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Financial Righlights

G
At September 30
(DoLLARS B THOUSAMDS EXCEPT PER SHARE Daray
1998 1997 1996 1995 1994 - 1993
Total a$5€5 woucsrcrvmsceeceeriioen, - $418,380  $404,589 $388,008 $264,213 $274,115 $160,827
Loans receivable, net.ooeonno., . 270,286 254,641 243,534 178,552 155,497 80,224
Total deposits .vceceveeeseernr - =+ 283,858 246,116 233,406 171,793 176,167 122,813
Shareholders’ equity ....cccoversen. . 42286 43,477 43,210 38,013 34,683 33,438
Book value per common share®..  § 1656 $ 1611 $ 1481 $ 1413 § 1246 $ 1121
Total equity to assets oo~ 10.11% 10.75% 11.14% 14.59% 12.65% 20.79%
For the Fiscal Year
(DoLLARS T THOUSANDS EXCEPT PER SHARE DATA)
1998 1997 1996 1395 1994 1993
Net interest inCome. - -~ $ 12,829 $ 11,946  $ 10,359 $ 9405 » 7870 § 5,077
INet INCOME 1vmremeeeeeeeecren i 2,785 3,642 2,4149 3,544 2,729 1,352
Dilured carnings per share” ....... $ 103® ¢ 128 $ 090 3 133 § 092 § 044
Ner yield on interest-caring assets 3.26% 3.38% 3.47% 3.63% 3.94% 3.21%
Rewurn on average assets...-....e.n.... : 68%2 .98% T7%H 1.31% 1.29% .84%
Return on average equity ............ . 6.43%% 8.41% 6.22%% 9.86% 7.89% 7.10%
Total Assets Total Deposits Net Interest Net Income
income .
W b w % +
SiZ8zq :: e s
400 5&% f;g;‘; $11,906 &= N .
2205
200 $10.354 M 2729
. 59, ;::_ 25
o $274,115 nre :;::.;Z ’ N i s
N 5264213 % 50 .80
0 $125573 &
S0EE : $aa7 0,352
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50
9594 19596 '97 98 5734 55 '96 37 3 %9959 97 5 93 154 '95 ‘%% ‘97 "8

(3} Amowunss reported bave beer: adfusted fior the three-for-tuwo stock $plic pad Jamuary 2, 1997 in the form of @ 50 percent stock dividend,

(2) Difieted earnings per share is based an the asswmption that the weighted averzge shares outstanding at September 30, 1993, were owtstanding the
entire year.

(3) Reflecss a ore-time pre-tax charge of 1.5 millian Jor loan related losses, Ne income, Diluted eapnings per share, Return om average assets, and Revern on

| avenage equity would bave been $3,725,000, $1.38, 90%, and 8.60%, respectively

(4} Reflecrs the ene-time indvestry wide special asessment to recapitilize the Savings Asiociation Insurance Fund. Exchuding the special assessment
Net income, Diluzed earnings per share, Ratvern on average assers, and Returs on average equity would have been $3,209,000, $1.19, 1.01%, and
8229, respectively




Chairman’s Letter — To Our Shareholders

. .
‘vriSI\Oi'l « Every company needs one. Qur
vision informs you, as a sharcholder, where
First Midwest Fipancial is going. While a
strong history is important, how a
company performs in the future
is even more significant. Furst
Midwest is preparing today for a
profitable wmorrow.
vision? To build the best super-
community bank system in our

What is our

market area.
As you read the financial
section of this years annual
report, you will find First
Midwest continues jts profitable
growth. For the fiscal year end-
ing September 30, 1998, the
company reported net income
of $3.7 million or $1.38 per
share on a diluted basis. Earn-
ings reflect a 7.8 percenr per
share increase over the same
period Jast year when net income
was $3.6 million or $1.28 per
share. The 1998 net income is prior
to 2 one-time pre-tax charge of $1.5
million for loan related losses taken
during the second quarter. The one-time
charge relates primarily to mismanage-

ment and

possible fraud by one loan
officer who is no longer with the com-
pany. The onc-time charge increases the
company’s reserve balances, set aside for
potential losses in the companys foan
portfolio. With the one-time charge, net
income for fiscal year 1998 is $2.8 million or
$1.03 per diluted share.
Earnings for the Security State Bank
The

bank achieved a 111 percent increase in

subsidiary are particularly noteworthy.

earnings during the fiscal year. On

Seprember 30, 1998, the subsidiary reported net income
of $355,000 compared w0 $168,000 duwring the same
period the previous year. Average monthly net income
continues to rise, promising future gains.

Assets jumped from $161 million on Seprember
30, 1993, when the company became publicly
traded, to over $418 million on September 30, 1998.

This increase represents a gain of more than 160
percent. During the 1998 fiscal year, assets grew
$13 million from $405 million to $418 million. Share-
holders’ equity at fiscal year end totaled $42.3 million,
or $16.56 per comumon share outstanding.

Deposits increased $38 million during the 1998
fscal year, from $246 million to $284 million. This
depaosit trend represents a 15 percent gain, much of ir
in demand deposit accounts where the cost of money
is lower.

Timeless checking, a packaged account that pro-
motes cross-selling and relationship banking, has
had a wemendous impact on our retsil banking
operations since its introduction a year ago. Coupled
with the new photo QUICKcard Cash & Check and
improved money marker accounts, the company has
increased its demand deposit account balances over
30 percent. Deposit account fee income jumped 27
percent during the fiscal year.

First Midwest was named cpe of only twenry-eight
national finalists in the Bank Marketing Association’s
Golden Coin Awards for its Timeless and QUICKzzrd

ttroductions. The award was based on the following:

1) industey innovarions, 2) strategy development, 3)
tactical implementation, and 4) results. We are proud
of this recognition.

Since initiating the first stock repurchase program
in 1994, the company has invested a total of $11.2
million for shares purchased at an average price
of $14.97 per share (adjusted for a stock dividend),
thercby creating additional value for shaseholders.
On August 24, 1998, the company announced its
intentions to repurchase an additional 5 percent of
outstanding shares. At fiscal year end, the company

#




had 77,835 shares remaining to repurchase under the

prograrm.

On November 23, 1998, First Midwest anncunced
an increase in the company’s quartetly cash dividend
from 12 cents per share to 13 cents per share, The div-
idend, which represents an increase of 8.33 percent, is
payable on or abour January 4, 1999 to sharcholders of
record as of December 15, 1998. We are pleased to pay
this increased cash dividend to you, our shareholder.

International financial uncertainty has contribured
toward erratic moves in the U.S. markets, particalarly
those with Asian exposure. First Midwest’s investment
portfolio does not have significant exposure to the
Asian markers. Consistent with our business manage-
ment, First Midwest’s capital investroent strategies are
conservative and have provided steady growth and
returns, The market skepticism has provided an oppor-
tunity for our banks to increase deposits from cus-
womers looking for an insured investment with a guar-
anteed rate of return.

Year 2000 (Y2K) is of concern to all businesses.
Maay fear that numerous computer systems will be
incapable of adapfing to the year 2000 in the coming
years, making businesses unable to operate. First
Midwest is wotking closely with its regulators, vendors,
and borrowers regarding this issue, and taking all
necessary precautions to ensure its banks are Y2K
ready.

Most of First Midwest’s operations are located in
the heatt of agriculture counury. Rising concerns about
the agricultural economy’s outlook are real. Congress
has increased farm appropriations by about $7 billion
to ease the burden on area farmers and related indus-
uy. The bank is well diversified and capitalized to
support the industry during this potential crisis. We
will rernain prudent in our lending practices.

I'am pleased to announce the appointments of four
new division/subsidiary presidents: Tyler Hazhr, First
Federal Savings Bank; Tim Harvey, Brookings Federal
Bank; Troy Moore, Iowa Savings Bank; and Diclk
Coleman, Security State Bank. They wam with our

dedicared officers and staff to provide essential leades-
ship thar will guide the company toward its vision. As
you read more about each bank division/subsidiary,
you will see that tradition, customer service, innova-
tion, and teamwork are important concepts of our
super-commmunity structure. Concepts we feel help lead
to results.

Looking ahead, First Midwest continues to seek
opportunities to increase shareholder value, which
includes the acquisition of savings banks, commercial
banks, and other related-service companies in our geo-
graphical area. Other capital management strategies
such as dividends and stock repurchases will also be
considered. Each opportunity is evaluared carcfully. We
are commirted to increasing return on equity that will,
in turn, provide increased shareholder value for you.

First Midwest employees, customers, and you, our
shareholders, are bound by a common interest — the
success of First Midwest Financial. We are positioning
ourselves for that success. The company is committed
to growth. More importantly, profitable growth. We
ate innovadve yet prudent in the management of
our corapany. Safety and soundness remain top priori-
ties of the banks.

On behalf of the Board of Dirccrors, employees,
and customers, I thank you for your cornfidence and
support. Our vision is to build the best super-commu-

system in our marker area

niry bank sy arker area.  Each year of
improvement, proficable growth, and hard work
takes us one step closer. I am confident we will realize
our goals and you, our shareholder, will benefic with

increased returns, Bank with us and see the difference.

Singefely,

7 Y 72
\LAATL A -
James S. Haahr

Chairman of the Board, President & CEQ
December 16, 1998
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Customer Service. sookings

Federal Bank recognizes solid customer relation-
ships ate essential for long-term retail growth, Tim
Harvey, newly appointed President and Brookings
native, believes in building alliances between the
bank and its customers. The vision: Become the insti-
tudon of choice for financial services in our market-
place. The mission: Provide customer—oriented products
and services profitably and efficiently with hometown
warmth.

“Because the customer is our top priotity, we will
focus on having ‘customer-centric’ operations,” stated
Tim. “This means that the customer is at the center
of everything we do.” Brookings Federal Bank ream
members actively embrace this philosophy by com-
municating continuous improvement ideas, pro-
actively implementing best known methods, and
antcipating customer needs. “We strive 1o exceed cus-
tomer expectations. It works,” noted Jean Engen, Sav-
ings Supervisor.

Brookings Federal Bank, a division of First Federal
Savings Bank of the Midwest since 1994, hurdled
past challenges in its agricultural loan portfolio this
past year. New leadership, additional lending expert-
ise, training, and a consistent agriculrural philosophy
contributed toward improvement. The bank remains
committed to agricultural as welf as all types of lending
and is well positioned to face upcoming opportunities
and challenges. Enhanced policies, customer commu-
nication, and personnel will promote future success.

“Our operational focus this year is to provide
steady, quality growth in our loan and deposit
accounts,” commented Tim. “We will do this by con-
wolling operating expenses and reinforcing the banks

Brookings Federal Bank

dependability, stability, and customer service. With
new leadership, it is important customers know we
are stil committed to providing them financial prod-
ucts and service with added value.” Updated data sys-
tems and new services will also contribute to the bank’s
profitable growth.

Brookings Federal 1998 highlights:
¢ Tim Harvey provides new leadership for the
Bank.

¢ Call Program, introduced this year, establishes
new accounts as a result of proactive customer
and non-customer conracts.

¢ First annual customer Service Checks provide
individualized service and new sales.

¢ New Money Market Gold account attracts deposits.

¢ New Timeless Checking features and the
QUICKeard Cash & Check add benefits to
customers and additional fee income opportuni-

ties for the bank. New automated tellec machine
(ATM) artracts craffic.

¢ Alwernarive investments, offered through
PrimeVest Investment Center via Brookings
Service Corporation, offers customers additional
financial options. (Products not FDIC-insured,
or guarantecd by First Federal or any affiliates.)

¢ Increased community participation improves
bank’s image: Sole Sponsor of the South Dakota
State University Stan Marshall Golf Tournament,
Scle Sponsor of the March of Dimes Children’s
Walk, Pork Feed for Charity, Spring Fling, Touch-
down Scholarship, Teach Children to Save Day,
and much more.

BROOKINGS FEDERAL BANK ADVISORY BOARD

FRED §. RITTERSHAUS

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

VIRGIL G. ELLERBRUCH
Vice Chairman of the Advisory Board
Assistant Dean of Engineering,
South Dakota Srate University

O. DaLE Larson
Owner, Larson Manufacturing

Eari R. Rug
Consulring Mariager, Running’s Fleet and Farm

J. TYLER HAaAHR
Senior Vice President, Secretary 8¢ COO for First Midwest
Financtal, In¢. and Executive Vice President, Secrerary, COOQ,
& Division President for First Federal Savings Bank of the
Midwest

" T D. HARVEY

President, Brookings Federal Bank

a4

Tim D. Harvey
Prasident
Brookings Federal Bank
Division of First Federal
Savings Bank of the
Midwest

Economic Data

Average Land Value a5 of
February 1998

High-productivity, non-infgat-
ed cropfand in east-centraf
South Dakota: $944 per acre

Building Fermits 1897
Brookings

Residential — $6,936,650
Commercial — $16,625,500

Taxable Relail Sales 1997
Brookings
$149,490,631

Unemployment Rate

. asofJune 1998 . _ .

Brookings
1.4%




Troy Moore
President

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

—— Economic Data

Average Land Yalue as of

September 1998
High-guality farmiand in
central lowa: 2,643 per acre

Building Permits 1997
Metropolitan Statistical
Area*

Residential — $1,232.100,000
Commercial — $1,183,600,000

Taxabie Retail Sales 7997

Des Moines

$3,935,454,815

Unemployrment Rafe
as of June, 1908

Poli County
1.8%

* MSA = Dallas, Folk, and
Warren Counties

lowa Savings Bank

IIIIIOVatiOD. lowa Savings Bank bounds

ahead in technology; product offerings, and profitabil-
ity since becoming part of First Federal Savings Bank
of the Midwest in 1995. The banlds results far exceed
original goals and projections. The vision: Help all cus-
tomers reach their financial goals. The mission: Provide
a culture focused on continuous improvement, sales
and performance, adapmbility, profitability, and pro-
viding customers the best financial producis available.
Jowa Savings Banks historical focus on savings and
single-family home loan producis bas expanded to
include the offerings of a full service financial institu-
tion. “We knew there was great market potentia[ in Des

i » ; rea Penoidoms
Moines,” stated T:‘.'Gy IVEGGJ.\., LTesSiactit.

the developing West Des Moines area, adding new
products, and improving existing ones have contrib-
uted toward the banks dramatic growth.” Bryce
Loring, Vice President of Lending added, “We have a
competent team of employees who understand and
serve the needs of existing customers. In fact, many new

_____________

Uld.l.ﬂ_lullb U.I.LU

accounts come from returning customers and referrals.”

Customers ar Iowa Savings now have the option
to manage all of their finances from one location thanks
to improved product and service choices. Timeless Check-
ing with its packaged benefits, the photo QUICKzard
Cash & Check, and ticred money martket accounts are
three products with 2 significant impact on retail cus-
tomers.

“lowa Savings Bank has benefited from the resources
a lasger organization provides,” stated Lora White,
Operations and Branch Manager. “We work as a team
and strive toward continuous improvement and cus-
tomer satisfuction.” The company has developed uni-
form product mixes across the bank offices that are con-
sistent with strategic objectives. Retirement products,
credit cards, ready reserve, ACH originarion, loans, and
other services have been improved this past year. Action
plans for additional product and service innovations and
improvements are slated for the coming year.

lowa Savings Bank and the other banks achieved
autonomy through new company-wide promotions and
events. A first annual Service Check promotion in
February gave customers an opportunity to review their
financial situation and update products and services.
The results were educated employees and customers,
new accounts, and a reinforced message that the bank is
dedicated to individualized, hometown service.

A new Tell-A-Friend Timeless and QUICKzard
promotion added a unique twist for customers and
employees in all bank markets. Each person could
earn a free gift if they referred a friend to the bank and

A Tha auysrage ~k~
a2 now account was Cpenea. inc average ulLuuug

and QUICKzard accounts opened during that period
increased significantly.

“Our company is prepared 1o tackle new chal-
lenges,” stated Troy. “We are in a comperitive market
where customers arc bombarded with a variety of
promotions and advertising. Advertising is easy; it is
sales that requires work.” Establishing a proactive sales
culture to meet customers’ needs is a priority for Jowa
Savings Bank.

The company is aware of curent and expected
industry changes and is positioning itself to capitalize
on these opportunities. New products and services,
additional resources, experienced leadership, and excep-
tional customer service prove to be a successful formula
for profitable growth at lowa Savings Bank and the
other banks.

Iowa Savings Bank 1

¢ Troy Moore succeeds Jeanne Partlow, who retired
as President in June after 47 successful years in che
financial industry. Jeanne remains an acrive
member of First Midwest Financial’s Board of
Direcrors.

+ Total deposits increase over $47 million, a 133
percent increase from the previous fiscal year.

tnumbers j 'me 370 percent.

¢ Wer checking accoun

unt numbers ]

¢ Deposit balances in checking an
accounts soar 4400 percent.

o Sales and Service — A Commitment to Fxcellence
program, newly intoduced, provides sales training
and programs to support proactive sales and team
work that improves customer service.

d money market

¢ New Registered Representative offers customers
alternarive invesement options. (Now-traditional

bant: products are prowded through Ameritas

Investment Corp. They are not FDIC-insured, or

guaranteed by First Federal or any affiliates.)

* Increased community participation improves
bank’s image: Grand Opening in West Des Moines,
Pork Feed for Charity, Touchdown Scholarship,
Teach Children to Save Day, and much more.




Teamwork. seuiey st Bask, e

company’s oply state-chartered commercial bank,
exemplifies how working together can help boost
customer service and proficability. The vision: Grow
safely, soundly, and profitably to become the finan-
cial institution of choice in our market place. The
mission: Offer the best bank services available that
meet customers’ needs.

“The past year we worked to improve operational
efficiencies, enhance the loan portfolio, and stream-
line responsibilities,” stated Dana Hansen, Vice
President and Casey Branch Manager. “Our efforts
are showing with record profitability and improved
communication within our office, with customers, and
with the other banks in our otganization.”

Security State Bank employees have seen the
benefits of tearnwork since becoming associated with
First Midwest Finandial in 1996. Administracive sup-
port from the finance, marketing, account services, and
data processing departmencs allows the entire organi-
zation to operate more efficientdy and effectively. This
assistance translates into more streamlined job respon-
sibilities and improved customer service. ‘

Common goals, values, and idea sharing help the
bank grow more profitable. “We are only as strong as
owr weakest link,” noted Dick Coleman, President.
“When you have strong people working rogether
toward the same goals, you are going 1o be success-
ful.” This philosophy holds true as Charles Shafer, a
customer and owner of Agri Drain Corp. commented,
“T am impressed with the men and women ar Securiry
State Bank. They are sincere and are genuinely con-

Security State Bank

cerned about the welfare of their clients. Security’s asso-
ciation with First Midwest offers the benefits of a large
financial institution coupled with the personal service
you expect from a local bank.”

Security State Bank 1998 highlights:
¢ Dick Coleman joins team in October as President.

¢ Security State Bank contributes record earnings of
$355.,070 to the holding company, 2 111percent
increase from the previous fiscal year.

¢ West Central Economic Development group,
serving Adair and Guthrie Counties, opens its office
in the lower level of Security State Bank in Stuart
and provides additional opportunicy for new
business.

© New Registered Represencative offers customers
alternative investment options — a first in the
Secturity State Bank market area. (Non-traditional
bank products are provided through Ameritas
Inestmens Corp. They are not FDIC-insured, or
| guaranteed by Securizy State Bank or any affiliates,)

& Sales and Service — A Commitment to Excellence
program, newly introduced, provides sales training
and programs to support proactive sales and team
work that improves customer service.

¢ Increased community participation improves
bank's image: Spring Fling, Pork Feed for Charity,
Touchdown Scholarship, Teach Children to Save
Day, Good Egg Days parade sponsor, and much

more.

DIRECTORS OF SECURITY STATE BANK

JAMES S, Hasxr
Chairman of the Board, President & CEO for
First Midwest Financial, Inc., 2nd Fiese Federal
Savings Bank of the Midwest. Chaitman of the
Board for Security State Bank

JerrreEY N. BuMmr
Partner, Bump and Bump Law Offices
Stuarr and Panon, lowa

E. WayNE COOLEY

Executive Secrerary, lowa Girls’ High School
Arhletic Unjon, Des Moines, [owa

E. THURMAN GASKILL
State Senator of lowa, District §
Ownet, Grain Farming Operation
Corwith, lowa

J. TviEr HAAHR
Senior Vice President, Secretary 82 COO for First Midwoest
Financial, Inc. Execurive Vice President, Secretary, COO

& Division President for Firse Federal Savings Bank of the
Midwest and CEO of Security Stace Banl:

G. MArK MICKELSON

Vice President of Acquisivions, Nerthwestern Groweh
Corporation, Sioux Falls, South Dakota

RODNEY G. MUILENBURG
Dairy Specralist, Minneapolis Division
Purina Mills, Inc., Storm Lake, lowa

RicHARD H. COLEMAN
President, Security State Bank

Richard H. Coleman
President
Security State Bank

Dana Hansen
Vice President
Security State Bank

Econgimic Data o

Average Land Value as of
September 1997

High-quality farmiand In west-
cenfral fowa: $2,521 per acre

Building Permits 1997
Stuart

Residential — {4
Commertial — N/A

Taxable Retaif Sales 1937
Stuart
$7,448,918

Unemployment Rate
as of June 1998

Guthrie Gounty  2.5%




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

Bank Locations

First Federal Savings Bank of
the Michwest,

Main Dank Office, Fifth at £rie,
Storm Lake, lovm.

/

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

OFFICE LOCATIONS

M,

. |
A, Jo
r st bes Haws
»

I
ate o

540 Srugn Pesbelms

First Federal Savings Bank Manson Office

Storm Lake Division
Main Bank Office

Fifth ac Erie

PO. Box 1307

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

Storm Lake Plaza Office
1415 North Lake Avenue
Storm Lake, Towa 350588
712-732-6655
712-732-7924 fax

Lake View Office

Fifth ar Main

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

Laurens Office

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

{1 s =

Eleventh at Main
Manson, Towa 50563
712-469-3319
712-469-2458 fax

Odebolt Office

219 South Main Street
QOdebolt, Jowa 51458
712-663-4881
712-668-4882 fax

Sace City Office

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

Brookings Federal Bank
Division

Main Office

600 Main Avenue

PO. Box 98

Brookings, South Dakota
57006

605-692-2314
800-842-7452
603-692-7059 fax

Eastbrook Offsce

425 22nd Avenue South
Brookings, South Dakota
57006

605-692-2314

Iowa Savings Bank
Division

Main Office

3448 Westown Parloway
West Des Moines, lowa
50266

515-226-8474
515-226-8475 fax

Highland Park Office
3624 Sixrh Avenue

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

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

Securify Stale Banik
Main Office

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

Casey Office

101 East Logan
PO. Box 97

Casey, Jowa 50048
515-746-3366
800-746-3367
515-746-2828 fax

Menlo Office

501 Sherman

PO, Box 36

Menlo, lowa 50164
515-524-4521

i
|
|
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SELECTED CONSOLIDATED FINANCIAL INFORMATION

September 30, 1998 1997 1996 1995 1994
(I THOUSANDS)
SELECTED FINANCIAL CONDITION DATA
Total agsets $ 418,380 $ 404,589 3 388,008 § 264,213 $ 274,115
Loans receivable, net ; 270,286 254,641 243,534 178,552 155,497
Securities available for sale . 120,610 115,985 109,492 70,232 37,180
Securidies held 1o maruriry....... . L= = — — 65,017
Excess of cost over nee assets acquired, et ..o eeesesveeees 4,498 4,863 5,001 1,690 1,315
Deposits 283,858 246,116 235,406 171,793 176,167
Total borrowmgs ........... - 89,888 112,126 106,478 52,248 61,218
Shateholders’ equity ‘ 42,286 . 43,477 . 43210 38,013 34,683
Year Ended September 30, 1998 1997 1996 1995 1994
(IN THQUSANDS, ExCEPT PER SHARE DATA)
SELECTED OPERATIONS DATA
Toral interest income $ 32059 .. F 29,003 $ 24,337 § 21,054 $ 15153
Total interest expense 19.230 17,059 13,978 11,649 7.283
WNet interest income 12,829 . __ . 11,946 10,359 9,405 7,870
Provision for loan losses .. cee - 1663 120 100 250 105
Net inerest income after provision for loan losses ......... 11,166 11,826 10,259 9,155 7,765
Toral noninterest income : 1,875 1,700 1,419 2,286 1,078
Total noninterest expense .... ! 8,253 7,382 7,563% 5,576 4,938 _
Income before income taxes and cumulative
effect of changes in accounting principles ..o 4,788 6,144 4,110 5,865 3,903
Income taX EXPense .o neee . 2,003 2,502 1,696 2,321 1,433
Cumutarive effect of changes in accounting prmcxp[es — — — — 257 .
Net income ........... s B 2,785 5 3642 324149 § 3544 i 2729
Earnings per common and common equivalent share:
Income before cumularive effect of changes
in accounting principlest
Basic earnings per share . srversssineces e 5 LOB $ 1.34 5 095" % 1.39 $§ 086
Diluted earniugs per share ... veesecmeennes -~ $ 103 $ 1.28 $§ 09 3 1.34 $ 083
Ner income™
Basic earnings per share . . $ 1.08 $ 1.34 £ 09 ¢ 1.39 5 0.95
Diluted earnings per share ....c.ovvueeememecaes S $ 1.03 b 128 3 0.90% 3% 1.34 3 092
Year Ended September 30, 1998 1997 1996 1995 1994
SELECTED FINANCIAL RATIOS AND OTHER DATA
Pecformance Ratios
Retwrmn on assees {ratio of ner income
10 average total 255e15) .o emereer e senaenes . 0.68% 0.98% 0.77%™ 1.31% 1.29%
Return on sharcholders’ equity {ratio of net
IDCOTNE 10 AVETAZE EQUIYY? ronnriessiemrmsresssciraeserens .. 643 841 6.229 9.86 7.89
Interest zare spread information:
Average during year ...... <. 276 2.80 2.83 3.13 3.25
End of year . =276 275 284 .85 296
Ner yield on average interest-carning 455218 oo 3.26 3.38 347 5.63 3.94
Ratio of eperating expensc ta average rotal assets ...... 2.00 2.00 240 2.06 230
Qualiry Ratios
WNop-performing assets to rotal assets at end of year .. 1.94 82 75 .29 -35
Allowance for loan losses to non-performing louns.... 41.15 75.36 83.49 227.27 148.51
Capital Ratios
Sharchelders’ equity w total assets at end of peried .. 10.11 1075 1114 1439 12.65
Average shareholders” equity to average assets ceeuin.... 10.51 11.62 12.44 13.28 20.52
Ratio of average interest-earning assets 10
average interest-bearing liabilities .ovveeeeseneeecennes 110.22% 112.00% 13.72% 111.35% 119.04%
Other Data
Book value per common share outstanding® ............ 5 16356 $ 161t § 14381 $ 1413 5 1246
Dividends declared per share®™ (oo iiiaees S - 043 0.36 0.29 0.20 —
Dividend payout ratic ... 44.05% 26.41% 30.90% 14.53% —
Number of full-service offices : - 13 13 12 8 8

(1) Amonnts reported bave been adjusted for the three-for-tiwo stack split pasd Jurary

(3) Reflecis the one-tivae industry-wide special assessment ta recapitalize the Savings Asociation Inswrance Fund.,

2, 1997 i the form of i 50% stock dividend.
(2) Return on assess and veturn on equity for fircal year 1994 is 1.17% and 7.54%, respecsively, excluding the cumularive effect of chunges in acconnting principl




First Midwest Financial, Inc. and Subsidiaries

MANAGEMENT’S DISCUSSION AND ANALYSIS

Seneral

First Midwest Financial, Inc. (the “Company” or “First
Midwest”) is a bank holding company whose primary
assets are First Federal Savings Bank of the Midwest (“First
Federal”) and Security State Bank (“Security”). The Com-
pany was incorporated in 1993 as 4 unitary non-diversified
savings and loan holding company and, on September 20,
1993, acquired all of the capiral stock of First Federal in
connection with First Federal's conversion from munaal to
stock form of ownership. On September 30, 1996, the
Company became a bank holding company in conjunc-
tion with the acquisition of Security. All references to the
Company prior to September 20, 1993, except where
otherwise indicared, are to First Federal and its subsidiary
on a consolidaced basis.

The Company focuses on establishing and maintain-
ing long-term relationships with customers, and is com-
mitted to serving the financial service needs of the com-
munities in its marker area. The Company’s primary
market area includes the following cousnties: Adair,
Buena Vista, Calhoun, Ida, Guthrie, Pocahoncas, Polk, and
Sac located in Jowa, and Brookings county focated in east
central South Dakota. The Company attracts retail
deposits from the general public and uses those deposirs,
together with other borrowed funds, to originate and
purchase residendal and commercial morgage loans, to
make consumer loans, and to provide financing for agri-
cultural and other commercial business purposes.

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

Acquisitions Complered

On Seprember 30, 1996, First Midwest completed the
acquisiion 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 operates offices in Stuart, Menlo and Casey, Iowa.
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 common stock of First Midwest for

each Central West share held, totaling an aggregate consid-

eration of approximarely $5.2 million. The acquisicion
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 $2.8 million, is being
amortized over a fifteen year period (see Notes 1 and 3 1o
the Consolidared Financial Statements).

On December 29, 1995, First Midwest completed the
acquisition of Jowa Bancorp, Inc. (“lowa Bancorp”) and its
wholly-owned subsidiary, JTowa Savings Bank, a federal
savings bank (“lowa Savings”) located in Des Moines,
lowa. Upon acquisition, lowa Bancorp was merged into
the Company and lowa Savings was merged into First
Federal. The lowa Savings office operates as the lowa

Savings Bank Division of First Federal Savings Bank of the
le“l,ﬂacf Ar f‘ke f"l"’ﬂ ﬂﬂﬂﬂﬂﬂﬂﬂﬂﬂﬂﬂ

ace vl a\,l.lu.:au.xu.u, IUWd. BMILU].LJ hd.”.
assets of approximately $25 million and equity of $7.2
million. The Company purchased all of Jowa Bancorp’s
379,980 ouwstanding shares and 36,537 shares subject
to option for a cash payment of $20.39 per share less
the exercise price of shares subject to option. Total net
purchase price was $8.0 million. The acquisition was
accounted for as a purchase, and the accompanying
consolidared financial statements reflect the combined
results since the date of acquisition. The excess of cose over
the estimated fair value of the assets acquired and liabil-
ities assumed, totaling approximately $760,000, is being
amortized over a fifteen year period (see Notes 1 and 3 to
the Consolidated Financial Statements).

Financial Condirion

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

The Company’s rotal assets ar September 30, 1998
were $418.4 million, an increase of $13.8 million, or
3.4%, from $404.6 million at Seprember 30, 1997. The
Increase in assets was due primarily to the increased origi-
nation and purchase of loans during the period.

The Company's portfolio of secusities available for
sale, excluding mortgage-backed securities, decreased

"“2 A "“'" icn, or 18 79" 0w $5u L J.ulH,lU[J. at ocptcmucr

30, 1998 from $71.6 million ar September 30, 1997. The

decrease in securities available for sale was the resulc of

securities that matured, were called or were sold during the
period in an amount greater than new security purchases.

During fiscal 1998, the Company sold securities available
for sale towaling $18.3 million, consisting primarily of
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MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued)

common and preferred equity securities that had appreci-
ated over purchase cost.

The balance in mortgage-backed securities available-
for-sale increased by $18.1 million, or 40.8%, from
$44.4 million ar Septeraber 30, 1997, to $62.5 million at
Sepretnber 30, 1998. The increase resulted from the pur-
chase of fixed-rate mortgage-backed securities in an
amount greater than sales and repayments on existing
mortgage-backed securities. The purchase of mortgage-
backed securities were generally funded by proceeds
fiom the maturity, call, or sale of other securitics available
for sale and increases in customer deposits.

The Companys portfolio of net loans receivable
increased by $15.7 million, or 6.2%, to $270.3 million at
Seprember 30, 1998 from $254.6 million at Seprember 30,
1997. The increase in net loans recetvable is due to the
increased origination of commercial business loans, the
increased origination and purchase of residential morigage
loans, and the increased purchase of construction loans
on commercial and multi-family properties. Consumer
and agricultural-related [oan balances declined as a resule
of repayments in exeess of new originations during the
period.

The balance of customer deposits increased by $37.8
million, or 15.4%, from $246.1 million ar Seprember 30,
1997 to $283.9 million at Seprember 30, 1998. The
increase in deposits resulted from management’s continued
efforts to enhance deposic product design and marketing
programs. Deposit balances increased in interest-bearing
transaction accounts and other dme certificates of deposic
in the amounts of $7.9 million and $30.4 million, respec-
tively. Noninterest-bearing checking account balances
declined by $601,000.

The Company’s borrowings from the Federal Home
Loan Bank of Des Moines {(“FHILB”) decreased by $22.1
million, or 20.6%, from $107.4 million at Seprember 30,
1997 to $85.3 million at Seprember 30, 1998. The reduc-
tion in FHLB borrowings was primarily the resulc of
an increase in customer deposits that were used w repay
borrowings during the period.

Sharcholders’ equity decreased $1.2 million, or 2.8%,
to $42.3 million ar Seprember 30, 1998 from $43.5 mil-
lion at September 30, 1997. The deciease in share-
holders” equity is the result of stock repurchases and the
payment of cash dividends on common siock in an
amount greater than net earnings for the period.

Results of Operations

The following discussion of the Company’s results of oper-
ations should be read in conjunction with the Sclected
Consolidated Financial Information and Consolidated
Financial Staternents and the related notes included else-
where berein.

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 the difference, or spread, between the
average yield on interest-earning assets and the average rate
paid on interest-bearing liabilities. The interest rate spread
is affecred by regulatory, econornic, and competitive factors
that influence interest rates, loan demand, and deposit
flows. The Company, like other financial insticutions, is
subjecr to interest rate risk to the extent thar its interese-
earning assets matuie o1 reprice ar different times, or on a
different basts, than its interest-bearing liabilities.

The Company’s noninterest income consists primati-
ly of feks charged on transaction accounts and for the
origination of loans, both of which help offser the costs
associated with establishing and maintaining deposic
and loan accounts. In addition, noninterest income is
derived from the activities of First Federals wholly-owned
subsidiaries, First Services Financial Limited and Brook-
ings Service Corporation. Both engage in the sale of
various non-insured investment products. Historically, the
Company has not derived significant income as a tesult
of gains on the sale of securities and other assets. However,
during the years ended September 30, 1998, 1997, and
1996, gains were recorded in the amounts of $399,000,
£217,000, and $79,000, respectively, as a resule of the safe
of securities available for sale.

On Seprember 30, 1996, federal legislacion was signed
into law requiring that all theift institutions pay a one-time
assessment to restore the Savings Association Insurance
Fund (SAJF) to its statutory reserve level of at least 1.25%
of imsured depositor accounts. The assessment was
0.657% of First Federal’s insured deposits as of March 31,
1995, including those held by lowa Savings at that date.
As a result of the special assessment, the Company
recogmized 2 pre-tax charge of $1.27 million, or $795,000
net of refated income raxes, as of the Seprember 30, 1996
effective date of the legislation.
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The following rable sets forch the weighted average effective interest rate on interest-earning assets and incerest-bearing
liabiliries at the end of each of the years presented.

Ar Seprember 30, 1998 1997 1996
WEIGHTED AVERAGE YIELD ON
Loans receivable . rerareieanranres e - 8.80% 8.849% 8.74%
Mortgage-backed securities....... . cerrenars A 5 734 7.06
Securities available for sale ............ ot S e Errar - 6.50 6.63 5.99
Other interest-carning assefs........ — © 535 557 5.04
Combined weighted average yield on intcrest-earning assets .......... - .. 815 8.12 7.87
WEIGHTED AVERAGE RATE PAID ON
Demand, NOW deposits and Money Market oo -~ 2,81 2.11 2.35
Savings deposits -...... , e thamerrinasans "3.56 3.63 3.22
Time depo‘:trjm S T V. O . 587 578
FHLB advances ...... et b S e : weo- 391 5.86 5.81
Other borrowed money ..... S < -—5.68 5.64 5.48
Combined weighred average rate paid on
interest-bearing liabilities........... : YR S N 5.37 5.03 I
|
T . N 2.76% 2.75% 2.84%

RATE/VOLUME ANALYSIS

The following schedule presents the dollar amaunt of changes in interest income and incerest expense for major components of inrerest
earning assets and interesr-bearing liabilities, It distinguishes between the increase related to higher ourstanding balances and thac due o
the levels and volatility of interest rates. For each category of interest-earning assets and interest-bearing liabilities, information is pro-
vided on changes artibutable to (i) changes in volume (i.e., changes in volume multiplied by old raze) and (i) changes in cate (i.e., changes
in rate mu[upl.led by old volume)}. For purposes of chis table, Chang-:s arrributable to both rate 2nd volume, which cannot be segregared
have been allocated proportlonatety ta the ch.mge due to volume znd the cna.nge due ro rare.

Year Ended Seprember 30, 1998 vs. 1997 . 1997 ve. 1996
Increase Increase Total Increase Increase Toral
(Decrease) (Decrease) Increase {Decrease) {Decrease) Increase
Due o Volume  Due to Rate (Decrease) Due to Yolume  Due ro Rate {Decrease)
{Itt THOUSANDS)
INTEREST-EARNING
ASSETS
Loans reccivablé.u...cmrrssmeessenen- $ a6s $ 43 $ 622 $ 3,700 $ 166 $ 3,366
Mortgage-backed securires ........ 1,402 (65} 1,337 (113) (65) (180)
Securities available for sale........... 814 293 1,107, 836 93 929
FHLB stock - (2) o 1m . (13 63 - (1o) — 53 . - .
Toral interest-earning 25525 «.conne... $ 2,879 § 175 $ 3,054 . $ 4,484 £ 184 % 4668 .
INTEREST-BEARING
LIABILITIES
Demand and NOW deposits ...... $ 101 $ 17 $ 118 § 9 $ 63 $ 154
Savings deposits . mimemrmeremraran Lo (12 3 {4} 140 (36) 104
Time deposits . 1,403 {&67) 1,336 1,825 134 1,959
FHLB advances ..o, - 860 {153) 707 688 111 799
Orher borrowed m&nc}’ ............ — -8 32 14 A | {16} . &4 . e
Toul interest-bearing liabilidies ... . $ 2,334 $ (63 32171 . o § 2824 ' § 2%  $3080
Nert effect on ner interest income $ 545 $ 338 $ 883 $ 1,660 I ) $ 1,588
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AVERAGE BALANCES, INTEREST RATES AND YIELDS
The following table presents for the periods indicated che total dollar amount of interess income from average interese-earning assets and the resulmne
vields, as well as the interest expense on average interest-bearing fiabilities, expressed both in dollars and rates. No max cquivalent adjusements have been
made. Al average balances ace quarterly average balances. Non-acerving loans have been included in the tble as loans cartying a zero yickd

Year Ended Scprember 30,

INTEREST-EARNING
ASSETS

Loans receivable([}
Mortgage-backed securities
Securiries available for sale

FHLB stock

Towal interesz-earning assets
Noninterest-sarning asscts

Total Assets

INTEREST-BEARING
LIABILITIES
Demand and NOW deposits
Savings deposits
Time deposits
FHILB advances
Other borrowed money
Total interest-bearing liabilicies
Noninterest-bearing;:

Deposits

Liabilities
Toeal liabilities
Shareholders” equity
Total liabilitics and
sharcholders equity

Ner jnterest-earning assets

Net interest income

Ner interest rate spread

Nee yield on average interest-
earning asscis

Aversge inTerest-carning assels ©
average interest-bearing liabilides

Average
Qutstanding
Balance

$ 256,482
52,722
78,789

5514
393,507

18415

$ 411,922

$ 34202
20,690
203,932
95,318

3,473

357,025

5,646
5,956
368,627

43,295

$411,92

§ 56482

110.22%
—_———

1998

Interest

Earned
{Paid

§ 23,055
3.678
4,952

374

§ 32,059

933
502
11,998
5,593
204

$19,230

$ 12,829

Yield
[Raze

8.99%
6.98
6.29
6.78
8.15%

2.73%
2.50
5.88
5.87

- 5.87

5.39%

2.76%

3.26%

Average
Ouistanding
Balance

$ 249,076
32,618
65,843

5,546
353,083
19,408

3 572,491

$ 30,398
20,538
180,088
80,685
_ 3543

315,252
5,619
8,320

329,191

43,300
$ 372491

§ 37,831

1i2.00%
—_

(1} Calenlated ne of deferred loan foes, loan discounss, loans in process and low reserves.

1997
Interest
Earned
/Paid

$ 22,433 .

2,341
3,845
386

$ 29,005

Yield
{Rare

2.01%
7.18
5.84
6.96
8.21%

2.68%
246
5.92
6.06
536

541% .

Average
Qutstanding

Balance
{In THOUSANDS)

$ 207,983
34,213
51,494

__4p4d

293,334
13417
$ 311,751

$ 26730
14,906
149,247
69,265

2,198

262,346
2,647
7,369

272,962

38789
$311.751

$ 35988

113.72%
—_———=

1996
Interest
Earned
fPaid

$ 18,567
2,521
2,916

333

§ 24,337

402
8,703
4,087

126

§13979

Yield
fRate

8.93%
737
5.66
7.7
8.16%

247%
270
5.83
5.90
5.73
5.33%

1.83%

|

A=
'S
~
S

|
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COMPARISON OF OPERATING RESULTS FOR THE YEARS ENDED
SEPTEMBER 30, 1998 AND SEPTEMBER 30, 1997

General Net income for the year ended September 30,
1998 decreased $857,000, or 23.5%, ro $2,785,000, from
$3,642,000 for the same period ended Seprember 30,
1997. The decrease in net income reflects a one-time
charge to provision for foan and foreclosed real estare losses
in the pre-tax amount of $1,500,000. The one-time charge
was taken to increase the allowance for loan and fore-
closed real escate losses, related primarily to mismanage-
ment and possible fraud by one loan officer that is no
fonger with the Company:

Net Interest Income The Company’s net interest income
for the year ended Seprember 30, 1998 increased by
$883,000, or 7.4%, tw $12,829,000 compared to
$11,946,000 for the same period ended September 30,
1997. The increase in net interest income reflects an over-
all increase in the balance of average interest-earning assets
during the period. The net yield on average earning assers
decreased o 3.26% for the period ended September 30,
1998 from 3.38% for the same period in 1997. The
decrease in net yield is due o a decline in total average
interest-earning assets compared to total average interest-
bearing liabilities and an increase in the average balance of
non-accruing loans during the 1998 period.

During recent years, cthe 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 con-
sumer, commercial business, and agricultural business
loans. The Company anticipates activity in this type of
lending will continue in future years. Net interest income
is expected to continue an upward trend as a result of this
ype of lending activity. Interest rate yields are generally
higher on these loan praducts compared to yields provid-
ed by conventional single-family residenrial real estate
loans. This lending activity is considered to carry a high-
er level of risk due to the narure of the collateral and the
size of individual loans. As such, the Company anticipares
continued increases in its allowance for loan losses as a
result of dhis lending activity.

Interest Income  Interest income for the year ended
Seprember 30, 1998 increased $3,054,000, or 10.5%, to
$32,052,000 from $29,005,000 for the same period in
1997. The increase reflects a $2,444,000 increase in incer-
est earned on the portfolio of securtities available for
sale, which increased to $8,630,000 for the year ended
September 30, 1998, fiom $6,185,000 in 1997. The
increase in interest income from securities sesulied from a
higher average securities portfolio balance and, to a less-

er extent, to a higher average yield on the securities pore-
folio during fiscal 1998 compared to 1997. In addition,
interest income increased due to a $622,000 increase in
interest carned on the loan porrfolio as a result of a high-
er average loan portfolio balance during fiscal 1998 com-

pared to 1997.

Interest Expense Tnterest expense increased $2,171,000, or
12.7%, to $19,230,000 for the year ended Seprember 30,
1998 from $17,059,000 for the same period in 1997. The
increase in interest expense is due to increases in the
average owstanding balance of demand deposits, dime
deposits, and FHLB advances during the year ended Sep-
tember 30, 1998, compared to the same period in 1997,
The increase in the average balance of demand and time
deposits resulted from internal growth of the deposit port-
folio. The average balance of FHLB advapces increased
due to borrowing activity throughout the period used
primarily to fund growth of the loan porrfolio and the
purchase of securites available for sale. The increase in
interest expense was partially offser by lower interest rates
paid on time deposits and FHLB borrowings during the
year ended September 30, 1998, compared to the previous
year, as market interest rates generally have wrended down-
ward.

Provision for Loan Losses The provision for loan losses for
the year ended Seprember 30, 1998 was $1,663,000 com-
pared to $120,000 for the same period in 1997. During
1998, the Company determined that an agriculrucal loan
officer located in a subsidiary branch office had, through
abuse of position and misrepresentation to management,
authorized the disbursernent of funds on loans for which
collateral was inadequate. In addition, the possibilicy of
fraud exists related to self-dealing by the loan officer in the
disbursement of loan proceeds to persons and enrities with
which the loan officer was affiliawed. This mismanage-
ment and possible fraud was discovered as a result of the

Company’s routine internal audic procedures. The loan

officer involved is no longer with the Company. The
Company lras contacred authorities, and an investiga-
tion is in process at this time. A thorough review was
performed by the Company of the accounts ja which the
loan officer was involved. Management believes it has
identified all loans for which material weaknesses exist and
has classified those loans accordingly.

Based on the resulting increase in classified assets,
management consicdered it prudent to increase the allow-
ance for losses through an additional charge to the provi-
sion for loan losses in the amount of $1.3 million and 2
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COMPARISON OF OPERATING RESULTS FOR
SEPTEMBER 30, 1998 AND SEPTEMBER 30,

charge to provision for loss on foreclosed real estate in the
amount of $200,000. These amounts were charged
against income during the quarter ended March 31, 1998.
Future recoveries are dependent on the ultimate tesolugion
of weaknesses found in the loans, which can not be deter-
mined at this time, and any insurance proceeds that may
be recetved. ‘

Management believes thar, based on a detail review of
the loan portfolio, historc [oan losses, current economic
conditions, and other factors, the current level of provision
for loan losses, and the resulting level of the allowance for
loan losses, reflects an adequate reserve against potencial
losses from the loan portfolic.

Currene economic conditons in the agricuoural
sector of the Company’s market area indicate potential
weakness due to historically low commodity prices. The
agricultural economy is accustomed to commodity price
fluctuations and is generally able to handle such fluctua-
tions withour significant problem. However, an extended
period of low comnmodity prices could result in weakness
of the Company’s agricultural loan portfolio and could
creare a need for the Company to increase jts allowance for
loan losses through increased charges to provision for loan
losses.

Although the Company maintains its allowance for
loan losses at a level that it considers o be adequate, there
can be no assurance thae future losses will not exceed esti-
mated amounts, or that additional provisions for loan loss-
es will not be required in future periods. In addition, the
Company’s determination of the allowance for loan losses
is subject to review by its regulatory agencies, which can
require the establishment of additional general or specific

allowances.

Noninterest Income Noninterest income for the year
ended Seprember 30, 1998 increased $174,000, or

COMPARISON OF QGPERATING RESULTS FOR
SEPTEMBER 30, 1997 AND SEPTEMBER 30,

General Net income for the year ended September 30,
1997 increased $1,228,000, or 50.9%, to $3,642,000, from
$2,414,000 for the same period ended September 30,
1996. The increase in net income reflects increases in net
interest incorue and non-interest income, and a reduction
in non-interest expense. Previous year net income reflects
the one-time special assessment to recapitalize SAIE which
reduced ner income by $795,000, net of income taxes.

Ner Interest Income The Company’s net interest income

THE YEARS ENDED
1987 (Contnued)

10.2%, o $1,875,000 from $1,701,000 for the same
period in 1997. The increase in noninrerest incorme
reflects an increase in loan fees and deposic service charges
of $155,000 for fiscal 1998 compared to the same period
in 1997 as a result of increased lending activity and
increased activity on fransaction accounts subject to
service charges, In addition, gain on sales of securities
available for sale increased by $182,000 for the year ended
Septernber 30, 1998 compared to 1997. Nonincerest
income was reduced for fiscal 1998 compared to 1997 due
to 2 decline in brokerage commissions from sales of
non-insured investment products through First Federal’s
subsidiaries and as a resulr of an increase in net loss on

sales of foreclosed real estate.

Noninzerest Expense Noninterest expense increased by
$870,000, or 11.8%, to $8,252,000 for the year ended
Septemnber 30, 1998 compared to $7.382,000 for the
samae period in 1997. Noninterest expense for employee
compensation and benefits, and occupancy and equip-
ment expense increased during fiscal 1998, compared to
the same period in 1997, primarily as a result of the full
year operation of 2 new branch office in West Des Moines,
Jowa. In addition, noninterest expense reflects a
$299,000 charge to provision for potential loss on real
estate primarily related to a 104 unit apartment complex
located in Madison, Wisconsin, which was acquired
through foreclosure during fiscal 1998.

Income Tax Expense Income tax expense decreased by
$498,000, or 19.9%, to $2,004,000 for the year ended
September 30, 1998 from $2,502,000 for the same period
in 1997, The decrease in income 1ax expense reflects the
decrease in the level of wwrable income for the period
ended Sepiermber 30, 1998 cornpared to dhe same period
in 1997.

THE YEARS ENDED
1896

for the year ended Seprember 30, 1997 increased by
$1,587,000, or 15.3%, w $11,946,000 compared w
$10,359,000 for the same period ended September 30,
1996. The increase in net knterest income reflects an over-
all increase in average interest-earning assers during the
period resulting from the acquisition of Central West at
September 30, 1996, and inrernal increases in the portfo-
lio of loans and securities. The net yicld on average earn-
ing assets decreased 1o 3.38% for the period ended Sep-
tember 30, 1997 from 3.47% for the same period in 1996.

| e e s
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COMPARISON OF OPERATING RESULTS FOR THE YEARS ENDED
SEPTEMBER 30, 1987 AND SEPTEMBER 30, 1996 (Continued)

The decrease in net yield is due primarily to a decline in
net average interest-carning assets and an increase in the
averaoe halanee Af mancamcrming [nane duirieg the

1Q0
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period.

Interest Incowe  Interest income for the year ended
September 30, 1997 increased $4,668,000, or 19.2%, to
$29,005,000 from $24,337,000 for the same period in
1996. The increase Is primarily due to a $3,866,000
increase in interest ecarned on the loan pordolio, w
$22,433,000 for the year ended September 30, 1997,
from $18,567,000 in 1956, The increase in loan inrerest
income resulted from higher average loan portfolio bal-
ances due to internal growth of the loan pordfolio and
the acquisition of Cencral West and, to a lesser extent, to
a higher average yield on the loan portfolio during che
period.

Interest Expense Interest expense increased $3,080,000,
or 22.0%, to $17,059,000 for the peried ended
September 30, 1997 from $13,979,000 for the same
period in 1996. The increase in interest expense is due
10 increases in the average outstanding balance of time
deposits and FHLB advances during the year ended
September 30, 1997, compared ro 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 advances
increased due to borrowing acuivity throughout the
period used primarily ro fund growth of the loan port-
folio and to fund the purchase of securities. To a lesser
extent, the increase in interesc expense zeflects higher
interest rates paid on interest-bearing labilities during
the year ended Seprember 30, 1997, compared to the
previous year.

Provision for Loar Losses The provision for loan losses
for the year ended September 30, 1997 was $120,000
compared to $100,000 for the same period in 1996.

Noninterest Income Noninterest income for the year
ended Seprember 30, 1997 increased $282,000, or
19.9%, 10 $1,701,000 from $1,419,000 for the same peri-
od in 1996. The increase in noninterest income reflects an
increase from loan fees and deposit 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 vear ended September 30,
1597 compared to 1996. Noninterest income was reduced
for fiscal 1997 compared to 1996 due 1o 2 $223,000
decline in brokerage commissions as a result of a decline in
sales of noo-insured investment products through First
Federal’s subsidiaries.

Noninterest Expense Noninterest expense decreased by
$186,000, or 2.5%, to $7,382,000 for the year ended
September 30, 1997 compared to $7,568,000 for the
same period in 1996. The decrease in noninterest expense
reflects the fiscal 1996 payment of 2 one-time special
assessment in the amount of $1,266,000, pre-tax, for the
recapitalization of SAIE In addition, noninterest expense
was reduced as a resulr of federal legislation thar reduced
deposit insurance premiums during the year ended
Seprember 30, 1997. Noninterest expense for employee
compensation and benefits, and occupancy and equip-
ment expense, increased dhiring fiscal 1997, compared to
the same pesiod in 1996, as a result of che acquisition of
Central West at Seprember 30, 1996, and as a result of 2
new branch office opening in Des Moines, Towa.

Income Tie Expesse Income tax expense increased by
$806,000, or 47.5%, ro $2,502,000 for the year ended
September 30, 1997 from $1,696,000 for the same period
in 1994. The increase in income tax cxpense reflects the
increase in the fevel of taxable income for the period ended
September 30, 1997 compared o the same period in
1996.

ASSET/LIABILITY MANAGEMENT AND MARKET RISK

Qualitative Aspects of Marker Risk As stated above, the
Company derives its income primarily from the excess of
interest collected over interest paid. The rates of interest the
Company earns on assets and pays on liabilides generally
are established contractually for a period of time. Market
interest rates change over time. Accordingly, the Com-
pany’s results of operations, like those of many financial

institution holding companies and financial institutions,
are impacted by changes in interest rates and the interest
Tate senshivity of ies assets and liabilities, The risk associat-
ed with changes in interest rates and the Company’s ability
ter adapt o these changes is known as interest rate risk and
is the Company's significant market tisk,
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ASSET/LIABILITY MANAGEMENT AND MABKET RISK {Cominued)

Quantitative Aspects af Marker Risk In an awempt to
manage the Companys exposure to changes in interest
rates and comply with applicable regulations, we monitor
the Company’s Interest rate risk. In monitoring interest
rate risk we continually analyze and manage assets and lia-
bilities based on their payment strearns and interest rates,
the timing of their marurities, and their sensitviry to actu-
al or potential changes in market interest rates.

An asser or liability is interest rate sensitive within a

In"IP r'mrlnrf !'F't 'J.-i. mante Or enrice

time peried if i ture or seprice
time period. If the Companys assets mature of reprice
more rapidly or to a greater extent than its liabilities, tien
net portfolio value and net interest income would tend to
increase during periods of rising Interest rates and decrease
during periods of falling interest rases. Conversely; if the
Company’s assets mature o reprice more slowly or to a less-
er extent than its liabilities, then net portfolio value and
net interest income would tend o dc:crea:,e c[unng pf:nods
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interest rates.

The Company currentdy focuses lending efforts
voward originating and purchasing competitively priced
adjustable-rate and fixed-rate loan products wish relatively
short rerms to maturity, generally 15 years or less. This
allows the Company to maintain a portfolio of loans that
will be sensitive to changes in the level of interest rates
while providing a reasonable spread to the cost of liabiliries
used to fund the loans.

The Conmpany’s primary objective for its investment
portfalio is to provide the liquidity necessary to meet loan
funding needs. The investment portfolio is also used in
the ongoing management of changes o the Company’s
asset/liability mix, while conuibuting to profiabiliry
through earnings flow. The investment policy generally
calls for funds to be invested among various categories of
security types and maturities based upon the Companys
need for liquidity, desire to achieve a proper balance
between minimizing risk while maximizing yield, cthe need
to provide collateral for borrowings, and to Afill the
Company's assetfliability management goals.

The Company’s cost of .ﬁ_-:!r_!s responds ta chan,
interest rates duc to the relarively short—term nature UF its
deposit portfolio. Consequently, the resubts of operations
are generally influenced by the Jevel of short-term interest
rates. The Company offers a range of marurides on its
deposit produces ar competitive rates and monitors the
marurities on an ongoing basis.

The Company emphasizes and promores its savings,
moncy market, demand and NOW accounts and, subject

(‘Q “'\

to marlket conditions, certificates of deposic with marrities
of six months through five years, principally from its pri-
mary market area. The savings and NOW accounts tend
to be less susceptible to rapid changes in interest rates.

o managing irs asset/liability mix, the Company, at
times, depending on the relationship between long- and
short-term interest rates, marker conditions, and consumer
preference, may place somewhat greater emphasis on
maximizing its net interest margin than on strictly march-
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Management believes the increased net income thar may
result from an acceptable mismarch in the actual maturity
or repricing of its asset and liabilicy portfolios can, during
perfods of declining or stable inrerest rates, provide suffi-
cient returns to justify the inceeased exposure w sudden
and unexpecred increases in interest rates which may result
from such a mismarch. The Company has established
lirnits, which may change from time to time, on the level

ant‘l [abiliries
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however, that in the event of an adverse change in interest
rates, the Company’s efforts to limit interest rate risk will be
successhul.

Net Portfolio Value The Company uses a Net Portfolio
Value {“NFV”) approach to the quantification of interest
rate gk, This approach calculates the difference berween
the present value of expected cash flows from assets and
the present value of expected cash flows from liabilites,
as well as cash flows fiom off-balance-sheet conrracts.
Management of the Company’s assets and liabilities is per-
formed within the context of the marketplace, bur also
within limies established by the Board of Directors on the
amount of change in NPV that is acceprable given certain
interest rate changes.

Presented below, as of September 30, 1998, is an
analysis of the Company’s interest rate risk as measured by
changes in NPV for an instantanecus and suswined
parallel shift in the yield curve, in 100 basis point incre-
ments, up and down 300 basis points. As illustrated in the
tble, the Company’s NPV is more sensicive 1o rising rate
This occurs primarily

changes than dedlining raes.
because, as rates ise, the market value of fixed-rate loans
declines due both to the rate increase and the related
slowing of prepayments on loans. When rates decline, the
Company does not experience a significant rise in marker
value for these Joans because borrowers prepay at relatively
higher races. The value of the Company’s deposits and
borrowings change in approximarely the same proportion

in rising and falling rate scenarios.
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ASSET/LIABILITY MANAGEMENT AND MARKET RISK {Continued)
) ) e - - A Seprember 30, 1998
Change in Incerest Rare Board Limit
{Basis Points) % Change $ Change % Change
(DOLLARS IN THOUSANDS)
+300 bp (500% $(5,579 (13)%
+200 bp (40) (2,957) @)
+100 bp (25) (1,477) 3
0bp - — —_
- 100 bp (10) 1,115 3
- 200 bp (15) 1,877 4
- 300 bp (20) 2,284 5

Certain shorecomings are inherent in the method of
analysis prescnted in the foregoing tables. For example,
although cerwain assets and [iabilities may have similar
maturities or periods t repricing, they may react in
different degrees to changes in marker interest rates. Also,
the interest rates on cerrain types of assets and liabilities
may fluctuate in advance of changes in market interest
rates, while interest rates on other types may lag behind
changes in market cawes. Addidonally, certain assets such
as adjustable-rate morigage loans, have features which
restrict changes in interest rates on a short-term basis and
over the life of the asser. Further, in the event of a change
in interest rates, prepayments and early withdrawal levels
would likely deviate from those assumed in calculating the
rables. Finally, the ability of some borrowers to service their
debr may decrease in the event of an interest rate increase.
The Company considers all of these factors in monitoring
its exposure to interest rate risk.

The Office of Thiift Supervision (“OTS”) issued a
regularion which uses a net marker value methodology 1o
measure the interest rate risk exposure of thrift institurions.
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’
NPV in an amount not to exceed two percent of the present

[ e R S NI R

value of irs agsers. Thiif 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 berween (a) the instinurion’s acrual
caleulated exposure to a 200 basis poine interest rare
increase or decrease (whichever results in the greater pro
forma dectease in NPV) and (b} its “normal” fevel of expo-
sure which is 2.009% of the present value of its assets. The

1 i ccome effective uneil the
IPm-D.ll?.UOQ, however, will not become effective undl the

OTS evaluates the process by which thrift instinrtions may
appeal an iaterest rate risk deduction decermination. It is

uncertain as to when this evaluation may be completed.

Management reviews the OTS measurements and
related peer seports on a quarterly basis. In addidon to
monitoring selected measures of NPV, management also
monitors the effects on ner 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.

Asser Qualizy 1t is mmanagermends belief, based on informa-
tion available, thar the Company’s historic level of asset
quality has been satisfactory. During fiscal year 1998, how-
ever, the Company experienced a significant increase in
the level of its non-performing assers. At September 30,
1998, non-performing assets, consisting of non-accruing
loans, real estate owned and répossessed consumer proper-
ty; totaled $8,132,000, or 1.94% of toral assets, compared
to $3,313,000, or 0.82% of total assets, for the fiscal year
ended 1997. The increase in non-performing assets for
fiscal 1998 as compared to 1997 includes a $1,449,000
increase in non-accruing agricultural operating [oans, a
$3,623,000 increase in accruing loans more than 90 days
delinquent related to 2 paricipation loan on four nussing
homes located in Minnesora and a $907,000 increase in
foreclosed asscts duc to the acquisition chrough foreclosure
of an apartment complex located in Madison, Wisconsin,
The increase in non-performing assets reflects an
increased level of delinquencies in the Company’s agricul-
tucal loan portfolio due primarily to weakness in the
underwriting process as a result of abuse of position and
misrepresentation to management by an agriculeural loan
officer who is a0 longer with the Company. Several loans
underwritten by chis loan officer were not underwritten
following the written guidelines established by the
Company, and has resulted in higher than normal levels of
loan delinquency and increased risk of loss on these loans.
The Company has performed a thorough review of all loans

g




First Midwest Financial, Inc. and Subsidiaries

ASSET/LIABILITY MANAGEMENT AND MARKET RISK (Contaued)

underwritcen by this loan officer and has increased it
allowance for Joan loss accordingly. The Company has
implemented internal conwol procedures designed
prevent this situation from recurring.

The increase in non-performing assets also relates to
2 participadon loan in the amount of $3,858,000 at
Septernber 30, 1998 seaured by four nursing howmes locat-
ed in Mionesota. This loan was delinquent more than
90 days ac Seprember 30, 1998 due 1o a disruption in the
borrower’s cash flow. Subsequent to September 30, 1998,
this loan was restructured wich a reduction of the loan bal-
ance 1o $1,010,000 and all accrued inverest paid current.
The new loan is secured by one nursing home located in
Minnesota.  Also during fiscal 1998, the Company
acquired dirough foreclosure 2 104 unit apartment com-
plex located in Madison, “Wisconsin. The Company has a
58% participation interest in this property. Subsequent to
September 30, 1998, a signed contracr has been received for
the purchase of this property, subject o due diligence by
the buyer, at a net sales price approximatcly equal to the
Company’s carrying value ac fiscal year end.

Liguidity and Sources of Funds The Company’s primary
sources of funds are deposits, borrowings, principal and
interest payments on loans and roortgage-backed securi-
ties, and macuring investment securides. While scheduled
loan repayments and maturing investments are relatively
predictable, deposic flows and early loan repayments are
influenced by the level of interest rates, general economic
conditions, and competition.

Federal regulations require First Federal ro maintain
minimum fevels of liquid assers. Currently, First Federal is
required to maineain liquid assets of at least 4% of the aver-
age daily balance of net withdrawable savings deposits

. and borrowings payable on demand in one year or less dur-

ing the preceding calendar quarter. Liquid assets for pur-
poses of this ratio include cash, certain time deposits, U.S.
Government, governmental agency, and corporate securi-
ties and obligations, unless otherwise pledged. First Federal
has historically maintained its liquidicy ratio at levels in
excess of those required. First Federal’s regulatory liquidicy
ratios were 15.4%, 9.8%, and 5.4% at September 30,
1998, 1997 and 1996, respectively.

Liquidity management is both a daily and long-term
function of the Company’s management suwategy. The
Company adjusts its invesunents in liquid assets based
upon management’s assessment of (i) expected loan
demand in the Company’s market are, (if) the projecred
availability of purchased loan products, (i) expected
deposit flows, (iv) yields awailable on interest-bearing
deposits, and (v) the objectives of its asset/liability man-

agement programl. Excess liguidity is generally invested
in interest-carning ovetnight deposits and other short-
term government agency obligations. If the Company
requires funds beyond its ability to generare them internal-
ly, it has additional borrowing capacity with the Federal
Home Loan Bank of Des Moines and has collateral eligible
for use with reverse repurchase agreements.

The primary investing activities of the Company are
the origination and purchase of loans and the purchase of
securities.  During the years ended Seprember 30, 1998,
1997 and 1996, the Company originated loans of $147.2
million, $135.7 million and $90.6 million, respectively.
Purchases of loans tuled $36.9 million, $29.8 rillion
and $25.0 million during the years ended September 30,
1998, 1997 and 1996, respectively. During the years
ended September 30, 1998, 1997 and 1996, the Company
purchased mortgage-backed securities and other securities
available for sale in the amount of $89.9 million,
$67.6 million and $121.0 million, respeceively.

At September 30, 1998, the Company had outstand-
ing commitments to otiginate and purchase loans of
$27.4 million. {See Note 16 of Notes w Consolidated
Financial Statements.) Certificates of deposit scheduled
to marure in one year or less from Seprember 30, 1998
total $143.1 million. Based on its historical experience,
management believes that a significant portion of such
deposics will remain with the Company, however, there can
be no assurance that the Company can retain all such
deposits. Management believes, however, that loan repay-
ment and other sources of funds will be adequate to meet
the Company’s foreseeable short- and long-term liquidicy
needs. -
On September 20, 1993, the Bank converted from 2
federally chartered murual savings and loan association to
a federally chartered stock savings bank. At that droe, a
liquidation account was established for the benefit of
eligible account holders who continue 0 maintain their
account with the Bank after the conversion. The liquida-
tion account is reduced annually to the extent thar eligible
account holders have reduced their qualifying deposits. Ar
September 30, 1998, the liquidation account approximat-
ed $2.6 million.

Under the Financial Institution’s Reforrn, Recovery,
and Enforcement Act of 1989 (“FIRREA”) and the
Federal Deposit Instrance Aet of 1991 (“FDICIA”), the
capital requirements applicable to all financial institutions,
including First Federal and Security, were substantally
increased. First Federal and Security are in {ull compliance
with the fully phased-in capital requirements. (See Note
15 of Notes to Consolidated Financial Statements.)
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Impact of Inflation and Changing Prices The
Consolidared Financial Statements and Notes thereto pre-
sented herein have been prepared in accordance with gen-
erally accepted accounting principles, which require the
measurement of financial position and aperating results in
terms of historical dollars without considering the change
in the relative purchasing power of money over time due to
inflation. The primary impace of inflation is reflected in
the increased cost of the Company’s opecations. Unlike
most industrial companies, virtually all the assets and lia-
bilities of the Company are monetary in nature. As a
result, interest rates generally have a more significant
impact on a financial instirution’s performance than do the
effects of general levels of inflation. Interest races 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 During the next
few years, new accounting pronouncements that have
been issued will take effect and others are expecred. These
are summarized below.

In the future, several new accounring pronouncements
will be implemented. Statement No. 130 requires “other
comprehensive income” and “comprehensive income” tw
be displayed along with net income. Other comprehen-

; ins and losse
sive income includes changes in unrealized gains and losses

on available for sale securities, the offser of some pension
liabilities currently recorded as reductions in equiry,
foreign currency translation and, in the furure, will also
include deferred hedging gains and losses. Comprehensive
income is net income plus other comprehensive income.

Statemenr No. 131 for public companies redefines
segment teporting 1o follow how each company’s chief
operating decision maker gets information about business
segments to make oneral,:mrv decisions.

Statement No. 132 increases and revises pension plan
disclosures for public companies, and simplifies such
disclosures for nonpublic companies.

The Company is aware of the issues associated wich the
programming code in existing computer systems as the
year 2000 approaches. The issue is whether compurer
"systems will properly recognize dare sensitive informa-
tion when the year changes ro 2000. Systems thar do not
properly recognize such information could generate
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The \_-UHIP-UI}' is
heavily dependent on computer processing in its business
activities and the Year 2000 issue creates risk for the

Sutement No. 133 on derivatives will, 1n 2000,
require all derivatives to be recorded at fair value in the
balance sheer, with changes m fair value run glu'guah
income. If derivatives are documented and effective as
hedges, the change in the derivarive fair value will be offser
by an equal change in the fair value of the hedged item.

Statement No. 134 on mortgage banking will, in
1999, allow mortgage loans that are securitized to be
classified as trading, available for sale or, in cermin circum-
stances, held to maturicy. Currently these muse be classified
as trading,

Implementation guidance on Starement No. 125 will
clarify the requirement for loan paricipations to contain
the right for the purchaser to resell the participadon, to
avoid classifying the participation as a secured borrowing
instead of 2 reduction of loans.

Proposals will require thar purchased loans, including
those acquired in the purchase of an entire bank, be record-
ed net of estimated uncollectible loans. This means that
no allowance for Ioan losses will carry over or be recorded
except through subsequent expense, although subsequent
losses equal to the amount estimated at purchase will not
be shown as charge-offs.

The AICPA guidance for financial instirudons in
its accounring guide will be revised to conform to current
Ltem?:'mc, m..u'u, a ff:"\'rv ;_h::,u‘ges, and combine the Dam:-
ing/savings guide, credit union and finance company
guides, eliminating some differences therein. Some changes
will be to disclose loans past due 90 days or more that are
still on accrual and to disclose the policy for charging-off
loans.

The FASB cenrinues to study several issuss, including
recording all financial instruments atr fair value and
abolishing pooling of interests accounting, Also, ir is

likely thar APB 25% measurement for stock option plans

will be limited ro employees and not to nonemployees such
as directors, thereby causing compensation expense for
stock options 1o directors.

YEAR 2000 ISSUES

Company from unforescen problems in the Company’s
computer system and from third parties whom the
Company uses to process information. Such failures of the
Company’s computer system and/or third parties compur-
er systems could have a material impact on the Company’s
ability to conducr its business.

The Company’s primary daea processing is provided
by a major third party vendor. This provider has advised
the Company that it has completed the renovation of its




First Midwest Financial, Inc. and Subsidiaries

YEAR 2000 ISSUES (Contimued)

system to be Year 2000 ready, and is currendy in process of
providing users of the system the opportunity to test the
system for readiness. The Company plans to perform its
initial test of the data processing provider’s system for Year
2000 readiness by December 31, 1998.

The Company has performed an assessment of its
computer hardware and sofrware, and has determined
those systerns that require upgrade to be Year 2000 ready.
Such upgrades have cither been completed or will be
completed by December 31, 1998. In additon, the
Company has reviewed other external third party vendors
that provide services to the Company (ie. usility compa-
nies, electronic funds wansfer providers, alarm compartics,
insurance providers, loan participation companies, and
mortgage loan secondary market agencics), and has
requested or already received certification letters from chese
vendors that their systems will be Year 2000 ready on 2
timely basis. Testing will be performed with these service
providers, where possible, t determine their Year 2000
readiness.

The Company could incu losses if loan payments are
delayed due to Year 2000 problems affecting significant
borrowers. The Company is communicating with such
parties to assess their progress in evaluating and imple-
menting any corrective measures required by them to be
Year 2000 ready. To date, the Company has not been

FORWARD-LOOKING STATEMENTS

The Company, and its wholly-owned subsidiaries First
Federal and Security, may from dime to time make “for-
ward-looking statements,” including statements con-
tained in the Company’s filings with the Securides and
Exchange Commission (the “SEC”), in its repotts to
sharcholders and in other communications by the Com-
pany, which are made in good faith by the Company
and the Banks pursuant o the “safe hatbor” provisions of
the Private Securides Litigation Reform Act of 1995.
These forward-looking statements include starernents
with respect to the Company’s and the Banks' beliefs,
expectations, estimates, and intentions, thatr are sutbject
to significant risks and uncertainties, and are subject to
change based on various factors (some of which are
beyond the Company’s and the Banks' control). The fol-
lowing factors, among others, could cause the Company’s
and the Banks' financial performance to differ materially
from the expectations, estimates, and intentions expressed
in such forward-looking statements: the swength of the
Ubited States economny in general and the stength of

advised by such parties that they do not have plans in place
to address and correct the issues associated with the Year
2000 problem; however, no assurance can be given as to
the adequacy of such plans or to the dmeliness of their
implementation. As part of the current credit approval
process, new and renewed loans are evaluated as to the
bosrower’s Year 2000 readiness.

Based on the Company’s review of its compurer sys-
tems, management believes the cost of the remediation
effort to make its sysierns Year 2000 ready will be approxi-
mately $60,000. In addition, it is estimated char 1,500
man houss will be incurred by Company personnel related
1o Year 2000 issucs at an approximare cost of $40,000.
Such costs will be charged to expense as they are incurred.

The Company has developed a Year 2000 contin-
gency plan thar addresses, among other issues, critical
operations and potential failures thereof, and strategies for
business continuation.

Although management believes the Company’s com-
puter systems and service providers will be Year 2000 ready,
there ¢can be no assurance that these systems, or those
systeras of other companies on which the Company's sys-
tems rely, will be fully functional in the Year 2000. Such
failure could have a significant adverse impact on the
financial condition and results of operations of the
Company.

the local economies in which the Company and the Banks
conduct operations; the effects of, and changes in, trade,
moncetary, and fiscal policies and laws, including ineerest
rate policies of the Federal Reserve Board; inflation, inter-
est rate, market, and monetary fluctuadons; the tmely
development of and acceptance of new products and ser-
vices of the Banks, and the perceived overall value of these
products and services by users; the impacr of changes in
financial services laws and regulations; technological
changes; acquisitions; changes in consumer spending and
saving babits; and the success of e Company and the
Banks at managing the risks involved in the foregoing.

The foregoing list of factors is not exclusive. Addi-
tional discussion of factors affecting the Company’s busi-
ness and prospects is conwained in the Company’s
periodic filings with the SEC. The Company does not
undertake, and expressly disclaims any intent or obliga-
tiog, to update any forward-looking statement, whether
written or oral, that may be made from time to dme by
or on behalf of the Company or the Banks.
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First Midwest Financial, Inc. and Subsidiaries
CONSOLIDATED BALANCE SHEETS

September 30, 1998 and 1997 1998
ASSETS
Cash and due from banks .... S --$ 908,984
Interest-bearing deposits in other ﬁnancml institurions - short-term........ 5,818,460
Federal funds sold....... - e -
Total cash and cash equivalents ... i 0,727,444
Ineerest-bearing deposits in other financial institutions
{cost approximates market value)....... SRV R -
Securities available for sale ....... —_— et - 120,609,531
Loans receivable, net of allowance for loan Iosses
of $2,908,902 in 1998 and $2,379,091 in 1997 eeecoreremeemeiee e . - 270,286,189
Federal Home Loan Bank (FHLB) stock, at cost . weeee - *B.505 200
Accrued interest receivable ... ivsriontierseneTesirennee T 7 4,968,607
Premises and equipment, net ...... u 4,048,945
Foreclosed real estave, net of allowances of $29) 5‘32 in 1998 and
$-0- in 1997............ . iaeile 1,063,317
Odher asstrs ... - e L esbb el semeesnen - - 9,170,562
Toral assets ... $418,380,395

LIABILITIES AND SHAREHOLDERS® EQUITY

Liabiliries
Noninterest-bearing demand deposits ......vuumrurmemsrerece massseeeres e areaneen - $ 4,971,562
Savings, NOW and moncy market demand deposits oocereeeccvccs - 57,755,615
Other time certificates of deposir......... cmesitins - - 221,130,975
Toral deposits ... . . 283,858,152
Advances from FHLB SIS - 85,263,562
Securities sold under agreements to rcpurchase ....... — 4,074,567
Other borrowings...... ; - * 550,000
Advances from borrowers for raxes and insurance ..... o 405,218
* Accrued interest payable..... _ 834,741

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

1,108,592

Toral ligbilities. - Vet - 376,094,832
S!iﬁfel‘ ldCIS’ Equu_y
Preferred stock, 800,000 shares authorized; none issued .ovmnroeesooooe. -
Coramon stock, $.01 par value; 5,200,000 shares authonzed;
2,957,999 shares issued and 2,553,245 shares ourstanding
at September 30, 1998; 2,957,999 shares isswed and 2,698,904
shares outstanding at September 30, 1997 eeeooeeeerevee s — 29,580
Additional paid-in capital..... - = 21,330,075
Retained carnings - substantially restricted ... 27,985,814
Ner unrealized appreciation on securities available for sale,
net of tax of $474,346 in 1998 and $568,013 in 1997 eereeooran, 798,820
Uncarned Employee Stock Ownership Plan shares .. (367,200
Treasury stock, 404,754 and 259,095 commen shares, at cost,
at Seprember 30, 1998 and 1997, respectively ... (7,491,526)
Toral sharcholders’ equity ....... 42285563

Total liabilities and shareholders” equity .vuevevrreemunreevensieerseeaia

The accompanying notes are an integral part of these consolidated financial statements.
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$ 875,169
10,709,907

1,267,350

12,852,426

200,000
115,985,045

254,640,971

£ 20 20N
PRI Y

5,366,109
4,176,311

156,300
5,582,116

$404,588,578

$ 5,572,296
49,838,735
190,704,667
246,115,698
107,426,225
1,800,000
2,900,000
449 487

1,065,746
1,354.418.
361,111,574

29,580
20,984,754
26,427,657
960,371 .
(567,200)

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

$404,588,578




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

Years ended September 30, 1998, 1997 and 1996 1998 1997 1996
Interest and dividend income
Loans receivable, including £ees ... voremmereeece e $23,094,313 $22,432.828 $18,567,097
Securities available for sale . N F8,629761 6,185,385 5.437.734
Dividends on FHLB stack 374220 386,462 332,634
32,058,794 29.004,675 24,337,465
Interest expense o L
Deposits ... Bt enee s eensie i 13,432,454 11,982,913 9,766,586
FHLB advances and other borrowings .......meeevecn.e i 5,797 499 5,076,144 4,212,024
19,229,953 17,059,057 13,978,610
Nert interest income Tt seroerennniel 12,828,841 11,945,618 10,358,855
Provision for loan losses ....... 1,662,472 120,000 100,000
Net interest income after provision for o o S '
[oan losses ... L A A S 2 11,166,369 11,825,618 10,258,855
Noninterest income
Loan fees and deposit service charpes ......mrummcnmn: SR— : - 1,263,367 1,108,233 830,256
Gain on sales of securiries available for sale, net oo, . 393,903 216,614 79.317
Gain (loss) on sales of foreclosed real estare, nec oo, A -(35,034) . G720 (8,630)
Brokerage commissions ............... eeeiar : o 52479 69,379 292,189
Other income ......... TS it 7% 193,158 313,168 . __ . 226,163
1,874,873 1,700,672 1,419,295
Noninterest expense _
Employee compensation and benefits .....vuvieerroeercooceren. 4,644,809 4,341,038 3,732,839
Occupancy and equipment expense ... ernmeranil 1,133,187 1,006,190 . 668,784
SAIF deposit insurance special assesSMent. ..o vvvnresensnns -+ = - - 1,26599

SAIF deposit insurance premium

Dara processing expense ..............
Provision for losses on foreclosed real estate

Other expense

ereeereseseesmet et 143,199 220,849 .. 433367

Income before income taxes ...

Income tax expense........... s

..................... 0 339,385 321,369 289,390
299,532 - 220,000
= 1,692,728 1,492,819 1,157,886
8,252.840 7,382,265 7.568.262
SO USRS T: W'1) ») 6,144,025 4,109,888
ettt B 2003520 2.502.069 1,696,323

Net income ...

i fi s $2784882 $.3.641956  $ 2413565

Eamings per common and common equivalent share

Basic earnings per common share

............................. RV | 1.08° % 1.34 $ 95

Diluted earnings per common share w..ueeoooeooveeennnnn; R 1.03 3 1.28 $ 90

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




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

Years ended Seprember 30, 1998, 1997 and 1996

Balance at Seprember 30, 1995 oo o

Purchase of 41,910 common shares of treasury

stock
Retirement of 958 common shares w.o.uunn.....
30,000 common shares eommitred to

be released under the ESOD....vvuvvvcevcemeene
Amorcization of recognition and retention

plan common shares and rax benefiz of

restricted stack under the plan ..o eeeereens
Cash dividends declared on common stock

{$.29 per share) ...
Issuance of 171,158 common shares from

treasury stock in connection with

acquisition. of Central West Bancorporation .,
Issuance of 9,450 common shares from

treasury stock due wo exerdise of stock oprivns
Net change in unrealized appreciation

(depreciation) on securities available for sale,

net of tax of ($321,866) e
Net income for the year ended September 30, 1996

Balance at September 30, 1996 .o cvomrrimennss

Purchase of 248,419 common shares of
weastity stock v,
Retirement of 3,474 common shares ..ou..........
30,000 common shares committed to be
released under the ESOP uuneeceeeeeceeereeaeres
Amortization of recognition and rerenton
plan copmon shares and 1ax benefit of
restricted stock under the plan ..o, -
Cash dividends declared on common stock
{3.36 per share) ...
Issuance of 970,978 conumon shares for stock
dividend declared on cotunon swock, net
of cash paid in lieu of fractional shares .........
Purchase of 7,263 common shares upon
exercise of Stock OPHONS v wumtrarmmeemeemsceooe e
Issuance of 41,347 common shares from treasury
stock due to exercise of stock options ..........
Ner change in unrealized appreciation on
securides avatlable for sale, net of tx of
$549,6890
Ner income for the year ended September 30, 1997

Balance at September 30, 1997 oo -

Common

Stock

19915 $19310,045 $22,080,579 $

Met Unrealized
Appreciation
(Depreciation)
on Securiries
Available

For Sale,

Net of Tax

Additional
Paid-in
Capiral

Reeained
Earnings

571,564

Unearned

Employee
Srock Total
Ownership Treasury Sharehelders’
Plan Shares Stock Equity

$ (967,200} § (3,002,207} $ 38,012,696

- - — T e - (630,710) (630,710}
(10} 10 - - - - -
- 303,524 - - 200,000 - 503,524
- 168,120 - - - - 168,120
S - - (745,761} - - - (745,761}
- 1,192,990 - - - 2743644 3,936,634
- (112,138) - - - 206,638 94,500
- ; - e (542,866) - - (542,866)
- - 241 - e e - _ 2413565
= 19,205 20,862,551 23,748,383 28,698 {767,200) (682,635) 43,209,702
= - S - (4268.777) (4,268,777)
(33) 35 - - - - -
- 293,740 - - 200,600 - 495,740
- 93,401 - - - - 93,401
- - - -(961,849) - - - (961,849}
9,710 9,710} {833) - - - (833)
- - - - - (175,445) (175,445)
- (257,263) - - - 768,699 511,436
- R - 931,673 - - 931,673

- - 3,641,956 - - - 3641956
29,580 20,984,754 26,427,657 960,371 (567,200) (4,358,158) 43,477,004




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

Years ended September 30, 1998, 1997 and 1996

Net Unrealized
Appreciation
(Depreciation) Unearned

on Securiies  Employee |
Additional Available Stack Toral
Common Tid-in Retained For Sale,  Ownership Treasury Sharcholders’
Srocl Capital Earnings Netof Tax  Plan Shares Stock Equiry
Balance at Seprember 30, 1997 wovorotrcrrers - $ 29,580 $20,984,754 $26,427,657 § 960,371 $ (367,200) § (4,358,158) $43.477,004
Purchase of 152,226 common shares of ] . .
treasury stock S - - - (3271.203) (3,271,203)
30,000 common shares comm::ted £ be
refeased under the ESOD oot - 454,460 - - 200,000 - 654,460
Cash dividends dedlared on common sn:ock .o
{$.48 per share) .. T e T (1,226,725) - - - {1,226725)
Purchase of 1 033 common shares upon ‘
exercise of STOek OPHONS covvu.ecrees e vereress e .- - - - - - (21,972) {21,972)
Issuance of 7,600 common shares fiom weasury
stock due o exercise of stock options ........... . {109,139) . - - - 159,807 50,668 .
Ner change in unrealized appreciation on
securities available for sale, net of tax of L o
$(93,667) : S - (161,551) - - (161,551)
Net income for the year ended Seprember 30, ]998 - - 2,784,882 - - - - 2,784.882
Balance ar September 30, 1998 oo, § 29,580 $21,330,075 $27.985,814 § 798,820 $ (367,200) $ (7.491,526) § 42,285,563

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

Years ended September 30, 1998, 1997 and 1996 1998 1997 1996

Cash flows from operating activities
NEL IICOMIE v eteeeeerv e e ersrencee Sorvressceresmemsssssssreseasenssnsnsrne % 2,784,832 § 3,641,956 § 2.413,565
Adjusunents to reconcile net income to net cash
from operating activitics

Depreciation, amortization and accretion, Dt .c..vvveceer . 973,454 1,092,782 907,721
Provision for loan losses...... e - 1,662,472 120,000 100,000
Pravision for losses on foreclosed real estate ooeeececeereenne. o 299,532 - 20,000
(Gain on sales of securities available for sale, net weeereveneee. (398,903) (216,614) (79.317)
Proceeds fromn the sales of foans held for sale ovviriciicene 5,613,115 3,592,055 1,064,000 )
Ounginations of loans held for sale...ummneecorerse e . =(5,613,115) (3,592,055) 1,064,000}
Stock dividends from FHLB $tock .o R - {78,900}
(Gain) loss on sales of office properey, net. o icerenceene. - - - (24,739)
(Gain) loss on sales of foreclosed real estare, net wveecnae. - 33,034 6,722 . 8,630
Nez change in
Accrued interest receivable ... . 297,502 (337,062) (1,406,034)
O hIEr AS56LS ovvvierrreesescm e csamecm s e eecs st tene s et 46,622 273,344 {(399,200)
Accrued interest payable ..o e .. {231,005) (205,719 348,940
Accrued expenses and other Habilities ..o ececerees e - {152,159 {2,348,712) 1,689,497 ,,
Nee cash from operaring activities ... curemeormeees - 5415431 1,976,697 3,500,163

Cash flows from Investing accivities
Net change in interest-bearing deposits in other

financial INSUEULHONS weveeevveeees . i 200,000 100,000 {300,000)
Purchase of securities available for sale ...occoreeecemrmereeeiseenes (89,877,636} (67,569,576) (120,994,759)
Proceeds from sales of securities available for sale vnvviiceee. 18,280,412 804,067 366,829
Proceeds from maturities and priacipal repayment of

securiries avajlable for sale ............. . o 67,062,074 61,943,630 95,068,472
Loans purchased ............ , o (36,947,582) (29,819,316) (24,975,540}
Net change in loans... - e oo 18,415,456 -.18,519,590 (3.599,754)
Proceeds from sales of foredosed real eStarE. cevereemeamremeemeees . 440,401 93,453 132,842
Purchase of FHLB stock ......... . {447,700) {104,600) (1,355,100)
Proceeds from redemption of FHLB SLOCK «ereereeeece e 571,200 : - -
Purchase of lowa Bancorp, Inc., net of cash received .............. .- - - (5,217,265)
Purchase of Central West Bancorporation, net of cash

received  .mivirenins . e e - - (229,430)
Purchase of premises and equipment, NEt ... o eesreareereereees - {(227,893) (842 423) (845,380)
Proceeds from sales 0f a58815 ...vveese e rers e snsacnrees = - - 72925

Net cash from Investing aCEVIUES .....uecreeorrurreemserasmmsecces . (22,531,270) (16 875 175) (61,876,160)




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

Years ended Seprember 30, 1998, 1997 and 1996 1998 1997 1996 @

Cash flows from financing activities
Ner change in nonisterest-bearing demand,

savings, NOW, and money market demand depos:ts — $ 7316346  § 599642 $§  (295,265)
Nert change in other time deposits... SR 30,426,308 12,110,330 18,548,037
Proceeds from advances from FHLB : 198,850,000 143,000,000 210,000,000
Repayrments of advances from FHLB (221,012,663) {137.861,578) (160,510,585} l
Net change in securities sold under agrecments o o
to repurchase ........ — e S : 2,274,567 - (989,918) 1,640,000
Net change in other borrowings . ~0 7 (2,350,000 1,500,000 -
Net change in advances from borrowers f'or taxes
and insurance - E— . e (§4,269) {40,756) (11,279
Cash dividends paid . rnt - {1,226,725) 962,682} (745,761}
Proceeds from exercise of stock Options. ... ceeeseeencmnnn - 28,636 335,991 94,500
Purchase of treasury stock ... e eaciia s ; (3,271,203) (4,268,777 {630,710)
Ner cash from financing activities .... e 1,990,857 13,422,252 68,088,937
Net change in cash and cash equivalents . e 7 (6,124,982) (1,476,226) 9,712,940
Cash and cash equivalents at beginning of year ......... pmvmsmrennsennizes 12,852 426 14,328,652 - 4,615,712
Cash and cash equivalents at end of YEar woooo—ooorooeessresse e $ 6727444 § 12852426 $ 14328652 '

Supplemental disclosure of cash flow information

Cash paid during the year for: S :
Inrerest T N A $ 19,460,958  $ 17,264776 . $ 13,629,670
Income tases ... SRR S VBN S 1,795,805 2415042 1,736,192

Supplemental schedule of non-cash investing and
financing activities

Loans wansferred to foreclosed real estate oo, $ 1,679,984 169,657 § 220,474
Jssuanice of common stock for purchase of )
Central West Bancorporadion ......... - e e T - 3,936,634

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




D)

First Midwest Financial, Inc. and Subsidiaries
NOTES TO GCONSOQOLIDATED FINANCIAL STATEMENTS SEPTEMBER 30, 1988,1987 AND 1996

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING PQOLICIES

Principles of Consolidation: The consolidated financial
statements include the accounts of First Midwese Financial,
Inc.. 2 bank holding company located in Storm Lake, lowa,
{the “Company”) and its wholly-owned subsidiaries which
include First Federal Savings Bank of the Midwest (the
“Bank™ or “First Federal”), Security State Bank (“Securi-
"), First Services Financial Limited, which offers broket-
age services and non-insured investment products and
Brookings Service Corporation. All significant intercom-
pany balances and transactions have been eliminared.

Nature of Business, Conceniration of Credit Risk and
Industry Segment Information: The primary source of
income for the Company is the purchase or origination of
consumer, commercial, commercial real estate, and resi-
dendial real estate loans. See Note 5 for a discussion of con-
cenwrations of credit risk. The Company accepts deposits
from customers in the normal course of business primarily
in porthwest and central Jowa and eastern South Dakota.
The Company operates primarily in the banking industry
which accounts for more than 90% of its revenues, aperac-
ing income and assets.

Assets held in crust or fiduciary capacity are not assets
of the Company and, accordingly, are not included in the
accompanying consolidated financial statements, Az Sep-
tember 30, 1998 and 1997, trust assets totaled approxi-
mately $14,165,000 and $12,392,000, respectively.

Use of Estimates in Preparing Financial Staements: The
preparation of financial statements in conformity with gen-
erally accepred accounting prineiples requires management
to make estimates and assurnptions that affect the reported
amounts of assets, liabilities and disclosure of contingent
assets and Labilities ar the date of the financial statements
and the reported amounts of revenue and expenses during
the reporting period. Actual results could differ from those
estimares,

Cerrain Significant Estimates: The allowance for loan Joss-
es, fair values of securitics and other financial inscruments,
and stock-based compensation expense, involve cersiin sig-
nificant estimates made by management. These estimates
are reviewed by management rousinely and it is reasonably
possible that circumstances that exist ar September 30,
1998 may change in the near-term future and that the
effect could be material to the consolidated financial stace-
engs.

Cerrain Vulnerability Due 1o Certain Concentrations:
Managemen 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 o include the
Company's cash on hand and due from financial insda-
tions and short-term interest-bearing deposits in other
financial jnstitutions. The Company reporis net cash flows
for customer loan transactions, deposit transactions, inter-
est-bearing deposits in other fivancial instiwtons, and
short-term borrowings with maturicies of 90 days or less.

Securities: The Cormpany classifies securities into held to

maturiry, available for sale and trading categories. Held to -

maturity securities are those which the Company has the
positive intent and ability 0 hold to marurity, and are
reported at amortized cost. Available for sale securities are
those the Company may decide o sell if needed for liquid-
iry, asset-liabitity management or other reasons, Available
for sale securities are reported at fir value, with unrealized
gains and Josses included a5 a separate component of share-
holders’ equity, net of tax. Tiading securities are bought
principally for sale in the near term, and are reported at fair
vatue with unrealized gains and losses included in earnings.

Gains and losses on the sale of securitics are derer-
mined wsing the specific identification method based on
amortized cost and are reflected in results of operations ar
the time of sale. Interest and dividend incorne, adjusted by
amortizaton 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: Morigage loans originated and
intended for sale in the secondary marker are carried ar the
lowes of cost or estimated marker value in the acereeare,

Net unrealized losses are recognized in a valuation
allowance by charges to income,

Loan Servicing Rights: Effective Qctober 1, 1996, the
Company adopted Statement of Financial Accounting
Standards (“SFAS™ MNo. 122, Hecounting for Mortgage
Servicing Rights.” This Statement changed the accounting
for morigage servicing rights remined by 2 loan originator.
Under this standard, if the eriginavor sells or securitizes

mortgage loans and rerains the related servicing rights, the
total cost of the mortgage loan is allocared between the loan

|
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First Midwest Financial, Inc. and Subsidiaries

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

{withour the servicing rights} and the servicing rights,
based on their relative fajr values. Under prior practice, all
such costs were assigned to the loan. The costs allocared w0
mortgage setvicing rights ate now recorded as a separare
asset and are amortized in proportion ro, and over the life
of, the net servicing income. The carrying value of the
mongage servicing rights are periodically evaluated for
impairment. The effect of adopring the statement was not
material.

Loans Receivable: Loans receivable that management has
the intenr and ability to hold for the foresceable future or
until matutity or pay-off are reported at their outsranding
principal balances adjusted for any charge-offs, the
allowance for loan losses, and any deferred fees or costs on
originated foans and unamortized premiums or discounts
on purchased loans.

Premiums or discounts on purchased loans are amor-
tized to income using the level vield method over the
remaining period to contracenal marurity, adjusted for
anticipated prepayments.

Interest income on loans is accrued over the rerm of
the loans based upon the amount of principal outstanding
except when serious doubt exists as to the collectibility of a
loan, in which case the accrual of interest is discontinued.
Incerest income s subsequenty recognized only to the
extent thar cash payments are received until, in manage-
ment’s judgment, the borrower has the ability to make con-
tractual interest and principal payments, in which case the
loan s 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
adjusttnent to interest income using the interest mechod.

Allowance for Loan Losses: Because some Joans may not
be 1epaid in full, an allowance for loan losses is recorded.
"The altowance for loan losses is increased by a provision for
Joan 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. Man-
agements periodic evaluation of the adequacy of the
allowance is based on the Company's past loan loss experi-
ence, knawn and inherent risks in the portfolio, adverse sit-
uations that may affect the borrower’s ability to repay, the
estimared value of any underlying collareral, and current
economic conditions. While management may periodical-
ly allocate portions of the allowance for specific problem

loan situations, the whole allowance is available for any
loan charge-offs that occur.

Loans are considered impaired if full principal or
interest payments are not anticipated in accordance wich
the contractual [oan terms.  Impaired loans are carried ar
the present value of expected furure 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 aflowance for loan losses js allocared to impaired foans
if the value of such loans is deemed to be less than the
unpaid balagce. 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.

Smaller-balance homogeneous loans are evaluated for
impairment in total.  Such loans include residential first
mortgage loans secured by ene-to-four family residences,
residential construction loans, and automobile, manufac-
wured homes, home equity and second moregage loans.
Commercial loans and mortgage loans secured by other
properties are evaluated individually for impairment.
When analysis of borrower operating tesults and financial
condition indicates thar undetlying cash flows of the bor-
rower's business are not adequate w meer its debt service
requirements, the [oan is evaluated for impairment. Often
this is associated with a delay or shortfall in payments of 90
days or more. Nonaccrual loans are often also considered
impaired. Impaired loans, or portions thereof, are charged
off when deemed uncollectible.

Foreclosed Real Estate: Real estate properties acquired
through, ot in fieu of, loan foreclosure are initially record-
ed at fair value at the date of 2cquisition, establishing a new
cost basis. Any reduction to fair value from the carrying
value of the related loan at the time of acquisition is
accounted for as a loan Joss and charged against the
allowance for loan losses, Valuations are periodically per-
formed by management and valuation allowances are
adjusted through a charge to income for changes in faix
value or estimated selling costs.

Income Taxes: The Company records income rax expense
based on the amount of taxes due on its tax reurn plus
deferred taxes compured based on the expected future tax
consequences of temporaty differences berween the carry-
ing amourus and rax bases of assers and liabilities, using
enacted cay tates. A valuation allowance, if needed, reduces

deferred tax assets to the amount expected to be realized.

(.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Premises and Equipment: Land is carried at cost. Build-
ings, furniture, fixtures and equipment are carried at cost,
less accumulated depreciation and amortization computed
principally by using the straight-line method over the esti-
mared useful lives of the assets ranging from 3 to 40 years.
These assets are reviewed for impairment under SFAS No.
123 when events indicate the carrying amount may not be
recoverable.

Employee Stock Ownership Plan: The Company accounts
for its eraployee stock ownership plan ("ESOP”) in accor-
dance with AICPA Statement of Position (“SOP™) 93-G,
Under SOP 93-6, the cost of shares issued o the ESOD, but
nor yet allocated to participants, are presented in the con-
solidated balance sheets as a reduction of shareholders’
equity. Compensation expense is recorded based on the
tmarket price of the shares as they are commitred to be
refeased for allocation o participant accounts. The differ-
ence between the market price and the cost of shares com-
mitted to be released is recorded as an adjustment to
additional paid-in capital. Dividends on allocated ESOP
shares are recorded as a reducrion of rerained earnings; div-
idends are not paid on unearned ESOP shares.

Financial Inscruments with Off-Balance-Sheec Risk: ‘The
Company, in the normal cousse of business, makes com-
mitments to make [oans which are not reflected in the con-
solidated financial statements. A summary of these
comnmiunenss s disclosed n Note 16.

Intangible Assets: Goodwill arising from the acquisition of
subsidiary banks is amortzed over 15 years using the
straight-line method. As of September 30, 1998 and 1997,
unamortized goodwill rotaled approximately $4,497,815
and $4,862,747, respectively. Amortization expense was
$364,932, $363,923 and $170,070 for the years ended
Seprember 30, 1998. 1997 and 1996.

Securities Sold Under Agreements to Repurchase: The
Company enters into sales_of securities under agreements
to repurchase with primary dealers only, which provide fox
the repurchase of the same security. Securities 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. Securi-
ties sold under agreements w repurchase are treated as
financings and the obligations to repurchase such securides
are reflected as a liability. The securities underlying the
agreements remain in the asset accounts of the Company.

Stock Dividends: Common share amounts related o the
ESOP plan, stock compensation plans and earnings and
dividends per share are restared for stock splits and stock
dividends, including the three-for-two stock spliv effected
in the form of a 50% stock dividend which was paid on
January 2, 1997.

Eanings Per Common Share: Basic and diluted earnings
pes common shate are computed under a new accounting
standard effective beginning with the guarter ended
December 31, 1997. All prior earnings per common share
amounts have been restated w be comparable. Basic earn-
ings per common share s based on the net income divided
by the weighted average number of commeon shares out-
standing during the period, ESOP shares are considered
ourtstanding for earnings per commeon share calculations as
they ate committed to be released; uneamed ESOP sharcs
are not considered outstanding. Management recognition
and retention plan shares are considered owtstanding for
basic earnings per common share calculations as they
become vested. Diluted earnings per common share shows
the difutive effect of additional potential common shares
issuable under stock options and nonvested shares fssued
under management recogpition and retention plans.

Reclassifications: Cermain amotnts in the 1997 and 1996
consolidated financial statements were reclassified w con-
form with the 1998 presenradon.

Stock Compensation: Expense for employee compensa-
tion under stock option plans is based on Accounting Prin-
ciples Board ("APB”) Opinion 25, with expense reported
only if options are granted below marker price ar granc
dace. If applicable, disclosures of net income and earnings
per share are provided as if the fair value merhod of SFAS

No. 123 were used for stock-based compensation.

New Accounting Pronouncements: During the next few
years, new accountng proncuncements that bave been
issued will 1ake effect and others are expected. These are
surnmarized below.,

In the future, several new accountng pronounce-
ments will be implemented. Statement No. 130 requires
“other comprehcasive income” and “comprebensive
income” to be displayed along with net income. Other
comprehensive income includes changes in unrealized
some pension liabilidies currenty recorded as reducrions in
equity, foreign currency wangation, and in the fucure will
also include deferred hedging gains and losses. Compre-

L
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {Continued)

hensive income is net income plus other comprehensive
income,

Statemenr No. 131 for public companies redefines
segment reporting to follow how each company’s chief
operating decision maker gets information abour business
segments 1o make operating decisions.

Staterent No. 132 increases and revises pension plan
disclosures for public companies, and simplifies such dis-
closures for nonpublic companies.

Suatement No. 133 on derivatives will, in 2000,
require ali derivatives to be recorded at fair value in the bal-
ance sheet, with changes in fair value run through income.
If derivatives are documented and effective as hedges, the
change in the derivative fair value will be offser by an equal
change in the fair value of the hedged item.

Staternent No. 134 on mortgage banking will, in
1999, allow mortgage loans that are secusitized o be clas-
sified as trading, available for sale, or in cerrain circum-
stances held to mararity. Currently these rust be classified
as rading.

Implementation guidanee on Statement No. 125 will
clarify the requirement for loan pasticipations to coneain
the righr for the purchaser 10 resell the participation, to
avoid classifying the participation as a secured borrowing

instead of a reduction of loans.

Proposals will require thar purchased loans, including
those acquired in the purchase of an entire bank, be record-
ed net of estimared uncollectible loans. This means that no
allowance for loan losses will carry over or be recorded
except through subsequent expense, although subsequent
Josses equal to the amount estimated ac purchase will not
be shown as charge-offs.

The AICPA guidance for financial institutions in its
accounting guide will be revised to conform to current lie-
erature, make a few changes, and combine the
banking/savings guide, credit union, and fnance company
guides, eliminating some differences therein.  Some
changes will be 1o disclose loans past due 90 days or more
that are 1ifl on acerual and to disclose the policy for chacg-
ing-off loans.

The FASB continues w study several issues, including
recording all financial instrurnents ar fair value and abol-
ishing pooling of interests accounting, Also, it is likely that
APB 25's measuserment for stock option plans will be lm-
ited to employees and not ro nonemployees such as direc-
tors, thereby causing compensation expense for stock
options to directors.

NOTE 2 - EARNINGS PER COMMON SHARE

A reconciliation of the numerators and denominators used in the computation of basic earnings per common share and

dilured carnings per common share is presented below.

Year ended September 30, 1998 1997 1996
Basic Larnings Per Common Share:
Numerator ‘ :
Ner jncome . ;" $2,784,887 $3,641,956 $2,413,565
Denominator
Weighted average common _ ,
shares outstanding.... S - 2,646,105 2,822,021 2,682,650
Less: Weighted average unallocared o _ N
ESOP shares Frmhonien? 71,327 _(101,375) (130,662)
Weighted average commmon shares
ourstanding for basic earnings per o — .
common share DT 2574778 2,720,646 2,551,988

Basic earnings per common share

e $ 71,08 $ 1.34 $ 95

()




-84

First Midwest Financial, Inc. and Subsidiaries

NOTE 2 - EARNINGS PER COMMON SHARE (Continued)

Year ended Seprember 30,

Diluted Earnings Per Common Share
Numerator
Net income . temrranevaiand

oy
Ao
O
L)
o
=
e
~J
——
o]
w2
an

$2,784,882 $3,641,956 $2,413.565

Denominator
Weighted average common
shares ourstanding for basic

earnings per comman share
ings per common

Add: Dilutive effects of assumed
exercises of stock optons

Weighted average common
and dilutive potential

common shares ouLsTanding ..o ceecuvrerrcrreeneie

Diluted carnings per common share

2574778 2,720,646 2,551,988
127,862 130,638 . 136,811
........... 2,702,640 2.851.284 2,688,799

3 1.03 § 1.28 . $ 90

Incentive stock options for 55,500 shares of common
swock, granred during the year ended September 30, 1997,
weie not considered in computing diluted earnings per
common share for the year ended September 30, 1997
because they were antdilutive. Additionally, on Seprember
30, 1998 the Company granted stock options for 13,418
shares of common stock which may affect the computation
of diluted earnings per common share in fueure periods.

NOTE 3 - ACQUISITIONS

On December 29, 1995, the Company acquired 100% of
the common stock of Iowa Bancorp, Inc. (“lowa Ban-
corp”), and its wholly-owned subsidiary, Towa Savings
Bank, a federal savings bank, in a purchase transaction with
$25 million in assets. Each share of Jowa Bancorp’s com-

During the year ended September 30, 1998, the
Company redeemed approximately 5.6% of its beginning
year outstanding commeon shares (152,226 shares) under
its common stock repurchase program. This repurchase
will affect the Company’s future earnings per common
share computations by reducing amounts available for
investment and weighred average shares ourstanding.

mon stock was exchanged for $20.39 in cash. The Com-
pany paid approximately $8 million. Jowa Bancorp’s
results of operations are included in the consolidated
income statement of the Company beginning 25 of the pus-

chase date.

Presented below are dhe consolidated proforma results of operations of the Company for the year ended September 30,
1996, assuming the Jowa Bancorp acquisition had occurred as of the beginning of the fiscal year.

Ner interest income

Net income

Earnings per common and common
equivalent share
Basic exrnings per common share
Dilured earnings per common share

$10,467,578
2,268,794

$.39
$.84
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On Seprember 30, 1996, the Company acquired 100%
of the common stock of Central West Bancorporation
{(“Central West™), and its wholly-owned subsidiary,
Security State Bank, in a purchase transaction with $33
million in assets. Bach share of Cenrral West's common
stock was exchanged for $18.04 in cash and 2.3528 shares
of the Company’s common stock. ‘The Company paid

NOTE 3 - ACQUISITIONS (Continued}

approximarely $1.3 million and issned 256,737 common
shares valued at $15.33 per share, as restated for the three-
for-two stock splic paid on Jaouary 2, 1997, for a total
value of $3,936,634. Central West's resules of operations
are included in the consolidared 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 year ended Septermber 30,
1996, assuming the Central West acquisition had occurred as of the beginning of the fiscal year.

Nes interest income

Nert income

Earnings per common and common
equivalent share
Basic earnings per common share
Diluted earnings per common share

Year end securities available for sale were as follows:

$11,326,730
2410218

$.86
$.82

NOTE 4 - SECURITIES

Gross Gross
Amortized Unsealized Unrealized Fair
1998 Cost Gains Losses Value
Debr securities
Trust preferred............. iR 27,638,030 $ 61,333 ¥ (443567) § 27,255,796
Obligadons of states and
political subdivisions .....covevune.s R 1,367,076 34,588 (711} 1,340,953
U.S. Government and federal agencies....... 26,985,523 786,407 : {77 27,771,853
Mortgage-backed secUIities couwurueemrnrrenrennee. - __ 61,767,555 778,961 (92.073) . . 62,454,443
117,698,184 1,661,289 {536,428) 118,823,045
Marketable equity securities ... iz 1,638,181 - 315,815 (167,510} 1,786,486
$119336365 § 1,977,004 §  (703.938) $120,609,531
1997

Debt securities
Obligations of states and

political subdivisions........venre.. e 3 1367421 8 26299 % (3.775) $ 1,389,945

U.S. Government and federal agencies....... 68,129,132 543,889 {188,059) 68,484,962
Mortgage-backed securities ..e.eeerroveerennnn 43,644,377 882,930 (102,162} 44 425,145
113,140,930 1,453,118 {293,996) 114,300,052

Marketable EQUITY SCCUETTIES oo vmomesveen rmsors o sunesen 1,315,731 369,652 {390} 1,684,993

$114.456,661 3 1,822,770 $  (294386) $115,983.045

===
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NOTE 4 - SECURITIES (Continued)

The s aet
11

or prepayment penalties.

Due in one year or less .oeenee
Due after one year throtgh five Years. ..o vereeeeeceeceeees e s ssmns i

Due after five years through ten years ...ooeoeoeeeeces
Due after 10 years coeemcrerenne —

Mortgage-backed securides..........o.... S

ortized cost and fair value of debt securities by contrmctual marurity are shown below. Expecred maturities may
differ from contractual marurities because borrowers may have the righ to call or prepay obligations with ot without call

Seprember 30, 1998

Amortized Fair

Cost Value

$ 1,558,889 $ 1,567,466

11,373,772 11,609,811

- 15,359,937 15,935,529
27,638,031 27,255,796

55,930,629 56,368,602

61,767,555 62,454,443

$117,698,184  §1 18,823,045

Activides related 10 the sale of securitigs available for sale and mortgage-backed securities available for sale are summarized

as follows:
1998
Proceeds from sales .......... . $ 13,280,412
Gross gains on sales .veocoececcrena, . -398,903

NOTE 5 - LOANS RECEIVABLE, NET
Year end loans receivable were as follows:

One 1o four family residential mortgage loans:

Insured by FHA or guaranteed by VA ............ O

Conventional ..............
Constructdon ...,
Commercial and multi-farnily real estate Joans ..ooeeeee e emeeceeeecorcereerreseseceene -
Agricultural real estate 10an8 .ovvovv.mveeasirscemremnnness S

Commerciaf business loans.......

Agriculoueal business loans ... - s

Consumer loans ....occeeernrivevenenen

Less:  Allowance for loan losses ...
Undisuibuted portion of loans in process ...
Net deferred loan origination fees ...orivirs

Years Epded Scprember 30.

1997 1996
$ 804067 $ 366,829
216,614 79,317
1998 1997
“$ 299454 $ 388,589
85,499,468 73,514,864
32,989,982 21,263,847
66,845,149 74,869,777
10,536,857 11,732,595
21,587,249 18,456,004
. 37,233,902 38,650,322
26,238,825 27,397,629
281,230,886 266,273,427
(2,908,902) (2,379,091
. (7.738,379) (8,700,400

. (297416) (552,965 .

$270,286,189 $254,640971
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NOTE 5 - LOANS RECEIVABLE, NET (Concinued)

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

1998 1997 1996
BegInMing BalAnce -.-v—ov oo overees s sseessoes e - $ 2379091 $ 2356113  $ 1,649,520
Provision for loan losses 2 i 1,662,472 -~ 120,000 100,000
Recoveries .. oo ' 33,635 25,638 . -
Jowa Bancorp allowance at acquisition date - - ) 132,500
Central West allowance at acquisition date .......... e - R 563,310
Charge-offs o i B eriesiceeen - __(1,166,296) (122,660) (89,217)
Ending balance . et R e 82908902 $ 2379091 8235613

Virtually all of the Company’s originated foans are to lowa
and South Dakota-based individuals and organizations.
The Company’s purchased loans totalled approximarely
$93,482,000 ar Sepeember 30, 1998 and were secured by
properries located, as 2 percentage of toral loans, as follows:
10% in Washington, 5% in Wisconsin, 4% in Minnesota,
2% in New Mexico, 2% in North Dakora, 2% in South
Dakota, and the remaining 8% in sixteen other states. The
Companys purchased loans totalled approximately
375,851,000 at Seprember 30, 1997 and were secured by
properties focated, as a percentage of rotal loans, as follows:
6% in Wisconsin, 5% in Washington, 3% in Minnesora,
2% in lowa, 2% in North Dakora and the remaining 10%

in seventesn other states.

The Company originates and purchases commercial
real estate loans. These loans arc considered by manage-
ment 1o be of somewhar grearer risk of uncollectibility due
to the dependency on income production. The Company's
commercial real estare loans include approximarely
$8,100,000 and $10,776,000 of loans secured by nursing
homes at Seprember 30, 1998 and 1997, respectively. The
remainder of the commercial real estate portfolio is diversi-
fied by industry. The Company's policy for requiring col-
lateral and guarantees varies with the creditworthiness of
each borrower.

The amount of restrucrured and relaced party loans as of September 30, 1998 and 1997 were not significant. The amount
of non-accruing loans as of September 30, 1998 and 1997 were $3,164,000 and $2,875,000, respectively.

Impaired loans were as follows:

Year end loans with no allowance for loan losses
H-HOGIECC’. ....... PP S Ceevirerirarasans, 2

Year end loans with allowance for loan losses
allocated - o v

Amount of the allowance allocared

Average of impaired loans during the year ..........

Interest income recognized during impairment .

Cash-basis inceresr income recognized .........

1998 1997

S on2629 L 2131692
240,300 337,600

877,696 1,707.690

oo ' 49,000

S . —— - 49,000
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NOTE 6 - FORECLOSED REAL ESTATE

Year end foreclosed real estare was as follows:

1998 1997
Foreclosed real estate ... ervaneint ; -3 1,362,849 $ 156,300
Less: Allowance for foreclosed real estate losses... (299,532) -

3 10635317 § 156300

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

19938 1997 1996
Balance, beginning of period........ - $ - % 5000 3 -
Provision for losses on fureclosed real estate oo . 299,532 - 20,000
Less: Losses charged against allowance oovvcvecooeecerceroceereeee. - .- {5000 {15,000}
Balance, end of period....... - : § 299532 3 - 3 5,000

NOTE 7 - LOAN SERVICING

Moregage loans serviced for others are not reported as assets. The unpaid principal balances of these [oans at year end
were as follows:

1998 1997

Mertgage loan portfolios servic
for FNMA ... rar e - : i - $0 6,766,000 § 4,884,000
Other ..... . : v e R 4,198,000 1,000,000
Total ...... . i emstsssenesbessmsesmssesiarees ' siienin - $ 10,964,000 §_ 5,884,000

Custodial escrow balances maintined in connection with the foregoing loan servicing were approximately $111,000 and
$19,000 at September 30, 1998 and 1997, respectively.

NOTE 8 - PREMISES AND EQUIPMENT, NET

Year end premises and equipment were as follows:

1998 1997
Land.......... " . - ot NPT 535233 § 535,233
Buﬂdings................., remebiems Cieesestcemnresson R Slvewen C - 4,674,969 4,607,698
Furniture, fixtures and equipmest ......... : T . 2,450,526 2,292,295
: 7,660,728 7,435,226
Less accumulated depreciation ....... o : wnn (3,611,783) (3,258,915)

$_ 4048945 § 4176311

Depreciation of premises and equipment included in occupancy and equipment expense was $355,261, $346,444 and
$214,201 for the years ended Seprember 30, 1998, 1997 and 1996.

s S
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NOTE 9 - DEPQSITS

Jumbo certificates of deposit in denominations of $100,000 of more was approzimately $14,183,000 and $19,265,000

ar year end 1998 and 1997.

Aa Seprember 30, 1998, the scheduled maturities of certificates of deposit were as follows for the years ended

Seprember 30:
1999 ...... ; it e e ieeees $ 143,137,661 . EE
2000........ Ceveieivmeenn . 60,253,793 '
2001 - oo 11,322,012
2002 ST S - 2,261,005 .
2003 .. e S S " 3,853,953
‘Thereafter everin et . 302,551 _ 7

NOTE 10 - ADVANCES FROM FEDERAL HOME LOAN BANK

At Seprember 30, 1998, advances from the FHLB of Des Moines wich fixed and variable rates ranging from 5.05% to

7.82% rnature in the year ending September 30 as follows:

$ 221,130,975

$ 21,600,000 -

1999 oo T R— 0

2000 : eiriioninenen 0 14,600,000

2007 ez R et ; ‘ e 27,200,000

2002 s ¢ 5,863,562 , y |
2003 ..... b ieias et aresiietons Lo TR : -
Thereafter . Tuaim e eI e s e e et e em e e e s et ees * 36,000,000

The Bank and Security have execured blanker pledge
agreements whereby the Bank and Security assign, transfer
and pledge to the FHLB and grant 1o the FHLB a security
interest in all property now or hereafter owned.
However, the Bank and Security have the right to use,
commingle and dispose of the collateral they have
assigned 1o the FHLB. Under the agrecments, the Bank
and Security must maincain “cligible collateral” thar has a
“lending value” ar least equal to the “required collateral

$_85,263,562

amount,” all as defined by the agreemens.

At year end 1998 and 1997, the Bank and Security
pledged securities with amortized costs of approximately
$41,980,000 and $83,544,000 and fair values of approxi-
mately $42,636,000 and $84,261,000 against specific
FHLB advances. In addition, qualifying mortgage loans
of approximately $82,165,000 and $65,305,000 were
pledged as collateral at year end 1998 and 1997.
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NOTE 11 - SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE

Year end securities sold under agreements to repurchase totaled $4,074,567 and $1,800,000 for 1998 and 1997.
An analysis of securities sold under agreements to repurchase is as follows:

Years d
1998 1997
Highest month-end balance ..oowcveeveesseeseisiererennn ot : 18 4,074,567 $ 2789918
Average balante .ot sreeneeene r i 2,915,614 2,284,590
Weighted average interest rate durmg the period....... et - 3.80% 5.62%
Weighted average interest rate at end of period .weeeeererevcrs oot oenns - 571% 5.79%

At year end 1998, securities sold under agreements o
repurchase had marurities ranging from 1 to 20 months
with a weighted average marturity of 6 mondis. The Com.-
pany pledged securities with amortized costs of approxi-

NOTE 12 - OTHER BORROWINGS

Other borrowings at year end 1998 and 1997 consisted of
$550,000 and $2,900,000 of advances from the Federal
Reserve Bank of Chicago. The advances ousstanding at
year end 1998 had a 5.45% interest rate and were due
October 2, 1998. The Company pledged securities with

NOTE 13 - EMPLOYEE BENEFITS

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
atrained age 21. The ESQP borrowed $1,534,100 from
the Company 1o purchase 230,115 shares of the Compa-
ny’s common stock. Collateral for dhe loan is the un-
carned shares of common stock purchased with the
loan proceeds by the ESOR  The loan will be repaid
principally from the Bank’s discretionary contributions to
the ESOP over a period of 8 years. The interest rate for
the loan is 8%. Shases purchased by the ESOP are held
in suspense for allocation among participants as the loan
is repaid. ESOT expense of $654,460, $495,740 and
$451,500 was recorded for the years ended September 30,
1998, 1997 and 1996. Conuibutions of $200,000,
$200,000 and $200,000 were made 1o the ESOP during
the years ended September 30, 1998, 1997 and 1996.
Conuributions to the ESOP and shares released from
suspense in an amount proportional to the repayment
of the ESOP loan are allocated among ESQP participants
on the basis of compensation in the year of allocarion.
Benefits generally become 100% vested after seven years of

marely $4,285,000 and $2,267,000 and Fair values of
approximately $4,439,000 and $2,380,000, respectively,
art year end 1998 and 1997 as collateral for securities sold
under agreements to repurchase.

amortized costs of approximately $1,499,000 and
$3,491,000 and fair values of approximately $1,512,000
and $3,507,000 at year end 1998 and 1997 as collateral for
other borrowings.

credited service. Prior to the completion of seven years
of credited service, a participant who terminates employ-
ment for reasons other than death, normal retirement, or
disability receives 2 reduced benefic based on the ESOP%
vesting schedule. Forfeitures are reallocated among
temaining participating employees, in the same propor-
tion as contcibutions. Benefits are payable in the form of
stock upon termination. of employment. The Company's
contributions to the ESOP are not fived, so benefics
payable under the ESOP cannot be estimated.

ESOP participants are entitled to receive distribu-
tions from their ESOP accounss only upon termination
of service,

For the years ended September 30, 1998, 1997 and
1996, 30,000, 30,000 and 30,000 shates with an average
fair value of $21.82, $16.52 and $15.05 per share, respec-
tively, were committed to be released. Also, for the years
ended September 30, 1998, 1997 and 1996, allocared
shares and total ESOP shares seflects 8,617, 4,517 and
2,858 shares withdrawn from the ESOP by participants
who are no longer with the Company, ner of shares pur-
chased for dividend reinvestment.

e
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NOTE 13 - EMPLOYEE BENEFITS (Continued)

Year end ESOP shares are as follows:

1998 1997 1996
Allocared shares . s s e e 157,128 135,745 110,262
Unearned shares..... - a7 55,080 85,080 '115,0801
Total ESOP shares i 212208 220,825 225,342
Fair value of unearned shares -5 950,130 $ 1,690,965 $ 1,860,460

Stock Options and Incentive Plans: Certain officers and
directors of the Company have been granted options to
purchase common steck of the Company putsuant to
stock option plans.

SEAS Ne. 123, which became effective for stock-
based compensation during fiscal years beginning after
December 15, 1995, requires proforma disclosures for
companies that do not adopt its fair value accounting
method for stock-based employee compensation for
awards granted in the fist fiscal year beginning after
December 15, 1994. Accordingly, the following proforma
information presents net income and earnings per share

had dhe fair value method been used 10 measure compen-
sation cost for stock option plans. The exercise price of
options granted Is equivalent to the market value of undet-
lying stock at the grant date. Accordingly, compensation
cost actually recognized for stock options was $-0- for
1998, 1997 and 1996.

The fair value of oprions granted during 1998, 1997
and 1996 is estimated using the following weighted-aver-
age information: risk-free intesest rate of 4.49%, 6.44%
and 6.18%, expected life of 7.0 years, expected dividends
of 2.69%, 2.02% and 1.90% per year and expected stock
price volatility of 2096, 18% and 18% per year.

1998 1997 1996
Net income as reported ........... i 03 2,784,882 % 3,641,956 $ 2,413,565
Proforma net income.. $ 268959 $ 3531215 $ 2,266,238
Reported earnings per common and
common equivalent share o
Basic.... s polebdei seeierernssnnnes - 3 $1.08 $1.34 $.95
Dihuted ....... e ; W $1.03 $1.23 $.90
Proforma earnings per common and
common equivalent share .
Basic.... — S % $1.04 $1.30 5.89
Diluted oo . $1.00 $1.24 $.84

In future years, the proforma effect of not applying this standard is expected to increase as additional options are granted.
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NOTE 13 - EMPLOYEE BENEFITS (Condnued)

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 fiscal year end 1998, 151,117

shares were authorized for future grants. Informarion about option grants follows.

Number Weighred-average
of options exercise price
Quustanding, Seprember 30, 1995 v 264,141 5 6.80
Granted.....ccorrmurrane. s 58,740 15.44
Exercised .oonnrerrenreene. {14,175) 6.67
Forfeited ..oereereeene e R
Qurstanding, Seprember 30, 1996 .....c.eocorerreeee - 308,706 8.45
Granted... 69,930 17.9]
Exercised ..o, , . {51,838) 9.87
Forfeited ................. . - - -{1,500) 14.75
Qutstanding, Seprember 30, 1997 ......... - 325,298 10.23
Granted................. - -13,418 17.88
Exercised............. (7,600) 6.67
Forfeited ............... S - ‘ R
Outstanding, September 30, 1998 ovovvereeorecnrenns .. 33Lil6 $10.62

The weighted-average fair value per option for options granted in 1998, 1997 and 1996 was $2.01, $4.15 and $3.52. At
year end 1998, options outstanding had a weighted-average remaining life of 6.29 years and a range of exercise price from

$6.67 w $20.13.

Options exercisable at year end are as follows.

Number Weighted-average

of options exercise price
1996.......... 242,487 $8.89
1997 . 269,798 $877
1998 e = 285,491 $9.54

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 cermi-
nation of service) restricted shares of the Company’s com-
mon stock on May 23, 1994 and September 20, 1993,
respectively, to certain officers of the Bank pursuant to a
management recogpition and retention plan (the “Plan”).
The holders of the restricted stock have all of the rights of

a shareholder, except that they cannor sell, assign, pledge or
transfer any of the restricted stock during the restricred
petiod. The restricted stock vests ar a race of 25% on cach
anniversary of the grant date. Expense of $-0-, $41,947
and $117,064 was recorded for these plans for the years
ended 1998, 1997 and 1996. Therc was no remaining
unamortized uncatned compensation value of the plans at
Seprember 30, 1998 or 1997.
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The Company, che Bank and its subsidiaries and Security
file a consolidared federal income tax return on a fiscal year
basis. Prior to fiscal year 1997, if cermin conditions were
met in determining taxable income as reported on the con-
solidaved federal income tax return, the Bank was allowed
a special bad debr deduction based on a percentage of tax-
able income (8% far 1996) or on specified experience for-
mulas. The Bank used the percentage of taxable income
method for the tax year ended Sepreraber 30, 1996. Tax

The provision for income taxes consists of:

NOTE 14 - INCOME TAXES

legislation passed in August 1996 now requires the Bank to
deducr a provision for bad debts for tax purposes based on
actual loss experience and recaptuce the excess bad debe
reserve accumulared in tax years beginning after September
30, 1987. The relaced amount of deferred tax liability
which must be recaptured is approximately $554,000 and
is payable over a six year period beginning no later than the
tax year ending Seprember 30, 1999.

1998 1997 1996
Federal o

Current . c. U $02012,841 § 1599255 $ 1,735,099
Defered. I ~ - (230,887) 569,133 . (282,756)
1,781,954 2,168,388 1,452,343

State L .. H
Current e Furciaresssiesnns T 304,679 . .314,712 290,825
Deferred e R L S nranainitE o (83,113) 18,969 {46,845}
221,566 333,681 243,980

Income tax expense

T § 2003520 $ 2502069 $ 1,696,323

Total income tax expense differs from the statutory federal income tax rate 2s follows:

Income taxes at 34% Federal ta% £at€ voemeoesosoeo oo

Increase (decrease) resulting from:

State income taxes - ner of federal benefi oo,

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

Years ended_September 30

Excess of fair value of ESOP shares released

over Cast.... =

Other - net..

1998 1997 1996

ot 1628000 $ 2089000 $ 1,397,000
146,000 220,000 161,000
124,000 124,000 58,000
155000 . 101,000 86,000

~* (49,480) BLIY . . (5677

Total income tax expense..... -

w8 20035200 $ 2,502,069 8 1,696,323




First Midwest Financial, Inc. and Subsidiaries
NOTE 14 - INCOME TAXES {Continued)
Year end deferred rax assets and liabilities consist ofs
1998 1997
Deferred tax assets:
Bad debts .ooceriercreniee e e - R -$ 375000 $ 128,000
Deferred loan fees........... i i s T -111,000 140,000
Management inCentive PrOZIAM ...cucmeseueecesemms e mmremsseeerasressmsicsss S e - 27,000
Allowance for foreclosed real estare 108565 <o vvreremssereerenen.s ——e 118,000 -
Other items ... - - =, - 46,000 101,000
_ 650,000 396,000
Deferred tax liabilities:
Federal Home Loan Bank stock dividend oo meeeceeeeemeecereesemenns > (452,000} (452,000)
Accrual to cash basis...... emvereeen et st ene : + .- (178,000) (258,000)
MNet unrealized appreciation on securities available for sale ...oneeenn . . (474,346) 568,013y
Other ........ P (76,000 (56,0000

(1,180,346) {1,334,013)

Federal income tax Jaws provide savings banks with
additional bad debt deductions through September 30,
1987, rotaling $6,744,000 for the Bank Accounting
standards do not require a deferred tax lisbility o be

recorded on this amount, which liability ocherwise would

NOTE 15 - CAPITAL REQUIREMENTS AND

The Company has two primary subsidiaries, First Federal
and Secuvity. Firse Federal and Security are subject to var-
ious regulatory capital requirements. Failure to mect min-
imum. capital requirements can indtiate certain manda-
tory or discretionary actions by regulators thar, if under-
taken, could have a direct marerial efect on the financial
statements. Under capital adequacy guidelines and the
regulatory framework for prompt corsective action, First
Federal and Sccurity must meet specific quantitacive

3  (530,346) §  (938,013)

total $2,300,000 at September 30, 1998 and 1997. If the
Bank were liquidated or otherwise ceases to be a bank or if
tax laws were to change, the $2,300,000 would be record-
ed as expense. :

RESTRICTIONS ON RETAINED EARNINGS

capital guidelines using their assets, liabilites, and certain
off-balance-sheet items as calculared under regularory
accounting practices. The requirements are also subject to
qualitacive judgments by the regulators about components,
risk weightings and other factors.

Regulations require First Federal 1o maintain mini-
mum capital ameunts and rarios as set forth below. Man-
agement believes, as of September 30, 1998, that First
Federal meets the capital adequacy requirements.
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NOTE 15 - CAPITAL REQUIREMENTS AND RESTRICTIONS ON RETAINED EARNINGS

{Continued)
First Federal’s actual capiral and required capital amounts and ratios are presented below:
Minimum
Requirement
Minimum To Be Well
Requirement Capizalized Under
For Capital Prompt Corrective
Actual Adequacy Pucposes Action Provisions
Amount Ratio Amount Rario Amount Ratio
{DOLLARS [N THOUSANDS)
As of September 30, 1998
Toral Capieal {to risk weighred assets) ...... 533,520 13.2% $ 20,396 8.0% $ 25,495 10.0%
Tier 1 {Core) Capital
{to risk weighted 285628) currememsreneeenrees $31,113 12,2% 310,198 4.0% § 15,297 6.0%
Tier 1 {Core) Capiral
(o adjusted total 2556L5) cooveeonernecamenns $31,113 8.3% $ 11,219 3.0% NJA N/A
Tangible Capiral
{to adjusted total assets) vewreeoere $31,113 8.3% $ 5.610 1.5% N/A N/
Tier 1 {(Core) Capiral
{10 aVerage ASSETS) wsrrormemmnrrmnittmc B 31,113 8.8% $ 14,108 4.0% $ 17,635 5.0%
As of September 30, 1997
Toral Capital (1o risk weighted assets) ...... $31,239 14.1% $ 17,780 8.0% $22,225 10.0%
Tier 1 (Core} Capital
(ro risk weighved assets) v aremro e~ = 29,465 13.3% 3 3.890 4.0% $13,335 6.0%
Tier 1 {Core) Capital
{0 adjusted total 255618} .-erveemrecrmeereirns $ 29,465 8.2% $ 10,791 3.0% N/A MN/A
Tangible Capital
{ro adjusted total asse1s) worveerenre. $ 29,465 8.2% $ 5.396 1.5% N/A N/A
Tier 1 (Core) Capital ‘ :
(to average aSSEWS) ..rrermarersnstsrmrmmi = 29,465 8.8% $ 13,383 4£.0% 516,728 5.0%

Regulations of the Office of Thrift Supervision limis
the amount of dividends and other capital distributions
that may be paid by a savings insticution withour prior
approval of the Office of Thiift Supervision. The regula-
tory resteiction is based on a three-tieved system with the
greatest flexibility being afforded 1o well-capitalized (Tier
1} institutions. First Federal is cutrently a Tier 1 institu-
ton. Accordingly, First Federal can make, without prior
regulatory 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 require-
mens) at the beginning of the calendar year. Accordingly,
at Seprember 30, 1998, approximacely $6,500,000 of
First Federals retained earnings was potentially available for
distribution to the Company.

Quantitative measures established by regulation to
ensure capiral adequacy require Secutity to maintain mini-

mym amounts and ratios (set forth in the table below) of
total risk-based capiral and Tier 1 capital (as defined in the
regulasions) to risk-weighted assets (as defined), and a
leverage ratio consisting of Tier I capital (as defined) o
average assets (as defined). Management believes, as of
Septernber 30, 1998, that Secutity meets all capital ade-
quacy requirements to which it is subject.

As of the most recent notification dare, the Federal
Deposit Insurance Corporation categorized Security as well
capitalized under the regulatory framework for prompr
corrective action.  To be caregorized as well capiralized
Security must maineain minimum, Tier 1 risk-based, Tier
1 leverage and rotal risk-based capital ratios as set forch in
the table below. There are no conditions or events since
that netification that management believes have changed
the insdrution’s category. At September 30, 1998, approx-
imarely $24,000 of Security'’s retained earnings was poten-
tially available for distribution to the Company:
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E NOTE 15 - CAPITAL REQUIREMENTS AND RESTRICTIONS ON RETAINED EARNINGS
(Continued)

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

Acrual N Adequacy Purposes Action Provisions

Amount Ratio Amount Ratio Amount Ratio
(DOLLARS IN THOUSANDS)

As of September 30, 1998

Total Capital (1o risk weighted assets) ...... $ 3,751 16.7% § 1,794 8.0% $ 23242 10.0%

Tier 1 Capital {10 risk weighted assets) .. $ 3,469 15.5% $ 897 4.0% $ 1,345 6.0%

Tier 1 Capiral (to average assets) .- - % 3,469 8.8% % 1,585 40% % 1,981 5.0%
As of September 30, 1997

Toral Capital {10 risk weighted assets) ...... $ 3,744 13.9% 3 2,148 8.0% $ 2,683 10.0%

Tier 1 Capiral {to risk weighted assets) .. $ 3,406 12.7% § 1,074 4.0% $ 1,611 6.0%

“Tier § Capital {0 average assets) oerrr $ 3,406 9.9% $ 1379 40% $ 1,724 5.0%"

NOTE 16 - COMMITMENTS AND CONTINGENCIES

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 finan-
cial statements.

Ar September 30, 1998 and 1997, loan commitments
approximated $27,353,000 and $15,782,000, respectively,
excluding undisbursed portions of loans in process. Loan
cormmitments at Seprember 30, 1998 induded commic-
ments to originate fixed-race loans with interest rates rang-
ing from 6.5% to 12.50% rtotaling $6,142,000 and
adjustable-rate loan commitments with interest rates rang-
ing from 8.3% to 10.25% totaling $9,277,000. The Com-
pany also had commitments to purchase adjustable
rate loans of $9,934,000 with interest rates ranging
from 7.75% to 9.75%, and commitments to purchase
$2,000,000 in fixed rate loans at 7.45% as of year end
1998. Loan commitments at September 30, 1997 includ-
ed commiunents to originate fixed-rate loans with inter-
est rates ranging from 7.37% to 11.50% totaling
$4,876,000 and adjustable-rate loan commitments with
interest rates ranging from 7.9% to 12.0% totaling
$5,523,000. The Company also had commitments to pur-
chase adjustable-race loans of $5,343,000 with incerest
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. Commitments, which are disbursed subject
to certain [imitations, exeend over various periods of
time. Generally, unused commitments ate canceled upon
expiration of the commitment term as oudined in each
individual contract.

The exposure to credic loss in the event of nop-
performance by other parties to financial jnstruments for
commitments to extend credit is represented by the con-
wactual amount of those instruments. The same credic
policies and collateral requirements are used in making
commirtments and conditional obligations as are used
for on-balance-sheer instuments.

Since certain commitments to make loans and to fund
lines of credit and loans in process expire withour being
used, the amount does not necessarily represent furure cash
commitments. In addition, commitments used to extend
credit are agreements to lend to a customer as long as there
is no violanon of any condition established in the contract.

Securities with amortized costs of approximately
$7.663,000 and $5,835,000 and fair values of approxi-
marely $7,859,000 and $5,710,000 at September 30, 1998
and 1997, respectively, were pledged as collateral for public
funds on deposit.

Securities with amortized costs of approximarely
$6,557,000 and $2,077,000 and fair values of approxi-
mately $6,827,000 and $2,149,000 at Seprember 3¢, 1998
and 1997, respectively, were pledged as colfateral for indi-
vidual, truse, and estate deposits.

Under employment agreements with certain executive
officers, certain events leading to separation from the
Company could result in cash payments totaling approxi-
mately $2,794,000 as of September 30, 1998.

The Company and its subsidiaries are subject o
cervain claims and legal actions adsing in the orclinary
course of business. In the opinion of management, after

[ T e e
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NOTE 16 - COMMITMENTS AND CONTINGENCIES {Continued) C

consultation with legal counsel, the ultimare disposition of  effect on the consolidated financial position or resulrs of |
these marters is not expected to have 2 marerial adverse  operations of the Company.

NOTE 17 - PARENT COMPANY FINANCIAL STATEMENTS

Presented below are condensed financial statements for the parent company, First Midwest Financial, Inc.

|
CONDENSED BALANGCE SHEETS
Seprember 30, 1998 and 1997
1998 1997

ASSETS _ L
Cash and cash equivalents.... ., SIS . % 104518 § 2,166,091
Securities available for sale. S et 4257486 1,254,610 I
Investment in subsidiary banks S— bt & 40,663747 . 39,309,383 : o
Loan receivable from ESQP .. Ll D) - -U367,200 . 567,200
Ocher assets e Y LI ~ 131,945 306,656

Fotal assets ... s e e st | 8 45,504,896 $ 43,603,940
LIABILITIES A i
Loan payable to subsidiary banks ......eoceeenmsmcerensnas oresssnemt e 8 3,050,000 $ -
Accrued expenses and other Babilities enemeroias R 169,333 . 126,936

Toral liabilities . o S s baesi st B e reTie e renremarate TR e ennee 3,219,333 126,936
SHAREHOLDERS® EQUITY | . L
Common stock . JE SR LR S ST w 29,580 29,580
Additional paid-in capical ..... y e E e 21,330,075 20,984,754
Retained earnings - substantially resrricted ... A =S 27,985,814 26,427,657
Net unrealized appreciation on securities available for sale,

net of tax of $474,346 in 1998 and $568,013 in 1997 .... . 798,820 960,371

Unearned Employee Stock Ownership Plan shares.... S . (367,200) (567,200
Treasury stock, at cost SOPPERRREENE I SR _7491.526) . __(4,358,158)

Total shareholders’ equiry ..... : i e ' 42,285,563 43 477 004

Total liabilities and shareholders’ equity..., — - - $ 45504896 § 43,603,940
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NOTE 17 - PARENT COMPANY FINANCIAL STATEMENTS (Continued)

CONDENSED STATEMENTS OF INCOME
Years ended Seprember 30, 1998, 1997 and 1996

1998 1997 1996
Dividend income from subsidiary banks .....oooevooeeeeeereo. -$ 2,000,000 $ 6,000,000 $ 9,500,000
Interest income ..o, . 272,260 145,339 219,546
Gain on sales of sccurities available for sale, net v 317,960 216,614 _51.237
2,590,220 6,361,953 9,770,783
Interest expense... 72,581 132,014 -
Operating expenses............ - R 354945 548,162 182,743
427,526 480,176 182,743
Income before income taxes and equity in
undistributed net income of subsidiaries oonnonnnn.. : 2,162,694 3,881,777 9,588,040
Income tax expense (benefit) ........ - __-..50,000 {(55.000) 53,000
Income before equity in undistributed nec
income of subsidiaries . 2,112,694 5,936,777 9,535,040 .
{Distributions in excess of) equity in undistribured
net income of subsidiary banks .......... et teeemmere st et et arees . 672,188 (2,294,821} (7,121,475
Net income ......... $ 2784882 § 3641956 $ 2413565
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GONDENSED STATEMENTS OF CASH F
Years ended September 30, 1998, 1997 and 1996

1998 1997 1996

Cash flows from operating acrivities : : :
Ner income e e cmse oo i 5 2,784,882 § 3,641956 8 2413565
Adjustments to reconcile net income 1o
net cash from operating activities
Distribution in excess of (equity in undistributed)

net income of stubsidiary batks .......cecereomirreseennn o (672,188) 1 2,294,821 7,121,475
Amortization of recognition and retention plan ......... - - 41,947 117,064
Gain on sales of securiries available for sale, net ... . (317,960) C 216,614 (51,237)
Change in other assers SR i/ 4 (245,225) 110,759
Change in accrued expenses and other liabilities............ - - 142,705 (611,711) 721,109

Net cash from OPEIAtNg ACHVITES revseereersemicenrennnes 2,112,150 4,905,174 10,432,735

Cash flows from investing activities
Purchase of securities available for sale....nn oo A - (5,150,000 (231,000) (1,014,438)
Proceeds from sales of securides available for sale .............. 2,195,509 804,067 338,750
Purchase of Towa Bancorporation, Inc. - - (6529,615)
Purchase of Central West Bancorporation ... veereceinn-s : - - (1,923,519)
Repayments on loan receivable from ESOP ................ - - 200,000 200,000 . 200,000
Net cash from investment activities oo e eeeeoeee e oo (2,754,491} 773,067 (8,925,822)
Cash flows from financing activities

Proceeds from loan payable o subsidiary banks .....ooo.......... 4,550,000 - -
Repayments on loan payable to subsidiary banks ..ueeeee.., . (1,500,000 - -
Cash dividends paid.. ; " eenslad - (1,226,725) (962,682) (745,761)

Proceeds from exercise of stock options , : 28,696 335,991 94,500
Purchase of treasury stock .......... o (3,271203) (4,268,777 (630,710
Net cash from financing activities ... oeoceeoee i, (1,419,232 (4,895,468)  (1,281,971)

Net change in cash and cash equivalents .. : (2,061,573) 782,773 221,942

Cash and cash equivalents ar beginning of year ..eeecesiune. 2,166,001 1,383,318 . . 1,161,376

Cash and cash equivalents at end of year .o - $ 104,518 § 2,166,091 $ 1,383,318

Supplemental disclosure of cash flow information
Cash paid during the year for interest . . . - $ 72,581 $ 132014 § -

Supplemental schedule of noncash investing
and financing activities:
Issuance of common stock for purchase of
Cenrral West Bancorporation ....... 3 - 4 - % 3,936,634

d

The extent to which the Company may pay cash dividends 1o shareholders will depend on the cash custently available ar
the Company, as well as the ability of the subsidiary banks to pay dividends to the Company (see Note 15).
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E NOTE 18 - SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)

Quarter Ended

December 31 March 31 June 30
Fiscal year 1998:
Total INGErESt INCOME wmrveresesesesrseneaene $ 7,894,734 $ 7,839,781 $ 7,996,291
Total interest expense —eerercenceanens 4,712,639 4,622,771 4,815,319
INet INLeIest INCOME. c.nmierecrrvneresssessanene 3,182,095 3,217,010 3,180,972
Provision for loan 10SSes weerevenenans . 35,000 1,343,000 55,000
Net INCOME voveervrremremerems s cesessnsnens - 989,055 46,316 893,056
Earnings per common and
common equivalent share
BaSIC oo erans st % 38 $ .02 $ 35
| 111+t N .36 $ .02 $ .33
Fiscal year 1997:
Total interest INCOME wvuvrrerverercrmsreresanns $ 7305929 $ 6882095 § 7,331,501
Total interest €Xpense ....o.weeeeeeereerceennnen. - 4,288,793 3,973,985 4,356,367
et INEest INCOMC. urrreresseeeeeeeaeemesenen . 3,017,153 2,908,110 2,975,134
Provision for loan 105525 v cecercevenane 30,000 30,000 30,600
TNEL LICOMIE o ceecererecvrvesasrensenssmaas 953,216 349,539 912,504
Earnings per commeon and
common equivalent share
BaSiC .ocrireeeerenee i nneeneneas -3 34 $ 31 b 34
Diuted woveeee e 3 33  § .29 $ .33
Fiscal year 1996:
Total interest INCOME vovvvreevessveseceeerennss $ 5,363,332 $ 5,962,258 $ 6,499,056
Total interest eXpense «....cwvmeerreeneass 2,960,194 3,407,485 3,733,106
Net INEErest INCOME e e eeereoreensnee: .. 2,403,138 2,554,773 2,763,950
Provision for loan 1osses ..ovreevcseccsneee. . 30,000 30,000 30,000
INEL INCOMIE wovneeeememceee e e rearsineae 776,845 726,806 892,181
Earnings per common and
common equivalent share
Basic oot $ 31 $ 28 $ .35
Diluted .....oeeereereeerneereems s snans $ 29 % 27 $ .33

September 30
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First Midwest Financial, Inc. and Subsidiaries

NOTE 19 - FAIR VALUES OF FINANCIAL INSTRUMENTS

SFAS No. 107, “Disclosures About Fair Vabte of Financial
Instruments,” requires thae the Company disclose estimated
fair value amounts of iis financial instruments. It is man-
agements belief that the fair values presented below are
reasonable based on the valuarion techniques and dara
available to the Company as of September 30, 1998 and
1997, as more fully described below. Tt should be noted
that the operations of the Company are managed from a

going concern basis and not a liquidation basis. As a resule,
the ultimate value realized for the financial instrurments
presented could be subseantially different when actually
recognized over time through the normal course of opera-
tions. Additionally, 2 substantial portion of the Company’s
inherent value is the subsidiary banks’ capiralization and
franchise value. Neither of these components have been
given consideration in the presentation of fair values belaw.

The following presents the carrying amount and estimated fair value of the financial instruments held by the Company

at September 30, 1998 and 1997. This information is presented sclely for compliance with SFAS N

- A d T o T
FAS No. 107 and is subject

to change over time based on a variery of factors.

19938 1997
Carrying Estimared Carrying Estmated
Amount Fair Value Amount Fair Value
SELECTED ASSETS
Cash and cash CQUIVALENTS e sanenes ¥ 6,727.444 $ 6,727,000 $12,852,426 % 12,852,000
Interese-bearing deposits in 7 . .
other financial InstituGons .o . - “om T 200,000 200,000
Securides available for sale.. oo 120,609,531 120,610,000 115,985,045 115,985,000
Loans receivable, net vmeececrrcrrrees -+ 270,286,189 273,096,000 254,640,971 254,455,000
FHLB Stock - - 5,505,800 5,506,000 5,629,300 5,629,000
Accrued interest receivable .oveviinn. 4,968,607 4,969,000 5,366,109 5,366,000
SELECTED LIABILITIES
Noninterest bearing derand _ .-
deposits waer 0 (4,971,562) " (4,972,000) (5,572,296) (5.572,000)
Savings, NOW and money ) . o :
market demand deposits ........ N (57,755,615) (57.756,000) (49,838,735) (49,859,000}
Other dme certificates of deposit .......... 1221,130,975) (222,807,000) (190.704,667). (190,190,000}
Total deposits o eeceeesracine v -{283,858,152) (285,535,000}  (246,115,698)  (245,601,000)
Advances from FHLB e oeeeseres - - (85,263,562) (87,360,000) (107,426,225} (107,247 ,000)
Securities sold under
agreements to repurchase ... — - {4,074,567) {4,095,000) {(1,800,000) (1,806,000)
Other borrowings ..o eevervecreeersnes - - (550,000) {550,000) (2,900,000} (2,900,000}
Advances from borrowers
for taxes and INSUTANCE nverevenseenn. e e- - {405,218) {(405,000) (449,487) {449,000)
Accrued interest payable worecosnren (834,741} (835,000) (1,065,746} (1,066,000}
OFF-BALANCE-SHEET
INSTRUMENTS
Loan commitments (27,353,000 - (15,782,000) -




First Midwest Financial, Inc. and Subsidiaries

NOTE 192 - FAIR VALUES OF FINANCYAL INSTRUMENTS (Continued)
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used in derermining the fair value estimates for the Com-
pany’s financial instruments at Seprember 30, 1998 and
1997.

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 Instirutions:
The carrying amount of interest-bearing deposits in other
financial institutions is assumed to approximate the fair
value.

Securities Available For Sale: 5 of
dealer quotes were used to determine the fair value of secu-
rities available for sale.

A -
%UULCU arket P l

Loans Recetvable, 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 sim-
ilar remaining matutiies. When using the discounting
method to determine fair value, loans were gathered by
homogeneous groups with similar terms and conditions
and discounted at a target rate at which similar loans would
be made to borrowers as of September 30, 1998 and 1997.
In addition, when compurting the estimated fair value for

all Taane allawmrmeras fae loas Toaone b Lnae o e,

Al 1UAALEYy AUUVYARILLS LM IUERL LUNDES Lidys UCCLL bubl.ld{.l.(..d
from the calculated fair value for consideration of credit
issues.

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

Accrued Interest Receivable: The carrving amount of
accrued interest receivable is assumed to approximate the

fair value.

Deposits: The fair value of deposits were determined as fol-
lows: (i) for noninterest bearing demand dcposits savings,

NOWY and soney madrer dermmas P Ty
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deposits are immediately withdrawable, fair value is derer-
mined to approximate the carrying value {the amount
payable on demand); (ii) for other time certficates of
deposit, the fair value has been estimated by discounting
expected future cash flows by the current rates offered as of
September 30, 1998 and 1997 on certficates of deposit
with similar remaining maturities. In accordance with

SFAS No. 107, no value has been assigned to the Compa-

ny’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 furure cash flows
using current intesest rates as of Seprember 30, 1998 and
1997, for advances with similar terms and remaining matu-
rities.

Securities Sold Under Agreements to Repurchase and
Other Bormowings: The fair value of securities sold under
agrcemcm:s w0 repurchase and other burrowings was est-
mated uy wsccuﬁtmg the t.xpectt‘:ct future cash flows usmg
derived interest rates approximating marker as of Septem-
ber 30, 1998 and 1997 over the contractual marurity of

such borrowings.

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

Accrued Ineerest Payable: The carrying amount of acerued
nterest payable is assumed to approximate the fair value.

Loan Commitments: The cornmitments to originate and
purchase loans have terms that are consistent with, cusrcent

nbLUluluél}f, Lllt.' \,,ompany csuma(ts ma[
the fair values of these commitments are not significant.
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Limitations: It must be noted that fair value estimates are’
made ar a specific point in time, based on relevant market
information abour the financial insorument. Additionally,
fair value estimares are based on existing on- and off-bal-
ance-sheet financial instuments without attempting to
estimate the value of anticipated fucure business. customer
reladonships and the value of assets and liabilities thar are
not cons1dercd financial instruments. These estimaics do
not reflect any premium or discount that could result from
offering the Company’s entire holdings of 2 particular
financial instrument for sale at one time. Furthcrmorc,

o [ Lo e

since no Dnaiket exists for certain of the wmpa:lys finan-
cial instruments, fair value estimates may be based on judg-
ments regarding furure expected loss experience, current
ecanomic conditions, risk characteristics of various finan-
cial instruments, and other factors. These estimares are sub-
jective in nature and involve uncertainries and matcers of
significant judgment and therefore cannoe be derermined

with a high level of precision. Changes in a2ssumptions as

|
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E3 OF FINANCIAL INSTRUMENTS {Continued)

well as tax consideradons could significandy affect the esti-  represent the underlying vatue of the Company; on either a
mawes.  Accordingly, based on the limitations described  going concern or a liquidation basis.
above, the aggregate fair value estimates are not intended ro

NOTE 20 - SUPPLEMENTAL CASH FLOW DISCLOSURES

On December 29, 1995, the Company purchased all of the common stock of Towa Bancorp for $8,000,000 in cash. In
conjunction with the acquisition, liabilities were assumed as follows:

Fair value of assets acquired $ 25,429,434
Cash paid {8,000,000)
Liabilities assumed $ 17,429,434

On September 30, 1996, the Company, purchased all of the common stock of Central West for $1,312,474 in cash and
issued 256,737 common shares at a masket value of $15.33 per share, as restated for the three-for-two stock split effect-

ed in the form of a 50% stock dividend paid on January 2, 1997. In conjuncrion with the acquisirion, liabilities were
assumed as follows:

Fair value of assers acquired $ 35,577,247

Cash paid (1,312,474)

Common stocl issued {3,936,634)
Liabilities assumed £ 30,328,139

NOTE 21 - FEDERAL DEPOSIT INSURANCE PREMIUM

The deposits of savings associations such as the Bank are 31, 1995. Based on the Banks deposits as of this dare, a
insured by the Savings Association Insurance fund  one-time assessment of $1,265,996 was paid and recorded
(“SAIF”). A recapitalization plan signed into law on Sep-  as federal deposit insurance premium expense for the year
tember 30, 1996 provided for a one-time assessment of  ended September 30, 1996.

65.7 basis points applied to all SAYF deposits as of March

N
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Directors of First Midwest Financial, Inc.

James S. Haahr -~— Chairman of the Board, President
and Chief Executive Officer for First Midwest Finan-
cial, Inc. and First Federal Savings Bank of the Midwest;
Chairman of the Board for Securicy Swmte Bank. Mr
Haalir 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. Heisa
member of the Board of Directors of Americas Com-
munity Bankers and a member of the Savings Associa-
tion Insurance Fund Industry Advisory Committee.
Mr. Haahr is former Vice Chairman of the Board of
Directors of the Federal Home Loan Banlk of Des Moines,
former Chairman of the lowa League of Savings
Institutions,.and a former director of the U.S. League of
Savings Institutions. Board committee: First Federal
Trust Committee. James S. Haahr is the father of J. Tyler
HHaahr

J. Tyler Haahr — Senior Vice President, Secretary and
Chief Operating Officer for First Midwest Financial,

Pracidams

- rorary (Chiaf
Lresiagny, alex

Sec
Secretary,
Operating Officer, and Division President for First
Federal Savings Bank of the Midwest; Chief Executive
Officer of Seeurity State Bank; and Vice President and
Secretary of First Services Financial Limijted. First
Midwest and ics affiliates have employed Mr. Haahr
since March 1997. Previously Mr. Haahr was a partner
with the law firm of Lewis and Roca LLP Phoenix,
Arizona. Board committee: First Federal Trust
Commirttee. J. Tyler Haalir is the son of James S. Haahr.
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E. Wayne Cooley — Member of the Board of
Directors for First Midwest Financial, Inc., First Federal
Savings Bank of the Midwest, and Security State Banle
D1 Cooley has served as Executive Secretary of the Iowa
Girls' High School Athletic Union in Des Moines,
Towa, since 1954, He is Executive Vice President of the
Iowa High School Speech Association, 2 member of
the Buena Vista University Board of Trustees, 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 has served as Chair-
man of the lowa Heart Association and as Vice
Chairman of the Jowa Games. Board committees:
Chairman of the Audit-Compensation/Personnel
Committee and member of the Stock Option
Committee.

E. Tharman Gaskill — Member of the Board of
Direcrors for First Midwest Financial, Inc., First Federal

R S —————————————.—

Savings Bank of the Midwest, and Security State Bank.,
Mr. Gaskill has owned and operated a grain farming
operation located near Corwith, lowa, since 1958. He
has served as a commissioner with the Towa Deparument
of Economic Development and also as a commissioner
with the Iowa Department of Natural Resources.
Mr. Gaskill is the past president of lowa Corn Growers
Association, past chairman of the United States Feed
Grains Council, and has served in numecrous other
agriculture positions. He was elected to the Jowa State
Senate in 1998 and represents District 8. Board com-
miteees: Chairman of the First Federal Trust Commit-
tee and member of the Audit-Compensation/Personnel
Committee.

G. Mark Mickelson — Member of the Board of
Directors for First Midwest Financiai, Inc., First Federal
Savings Banlk of the Midwest, and Security State Bank.
Mr. Mickelson is Vice President of Acquisitions for
Northwestern Growth Corporation in Sioux Falls,
South Dakora. Northwestern Growth Corperation is
the unregulated investment subsidiary of Northwestern
Public Service. Mr. Mickelson graduated with high
honors from Harvard Law School and is a Certified
Public Accountant. Board committees: First Federal
Audit-Compensation/Personnel Committee and Stock
Option Commitree.

Rodney G. Muilenburg — Member of the Board of
Direcrors for First Midwest Financial, Inc., First Federal
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 agriculrural
southeastern South Dakota, and southwest Minnesorta.
Board committees: Chairman of the Stock Option
Committee and member of the Audit-Compensation/
Personnel Commirtee.

Jeanne Partlow — Member of the Board of Directors
for First Midwese Financial, Inc. Mrs. Partlow redred
in June 1998 as President of the Iowa Savings Bank
Division of First Federal, located in Des Moines, Iowa.
She was President, Chief Execurive Officer and
Chairperson of the Board of Iowa Savings Bank, ES.B.,
from 1987 until che end of December 1995, when Towa
Savings Bank was acquired by and became a division
of First Federal Savings Bank of the Midwest. Mis.
Partlow is a past member of the Board of Directors of the
Federal Home Loan Bank of Des Moines.
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Executive Officers

()

JaMEes S. HaaHR J. TyLER HAAHR DoNALD J. WINCHELL, CPA
Chairman of the Board, Senior Vice President, Secretary Senior Vice President, Treasurer
President and Chicf Fxecutive and Chisf Operating Officer for and Chief Financial Officer for
Officer for First Midwest Firse Midwest Financial, Inc.; First Midwest Financial, Inc. and I
Financial, Inc. and First Federal Executive Vice President, Secretary, First Federal Savings Bank of the
Savings Bank of the Midwest; and Chief Operaring Officer, and Midwest; and Secretary for
Chairman of the Board for Division President for First Security State Bank
Security State Bank Federal Savings Bank of the
Midwest; and Chief Executive

Officer for Security State Bank

ErLen E. H. MooRre Tiv D. HARVEY TroY MOORE

Vice President, Marketing President for Brookings Federal President for Iowa Savings Bank
and Sales for First Midwest Bantk Division of First Federal Division of First Federal Savings
Financial, Inc.; and Senior Vice Savings Bank of the Midiwest Bank of the Midwest

President Murketing and Sales for

First Federal Savings Bank

of the Midwest

RicHARD H. COLEMAN Susan C. JESSE FRED A. STEVENS

President for Security State Bank Senior Vice President for Senior Vice President for First
First Federal Savings Bank of the Federal Savings Bank of the
Midwwest Midwest
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Corporate Information

Corporate Headquarters
First Midwest Financial, Inc.
First Federal Building

Fifth ar Erie

PO. Box 1307

Storm Lake, lowa 30588

Annual Meeting of Shareholders

The Apnual Meeting of Sharcholders will convene at
1 p.m. on Monday, January 25, 1999. The meeting will
be held in the Board Room of First Federal Savings Bank
of the Midwest, Fifth at Erie, Storm Lake, lowa. Further

information with regard to this meeting can be found in
the proxy statement.

Gengcral Counsel
Mack, Hansen, Gadd, Armsuong & Brown, PC.
316 East Sixth Screet

Independent Auditors

Crowe, Chizek and Company LLP
330 East Jefferson Boulevard
PO.Box 7

South Bend, Indiana 46624

Sharcholder Services and Investor Refations
Shareholders desiring to change the name, address, or own-
ership of stock; to report lost cerrificates; or to consolidate
accounts, should contact the corporation’s transfer agent:

Regiscrar & Transfer Company

10 Commerce Drive

Cranford, New Jersey 07016

Telephone: 1-800-368-5948

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

PO. Box 278
Storm Lake, Jowa 50588

the following:
Investor Relations
First Midwest Financial, Inc.
First Federal Building, Fifth ar Erie
PO. Box 1307
Storm Lake, Jowa 50588
Telephone: 712-732-4117

Special Counsel
Silver, Freedman & Taff, LIP

1100 New York Avenue, NW
Washington, DC 20005-3934

Stock Market Information

First Midwest Financial, Incs common stock trades on the Nasdaq National Market under the symbol “CASH.” Tke
Well 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 Nasdag System for
each quarter of fiscal 1997 and 1998, after giving retroactive cffect for the three-for-two stock split paid by the Company
in the form of a fifty percent stock dividend on January 2, 1997, was as follows:

1997 1998 Fiscal Year 1997 Tiscal Year 1998

Dividend Dividend

Paid Paid Low High Low High
First QUALTEL croveererscmrercenecaceneracmsnsneees - - $09 $.12 C$15.00 $16.67 $19.50  $22.63
Secotid QUALTEL. e eececenererenerreieee 509 $.12 $15.25  $17.88 $21.88  §$23.25
Third QUATtere v rinssrnsnaenas .. %09 $.12 $15.00 $18.00 $21.38 $25.25

Fourth QUALTEr ..ccvurrmmarsreciressuserserenns $.09 $.12 $16.25  $20.88  $17.13  $24.00

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

Dividend payment decisions are made with consideration of a variery of factors including earnings, financial con-
dition, market considerations, and regulatory restrictions. Resuictions on dividend payments are described in Note 14
of the Notes to Consolidated Financial Statements included in this Annual Report.

As of September 30, 1998, Fixsc Midwest had 2,553,245 shares of common stock outstanding, which werc held by
321 sharcholders of record. The shareholders of record number does not reflect approximately 608 persons or encities
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, 1998: Everen Securities, Inc.; Herzog, Heine, Geduld, Inc.; Howe Barnes Investments, Inc.; Piper
Jaffray Companies, Inc.; Sandler O'Neill & Partners; and Tucker Anthony Incorporated.
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