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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington D.C. 20549
FORM 10-K
(Mark One)

b Annual Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the fiscal year ended December 31, 2006, or

0 Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the transition period from to .
Commission File Number: 000-49733
FIRST INTERSTATE BANCSYSTEM, INC.
(Exact name of registrant as specified in its charter)

Montana 81-0331430
(State or other jurisdiction of incorporation or (IRS Employer Identification No.)
organization)
401 North 31st Street 59116
Billings, Montana (Zip Code)

(Address of principal executive offices)
(406) 255-5390
(Registrant s telephone number, including area code)
Securities registered pursuant to Section 12(b) of the Act: None
Securities registered pursuant to Section 12(g) of the Act: Common stock without par value per share
Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
o Yes p No
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act.
o Yes p No
Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. p Yes o No
Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of the registrant s knowledge, in definitive proxy or information
statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer
(as defined in Rule 12b-2 of the Exchange Act).
o Large accelerated filer o Accelerated filer ~ p Non-accelerated filer
Indicate by check mark if the registrant is a shell company (as defined in Rule 12b-2 of the Act.) o Yes p No
Aggregate market value (appraised minority value) of voting and non-voting common equity held by non-affiliates
computed by reference to the price at which the common equity was last sold, or the average bid and asked price of
such common equity, as of the last business day of the registrant s most recently completed second fiscal quarter,
June 30, 2006, was $47,096,814.
The number of shares outstanding of the registrant s common stock as of February 28, 2007 was 8,186,7009.
Documents Incorporated by Reference
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The registrant intends to file a definitive Proxy Statement for the Annual Meeting of Shareholders scheduled to be
held May 4, 2007. The information required by Part III of this Form 10-K is incorporated by reference from such
Proxy Statement.
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PART I
Cautionary Note Regarding Forward-Looking Statements

This report contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933,
as amended, and Rule 175 promulgated thereunder, and Section 21E of the Securities Exchange Act of 1934, as
amended, and Rule 3b-6 promulgated thereunder, that involve inherent risks and uncertainties. Any statements about
our plans, objectives, expectations, strategies, beliefs, or future performance or events constitute forward-looking
statements. Such statements are identified as those that include words or phrases such as believes, expects, anticipates,

plans, trend, objective, continue or similar expressions or future or conditional verbs such as will, ~ would, sh

could, might, may or similar expressions. Forward-looking statements involve known and unknown risks,
uncertainties, assumptions, estimates and other important factors that could cause actual results to differ materially
from any results, performance or events expressed or implied by such forward-looking statements. All
forward-looking statements are qualified in their entirety by reference to the factors discussed in this report including,
among others, the following risk factors discussed more fully in Item 1A hereof: (i) credit risk; (ii) business
concentration and economic conditions in Montana and Wyoming; (iii) declines in real estate values; (iv) changes in
interest rates; (v) inability to meet liquidity requirements; (vi) competition; (vii) failure of technology; (viii) breach in
information system security; (ix) ineffective internal operational controls; (x) difficulties in execution of business
strategy; (xi) disruption of vital infrastructure and other business interruptions; (xii) litigation pertaining to fiduciary
responsibilities; (xiii) changes in or noncompliance with governmental regulations; (xiv) restrictions on dividends and
stock redemptions; (xv) capital required to support our bank subsidiary; and (xvi) investment risks affecting holders of
common stock. Because the foregoing factors could cause actual results or outcomes to differ materially from those
expressed or implied in any forward-looking statements, undue reliance should not be placed on any forward-looking
statements. Further, any forward-looking statement speaks only as of the date on which it is made, and we undertake
no obligation to update any forward-looking statement to reflect events or circumstances after the date on which the
statement is made or to reflect the occurrence of future events or developments.

Item 1. Business

Overview

When we referto we, our, and us in this report, we mean First Interstate BancSystem, Inc. and our consolidated
subsidiaries, unless the context indicates that we refer only to the parent company, First Interstate BancSystem, Inc.
When we refer to the Bank in this report, we mean First Interstate Bank, our only bank subsidiary.

We are a financial and bank holding company that was incorporated in Montana in 1971. We are headquartered in
Billings, Montana. As of December 31, 2006, we had assets of $5.0 billion, deposits of $3.7 billion and total
stockholders equity of $410 million. Our wholly-owned bank subsidiary, First Interstate Bank, has 49 banking offices
in 29 Montana and Wyoming communities. Through the Bank, we deliver a comprehensive range of banking products
and services, including demand and savings deposits; commercial, consumer, agricultural and real estate loans;
mortgage loan origination and servicing; and, trust, employee benefit, investment and insurance services. We serve
individuals, businesses, municipalities and other entities throughout our market areas. We are the largest banking
organization in Montana and Wyoming.

We also conduct other financial activities through wholly-owned nonbank subsidiaries. Our principal consolidated
nonbank subsidiaries include the following companies:

i_Tech Corporation, or i_Tech, which provides technology services to the Bank and other
non-affiliated customers in Montana, Wyoming and seven additional states. i_Tech also provides
processing support for 2,337 ATM locations in 32 states.

FIBCT, LLC, which provides internet-based products and services to financial institutions and
small to medium-sized businesses, including web page design, development and hosting; logo
design; domain registration; development of internet-based training, marketing and e-commerce
products; and, software development.
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First Interstate Insurance Agency, Inc., which provides insurance products to individual and
business customers.

FI Reinsurance, Ltd., domiciled in Nevis Island, West Indies, which underwrites, as reinsurer,
credit-related life and disability insurance.
We are the licensee under a perpetual trademark license agreement granting us an exclusive, nontransferable
license to use the First Interstate name and logo in Montana, Wyoming and surrounding states.
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We derive our income principally from interest charged on loans, and to a lesser extent, from interest and dividends
earned on investments. We also derive income from noninterest sources such as fees received in connection with
various banking and financial related services. Our principal expenses include interest expense on deposits and
borrowings, operating expenses, provisions for loan losses and income tax expense.

Strategic Vision

The banking industry continues to experience change with respect to regulatory matters, consolidation, consumer

needs and economic and market conditions. We believe we can best address this changing environment through our
Strategic Vision. Our Strategic Vision is to maintain and enhance our leadership in the financial and social fabrics of

the communities we serve through a commitment to customer satisfaction, innovative management, employee

development and community involvement.

Operating Segments

Our business consists of two reportable operating segments, Community Banking and Technology Services.
Financial information and analysis of our reportable operating segments is included in Management s Discussion and
Analysis of Financial Condition and Results of Operations Results of Operations Operating Segment Results
included in Part II, Item 7 of this report and in Note 24 of the Notes to Consolidated Financial Statements included in
Part IV, Item 15 of this report.

Community Banking

Our principal operating segment, Community Banking, encompasses commercial and consumer banking services
provided through our Bank, primarily the acceptance of deposits; extensions of credit; mortgage loan origination and
servicing; and, trust, employee benefit, investment and insurance services. We believe the communities we serve
provide a stable core deposit and funding base, and are economically diversified across a number of industries,
including agriculture, energy, mining, timber processing, tourism, government services, education, retail, and
professional and medical services. Our community banking philosophy emphasizes providing customers with
commercial and consumer banking products and services locally using a personalized service approach while
strengthening the communities in our market areas through community service activities. We grant our banking
offices significant autonomy in delivering and pricing products in response to local market considerations and
customer needs. This autonomy enables our banking offices to remain competitive and enhances their relationships
with the customers they serve. We also emphasize accountability, however, by establishing performance and incentive
standards that are tied to net income and other success measures at the individual banking office and market levels.
We believe this combination of autonomy and accountability allows our banking offices to provide personalized
customer service while remaining attentive to financial performance. Our profitability, market share and asset size
have been enhanced in recent years principally through organic loan and deposit growth in market areas served by our
existing banking offices.

Lending Activities

We have comprehensive credit policies establishing company-wide underwriting and documentation standards to
assist management in the lending process and to limit our risk. These credit policies establish lending guidelines based
on the experience and authority levels of the personnel located in each banking office and market. The policies also
establish thresholds at which loan requests must be recommended by our credit committee and/or approved by the
Bank s board of directors.

We offer short and long-term real estate, consumer, commercial, agricultural and other loans to individuals and
businesses in our market areas. While each loan must meet minimum underwriting standards established in our credit
policies, lending officers are granted certain levels of autonomy in approving and pricing loans to assure that the
banking offices are responsive to competitive issues and community needs in each market area.

Additional information about our loan portfolio is included in Management s Discussion and Analysis of Financial
Condition and Results of Operations  Financial Condition Loans, included in Part II, Item 7 of this report.
Deposit Products

We offer traditional depository products including checking, savings and time deposits. Deposits at the Bank are
insured by the Federal Deposit Insurance Corporation, or FDIC, up to statutory limits. We also offer repurchase
agreements primarily to commercial and municipal depositors. Under repurchase agreements, we sell investment
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Bank to our customers under an agreement to repurchase the investment securities at a specified time or on demand.
The Bank does not, however, physically transfer the investment securities. As of December 31, 2006, all outstanding
repurchase agreements were due in one business day.

Additional information about our deposits, repurchase agreements and other funding sources is included in

Management s Discussion and Analysis of Financial Condition and Results of Operations Financial Condition
Deposits, Management s Discussion and Analysis of Financial Condition and Results of Operations  Financial
Condition Other Borrowed Funds, and Management s Discussion and Analysis of Financial Condition and Results of
Operations  Financial Condition Federal Funds Purchased and Securities Sold Under Repurchase Agreements,
included in Part II, Item 7 of this report.

Financial Services

We provide a wide range of trust, employee benefit, investment management, insurance, agency and custodial
services to individuals, businesses and nonprofit organizations. These services include the administration of estates
and personal trusts; management of investment accounts for individuals, employee benefit plans and charitable
foundations; and, insurance planning. At December 31, 2006, the estimated fair value of trust assets held in a fiduciary
or agent capacity was $3.1 billion.

Centralized Services

We have centralized certain operational activities to provide consistent service levels to our customers
company-wide, to gain efficiency in management of those activities and to ensure regulatory compliance. Centralized
operational activities generally support our banking offices in the delivery of products and services to customers and
include marketing; credit review; credit cards; mortgage loan sales and servicing; indirect consumer loan purchasing
and processing; loan collections; and, other operational activities. Additionally, policy and management direction and
specialized staff support services have been centralized to enable the Bank to serve its markets more effectively. These
services include credit administration, finance, accounting, human resource management, internal audit and other
support services.

Competition

Commercial banking is highly competitive. We compete with other financial institutions located in Montana and
Wyoming and adjoining states for deposits, loans and trust, employee benefit, investment and insurance accounts. We
also compete with savings and loan associations, savings banks and credit unions for deposits and loans. In addition,
we compete with large banks in major financial centers and other financial intermediaries, such as consumer finance
companies, brokerage firms, mortgage banking companies, insurance companies, securities firms, mutual funds and
certain government agencies as well as major retailers, all actively engaged in providing various types of loans and
other financial services. We generally compete on the basis of customer service and responsiveness to customer needs,
available loan and deposit products, rates of interest charged on loans, rates of interest paid for deposits and the
availability and pricing of trust, employee benefit, investment and insurance services.

Technology Services

The Technology Services operating segment encompasses services provided by i_Tech to affiliated and
non-affiliated customers, including core application data processing; ATM and debit card processing; item proof and
capture; wide area network services and system support; and, processing support for a network of ATM locations.

i_Tech, provides centralized technology support services to the Bank, including system support of the general
ledger, investment security, loan, deposit, web banking, document imaging, management reporting and cash
management systems. i_Tech also manages our wide-area network and the ATM network used by the Bank and
provides item proof and capture services. These technology services are performed through the use of computer
hardware owned by the Bank and leased to i_Tech and software licensed by i_Tech.

While historically the technology services industry has been highly decentralized, there is an accelerating trend
toward consolidation resulting in fewer companies competing over larger geographic regions. i_Tech s competitors
vary in size and include national and regional operations. i_Tech generally competes on the basis of customer service,
price, product offering, reliability and available technology.

-4-
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Employees

At December 31, 2006, we employed 1,608 full-time equivalent employees, none of whom are represented by a
collective bargaining agreement. We strive to be the employer of choice in the markets we serve and consider our
employee relations to be good.

Regulation and Supervision
Regulatory Authorities

We are subject to extensive regulation under federal and state laws. A description of the significant elements of the
laws and regulations applicable to us is summarized below. This summary is not intended to include a summary of all
laws applicable to us, and the description is qualified in its entirety by reference to the full text of the applicable
statutes, regulations and policies. In addition to laws and regulations, state and federal banking regulatory agencies
may issue policy statements, interpretive letters and similar written guidance applicable to us. Those issuances may
affect the conduct of our business or impose additional regulatory obligations.

As a bank and financial holding company, we are subject to regulation under the Bank Holding Company Act of
1956 and to supervision, regulation and regular examination by the Federal Reserve. Because we are a public
company, we are also subject to the disclosure and regulatory requirements of the Securities Act of 1933 and the
Securities Exchange Act of 1934 as administered by the Securities and Exchange Commission.

The Bank is subject to supervision and regular examination by its primary banking regulators, the Federal Reserve
and the State of Montana, Division of Banking and Financial Institutions, and, with respect to its activities in
Wyoming, the State of Wyoming, Department of Audit. The Bank s deposits are insured by the deposit insurance fund
of the FDIC in the manner and to the extent provided by law. The Bank is subject to the Federal Deposit Insurance
Act, or FDIA, and FDIC regulations relating to deposit insurance and may also be subject to supervision and
examination by the FDIC.

The extensive regulation of the Bank limits both the activities in which the Bank may engage and the conduct of its
permitted activities. Further, the laws and regulations impose reporting and information collection obligations on the
Bank. The Bank incurs significant costs relating to compliance with the various laws and regulations and the
collection and retention of information.

First Interstate Insurance Agency, a wholly-owned nonbank subsidiary of ours, is subject to regulation and
supervision by the Montana State Auditor s Office and laws and regulations affecting the insurance industry generally.
Financial Holding Company

As a matter of policy, the Federal Reserve expects a bank holding company to act as a source of financial and
managerial strength to its subsidiary banks and to commit resources to support its subsidiary banks. Under this source
of strength doctrine, the Federal Reserve may require a bank holding company to make capital injections into a
troubled subsidiary bank. They may also claim that the bank holding company is engaging in unsafe and unsound
practices if it fails to commit resources to such a subsidiary bank. A capital injection may be required at times when
the bank holding company does not have the resources to provide it.

We are required by the Bank Holding Company Act to obtain Federal Reserve approval prior to acquiring, directly
or indirectly, ownership or control of voting shares of any bank, if, after such acquisition, we would own or control
more than 5% of its voting stock.

Under the Gramm-Leach-Bliley Act of 1999, or GLB Act, we may engage in certain business activities that are
determined by the Federal Reserve to be financial in nature or incidental to financial activities as well as all activities
authorized to bank holding companies generally. In most circumstances, we must notify the Federal Reserve of our
financial activities within a specified time period following our initial engagement in each business or activity. If the
type of proposed business or activity has not been previously determined by the Federal Reserve to be financially
related or incidental to financial activities, we must receive the prior approval of the Federal Reserve before engaging
in the activity.

-5-
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We may engage in authorized financial activities, such as providing investment services, provided that we remain a
financial holding company and meet certain regulatory standards of being well-capitalized and well-managed. If we
fail to meet the well-capitalized or well-managed regulatory standards, we may be required to cease our financial
holding company activities or, in certain circumstances, to divest of the Bank. We do not currently engage in
significant financial holding company businesses or activities not otherwise permitted to bank holding companies
generally. Should we engage in certain financial activities currently authorized to financial holding companies, we
may become subject to additional laws, regulations, supervision and examination by regulatory agencies.

Restrictions on Transfers of Funds to Us and the Bank

Dividends from the Bank are the primary source of funds for the payment of our expenses of operating and for the
payment of dividends to our shareholders. The Bank is limited, under both state and federal law, in the amount of
dividends that may be paid from time to time. In general, the Bank is limited, without the prior consent of its primary
state and federal banking regulators, to paying dividends that do not exceed the current year net profits together with
retained earnings from the two preceding calendar years.

A state or federal banking regulator may impose, by regulatory order or agreement of the Bank, specific dividend
limitations or prohibitions in certain circumstances. The Bank is not subject to a specific regulatory dividend
limitation other than generally applicable limitations. In addition to regulatory dividend limitations, the Bank
dividends are, in certain circumstances, limited by covenants in our debt instruments if the Bank fails to meet
specified regulatory capital ratios.

In addition, the Bank may not lend funds to, or otherwise extend credit to or for our benefit or the benefit of our
affiliates, except on specified types and amounts of collateral and other terms required by state and federal law. The
Federal Reserve also has authority to define and limit the transactions between banks and their affiliates. Federal
Reserve Regulation W, among other things, imposes significant additional limitations on transactions in which the
Bank may engage with us or other affiliates in addition to the limits under the federal statutes.

Capital Standards and Prompt Corrective Action

Banks and bank holding companies are subject to various regulatory capital requirements administered by state and
federal banking agencies. Capital adequacy guidelines and, additionally for banks, prompt corrective action
regulations, involve quantitative measures of assets, liabilities, and certain off-balance sheet items calculated under
regulatory accounting practices. Capital amounts and classifications are also subject to qualitative judgments by
regulators about components, risk weighting and other factors.

The Federal Reserve Board and the FDIC have substantially similar risk-based capital ratio and leverage ratio
guidelines for banking organizations. The guidelines are intended to ensure that banking organizations have adequate
capital given the risk levels of assets and off-balance sheet financial instruments. Under the guidelines, banking
organizations are required to maintain minimum ratios for Tier 1 capital and total capital to risk-weighted assets
(including certain off-balance sheet items, such as letters of credit). For purposes of calculating the ratios, a banking
organization s assets and some of its specified off-balance sheet commitments and obligations are assigned to various
risk categories. Generally, under the applicable guidelines, a financial institution s capital is divided into two tiers.
These tiers are:

Core Capital (Tier 1). Tier 1 capital includes common equity, non-cumulative perpetual preferred stock
(excluding auction rate issues), and minority interests in equity accounts of consolidated subsidiaries, less both
goodwill and, with certain limited exceptions, all other intangible assets. Bank holding companies, however,
may include up to a limit of 25% of cumulative preferred stock in their Tier 1 capital.

Supplementary Capital (Tier 2). Tier 2 capital includes, among other things, cumulative and limited-life
preferred stock, hybrid capital instruments, mandatory convertible securities, qualifying subordinated debt, and
the allowance for loan and lease losses, subject to certain limitations.
Institutions that must incorporate market risk exposure into their risk-based capital requirements may also have a
third tier of capital in the form of restricted short-term subordinated debt.
We, like other bank holding companies, currently are required to maintain Tier 1 capital and total capital (the sum
of Tier 1 and Tier 2 capital) equal to at least 4.0% and 8.0%, respectively, of our total risk-weighted assets. The Bank,
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like other depository institutions, is required to maintain similar capital levels under capital adequacy guidelines. For a
depository institution to be considered well capitalized under the regulatory framework for prompt corrective action,
its Tier 1 and total capital ratios must be at least 6.0% and 10.0% on a risk-adjusted basis, respectively.
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Bank holding companies and banks are also required to comply with minimum leverage ratio requirements. The
leverage ratio is the ratio of a banking organization s Tier 1 capital to its total adjusted quarterly average assets (as
defined for regulatory purposes). The requirements necessitate a minimum leverage ratio of 3.0% for financial holding
companies and banks that either have the highest supervisory rating or have implemented the appropriate federal
regulatory authority s risk-adjusted measure for market risk. All other financial holding companies and banks are
required to maintain a minimum leverage ratio of 4.0%, unless a different minimum is specified by an appropriate
regulatory authority. For a depository institution to be considered well capitalized under the regulatory framework for
prompt corrective action, its leverage ratio must be at least 5.0%. The Federal Reserve Board has not advised us of
any specific minimum leverage ratio applicable to us or the Bank.

The FDIA requires, among other things, the federal banking agencies to take prompt corrective action in respect of
depository institutions that do not meet minimum capital requirements. The FDIA sets forth the following five capital
tiers: well capitalized, adequately capitalized, undercapitalized, significantly undercapitalized and critically
undercapitalized. A depository institution s capital tier will depend upon how its capital levels compare with various
relevant capital measures and certain other factors, as established by regulation. The relevant capital measures are the
total capital ratio, the Tier 1 capital ratio and the leverage ratio.

Under the regulations adopted by the federal regulatory authorities, a bank will be: (i) well capitalized if the
institution has a total risk-based capital ratio of 10.0% or greater, a Tier 1 risk-based capital ratio of 6.0% or greater,
and a leverage ratio of 5.0% or greater, and is not subject to any order or written directive by any such regulatory
authority to meet and maintain a specific capital level for any capital measure; (ii) adequately capitalized if the
institution has a total risk-based capital ratio of 8.0% or greater, a Tier 1 risk-based capital ratio of 4.0% or greater,
and a leverage ratio of 4.0% or greater (3.0% in certain circumstances ) and is not well capitalized ; (iii)

undercapitalized if the institution has a total risk-based capital ratio that is less than 8.0%, a Tier 1 risk-based capital
ratio of less than 4.0% or a leverage ratio of less than 4.0% (3.0% in certain circumstances); (iv) significantly
undercapitalized if the institution has a total risk-based capital ratio of less than 6.0%, a Tier 1 risk-based capital ratio
of less than 3.0% or a leverage ratio of less than 3.0%; and (v) critically undercapitalized if the institution s tangible
equity is equal to or less than 2.0% of average quarterly tangible assets. An institution may be downgraded to, or
deemed to be in, a capital category that is lower than indicated by its capital ratios if it is determined to be in an unsafe
or unsound condition or if it receives an unsatisfactory examination rating with respect to certain matters. Throughout
2006, our regulatory capital ratios and those of the Bank were in excess of the levels established for well-capitalized
institutions. A bank s capital category is determined solely for the purpose of applying prompt corrective action
regulations, and the capital category may not constitute an accurate representation of the bank s overall financial
condition or prospects for other purposes.

The FDIA generally prohibits a depository institution from making any capital distributions (including payment of
a dividend) or paying any management fee to its parent holding company if the depository institution would thereafter
be undercapitalized. Undercapitalized institutions are subject to growth limitations and are required to submit a capital
restoration plan. The agencies may not accept such a plan without determining, among other things, that the plan is
based on realistic assumptions and is likely to succeed in restoring the depository institution s capital. In addition, for a
capital restoration plan to be acceptable, the depository institution s parent holding company must guarantee that the
institution will comply with such capital restoration plan. The aggregate liability of the parent holding company is
limited to the lesser of (i) an amount equal to 5.0% of the depository institution s total assets at the time it became
undercapitalized and (ii) the amount which is necessary (or would have been necessary) to bring the institution into
compliance with all capital standards applicable with respect to such institution as of the time it fails to comply with
the plan. If a depository institution fails to submit an acceptable plan, it is treated as if itis significantly
undercapitalized.

Significantly undercapitalized depository institutions may be subject to a number of requirements and restrictions,
including orders to sell sufficient voting stock to become adequately capitalized, requirements to reduce total assets,
and cessation of receipt of deposits from correspondent banks. Critically undercapitalized institutions are subject to
the appointment of a receiver or conservator.

Safety and Soundness Standards and Other Enforcement Mechanisms
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The federal banking agencies have adopted guidelines establishing standards for safety and soundness, asset
quality and earnings, as required by the Federal Deposit Insurance Corporation Improvement Act. These standards are
designed to identify potential concerns and ensure that action is taken to address those concerns before they pose a
risk to the deposit insurance fund. If a federal banking agency determines that an institution fails to meet any of these
standards, the agency may require the institution to submit an acceptable plan to achieve compliance with the
standard. If the institution fails to submit an acceptable plan within the time allowed by the agency or fails in any
material respect to implement an accepted plan, the agency must, by order, require the institution to correct the
deficiency.
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Federal banking agencies possess broad enforcement powers to take corrective and other supervisory action on an
insured bank and its holding company. Moreover, federal laws require each federal banking agency to take prompt
corrective action to resolve the problems of insured banks. Bank holding companies and insured banks are subject to a
wide range of potential enforcement actions by federal regulators for violation of any law, rule, regulation, standard,
condition imposed in writing by the regulator, or term of a written agreement with the regulator.

Deposit Insurance

Deposits in the Bank are insured by the FDIC in accordance with the FDIA. Insurance premiums are assessed
semiannually by the FDIC at a level sufficient to maintain the insurance reserves required under the FDIA and
relevant regulations. The insurance premium charged to a bank is determined based upon risk assessment criteria,
including relevant capital levels, results of bank examinations by state and federal regulators and other information.
The Bank currently is assessed the most favorable deposit insurance premiums under the risk-based premium system.
Depositor Preference

The FDIA provides that, in the event of the liquidation or other resolution of an insured depository institution, the
claims of depositors of the institution, including the claims of the FDIC as subrogee of insured depositors, and certain
claims for administrative expenses of the FDIC as a receiver, will have priority over other general unsecured claims
against the institution. If an insured depository institution fails, insured and uninsured depositors, along with the
FDIC, will have priority in payment ahead of unsecured, non-deposit creditors, including the parent bank holding
company, with respect to any extensions of credit they have made to such insured depository institution.

Liability of Commonly Controlled Institutions

FDIC-insured depository institutions can be held liable for any loss incurred, or reasonably expected to be incurred,
by the FDIC due to the default of an FDIC-insured depository institution controlled by the same bank holding
company, or for any assistance provided by the FDIC to an FDIC-insured depository institution controlled by the
same bank holding company that is in danger of default. Default means generally the appointment of a conservator or
receiver. In danger of default means generally the existence of certain conditions indicating that default is likely to
occur in the absence of regulatory assistance.

Customer Privacy and Other Consumer Protections

The GLB Act imposes customer privacy requirements on any company engaged in financial activities. Under these
requirements, a financial holding company is required to protect the security and confidentiality of customer
nonpublic personal information. In addition, for customers who obtain a financial product such as a loan for personal,
family or household purposes, a financial holding company is required to disclose its privacy policy to the customer at
the time the relationship is established and annually thereafter. The financial holding company must also disclose its
policies concerning the sharing of the customer s nonpublic personal information with affiliates and third parties.
Finally, a financial company is prohibited from disclosing an account number or similar item to a third party for use in
telemarketing, direct mail marketing or marketing through electronic mail.

The Bank is subject to a variety of federal and state laws and reporting obligations aimed at protecting consumers
including the Home Mortgage Disclosure Act, the Real Estate Settlement Procedures Act, the Equal Credit
Opportunity Act, the Truth in Lending Act, the Fair Credit Reporting Act and the Community Reinvestment Act, or
CRA. The CRA generally requires the federal banking agencies to evaluate the record of a financial institution in
meeting the credit needs of its local communities, including low and moderate income neighborhoods. In addition to
substantial penalties and corrective measures that may be required for a violation of fair lending laws, the federal
banking agencies may take compliance with such laws and CRA into account when regulating and supervising our
other activities or in authorizing expansion activities.

In connection with its assessment of CRA performance, the appropriate bank regulatory agency assigns a rating of

outstanding,  satisfactory, needs to improve or substantial noncompliance. The Bank received a satisfactory ratin
its most recent published examination. Although the Bank s policies and procedures are designed to achieve
compliance with all fair lending and CRA laws, instances of non-compliance are occasionally identified through
normal operational activities. Bank management responds proactively to correct all instances of non-compliance and
implement procedures to prevent further violations from occurring.
-8-
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Sarbanes-Oxley Act of 2002

The Sarbanes-Oxley Act of 2002 imposed new or revised corporate governance, accounting, and reporting
requirements on us and all other companies having securities registered with the SEC. In addition to a requirement
that chief executive officers and chief financial officers certify financial statements in writing, the statute imposed
requirements affecting, among other matters, the composition and activities of audit committees, disclosures relating
to corporate insiders and insider transactions, codes of ethics, and the effectiveness of internal controls over financial
reporting.

USA Patriot Act

The USA Patriot Act of 2001 amended the Bank Secrecy Act and adopted additional measures requiring insured
depository institutions, broker-dealers, and certain other financial institutions to have policies, procedures and controls
to detect, prevent and report money laundering and terrorist financing. These acts and their regulations also provide
for information sharing, subject to conditions, between federal law enforcement agencies and financial institutions, as
well as among financial institutions, for counter-terrorism purposes. Federal banking regulators are required, when
reviewing bank holding company acquisition or merger applications, to take into account the effectiveness of the
anti-money laundering activities of the applicants. The USA Patriot Improvement and Reauthorization Act of 2005,
among other things, made permanent or otherwise generally extended the effectiveness of provisions applicable to
financial institutions.

Effect of Economic Conditions. Government Policies and Legislation

Banking depends on interest rate differentials. In general, the difference between the interest rate paid by the Bank
on deposits and borrowings and the interest rate received by the Bank on loans extended to customers and on
investment securities comprises a major portion of the Bank s earnings. These rates are highly sensitive to many
factors that are beyond the control of the Bank. Accordingly, the earnings and potential growth of the Bank are subject
to the influence of domestic and foreign economic conditions, including inflation, recession and unemployment.

The commercial banking business is not only affected by general economic conditions but is also influenced by the
monetary and fiscal policies of the federal government and the policies of regulatory agencies, particularly the Federal
Reserve. The Federal Reserve implements national monetary policies (with objectives such as curbing inflation and
combating recession) by its open-market operations in United States government securities, by adjusting the required
level of reserves for financial institutions subject to the Federal Reserve s reserve requirements and by varying the
discount rates applicable to borrowings by depository institutions. The actions of the Federal Reserve in these areas
influence the growth of bank loans, investments and deposits and also affect interest rates charged on loans and paid
on deposits. The nature and impact of any future changes in monetary policies cannot be predicted.

From time to time, legislation is enacted which has the effect of imposing additional operating restrictions and
increasing the cost of doing business, as has been the case with relatively recent laws regarding anti-terrorism and
consumer privacy. New legislation may also limit or expand permissible activities or affect the competitive balance
between banks and other financial service providers. Proposals to change the laws and regulations governing the
operations and taxation of banks, bank holding companies and other financial service providers are frequently made in
Congress, in the Montana and Wyoming legislatures and before various bank regulatory and other professional
agencies. The likelihood of major legislative changes and the impact such changes might have on us are impossible to
predict.

Recent Regulatory Developments

The U.S. Congress approved deposit insurance reform at the beginning of February 2006 and the FDIC adopted
amended regulations and new regulations in November 2006 to give effect to the reform. Under the reform and
amended regulations, the FDIC has adopted a risk-based premium system and, beginning in 2007, may pay dividends
to insured depository organizations depending on, among other factors, the reserve ratio of the deposit insurance fund.
The dividend will be considered by the FDIC board of directors in each calendar year. The reform also adjusts the
deposit insurance coverage levels for certain types of deposit accounts and allows for further future adjustments
depending upon, among other things, inflation.

On September 26, 2006, the federal banking regulators published a notice of proposed rulemaking to implement
regulatory capital requirements commonly referred to as the Basel II accord. The notice requested public comment
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On December 28, 2006, the federal banking regulators also published a notice of proposed rulemaking, referred to
as Basel IA, to implement proposed changes to the risked-based capital rules for banking organizations not affected by
Basel II. As proposed in the recently published notice, all banking organizations not subject to Basel II could elect to
be governed by Basel IA or elect to remain subject to existing risked-based capital rules. If the Basel IA proposed
rules become final, we may be affected by or elect to be subject to different risked-based capital rules than those
currently applicable to us. We have not evaluated the proposed rules nor considered any election to be subject to any
final Basel IA rules.

Website Access to SEC Filings

All of our reports filed electronically with the SEC, including the Annual Report on Form 10-K, Quarterly Reports
on Form 10-Q, Current Reports on Form 8-K and Proxy Statements, as well as amendments to these reports and
statements filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act, are accessible at no cost through
our website at www.firstinterstatebank.com as soon as reasonably practicable after they have been filed with the SEC.
These reports are also accessible on the SEC s website at www.sec.gov. The public may read and copy materials we
file with the SEC at the public reference facilities maintained by the SEC at Room 1580, 100 F Street N.E.,
Washington, DC 20549. The public may obtain information on the operation of the public reference room by calling
the SEC at 1-800-SEC-0330. Our website and the information contained therein or connected thereto is not intended
to be incorporated into this report and should not be considered a part of this report.

Item 1A. Risk Factors

Like other financial and bank holding companies, we are subject to a number of risks, some of which are outside of
our control, including: (1) credit risks; (2) market risks; (3) liquidity risks; and, (4) operational risks. In addition,
investors who purchase shares of our common stock are subject to (5) investment risks. Readers should consider
carefully the following important factors in evaluating us, our business and an investment in our securities.

(1) Credit Risks:

We extend credit to a variety of customers based on internally set standards and judgment. We manage the
credit risk through a program of underwriting standards, the review of certain credit decisions, and an
on-going process of assessment of the quality of the credit already extended. Our credit standards, the nature of
our loan portfolio and on-going process of credit management and assessment might not protect us from
significant credit losses.

We take credit risk by virtue of making loans and extending loan commitments and letters of credit. Our exposure
to credit risk is managed through the use of consistent underwriting standards that emphasize in-market lending. Our
credit administration function employs risk management techniques designed to ensure that loans adhere to corporate
policy and problem loans are promptly identified. We have adopted underwriting and credit monitoring procedures
and policies, including the establishment and review of the allowance for loan losses, which we believe are
appropriate to mitigate the risk of loss by assessing the likelihood of non-performance and the value of available
collateral, monitoring loan performance and diversifying our credit portfolio. These procedures provide us with the
information necessary to implement policy adjustments where necessary and to take proactive corrective actions. Our
credit standards, procedures and policies may not prevent us from incurring substantial credit losses.

As of December 31, 2006, approximately 62% of our loan portfolio consisted of commercial, construction and
commercial real estate loans. These types of loans are generally viewed as having more risk and are typically larger
than residential real estate loans or consumer loans and, therefore, have a higher risk of loss. Because our loan
portfolio contains a significant number of commercial, construction and commercial real estate loans with relatively
large balances, the deterioration of one or a few of these loans could cause a significant increase in non-performing
loans. An increase in non-performing loans could result in a loss of earnings from these loans, an increase in the
provision of loan losses and an increase in loan charge-offs.

Our loans and deposits are focused in Montana and Wyoming. Adverse economic conditions in these states
could adversely impact our results from operations, cash flows, and financial condition.

Our customers with loan and/or deposit balances are located predominantly in Montana and Wyoming. Because of
the concentration of loans and deposits in these states, in the event of adverse economic conditions in Montana or
Wyoming, we could experience higher rates of loss and delinquency on our loans than if the loans were more
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contamination and other unfavorable conditions and events that affect these states, could reduce demand for credit or
fee-based products and may delay or prevent borrowers from repaying their loans. Adverse conditions and other
factors identified above could also negatively affect real estate and other collateral values, interest rate levels, and the
availability of credit to refinance loans at or prior to maturity. These results could adversely impact our results of
operations, cash flows and financial condition.

Declines in real estate values in our markets could adversely impact our business.

Like all banks, we are subject to the effects of any economic downturn. In particular, a significant decline in real
estate property values in our markets could have a negative effect on results of operations. A significant decline in real
estate values could lead to higher charge-offs in the event of defaults in our real estate loan portfolio. At December 31,
2006, we had $2.1 billion of commercial, agricultural, construction, residential and other real estate loans representing
63% of our total loan portfolio.

(2) Market Risks:

Changes in interest rates could negatively impact our net interest income.

Our results of operations depend substantially on net interest income, which is the difference between interest
earned on interest-earning assets (such as investments and loans) and interest paid on interest-bearing liabilities (such
as deposits and borrowings). Interest rates are highly sensitive to many factors, including governmental monetary
policies and domestic and international economic and political conditions. Conditions such as inflation, recession,
unemployment, money supply, and other factors beyond our control may also affect interest rates. In both rising and
declining interest rate environments, our net interest income could be adversely impacted.

Changes in interest rates may weaken demand for our products and services and harm our results of
operations and cash flows.

Changes in interest rates can affect customers demand for our products and services. Interest rate changes may also
impact the value of our loans and other assets, including mortgage servicing rights, and our ability to realize gains on
the sale of assets. A portion of our earnings result from transactional income. An example of this type of transactional
income is gain on sales of loans and investment securities. This type of income can vary significantly from
quarter-to-quarter and year-to-year based on a number of different factors, including the interest rate environment. An
increase in interest rates that adversely affects the ability of borrowers to pay the principal or interest on loans may
lead to an increase in non-performing assets and a reduction of income recognized, which could harm our results of
operations and cash flows. In contrast, decreasing interest rates have the effect of causing customers to refinance
mortgage loans faster than anticipated. This causes the value of assets related to the servicing rights on mortgage loans
sold to be lower than originally recognized. If this happens, we may need to write down our mortgage servicing rights
asset faster, which would accelerate expense and lower our earnings.

(3) Liquidity Risks:

We may not be able to meet the cash flow requirements of our depositors and borrowers unless we obtain
sufficient liquidity.

Liquidity is the ability to meet current and future cash flow needs on a timely basis at a reasonable cost. Our
liquidity is used to make loans and to repay deposit liabilities as they become due or are demanded by customers. We
regularly monitor our overall liquidity position to ensure that various alternative strategies exist to cover unanticipated
events that could affect liquidity. Potential alternative sources of liquidity include Federal funds purchased and
securities sold under repurchase agreements. We maintain a portfolio of investment securities that may be used as a
secondary source of liquidity to the extent the securities are not pledged for collateral. We believe there are other
sources of liquidity available to us should they be needed. These sources include the drawing of additional funds on
our unsecured revolving term loan, the sale of loans, the ability to acquire national market, non-core deposits, the
issuance of additional collateralized borrowings such as Federal Home Loan Bank, or FHLB, advances, the issuance
of debt securities, and the issuance of preferred or common securities. We may also be able to borrow through the
Federal Reserve s discount window. Without sufficient liquidity, we may not be able to meet the cash flow
requirements of our depositors and borrowers.
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If our funding sources are inadequate, we may be unable to continue expanding our business, funding our
operations, paying dividends or repurchasing stock.

If we are unable to access adequate funding sources when needed, we may be unable to continue expansion of our
business or fund operations. Inadequate funding sources could also prevent us from paying dividends and
repurchasing stock. Accordingly, it is critical we maintain adequate liquidity to avoid an adverse impact on our
financial condition and level of regulatory-qualifying capital.

(4) Operational Risks:

We have significant competition in both attracting and retaining deposits and in originating loans.
Competition is intense in most of our markets. We compete on price, product availability, customer service and
responsiveness to customer needs with other banks and financial services companies such as brokerage firms, finance
companies, mortgage banking companies, insurance companies and credit unions. Competition could intensify in the
future as a result of industry consolidation, the increasing availability of products and services from larger, multi-state
financial holding companies and their bank and non-bank subsidiaries, greater technological developments in the

industry, and banking reform.

A failure of the technology we use could harm our business.

We depend heavily upon data processing, software, communication and information exchange on a variety of
computing platforms and networks and over the internet. Despite instituted safeguards, we cannot be certain that all of
our systems are entirely free from vulnerability to breaches of security or other technological difficulties or failures.
Our wholly-owned subsidiary, i_Tech, provides technology services to the Bank and other non-affiliated customers. In
addition, we rely on the services of a variety of vendors to meet our data processing and communication needs. If
information security is breached or other technology difficulties or failures occur, information may be lost or
misappropriated, services and operations may be interrupted, and we could be exposed to claims from customers and
related legal actions. Any of these results could harm our business.

Our information systems may experience a breach in security.

We rely heavily on communications and information systems to conduct our business. A breach in the security of
these systems could result in failures or disruptions in our customer relationship management, general ledger, deposit,
loan, investment and other information systems. A breach of the security of our information systems could damage
our reputation, result in a loss of customer business, subject us to additional regulatory scrutiny and expose us to civil
litigation and possible financial liability.

Our systems of internal operating controls may not be effective.

We establish and maintain systems of internal operational controls that provide us with critical information used to
manage our business. These systems are not foolproof, and are subject to various inherent limitations, including cost,
judgments used in decision-making, assumptions about the likelihood of future events, the soundness of our systems,
the possibility of human error, and the risk of fraud. Moreover, projections of any evaluation of effectiveness to future
periods are subject to the risk that controls may become inadequate because of changes in conditions and the risk that
the degree of compliance with policies or procedures may deteriorate over time. Because of these limitations, any
system of internal operating controls may not be successful in preventing all errors or fraud or in making all material
information known in a timely manner to the appropriate levels of management. From time to time, losses from
operational malfunctions or fraud may occur. These losses are recorded as noninterest expense. Any future losses
related to internal operating control systems could have an adverse effect on our business.

We may encounter unforeseen difficulties executing our business strategy, including unanticipated
integration problems, business disruption in connection with expansions and loss of key personnel.

Our financial performance and profitability will depend on our ability to execute our business strategy and manage
our anticipated future growth. We may experience unforeseen problems as we integrate new banking offices and
expand into new markets. In addition, any future acquisitions or other future growth may present operating and other
problems that could negatively affect our business. Our financial performance will also depend on our ability to
maintain profitable operations through implementation of our Strategic Vision. Decisions to sell or close units or
otherwise change the business mix may adversely impact our financial performance.

-12-
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Our success depends to a significant extent on the management skills of our existing executive officers and
directors, many of whom have held officer and director positions with us for many years. The loss or unavailability of
key executives, including Lyle R. Knight, President and Chief Executive Officer, Terrill R. Moore, Executive Vice
President and Chief Financial Officer, Robert A. Jones, Executive Vice President and Chief Administrative Officer, or
Edward Garding, Executive Vice President and Chief Credit Officer, could harm our ability to operate our business or
execute our business strategy.

An extended disruption of vital infrastructure and other business interruptions could negatively impact our
business.

Our operations depend upon vital infrastructure components including, among other things, transportation systems,
power grids and telecommunication systems. A disruption in our operations resulting from failure of transportation
and telecommunication systems, loss of power, interruption of other utilities, natural disaster, fire, global climate
changes, computer hacking or viruses, failure of technology, terrorist activity or the domestic and foreign response to
such activity, or other events outside of our control could have an adverse impact on the financial services industry as
a whole and/or on our business. Our business recovery plan may not be adequate and may not prevent significant
interruptions of our operations or substantial losses.

We are subject to claims and litigation pertaining to our fiduciary responsibilities.

Some of the services we provide, such as trust and investment services, require us to act as fiduciaries for our
customers and others. From time to time, third parties make claims and take legal action against us pertaining to the
performance of our fiduciary responsibilities. If these claims and legal actions are not resolved in a manner favorable
to us, we may be exposed to significant financial liability and/or our reputation could be damaged. Either of these
results may adversely impact demand for our products and services or otherwise have a harmful effect on our
business.

New or changes in existing tax, accounting, and regulatory rules and interpretations could significantly
harm our business.

The financial services industry is extensively regulated. Federal and state banking regulations are designed
primarily to protect the deposit insurance funds and consumers, not to benefit a financial company s shareholders.
These regulations may sometimes impose significant limitations on operations. The significant federal and state
banking regulations that affect us are described in this report under the heading Business Regulation and Supervision
above. These regulations, along with the currently existing tax, accounting, securities, insurance and monetary laws,
and regulations, rules, standards, policies, and interpretations control the methods by which we conduct business,
implement strategic initiatives and tax compliance, and govern financial reporting and disclosures. These laws,
regulations, rules, standards, policies, and interpretations are constantly evolving and may change significantly over
time.

Events that may not have a direct impact on us, such as the bankruptcy of major U.S. companies, have resulted in
legislators, regulators and authoritative bodies, such as the Financial Accounting Standards Board, the SEC, the Public
Company Accounting Oversight Board, and various taxing authorities responding by adopting and/or proposing
substantive revisions to laws, regulations, rules, standards, policies and interpretations. Further, federal monetary
policy as implemented through the Federal Reserve System can significantly affect credit conditions in our markets.

The nature, extent, and timing of the adoption of significant new laws and regulations, or changes in or repeal of
existing laws and regulations or specific actions of regulators, may have a negative impact on our business. It is
impossible for us to predict accurately at this time the extent of any impact from these items.

Non-compliance with USA Patriot Act, Bank Secrecy Act, or other laws and regulations could result in fines,
sanctions and other enforcement actions.

The USA Patriot and Bank Secrecy Acts require us to develop programs to prevent us from being used for money
laundering and terrorist activities. If such activities are detected, we are obligated to file suspicious activity reports
with the U.S. Treasury Department s Office of Financial Crimes Enforcement Network. These rules require us to
establish procedures for identifying and verifying the identity of customers seeking to open new financial accounts.
Failure to comply with these regulations could result in fines or sanctions.

-13-
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Federal and state regulators have broad enforcement powers. If we fail to comply with any laws, regulations, rules,
standards, policies or interpretations applicable to us, we could face enforcement actions, which include the
appointment of a conservator or receiver for us; the issuance of a cease and desist order that can be judicially
enforced; the termination of our deposit insurance; the imposition of civil monetary penalties; the issuance of
directives to increase capital; the issuance of formal and informal agreements; the issuance of removal and prohibition
orders against officers, directors, and other institution-affiliated parties; and the enforcement of such actions through
injunctions or restraining orders.

In 2004, the Federal Reserve required us to adopt a resolution obligating the Bank to develop and implement a
comprehensive action plan designed to enhance our policies, procedures and data processing systems used in
identifying and verifying the identity of our customers and in reporting suspicious activities in accordance with the
USA Patriot and Bank Secrecy Acts. The resolution required us to submit written progress reports to the Federal
Reserve and have the enhanced policies, procedures and data processing systems fully operational in 2006. As of
December 31, 2006, our action plan was completed and our enhanced policies, procedures and data processing
systems were fully operational.

Regulators may impose dividend payment and other restrictions on the Bank which would impact our
ability to pay dividends to shareholders or repurchase stock.

The Federal Reserve and the State of Montana, Division of Banking and Financial Institutions, are the primary
regulatory agencies that examine us and our activities. Under certain circumstances, including any determination that
the activities of the Bank constitute an unsafe and unsound banking practice, the regulatory agencies have the
authority by statute to restrict the Bank s ability to transfer assets and make distributions to us as the holding company.

Under applicable statutes and regulations, dividends may be paid out of current or retained net profits, but prior
approval of the regulatory agencies is required for the payment of a dividend if the total of all dividends declared by
the Bank in any calendar year would exceed the total of its net profits for the year combined with its undistributed net
profits for the two preceding years.

Payment of dividends could also be subject to regulatory limitations if the Bank became under-capitalized for
purposes of regulatory guidelines. Under-capitalized is currently defined as having a total risk-based capital ratio of
less than 8.0%, a Tier 1 risk-based capital ratio of less than 4.0%, or a core capital, or leverage, ratio of less than 4.0%.
If the Bank were unable to pay dividends to us as the parent company, it would impact our ability to pay dividends to
shareholders and repurchase stock.

The Federal Reserve may require us to commit capital resources to support the Bank.

The Federal Reserve, which examines us and our non-bank subsidiaries, has a policy stating that a bank holding
company is expected to act as a source of financial and managerial strength to a subsidiary bank and to commit
resources to support such subsidiary bank. Under the source of strength doctrine, the Federal Reserve may require a
bank holding company to make capital injections into a troubled subsidiary bank, and may charge the bank holding
company with engaging in unsafe and unsound practices for failure to commit resources to such a subsidiary bank. A
capital injection may be required at times when the holding company may not have the resources to provide it, and
therefore may be required to borrow the funds. Any loans by a holding company to its subsidiary bank are subordinate
in right of payment to deposits and to certain other indebtedness of such subsidiary bank. In the event of a bank
holding company s bankruptcy, the bankruptcy trustee will assume any commitment by the holding company to a
federal bank regulatory agency to maintain the capital of a subsidiary bank. Moreover, bankruptcy law provides that
claims based on any such commitment will be entitled to a priority of payment over the claims of the institution s
general unsecured creditors, including the holders of its note obligations. Thus, any borrowing that must be done by
the holding company in order to make the required capital injection becomes more difficult and expensive and will
adversely impact the holding company s results of operations and cash flows.

(5) Investment Risks:

Our common stock is not publicly traded.

Shares of our common stock are not publicly traded. Our common stock is not listed, quoted or traded on any
securities exchange, market, bulletin board, quotation system or listing service. Because there is no established market
for our common stock, there are limited opportunities for shareholders to resell their shares. In the event shareholders
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Shares of our common stock are subject to contractual transfer restrictions, and we have no obligation to
repurchase outstanding shares of common stock.

With respect to our outstanding common stock, approximately 90% of the shares are subject to contractual transfer
restrictions set forth in shareholder agreements. Except as described below, purchasers of our common stock are
required to enter into shareholder agreements. We have a right of first refusal to repurchase the restricted stock at fair
market value currently determined as the minority appraised value per share based upon the most recent quarterly
appraisal. Additionally, restricted stock held by our officers, directors and employees may be called by us under
certain conditions. All stock not subject to such restrictions may be sold at a price per share that is negotiated between
the shareholder and a prospective buyer, which may vary substantially from our appraised minority value.

Shares of our stock held by participants in the savings and profit sharing plan, or Savings Plan, established for our
employees are not subject to contractual transfer restrictions set forth in shareholder agreements due to requirements
of the Employee Retirement Income Security Act, or ERISA, and the Internal Revenue Code, or IRC. Since the
Savings Plan does not allow distributions in kind, distributions from participants Savings Plan accounts require the
Bank, as trustee for the Savings Plan, to sell our stock. In the event we do not elect to purchase the unrestricted stock,
the Bank will be obligated to seek alternative purchasers.

We have no obligation, by contract, policy or otherwise, to purchase restricted or unrestricted shares of our
common stock. Any shares we may repurchase are priced at the most recent minority appraised value at the
repurchase date. The appraised minority value of our common stock represents the estimated fair market valuation of a
minority ownership interest, taking into account adjustments for the lack of marketability of the stock and other
factors. This value does not represent an actual trading price between a willing buyer and seller of our shares in an
informed, arm s-length transaction. As such, the appraised minority value is only an estimate as of a specific date, and
such appraisal may not be an indication of the actual value owners may realize with respect to shares they hold.
Moreover, the estimated fair market value of our common stock may be materially different at any date other than the
valuation dates.

Existing shareholders will be diluted by future issuances of common stock, and the valuation of our common
stock could decrease.

Future issuances of stock pursuant to our equity incentive plans or in connection with future financings or
acquisitions could cause dilution to our existing shareholders. This dilution could cause the valuation of our common
stock to decline and also decrease the per share amount of any cash dividends. Furthermore, a variety of other factors
discussed in this report could have a negative impact on our business, thereby resulting in a decrease in the value of
our common stock.

Affiliates of our company own a controlling interest and are able to control the election of directors and
future direction of our business.

The directors and executive officers beneficially own approximately 61% of our outstanding common stock. Many
of these directors and executive officers are members of the Scott family, which collectively owns approximately 75%
of our common stock. By virtue of such ownership, these affiliates are able to control the election of directors and the
determination of our business, including transactions involving dividends, stock repurchases, and any potential
acquisition, merger or other business combination.

Item 1B. Unresolved Staff Comments

We are not an accelerated filer or a large accelerated filer, as defined in Rule 12b-2 of the Exchange Act, or a
well-known seasoned issuer as defined in Rule 405 of the Securities Act. We have not received any written comments
from the SEC staff regarding our periodic or current reports filed under the Exchange Act.

Item 2. Properties

Our principal executive offices and a banking office are anchor tenants in an eighteen story commercial building
located in Billings, Montana. The building is owned by a joint venture partnership in which the Bank is one of two
partners, owning a 50% interest in the partnership. We lease approximately 91,997 square feet of office space in the
building. We also lease approximately 24,368 square feet of office space for our operations center, also located in
Billings, Montana, and an aggregate of approximately 68,276 square feet of office space in Montana, Colorado, Idaho
and Oregon for our technology services subsidiary. As of December 31, 2006, we also provided banking services at 48
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Item 3. Legal Proceedings

In the normal course of business, we are named or threatened to be named as a defendant in various lawsuits.
Management, following consultation with legal counsel, does not expect the ultimate disposition of these matters to
have a material adverse effect on our business.

Item 4. Submission of Matters to a Vote of Security Holders
No matters were submitted to a vote of security holders during the fourth quarter of 2006.
PART II
Item 5. Market for Registrant s Common Equity, Related Stockholder Matters
and Issuer Purchases of Equity Securities
Description of Our Capital Stock

Our authorized capital stock consists of 20,000,000 shares of common stock without par value, of which 8,186,709
shares were outstanding as of February 28, 2007, and 100,000 shares of preferred stock without par value, none of
which were outstanding as of February 28, 2007.

Common Stock

Each share of the common stock is entitled to one vote in the election of directors and in all other matters
submitted to a vote of shareholders. Accordingly, holders of a majority of the shares of common stock entitled to vote
in any election of directors may elect all of the directors standing for election if they choose to do so, subject to the
rights of the holders of the preferred stock. Voting for directors is noncumulative.

Subject to the preferential rights of any preferred stock that may at the time be outstanding, each share of common
stock has an equal and ratable right to receive dividends when, if and as declared by the board of directors out of
assets legally available. In the event of our liquidation, dissolution or winding up, the holders of common stock will be
entitled to share equally and ratably in the assets available for distribution after payments to creditors and to the
holders of any preferred stock that may at the time be outstanding. Holders of common stock have no conversion
rights or preemptive or other rights to subscribe for any additional shares of common stock or for other securities. All
outstanding common stock is fully paid and non-assessable.

Our common stock is not actively traded, and there is no established trading market for the stock. There is only one
class of common stock. As of February 28, 2007, 90.4% of our shares of common stock were subject to contractual
transfer restrictions set forth in shareholder agreements and 9.6% were held by 17 shareholders without such
restrictions, including our 401(k) plan, or Savings Plan, which holds 80.6% of the unrestricted shares. See also Part I,
Item 1, Risk Factors Liquidity Risks.

Minority appraisal values as of each calendar quarter end for the past two years, determined by an independent
valuation expert, follow:

Valuation Based on Appraised
Financial Data As of Valuation Effective Date Minority Value
December 31, 2004 February 14, 2005 $63.00
March 31, 2005 May 19, 2005 63.50
June 30, 2005 August 12, 2005 65.50
September 30, 2005 November 10, 2005 68.00
December 31, 2005 February 23, 2006 71.00
March 31, 2006 May 19, 2006 74.50
June 30, 2006 August 9, 2006 77.25
September 30, 2006 November 14, 2006 82.50
December 31, 2006 February 15, 2007 89.00
- 16 -
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Resale of our stock may be restricted pursuant to the Securities Act of 1933 and applicable state securities laws. In
addition, most shares of our stock are subject to shareholder s agreements:
Members of the Scott family, as majority shareholders, are subject to a shareholder s agreement. Under this
agreement, the Scott family has agreed to limit the transfer of shares owned by members of the Scott family to
family members or charities, or with our approval, to our officers, directors, advisory directors or to our
Savings Plan.

Shareholders who are not Scott family members, with the exception of 17 shareholders who own an aggregate
of 786,614 shares of unrestricted stock, are subject to shareholder s agreements. Stock subject to these
agreements may not be sold or transferred without triggering our option to acquire the stock in accordance with
the terms of these agreements. In addition, the agreements grant us the right to repurchase all or some of the
stock under certain conditions.

Purchases of our common stock made through our Savings Plan are not restricted by shareholder agreements, due
to requirements of the ERISA and the IRC. However, since the Savings Plan does not allow distributions in kind, any
distribution from an employee s account in the Savings Plan will require the Savings Plan administrator to authorize
sale of the stock. While we have no obligation to repurchase the stock, it is likely that we will repurchase our stock
sold by the Savings Plan.

As of February 28, 2007, we had 786 record shareholders, including the Financial Services division of the Bank as
trustee for 634,222 shares held on behalf of 1,884 individual participants in the Savings Plan. Of such participants,
370 individuals also own shares of our stock outside of the Savings Plan. The Plan Trustee votes the shares based on
the instructions of each participant. In the event the participant does not provide the Plan Trustee with instructions, the
Plan Trustee votes those shares in accordance with voting instructions received from a majority of the participants in
the plan.

Dividends

It is our policy to pay a dividend to all common shareholders quarterly. Dividends are declared and paid in the
month following the calendar quarter. The dividend amount is periodically reviewed and set by our board of directors.
Our board of directors has no current intention to change its dividend policy, but no assurance can be given that the
board may not, in the future, change or eliminate the payment of dividends.

During January 2007, our board of directors approved and we paid a special dividend of $0.41 per share. This
special dividend reflected approximately 30% of the recent after-tax gain on the sale of our interest in an
unconsolidated equity method joint venture in December 2006.

Recent quarterly and special dividends follow:

Amount Total Cash
Month Declared and Paid Per Share Dividend
January 2005 $0.42 $3,346,726
April 2005 0.48 3,825,415
July 2005 0.48 3,824,652
October 2005 0.50 4,047,869
January 2006 0.50 4,051,636
April 2006 0.58 4,698,081
July 2006 0.58 4,694,141
October 2006 0.61 4,969,757
January 2007 0.61 5,007,153
January 2007 special dividend 0.41 3,363,708

Dividend Restrictions

For a description of restrictions on the payment of dividends, see Part I, Item 1, Business Regulation and
Supervision Restrictions on Transfers of Funds to Us and the Bank, and Management s Discussion and Analysis of
Financial Condition and Results of Operations Capital Resources and Liquidity Management and Management s
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Our authorized capital stock includes 100,000 shares of preferred stock. Our board of directors is authorized,
without approval of the holders of common stock, to provide for the issuance of preferred stock from time to time in
one or more series in such number and with such designations, preferences, powers and other special rights as may be
stated in the resolution or resolutions providing for such preferred stock. Our board of directors may cause us to issue
preferred stock with voting, conversion and other rights that could adversely affect the holders of the common stock or

make it more difficult to effect a change of control.

Securities Authorized for Issuance Under Equity Compensation Plans
The following table provides information, as of December 31, 2006, regarding our equity compensation plans.

Equity Compensation Plans

Number of Number of
Securities Securities
to be Issued Weighted Remaining
Upon Average Available
Exercise Price For Future
Exercise of of Issuance
Outstanding Outstanding
Options, Options, Under Equity
Warrants and Warrants and Compensation
Plan Category Rights Rights Plans (1)
Equity compensation plans approved by
shareholders(2) 840,199 $ 50.00 737,254
Equity compensation plans not approved by
shareholders N/A N/A N/A

(1) Excludes
number of
securities to be
issued upon
exercise of
outstanding
options,
warrants and
rights.

(2> Represents
stock options
issued pursuant
to the 2001
Stock Option
Plan and 2006
Equity
Compensation
Plan. See Notes
to Consolidated
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Sales of Unregistered Securities

Purchases of Equity Securities by the Issuer and Affiliated Purchasers

We issued no unregistered shares of common stock during the three months ended December 31, 2006.

The following table provides information with respect to purchases made by or on behalf of us or any affiliated

purchasers (as defined in Rule 10b-18(a)(3) under the Exchange Act), of our common stock during the three months
ended December 31, 2006.
Purchases of Equity Securities by Issuer

Period

October 2006

November 2006

December 2006

Total

€]

Our common
stock is not
actively traded,
and there is no
established
trading market
for the stock.
There is only
one class of
common stock.
As of
December 31,
2006, 90.3% of

Table of Contents

Total
Number

of Shares

Purchased

3,144
5,566

17,052

25,762

Average
Price
Paid Per
Share
$77.25
80.55

82.50

$ 81.44

Maximum Maximum
Number Number
of Shares That of Shares That

May Yet Be May Yet Be
Purchased Purchased
Under the Under the

Plans or Plans or

Programs (1) Programs

Not
Applicable
Not
Applicable
Not
Applicable

Not
Applicable
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our common
stock was
subject to
contractual
transfer
restrictions set
forth in
shareholder
agreements. We
have a right of
first refusal to
repurchase the
restricted stock.
Additionally,
under certain
conditions we
may call
restricted stock
held by our
officers,
directors and
employees. We
have no
obligation to
purchase
restricted or
unrestricted
stock, but have
historically
purchased such
stock. All
purchases
indicated in the
table above
were effected
pursuant to
private
transactions.
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Performance Graph

The performance graph below compares the cumulative total shareholder return of our common stock with the
Russell 2000 Index and SNL $1B-$5B Bank Index. The Russell 2000 Index is comprised of U.S. publicly-owned
companies with market capitalizations that are comparable to ours. The SNL $1B-$5B Bank Index is comprised of
publicly-owned banks or bank holding companies with total assets between $1 billion and $5 billion. The graph
assumes an investment of $100 on December 31, 2001 and reinvestment of dividends on the date of payment without
commissions. The plot points on the graph were provided by SNL Financial LC, Charlottesville, VA.

Our common stock is not actively traded, and there is no established trading market for our stock. The cumulative
total shareholder return for our common stock is based on the most recent minority appraised value of the common
stock, which represents the estimated fair market valuation of a minority interest at a specific date, taking into account
adjustments for the lack of marketability and other factors. Valuations are performed on a quarterly basis and are
generally received approximately 45 days after each quarter end. As such, year end valuations used in the performance
graph are based on financial data as of September 30t for each year. The performance graph represents past
performance, which may not be indicative of the future performance of our common stock.

Five Year Cumulative Total Return
December 31, 2001 - December 31, 2006

Period

Ending
Index 12/31/01 12/31/02 12/31/03 12/31/04 12/31/05 12/31/06
First Interstate BancSystem,
Inc. $ 100.00 110.13 125.56 159.68 185.48 222.33
Russell 2000 100.00 79.52 117.09 138.55 144.86 171.47
SNL $1B- $5B Bank Index 100.00 115.44 156.98 193.74 190.43 220.36

-19 -
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Item 6. Selected Consolidated Financial Data

The following selected consolidated financial data with respect to our consolidated financial position as of
December 31, 2006 and 2005, and the results of our operations for the fiscal years ended December 31, 2006, 2005
and 2004, has been derived from our audited consolidated financial statements included in Part IV, Item 15. This data
should be read in conjunction with Part II, Item 7, Management s Discussion and Analysis of Financial Condition and

Results of Operations

and such consolidated financial statements, including the notes thereto. The selected

consolidated financial data with respect to our consolidated financial position as of December 31, 2004, 2003 and
2002, and the results of our operations for the fiscal years ended December 31, 2003 and 2002, has been derived from

our audited consolidated financial statements not included herein.

Five Year Summary

(Dollars in thousands except share and per share data)

Year ended December 31,

Operating Data:

Interest income

Interest expense

Net interest income
Provision for loan losses
Net interest income after
provision for loan losses
Noninterest income
Noninterest expense

Income before income taxes
Income tax expense

Net income

Basic earnings per common
share

Diluted earnings per common
share

Dividends per common share
Weighted average common
shares outstanding  diluted

Ratios:

Return on average assets

Return on average common
stockholders equity

Average stockholders equity to
average assets

Net interest margin

Net interest spread

Common stock dividend payout
ratio (1)

Table of Contents

2006

$ 293,423
105,960
187,463

7,761

179,702
101,548
164,142

117,108
41,499

$ 75,609

$ 9.32

9.11
2.27

8,302,056

1.60%

20.38
7.85
4.47
3.89

24.36

2005

$ 233,857
63,549
170,308
5,847

164,461
70,290
150,726

84,025
29,310

$ 54,715

$ 6.84

6.71
1.88

8,149,337

1.26%

16.79
7.52
4.48
4.13

27.49

2004

$ 192,840
42,421
150,419
8,733

141,686
70,644
142,980

69,350
23,929

$ 45421

$ 5.74

5.68
1.56

7,997,579

1.14%

15.75
7.22
4.34
4.12

27.18

2003

$ 189,258
48,614
140,644
9,852

130,792
70,152
137,925

63,019
22,267

$ 40,752

$ 5.18

5.15
1.32

7,909,947

1.09%

15.79
6.93
4.37
4.14

25.48

2002

$ 201,306
65,459
135,847
9,191
126,656
60,901
133,816

53,741
19,247

$ 34,494

$ 4.41

4.41
1.29

7,830,429

1.03
14.86
6.91
4.66
4.33

29.25

%
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Balance Sheet Data at Year
End:

Total assets

Loans

Allowance for loan losses
Investment securities
Deposits

Other borrowed funds
Long-term debt

Subordinated debenture held by
subsidiary trust/trust preferred
securities

Stockholders equity

$4,974,134
3,310,363
47,452
1,124,598
3,708,511
5,694
21,601

41,238
410,375

$4,562,313
3,034,354
42,450
1,019,901
3,547,590
7,495
54,654

41,238
349,847

-20 -

$4,217,293
2,739,509
42,141
867,315
3,321,681
7,995
61,926

41,238
308,326

$3,879,744
2,554,899
38,940
799,587
3,156,721
7,137
47,590

41,238
274,226

$3,558,968
2,236,550
36,309
799,292
2,911,847
7,970
23,645

40,000
243,854

Table of Contents
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Five Year Summary (continued)

(Dollars in thousands except share and per share data)

Year ended December 31, 2006

Asset Quality Ratios at Year End:
Nonperforming assets to total loans and other real

estate owned ( OREO ) (2) 0.55%
Allowance for loan losses to total loans 1.43
Allowance for loan losses to nonperforming loans (3) 269.72
Net charge-offs to average loans 0.09

Regulatory Capital Ratios at Year End:

Tier 1 risk-based capital 10.71%
Total risk-based capital 11.93
Leverage ratio 8.61
(1) Dividends per

common share

divided by basic

(@)

3

earnings per
common share.

For purposes of
computing the
ratio of
non-performing
assets to total
loans and
OREO,
non-performing
assets include
nonaccrual
loans, loans past
due 90 days or
more and still
accruing
interest,
restructured
loans and
OREO.

For purposes of
computing the
ratio of
allowance for
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2005

0.67%

1.40
236.17

0.19

10.07%
11.27
7.91

2004

0.79%

1.54
212.04

0.21

9.67%
10.95
7.49

2003

1.30%

1.52
124.53

0.31

9.30%
10.64
7.13

2002

1.51%

1.62
109.23

0.32

9.17%
10.62
6.90
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loan losses to
non-performing
loans,
non-performing
loans include
nonaccrual
loans, loans past
due 90 days or
more and still
accruing interest
and restructured
loans.
Item 7. Management s Discussion and Analysis of Financial Condition and Results of Operations
Executive Overview

We are a financial and bank holding company with 49 banking offices in 29 communities throughout Montana and
Wyoming. Our principal operating segments are Community Banking and Technology Services. We differentiate
ourselves from competitors by providing superior service to our banking and technology services customers and
emphasizing community involvement to improve the communities we serve.

Our principal business activity is lending to and accepting deposits from individuals, businesses, municipalities and
other entities. We derive our income principally from interest charged on loans, and to a lesser extent, from interest
and dividends earned on investments. We also derive income from noninterest sources such as fees received in
connection with various lending and deposit services; trust, employee benefit, investment and insurance services;
mortgage loan originations, sales and servicing; merchant and electronic banking services; technology services; and,
from time to time, gains on sales of assets. Our principal expenses include interest expense on deposits and
borrowings, operating expenses, provisions for loan losses and income tax expense.

Our business strategy in recent years has been to profitably grow our business organically and through selective
acquisitions. During the previous five years, we have used de novo banking offices to better serve existing customers
and to attract new customers in our existing market areas. In addition, during the previous three years we have focused
on improving efficiency through control of operating expenses, implementation of new technologies, consolidation of
like operational and administrative functions where appropriate, and identification and implementation of strategies to
increase noninterest income. During 2007 and subsequent years, we plan to make additional investments in
technology and personnel to support our core community banking activities and to enhance our financial services
product offerings. Longer-term, we intend to continue looking for profitable expansion opportunities.

During 2006, our continuing focus on improving operating efficiency and identifying opportunities to generate
additional noninterest income resulted in increased earnings. Net income increased $20.9 million, or 38.2%, to
$75.6 million, or $9.11 per diluted share in 2006, as compared to $54.7 million, or $6.71 per diluted share in 2005.
Included in 2006 net income was a one-time gain on the sale of our minority interest in an unconsolidated internet bill
payment joint venture of $12.3 million, or $1.48 per diluted share, after income tax. Exclusive of this one-time gain,
net income for 2006 of $63.3 million increased $8.6 million, or 15.7%, from $54.7 million in 2005.

221 -
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Net interest income, on a fully taxable-equivalent basis, increased 10.1% to $191.3 million in 2006, from
$173.7 million in 2005, primarily due to growth in average earning assets. Average earning assets grew 10.4% and
comprised a larger percentage of total assets in 2006, as compared to 2005. In addition, interest-free funding sources,
including noninterest-bearing deposits, other liabilities and common equity, contributed an additional $112.7 million
in 2006, as compared to 2005, allowing us to be slightly less reliant on higher costing funding sources in 2006.

Net income in 2006 was also positively impacted by reductions in expenses associated with discontinuation of
operations at Wal-Mart in-store banking offices described below; decreases in net losses on sales of investment
securities; increases in fee income from higher debit and credit card transaction volumes; and, increases in revenues
from technology and financial services. Increases in net income in 2006 were partially offset by additional impairment
charges related to mortgage servicing rights; inflationary increases in salaries, wages and benefits expenses; and
higher incentive bonus and profit sharing accruals. In addition, on January 1, 2006, we adopted SFAS No. 123
(revised), Share-Based Payments, which requires all share-based payments to be recognized in the financial statements
based on the fair value of the award at the date of grant. Adoption of SFAS No. 123 (revised) resulted in the
recognition of additional compensation expense related to stock option and restricted stock awards, net of related
income tax benefits, of $543 thousand in 2006.

We not only grew in terms of net income but also in terms of asset size, reaching nearly $5.0 billion in total assets
in 2006. The increase in total assets was attributable to organic loan growth and increases in investment securities,
funded by increases in customer deposits and securities sold under repurchase agreements.

During 2005, we made a strategic decision to discontinue the operation of nine Wal-Mart in-store banking offices.
As of December 31, 2006, operations at eight Wal-Mart in-store banking offices had been discontinued and customer
loan and deposit accounts had been transferred to our existing banking offices located within the same communities.
We recorded expenses directly related to the discontinuation of operations of $23 thousand in 2006 and $1.1 million in
2005. The assets and liabilities of our one remaining Wal-Mart in-store banking office were sold during 2006 at a $78
thousand gain.

We act as transfer agent solely for our own common stock. In 2006, we received examination reports on our
transfer agent function from the Federal Reserve Bank and the SEC noting certain operating deficiencies. All noted
deficiencies were corrected prior to December 31, 2006, and we were informed by the SEC that no further action
would be taken regarding the deficiencies.

The following discussion and analysis is intended to provide greater details of the results of our operations and
financial condition. It should be read in conjunction with the information under Part II, Item 6, Selected Consolidated
Financial Data and the consolidated financial statements, including the notes thereto, and other financial data
appearing elsewhere in this document.

Critical Accounting Estimates and Significant Accounting Policies

Our consolidated financial statements are prepared in accordance with accounting principles generally accepted in
the United States and follow general practices within the industries in which we operate. Application of these
principles requires management to make estimates, assumptions and judgments that affect the amounts reported in the
consolidated financial statements and accompanying notes. Our significant accounting policies are summarized in

Notes to Consolidated Financial Statements Summary of Significant Accounting Policies included in Part IV,
Item 15.

Our critical accounting estimates are summarized below. Management considers an accounting estimate to be
critical if: (1) the accounting estimate requires management to make particularly difficult, subjective and/or complex
judgments about matters that are inherently uncertain, and (2) changes in the estimate that are reasonably likely to
occur from p