Commercial — N/A

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

Unemploymeni Rale
as of June, 1997
Guthrie County — 2.8%

ecurity State Bank has locations

in Stuart, Casey, and Menlo — a
growing consumer population located just west
of Des Moines. The new Stuart office is strate-
gically placed near a growing interstate exit
commercial area, while the Casey and Menlo
offices remain in well-established main street
locations.

Security State Bank is reliant on agricul-
ture and agricultural business. A successful
1997 harvest season promises to positively
impact the local economy and this division.
Agricultural lending continues to expand
the bank’s loan portfolio as loyal customers
appreciate the well-structured loans and
knowledge provided by Security State Bank's
lending professionals. Borrowers typically
use variable rate revolving lines of credit to
assist in managing their farming or agri-busi-
ness operations. This loan product has been
well received by customers over the past few
years and is geared toward seasonal borrowing
that is normal in agriculfural lending.

To better balance total portfolio risk, Secu-
rity State Bank has increased its commitment
to commercial, consumer, and real estate lend-
ing. This past fiscal year, the bank’s lending in
these areas has increased as a percentage of
total business. This growth is expected to con-
tinue as the division remains focused on

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

increasing market share and improving earn-
ings. ‘ —

Security State Bank offers a full line of
bank deposit products. Beginning in the fall
of 1997, the bank expanded its free and tiered
interest checking account oﬁférings to include
“Better Than Free” Timeless Checking. The
bank utilizes its numerous ;_;automated teller
machines to promote the new complementary
QUICKcard Cash & Check, Wh1ch provides more
convenience and service to customers.

DIRECTORS OF SECURITY STATE BANK

JaMEs S. Haanr B
Chairman of the Board, President & CEQ for
First Midwest Financial, Inc., and First Federal
Savings Bank of the Midwest

Jerrrey N. Bump
Partner, Bump and Bump Law Offices
Stuart and Panora, lowa -

E. Wayne CooLEY _
Executive Secretary, lowa Girls’ High School
Athletic Union, Des Moines, lowa

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

J. TyLeErR HaaHR -
Senior Vice President, Secretary & COO for First Midwest
Financial, Inc. and Executive Vice President, Secretary
& COO for First Federal Savings Bank of the Midwest

RoDreY G. MUILENBURG 7
Dairy Specialist, Sioux City Division
Purina Mills, In¢., Storm Lake, lowa




Bank Locations

Braokings

ns

Laurel
Starm Lake
Qdebolt

Lake View

Menlo
Casey

Manson
Sac Cily

Wesl Des Muines

Des Maines
Stuan

First Federal Savings Bank of the Midwest

Office Locations

STORM LAKE
DIVISION

Main Bank Office

Fifth at Erie

P.0. Box 1307

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

Storm Lake Plaza
Office

1415 North Lake Avenue
Storm Lake, Iowa 50588
712-732-6655

Lake View Office
Fifth at Main

Lake View, Iowa 51450
712-657-2721

Laurens Office

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

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

Odebolt Office
219 South Main Street
Odebolt, Iowa 51458

-712-668-4881

Sac City Office

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

Secﬁrity State Bank

Office Locations

Main Office

615 South Division
P.0. Box 606

Stuart, JTowa 50250
515-523-2203
800-523-8003

Casey Office

101 East Logan
P.0. Box 97

Casey, ITowa 50048
515-746-3366
800-746-3367

BROOKINGS FEDERAL
BANK BIVISION

Main Office

600 Main Avenue
Brookings, South Dakota
57006

605-692-2314
800-842-7452

Eastbrook Office

425 22nd Avenue South
Brookings, South Dakota
57006

605-692-2314

Menlo Office

501 Sherman

P.0. Box 36

Menlo, Iowa 50164
515-524-4521

I0WA SAVINGS
BANK DIVISION
Main Office

3448 Westown Parkway
West Des Moines, Towa
50266

515-226-8474

Highland Park Office
3624 Sixth Avenue
Des_Moines, Iowa 50313
515-288-4866




T

)

“for the Years Ended September 30, 1997,

Financial Contents

E . F‘Syélected Consolidated Finaricial

" Information

JManagement’s Discussion and

| Analysis

g }éReport of Independent
‘Auditors

Cénsolidated Balance Sheets
at September 30, 1997 and
1996

ey
Cﬁinsolidated Statements of Income

1996 and 1995

C;iginsolidated Statements of Changes in
-Shareholders’ Equity for the Years Ended
September 30, 1997, 1996 and 1995

‘Cg‘hsolidated Statements of Cash Flows
for the Years Ended September 30, 1997,
1996 and 1995

E ;N"dtes to Consolidated
Financial Statements




First Midwest Financial, Inc. and Subsidiaries

SELECTED GONSOLIDATED FINANGIAL INFORMATION

September 30, 1997 19986 1995 1994 1993
(In Thousands) ' - '
Selected Financial Condition Data:
e L T O $ 404,589 $ 388,008 3§ 264,213 $ 160,827
Loans receivable, Met . occooveiveee e eeee e 254,641 243,534 178,552 80,224
Securities available for sale.......cooccecmvreiccanacceeeaes 115,985 109,492 70,232 20
Securities held to Maturity -oooceeeieeiee e — — — 56,085
Excess of cost over net assets acquired, net ............ 4,863 5,091 1,690 —
07 o 246,116 233,406 171,793 122,813
Total borrowings ........ 112,126 106,478 52,248 3,115
Shareholders’ equity 43,477 43,210 38,013 T 34,683 33,438
Year Ended September 30, 1997 1996 1995 1994 1993
(In Thousands, Except Per Share Data)
Selected Operations Data: —
Total interest iNCOME ...ceeveurereereeeeeemectseemeeeremeaas $ 29,005 $ 24,337 $ 21,054 § 15,153 $ 11,586
Total interest expense ... 17,059 13,978 11,649 _ 7,283 6,509
Net interest income 11,946 10,359 9,405 ,r 7,870 5,077
Provision for loan 10SSes ......eocoecccemceeemmmeemmeenees 120 _ 100 _250 — 105 225
Net interest income after provision for loan losses .. 11,826 10,259 9,155 = 7,765 4,852
Total noninterest income 1,700 1,419 2,286 _— 1,078 1,555
Total noninterest expense 7,382 17,5689 5,576 - 4,938 3,725
Income before income taxes, extraordinary .
items and cumulative effect of changes =
in accounting principles ........ccceceeccmrecrerececs 6,144 4,110 5,865 — 3,905 2,682
INCOME taX @KPEMISE  ouovreeeceoocmmerememanecseneaeceneans 2,502 1,696 2,321 1,433 1,045
Extraordinary items — net of taxes. ..................... — — — - — *(285)
Cumulative effect of changes in accounting principles = = — = 257 , L —
Net INCOmMe oo ceeeeeees $ 3,642 $ 2,4149  § 3,544 $; 2,729 $ 1,352
Earnings per share (fully diluted):
Income before extraordinary items and e
cumulative effect of changes in accounting —
DINCIPLES® oo oeeeeeece oo $ 127 §  089® § 133§~ 0.8 § 053
Net In00me™ e re e eeeebeeeee $ 1.27 $ 0.899 % 1.33 $— 091 $ 0.44
Year Ended September 30, 1987 1996 19895 1994 1993
Selected Financial Ratios and Other Data:
Performance Ratios: -~
Return on assets (ratio of net income —
to average total assets)® . ..cooieciiricciniies 0.98% 0.76%% 131% = 1.29% 0.84%
Return on shareholders’ equity (ratio of net
income to average equity)? .......cccoecereceeue. 8.41 6.18 9.86 T 7.89 7.10
Interest rate spread information: ‘
Average dUTING YEAT --veevueeeearerremrmreceaerraaean 2.90 2.88 3.13 — 3.25 2.69
End of year 2.75 2.84 2.85 _ 296 2.88
Net yield on average interest-earning assets ... 3.38 3.47 3.63 I 3.94 3.21
Ratio of operating expense to average total assets 2.00 2.40 2.06 — 230 2.31
Quality Ratios: .
Non-performing assets to total assets at end of year .75 .70 .29 - 34 .78
Allowance for loan losses to non-performing loans 78.49 89.04 227.21 —148.51 65.42
Capital Ratios:
Shareholders” equity to total assets at end of period 10.75 11.14 14.39 < 12.65 20.79
Average shareholders’ equity to average assets.... 11.63 12.45 13.28 - 20 52 11.83
Ratio of average interest-earning assets to -
average interest-bearing liabilites.....c....c.... 109.96% 112.58% 111.35% =2119.04% 112.69%
Other Data:
Book value per common share outstanding®...... $ 1611 $ 1481 $ 1413 $ " 12.46 $ 11.21
Dividends declared per share® ............cccocoeeees 0.36 0.29 0.20 - = —
Dividend payout 1atio _......cocceevveresiceeeeenecee 26.41% 30.90% 14.53% = —- S —
Number of full-service offices.......-cuereeceeeceiomune 13 12 8 - 8 7

" Amounts reported have been adjusted for the three for two stock split paid January 2, 1997 in the form of 2 50% stock dividend.

@ Return on assets and return on equity for fiscal year 1994 is 1.17% and 7.54%, respectively, excluding the cumulative effects of chang S in accounting principles.

110 ® Reflects the one-time industry-wide special assessment to recapitalize the Savings Association Insurance Fund.
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MANAGEMENT'S DISCUSSION AND ANALYSIS

General

First Midwest Financial, Inc. (the “Company” or “First Midwest”) is a bank holding company whose primary assets aze
First Federal Savings Bank of the Midwest (“First Federal”) and Security State Bank (“Security”). The Company was
incorporated in 1993 as a unitary non-diversified savings and loan holding company and, on September 20, 1993,
acquired all of the capital stock of First Federal in connection with First Federal's conversion from mutual to stock
form of ownership. On September 30, 1996, the Company became a bank holding company in conjunction with the
acquisition of Security. All references to the Company prior to September 20, 1993, except where otherwise mdlcat-
ed, are to First Federal and its subsidiary on a consolidated basis.

The Company focuses on establishing and maintaining long-term relationships with customers, and is committed
to serving the financial services needs of the communities in its market area. The Company’s primary market area
includes the counties of Adair, Buena Vista, Calhourn, Ida, Guthrie, Pocahontas, Polk and Sac located in Iowa, amd
Brookings county located in east central South Dakota. The Company attracts retail deposits from the general pub-
lic and uses those deposits, together with other borrowed funds, to originate and purchase residential and commer-
cial mortgage loans, to make consumer loans, and to provide financing for agricultural and other commercial business

purposes. =

The Company’s basic mission is to maintain and enhance core eamings while serving its primary market area. ;AZS
such, the Board of Directors has adopted a business strategy designed to (i) maintain the Company’s tangible capital
in excess of regulatory requirements, (ii) maintain the quality of the Company’s assets, (iii) control operating experlsi
es, (iv) maintain and, as possible, increase the Company’s interest rate spread and (v) manage the Company’s expo-

sure to changes in interest rates. - -

Acquisitions Completed
On September 30, 1996, First Midwest completed the acquisition of Central West Bancorporation (“Central West”), and
its wholly-owned subsidiary, Security State Bank located in Stuart, Iowa. Upon acquisition, Central West was merged
into First Midwest, and Security became a wholly-owned stand-alone subsidiary of First Midwest. Security operafes
offices in Stuart, Menlo and Casey, Jowa. At the date of acquisition, Central West had assets of approximately $33
million and equity of $2.6 million. Central West shareholders received cash of $18.04 and 2.3528 shares of the com-
mon stock of First Midwest for each Central West share held, totaling an aggregate consideration of appmxima@
$5.2 million. The acquisition was accounted for as a purchase, and the accompanying consolidated financial state-
ments reflect the combined results since the date of acquisition. The excess of cost over the estimated fair value of
the assets acquired and Uabilities assumed, totaling approximately $2.8 million, is being amortized over a fifteen yéar
period (see Notes 1 and 2 to the Consolidated Financial Statements). B
On December 29, 1995, First Midwest completed the acquisition of Iowa Bancorp, Inc. (“Iowa Bancorp”), and its
wholly-owned subsidiary, Iowa Savings Bank, a federal savings bank, (“Towa Savings”) located in Des Moines, Iowa.
Upon acquisition, Towa Bancorp was merged into the Company and Jowa Savings was merged into First Federal. The
two lowa Savings offices operate as the lowa Savings Bank Division of First Federal Savings Bank of the Midwest. At
the date of acquisition, Jowa Bancorp had assets of approximately $25 million and equity of $7.2 million. The Com-
pany purchased all of Iowa Bancorp’s 379,980 outstanding shares and 36,537 shares subject to option for a cash pay-
ment of $20.39 per share less the exercise price of shares subject to option, for a total net purchase price of $8.0
million. The acquisition was accounted for as a purchase, and the accompanying consolidated financial statements
reflect the combined results since the date of acquisition. The excess of cost over the estimated fair value of the assets
acquired and liabilities assumed, totaling approximately $760,000, is being amortized over a fifteen year period (see
Notes 1 and 2 to the Consolidated Financial Statements). '
On March 28, 1994, the Company acquired Community Financial Systems, Ine. (“Community”) and its wholly-
owned subsidiary, Brookings Federal Bank, a federal savings bank, (“Brookings Federal”) located in Brookings, South
Dakota. Upon acquisition, Community was merged into First Midwest and Brookings Federal was merged into Fiist
Pederal. The Company paid a cash price of $31.38 per share to acquire all of the 333,513 shares of Community’s out-
standing common stock, for a total purchase price of approximately $10.5 million. At the date of acquisition, Brook-
ings Federal had assets of approximately $69 million and deposits of approximately $57 million. The two offices of
Brookings Federal operate as the Brookings Federal Barnk Division of First Federal Savings Bank of the Midwest. The
acquisition was accounted for as a purchase and, accordingly, the accompanying consolidated financial statements
reflect the combined operating results since the date of acquisition. The excess of cost over the estimated fair value
of the assets acquired and liabilities assumed, totaling approximately $1.8 million, is being amortized over a ﬁfté?n
year period (see Notes 1 and 2 to the Consolidated Financial Statements). '
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Financial Condition B
The following discussion of the Company’s consolidated financial condition should be read in conjunction with the
Selected Consolidated Financial Information and Consolidated Financial Statements and the related notes included else-
where herein. _

The Company’s total assets at September 30, 1997 were $404.6 million, an increase of $16.6 million, or 4.3%, from
$388.0 million at September 30, 1996. The increase in assets was due primarily to the increased ongmatmn and pur-
chase of loans, and to the purchase of mortgage-backed securities during the period.

The Company’s portfolio of securities available-for-sale, excluding mortgage-backed securities, decreased $2.3 mil-
lion, or 3.2%, to $71.6 million at September 30, 1997 from $73.9 million at September 30, 1996. The decrease in secu-
Tities available for sale was the result of securities purchased in an amount somewhat less than the amount of securities
that matured or were called and sold during the period. —=

The balance in mortgage-backed securities available-for-sale increased by $8.8 million, or 24.8%, from $35.6 mil-
lion at September 30, 1996, to $44.4 million at September 30, 1997. The increase resulted from the purchase of fixed-
rate mortgage-backed securities in an amount greater than repayments on existing mortgage-backed securities. The
purchase of mortgage-backed securities were generally funded by fixed-rate borrowings from the Federal Home Loan
Bank of Des Moines. _

The Company’s net portfolio of loans receivable increased by $11.1 million, or 4.6%, to $254.6 million at Septem-
ber 30, 1997 from $243.5 million at September 30, 1996. The increase in net loans receivable was due to increased
origination of consumer loans, commercial business loans and agricultural related loans, and to increased purchases of
commercial and multi-family construction loans. Residential and commercial real estate loan balances declined as a
result of significant early repayments received during the period that exceeded originations and purchases of these
types of loans. -

The balance of customer deposits increased by $12.7 million, or 5.4%, from $233.4 million at September 30, 1996
to $246.1 million at September 30, 1997. The increase in deposits resulted from management's contmued efforts to
monitor and enhance deposit product design and marketing programs.

The Company’s borrowings from the Federal Home Loan Bank of Des Moines increased by $5.1 million, from $102.3
million at September 30, 1996 to $107.4 million at September 30, 1997. The increased borrowings weré tused primar-
ily in the purchase of securities, including mortgage-backed securities, and to fund growth of the Company’s loan
portfolio. o

Stockholders’ equity increased $267,000, or 0.6%, to $43.5 million at September 30, 1997 from $43.2 million at
September 30, 1996. The increase is the result of net earnings for the period, which were mostly offset by the effect
of stock repurchases and the payment of cash dividends on common stock.

Results of Operations

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

The Company’s results of operations are primarily dependent on net interest income, noninterest income and the
Company’s ability to manage operating expenses. Net interest income is a function of the difference, or spread, betweern
the average yield on interest-earning assets and the average rate paid on interest-bearing liabilities. The interest rate
spread is 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 inter-
est-earning assets mature or reprice at different times, or on a different basis, than its interest-bearing liabilities.

The Company’s noninterest income consists primarily of fees charged on transaction accounts and for the origina-
tion of loans, both of which help to offset the costs associated with establishing and maintaining these deposit and
loan accounts. In addition, noninterest income is derived from the activities of First Federal's wholly-owned sub-
sidiaries, First Services Financial, Limited, and Brookings Service Corporation, which engage in the sale of various non-
insured investment 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 gairrwas record-
ed as a result of the sale of mortgage-backed securities. -

On September 30, 1996, federal legislation was signed into law requiring that all thrift institutions pay a one-time
assessment to restore the Savings Association Insurance Fund (“SAIF) to its statutory reserve level of at least 1.25%
of insured depositor accounts. The assessment was 0.657% of First Federal’s insured deposits as of March 31, 1995,
including those held by Iowa Savings at that date. As a result of the special assessment, the Company recognized a
pre-tax charge of $1.27 million, or $795,000 net of related income taxes, as of the September 30, 1996 effective date
of the legislation. As of January 1, 1997, the legislation reduced First Federal's annual deposit insurance premium from
0.23% to 0.064% of insured deposits, which includes a payment to finance FICO bonds. :
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The following table sets forth the weighted average effective interest rate on inferest-earmning assets and interest-
bearing liabilities at the end of each of the years presented.

i

At Septemnber 30, 1997 1996 1995
Weighted Average Yield On:
Loans 1eceivable ...t e 8.84% 8.74% 8.58%
Mortgage-backed SeCUTItIES ...ovmrueeeeeetceeeee et 7.34 7.06 7.97 °
Securities available for Sale......cvocoeerreeeeeeeeeseeeereeeserenene et 6.63 5.99 6.79 =
Other interest-@arning asSetS.......ceowerereieeerveresereeeeeeseeseseerssesmeneans 5.57 5.04 5.44
Combined weighted average yield on interest-earning assets .......... 8.12 7.87 8.137_

Weighted Average Rate Paid On:

Demand, NOW deposits and Money Market _.......ccocoeocieeciconicncicenen. 2.11 2.35 2.55°
SAVINGS QEPOSIES....errereerereeeerereiteseneseteeseme s smeeesrseeamsesennememserenas 3.65 3.22 3.00~
TIME dePOSIES reeeeeeemicrmimiitemt e s e e e re s e e 5.87 5.78 5.80__
FHLB QVaICeS. veeveieeioeemareeecemeeeeec i ceeeeeses e e sntcnse et eesesessbmmamaseesaan 5.86 5.81 6.14—
Other borrowed MONEY .....ev e e ceeeee e emee e e e 5.64 5.48 5.75
Combined weighted average rate paid on -
interast-bearing liabilities .- .....cvoeoeeeieeeee e ece e ceeemeneas 5.37 5.03 5.28
3] 3 72 o e PP SRR 2.75% 2.84% 2.85%

Rate/Volume Analysis

The following table presents the dollar amount of changes in interest income and interest expense for major compo-
nents of interest-earning assets and interest-bearing liabilities. It distinguishes between the increase related to high-
er outstanding balances and that due to the levels and volatility of interest rates. For each category of interest—earniﬁﬁ
assets and interest-bearing liabilities, information is provided on changes attributable to (i) changes in volume (i.e.,
changes in volume muliiplied by old rate) and (ii) changes in rate (i.e., changes in rate multiplied by old volume). For

purposes of this table, changes attributable to both rate and volume that cannot be segregated have been allocate
proportionately to the change due to volume and the change due to rate. -

f

I

‘}/ uf{

Year Ended September 30, 1997 VS. 1996 1996 VS. 1995
Increase Increase Total Increase Increase Total
(Decrease) (Decrease) Increase (Decrease) (Decrease) Increase
Due to Volume Due to Rate (Decrease) Due to Volume Due to Rate (Decrease)
(In Thousands)

Interest-Earning Assets:

Loans receivable ........cceevmu... $ 3,700 $ 166 § 3,866 $ 4,170 $ 629 $ 4,799
Mortgage-backed securities.... (115) (65) (180) (1,251) (133) (1,384
Securities available for sale.... 836 93 929 500 (695) (195y
FHLB SEOCK v-vvvvveroceemnreernenns 63 (10) 53 66 3) 63
Total interest-earning assets -....... $ 4,484 $ 184 § 4,668 $ 3,485 $ (202) § 3,283
Interest-Bearing Liabilities:
Demand and NOW deposits .... $ 151 $3 § 154 $§ (@41 $ (4 $ (79
Savings deposits .........cceeceve. 140 (36) 104 121 4 125
Time deposits ........... eersaoans 1,825 134 1,959 953 518 1,471
FHLB advances .....c.ccceceeeuee 688 111 799 732 11 743,
QOther borrowed mormey.......... 80 _(16) 64 60 6 66~
Total interest-bearing liabilities .... $ 284 § 196 $ 3,080 $ 185 § 505 § 2,330
Net effect on net interest income $ 1,600 $ (12) $ 1,588 $ 1660 $ (707) $ 953

13
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Average Balances, Interest Rates and Yields
The following table presents for the periods indicated the total dollar amount of interest earned from average interest-
eaming assets and the resultant yields, as well as the dollar amount of interest paid on average interest-bearing lia-
bilities and the resultant rates. No tax equivalent adjustments have been made. All average balances are quarterly

average balances. Non-accruing loans have been included in the table as loans carrying a zero yield. _

Year Ended September 30, 1997 ) 1996 1995
Average Interest Average Interest Average Interest

Outstanding Earned Yield Outstanding Earned Yield Outstanding Earned Yield

Balance /Paid /Rate Balance /Paid /Rate Balance /Paid /Rate

(Dollars in Thousands)

Interest Earning Assets:

Loans receivable® .................. $249,076 $ 22,433  9.01% $207,983 $18,567 8.93% $161,243 $ 13,768 8.54%
Mortgage-backed securities...... 32,618 2,341 7.18 34,213 2,521 7.37 5ﬁ57 3,905 7.63
Securities available for sale...... 65,843 3,845 584 51,494 2,916 5.66 4@74 3,111 7.29
FHLB StOCK -...eeevvecsceemrecencne 5,546 386 6.96 4644 333 7.7 3720 270 7.26
Total interest-earning assets ........ $353,083 § 29,005 8.21%  $298,334 $ 24,337 8.16%  $258,794 $ 21,054 8.14%

Interest-Bearing Llabilities:

Demand and NOW deposits ...... $ 36,017 § 815 2.26% $29,377 § 661 2.25% $31,139 $ 736 2.36%
Savings deposits .........cccccceneee 20,538 506 2.46 14,906 402 2.70 102;31 277 2.66
Tite dePOSItS ..vreomereeemereremses 180,088 10,662 5.92 149,247 8,703 5.83 132,856 7,232 5.44
FHLB advances ......c...cccoceceneee 80,685 4,886 6.06 69,265 4,087 5.90 567?@20 3,344 5.88
Other borrowed money ............ 3,786 90 5.02 2,198 126 573 1,159 60 5.18
Total interest-bearing labilities .... $321,114 $ 17,059 5:31%  $264,993 §$13,979 5.28%  $232.405 $ 11,649 5.01%
Net interest-earning assets .......... $ 31,969 $ 33,341 $ 26,389
Net interest income ..........co...... $ 11,946 ~ $10,358 " $ 9,405
Net interest rate spread ............. T 2.90% T 2.88% 3.13%
Net yield on average interest- T o
earning assets ............cc.ocoe.c. 3.38% 3.47% = 3.63%
Average interest-earning assets T ’j
to average interest-bearing 7:7
Gabilities. . .occururrerememrcrcrerecnes 109.96% 112.58% 111.35%

O Galoulated net of deferred loan fees, loan discounts, loans in process and loss reserves.
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COMPARISON OF OPERATING RESULTS FOR THE YEARS ENDED
SEPTEMBER 30, 1997 AND SEPTEMBER 30, 1996

General Net income for the year ended September 30, 1997 increased $1.23 million, or 50.9%, o $3.64 million, from
$2.41 million for the same period in 1996. The increase in net income reflects increases in net interest income and
noninterest income. Previous year net income reflects the one-time special assessment to recapitalize SAIF, which
teduced net income by $795,000, net of income taxes. Net income for the year ended September 30, 1997 compared to
the same period in 1996, without the SATF assessment, increased $433,000, or 13.5% =
Net Interest Income The Company’s net interest income for the year ended September 30, 1997 increased by $1.59.
million, or 15-3%, to $11.95 million compared to $10.36 million for the same period in 1996. The increase in net inter-
est income reflects an overall increase in average net interest-earning assets during the period resulting from the acqui-
sition of Central West at September 30, 1996, and internal increases in the portfolio of loans and securities. The net
yield on average interest-earning assets decreased to 3.38% for the period ended September 30, 1997 from 3.47% for
the same period in 1996. The decrease in net yield is due primarily to a decline in net average interest-earning assets
resulting from an increase in the average balance of non-accruing loans during the 1997 period.

During recent years, the Company has increased its origination and purchase of multi- family and commercial real
estate loans, including construction loans on such property types, and has increased its origination of consumer, com-
mercial business and agricultural business loans. The Company anticipates activity in this type of lending to continue
in future years. Net interest income is expected to continue to trend upward as a result of this lending activity as
interest rate yields are generally higher on this type of loan product compared to yields provided by conventional sin-
gle-family residential real estate loans. This lending activity is considered to carry a higher level of risk due to the
nature of the collateral and the size of individual loans. As such, the Company anticipates continued increases in its
allowance for loan losses as a result of this lending activity. -
Interest Income Interest income for the year ended September 30, 1997 increased $4.67 million, or 19.2%, to $29.00
million from $24.34 million for the same period in 1996. The increase was primarily due to a $3.87 million increase in
interest eamed on the loan portfolio, to $22.43 million for the year ended September 30, 1997, from $18.57 million in
fiscal 1996. The increase in loan interest income resulted from higher average loan portfolio balances due to internal
growth of the loan portfolio and the acquisition of Central West and, to a lesser extent, to a higher average yield on
the loan portfolio during the period. -
Interest Expense Interest expense increased $3.08 million, or 22.0%, to $17.06 million for the period ended Sep-
tember 30, 1997 from '$13.98 million for the same period in 1996. The increase in interest expense is due to increas-
es in the average outstanding balance of time deposits and FHLB advances during the year ended September 30, 1997,
compared to the same period in 1996. The increase in the average balance of time deposits resulted from internal
growth of the deposit portfolio and the acquisition of Central West. The average outstanding balance of FHLB advanéais
increased due to borrowing activity throughout the period used primarily to fund growth of the loan portfolio and the
purchase of securities. To a lesser extent, the increase in interest expense reflects higher interest rates paid on mter-
est-bearing liabilities during the year ended September 30, 1997, compared to the previous year. T

Provision for Loan Losses The provision for loan losses for the year ended September 30, 1997 was $120,000 cofm-
pared to $100,000 for the same period in 1996. Management believes, based on review of historic loan losses, current
economic conditions, and other factors, that the current level of provision for loan losses, and the resulting level of the
allowance for loan losses, reflects an adequate reserve against potential losses from the loan portfolio. Although the
Company maintains its allowance for loan losses at a level that it considers to be adequate, there can be no assurance
that future losses will not exceed estimated amounts, or that additional provisions for loan losses will not be requir?d
in future periods. In addition, the Company’s determination of the allowance for loan losses is subject to review by
the regulatory agencies, which can require the establishment of additional general or specific allowances.

Noninterest Income Noninterest income for the year ended September 30, 1997 increased $281,000, or 19.8%, to
$1.70 million from $1.42 million for the same period in 1996. The increase in noninterest income reflects an increase
from loan fees and service charges of $278,000 for fiscal 1997 compared to the same period in 1996 as a result of
increased lending activity and increased activity on transaction accounts subject to service charges. In addition, the
gain on sales of securities available for sale increased $137,000 for the year ended September 30, 1997 compared to
1996. Noninterest income was reduced for fiscal 1997 compared to 1996 due to a $223,000 decline in brokerage coﬁ-
missions as a result of a decline in sales of non-insured investment products through First Federal's subsidiaries. The

sales decline was due to a reduction in the number of brokers during fiscal 1997, and is expected to increase in fiscal
1998 as additional brokers are employed. '
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GOMPARISON OF OPERATING RESULTS FOR THE YEARS ENDED

SEPTEMBER 30, 1997 AND SEPTEMBER 30, 1996 (continued)

Noninterest Expense Noninterest expense decreased by $186,000, or 2.5%, to $7.38 million for the year ended
September 30, 1997 compared to $7.57 million for the same period in 1996. The decrease in nominterest expense
reflects the fiscal 1996 payment of a one-time special assessment in the amount of $1.27 million, pre-tax, for the
recapitalization of SAIF. Noninterest expense without the SATF assessment increased by $1.08 million. Noninterest
expense for employee compensation and benefits, and occupancy and equipment expense, increased during fiscal
1997 compared to the same period in 1996 as a result of the acquisition of Central West at September 30, 1996, and
as a result of the opening of a new branch office in Des Moines, Iowa. The increase in noninterest expense was par-
tally offset as a result of federal legislation that reduced deposit insurance premiums during the year ended Septem-
ber 30, 1997.

Income Tax Expense Income tax expernse increased by $806,000, or 47.5%, to $2.50 million for the y;r ended Sep-
tember 30, 1997 from $1.70 million for the same period in 1996. The increase in income tax expense reflects the
increase in the level of taxable income for the period ended September 30, 1997 compared to the same period in 1996.

COMPARISON OF OPERATING RESULTS FOR THE YEARS ENDED

SEPTEMBER 30, 1996 AND SEPTEMBER 30, 1995

General Net income for the year ended September 30, 1996 decreased $1.13 million, or 31.9%, to $2.41 million, from
$3.54 million for the same period in 1995. The decrease in net income reflects the one-time special assessment to
Tecapitalize SATF, which totaled $795,000, net of income taxes. In addition, the decrease in net income resulted from
the previous year recognition of gains on the sale of securities available for sale resulting primarily from the restruc-
ture of the Company’s mortgage-backed securities portfolio that increased fiscal year 1995 income by $720,000, net of
income taxes. Net income for the year ended September 30, 1996 compared to the same period in 1995, excluding the
one-time SATF assessment and non-recurring gains on the sales of securities available for sale, increased $385,000, or
13.6%. )

Net Interest Income The Company's net interest income for the year ended in 1996 increased by $954,000, or 10.1%,
to $10.36 million compared to $9.40 million for the same period in 1995. The increase in net interest income reflects
an overall increase in average net interest-earning assets during the period resulting from the acquisition of Towa Ban-
corp during the first fiscal quarter, and internal increases in the portfolio of loans and securities. The net yield on
average eaming assets declined to 3.47% for the period ended September 30, 1996 from 3.63% for the same period in
1995. The reduction in net yield is due primarily to the increased cost of retail time deposits resulting from aggres-
sive competition for such deposits during the period. B

Interest Income Interest income for the year ended September 30, 1996 increased $3.28 million, or 15.6%, to $24.34
million from $21.05 million for the same period in 1995. The increase is primarily due to a $4.80 million increase in
interest earned on the loan portfolio, to $18.57 million for the year ended September 30, 1996, from $13.77 million in
1995. The increase in loan interest income resulted from higher average loan portfolio balances due to internal growth
of the loan portfolio and the acquisition of Towa Bancorp and, to a lesser extent, to a higher average yield on the loan
portfolio during the period. Interest income from mortgage-backed securities declined $1.38 million for the year ended
September 30, 1996 to $2.52 million from $3.90 million in 1995 due primarily to the reduction in the average portfo-
lio balance during the period. -

Interest Expense Interest expense increased $2.33 million, or 20.0%, to $13.98 million for the period ended Sep-
tember 30, 1996 from $11.65 million for the same period in 1995. The increase in interest expense was due to an
increase in the average outstanding balarnce of time deposits and FHLB advances during the year ended September 30,
1996, compared to the same period in 1995. The increase in the average balance of time deposits resulted from inter-
nal growth of the deposit portfolio and the acquisition of Iowa Bancorp. The average outstanding balance of FHLB
advances increased due to horrowing activity throughout the period used primarily to fund growth of the loan portfo-
lio and the purchase of securities. To a lesser extent, the increase in interest expense reflects higher interest rates paid
on interest-bearing liabilities during the year ended September 30, 1996, compared to the previous year. —

Provision for Loan Losses The provision for loan losses for the year ended September 30, 1996 was $100,000 com
pared to $250,000 for the same period in 1995. The comparatively higher provision for loan losses during the previ-
ous year resulted from management’s election to increase the balance in the allowance for loan losses in conjunction
with growth of the loan portfolio during that period.
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CGOMPARISON OF OPERATING RESULTS FOR THE YEARS ENDED
SEPTEMBER 30, 1996 AND SEPTEMBER 30, 1985 (continued)
Noninterest Income Noninterest income for the year ended September 30, 1996 decreased $867,000, or 37.9%, to
$1.42 million from $2.29 million for the same period in 1995. Nomninterest income for the previous fiscal year includ-
ed gains on the sale of securities available for sale of $1.07 million, compared to $79,000 for year ended September

30, 1996. Noninterest income from loan fees and service charges increased by $118,000 for fiscal 1996 compared to~
the same period in 1995 as a result of increased lending activity and increased activity on transaction accounts sub-"

ject to service charges. =

Noninterest Expense Noninterest expense increased by $1.99 million, or 35.7%, to $7.57 million for the year ended
September 30, 1996 compared to $5.58 million for the same period in 1995. The increase primarily reflects the one=
time special assessment of $1.27 million, pre-tax, for the recapitalization of SATF. In addition, noninterest expensé
increased as a result of additional operating expenses associated with the acquisition of Iowa Bancorp during the first
quarter of fiscal 1996.

Income Tax Expense Income tax expense decreased by $624,000, or 26.9%, to $1.70 million for the year ended Sep-
tember 30, 1996 from $2.32 million for the same period in 1995. The decrease in income tax expense reflects the Ieduc-
tion in the level of taxable income for the period ended September 30, 1996 compared to the same period in 1995. =
Asset/Liability Management
The Company currently focuses lending efforts toward originating and purchasing competitively priced adjustable-rate
loan products and fixed-rate loan products with relatively short terms to maturity, generally 15 years or less. TH;iE
allows the Company t¢ maintain a portfolio of loans which will be sensitive to changes in the level of interest rates
while providing a reasonable spread to the cost of liabilities used to fund the loans. —
The Company's primary objective for its investment portfolio is to provide the liquidity necessary to meet loan fund-
ing needs. This portfolio is used in the ongoing management of changes to the Comparny’s asset/liability mix, while
contributing to profitahility through eamnings flow. The investment policy generally calls for funds to be invested
amorig various categories of security types and maturities based upon the Company’s need for liquidity, desire to
achieve a proper balance between minimizing risk while maximizing yield, the need to provide collateral for borrow-
ings, and to fulfill the Company’s asset/liability management goals. ' -
During the quarter ended June 30, 1995, all securities previously designated as held-to-maturity, including mort-
gage-backed securities, were reclassified to the available-for-sale category. The reclassification was performed after
consideration by management of a pending regulatory pohcy clarification regarding the measurement of interest sen-
sitivity of adjustable-rate mortgage-backed securities. It was management’s opinion that the pending requlatory poli-
cy 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 requirements of
SEAS 115 (see Note 1 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 Jume 30, 1995, the reclassified
adjustable-rate mortgage-hacked securities were sold. ' -
The Company’s cost of funds responds to changes in interest rates due to the relatively short-term nature ofjs
deposit portfolio. Comsequently, the results of operations are generally influenced by the levels of short-term interest
rates. The Company offers a range of maturities on its deposit products at competitive rates and monitors the mitii—
Tities on an ongoing basis. —
The Company emphasizes and promotes its savings, money market, demand and NOW accounts and, subject to mar-
ket conditions, certificates of deposit with maturities of six months through five years, principally from its pnmary
market area. The savings and NOW accounts tend to be less susceptible to rapid changes in interest rates. -
In managing its asset/liability mix, the Company, at times, depending on the relationship between long- and shoxt-
term interest rates, market conditions and consumer preferenice, may place somewhat greater emphasis on maximizing
its net interest margin than on strictly matching the interest rate sensitivity of its assets and liabilities. Management
believes that the increased net income which may result from an acceptable mismatch in the actual maturity or repric-
ing of its asset and liability portfolios can, during periods of declining or stable interest rates, provide sufficient returns
to justify the increased exposure to sudden and unexpected increases in interest rates which may result from such a
mismatch. The Company has established limits, which may change from time to time, on the level of acceptable inter-
est rate risk. There can be no assurance, however, that in the event of an adverse change in interest rates the Com-
pany'’s efforts to limit interest rate risk will be successful. 7




First Midwest Financial, Inc. and Subsidiaries

Asset/Liability Management (continued)

Net Portfolio Value The Office of Thrift Supervision (“0TS”) provides a Net Portfolio Value ("NPV”) approach to the
quantification of interest rate risk for thrift institutions such as First Federal. This approach calculates the difference
between the present value of expected cash flows from assets and the present value of expected cash flows from lia-
bilities, as well as cash flows from off-balance-sheet contracts. Management of First Federal’s assets and liabilities is
performed within the context of the marketplace, but also within limits established by the Board of Duectors on the
amount of change in NPV which is acceptable given certain interest rate changes. =

The OTS issued a requlation which uses a net market value methodology to measure the interest rate nsk exposure
of thrift institutions. Under OTS regulations, an institution’s “normal” level of interest rate risk in the event of an
assumed 200 basis point change in interest rates is a decrease in the institution’s NPV in an amount not to exceed two
percent of the present value of its assets. Thrift institutions with greater than “normal” interest rate risk exposure
must take a deduction from their total capital available to meet their risk-based capital requirement. The amount of
that deduction is one-half of the difference between (a) the institution’s actual calculated exposure to a200 basis point
interest rate increase or decrease (whichever results in the greater pro forma decrease in NPV) and (b) its “normal” level
of exposure which is 2.00% of the present value of its assets. The regulation, however, will not become effective until
the OTS evaluates the process by which thrift institutions may appeal an interest rate risk deduction determination.
It is uncertain as to when this evaluation may be completed. Had such regulation been in effect at September 30,
1997, First. Federal’s interest rate risk would have been considered normal and no additional risk-based capital would
have been required. : _

Presented below, as of September 30, 1997, is an ana1y51s of First Federal’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 requlations. As illustrated in the table, First Federal's NPV is more sensitive
to rising rate changes than declining rates. This occurs primarily because, as rates rise, the market value of fixed-rate
loans declines due to both the rate increase and slowing prepayments. When rates decline, First Federal does not expe-
rience a significant rise in market value for these loans because borrowers prepay at relatively higher rates. The value
of First Federal’s deposits and borrowings change in approximately the same proportion in rising and falling rate sce-
narios.

At September 30, 1997

Change in Interest Rate Board Limit
(Basis Points) % Change $ Change % Change
: (Dollars in Thousands) )
+400 bp (60)% $(14,373) (36)%
- +300 bp (50) (10,634) (26)
+200 hp (40) ( 6,886) (17)
+100 bp (25) (3,193) (8)
0 bp - - =
- 100 bp (10) 2,149 5
- 200 bp (15) 3,855 10
- 300 bp (20) 5,774 14
- 400 bp (25) 8,366 21

Management reviews the OTS measurements and related peer reports on a quarterly basis. In additiori to monitor-
ing 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. —

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
degrees to changes in market interest rates. Also, the interest rates on certain types of assets and liabilities may fluc-

* tuate in advance of changes in market interest rates, while interest rates on other types may lag behind changes in

market rates. Additionally, certain assets such as adjustable-Tate 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. First Feder-
al considers all of these factors in monitoring its exposure to interest rate risk. )
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Asset/Liability Management (continued) -
Interest Sensitivity GAP Analysis Management of interest sensitivity of Security State Bank is accomplished by
matching the maturities of interest-earning assets and interest-bearing liabilities. The following table illustrates the
asset/(liability) funding gaps for selected maturity periods as of September 30, 1997. -

At September 30, 1997 - - (Dollars in thousands)
Repriceable or Maturing Within
0-6 6-12 Total Over
Months Months 1 Year 1 Year Total

Assets
Interest-bearing deposits in _

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

Total interest-earning assets ........ $12,042 2,786 $14,828 $17,321 32,149
Liabilities
Interest-bearing deposits $11,428 $ 5,012 $16,440 $ 8,664 $25,104
Borrowed funds .....ccoeeceuecieneniencens 2,900 - 2,900 _ - 2,900

Total interest-bearing liabilities.... $14,328 § 5012 $19,340 $ 8,664 28,004
Asset/(Liability) funding GAP ....... §(2.286)  $(2,226) $(4,512) $ 8,657 $ 4,145
GAP r1atio (assets/liabilities) .......... B4%  56% 77% 200% 115%

Asset Quality It is management's belief, based on information available, that the Company’s historical level of assgt
quality has been satisfactory and that asset quality will continue to remain strong. At September 30, 1997, non-per-
forming assets, consisting of non-accruing loans, real estate owned and repossessed consumer property, totaled $3.0
million, or 0.75% of total assets, compared to $2.7 million, or 0.70% of total assets, for the fiscal year ended 1996.
The increase in non-performing assets is due primarily to increases in non-accruing one- to four-family mortgage loans
and agricultural operating loans. |

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 mﬂu—
enced by the level of interest rates, general economic conditions and competition. =
Federal regulations require First Federal to maintain minimum levels of liquid assets. Currently, First Federal 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 securifies and obligations generally having remaining terms fo matu-
rity of less than five years, unless otherwise pledged. First Federal has historically maintained its liquidity ratio at lev-
els in excess of those required. First Federal’s requlatory liquidity ratios were 9.8%, 5.4% and 12.2% at Septemberjo,
1997, 1996 and 1995, respectively. B
Liquidity management is both a daily and long-term function of the Company’s management strategy. The Com-
pany 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 lig-
uidity is generally invested in interest-earning overnight deposits and other short-term goverriment agency ob]igaticgs.
If the Company requires 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 secu-
rities. During the years ended September 30, 1997, 1996 and 1995, the Company originated loans of $135.7 million,
$95.8 million and $65.3 million, respectively. The increase in loan originations is due primarily to the origination of
commercial and agricultural business loans that are renewed more often due to their short-term nature. Purchases of
loans totalec\l $29.8 million, $24.9 million and $19.2 million during the years ended September 30, 1997, 1996 and
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Liquidity and Sources of Funds (continued)
1995, respectively. During the years ended September 30, 1997, 1996 and 1995, the Company purchased mortgage-
backed securities and other securities in the amount of $67.6 million, $121.0 million and $43.5 million, respectively.

At September 30, 1997, the Company had outstanding commitments to originate and purchase loans of $15.8 mil-
lion. Certificates of deposit scheduled to mature in one year or less from September 30, 1997 total $118.1 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. -

During the fiscal year ended September 30, 1997, the Company completed the purchase and remodeling of an exist-
ing building for use as a branch office located in Des Moines, Iowa, at an approximate cost of $752,000. During the
fiscal year ended September 30, 1996, the Company completed a major remodeling of its main office building located
in Storm Lake, Towa, at an approximate cost of $911,000. During the fiscal year ended September 30, 1995, the Com-
pany completed an upgrade of its data processing system at an approximate cost of $300,000. The source of funds for
capital improvements of this type is from the normal operations of the Company.

On September 20, 1993, the Bank converted from a federally chartered mutual savings and loan association to a
federally chartered stock savings bank. At that time, a liquidation account was established for the benefit of eligible
account holders who continue to maintain their account with the Bank after the conversion. The liquidation account
is reduced annually to the extent that eligible account holders have reduced their qualifying deposits. At September
30, 1997, the liquidation account approximated $3.2 million.

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 financial institutions, including First Fed-
eral and Security, were substantially increased. First Federal and Security are in full compliance with the fully phased-
in capital requirements. (See note 14 of Notes to Consolidated Financial Statements).

Impact of Inflation and Changing Prices The Consolidated Financial Statements and Notes thereto presented here-
in have been prepared in accordance with generally accepted accounting principles, which require the measurement of
financial position and operating results in terms of historical dollars without considering the change iri the relative
purchasing 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, virtually all the assets and liabilities of the Com-
pany are monetary in nature. As a result, interest rates generally have a more significant impact on a firancial insti-
tution’s performance than do the effects of general levels of inflation. Interest rates do not necessarily move in the
same direction, or to the same extent, as the prices of goods and services. —

Impact of New Accounting Standards Several new accounting standards have been issued by the Financial Account-
ing Standards Board (“FASB") that will apply to the Company for the year ending September 30, 1998 or 1999.

SFAS No. 128, “Earnings Per Share,” revises the accounting requirements for calculating earnings per share. Basic
earnings per share for the quarter ended December 31, 1997 and later will be calculated solely on averdge common
shares outstanding. Diluted earnings per share will reflect the potential dilution effect of stock options ard other com-
mon stock equivalents. All prior calculations will be restated to be comparable to the new methods. As the Company
has dilution from stock options, the new calculation methods will increase basic earnings per share over what other-
wise would have been reported as primary earnings per share, while there will be little effect on fully dlluted earnings
per share.

SFAS No. 130, “Reporting Comprehensive Income,” establishes standards for reporting and display of comprehenswe
income and its components (revenue, expenses, gains and losses) in a full set of general-purpose financial statements.
This statement requires all items that are recognized under accounting standards as compornents of compiehensive
income be reported in a financial statement that is displayed with the same prominence as other financial statements.
Income tax effects must also be shown. This statement is effective for fiscal years beginning after December 15, 1997.
The adoption of SFAS No. 130 is not expected to have a material impact on the results of operations or financial con-
dition of the Company.

SFAS No. 131, “Disclosures about Segments of an Enterprise and Related Information,” establishes standards for the
way public business enterprises report information about operating segments in annual financial statements and
requires that those enterprises report selected information about operating segments in interim financial reports issued
to shareholders. It also establishes standards for related disclosures about products and services, geographic areas, and
major customers. This statement is effective for financial statements for periods beginning after December 15, 1997.
The adoption of SFAS No. 131 is not expected to have a material impact on the results of operations or financial con-
dition of the Company.

|20




Report of Independent Auditors

BOARD OF DIRECTORS

FIRST MIDWEST FINANGIAL, INC. AND SUBSIDIARIES

STORM LAKE, IOWA

// e have audited the accompanying
//// consolidated balance sheets of First
Midwest Financial, Inc. and Subsidiaries (the
“Company”) as of September 30, 1997 and
1996 and the related consolidated statements
of income, changes in shareholders’ equity and
cash flows for the years then ended. These
financial statements are the responsibility of
the Company's management. Our responsibili-
ty is to express an opinion on these financial
statements based on our audits. The consoli-
dated financial statements of the Company for
the year ended September 30, 1995 were
audited by other auditors whose report dated
November 17, 1995 expressed an unqualified
opinion on those statements.

We conducted our audits in accordance
with generally accepted auditing standards.
Those standards require that we plan and per-
form 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
financial statements. An audit also includes
assessing the accounting principles used and
significant estimates made by management, as
well as evaluating the overall financial state-
ment presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the consolidated finan-
cial statements referred to above present fair-
ly, in all material respects, the financial
position of the Company as of September 30,
1997 and 1996 and the results of its opera-
tions and its cash flows for the years then
ended in conformity with generally accepted
accounting principles.

Crowe, Chizek and Company LLP
South Bend, Indiana
October 10, 1997




First Midwest Financial, Inc. and Subsidiaries
CONSOLIDATED BALANCE SHEETS

September 30, 1997 and 1996

Assets ]
Cash and due from DBanks ........o.oooceceoevemeeeeeeee et
Interest-bearing deposits in other financial institutions -
B 173 ¢ U
Federal funds SOId «-eee.eeeeeeecee e
Total cash and cash equivalents......... S,
Interest-bearing deposits in other financial institutions
(cost approximates market value) -.....ccvccemreircrnceciciereeceeeenn.
Securities available for 5al€ ....eemmreeiimcreeciereee e e
Loans receivable, net of allowance for loan losses
of $2,379,091 in 1997 and $2,356,113 in 1996
Federal Home Loan Bank (FHLB) stock, at cost ........cocceceerveneene
Accrued interest receivable.......ccoiiieiireic e
Premises and equipment, Net......ccoocioieriirvecere e
Foreclosed real estate, net of allowances of $-0- in 1997 and
$5,000 30 1996 .. eecee et et e
OteT ASSELS <. ntoreeeieeiiesetmeemer e e e e et cereme s e e as e cnrereeeeene e enenes

Liabilities and Shareholders’ Equity
Liabilities
Noninterest-bearing demand deposits......cocceeeceeeevecieeeereeaeienca:
Savings, NOW and money market demand deposits...........ccceceeenn
Other time certificates of dePosit.........ccceeevireireiaerescee e cneeaas
Total EPOSIES - vcreeeeeeerteeeeer e e e et e e e e e
Advances from FHLB ......ccoiciiiiiieveceereeeeeeceeaseeeeceemeaese e e e eeaces
Securities sold under agreements to repurchase......c..ccveceverccecens
Other DOTIOWITIGS e ceeer et ee e ceeee s eaee b e e et e e emmeeeenneeeas
Advances from borrowers for taxes and insurance.........ccccceevrucens
Accrued interest payable.....c.ccoiiecceiinnie e
Accrued expenses and other liabilities......ccvccsveeeeeeceiecrie e
Total liabilities

Shareholders’ Equity

Preferred stock, 800,000 shares authorized; none issued..............
Common stock, $.01 par value; 5,200,000 shares authorized;

2,957,999 shares issued and 2,698,904 shares outstanding

at September 30, 1997; 1,990,495 shares issued and

1,945,735 shares outstanding at September 30, 1996.............
Additional paid-in capifal........coeeicireceeriemece e
Retained earnings - substantially restricted ......ccovvvrecicrcencnecnn.
Net unrealized appreciation on securities available for sale,

net of tax of $568,013 in 1997 and $18,324 in 1996..............
Unearmned Employee Stock Owmnership Plan shares ...........cccoccierees
Treasury stock, 259,095 and 44,760 common shares,

at cost, at September 30, 1997 and 1996, respectively...........

Total shareholders’ eqUity .- ceeeescereeeeeceerrvacemaee e ee e

Total liabilities and shareholders’ equity .......ccceeeeeenn.

The accompanying notes are an integral part of these consolidated financial statements.

hiv

1997 1996

$ 875,169 ~$ 736,979
10,709,907 4,743,636
1,267,350 __ 8,848,037
12,852,426 ~ 14,328,652
200,000 = 300,000
115,985,045 ~_ 109,491,558
254,640,971 — 243,533,519
5,629,300 ~ 5,524,700
5,366,109 5,029,047
4,176,311 __ 3,680,332
156,300 . 86,818
5,582,116 6,033,672
$404,588,578  _$388,008,298

$ 5,572,296

3 5,452,911

49,838,735 - 49,358,478
190,704,667  _178,594,337
246,115,698 . 233,405,726
107,426,225 102,287,803
1,800,000 . 2,789,918
2,900,000 "~ 1,400,000
449,487 T 490,243
1,065,746 1,271,465
1,354,418 . 3,153,441
361,111,574 344,798,596
29,580  _ 19,905
20,984,754 —20,862,551
26,427,657 23,748,383
960,371 __ 28,608
(567,200) 7 (767,200)
(4,358,158) ~ (682,635)
43,477,004 43,209,702
$404,588,578 $388,008,298

0




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

Years ended September 30, 1997, 1996 and 1995 =

1987 1996 1995
Interest and dividend income -
Loans receivable, including fees........ccoieeerrieicicecicececenns $22,432,828 $18,567,097 $13,768,064
Securities available for sale 6,185,385 5,437,734 7,015,145
Dividends on FHLB StOCK -...cvveieecvceie et e e eemaces 386,462 332,634 270,261
29,004,675 24,337,465 21,053,470
Interest expense L
D=3 1oL RS 11,982,913 9,766,586 8,245,227
FHLB advances and other borrowings ......cc.ccccseveeeeeeuces 5,076,144 4,212,024 3,403,497
17,059,057 13,978,610 11,648,7?
Net interest Income.........ccooiiiieiiiiiri e 11,945,618 10,358,855 9,404,746
Provision for 10amn loSSes ....cceeuerereariemeorrieieeeiasremeeeaeeeeeeenras 120,000 100,000 250,000
Net interest income after provision for loan losses ....... 11,825,618 10,258,855 9,154,746
Noninterest income -
Loan fees and service charges ..o.oveeeeceeviereereesinersonices 1,108,233 830,256 712,345
Gain on sales of securities available for sale, net........... 216,614 79,317 1,070,247
Gain (loss) on sales of foreclosed real estate, net ......._.. (6,722) (8,630) -
Brokerage COTMIMISSIONS ...-oeeoeveeuresmroemeceoaeeeremessasamaeens 69,379 292,189 297,777
Other INCOME ..ovvvveioeviceeeeeceer v e e ceee v e e e ve et ee e e e meaaans 313,168 ] 226,163 _ 206,101
1,700,672 1,419,295 2,286,4%
Noninterest expense _
Employee compensation and benefits 4,341,038 3,732,839 3,400,190
Occuparncy and equipmerit eXPense ......cccccevecrreaaccreeeeres 1,006,190 668,784 432,571
SATF deposit insurance special assessment.......c.c..veee.-. - 1,265,996 -~
SATF deposit Insurance PremMiuml. . .c.c.c.ceueceessesessssnzeses 220,849 433,367 404,306
Data processing eXpense .. ..cccvaevrcsieersssnerssesinrenicsesne 321,369 289,390 291,961
Other expense 1,492,819 »1_,7177,886 1,047,1@
7,382,265 7,568,262 5,576,177
Income before income taxes..........cccvecvrrercecierecnieeenenns 6,144,025 4,109,888 5,865,039
Income fax eXPense . ...ceieiicicmimi e 2,502,069 1,696,323 2,320,687
Net income. .. ..o e e $ 3,641,956 $ 2,413,565 $ 3,544,352
Eamings per common and common equivalent share o
Primary and fully diluted: -
Net INCOMME «oivieiiceeeee et eee e emaee s $ 1.27 $ .89 $ 1.33

The accompanying notes are an integral part of these con;olidated financial statements.

I
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First Midwest Financial, Inc. and Subsidiaries
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

Years ended September 30, 1997, 1996 and 1995

Net Unrealized

Appreciation _
(Depreciation) Unearned _
on Securities Employee
Additional Available Stock Total
Common Paid-in Retained For Sale, Ownership Treasury Shareholders’
Stock Capital Earnings Net of Tax  Plan Shares — Stock Equity
Balance at October 1, 1994 ..—....eeevrvueeemeecemaeenas $ 19,915 $18,955,192 $19,051,322 $ (86,964) $(1,186,000) $(2,070,177) $34,683,288
Purchase of 61,712 common shares =
of treasury stock .....occccvireeiciemnciniieene - - - - - = (932,030)  (932,030)
32,820 common shares committed to be =
teleased under the ESOP ........oceveeereceneeee. - 87,789 - - 218,800 — - 306,589
Amortization of recognition and retention _
plan common shares and tax benefit -
of restricted stock under plan ..............cecc. - 267,064 - - - = - 267,064
Cash dividends declared on common stock -
($.20 per Share) ...coccccecvimrcceccrnece e - - (515,095) - - e - (515,095)
Net change in unrealized appreciation -
(depreciation) on securities available -
for sale, net of tax of §383,758 _....cevverreeeenn - - - 658,528 - = - 658,528
Net income for the year ended -
September 30, 1995 ... rueemcemmeererecieecreenas - - 3,544,352 - - = - 3,544,352
Balance at September 30, 1995 __.....cceceuveeenruenecne 19,915 19,310,045 22,080,579 571,564 (967,200) (3,002,207) 38,012,696
Purchase of 41,910 common shares of - .
treasury stock : - - - - - =(630,710)  (630,710)
Retirement of 958 common shares ... (10) 10 - - - = - -
30,000 common shares committed to
be released under the ESOP .......cccoeecuucennne. - 303,524 - - 200,000 ~ - 503,524
Amortization of recognition and retention
plan common shares and tax benefit
of restricted stock under the plan .............. - 168,120 - - I - 168,120
Cash dividends declared on common stock
($-29 per share) .......ceecrcimrvcaimecsieneaes - - (745,761) - - - (745,761)
Issuance of 171,158 common shares from
treasury stock in connection with
acquisition of Central West B
Bancorporation......c.ccuveececsvnscenecmiceeeenenee - 1,192,990 - - - 2,743,644 3,936,634
Issuance of 9,450 common shares from _
treasury stock due to exercise of o
StOCK OPHONS w.ooeeeeersecaeeaererecesenrneeemeeeeas - (112,138) - - - =206,638 94,500
Net change in unrealized appreciation
(depreciation) on securities available R
for sale, niet of tax of ($321,866) -.. reevn.. - - (542,866) - - (542,866)
Net income for the year ended -
September 30, 1996 ....ociecieiecerieerimer e - - 2,413,565 - - — - 2,413,565
Balarce at September 30, 1996 ......cccuvererceccennne. 19,905 20,862,551 23,748,383 28,698 (767,200) :(682,635) 43,209,702




FIRST MIDWEST FINANCIAL, INC.

December 15, 1997

Dear Fellow Stockholders:

On behalf of the Board of Directors and management of First Midwest Financial, Inc.
("First Midwest" or the “Company”), we cordially invite you to attend the Annual Meeting of
Stockholders of the Company. The meeting will be held at 1:00 P.M. local time, on January 26,
1998 at the main office of the Company located at Fifth at Erie, Storm Lake, Iowa.

The attached Notice of Annual Meeting of Stockholders and Proxy Statement discusses the
business to be conducted at the Meeting. We have also enclosed a copy of the Company's Annual
Report to Stockholders. At the meeting we will report on the Company's operation and outlook
for the year ahead. -

We encourage you to attend the meeting in person. Whether or not you plan to attend,
however, please read the enclosed Proxy Statement and then complete, sign and date the
enclosed proxy card and return it in the accompanying postpaid return envelope as promptly
as possible. This will save First Midwest the additional expense of soliciting proxies and will
ensure that your shares are represented at the meeting.

Your Board of Directors and management are committed to the continued success of First
Midwest Financial, Inc., and the enhancement of your investment. As Chairman of the Board,
President and Chief Executive Officer, I want to express my appreciation for your confidence and
support. , ] ] _

Very truly yours,

JAMES S. HAAHR -
Chairman of the Board,
President and Chief Executive Officer

Fifth atErie * P.O.Box1307 -+ Storm Lake, Iowa50588 « (712)732-4117







FIRST MIDWEST FINANCIAL, INC.

Fifth at Erie
Storm Lake, Iowa 50588
(712) 732-4117

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
To be Held on January 26, 1998

Notice is hereby given that the Annual Meeting of Stockholders (the "Meeting") of First Midwest
Financial, Inc. ("First Midwest" or the "Company") will be held at the main office of the Company located
at Fifth at Erie, Storm Lake, Iowa on January 26, 1998 at 1:00 P_M. local time.

A Proxy Card and a Proxy Statement for the Meeting are enclosed.

The Meeting is for the purpose of considering and acting upon the election of two directors of the
Company and such other matters as may properly come before the Meeting or any adjournments thereof.
The Board of Directors is not aware of any other business to come before the Meeting. -

Any action may be taken on the foregoing proposal at the Meeting on the date specified above, or
on any date or dates to which the Meeting may be adjourned. Stockholders of record at the close of
business on December 1, 1997 are the stockholders entitled to vote at the Meeting, and any adjournments
thereof. -

You are requested to complete and sign the enclosed Proxy Card which is solicited on behalf of
the Board of Directors, and to mail it promptly in the enclosed envelope. The Proxy will not be used if
you attend and vote at the Meeting in person.

By Order of the Board of Directors

; ¢

JAMES S. HAAHR
Chairman of the Board, President and
Chief Executive Officer _

Storm Lake, Iowa
December 15, 1997

IMPORTANT: THE PROMPT RETURN OF PROXIES WILL SAVE THE COMPANY THE
EXPENSE OF FURTHER REQUESTS FOR PROXIES TO ENSURE A QUORUM AT THE
MEETING. A PRE-ADDRESSED ENVELOPE IS ENCLOSED FOR YOUR CONVENIENCE. NO
POSTAGE IS REQUIRED IF MAILED WITHIN THE UNITED STATES.







PROXY STATEMENT

FIRST MIDWEST FINANCIAL, INC.

Fifth at Erie
Storm Lake, Iowa 50588
(712) 732-4117

ANNUAL MEETING OF STOCKHOLDERS
January 26, 1998

This Proxy Statement is furnished in connection with the solicitation on behalf of the Board of
Directors of First Midwest Financial, Inc. ("First Midwest," and with its subsidiaries, the "Company") of
proxies to be used at the Annual Meeting of Stockholders of First Midwest (the "Meeting") which will be
held at the main office of First Midwest located at Fifth at Erie, Storm Lake, Iowa on January 26, 1998
at 1:00 P.M. local time, and all adjournments of the Meeting. The accompanying Notice of Meeting,
proxy and this Proxy Statement are first being mailed to stockholders on or about December 15, 1997.
Certain information provided herein relates to First Federal Savings Bank of the Midwest ("First Federal")
and Security State Bank ("Security”, and when referred to with First Federal, the "Banks"), both of which
are wholly owned subsidiaries of First Midwest.

At the Meeting, stockholders of the First Midwest are being asked to consider and vote upon the
election of two directors.

Proxies and Proxy Solicitation

If a stockholder properly executes the enclosed proxy distributed by First Midwest, the proxies
named will vote the shares represented by that proxy at the Meeting. Where a stockholder specifies a
choice, the proxy will be voted in accordance with the stockholder’s instructions. Where no-specific
direction is given, the proxies will vote the shares "FOR" the election of management's nominees for
directors of First Midwest. As to any other matters presented at the Meeting, the shares for which proxies
have been received will be voted in accordance with the discretion of the proxies. -

Any proxy given pursuant to this solicitation or otherwise may be revoked by the stockholder
giving it at any time before it is voted by delivering to the Secretary of First Midwest at the above address,
on or before the taking of the vote at the Meeting, a written notice of revocation bearing a later date than
the proxy or a later dated proxy relating to the same shares of common stock, par value $.01 per share,
of First Midwest (the “Common Stock”), or by attending the Meeting and voting in person. Attendance
at the Meeting will not in itself constitute the revocation of a proxy.

The cost of solicitation of proxies will be borne by First Midwest. First Midwest will reimburse
brokerage firms and other custodians, nominees and fiduciaries for reasonable expenses incurred by them
in sending proxy materials to the beneficial owners of Common Stock. In addition to solicitation by mail,
directors, officers and employees of First Midwest and the Banks may solicit proxies personally or by
facsimile, telegraph or telephone, without additional compensation.




Voting Rights; Vote Required

Stockholders of record as of the close of business on December 1, 1997 (the “Voting Record
Date”), will be entitled to one vote on each matter presented for a vote at the Meeting for each share of
Common Stock then held. Such vote may be exercised in person or by a properly executed proxy as
discussed above. Directors shall be elected by a plurality of the shares present in person or represented
by proxy at the Meeting and entitled to vote on the election of directors.

With regard to the election of directors, votes may be cast in favor of or withheld from each
nominee; votes that are withheld will be excluded entirely from the vote and will have no effect.
Abstentions may be specified on any other proposal except the election of directors and will be counted
as present for purposes of the item on which the abstention is noted. A broker non-vote (i.e., proxies from
brokers or nominees indicating that such persons have not received instructions from the beneficial owners
or other persons as to certain proposals on which such beneficial owners or persons are entitled to vote
their shares but with respect to which the brokers or nominees have no discretionary power to vote without
such instructions) will have no effect on the outcome of the election of directors. Brokers who do not
receive instructions are entitled to vote on the election of directors. -

Voting Securities and Principal Holders Thereof

As of the Voting Record Date, First Midwest had 2,696,889 shares of Common Stock outstanding.
The following table sets forth information regarding share ownership of: (i) those persons or éntities known
by management to beneficially own more than five percent of First Midwest's Common Stock and (ii) all -
directors and officers as a group. See "Proposal I - Election of Directors" for information regarding share
ownership of First Midwest's Chief Executive Officer and its Directors. :

Shares Beneficnally Pel;éent of

Beneficial Owners . OwnedV Class
First Midwest Financial, Inc.® 220,825 8.19%
Employee Stock Ownership Plan
Fifth at Erie Z
Storm Lake, Iowa 50588 -
Mr. and Mrs. James S. Haahr® 276,045 977%
Fifth At Erie =
Storm Lake, Iowa 50588 B
Directors and executive officers of First Midwest ' 838,421 28. 33 %

and the Bank as a group (9 persons)®

(1) All amounts reported hereunder have been adjusted for the three for two stock split paid by First Midwest on J. anuary 2, 1997
in the form of a 50% stock dividend.

(2) The amount reported represents shares held by First Midwest Financial, Inc. Employee Stock Ownership Plan ("ESOP"),
135,745 shares of which were allocated to accounts of participants. West Des Moines State Bank, West Des Moines, Iowa,
the trustee of the ESOP, may be deemed to beneficially own the shares held by the ESOP which have not been allocated to the
accounts of participants.

(3) Mr. Haahr is the Chairman of the Board, President and Chief Executive Officer of First Midwest and the Banks. Mr. Haahr
reported sole voting and investment power with respect to all 276,045 shares of Common Stock reported as beneficially owned
by him. Included in the shares reported as beneficially owned by Mr. Haahr are options to purchase 129,532 shares of
Common Stock. _

(4) Includes shares held directly, as well as, jointly with family members or held by trusts, with respect to which shares the listed
individuals or group members may be deemed to have sole or shared voting and investment power. Included in the shares
reported as beneficially owned by all directors and executive officers are options to purchase 262,347 shares of Common Stock.




ELECTION OF DIRECTORS
General

The Board of Directors of First Midwest is currently composed of seven members and is divided
into approximately three equal classes. Directors of First Midwest are generally elected to serve for a three-
year term or until their respective successors are elected and qualified.

The following table sets forth certain information, as of the Voting Record Date, regarding the
composition of First Midwest's Board of Directors, including each director's term of office. The Board
of Directors acting as the nominating committee has recommended and approved the nominees identified
in the following table. It is intended that the proxies solicited on behalf of the Board of Directors (other
than proxies in which the vote is withheld as to a nominee) will be voted at the Meeting FOR the election
of the nominees. If a nominee is unable to serve, the shares represented by all valid proxies will be voted
for the election of such substitute nominee as the Board of Directors may recommend. At this time, the
Board of Directors knows of no reason why any nominee may be unable to serve if elected. Except as
disclosed herein, there are no arrangements or understandings between the nominee and any other person
pursuant to which the nominee was selected.

Term Shares of Percent
Position(s) Held in Director to Common Stock  of
Name Age First Midwest __Since” Expire Owned? Class
Nominees _
E. Wayne Cooley 75 Director 1985 2001 93,117 _3.42%
J. Tyler Haahr® 34 Director, Senior Vice 1992 2001 44,4219 -1.64%
President, Secretary and
Chief Operating Officer )
Directors Remaining in Office _
James S. Haahr® 58 Chairman of the Board, 1962 2000 276,045 0.77%
President and Chief -
Executive Officer
G. Mark Mickelson 31 Director 1997 2000 1,000 _ 20.04%
Jeanne Partlow 64 Director 1996~ 2000 4,4859 0.17%
E. Thurman Gaskill 62 Director - 1982 1999 53,9149 _1.98%
Rodney G. Muilenburg 53 Director 1989 1999 123,249 4.52%

(1) Includes service ‘as, a director of First Federal.

(2) The nature of beneficial ownership for shares reported in this column is sole voting and investment power, except as otherwise
noted in these footnotes. All amounts reported hereunder have been adjusted for the three for two stock split paid by First
Midwest on January 2, 1997 in the form of a 50% stock dividend. Included in the shares beneficially owned by the named
individuals are options to purchase shares of Common Stock as follows: Mr. Cooley - 28,764 shares; Mr. J. Tyler Haahr -
9,291 shares; Mr. James S. Haahr - 129,532 shares; Mr. Gaskill - 26,264 shares; and Mr. Muilenburg - 28,764 shares.

(3) Director J. Tyler Haahr is the son of Chairman James S. Haahr.

(4) Includes 31,708 shares as to which Mr. J. Tyler Haahr has reported shared ownership.

(5) Includes 4,485 shares as to which Ms. Partlow has reported shared ownership.

(6) Includes 26,750 shares as to which Mr. Gaskill has reported shared ownership.
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The principal occupation of each director of First Midwest and each of the nominees for director
is set forth below. All directors and nominees have held their present position for at least five years unless
otherwise indicated.

E. Wayne Cooley - Dr. Cooley has served as Executive Secretary of the Iowa Girls’ High School
Athletic Union in Des Moines, Iowa since 1954. In addition, Dr. Cooley serves as Executive Vice
President of the Towa High School Speech Association. He is also a member of the Drake Relays
Executive Committee, and on the Board of Directors of the Women's College Basketball Association Hall
of Fame. Dr. Cooley is a member of the Buena Vista University (formerly Buena Vista College) Board
of Trustees. He has served as Chairman of the lowa Heart Association and as Vice Chairman of the Iowa
Games. Dr. Cooley is a 1943 graduate of Buena Vista College in Storm Lake, Iowa, and holds honorary
doctorate degrees from Buena Vista University in Storm Lake, Iowa and Morningside College in Sioux
City, Iowa.

J. Tyler Haahr - Mr. Haahr is Senior Vice President, Secretary and Chief Operating Officer of
First Midwest Financial, Inc.; Executive Vice President, Secretary and Chief Operating Officer of First
Federal Savings Bank of the Midwest; Vice President and Secretary of First Services Financial Limited
and Brookings Service Corporation; and Secretary of Security State Bank. Mr. Haahr has been employed
by First Midwest and its affiliates since March 1997. He was previously a partner with the law firm of
Lewis and Roca LLP, Phoenix, Arizona, and had been with the firm since 1989. He is a mémber of the
Arizona Bar Association, the Maricopa County Bar Association and the Arizona Association of Health Care
Lawyers. Mr. Haahr is the Co-chair for Buena Vista University's 1997-98 Community Campaign Fund-
raising. He is a member of the Fiesta Bowl Committee and was one of the founders of the Grand Canyon
State Games. Mr. Haahr received his B.S. degree with honors in 1986 at the University of South Dakota
in Vermillion, South Dakota. He graduated with honors from the Georgetown University Law Center,
Washington, D.C., in May 1989. J. Tyler Haahr is the son of James S. Haahr, Chairman of the Board.

James S. Haahr - Mr. Haahr is the Chairman of the Board, President and Chief Executive Officer
of First Midwest Financial Inc., a position he has held since June 1993. Mr. Haahr is also Chairman of
the Board of First Federal Savings Bank of the Midwest since 1990 and President and Chief Executive
Officer since 1974. Mr. Haahr serves as Chairman of the Board and Chief Executive Officer of Security
State Bank. He is a member of the Board of Trustees of Buena Vista University. Mr. Haahr has served
in various capacities since beginning his career with the Bank in 1961. He is a member of the Board of
Directors of America's Community Bankers and a member of the Savings Association Insurance Fund
Industry Advisory Committee. Mr. Haahr is a former Vice Chairman of the Board of Directors of the
Federal Home Loan Bank of Des Moines, former Chairman of the lowa League of Savings Institutions,
and a former director of the U.S. League of Savings Institutions. Mr. Haahr received his B.S. degree in
1962 from Buena Vista College in Storm Lake, Iowa. James S. Haahr is the father of J. Tyler Haahr, a
director and executive officer of the Company.

G. Mark Mickelson - G. Mark Mickelson has served as a Vice President (Acquisitions) for
Northwestern Growth Corporation in Sioux Falls, South Dakota since November 1996. Northwestern
Growth Corporation is the unregulated investment subsidiary of Northwestern Public Service (NYSE:
NPS). Previously, Mr. Mickelson was employed as an executive officer of Hegg Companies in Sioux
Falls, South Dakota. Mr. Mickelson received his undergraduate degree in Business Administration from
the University of South Dakota in Vermillion, South Dakota in 1988. He graduated with high honors from
Harvard Law School in 1993 and is also a Certified Public Accountant. Mr. Mickelson is involved in a
number of local charities, including serving on the board of the Sioux Falls Y.M.C.A.




Jeanne Partlow - Mirs. Partlow is President of the Jowa Savings Bank Division of First Federal,
located in Des Moines Iowa. She was President, Chief Executive Officer and Chairman of the Board of
Iowa Savings Bank, F.S.B. from 1987 until it was acquired by and became a division of First Federal in
December 1995. Mrs. Partlow is a past member of the Board of Directors of the Federal Homte Loan Bank
of Des Moines. She has over 30 years of bank management experience.

E. Thurman Gaskill - Since 1958, Mr. Gaskill has owned and operated a grain farming operation
located near Corwith, Iowa. Mr. Gaskill has served as a commissioner with the Iowa Department of
Economic Development and also as a commissioner with the Jowa Department of Natural Resources. He
has served as President of the National Corn Growers Association, Chairman of the United States Feed
Grains Council and in numerous other agricultural positions. Recognized for his outstanding contributions
to the industry, he has been named to the Agricultural Hall of Fame at Iowa State University in Ames,
TIowa.

Rodney G. Muilenburg - Mr. Muilenburg is employed as a dairy specialist with Purina Mills, Inc.,
and supervises the sale of agricultural products in a region which encompasses northwest Iowa, northeast
Nebraska, eastern South Dakota and southwest Minnesota. Mr. Muilenburg has been a member of Purina
Mills' General Sales Advisory Board since 1986. In 1991 he was certified by Purina Mills in Agri-business
management. Mr. Muilenburg received a B.A. degree in Biological Science from Northwestern College,
Orange City, Iowa in 1966; an M. A. degree in secondary school education from Mankato State University,
Mankato, Minnesota in 1973; and a specialist degree in secondary school administration from Mankato
State University, Mankato, Minnesota in 1975.

Meetings and Committees of the Boards of Directors

Meetings and Committees of First Midwest. Meetings of the Board of Directors are generally held
on a monthly basis. The Board of Directors met 12 times during fiscal 1997. During fiscal 1997, no
incumbent director of First Midwest attended fewer than 75% of the aggregate of the total number of Board
meetings and the total number of meetings held by the committees of the Board of Directors on which they
served.

The Board of Directors of First Midwest has standing Audit-Compensation/Personnel (“ACP") and
Stock Option Committees. First Midwest does not have a standing executive committee.

The ACP Committee recommends the selection of independent auditors to the Board, reviews the
results of the auditors' services, reviews with management and the internal auditors the systems of internal
control and internal audit reports and assures that the books and records of the Company are kept in
accordance with applicable accounting principles and standards. In addition, the committee meets annually
to make salary recommendations and administer the Recognition and Retention Plan. The members of the
ACP Committee are: Directors Cooley, Gaskill and Muilenburg. This Committee met three times during
fiscal 1997.

The Stock Option Committee is composed of Directors Cooley, Mickelson and Muilenburg. This
committee is responsible for administering First Midwest’s 1993 and 1995 Stock Option and Incentive
Plans (collectively, the “Stock Option Plans”). This committee met twice during fiscal 1997.

The entire Board of Directors acts as 2 nominating committee for selecting nominees for election
as directors. Nominations of persons for election to the Board of Directors may be made only by or at the
direction of the Board of Directors or by any stockholder entitled to vote for the election of directors who




complies with the notice procedures set forth in the Bylaws of First Midwest. Pursuant to the Bylaws,
nominations by stockholders must be delivered in writing to the Secretary of First Midwest at least 30 days
prior to the date of the annual meeting. =

Directors Fees

During fiscal 1997 all directors of First Midwest received a retainer fee of $3,000 per year. The
directors of First Midwest (except for Director Partlow) also serve as directors of either one or both of the
Banks. Non-employee directors of First Federal were paid a fee of $6,000 per year plus $500 for each
regular meeting attended, and $200 for each committee meeting attended, with the exception of the
Nominating Committee members, who receive no fee for service on such committee. Non-employee
directors of Security were paid a fee of $300 for each regular meeting attended and $100 for each
committee meeting attended, with the exception of the Nominating Committee members, who receive no
fee for service on such committee. Board members who are employees of the Banks recelved no fee for
their service on the Banks’ Boards, or their respective committees. =

Executive Compensation
The following table sets forth information regarding the compensation of First Midwest's Chief

Executive Officer and each other executive officer of the Company whose aggregate salary and bonus
exceeded $100,000 during fiscal 1997 (collectively, the “Named Officers”).

SUMMARY COMPENSATION TABLE —

Long Term _
Annual Compensation Compensation Awards -
Restricted
Name and Other Annual Stock Options/  All Other
Principal Salary Bonus Compensation Award(s) SARs  Compensation
Position Year $) (%) () (€] # (%)
James S. Haahr 1997  $180,000°. $56,000 — 5,250  $33,0119
Chairman of the Board, 1996 180,000 45,500 23,250 74,883
President and Chief 1995 155 000 30,000 1,575 40,328
Executive Officer
J. Tyler Haahr® 1997 80,662 22,400 ~ $35,587% 39,600 —887®
Senior Vice President, _
Chief Operating Officer _
and Secretary _
Fred A. Stevens 1997 105,000 33,600 - -- 3,150 21,2777
President of Storm Lake 1996 105,000 27,300 =~ - - - 5,025 15,519
Division of First Federal gg5 1 97.000 19.400 L . 1.018 25379
Donald J. Winchell 1997 103,000 32,960 - -- 3,00  20,754®
Vice President, Chief 1996 103,000 26,780 — 10,215 14,949
Financial Officerand 1995 o000 18,000 _ - — 945 23,503
Treasurer

(Footnotes begin on next page.)
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Includes $2,000 of compensation deferred in fiscal 1995 ,1996 and 1997 pursuant to the deferred compensaiibn agreement
entered into in 1980 between Mr. Haahr and First Federal and $3,000 paid to Mr. Haahr in fiscal 1995, 1996 and 1997 for
service as a director of the Company.

Includes contributions by First Federal on behalf of Mr. Haahr for fiscal 1997 of $23,096 under the ESOP anfc:_{;$9, 159 under
First Federal's Benefit Equalization Plan. This amount also includes $756 of life insurance premiums paid on behalf of Mr.
Haahr by First Federal for fiscal 1997.

Mr. Haahr joined the Company as an employee in March 1997.

Includes $3,000 paid to Mr. Haahr for service as a director of the Company andr$8,200 paid to Mr. Haahr for service as
a director of the Banks during fiscal 1997.

Includes $10,634 in reimbursed relocation expenses and $24,688 in real estate fees paid on the sale of Mr. Haahr’s residence
in connection with his employment with the Company. No other amounts required to be reported hereunder individually
exceeds 25% of the value of the total amount reported.

Includes $252 of life insurance premiums paid on behalf of Mr. Haahr by First Federal and $635 of sales comniissions earned
by Mr. Haahr.

Includes contributions by First Federal on behalf of Mr. Stevens for fiscal 1997 of $20,823 under the ESOP and $454 of life
insurance premiums.

Includes contributions by First Federal on behalf of Mr. Winchell for fiscal 1997 of $20,309 under the ESO:f and $445 of
life insurance premiums.

The following table sets forth certain information concerning stock options granted during fiscal

1997 to the Named Officers.

OPTION GRANTS IN LAST FISCAL YEAR

Potential Realizable
Value at Assumed
Annual Rates of Stock

Appreciation
Individual Grants®” for Option Terms®
Number of % of Total ]
Securities " Options Exercise -
Underlying Granted to or Base N
Options Granted = Employees in Price Expiration 5% 10%
Name & Fiscal Year ($/Sh) Date ()] (€3]
James S. Haahr 5,250 75%  $20.125  09-30-07 $66,439 $ 168,394
J. Tyler Haahr 37,500 536 17.375  03-25-07 409,688 1,038,563
2,100 3.0 20.125 09-30-07 26,576 ~67,358
Fred A. Stevens 3,150 4.5 20.125 09-30-07 39,863 %1,036
Donald J. Winchell 3,090 4.4 20.125 09-30-07 39,104 %99,112

(1) All the options set forth in this table vested as of the date of the grant, except for the options to purchase 37,500 shares of

Common Stock granted to J. Tyler Haahr which vest in four equal annual installments commencing March 25, 1998.

(2) Represents the potential realizable value of the option grant assuming that the market price of the underlyirjg security

appreciates in value from the date of the grant to the end of the option term (10 years) at the annualized rates as set forth in
the table above.




The following table provides information as to the value of the options held by the Named Officers
on September 30, 1997. To date, no stock appreciation rights have been granted by First Midwest.

AGGREGATE OPTION EXERCISES IN LAST FISCAL YEAR AND FY-END OPTION VALUES

Value of
Number of Unexercised
Unexercised In-the-Money
Options at Options at
FY-End (#) FY-End ($)
Shares -
Acquired on Value -
Exercise Realized Exercisable Unexercisable Exercisable Unexercisable
Name # ® #_ # ® ®
James S. Haahr 3,000  $28,250 131,632 — - $1,485950 -
J. Tyler Haahr 21,573 203,145 9,201 37,500 96,779 $103,125
Fred A. Stevens 3,300 31,625 18,400 - 153,653 i——-
Donald J. Winchell 2,100 19,775 24,732 —_ 194,716 -

(1) Represents the aggregate market value (market price of the Common Stock less the exercise price) of the option granted based
upon the average of the closing bid and the asked price of $20.125 per share of the Common Stock as reported on The Nasdaq

Stock Market on September 30, 1997.

Employment Agreements =

First Federal has employment agreements with the Named Officers. The employment agreements
are designed to assist the Company in maintaining a stable and competent management team. The
continued success of the Company depends, to a significant degree, on the skills and competence of their
officers. Each employment agreement provides for annual base salary in an amount not less_than the
employee's current salary and a term of three years. Each agreement provides for extensions of one year,
in addition to the then-remaining term under the agreement, on each anniversary of the effective date of
the agreement, subject to a formal performance evaluation performed by disinterested members of the
Board of Directors of First Federal. The agreements terminate upon such Named Officer’s death, for
cause, in certain events specified by OTS regulations, or by such Named Officer upon 90 days notice to
First Federal. For the year ended September 30, 1997, the disinterested members of First Federal’s Board

of Directors authorized one year extensions of the Named Officers’ employment agreements. —

Each employment agreement provides for payment to the employee of the greater of his salary for
the remainder of the term of the agreement, or 299% of the employee's base compensation, in the event
there is a "change in control” of First Federal where employment terminates involuntarily in connection
with such change in control or within 12 months thereafter. This termination payment is sobject to
reduction by the amount of all other compensation to the employee deemed for purposes of the Internal
Revenue Code of 1986, as amended (the "Code"), to be contingent on a "change in control”, and may not
exceed three times the employee's average annual compensation over the most recent five year period or
be non-deductible by the Company for federal income tax purposes. For the purposes of the employment
agreements, a change in control is defined as any event which would require the filing of an application
for acquisition of control or notice of change in control pursuant to 12 C.F.R. § 574.3 or § 574.4,
respectively. Such events are generally triggered prior to the acquisition or control of 10% of First

]
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Midwest's Common Stock. Each agreement also guarantees participation in an equitable manner in
employee benefits applicable to executive personnel. —

Based on their current salaries, if employment of Messrs. J. Haahr, T. Haahr, Stevens and
Winchell had been terminated as of September 30, 1997, under circumstances entitling them to benefits
pay as described above, they would have been entitled to receive lump sum cash payments of
approximately $903,000, $663,000, $655,000 and $621,000, respectively.

Compensation Committee Interlocks and Insider Participation

Compensation of the executive officers of the Company is currently determined by the ACP
Committee of First Federal and the Stock Option Committee of the Company. Directors Cooley,
Mickelson and Muilenburg are the current members of these two committees. All decisions by the ACP
Committee relating to the cash compensation of executive officers are reviewed by the full Board, except
that Board members who are also executive officers do not participate in deliberations regarding their
respective compensation. See “Compensation Committee Report on Executive Compensation” below.

Compensation Committee Report on Executive Compensation

First Midwest has not paid any cash compensation to its executive officers since its formation. All
executive officers of First Midwest also currently hold positions with First Federal and receive cash
compensation from First Federal. The function of administering the executive compensation policies of
First Federal is currently performed by the ACP Committee of the Board of Directors of First Federal,
consisting of Directors Cooley, Mickelson and Muilenburg. All decisions by the ACP Committee relating
to the cash compensation of First Federal's executive officers are reviewed by the full Board of First
Federal, except that Board members who are also executive officers do not participate in deliberations
regarding their respective compensation. '

Awards granted under First Midwest’s Stock Option Plans are made solely by the Stock Option
Committee.

Overview and Philosophy

The ACP Committee has developed and implemented an executive compensation program that is
based on guiding principles designed to align executive compensation with the values and objectives,
business strategy, management initiatives, and the business and financial performance of the Company
In applying these principals, the ACP Committee has established a program to:

o Support a performance-oriented environment that rewards performance not only with respect to
the Company's goals, but also the Company's performance as compared to that of industry
performance levels;

o Attract and retain key executives critical to the long-term success of the Company;

o Integrate compensation programs with both the Company’s annual and long-term strategic planning
and measuring processes; and

o Reward executives for long-term strategic management and the enhancement of shareholder value.




Furthermore, in making compensation decisions, the ACP Committee focuses on the individual
contributions of executive officers to the Company. The ACP Committee uses its discretion to set
executive compensation where, in its judgement, external, internal or an individual's circumstances warrant
it. The ACP Committee also periodically reviews the compensation policies of other similarly situated
companies, as set forth in various industry publications, to determine whether the Company’s compensation
decisions are competitive within its industry.

Executive Officer Compensation Program

The executive officer compensation program is comprised of base salary, annual incentive bonuses,
long-term incentive compensation in the form of stock options and restricted stock awards, and various
benefits, including medical and retirement plans generally available to employees of the Banks.

Base Salary. Base salary levels for executive officers are competitively set relative to other
publicly traded banking and thrift companies. In determining base salaries, the ACP Committee also takes
into account individual experience and performance and specific issues particular to the Company.

Annual Incentive Bonuses. Executive officers are paid an annual incentive bonus, which is
determined as a percentage of such executive officers' base salary, if the Company's targeted goals
(including its targeted goals for return on assets, return on equity, asset quality and interest rate risk
exposure) established at the beginning of the year are met and certain safety and soundness standards at
the Bank level are maintained. o

Stock Benefit Plans. The Stock Option Plans are the Company's long-term incentive plans for
directors, officers and employees. The objective of the program is to align executive and shareholder long-
term interests by creating a strong and direct link between executive pay and the Company's performance,
and to enable executives to develop and maintain a significant, long-term stock ownership position in the
Company's Common Stock. Awards are made at a level calculated to be competitive with other publicly
traded banking and thrift companies. -

Chief Executive Officer Compensation

Mr. James S. Haahr was appointed to the position of President and Chief Executive Officer of First
Federal in 1974 and Chairman in 1990, and has also served in such capacities with the Company since its
inception in 1993. Mr. Haahr’s fiscal 1998 base salary is approximately $175,000 per year, subject to such
adjustments in future years as shall be determined by the ACP Committee. Mr. Haahr's base salary for
fiscal 1997 was approximately $175,000. The ACP Committee determined to maintain Mr. Haahr's
current year base salary at the same level as last year due to the Company's continued focus on incentive-
based compensation, with the use of long-term incentive awards as an integral part of the overall
compensation program. h

Mr. Haahr was awarded a cash bonus in September 1997 of approximately $56,000 and was
granted a long-term incentive award consisting of options to purchase 5,250 shares of the Company's
Common Stock. These awards were determined by the ACP Committee after consideration of Mr. Haahr’s
contribution to the Company’s fiscal 1997 performance relative to predetermined targeted goals for return
on equity, return on assets, asset quality and interest rate risk exposure, and in recognition of Mr. Haahr's
anticipated future performance. =




In 1993, Section 162(m) was added to the Internal Revenue Code, the effect of which is to
eliminate the deductibility of compensation over $1 million, with certain exclusions, paid to each of certain
highly compensated executive officers of publicly held corporations, such as the Company. Section 162(m)
applies to all remuneration (both cash and non-cash) that would otherwise be deductible for tax years
beginning on or after January 1, 1994, unless expressly excluded. Because the current compensation of
each of the Company's and the Bank's executive officers is well below the $1 million threshold, the
Company has not yet considered its policy regarding the new provision.

The foregoing report is furnished by the members of the Audit-Compensation\Personnel C§mittee
and Stock Option Committee of the Board of Directors of the Company.

E Wayne Cooley G. Mark Mickelson Rodney G. Muilenberg
Shareholder Return Performance Presentation
The line graph below compares the cumulative total shareholder return on the Company's Common
Stock to the cumulative total return of a broad index of the Nasdaq Market and a savings and loan industry

index for the period commencing on September 20, 1993 (the date the Company became a public company)
through September 30, 1997.

300

250 .

50 -

o T T T T — -
9/20/93 973083 9/30/94 9/30/98 /sone 9/30/97
———  First Midwest —&—— Selected Thrift Index —+—— NASDAAQ Index

09/20/93  09/30/93  09/30/94  09/30/95  09/30/96  09/30/97

First Midwest Financial, Inc.. $100.00 $106.78 $106.78 $138.04 $170.65 $214.18
Selected Thrift Index . . . .. .. 100.00 100.00 105.04 135.01 162.16 275.17
Nasdaq Market Index . ... .. 100.00 100.00 105.82 128.48 150.00 203.88
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Certain Transactions L _

The Banks have followed a policy of granting loans to eligible directors, officers, employees and
members of their immediate families for the financing of their personal residences and for consumer
purposes. As of September 30, 1997, all loans or extensions of credit to executive officers and directors
were made on substantially the same terms, including interest rates and collateral, as those prevailing at
the time for comparable transactions with the general public and do not involve more than the normal risk
of repayment or present other unfavorable features.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934, as amended (the "Exchange Act") requires
First Midwest's directors and executive officers, and persons who own more than 10% of a registered class
of First Midwest's equity securities, to file with the SEC initial reports of ownership and reports of changes
in ownership of First Midwest common stock and other equity securities of First Midwest by the tenth of
the month following a change. Officers, directors and greater than 10% stockholders are requifed by SEC
regulations to furnish First Midwest with copies of all Section 16(a) forms they file. _

To First Midwest's knowledge, based solely on a review of the copies of such reports furnished
to First Midwest and written representations that no other reports were required during the fiscal year
ended September 30, 1997, all Section 16(a) filing requirements applicable to its officers, directors and
greater than 10 percent beneficial owners were complied with.

INDEPENDENT AUDITORS

The Company’s independent auditors are Crowe, Chizek and Company LLP. Representatives of
Crowe, Chizek and Company LLP are expected to attend First Midwest's Annual Meeting to’ respond to
appropriate questions and to make a statement if they so desire.

STOCKHOLDER PROPOSALS

In order tc be eligible for inclusion in the First Midwest's proxy materials for the next Annual
Meeting of Stockholders, any stockholder proposal to take action at such meeting must be received at First
Midwest's main office, Fifth at Erie, Storm Lake, Iowa no later than August 17, 1998. Any such proposal
shall be subject to the requirements of the proxy rules adopted under the Exchange Act.

OTHER MATTERS

The Board of Directors is not aware of any business to come before the Meeting other tjlan those
matters described above in this Proxy Statement. However, if any other matter should properly come
before the Meeting, it is intended that holders of the proxies will act in accordance with their best
judgment. -

12




First Midwest Financial, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY (continued)

Years ended September 30, 1997, 1996 and 1995

Balance at September 30, 1996 ....oceeeceeereecereneenne

Purchase of 248,419 common shares of

treasury Stock .ooeeeeveecciiiiecee e
Retirement of 3,474 common shares ...............
30,000 common shares committed

to be released under the ESOP ........ccccceueeee
Amortization of recognition and retention

plan common shares and tax benefit of

restricted stock under the plan ..................
Cash dividends declared on commion stock

($-36 per share) ...cceeeeevrccsiicc e
Issuance of 970,978 common shares

for stock dividend declared on common

stock, net of cash paid in lieu of

fractional SHares....ccccevsearemiieeereesecrarerenanes
Exchange of 7,263 common shares

upon exercise of stock options........cccccuceve..
Issuance of 41,347 common shares

from treasury stock due to exercise

of stock options
Net change in unrealized appreciation on

securities available for sale, net: of

tax of $549,689 ...vecueeeeeeeeeecteeeeereereeas
Net income for the year ended

September 30, 1997 ..ot

Additional
Common Paid-in
Stock Capital

19,905 $20,862,551 $23,748,383 §

(35) 35

- 295,740

- 93,401

9,710 (9,710)

(257,263)

Net Unrealized
Appreciation
(Depreciation)
on Securities
Available

For Sale,

Net of Tax

Retained
Earnings

28,698

(961,849) -

(833) -

- 931,673

3,641,956 -

Unearned
Employee
Stock
Ownership
Plan Shares

Treasury
Stock

- Total
Shareholders”
— Equity

$ (767,200) § (682,635) $43,209,702

200,000

(4,268,777)

(175,445)

768,699

4,268,777)

—~

= 495,740

93,401

= (961,849)

(833)

(175,445)

~ 511,436

931,673

=3,641,956

o

Balance at September 30, 1997 ......ccocccvccrcnmriceenee $ 29,580 $20,984,754 $26,427,657 $ 960,371 $§ (567,200) $ (4,358,158) $43,477,004

The accompanying notes are an integral part of these consolidated financial statements. ' =
25
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First Midwest Financial, Inc. and Subsidiaries
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years ended September 30, 1997, 1996 and 1995

1997 1996 1995
Cash flows from operating activities

Net income
Adjustments to reconcile net income to net cash
from operating activities
Depreciation, amortization and accretion, net
Provision for loan losses
Provision for losses on foreclosed real estate

Gain on sales of securities available for sale, net

Proceeds from the sales of loans held for sale
Originations of loans held for sale
Stock dividends from FHLB stock
(Gain) loss on sales of office property, net....

(Gain) loss on sales of foreclosed real estate, net

Net change in
Interest receivable
Other assets
Accrued interest payable
Accrued expenses and other liabilities
Net cash from operating activities

$ 3,641,956

1,092,782

120,000
(216,614)

3,592,055
(3,592,055)

6,722

(337,062)
223,344
(205,719)
(2,348,712)

$ 2,413,565

907,721
100,000
20,000
(79,317)
1,064,000

(1,064,000) —

(78,900)

(24,739) ~

8,630

(1,406,034)

(399,200)
348,940
1,689,497

_7'$ 3,544,352

. 697,879
250,000
(1,070,247)

(504,937)

— (55,643)

_ (47,662)
o (122,777)

1,976,697

3,500,163

2,690,965

Cash flows from investing activities

Net change in interest-bearing deposits in other

financial institutions
Purchase of securities available for sale
Purchase of securities held to maturity ........
Proceeds from sales of securities avallable for sale
Proceeds from maturities and principal repayment of
securities available for sale
Proceeds from maturities and principal repayment of
mortgage-backed securities held to maturity
Loans purchased
Net change in loans
Proceeds from sales of foreclosed real estate
Purchase of FHLB stock
Purchase of Iowa Bancorp, Inc., net of cash received
Purchase of Central West Bancorporation, net of cash
received
Purchase of premises and equipment, net
Proceeds from sales of assets
Net cash from investing activities

100,000
(67,569,576)

804,067

61,943,630

(29,819,316)
18,519,590
93,453

(104,600)

(842,423)

(300,000)
(120,994,759)

366,829

05,068,472

(24,975,540)
(3,599,754)
132,842
(1,355,100)
(5,217,265)

(229,430)
(845,380)
72,925

© (31,580,132)
= (11,888,625)

T 49,445,258

29,105,289

27,205

" (19,211,940)

— (4,280,762)
o 78,738
~  (899,800)

~ (581,126)

(16,875,175)

(61,876,160)

10,214,105




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

Years ended Septernber 30, 1997, 1996 and 1995

Cash flows from financing activities

Net change in noninterest-bearing demand,

savings, NOW, and money market demand deposits ........
Net change in other time deposits .......ccccvverreiccceciniiecns
Proceeds from advances from FHLB .........ccccoimeccimnncineccieaies
Repayments of advances from FHLB.......coccccmieciirecncens I
Net change in securities sold under agreements

10 TEPUICHASE - oeeteeeeecere e e cr e
Net charge in other boTTOWINgGS .....oviveeccemiiicericecierer e,
Net change in advances from borrowers for taxes

and insurance......
Cash dividends paid
Proceeds from exercise of stock options ........ccovciciiicicininnnns
Purchase of treasury Stock .....o.oeveieveeereimimimeeccemeeeeccnecraenees

Net cash from financing activities ........cccccoviececeen.

Net change in cash and cash equivalents........c.ccceceveieinriceciicicnn
Cash and cash equivalents at beginning of year.......c.cccoucieeeeens
Cash and cash equivalents at end of year ............c......c...c

Supplemental disclosure of cash flow information
Cash paid during the year for:
Interest ....... e eeeereeeeeottesemeeseeareeeeesetoeresesemteaeearrereeaano
Income taxes
Supplemental schedule of non-cash investing and
financing activities
Loans transferred to foreclosed real estate ..........cccveeees
Issuance of common stock for purchase of
Central West Bancorporation ........ceceececceeviereeeeeecuces

1887 1996 1995

§ 599642 § (295265) § (5,082,64%)
12,110,330 18,548,037 708,934
143,000,000 210,000,000 246,000,000
(137,861,578)  (160,510,585)  (255,209,677)
(989,918) 1,640,000 240,000
1,500,000 -
(40,756) (11,279) 70,919
(962,682) (745,761) (515,095)

335,991 94,500 -
(4,268,777) ~(630,710) (932,030)
13,422,252 68,088,937 (14,719,593)
(1,476,226) 9,712,940 (1,814,523)
14,328,652 4,615,712 6,430,235

$ 12,852,426

$ 14,328,652

$ 4615712

$ 17,264,776
2,415,042

$ 169,657

The accompanying notes are an integral part of these consolidated financial statements.

$ 13,629,670
1,736,192

$ 220,474

3,936,634

$ 11,696,386
2,366,886

$ 129,408~
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First Midwest Financial, Inc. and Subsidiaries
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, SEPTEMBER 30, 1997, 1996 AND 1995

NOTE 1 — SUMMARY OF SIGNIFIGANT ACCOUNTING POLIGIES

Principles of Consolidation: The consolidated financial statements include the accounts of First Midwest Financial,
Inc., a bank holding company located in Storm Lake, Iowa, (the “Company”) and its wholly-owned subsidiaries which
inctude Fixst Federal Savings Bank of the Midwest (the “Bank” or “First Federal”), Security State Bank (“Security”), First
Services Financial Limited, which offers brokerage services and non-insured investment products and Brookmgs Service
Corporation. All significant intercompany balances and transactions have been eliminated.

Nature of Business, Concentration of Credit Risk and Industry Segment Information: The primary source of
income for the Company is the purchase or origination of commercial, commercial real estate, and residential real estate
loans. See Note 4 for a discussion of concentrations of credit risk. The Company accepts deposits from customers in
the normal course of business primarily in northwest and central Iowa and eastern South Dakota. The
Company operates primarily in the banking industry which accounts for more than 90% of its revenues, operating
income and assets.

Assets held in trust or fiduciary capacity are not assets of the Company and, accordingly, are not included in the
accomparnying consolidated financial statements. At September 30, 1997 and 1996, trust assets totaled approximate-
ly $12,392,000 and $10,172,000, respectively.

Use of Estimates in Preparing Financial Statements: The preparation of financial statements in conformity with

generally accepted accounting principles requires marnagement to make estimates and assumptions that affect the

Teported amounts of assets, liabilities and disclosure of contingent assets and liabilities at the date of the financial

statements and the reported amounts of revenue and expenses during the reporting period. Actual results could -
differ from those estimates. . =

Certain Significant Estimates: The allowance for loan losses, deferred income tax provisiomns, fair values of securities
and other financial instruments, the determination and carrying value of impaired loans, goodwill amortization and
depreciation of premises and equipment, involve certain significant estimates made by management. These
estimates are reviewed by management routinely and it is reasonably possible that circumstances that exist at Sep-
tember 30, 1997 may change in the near-term future and that the effect could be material to the financial statements.

Certain Vulnerability Due to Certain Concentrations: Management is of the opinion that no concentrations exist
that make the Company vulnerable to the risk of near-term severe impact.

Cash and Cash Equivalents: For purposes of reporting cash flows, cash and cash equivalents is defined to include the
Company's cash on hand and due from financial institutions and short-term interest-bearing deposits in other finan-
cial institutions. The. Company reports net cash flows for customer loan transactions, deposit_transactions,
interest-bearing deposits in other financial institutions, and short-term borrowings with maturities of 90 days or less.

Securities: The Company classifies securities into held to maturity, available for sale and trading categories. Held to
maturity securities are those which the Company has the positive intent and ability to hold to maturity, and are report-
ed at amortized cost. Available for sale securities are those the Company may decide to sell if needed for
liquidity, asset-liability management or other reasons. Available for sale securities are reported at fair value, with unre-
alized gains and losses included as a separate component of shareholders’ equity, net of tax. Trading securities are
bought principally for sale in the near term, and are reported at fair value with unrealized gains and losses

included in earnings.

In May 1995, all securities previously designated as held to maturity, including mo:tgage-backed securities,
were transferred to the available for sale category. The Company does not have any securities classified as held to matu-
Tity or trading at September 30, 1997 or 1996. Although the Company does not have a current intent to sell the secu-
rities 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 adjush.ng the composi-
tion of the securities portfolio as may become desirable in the future.

Gains and losses on the sale of securities are determined using the specific identification method based on
amortized cost and are reflected in results of operations at the time of sale. Interest and dividend income, adjusted by
amortization of purchase premium or discount over the estimated life of the security using the level yield method, is

included in earnings. -

Loans Held for Sale: Mortgage loans originated and intended for sale in the secondary market are_carried at the
lower of cost or estimated market value in the aggregate. Net unrealized losses are recognized in a valuation

allowarnce by charges to income. =




First Midwest Financial, Inc. and Subsidiaries

NOTE 1 — SUMMARY OF SIGNIFICANT AGCOUNTING POLICIES (continued)

Loan Servicing Rights: Effective October 1, 1996, the Company adopted Statement of Financial Accounting Stan-
dards (“SFAS") No. 122, “Accounting for Mortgage Servicing Rights.” This Statement changed the accounting for
mortgage servicing rights retained by a loan originator. Under this standard, if the originator sells or securitizes
mortgage loans and retains the related servicing rights, the total cost of the mortgage loan is allocated between the
loan (without the servicing rights) and the servicing rights, based on their relative fair values. Under prior practice,
all such costs were assigried to the loan. The costs allocated to mortgage servicing rights are now recorded as?i:'
separate asset and are amortized in proportion to, and over the life of, the net servicing income. The carrying valﬁE
of the mortgage servicing rights are periodically evaluated for impairment. The effect of adopting the statement was

not material. —

Loans Receivable: Loans receivable that management has the intent and ability to hold for the foreseeable future
or until maturity or pay-off are reported at their outstanding principal balances adjusted for any charge-offs, the
allowance for loan losses, and any deferred fees or costs on originated loans and unamortized premiums or d.lscounts
on purchased loans. —

Premiums or discounts on purchased loans are amortized to income using the level yield method over the remain-
ing period to contractual maturity, adjusted for anticipated prepayments. -

Interest income on loans is accrued over the term of the loans based upon the amount of principal outstandmg
except when serious doubt exists as to the collectibility of a loan, in which case the accrual of interest is discontin-
ued. Interest income is subsequently recognized omly to the extent that cash payments are received until, in
management’s judgment, the borrower has the ability to make contractual interest and principal payments, in whlch
case the loan is returned to accrual status.

Loan Origination Fees, Commitment Fees, and Related Costs: Loan fees and certain direct loan origination costs
are deferred, and the net fee or cost is recognized as an adjustment to interest income using the interest method._

Allowance for Loan Losses: Because some loans may not be repaid in full, an allowance for loan losses is recorded.
The allowance for loan losses is increased by a provision for loan losses charged to expense and decreased by charge-
offs (net of recoveries). Estimating the risk of loss and the amount of loss on any loan is necessarily subjective.
Management’s periodic evaluation of the adequacy of the allowance is based on the Company’s past loan loss expen—
ence, known and inherent risks in the portfolio, adverse situations that may affect the borrower’s ability to repay,
the estimated value of any underlying collateral, and current economic conditions. While management may period-
ically allocate portions of the allowance for specific problem loan situations, the whole allowance is available for any
loan charge-offs that occur.

SFAS No. 114, “Accounting by Creditors for Impairment of a Loan,” as amended by SFAS No. 118, was adopted effec-
tive October 1, 1995 and requires recognition of loan impairment. Loans are considered impaired if full principal or
interest payments are not anticipated in accordance with the contractual loan terms. Impaired loans are carried at
the present value of expected future cash flows discounted at the loan’s effective interest rate or at the fair value of
the collateral if the loan is collateral dependent. A portion of the allowarnce for loan losses is allocated to impaired
loans if the value of such loans is deemed to be less than the unpaid balance. If these allocations cause the allowance
for loan losses to require an increase, such increase is reported as a component of the provision for loan losses. TEe
effect of adopting these standards was not material to the consolidated financial statements. =

Smaller-balance homogeneous loans are evaluated for impairment in total. Such loans include residential first
mortgage loans secured by one-to-four family residences; residential construction loans, and automobile, manufac-
tured homes, home equity and second mortgage loans. Commercial loans and mortgage loans secured by other
properties are evaluated individually for impairment. When analysis of borrower operating results and financial coj;
dition indicates that underlying cash flows of the borrower’s business are not adequate to meet its debt service
Tequirements, the loan is evaluated for impairment. Often this is associated with a delay or shorifall in payments of
90 days or more. Nonaccrual loans are often also considered impaired. Impaired loans, or portions thereof, are
charged off when deemed urcollectible. The nature of disclosures for impaired loans is considered generally compa—
rable to prior nonaccrual and renegotiated loans and non-performing and past due asset disclosures. _

Foreclosed Real Estate: Real estate properties acquired through, or in lieu of, loan foreclosure are initially record-
ed at fair value at the date of acquisition, establishing a new cost basis. Any reduction to fair value from fble
carrying value of the related loan at the time of acquisition is accounted for as a loan loss and charged against the
allowance for loan losses. Valuations are periodically performed by management and valuation allowances are adjusff
ed through a charge to income for changes in fair value or estimated selling costs.




30

First Midwest Financial, Inc. and Subsidiaries

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Income Taxes: The Company records income tax expense based on the amount of taxes due on its tax return plus
deferred taxes computed based on the expected future tax consequences of temporary differences between the
carrying amournts and tax bases of assets and liabilities, using enacted tax rates. A valuation allowarce, if needed,
reduces deferred tax assets to the amount expected to be realized. -

Premises and Equipment: Land is carried at cost. Buildings, furniture, fixtures and equipment are carried at cost,
less accumulated depreciation and amortization computed principally by using the straight-line method over the
estimated useful lives of the assets ranging from 3 to 40 years. These assets are reviewed for impairment under SFAS

No. 121 when events indicate the carrying amount may not be recoverable. -

Employee Stock Ownership Plan: The Company accounts for its employee stock ownership plan (“ESOP”) in accor-
dance with ATCPA Statement of Position (“SOP”) 93-6. Under SOP 93-6, the cost of shares issued to the ESOF, but not
yet allocated to participants, are presented in the consolidated balance sheets as a reduction of shareholders” equity.
Compensation expense is recorded based on the market price of the shares as they are committed to be released for
allocation to participant accounts. The difference between the market price and the cost of shares committed to be
released is recorded as an adjustment to additional paid-in capital. Dividends on allocated ESOP shares are recorded
as a reduction of retained earnings; dividends are not paid on unearned ESOP shares. =

ESOP shares are considered outstanding for earnings per share calculations as they are committed to be released;

unearned shares are not considered outstanding. —

Financial Instruments with Off-Balance-Sheet Risk: The Company, in the normal course of business, makes
commitments to make loans which are not reflected in the financial statements. A summary of these_commitments

is disclosed in Note 15. o . __

Intangible Assets: Goodwill arising from the acquisition of subsidiary banks is amortized over 15 years using the
straight-line method. As of September 30, 1997 and 1996, unamortized goodwill totaled approximately $4,862,747
and $5,090,958, respectively. Amortization expense was $363,923, $170,070 and $125,160 for the years ended
September 30, 1997, 1996 and 1995. :

Securities Sold Under Agreements to Repurchase: The Company enters into sales of securities under agreements
to repurchase with primary dealers only, which provide for the repurchase of the same security. Securifies sold under
agreements to purchase identical securities are collateralized 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 securities are reflected as a liahility. The securities underlymg the
agreements remain in the asset accounts of the Company.

Stock Dividends: Common share amounts related to the ESOP plan, stock compensation plans and earnings and
dividends per share disclosures have been restated for the three for two stock split effected in the form of a 50%
stock dividend which was paid on January 2, 1997.

Earnings Per Share: Earnings per common share is computed by dividing net income by the weighted average num-
ber of common shares outstanding and common share equivalents which would arise from considering dilutive stock
options, less ESOP shares not committed to be released. The difference between primary and fully diluted earnings
per share is not material. The weighted average number of shares for calculating fully diluted earnmgs per common
share is: —

Year ended Septemnber 30, 1997 1996 1995
Pully diluted..ee e es 2,878,718 2,698,459 . 2,670,888

Reclassifications: Certain amounts in the 1996 and 1995 consolidated financial statements were rec1a551ﬁed to
conform with the 1997 presentation.

Stock Compensation: Expense for employee compensation under stock option plans is based on Accounting
Principles Board (“APB”) Opinion 25, with expense reported only if options are granted below market price at grant
date. If applicable, disclosures of net income and earnings per share are provided as if the fair value method of SFAS
No. 123 were used for stock-based compensation.




First Midwest Financial, Inc. and Subsidiaries

NOTE 1 — SUMMARY OF SIGNIFICANT AGCOUNTING POLICIES (continued)

Impact of New Accounting Standards: SFAS No. 125, “Accounting for Transfers and Servicing of Financial Assets and
Extinguishment of Liabilities,” provides accounting and reporting standards for transfers and servicing of financial
assets and extinguishment of liabilities. Several transactions common to banking are affected by SFAS No. 125
including servicing of loans and other financial assets, repurchase agreements, loan participations, asset securi-
tizations, and transfers of receivables with recourse. This statement was effective for some transactions occurrinig
after December 31, 1996, and will be effective for others in 1998. The impact of partial adoption in 1997 was not
material to the 1997 consolidated financial statements and the impact of the complete adoption in 1998 is also not
expected to be material to the Company's consolidated financial statements. o

NOTE 2 - ACQUISITIONS

On December 29, 1995, the Company acquired 100% of the common stock of Towa Bancorp, Inc. (“Iowa Bancorp”),

and its wholly-owned subsidiary, Jowa Savings Bank, a federal savings bank, in a purchase transaction with $25

million in assets. Each share of Iowa Bancorp’s common stock was exchanged for $20.39 in cash. The Company paid

approximately $8 million. Iowa Bancorp's results of operations are included in the consolidated income statement of

the Company beginning as of the purchase date. ) -
Presented below are the consolidated proforma results of operations of the Company for the years ended Septem-

ber 30, 1996 and 1995, assuming the Iowa Bancorp acquisition had occurred as of the beginning of each fiscal year.

1996 1995

Net Interest IMCOME vuui oot ecce e e ce s r et e ee e er s $ 10,467,578 $ 9,872,849
Net INCOIME ..ot e et s ce e e e e e e e e e e s v e eamenc 2,268,794 3,569,052
Earnings per common and common equivalent share .........ccccceeen.. —
Fully diluted: _
Net HICOIME 1.ouvoerremeeeeeraceceecacesenaseaeceeeasseseseesesse s eeeen $ .84 , $1.33

On September 30, 1996, the Company acquired 100% of the common stock of Central West Bancorporation (“Cen-
tral West”), and its wholly-owned subsidiary, Security State Bank, in a purchase transaction with $33 million in assets.
Each share of Central West’s common stock was exchanged for $18.04 in cash and 2.3528 shares of the Company’s
common stock. The Company paid approximately $1.3 million and issued 171,158 common shares valued at $23 per
share for a total value of $3,936,634. Central West's results of operations are included in the consolidated income
statement of the Company beginning as of the purchase date. -

Presented below are the consolidated proforma results of operations of the Company for the years ended Septem-
ber 30, 1996 and 1995, assuming the Central West acquisition had occurred as of the beginning of each fiscal year,

1996 1935
Net interest IMCOME ...uee e e et er e e e e ee s e ee e et e e amnn s $ 11,326,730 $ 10,265,360
Net INCOME  _ooeiviveiecrc et vttt s eereeteeteeaeenien 2,410,218 3,481,751
Earnings per common and common equivalent share -
Fully diluted: B
Net INCOME .nveeeci e encte e ee e aeee e e s e e eeeaeanes $ .81 $1.19
NOTE 3 — SECURITIES
Year end securities available for sale were as follows:
Gross Gross
Amortized Unrealized Unrealized Fair
1997 . Cost Gains Losses Value
Debt securities . _
Obligations of states and =
political subdivisions .........c..ceoee..c. $ 1,367,421 $ 26,299 $ (3,775) $ 1,389,945
U.S. Government ) '
and federal agencies ..........cocecvuene 68,129,132 543,889 (188,059) 68,484,962
Mortgage-backed securities .......cccc.-..... 43,644,377 882,930 (102,162) 44,425,145
113,140,930 1,453,118 (293,996) 114,300,052
Marketable equity securities .........c.cccecuveee 1,315,731 __ 369,652 (390) 1,684,993

$ 114,456,661 §$ 1,822,770 §  (294,386) $ 115,985,045
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First Midwest Financial, Inc. and Subsidiaries

NOTE 3 — SECURITIES (continued)

Gross Gross
Amortized Unrealized Unrealized
1996 Cost Gains Losses
Debt securities -
Obligations of states and —
political subdivisions $ 1,392,354 § $ 1,392,354
U.S. Government =
and federal agencies 69,595,584 63,693 (450,111) 69,209,166
Corporate obligations 199,971 2,466 - = 202,437
Mortgage-backed securities ......c.ccccveee-. 35,278,943 633,751 (326,380) 35,586,314
106,466,852 699,910 (776,491) — 106,390,271
Marketable equity securities 2,977,684 125,983 (2,380) 3,101,287

$ 109,444,536  $ 825,893 $ (778,871) % 109,491,558

The amortized cost and fair value of debt securities by contractual maturity are shown below. Expected
maturities may differ from contractual maturities because borrowers may have the right to call or prepay obligations
with or without call or prepayment penalties. -

September 30, 1997
Amortized Fair

Cost Value
Due in one year or less 15,544,879 § 15,591,657
Due after one year through five years 23,537,354 — 23,483,675

69,496,553 "7 69,874,907
Mortgage-backed securities - . B 43,644,377 T 44,425,145

Due after five years through ten years . 30,414,320 f 30,799,575

$ 113,140,930 ;£114,300,052

Activities related to the sale of securities available for sale and mortgage-backed securities available for sale
are summarized as follows: .

-September 30, 1997
1997 1996 1995

Proceeds fTOM SAlES ..oc.oveeeeeeeremeeriee s e cceeee e smam s e e eemae e e e $ 804,067 $ 366,829 ~$ 49,445,258
Gross gains on sales 216,614 79,317 — 1,070,247

In May 1995, the Company reclassified all securities, including mortgage-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 measurement of interest sensitivity of float-
ing-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. 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.
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NOTE 4 — LOANS RECEIVABLE, NET
Year end loans receivable were as follows:

One to four family residential mortgage loans: 1997 1996
Insured by FHA or guaranteed by VA ..cocreririieiiieir e $ 388,589 $ 502,786
CONVENHONAL ...1eacenevseeersceemceee e ercee s semseeseesescssansemsesaessnscseans 73,514,864 77,973,057

L0311 48 Lo 1o PSS 21,263,847 7,819,129

Commercial and multi-family real estate 10amns .....eeeveeeeieiceeccueeeenns 74,869,777 85,157,278

Agricultural 1eal estate L0ANS . veeeeeeeeeecerrcrerrteeceeeerseaeeeeeaneseeneeas 11,732,395 11,068,059

Commercial business I0ATS <ve.uveeevreeireieseeeeeesee e crce e e ecesecesneennen 18,456,004 15,468,175

Agricultural business L0arS .....ceveoveeverceeeeceer s eeeeemteee s e s s eemeeeens 38,650,322 30,364,235

(0] (101 1150 o 1 < O P 27,397,629 _ 20,427,637

266,273,427 248,780,351

Less: Allowance for 10am 108885 .ccieuiiceriieccrmecimmieceraemtremenssmseeenen (2,379,091) (2,356,113)

Undistributecl portion of loans in process (8,700,400) (2,240,373)
Net deferred loan origination fees .........eceeeeeeecresceeereennns (552,965) (650,346)
$ 254,640,971 $ 243,533,519

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

1997 1996 1995
Beginning balance .........cocooorioiiiiiii e $ 2,356,113 $ 1,649,520 $ 1,442,077
Provision for 10am 10SSeS ..eomruereeeerererrectereseeenreeneeennsens 120,000 100,000 250,000
RECOVETIES. ..veuveueenrisemeesesmenneemsemeameacesmesnns e snsseseesnnses 25,638 - -
Iowa Barncorp allowance at acquisition date ........c.ececeueeee - 132,500 =
Central West allowance at acquisition date.........ccccoeeeenne. - 563,310 -
Charge-offs «..oovere oo (122,660) (89,217) (42,557)
Ending balance - ..ocoooiioiiiommiiiiiiii e $ 2,379,091 § 2,356,113 $ 1,649,520

Virtually all of the Company’s originated loans are to Iowa and South Dakota-based individuals and organizations.
The Company’s purchased loans totalled approximately $75,851,000 at September 30, 1997 and were secured ]i]
properties located, as a percentage of total loans, as follows: 6% in Wisconsin, 5% in Washington, 3% in Minnesota,
2% in Iowa, 2% in North Dakota, and the remaining 10% in seventeen other states. The Company’s purchased loans
totalled approximately $76,444,000 at September 30, 1996 and were secured by properties located, as a percentage
of total loans, as follows: 8% in Wisconsin, 5% in Minnesota, 4% in Iowa, 2% in South Dakota, 2% in New York, 2%
in Nebraska, 2% in North Dakota and the remaining 7% in thirteen other states. _

The Company 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 Company's
commercial real estate loans include approximately $10,776,000 and $8,766,000 of loans secured by nursing homgs
at September 30, 1997 and 1996, Tespectively. The remainder of the commercial real estate portfolio is diversified
by industry. The Company’s policy for requiring collateral and guarantees varies with the creditworthiness of each
borrower. -

The amount of restructured and related party loans as of September 30, 1997 and 1996 were not significant. The
amount of non-accruing loans as of September 30, 1997 and 1996 were $2,875,000 and $2,646,000, respectively. _

Impaired loans were as follows:

1997 1996

Year end loans with no allowance for loan losses -
allocated ...ovueee e et T ereen e nen - $ - $ 1,623,000
Year end loans with allowance for loan losses allocated...........cee...- 2,131,692 =
Amount of the allowance allocated ......co.coveemuieiiemiccieieeeeeeeeeees 337,600 -
Average of impaired loans during the year ........... e eceeceneoeae 1,707,690 405,000
Interest income recognized during impairment.......coeccvcervercecsenacs 49,000 78,000

Cash-basis interest income recognized .........cceeeeeecemreeeeieceecmeeeenn. 49,000 78,000
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NOTE 5 — FORECLOSED REAL ESTATE
Year end foreclosed real estate was as follows:

1897 1996

Foreclosed 1@l @State. v m . eiieeeeceeeeee e cee e e et e et aeanes $ 156,300 $ 91,818
Less: Allowance for foreclosed real estate 10SS€S .ooveeeevreveneerereceen. - - (5,000)
$ 156,300 & 86,818

Activity in the allowance for foreclosed real estate losses for the years ended September 30 was as follows:

1997 1936 1995
Balance, beginning of period ..........cooiiiiiieiiiiiene. $ 5,000 $ - $ -
Provision for losses on foreclosed real estate .... - 20,000 _— -
Less: Losses charged against allowance...ov.cccceeeveceeecncens (5,000) (15,000) -
Balance, end of period .....ccceiveeeeiceoieee i $ - $ 5000 & -

NOTE 6 — LOAN SERVICING
Mortgage loans serviced for others are not reported as assets. The unpaid principal balances of these loans at year
end were as follows:

1997 1996
Mortgage loan portfolios serviced =
03 5 7N $ 4,884,000 $ 1,748,000

Custodial escrow balances maintained in connection with the foregoing loan servicing were approximately $19,000
and $48,000 at September 30, 1997 and 1996, respectively.

NOTE 7 — PREMISES AND EQUIPMENT, NET
Year end premises and equipment were as follows: -

1997 1996

7 3 o OSSN $ 535,233 $- 535,233
BUildings . oeoeeeoeiiiieeieie e 4,607,698 —_ 3,979,312
Furniture, fixtures and equipment........ccvoevieerieeiceerice e 2,292,295 _- 2,078,258
7,435,226 ~ 6,592,803

Less accumulated depreciation -..-..ccccveeveveeeesrereceeceeeceeeeeesccenees (3,258,915) ~ (2,912,471)
§ 4,176,311 $ 3,680,332

Depreciation of premises and equipment included in occupancy and equipment expense was $346,444, $214,201
and $134,733 for the years ended September 30, 1997, 1996 and 1995. .

NOTE 8 - DEPOSITS
Short-term jumbo certificates of deposit in denominations of $100,000 or more was approximately $14,472,000 and
$12,463,000 at year end 1997 and 1996. _

At September 30, 1997, the scheduled maturities of certificates of deposit were as follows for the years ended Sep-
tember 30:

1998 ettt $ 118,117,383 =
1999 1ot n s e 51,100,428 -
2000 -ttt 19,125,371 -
2001 vttt sttt 1,871,026 _
2002 and thereafter . .....ieouruicureictest et 490,459 .

$ 190,704,667
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NOTE 9 — ADVANGES FROM FEDERAL HOME LOAN BANK
At September 30, 1997, advances from the FHLB of Des Moines with fixed and variable rates ranging from 4.96% to
7.82% mature in the year ending September 30 as follows:

1998 et e $57,550,000 =
1999 et e nenes [ 12,200,000 =
2000 ettt e et ee et eee et et e et aeeee et et et e emeaeranerennn 14,600,000 -
2007 et e e ee e e e e et eaaanne 7,200,000 -
2002 and thereamter. . .o e ceere et eece e e cerca e e ere e st iees 15,876,225 =

$107,426,225 -

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 usféi
commingle and dispose of the collateral it has assigned to the FHLB. Under the agreement, the Bank must maintajé
“eligible collateral” that has a “lending value” at least equal to the “required collateral amount”, all as defined by the

agreement. —
At year end 1997 and 1996, the Bank pledged securities with amortized costs of approximately $83,544,000 and

$61,163,000 and fair values of approximately $84,261,000 and $60,605,000 against specific FHLB advarces. ﬁ
addition, qualifying mortgage loans of approximately $65,305,000 and $69,296,000 were pledged as collateral at year

end 1997 and 1996. —

NOTE 10 — SEGURITIES SOLD UNDER AGREEMENTS TO REPURGHASE
Year end securities sold under agreements to repurchase totaled $1,800,000 and $2,789,918 for 1997 and 1996.
An analysis of securities sold under agreements to repurchase is as follows: B

Years ended _

1997 1996
Highest month-end balance .........ccocemiicrecieminceeeceee e $ 2,789,918 $ 2,789,918
Average balance ........cco...... eteeeeemeteeasteeeesstessssnteesaeeesasneeees 2,284,590 2,197,611
Weighted average interest rate du S 5.62% 5.56%
Weighted average interest rate at end of period ....c.cooviiiiceiiiiieneene 5.79% 5.52%

At year end 1997, securities sold under agreements to repurchase had maturities ranging from 1 to 57 months with
a weighted average maturity of 10 months. =

The Company pledged securities with amortized costs of approximately $2,267,000 and $3,045,000 and fair values
of approximately $2,380,000 and $3,117,000, respectively, at year end 1997 and 1996 as collateral for securities sold
under agreements fo repurchase. _
NOTE 11 — OTHER BORROWINGS
Other borrowings at year end 1997 and 1996 consisted of $2,900,000 and $1,400,000 of advances from the Federal
Reserve Bank of Chicago. The advances outstanding at year end 1997 had a 5.55% interest rate and were due
October 1, 1997. The Company pledged securities with amortized costs of approximately $3,491,000 and $1,983,000
and fair values of approximately $3,507,000 and $1,982,000 at year end 1997 and 1996 as collateral for other
borrowings. , —
NOTE 12 - EMPLOYEE BENEFITS
Profit Sharing Plan: The profit sharing plan covers substantially all full-time employees and provides for the
Company, at its option and subject to a percentage of employee earnings limitation imposed by the Internal Revenue
Code, to contribute to a trust created by the plan. Related expense for years ended September 30, 1997, 1996 and
1995 was $-0-, $-0- and $106,188, respectively.

Employee Stock Ownership Plan (ESOP): The Company maintains an ESOP for eligible employees who have 1,000
hours of employment with the Bank and who have attained age 21. The ESOP horrowed $1,534,100 from the Com-
pany to purchase 230,115 shares of the Company's common stock. Collateral for the loan is the unearned shares_of
common stock purchased with the loan proceeds by the ESOP. The loan will be repaid principally from the Bank’s dis-
cretionary contributions to the ESOP over a period of 8 years. The interest rate for the loan is 8%. Shares purchased
by the ESOP are held in suspense for allocation among participants as the loan is repaid. ESOP expense of $495,740,
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NOTE 12 - EMPLOYEE BENEFITS (continued)
$451,500 and $358,613 was recorded for the years ended September 30, 1997, 1996 and 1995. Contributions of
$200,000, $200,000 and $218,800 were made to the ESOP during the years ended September 30, 1997, 1996 and 1995.

Contributions to the ESOP and shares released from suspense in an amount proportional to the repayment of the
ESOP loan are allocated among ESOP participants on the basis of compensation in the year of allocation. Benefits
generally become 100% vested after seven years of credited service. Prior to the completion of seven years of
credited service, a participant who terminates employment for reasons other than death, normal retirement, or dis-
ability receives a reduced benefit based on the ESOP’s vesting schedule. Forfeitures are reallocated among remaining
participating employees, in the same proportion as contributions. Benefits are payable in the form-of stock upon
termination of employment. The Company’s contributions to the ESOP are not fixed, so benefits payable under the
ESOP cannot be estimated. _

ESOP participants are entitled to receive distributions from their ESOP accounts only upon terrnjnatijgn of service.

For the years ended September 30, 1997, 1996 and 1995, 30,000, 30,000 and 32,820 shares with an average fair
value of $16.52, $15.05 and $10.93 per share, respectively, were committed to be released. Also, for the years ended
September 30, 1997, 1996 and 1995, 4,517, 2,858 and 1,915 shares were withdrawn from the ESOP by participants
who are no longer with the company.

Year end ESOP shares are as follows:

1997 1996 _ 1995
Allocated Shares ..oceocieececimieecerer e er e 135,745 110,262 - 83,120
Unearnied shares ...o....oooooeiiieiioniiecon e 85,080 _ 115,080 _i_ 145,080
Total ESOP Shares ....o..ccooooriemmimiiiciiiii et 220,825 225,342 i 228,200 ‘
Fair value of unearned shares .......ccoeeeeeemuveeeeeceereeniieees $ 1,690,965 $ 1,860,460 § j 1,934,400

Stock Option and Incentive Plans: Certain officers and directors of the Bank have been granted options to purchase
common stack of the Company pursuant to the 1993 Stock Option and Incentive Plan (the “1993 Plan”). For the year
ended September 30, 1997, options on 252 shares were granted at an exercise price of $20.13 per share and expire Sep-
tember 30, 2007. For the year ended September 30, 1996, options on 22,500 shares were granted at an exercise price
of $15.00 per share and options on 750 shares were granted at an exercise price of $15.75 per share and expire Janu-
ary 23, 2006 and September 30, 2006, respectively. For the year ended September 30, 1995, options on 5,264 shares
were granted at an exercise price of $13.33 per share and expire September 30, 2005. For the year ended September
30, 1994, options on 258,877 shares were granted at an exercise price of $6.67 per share and expire September 20,
2003. During the year ended September 30, 1997, options on 32,473, 1,365 and 9,000 common shares wete exercised
at $6.67, $13.33 and $15.00, respectively. Options on 14,175 common shares were exercised at $6.67 per share dur-
ing the year ended September 30, 1996. No options were exercised during the fiscal years ended September 30, 1995
and 1994. As of September 30, 1997, no options have expired under the 1993 Plan.

Certain officers and directors of the Bank have been granted options to purchase common stock of tﬁe Company
pursuant to the 1995 Stock Option and Incentive Plan (the “1995 Plan”). For the year ended September 30, 1997,
options on 18,000 shares were granted at an exercise price of $17.25 per share, options on 37,500 shares Were grant-
ed at an exercise price of $17.38 per share and options on 14,178 shares were granted at an exercise price of $20.13
per share. These options expire March 10, 2007, March 25, 2007 and September 30, 2007, respectively. For the year
ended September 30, 1996, options on 1,500 shares were granted at an exercise price of $14.75 per share and expire
July 25, 2006 and options on 33,990 shares were granted at an exercise price of $15.75 per share and expire Septem-
ber 30, 2006. Options on 9,000 shares were exercised at $15.75 per share during the fiscal year ended September 30,
1997. During the year ended September 30,1997, options on 1,500 shares with an exercise price of $14. 75 per share
were forfeited. As of September 30, 1997, no options have expired under the 1995 Plan. ~

SFAS No. 123, which became effective for 1997, requires proforma disclosures for companies that do not adopt its
fair value accounting method for stock-based employee compensation. Accordingly, the following proforrma informa-
tion presents net income and earnings per share had the fair value method been used to measure compensation cost
for stock option plans. The exercise price of options granted is equivalent to the market value of underlying stock at
the grant date. Accordingly, compensation cost actually recognized for stock options was $-0- for 1997, 1996 and 1995.

The fair value of options granted during 1997 and 1996 is estimated using the following weighted-average infor-
mation: risk-free interest rate of 6.44% and 6.18%, expected life of 7.0 years, expected dividends of 2.02% ard 1.90%
per year and expected stock price volatility of 18%. _
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NOTE 12 — EMPLOYEE BENEFITS (continued)

1997 1996
Net income as 1epOrted .....oveoeuueeceeirere i ier e e e e e v se s e eamanes $ 3,641,956 $ 2,413,56§
Proforma TIet ITICOTTIE «veeereeeeeeeee e et eeeeeeeeeeeeeeeesseaeeeseeasrmmmones 3,459,936 2,287,151
Earnings per share as reported ......o.ooooiiiiiiiiiiii e $ 1.27 $ .89
Proforma primary and fully diluted earnings per share .................. $ 1.20 $ .85

In future years, the proforma effect of not applying this standard is expected to increase as additional options are

granted. ]

Stock option plans are used to reward employees and provide them with an additional equity interest. Options
are issued for 10 year periods, with 100% vesting generally occurring 48 months after grant date. At year end 1997,
164,535 shares were authorized for future grants. Information about option grants follows: )

Number  Weighted-average

of options exercise price
Outstanding, September 30, 1994 ....coovrcieecemr e 258,877 $ 6.67
GIANERA -..cvececeereceren e sre e ee et e 5,264 13.33
553 (or <1 - -
Forfeited oot - -
Outstanding, September 30, 1995 .. ereeeecereeeeeee e e e ce e aeeenes 264,141 6.80
(=4 =) o R 58,740 15.44°
=53 o 1=« U PSP (14,175) 6.67
034 £ =T - ?
Outstanding, September 30, 1996 .......ocroecrrerecerreeeeeeeeeeeeneens 308,706 8.45
Granted ...o...oeeveeiieciiee v eeemaetmerero e araona 69,930 17.91
ExeTcised ..o s (51,838) 9.87
FOIfEItOd .eoeereete i ettt ettt e (1,500) 14.75
Outstanding, September 30, 1997 «v..ovveveemeeeeeeereeeeeemeeereemenenes 325,298 10.23°

The weighted-average fair value per option for options granted in 1997 and 1996 was $4.15 and $3.52. At year
end 1997, options outstanding had a weighted-average remaining life of 7.11 years and a range of exercise price from
$6.67 to $20.13. . o =

Options exercisable at year end are as follows: -

Number  Weighted-average

of options exercise price
5L 134,703 $6.93
O O SO 242,487 $8.89
1997 e P 269,798 $8.77

Management Recognition and Retention Plans: The Company granted 7,191 and 106,428 (8,986 of which have
been forfeited under terms of the Plan due to termination of service) 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 a management
recognition and retention plan (the “Plan”). The holders of the restricted stock have all of the rights of a sharehold-
er, 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. Expense of $41,947, $117,064 aid
$208,159 was recorded for these plans for the years ended 1997, 1996 and 1995. There was no remaining unamor—
tized unearned compensation value of the plans at September 30, 1997.
NOTE 13 - INCOME TAKES

The Company, the Bank and Security file a consolidated federal income tax return on a fiscal year basis. Prior to
fiscal year 1997, if certain conditions were met in determining taxable income as reported on the consolidated fed-
eral income tax return, the Bank was allowed a special bad debt deduction based on a percentage of taxable income
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NOTE 13 — INGOME TAKES (continued)

(8% for 1996) or on specified experience formulas. The Bank used the percentage of taxable income method for the
tax years ended September 30, 1996 and 1995. Tax legislation passed in August 1996 now requires the Bank to deduct
a provision for bad debts for tax purposes based on actual loss experience and recapture the excess bad debt reserve
accumulated in tax years beginning after September 30, 1987. The related amount of deferred tax Lability which
must be recaptured is approximately $1,500,000 and is payable over a six year period beginning no later than the tax

year ending September 30, 1999.
The provision for income taxes consists of:

1997 1986 1995
Federal

1 1 O $ 1,599,255 $ 1,735,099 $ 1,946,687
0Ly e - RO 569,133 (282,756) 46,000
2,168,388 T 1,452,343 = 1,992,687

State _
L by = 314,712 290,825 T 324,000
Deferred .o e 18,969 (46,845) 4,000
333,681 243,980 328,000
T1ICOME £AX EXPEIISE ..mvrveeeemeeceeseeaseeeeeaseeeeeaneeeeeseseeannas $ 2,502,069 $ 1,696,323 § 2,320,687

Total incomne tax expense differs from the statutory federal income tax rate as follows:

1997 1996 1995
Income taxes at 34% Federal taX rate.....c.cocvvueeveemnceieenncneens $2,089,000 $1,397,000 —.$1,995,000
Increase (decrease) resulting from: —
State income taxes - net of federal benefit................ 220,000 161,000 214,000
Excess of cost over net assets acquired.......ccocceeeeeeunes 124,000 58,000 - 43,000
Excess of fair value of ESOP shares released
OVET COSE ounnoeme et 101,000 86,000 "Z 48,000
OLHET - DL <. ovoe et e ceee e eeeeecnaenacen (31,931) _ (5,677) 20,687
Total income tax eXpense .......cccccvveeevrereeeeees $2,502,069 $1,696,323 £ 42,320,687
Year end deferred tax assets and liabilities consist of:
1997 o 1996
Deferred tax assets: -
LT S L $ 128,000 $— 173,000
Deferred 10an fEE5 ..covemivviiereriereceemte v v e e e e e eeee s reeeaaees 140,000 "~ 140,000
Management incentive program ..........cccoeccecoeeceecceccmcencceas 27,000 68,000
SATF @SSESSIMONL «.uueeemeeceeccteremeneeeertmeeeremteeremneesseanaesenns - 472,000
ORET FEINS +.eeeeereceeeeecve et e eecte e e e ee et car e eeeeeecaneeneceas 101,000 63,000
396,000 - 916,000
Deferred tax liabilities: -
Federal Home Loan Bank stock dividend........cc.cccvuunne R (452,000) (452,000)
Accrual t0 cash Dasis cooceevevccrienverceeee e (258,000) ~ (206,000)
Net unrealized appreciation on securities available for sale (568,013) T (18,324)
OENET ettt ee e eeee e e e e e en e eneaneee e een (56,000) _ _ (39,898)
(1,334,013)  — (716,222)
Valuation allOWaTee ...oveeveeeeecreeeeiteee e st eetteeeeeeeeesenseenne e - _ -
Net deferred tax asset (Hability) ....cccooceocrecereeccccie e $ (938,013) § 199,778

Federal income tax laws provide savings banks with additional bad debt deductions through September 30, 1987,
totaling $6,744,000 for the Bank. Accounting standards do not require a deferred tax liability to be recarded on this
amount, which lability otherwise would total $2,300,000 at September 30, 1997 and 1996. If the Bank were liqui-
dated or otherwise ceases to be a bank or if tax laws were to change, the $2,300,000 would be recorded as expense.
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NOTE 14 — CAPITAL REQUIREMENTS AND RESTRIGTIONS ON RETAINED EARNINGS
The Company has two primary subsidiaries, First Federal and Security. First Federal and Security are subject to vari-

ous regulatory capital requirements. Failure to meet minimum capital requirements can initiate certain mandatory or_

discretionary actions by regulators that, if undertaken, could have a direct material effect on the financial state-
ments. Under capital adequacy guidelines and the regulatory framework for prompt corrective action, First Federal
and Security must meet specific quantitative capital guidelines using their assets, liabilities, and certain off-balance-
sheet items as calculated under regulatory accounting practices. The requirements are also subject to qualitative
judgments by the regulators about components, risk weightings and other factors. -

Regulations require First Federal to maintain minimum capital amounts and ratios as set forth below. Management
believes, as of September 30, 1997, that First Federal meets the capital adequacy requirements.

First Federal’s actual capital and required capital amounts and ratios are presented below:

Minimum
Requirement
Minimum To Be Well
Requirement Capitalized Under
For Capital Prompt Corrective
Actual Adequacy Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio_
(Dollars in thousands)
As of September 30, 1997
Total Capital (to risk -
weighted assets) ......ccccceenee $ 31,239 14.06% $ 17,780 8.00% § 22,225 10.00% -
Tier I (Core) Capital ] o
(to risk weighted assets) ...... $ 29,465  13.26% $ 8,890 4.00% $ 13,335 6.00%
Tier I (Core) Capital -
(to adjusted total assets)...... $ 29,465 8.19% $ 10,791 3.00% N/A N/A
Tangible Capital -
(to adjusted total assets)...... $ 29,465 8.19% $ 5,396 1.50% N/A N/A
Tier I (Core) Capital -
(to average assets) ............. $ 29,465 . 8.81% $ 13,383 4.00% $ 16,728 5.00%
As of September 30, 1996 B
Total Capital (to risk ;
weighted assets)........ccoccue.-- $ 33,084 16.36% $ 16,176 8.00% $ 20,220 10.00%
Tier I (Core) Capital -
(to risk weighted assets) ...... $31,343 15.50% $ 8,088 4.00% $ 12,132 6.00%
Tier I (Core) Capital
(to adjusted total assets)...... $31,343 9.04% $ 10,396 3.00% N/A N/A
Tangible Capital -
(to adjusted total assets)...... $31,343 9.04% $ 5,198 1.50% N/A N/A
Tier I (Core) Capital B
(to average assets) ......cc..... $31,343 10.05% $ 12,478 4.00% $ 15,598 5.00% -

Regulations of the Office of Thrift Supervision limit the amount of dividends and other capital distributions that
may be paid by a savings institution without prior approval of the Office of Thrift Supervision. The regulatory restric-
tion is based on a three-tiered system with the greatest flexibility being afforded to well-capitalized (Tier 1) institu-
tions. First Federal is currently a Tier 1 institution. Accordingly, First Federal can make, without prior requlatory
approval, distributions during a calendar year up to 100% of its net income to date during the calendar year plus an
amount that would reduce by one-half its “surplus capital ratio” (the excess over its capital requirements) at the —
beginning of the calendar year. Accordingly, at September 30, 1997, approximately $5,500,000 of First Federals
retained earnings was potentially available for distribution to the Company.

Quantitative measures established by regulation to ensure capital adequacy require Security to maintain minimum
amounts and ratios (set forth in the table below) of total risk-based capital and Tier I capital (as defined in the reg-
ulations) to risk-weighted assets (as defined), and a leverage ratio consisting of Tier I capital (as defined) to average
assets (as defined). Management believes, as of September 30, 1997, that Security meets all capital adequacy require-
ments to which it is subject.
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NOTE 14 - GAPITAL REQUIREMENTS AND RESTRICTIONS ON RETAINED EARNINGS (continued)

As of December 31, 1996, the most recent notification date, the Federal Deposit Insurance Corporation categorized
Security as well capitalized under the requlatory framework for prompt corrective action. To be categorized as well
capitalized Security must maintain minimum, Tier I risk-based, Tier I leverage and total risk-based capital ratios as
set forth in the table below. There are no conditions or events since that notification that management believes have
changed the institution’s category. At September 30, 1997, approximately $168,000 of Security’s retained earnings
was potentially available for distribution to the Company.

Security’s actual capital and required capital amounts and ratios are presented below:

Minimum
Requirement
Minimum To Be Well
Requirement Capitalized Under
For Capital Prompt Corrective
Actual Adequacy Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratio
(Dollars in thousands) -
As of September 30, 1997 -
Total Capital (to risk
weighted assets) ........c......... $ 3,744 13.9% $ 2,148 8.0% $ 2,68? 10.0%
Tier I Capital (to risk o
weighted assets) ........cceceeeee $ 3,406 12.7% $ 1,074 4.0% $ 1,611 6.0%
Tier I Capital (to -
average assets) ccveeeeeeeecccueeen $ 3,406 9.9% $ 1,379 4.0% $ 1,724 5.0%
As of September 30, 1996 -
Total Capital (to risk B
weighted assets) .......ccccoeeees $ 3,323 15.4% $ 1,729 8.0% $ 2,161; 10.0%
Tier I Capital (to risk '7
weighted assets) ...cccceveeerenace $ 3,049 14.1% $ 865 4.0% $ 1,297 6.0%
Tier I Capital (to =
average assets) .....c.ccccveeenn. $ 3,049 10.0% $ 1,220 4.0% $ 1,525% 5.0%

NOTE 16 — COMMITMENTS AND CONTINGENGIES
In the normal course of business, the Company’s subsidiary banks make various commitments to extend credit which
are not reflected in the accompanying consolidated financial statements. -—

At September 30, 1997 and 1996, loan commitments approximated $15,782,000 and $20,671,000, respectively,
excluding undisbursed portions of loans in process. Loan commitments at September 30, 1997 included commitments
to originate fixed-rate loans with interest rates ranging from 7.37% to 11.50% totaling $4,876,000 ard adjustable-
rate loan commitments with interest rates ranging from 7.9% to 12.0% totaling $5,523,000. The company also had
commitments to purchase adjustable rate loans of $5,343,000 with interest rates ranging from 8.395% to 10.00%,
and commitments to purchase $40,000 in fixed rate loans at 9.0% as of year end 1997. Loan commitménts at Sep-
tember 30, 1996 included commitments to originate fixed-rate loans with interest rates ranging from 8.5% to 9.25%
totaling $314,000, adjustable-rate loan commitments with interest rates ranging from 8.13% to 11.00% totaling
$14,723,000 and adjustable-rate purchase loan commitments of $5,634,000 with interest rates ranging from 9.25%
to 9.50%. Commitments, which are disbursed subject to certain Umitations, extend over various perigds of time.
Generally, unused commitments are canceled upon expiration of the commitment term as outlined in each individ-
ual contract. ]

The exposure to credit loss in the event of non-performance by other parties to financial instruments for com-
mitments to extend credit is represented by the contractual amount of those instruments. The same credit policies
and collateral requirements are used in making commitments and conditional obligations as are used for on-balance-
sheet instruments.

Since certain commitments to make loans and to fund lines of credit and loans in process expire without being
used, the amount does not necessarily represent future cash commitments. In addition, commitments used to extend
credit are agreements to lend to a customer as long as there is no violation of any condition established in the con-
tract.

Securities with amortized costs of approximately $5,835,000 and $9,711,000 and fair values of approximately
$5,710,000 and $9,633,000 at September 30, 1997 and 1996, respectively, were pledged as collateral for public funds
on deposit.
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NOTE 15 — GOMMITMENTS AND CONTINGENGCIES (continued)

Securities with amortized costs of approximately $2,076,777 and $2,404,000 and fair values of approximately
$2,149,000 and $2,456,000 at September 30, 1997 and 1996, respectively, were pledged as collateral for individual,
trust, and estate deposits. -

Under employment agreements with certain executive officers, certain events leading to separation from the Com-
pany could result in cash payments totaling approximately $2,843,000 as of September 30, 1997.

The Company and its subsidiaries are subject to certain claims and legal actions arising in the ordinary course of
business. In the opinion of management, after consultation with legal counsel, the ultimate disposition of thesi
matters is not expected to have a material adverse effect on the consolidated financial position or results of opera-
tions of the Company.

NOTE 16 — PARENT COMPANY FINANGIAL STATEMENTS
Presented below are condensed financial statements for the parent company, First Midwest Financial, Inc.

Condensed Balance Sheets 1997 1996

September 30, 1997 and 1996 -
Assets -
Cash and cash equivalents .......cccccemrrerrrcrrrrmres et $ 2,166,091 $ 1,383,318

Securities available for sale ........ 1,254,610 1,433,285 __
Investment in subsidiary banks ... 39,309,383 40,258,011
Loan receivable fIOM ESOP ....oceeerieeeeeieeceeee s reec e e r e e e e e s 567,200 767,200
(0 a1=) 7= R 306,656 61,431
TOtAL @SSELS 1emuiereeeemeeeceeeeceeeee e i e e e s e rec e ren e e e e e e aenn s $ 43,603,940 $ 43,903,245
Liabilities
Accrued expenses and other liabilities.........oooooieiiriiinicciicciiceccas $ 126,936 $ 693,543~
Shareholders’ Equity -
COMIMON SEOCK . +etteeteeeteeeeceee e e cce e e e eeas 29,580 19,905
Additional paid-in capital -...ceeememmeiiiiiiriee e 20,984,754 20,862,551
Retained earmings - substantially restricted ........ccocoeceniiiniiiiinneeen, 26,427,657 23,748,383 _
Net unrealized appreciation on securities available for sale, =
net of tax of $568,013 in 1997 and $18,324 in 1996................ 960,371 28,698
Unearned Employee Stock Ownershlp Plan shares ............ (567,200) (767,200)
Treasury stock, at cost.............. - (4,358,158) (682,635)
Total shareholders’ eqUItY .......ocecceremvemresmeemcmcecceeseeseesereereeas 43,477,004 43,209,702
Total liabilities and shareholders’ equUity .......cvceercreeeccninnns $ 43,603,940 § 43,903,245
Condensed Statements of Income 1997 19986 1995
Years ended September 30, 1997, 1996 and 1995 . -
Dividend income from subsidiary banks ........c..ccoccieriiciiinncs $ 6,000,000 $ 9,500,000 $ 1,800,000 -
Interest IMCOME .ovmeee e 145,339 219,546 177,901 _
Gain on sales of securities available for sale, net.................. 216,614 " 51,237 51,250 .
6,361,953 9,770,783 2,029,151 =
INEEreSt EXPEIISE oevvcericrecireecmereromeerrce e et ec e e e ee e 132,014 - -
Operating eXPENSES .oevuemumuecacarrrereremmectere e s e armcmmm e reeneenas 348,162 182,743 132,175
480,176 182,743 132,175 _
Income before income taxes and equity in
undistributed net income of subsidiaries.................... 5,881,777 9,588,040 1,896,976 _
Income tax expense (benefit) .....o.oooiiiiiiiiiiiiiiiieee (55,000) 53,000 50,000

(continued)
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NOTE 1¢ — PARENT GOMPANY FINANGIAL STATEMENTS (continued)

Condensed Statements of Income (continued) 1997 1996 1995
Years ended September 30, 1997, 1996 and 1995 —
Income before equity in undistributed net
income of subsidiaries...........ccccomvieciiininiier e, 5,936,777 9,535,040 ~ 1,846,976
(Distributinns in excess of) equity in undistributed .
net income of subsidiary banks..........cccvieeiimincicenreean, (2,294,821) (7,121,475) _ 1,697,376
Net INCOIME. .. ...t eee s $ 3,641,956 $ 2,413,565 $ 3,544,352
Condensed Statements of Gash Flows 1987 1996 1995
Years ended September 30, 1997, 1996 and 1995 E
Cash flows from operating activities
Net INCOME .uveeeeieiiee e ee et re e $ 3,641,956 § 2,413,565 $-. 3,544,352
Adjustments to reconcile net income to -
net cash from operating activities _
Distribution in excess of (equity in undistributed)
net income of subsidiary banks ..........ceeeeeeee.e.. 2,294,821 7,121,475  _ (1,697,376)
Amortization of recognition and retention plan ...... 41,947 117,064 = 208,159
Gain on sales of securities available for sale, net...... (216,614) " (51,237) (51,250)
Change In other assets ........cceeeeceeciiemrscieececceeenns (245,225) 110,759 291,107
Change in accrued expenses and other liabilities .... (611,711) 721,109 __ 54,984
Net cash from operating activities ...........co....... 4,905,174 10,432,735  _- 2,349,976
Cash flows from investing activities
Purchase of securities available for sale.......cccceeeeveeenucenn.. (231,000) (1,014,438) (617,562)
Proceeds from sales of securities available for sale .............. 804,067 338,750 241,875
Purchase of Jowa Bancorporation, INC. wecoveceeeeeeceeceeeecanc. - (6,529,615) -
Purchase of Central West Bancorporation... - (1,923,519) -
Repayments on loan receivable from ESOP. 200,000 200,000 . 218,800
Net cash from investment activities ..........cccocveeeeceeee. 773,067 (8,928,822) (156,887)
Cash flows from financing activities
Cash dividends paid .........ccoovememecuevemeerreeeeeeeeee e (962,682) (745,761) ~ (515,095)
Proceeds from exercise of stock Options ............ccceeeveennee. 335,991 94,500 -
Purchase of treasury stocK . ......cceeevecricviciirieeceerneeee e e, (4,268,777) (630,710) — (932,030)
Net cash from financing activities.......cc.ececcevrevnivrcnnenn. (4,895,468) (1,281,971) ~ (1,447,125)
Net change in cash and cash equivalents ..........ccocccvveevveeeeeeeens 782,773 221,942 745,964
Cash and cash equivalents at beginning of year ..........ccc......... 1,383,318 1,161,376 415,412
Cash and cash equivalents at end of year $ 2,166,091 $ 1,383,318 § 1,161,376
Supplemental disclosure of cash flow information —
Cash paid during the year for interest._.......cccceecevieeeeeie.. $ 132,014 $ - % -
Supplemental schedule of noncash investing
and financing activities: =
Issuance of common stock for purchase of
Central West Bancorporation . ......c.cccceeeveeercecuecnnn. $ - $ 3,936,634 $ -




First Midwest Financial, Inc. and Subsidiaries

NOTE 16 - PARENT GOMPANY FINANCIAL STATEMENTS (continued)

The extent to which the Company may pay cash dividends to shareholders will depend on the cash currently
available at the Company, as well as the ability of the subsidiary banks to pay dividends to the Company (see Note
14).

NOTE 17 - SELECTED QUARTERLY FINANGIAL DATA (UNAUDITED)
Quarter Ended _
December 31 March 31 June 30 September 30

Fiscal year 1997:
Total interest INCOmMe ..coevueeeciieeiiiiceecceeaens $ 7,305,929 $ 6,882,095 § 7,331,501 $ 7,485,150 _
Total interest expense ........cceccvccecceeioaconcees 4,288,793 3,973,985 4,356,367 4,439,912 ~
Net interest IMCOME evvueemueerecceieeeeeeceneremenees 3,017,136 2,908,110 2,975,134 3,045,238
Provision for loar loSSes -..cccoeeoceeccucmmemnccees 30,000 30,000 30,000 30,000
Net INCOME -veeteeeeerreeeeee e e e eace s 953,216 849,539 912,504 926,697 ~
Earnings per share (fully diluted)
Net INCOME +ovrmiteeereemee e cerereeeeenimeeas $ 33 3 .29 3 33 05 33
Fiscal year 1996: ~
Total interest INCOME......ceovemmeemmcrriiaemaieeacns $ 5,363,332 § 5,962,258 $§ 6,499,056 $ 6,512,819
Total interest expense .... 2,960,194 3,407,485 3,735,106 3,875,825 —
Net interest income ........ 2,403,138 2,554,773 2,763,950 2,636,994 —
Provision for loan losses .. 30,000 30,000 30,000 10,000_
Net INCome ..ouevmmriieeee e eeceeeeceene e © 776,845 726,806 892,181 17,733=
Earnings per share (fully diluted) —
Net INCOME ovemirueceererreereee e re s reeeeeenes $ 29§ 27§ 33 3 .01
Fiscal year 1995:
Total interest income  ...ocooemiiruecmiiieaeeaes $ 5,202,586 $ 5,558,039 § 5,162,491 $ 5,130,354 -
Total interest eXPENSE ..oeereeeemirememecniiieeenns 2,815,729 3,154,619 2,897,007 2,781,369
Net interest INCOIME ..oo.veeeeeeicereeceeeeeceencaes 2,386,857 2,403,420 2,265,484 2,348,985
Provision for 10an 10S8€S -..-cvevevueeceeececereannn 30,000 30,000 130,000 60,000
Net IMCOMNE wvrveeriiecvecei e e e re e 776,494 774,220 1,262,075 731,563 —
Earnings per share (fully diluted) —
Net INCOME womveieeecieveteeeeeceererereeeceseae $ 29 $ 29 % 48 % 27

NOTE 18 - FAIR VALUES OF FINANGCIAL INSTRUMENTS

SFAS No. 107, “Disclosures About Fair Value of Financial Instruments,” requires that the Company disclose estimated
fair value amounts of its financial instruments. It is management’s belief that the fair values presented below are rea- -
sonable based on the valuation techniques and data available to the Company as of September 30, 1997 and 1996, as—
more fully described below. It should be noted that the operations of the Company are managed from a going con- _
cern basis and not a liquidation basis. As a result, the ultimate value realized for the financial instruments present-
ed 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 subsidiary banks’ capitalization and fran--—
chise value. Neither of these components have been given consideration in the presentation of fair values below.
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NOTE 18 - FAIR VALUES OF FINANGIAL INSTRUMENTS (continued)

The following presents the carrying amount and estimated fair value of the financial instruments held by the Com-
pany at September 30, 1997 and 1996. This information is presented solely for compliance with SFAS No 107 and is
subject to change over time based on a variety of factors.

1997 1996
Carrying Estimated Carrying Estimated
Amount Fair Value Amount Fair Value

Selected Assets:
Cash and cash equivalents
Interest-bearing deposits in

$ 12,852,426 $ 12,852,000 § 14,328,652 $ 14,329,000

other financial institutions 200,000 200,000 300,000 - 300,000
Securities available for sale 115,985,045 115,985,000 109,491,558 109,492,000
Loans receivable, net 254,640,971 254,455,000 243,533,519 243,654,000
FHLB Stock 5,629,300 5,629,000 5,524,700 - 5,525,000
Accrued interest receivable 5,366,109 5,366,000 5,029,047 — 5,029,000

Selected Liabilities:
Noninterest bearing demand deposits (5,572,296) (5,572,000) (5,452,911) (5,452,000)
Savings, NOW and money market ;

demand deposits , (49,838,735)  (49,839,000)  (49,358,478) — (49,358,000)
Other time certificates of deposit (190,704,667) (190,190,000) (178,594,337) —(178,762,000)

Total deposits (246,115,698) (245,601,000) (233,405,726) (233,572,000)
Advances from FHLB (107,426,225) (107,247,000) (102,287,803) ~(102,185,000)
Securities sold under —

agreements to repurchase (1,800,000)  (1,806,000) (2,789,918) _ (2,790,000)
Other borrowings (2,900,000)  (2,900,000) (1,400,000)  (1,400,000)
Advances from borrowers -

for taxes and insurance - (449,487) (449,000) (490,243) = (490,000)
Accrued interest payable (1,065,746)  (1,066,000) (1,271,465) — (1,271,000)

Off-Balance-Sheet Instruments:
Loan commitments (15,782,000) - (20,671,000) -
The following sets forth the methods and assumptions used in determining the fair value estimates for the Com-

pany’s financial instruments at September 30, 1997 and 1996. ) =

Cash and Cash Equivalents: The carrying amount of cash and short-term investment is assumed to approximate the
fair value. ]

Interest-bearing Deposits In Other Financial Institutions: The carrying amount of interest-bearing deposits in
other financial institutions is assumed to approximate the fair value. —

Securities Available For Sale: Quoted market prices or dealer quotes were used to determine the fair value of secu-
rities available for sale. —

Loans Receivable, Net: The fair value of loans receivable, net was estimated by discounting the future cash flows
using the current rates at which similar loans would be made to borrowers with similar credit ratings and for similar
remaining maturities. When using the discounting method to determine fair value, loans were gathered by homoge-
neous groups with similar terms and conditions and discounted at a target rate at which similar loans would be made
to borrowers as of September 30, 1997 and 1996. In addition, when computing the estimated fair value for all loans,
allowarices for loan losses have been subtracted from the calculated fair value for consideration of credit issues.

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

Accrued Interest Receivable: The carrying amount of accrued interest receivable is assumed to approximate the fair
value. _
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NOTE 18 - FAIR VALUES OF FINANGIAL INSTRUMENTS (continued)
Deposits: The fair value of deposits were determined as follows: (i) for noninterest bearing demand deposits, sav-
ings, NOW and money market demand deposits, since such deposits are immediately withdrawable, fair value is deter-
mined to approximate the carrying value (the amount payable on demand); (ii) for other time certificates of deposit,
the fair value has been estimated by discounting expected future cash flows by the current rates offered as of Sep-
tember 30, 1997 and 1996 on certificates of deposit with similar remaining maturities. In accordance with SFAS No.
107, no value has been assigned to the Bank’s long-term relationships with its deposit customers (core value of
deposits intangible) since such intangible is not a financial instrument as defined under SFAS No. 107.

Advances from FHLB: The fair value of such advances was estimated by discounting the expected future cash flows
using current interest rates as of September 30, 1997 and 1996, for advances with similar terms and remaining matu-
rities. -
Securities Sold Under Agreements to Repurchase and Other Borrowings: The fair value of securities sold under
agreements to repurchase and other borrowings was estimated by discounting the expected future cash flows using
derived interest rates approximating market as of September 30, 1997 and 1996 over the contractual maturity of such

borrowings. _

Advances From Borrowers for Taxes and Insurance: The carrying amount of advances from borrowers for taxes and
insurarnce is assumed to approximate the fair value.

Accrued Interest Payable: The carrying amount of accrued interest payable is assumed to approximate the fair value.

Loan Commitments: The commitments to originate and purchase loans have terms that are consistent with current
market terms. Accordingly, the Company estimates that the face amounts of these commitments are not significant.

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. Additionally, 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 Compa=
ny's financial instruments, fair value estimates may be based on judgments regarding future expected loss experience,
current economic conditions, risk characteristics of various financial instruments, and other factors. These estimates
are subjective in nature and involve uncertainties and matters of significant judgment and therefore cannot be deter-
mined 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.

NOTE 19 — SUPPLEMENTAL GASH FLOW DISGCLOSURES
On December 29, 1995, the Company purchased all of the common stock of Iowa Bancorp for $8,000,000 in cash. In~
conjunction with the acquisition, liabilities were assumed as follows:

Fair value of assets acquired .......cococeemmreeercmneereee e $ 25,429,434 -
Cash paid ....ove s (8,000,000) -
Liabilities @sSUIMEd ..veeeeaceereeecimreeecierreeeteeeeeeseeee e e sec e e sneeean $ 17,429,434 -

On September 30, 1996, the Company, purchased all of the common stock of Central West for $1,312,474 in cash
and issued 171,158 common shares at a market value of $23 per share. In conjunction with the acquisition, liabili-_
ties were assumed as follows:

Fair value of assets acquired ........cccceemerrececmmmnne e $ 35,577,247

(001 (- 1 R S (1,312,474)

Common stock issued.......coveeeee R (3,936,634) .
Liabilities asSUMEd --..ccoccecureeeie e e e e e $§ 30,328,139 —_

NOTE 20 — FEDERAL DEPOSIT INSURANGE PREMIUM

The deposits of savings associations such as the Bank are insured by the Savings Association Insurance Fund (“SATF).
A recapitalization plan signed into law on September 30, 1996 provided for a one-time assessment of 65.7 basis points
applied to all SATF deposits as of March 31, 1995. Based on the Bank’s deposits as of this date, a one-time assessment
of $1,265,996 was paid and recorded as federal deposit insurance premium expense for the year ended September 30
1996.
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Directors of First Midwest Financial, Inc.

James S. HaaHR — Chairman of the Board, Presi-

‘dent and Chief Executive Officer for First Midwest

Financial, Inc. and First Federal Savings Bank of
the Midwest; Chairman of the Board and Chief Exec-
utive Officer for Security State Bank. Mr. Haahr is
a member of the Board of Trustees of Buena Vista
University. He has served in various capacities since
beginning his career with First Federal in 1961. He
is a member of the Board of Directors of America’s
Community Bankers and a member of the Savings
Association Insurance Fund Industry Advisory
Committee. Mr. Haahr is former Vice Chairman of
the Board of Directors of the Federal Home Loan
Bank of Des Moines, former Chairman of the Iowa
League of Savings Institutions, and a former direc-
tor of the U.S. League of Savings Institutions. Board
committee: First Federal Trust Committee. James S.
Haahr is the father of J. Tyler Haahr.

J. TYLER HAAHR — Senior Vice President, Secretary
and Chief Operating Officer for First Midwest
Financial, Inc.; Executive Vice President, Secretary
and Chief Operating Officer for First Federal Savings
Bank of the Midwest; Secretary of Security State
Bank; and Vice President and Secretary of First
Services Financial Limited. Mr. Haahr has been
employed by First Midwest and its affiliates since
March, 1997. Previously Mr. Haahr was a partner
with the law firm of Lewis and Roca LLP, Phoenix,
Arizona. Board commitfee: First Federal Trust
Committee. J. Tyler Haahr is the son of James S.
Haahr.

E. WayNe CooLEY — Member of the Board of
Directors for First Midwest Financial, Inc., PFirst
Federal Savings Bank of the Midwest, and Security
State Bank. Dr. Cooley has served as Executive
Secretary of the Iowa Girls” High School Athletic
Union in Des Moines, Iowa since 1954. Board
committees: Chairman of the Audit-Compensa-
tion/Personnel Committee and member of the

Stock Option Committee.

E. THURMAN GASKILL — Member of the Board of
Directors for First Midwest Financial, Inc., First
Federal Savings Bank of the Midwest, and Security
State Bank. Mr. Gaskill has owned and operated a
grain farming operation located near Corwith, Iowa
since 1958. Board committees: Chairman of the
First Federal Trust Committee and member of the

Audit-Compensation/Persornnel Committee.

G. MARK MICKELSON — Member of the Board of
Directors for First Midwest Financial, Inc. and First
Federal Savings Bank of the Midwest. Mr. Mickelson
is Vice President of Acquisitions for Northwestern
Growth Corporation in Sioux Falls, South Dakota.
Northwestern Growth Corporation is the unregulat-
ed investment subsidiaryif Northwestern Public
Service. Board committees: First Federal Audit-
Compensation/Personnel Committee and Stock
Option Committee. =

RoDNEY G. MUILENBURG — Member of the Board of
Directors for First Midwest Financial, Inc., First Fed-
eral Savings Bank of the Midwest, and Security
State Bank. Mr. Muilenburg is employed as a dairy
specialist with Purina Mills, Inc., and supervises the
sale of agricultural products in a region encompass-
ing northwest Iowa, northeast Nebraska, eastern
South Dakota, and southwest Minnesota. Board
committees: Chairman of the Stock Option Commit-
tee and member of the Audit-Compensation/
Personnel Committee. -

JEANNE PARTLOW — Member of the Board of Direc-
tors for First Midwest Financial, Inc. Mrs. Partlow is
President of the Iowa Savings Bank Division of First
Federal, Des Moines, Jowa. i§he was President, Chief
Executive Officer and Chai;person of the Board of
Towa Savings Bank, F.S.B.,;from 1987 until the end
of December 1995, when%owa Savings Bank was
acquired by and became a division of First Federal
Savings Bank of the Midwest.




Executive Officers

James S. Haanr
Chairman of the Board,

President and Chief Executive

Officer for First Midwest
Financial, Inc. and First
Federal Savings Bank of the
Midwest

ELLeN E. H. Moore
Senior Vice President
Marketing and Sales for
First Federal Savings Bank
of the Midwest

JEANNE PARTLOW

President for Iowa Savings
Bank Division of First Federal
Savings Bank of the Midwest

J. TyiLer Haanr
Senior Vice President,
Secretary and Chief Operat-
ing Officer for First Midwest
Financial, Inc.; and Executive
Vice President, Secretary and
Chief Operating Officer for
First Federal Savings Bank
of the Midwest

Frep A. STEVENS
President and Trust Officer
for Storm Lake Division of
First Federal Savings Bank
of the Midwest

SusaN C. JESSE

Senior Vice President Branch
Administration and Compli-
ance Officer for First Federal
Savings Bank of the Midwest

Donatp J. WincaELL, CPA
Vice President, Treasurer
and Chief Financial Officer
for First Midwest Financial,
Inc.; and Senior Vice Presi-
dent, Treasurer and Chief
Financial Officer for First
Federal Savings Bank of
the Midwest

JaMes C. WINTERBOER

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

47




48

Corporate Information

CORPORATE HEADQUARTERS
First Midwest Financial, Inc.
First Federal Building

Fifth at Erie

P.0. Box 1307

Storm Lake, Iowa 50588

ANNUAL MEETING OF STOCKHOLDERS

The Annual Meeting of Stockholders will convene at
1 p.m. on Monday, January 26, 1998. The meeting
will be held in the Board Room of First Federal
Savings Bank of the Midwest, Fifth at Erie, Storm
Lake, Iowa. Further information with regard to this

INDEPENDENT AUDITORS
Crowe, Chizek and Company LLP
330 East Jefferson Boulevard
P.0. Box 7 =
South Bend, Indiana 46624

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 corpora-
tion’s following transfer agent:

* Registrar & Transfer Company

meeting can be found in the proxy statement. 10 Commerce Drive  —
Cranford, New Jersey 07016
GENERAL COUNSEL Telephone: 1-800-368-5948
Mack, Hansen, Gadd, Armstrong & Brown, P.C. -
316 East Sixth Street Analysts, investors, and others seeking a copy of
Storm Lake, Jowa 50588 the Form 10-K or other public financial information
should contact the following:
SPECIAL COUNSEL Investor Relations

Silver, Freedman & Taff, LLP First Midwest Financial, Inc.
1100 New York Avenue, NW First Federal Building, Fifth at Erie
Washington, DC 20005-3934 P.0. Box 1307 o
Storm Lake, Iowa 50588
Telephone: 712-732-4117

Stock Market Information

First Midwest Financial, Inc’s common stock trades on the Nasdag National Market under the symbol “CASH.”
The Wall Street Journal publishes daily trading information for the stock under the abbreviation, “FstMidwFnl,”
in the National Market Listing. The price range of the common stock as reported on the Nasdaq System for
each quarter of fiscal 1996 and 1997, after giving retroactive effect for the three for two stock split paid by
the company in the form of a fifty percent stock dividend, was as follows: _

1

1996 1997 Fiscal Year 1996 Fiscal Year 1997

Dividend Dividend

Paid Paid Low High Low High

— = ‘

First Quarter $.073 $.09 $13.17 $15.67 - $15.00 $16.67
Second Quarter $.073 $.09 $14.67 $15.67 © $15.25 $17.88
Third Quarter $.073 $.09 -$14.50 $16.17 B $15.00 $18.00 .
Fourth Quarter $.073 $.09 $14.50 $16.50 ' $16.25 $20.88

The prices reflect inter-dealer quotations without retail mark-up, mark-down or commissions, and do not
necessarily represent actual transactions. —

i

Dividend payment decisions are made with consideration of a variety of factors including earnings, finan-
cial condition, market considerations, and regulatory restrictions. Restrictions on dividend payments are
described in Note 14 of the Notes to Consolidated Financial Statements included in this Annual Report.

As of September 30, 1997, there were 2,698,904 shares of common stock outstanding, which were held by
332 stockholders of record, and 325,298 shares subject to outstanding options. The stockholders of record
number does not reflect approximately 590 persons or entities who hold their stock in nominee or “street”
name. : -

The following securities firms indicated they were acting as market makers for First Midwest Financial, Inc.
stock as of September 30, 1997: Everen Securities, Inc.; Herzog, Heine, Geduld, Inc.; Howe Barnes Invest-
ments, Inc.; Piper Jaffray Companies, Inc.; Sandler 0'Neill Partners; Trident Securities, Inc.; Tucker Antho-
ny Incorporated.










