e

/H// e /ﬂ_, ,,

T

il

—_,
i,

i

113

1
i

T

W

e

@m@%@

L

L3

%% -
W%ﬁ.ﬁ@mﬁ N
S

2







e of {kie recommendations made- by the consulting: firm, Touche Ross & Co;
G “included strengthening dnd developing the Lending-and Correspondent - .

-~ Marketing Department- by creatinig a'Credit Standards & Review function: :

-~ This funetion will help provide improved loan documentation procedures

* - ALioan"Workout fiinction was also established to mitigate problem |oans-
e enhanced by the addition of an asset."hablhty function and ‘a new planning -

" - objectives. BND also bégan the conversion fo-a more sophisticated;

- forwatd in the ever-increasing, complex - world of bankmg

. in'compensdtion based .on performance more effective: personnel
-"-administration, professional development plans, and management trammg

- Farm, Credit: Services and ‘other financial organizations, BND. establistied a .

_-"'1ncrease the cash flow of & real estate borrower by deferrmg prmcrpal
payments and; reducrng interest rates for elght years.”.

-l_'.festabhshed an Unsubsidized Guaranteed Student Loan Program. This " o
* | program was designed to help. prowde financial assistance to those- students .

mehglble for the existing’ student loan program...

‘ 'f"”.‘Pohcy (HB.1404); BND funded 217 farm- operatmg loans for $13.5 million. |

effecting’a better matchrng of the maturrtles repr1clng charactenstrcs and
et ,_1nterest rate.”

:$3.5 million from. 1985..

“In 1986 the reorgamzatron of the Bank of North Dakota contmued Many : .

*in their 1985 operational audit'were implemented: These recommendatlons

" and rediice BND's losses, The: Administration-and Finahce Department was
- -process was- developed to enable BND.to improve its ability to set goals and"-“ -
comprehenswe computer system which will allow the Bank to move -

""" Another organizational change that took’ ‘place in 1986 was the expansmn '
~ of the Human Resource Department: Human Resources initiated a Ty
o comprehenswe bank-wide Salary Admmlstratron Program: This has resulted

. . In August.of 1986, the Industrial Commission hired Joseph S: Larnb as - S
- Presmlent and' Chlef Executrve Offrcer to replace outgomg Pre51dent

- “H.L. Thorndal.. ’
The Bank’ mstrtuted several new programs in- 1986 In con]unctlon wrth

Farm Real Estate Debt Restructure- Program This program’ was. desrgned to-

‘The Bank:of North Dakota: through its-Student Loan. Department

- ..whose. personal financial status-or famrly s. f1nan(:1a1 status makes thern

I 1986 thie Bank continued making loans under the Farm Operatmg ‘ - Joseph S, Lamb, President. -

... - The Bank issued a $50 rillion bond-issue in 1986, which will be used’ to . -
o ”reduce the: sen51t1v1ty of the BND's earnings to mterest rate quctuahons by

Though the downward trend in loan demand contmued in- 1986 profrts
- for ‘thé Bank femained: stable Loans charges off in’ 1986 decreased by over:

- Despite the agrrcultural downturn the BN D contrnues to view: agrrculture_:
-_ras 4 Staple, important 1ndustry to North Dakota. The Bank will continue to
play an important and ongoing role in encouragmg and promotmg economlc"
'._:";growth for the State of North Dakota T T Ll




- - generally accepted auditing standards and, accordmgly, included such’ tests of the: accountmg o

Elde Helmeke & Co._..:

CERTIFEED PUBLIC ACCOUNTANTS

. The _IﬁduStrial Comm1ssmn :
‘' State of North Dakota. .~ = o
‘Bismarck, North Dakota -~ .

X ';We have exammed the balance sheets of T_he Bank of N orth Dakota as of December 31 1986 o
~ - -and 1985;-and the related statements-of income; changes in capltal funds’and changes infinan-- - .-
“ 7 clal® posmon for: the years: ‘then endéd: Our. examinations:were made +n accordance wrthf :

o _jrecords and such other audrtmg procedures as we. eonsrdered necessary in the c1rcumstances

. "In our oprmon the fmanmal statements referred to above present farrly the' f1nanc1al pOSltiOI’l R
“- of The Bank of North. Dakota as of - December 31,1986 and 1985, and the results of its opera- -

- tions and’ the- changes in'its financial position for the: years ‘then ended, in conforrmty w1th--_'. S
E generaily accepted accountmg pr1nc1p1es apphed ona consmtent basas : : N

]anuary 2819877 T
Brsmarck North Dakota ’




S _':December 31 1986 and 1985

o ASSETS

:'_iCASH AND DUE FROM BANKS

- ,\-INVES’I‘MENT SECURITIES [Note 3}

[ U.S. Treasury: securities” : B
Obligations of other U.S. Government’ agencies . -
Obligations of states and pqhtlcal subdw;s:ons '
Other secur1t1es - .

Less _al!owance_ fo_r-inv_éétménf_ l_os‘ses- [Npté 3}.}_' ‘

" FEDERAL FUNDS SOLD AND SECURITIES PURCHASED UNDER -

REVERSE REPURCHASE AGREEMENTS ’

;LOANS
. FHAand VA home loans [Note 6]
* . Bank participation loans
'Guaranteed studefit loans, - < -
-+ Bankstock loans - R
e SBA partl.c1pat10n loans
.- Farm real estate loans | } : o
' Farm survival and agr:busmess operatmg loans .
. _Other ) . :

a Le_;;s allqun_cE-férIoaR l(isSeE'Ithe 4—] - L

BANK PREMISES EQUIPMENT AND SOFTWARE NET (Note 5)
o ACCRUED }NTEREST RECEIVABLE ’ : e
'OTHER ASSETS L

LIABILITIES -
DEPOSITS: - =
-, Démand R
- NOW accounts
© Savings |
~-Time .~ 7

‘FEDERAL FUNDS PURCHASED AND SECURITIES SOLD UNDER
REPURCHASE AGREEMENTS {Note 3] - o,

" LONG-TERM DEBT {Note 6] - S L
- ACCRUED INTEREST. PAYABLE' . :
'OTHER LIABILITIES

5 ' _APPROPRIAT]ON DUE THE BEGINNING FARMER
" LOAN PROGRAM. [Note 7). :

. _'_'—APPROPRIATION DUE THE" HOME QUARTER s
" PURCHASE FUND [Nofe 7) ~“ ,

) .APPROPRIATION DUE THE STATE OF NORTH DAKOTA
o GENERAL FUND Note 7]

Total hab1l1t1es -'

B COMMITMENTS AND CONTINGENT LIABIL]TIES (Note 11)
"CAPITAL FUNDS {Note 8]

- Capital - 7 .

-~ Surplus’ A

<1 Undivided proﬁts o

“-7 Reserve for contmgenc1es o

Total capltal funds

" The agébmp'anying‘friotes to financial statements are an integral pa

of these statements.. ~

, 1986
U5 83,061,683

287,828, 175!
. 67,638,312 .
6,986,369 - .
LU2,87T,061

BSAR 345,029,917

. 1,500,000 -
.. ,343,529,917

| 1128,626,990 -

- 738,337:453

23,744,940
5,670,616
.. 3,766,178

5,772,902

3/913,639

i 3,841,807
213,674,815 °

11,988,141

- :"1,598,521_ PR
10392018
i 18333707

- '5944,377,183 -

"$ 82,727,209
- 42,389,083 -

- 232,594,294

U 213,83416257 0
571545211 .

217,876,924 .
77128125 7
. 4820870

2,049,988

'$980,348,463

22,000,000 o
22,000,000 T
o 24;?06,0_65 S

: $944 377, 183" L .-? $980,348, 463'

1985

“.$ 83,605,610

. . 300,933,937

66,399,780,

. 20,352,837
3,227,906

. 300,914,469

350,914,469

. 255,530,000

144,344,222
53,439,067
21,335,795
©,478,215:
- 5,569,261 .

... 4,941,458
- 3,243,885

' 3,881,203
243,233,106
6,365,219

236,867,887
T 1,497,308
10,048,085

.. 1885104

- $103,798,238
. 18,930,209
- +293,900,078
. 212,242,689

628,871,214

246,585,000 -
30,008,000
5,197,711

3,163,843

848,682

: 1,'500,000

. 5250000"
o 921424450 S

20,000,000
20,000,000

S 15424013 0
© 3500000 - -

sl 53 924 013




i INTEREST INCOME

" - Interest and fees on loans ;

B Interest on-investment securmes SO :
U.5. Treasury securities - =" - <+ w0 el

-Interest on federal funds sold and secunttes purchased

IN'I‘EREST EXPENSE'

Interest on federal fiinds purchased and secur;t:es so]d

Interest on, long -term debt (Note 6)

R : ; L T 52,679,902
Netmterestmcome : ._ - ; . ‘23268 174_..' o

Net. mterest lncome after provtston for loan losses A

OTHERINCOME TS SR

C o Security galns ettt T T e T 1,458,275

OTHER EXPENSE S
. Salaries C 2,244,113
" . Pensions and other employee beneftts (Note 9| X o I ol e TR23IR07
Daid processing . - . - S U T e P S 635,596,
- Other operating: expenses e " S er BT e T T e T w2, 16604420
Depreciation [Note 5} - ' e T SR T R
Provision for mvestment losses [Note 3)

.. 1,500,000,

" The accompanymg notes to f1nanc1al statements are an 1ntegral part of these statements

Statements of Changes m Capltel Funds

For the years ended December 31 1986 and 1985

o

ST BRI P Und1v1ded Re_ser\?e for. - :“ RN
. Capital - . . Surplus~ " Profits: - '. ' :_,C_ontingencie's._ ;. L . Total-

Netlncome Ce IR 12335295

_Tranisfer from und1v1ded proflts to
Capital {Note 8|;- s
Appropriation due the State of North Dakota o

General Fund |Note: 7) - : i .
" Appropriation dué the Home Quarter ’
. Purchase Fund {Note 7). - .

- BALANCES, DECEMBER 31 1985

" Net income

aotgo T poongiol

7,000,000

TS B 'z 000 600} S ( 2000 000]
20,000,000 . 20,000,000 : 15 424 013 ) e,_',_spd',op_o e 53 924,013
o . 9782 052 T ':; : 9782 052,

CL7S0000 L i e T pagheo0) -
e LTS0000 T 1,750,000] -

Transfer from reserve for contmgenmes
to (Note 8]: S
Capital .
Surplus

: Transfer from undw;ded proftts to [Note 8)
 Capital | - .
‘Surplus

"'-"-BALANCES DECEMBER 31,

250 000'_' [ 250 000]',,_ :- I ST

5322 ooo 000:

1986

'{‘524‘ 06,065 "S- - ... ' - 368706063

: 'The accompanymg notes to— fmancxal statements'are an'mtegral part of these statement

L .'19'86 L 1985
822365845 T $z4 487 274_
T e T T _25657654";,.- f __.20;648.134-':_"'
" Obligations of other U.5.. Government agencies . .i' T e T T B 495809 6.209,476" -
Obligations of states and po]1t1cal subd1v151ons FE T S PO _1031 009 .o T T 849,146
. Other sécurities.- .- T T R IR ';49‘_7‘_97']-.__* S 354272
under reverse repurchase agreements ST e D 0 19,000,488 1 0 23397684 ..
e T LR IS R L. 75948076 . T . 75945986 -
- Interest on déposits R R T : 'ﬁ_ B 'i R i 33,5'5"7,021-;53::‘" : 7:40,6_8.1,9'80 T
“-under repurchase agréements .- - NP - L i g - 4_ _;‘_"' e .16,_1‘60';9733-__‘_ PR _'12;87?,8(‘59 T
L L A Gl T T 29619247 - D 2805630
Lo BBT65ATY.
- LT 20,180507
PROVISION FOR LOAN LOSSES [Note A e S et 1052 304 L 6802629
SERTRR e g 115 370,,;, L 13087878 ¢
Service fees and other Lo . e B S P I : : _‘2,4749_'199'7-":7""‘.___7',.' - .. :,.7: 2‘635,989
_ CeTo 1068472
3907474 - 70T 3704461
1,087,322
CLTATTS41 L
;561,803 s
T 1a62,525
171,184 o T .-1—58,053."'?‘__]:--‘
NET INCOME-' S T e L e T B T $9782052 $12 335, 295"

BALANCES DECEMBER 31,1984. . . $18,000,000. f-":,,'$2_o',odd,'odo,"',..514 088,718 - *-s';é;sd,b'.‘f!'tioi“_,,~_.s,§5-;588.7f1'8 e
B TR LTl 2,335,205

' ( '7'000 000)




Statements Of Changes in FlnanCIal P031t10n
s For the years ended December 31 1986 and 1985 T o

©yese o iems

: RESOURCES PROVIDED
Operahons
- Nétincome . L :
ltems not requmng expendtture of funds: RN S e T T L A R
. Provision for loan and investment losses U e e e T 652,804 LT L 6,892,629,
Deprectatlon dnd amortization | © - . S DT e e e 216,787 Ll i 193,795

550782052 - 0 o0 - § 12335205

Total regources prov1ded from operatlons s B oo o _'21-,651,593--:- SR -:19,__42_1",719 S

Issuance of long term debt net of chscount of 5375 000 :‘_ g T S i 49625000 . oo o e

Increasem e P T Gl LT B S o cern T -
_ Deposits ‘ vl T R ST R LT T 38 071 141'
Federal funds purchased and secuntles sold under T S S T n

7 repurchase agreements SR B S P ‘, SN - - " PRI O P 105 745 000:"
Approprlatmns due "l T T T R e T T e 5AIBATI

i Decrease in:; : .
" . Investment securities - ' ‘
Federl fund sold-ard secunhes purchased under . ; . ] L R .
- reverse purchase agreements Pt T AT T T T S 6825 DOO S
" Loans; net. e e S T S e, 028,400 . 21,043,791
Other-assets. =850, 216' RN S

_45!884,5'52.'..-

$14z 739, 770_' STEna 3196,522,.124 o

’ -RESOURCES APPLIED

Purchase of bank premlses Iand equrpment :' o RIS L _\ U 3 f$-.:“'l" '-2"'172-:3_47 el $ 304 411_'._:-

'Payment of long-term debt. 7. ¢ . L L : . 2_,50_8;,[500”' : - ASene 100 000*:" ;. :
.Payment of 1ssuance costs of long term debt R T T D S T340,9600 T de e et

: Transfer tor : N '
" Appropriation- due the State of North Dakota
Gerieral Fund (Note 7}, o, R
Appropriation due the Home Quarter
Purchase Fund (Note 7) -

Increase iy ‘ L
. .Cash and due from banks L
" ‘Investment securttles . ' E ’
Federal funds sold and securttles purchased under
reverse repurchase agreements : :
Accrued interest recetvable
Other assets ) : .

| 356,073 .

46,045,000 7 e
7343933

Decrease ing
-Deposits - ’ )
“Federal funds purchased and secuntres sold under‘
. repurchase agréemeénts ~ © Shen

< Accrued interest payable
- Otherliabilities = 7 ~.-
.- -Appropriations.due - .

++57,326,003
28,708,076
. 376,841
1,113,855
5,348,682

i $142,739,770

- 27,656,706
155,285 403‘:_ -

. 1,995,-59'631
- aagBaa
5853497 . -
71155725 ¢ 0

+:.$196,522,124 ..




Notes to F1nanc1al Statements

NOTE 1~ SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

.. Investment securities and allowance for mvestment losses — . Securities are ‘stated at cost reduced by an allowance for investineént tosses and ad-' e
justed for amortization of premiums and acefetion of discounts which are recognized as adjustinénts to interest income. Gains or losses on drsposrtron‘ :

are based on the net proceeds and the adjusted carrying ameiint of the securities sold, using the specific identification meiliod. The allowance forinvest-

ment losses i5 established through a provrsron for 1nvestment losses charged to expenses and is attrlbutable to specrfrc adverse condrtrons for partlcular‘
securrtres o ) ) J

Loans and allowance for loan losses — Loans are stated at the amount of unpatd prmcrpal reduced by an allowance for loan losses Interest on loans.-
is calculated by using the simple interest ‘methad on-the ‘principal amount outstanding. The allowance for loan losses is established through a provision. . .-
for loan losses charged to expenses. Loans are charged against the allowance for loan losses when management believes the collectrbrhty of the principal .. "~
"is unlikely. The allowance is an amount that managenient bélieves. will be adequate to absorb possible losses on existing loans that may bécomeun-.
-collectible based on evaluations of the collectibility of loans and prior loan loss experrence The evaluations take intd consideration such factors as
changes in the nature and volurne of the loan portfolio; overall portfolio quahty, review. of specific problem loans and current écondmic conditions that -
_may affect the borrowers’ ability. to pay. Accrual of interest is discontinued on a loan ‘when management believes, after’ consrdenng economrc and
. business conditions and collection efforts, that the borrowers financial condition is such that collection of interest 15 doubtful. - :

Bank premises, equipment and software - Bank premtses, equtpment and software are stated at Cost Expend]tures for renewals and 1m-'
© provements: that significantly add to the productive capacity or ektend the: useful life of an asset ‘are capltahzed Expénditures for maintenance. and.

repairs are charged to expense currently ‘When deprecrable propertles are retired or sold the cost and related accumulated deprecratron are ehmrnated
* from the accounts and the resultant, gain or: loss is reftected in income, i S : < p

¥ . Deprec1at10n is provided over the estimated useful lrves of the mdr\ndual assets usmg the stra:ght hne rnethod The range of the estrmated useful hves :
3 * used'in the computation.of deprec:atton is 25 years for the bank premlses and 5 to 10, years for equ1pment and furmture B :

" Long-term debt issue costs — Long-term debt issue costs are belng amortrzed usmg the strarght lme method over the term of the related tcmg terrn S
debt. o ; . X .. . L

Pension plan — The Bank funds amounts equal to pensron costs accrued

NOTE 2 -~ NATURE OF ORGAN]ZA’I‘ION AND RELATED PARTY TRANSACTIONS

The Bank of North Dakota is-owned and operated by the State of North Dakota inder the superv1s1on of the Industnal Comm1ssron as: provrded by
Chapter 6-09 of the North Dakota Century Code. In.the coutse of business the Bank, because of its uniquie. refatioriship with the State of North Dakota, s -
a party in many business transactions with: other-entities of state government These transactrons are:d normal part of bank busmess and accordmgly,' i
are included in the Bank's frnancral statements : : : o : L ‘

NOTES—INVESTMENT SECURITIES = - oL g e e

'Carryrng amounts and approxtmate market value of tnvestment securrtres at December 31 1986 and 1985 are summarrzed as follows

1986, - i 0 1985 ]

Carrying P Approxlmate R Carrying' Approxrmate S
e o - Amount .- Market Value | . /Amount _ ‘Market Value® - . .
U.s. Treasury securities Vo et T $267.828,175 - $279,904,000 - - _5300;9'3__3._'937 - .. $310,825000. - -
" Obligations ¢f other U'S. Government agenctes .. 67,638,312 ' - £9,906,000" - j 66,399,789, - .. 762,375,000 -
Obligations of states -and polltrcat subdtvrsrons L B986,369 L L e 20 352,837 <+ - ol
. Other securltles ’ B L 2,577,061 .- 2,358,000 3,227,906 %7 - '2,'5'16‘,_0()_0"‘ I

. 5345029917 R R 390914469 SR e

Obhgattons of states and pohttcai subdrv1s1ons held by the Bank are prlmarrly crty and county oblrgatrons Due’ to the nature ‘of: these securrtres a market
- value is not readily available: : . . . ‘

. The Bank has established an allowance for 1nvestment losses of $1 500, OOO through a provrsron for mvestment losses charged to operatrons for the year
ended December 31,1986, : : . . :

; Amounts_ at Par'"
1986 - i DT 1985
. '$68,375,000° ©.'$19,200,000 -

| $104,845.000.. . -

The Bank‘ h_asr.pledged investment secnr:tre_s andwsol_d.securrtres under‘ag_feements*to repurc_’hase‘as-;follows: :

Investment secuntres pledged S

Securmes sold under agreements to repurchase .




NOTE4—LOANS L B T T L S S S T T

Loans on which the accrual of interest has been dlscontmued amounted to approxtmately $4 0(}7 000 and $3 54—7 000 agof December 31 1986 and 1985,
respectwely It interest on those loans had been accrued such income would have approx1mated $396, ODO ‘and’ $446 000 for 1986 and 1985 respecttve )
Changes in the allowance for loan losses were as follows S S :
' v ‘ Year-Ended Decémber 31,

e TR S L : 1986 - . 1985 . °

" Balance, beginning of year. * ' B L : R R X 6”365 219 - "$5,685,593 ]
Provision charged to operatmns : oL U U [ isz,804 .~ | 6,892,629
Loans charged off : . T T B E T T 14,877,078). | _{8.327:620) . -

CRecoveries . o7 vLoow o S p e T T e e 3470196, 0 © 2,114,617 1

Balance, end of year, - L e S o R (511,988,141 . $6,365,219

' NOTE 5— BANK PREMISES AND EQU]PMENT -- St e T PRS- _
~ Accumulated deprecratron on ‘bank prermses and equlpment was 51, 307 932 and Sl 143 209 as of December 31, 1986 and 1985 respecti\relyi‘ I
s Deprecwtlon expense amounted to $171 134 and $168 053 in’ 1986 and 1985 respectlvely IR : S

NOTE 6 — LONG TERM DEBT

: Long -term debt consrsts of

B CLie8e . - 1e8s)
Collaterahzed long—term bonds 9. 25% 1ssued B T R PRI L PR R S
December 1978; dde Décember 1993 S o T e T T 2T 500,000 "-,$30 008 000 S
Long-term notes, 7.875%; "(effective interest rate 794%] : I S T e
issued December 1986, due. Deécember 1996, net of TR T T
unamorttzed dtscount of $371 875 : SERUIEE R 49}',6_28-.125; : Ce
C T - . $77,128,125 - - $30,008,000 -

Collaterahzed long- term bonds - Annual smkmg fund payments of $2, 500, 000 are due each December 1 through December 1 1988 $5 000,000

beginning December ‘1, 1989 through December.1; 1992 and.$2,500,000 on December :1,-1993 when the Bonds mature. At its opt[on the'Bank may . . .

redeefn on the due date of any mandatory sinking fund redemption, at'100% ofthe principal amgunt thereof plus interest accrued thereon to such date,

an additional principal amount of bonds up to the principal amount of Boids’ requrred to bé redeemed on such date. Redemption of the bonds may be ac™ |
_celerated by paying a premium which decreases proportlonately from 108:538% &t Decémber, 1979 until it is eliminated after. December; 1990. The .~
bonds are collateralized by FHA and VA guaranteed loans with principal balances, of- approxtmately $46,354,000 outstandmg a5 of December 31.:1986. -

in addition, the Bank pledged $7,000,000 in U.§. Govérnment seturities as additional collateral. The bank is requ1red to mamtam anamount of ehgrble_ "

_ <ollateral such that the sum of [4] the discounted value of eligible mortgage notes divided’ by 150%, .(bj the faif market value of government securities. -

and eligible money market ihstruments divided by-125% and {c} the fair market value of cash is not léssthan 100% of the initidl series of bonds outstand--

ing. However, the sum of [x] the discounted value of eligible. mortgage notes, (¥ the fair inarket value of government securities and eligiblé money - o

" market instruments arid [z} the fair market value'of cash shall in n6 event be {ess than'115% of the aggregate principalamount of the'bonds’ outstanding.

The bond indenture contains certdin restrictive covenants which; among other things, require,the maintenance’of a ratio of deposifsand, tollateralized . o
long-term-debt’ to alt caprtal funds 0o greater than 20 to 1 The Bank isin eomphance w1th al] prov151ons of the mdenture agreement as. Df December 31, R

1986.

Dunng 1986 the Bank exercrsed its optton to redeem $2,500,000 of bonds at 100% of the prmmpal amount in addrtton to the remammg mandatory smk- .
ingfund redemptlon of $8,000. Durmg 1985 the Bank purchased $100,000-o0f their. outstandmg collaterahzed bonids on the open market resultmg indn.-
- ordinary gam of $7 742 which i is. mcluded in servrce fees and other:i income. oo T ‘ . SR '

Long- -term- notes — These notes may ‘not be redeemed pnor to matunty Interest 1s payable semlannually on ]une 15 and December 15 of each year s
The Bank of North Dakota entered into a letter of credrt agreement dated December 1,.1986 with the Fuji Bank, Lid; whereby the Fuji Bank has agreed’ "
to provide funds sufficient to'pay-the priricipal’ amount of the notes and up tg, 198 days' interest on the notes. Slmultaneously with the leitér of credit.”
agreement, the Bank of North Dakota: entered-into & ‘security agreement in which thé Bank ‘of North Dakota agreed to pledge U:S: Government -
securities with a principal balance of $47, 175 000 as.of December 31,1986. The Bank is required fo mamtaln an amount of eligtble collateral such'that .
the applicable value of the collateral i is-notless than102.5% of the stated amount of the Fuji Bank’ letter of Cl‘Edlt The mdenture of trust contams restrtc-_—"‘ B
tive covenants all of’ Whtch the Bank ot North Dakota s, in comphance w1th as of December 31 1986 o




" sheets sinice such ifems are not assets of the Bank

. -NOTE 7= APPROPRIATIONS DUE S . : L . . : } .

The North Dakota State Legrslature appropriated $7, OOO 000 for the State General Fund from undrv:ded profrts of the Bank Such monres shali be. '

transferred during the biennium beginning July 1,1985. The remammg amount due at December- 31 -1986.is $1, 750 Q00 - L

" The North Dakota State Legislature ¢reated the Begmnlng Farmer Loan’ Program to be adrmmstered by the Bank of North Dakota. “The- revolvmg loan: T
. fund was established by the appropnatton of $5, 000,000 from undrvrded proftts of the Bank of North Dakota At December 31 1986 the ent1re ap-' R

propriation has been transferred. - o

The North Dakota State Legislature created the Horne—Quarter Purchase Fund to be admm:stered by the Bank of North Dakota The revolvrng loan fund o o

was established by the appropnatron of $2, 000 000 from und:v1ded profrts of the Bank of. North Dakota The remammg amount due at December 31,

1986 is $500,000. : . L , L Lok : T :

: NOTE 8 — TRANSFERS FROM UNDIVIDED PROFITS AND RESERVE FOR CONTINGENCIES

‘ Dunng 1986 the Bank, by order of the Industrial’ Comm]ss;on transferred $3 500 000 from the reserve for contlngenmes and $500 000 from undrvrded"
. profits to increase its capital and surplus. by 32, 000,000 each:. . . . ; A R

Durmg 1985 the Bank, by order of the Industrral Comrmssron transferred $2 000 000 from undJVIded proflts to cap1ta1

: -NOTE 9 — PENS]ON PLAN

_The Bank's.pension expense approxnmated $195, OOO and $176, 000 in 1986 and 1985 respeetrvely The’ Bank parhcrpates ina deflned beneflt pensxon
plan authorized by the State-of Nofth Dakota and admiinistered by the North. Dakota Public ‘Employees Retirement Systeri. The plan is available to all. -,
permanent employees of the Bank: Under the: provisions-of the plan; the Bank contribiites 5.12% of the quahfymg salary-of eaghiindividual employee tg |
the pension fund and 4.00% of the qualifying salary of each individual emmiployee to the- empioyee s pension account: The Bank tontributed annually to

the plan amounts equal to the acérual of pension éxpense: Vested benefits including prior'service costs currently exceed the fund assets The Bank hasd

not received mformatlon from the p]an s admrmstrat:on to determme its share of unfunded vested beneflts o - o .

NOTE 10 — TRUST ASSETS  © . o o0 i e i
'Property {other than cash deposrts] held by the Bank in frducrary or agency capacmes for its customers 1s not mcluded 1n the accompanyrng balance

¢

.. NOTE 11 - COMMITMENTS AND CONTINGENT LIABIL[TIES

In 1984, the State of North Dakota issiied" long—term bonds- totahng $62 335 000 whlch 'wag used to purchase apprommately $17 750, 000 in farm loans v
_from the Bank of North Dakota, refund the 1982 North Dakota Real Estate Bonds, provide for payment of interést-due 'on the bonds on Séptember']; " ©
- 1984, and pay the costs of issuance. In 1986 the State of North Dakota issued additional long-term bonds totaling $41,615,000."A portion of the proceeds .
of the 1986 bond issue was escrowed forthe future retirement of $33,300, 000 of thé 1984 North: DakotaReal Estate Bonds. Bonds of the two issiies total-
ing $101,485,000 were outstanding as of Decembef 31, 19867 In connection with thrs bond issue, 'the Bank of North DaKota'is' obhgated ta purchase™
bonds. when theré are insufficient monies in any of the pledged funds for payment of the bonds as they become due. It'is probable that the' Bank of -
" North Dakota will inicur a liability on'these bond issués. An estimate of thi$ Tiability canmot be made until such-lime as Bark management ‘Can‘estimate’ .. -
- - cash flows for the collateral loans and the bonds. During 1986-the Bank fundeda $215,000 cash flow shortage which is:included.in other opetating ex- -
penses In addition, the ‘Bank charged off a recervabl for admmrstratlon feee from the Real Estate Bond Fund arnountmg to $558 4”[9 whrch is 1ncluded

in other operatmg expenses, ' : : E . : L : :

In 1985 the North Dakota Student Loan Trust 1ssued.long-term bonds totahng $125 200 000 wh:ch was used to purchase $ ¥ 10 700 OGO in student loans,
fund the related Reserve Fund, ahd pay the cost of issuance; . Thé State of North Dakota entered-into a letter-of credit and letter of crédit agreement dated .
- November 1, 1985 with the Fuji. Bank, Lid, whereby the! Fujl Bank has agreed te. prov1de funds: sufficient:-to-pay the principal amount of all bonds
_outstand:ng plus interest thereon of the 1985 Series A Bond isstie, ‘Simultaneously with the letter of credit agreeinent; the Bank'of NorthDakota eritered
into a commitment arrangement with the State of North Dakota whereby the Bank of North Dakota has the irrevocable obhgatmn to purehase student
“loans in an aggregate outstanding principal amourit not to exceed the amount of student Ioans heldn the acqursltlon fund ata purchase priceof. 100% of
‘principal plus-accrued- interest to the date of purchase: The outstandrng student loans held iy the acquisition -fund amounted to- approx1mately

" » $110,567,000 asof December 31, 1986, All of the student loans are guaranteed by the U8, government and the North Dakota Guaranteed Studentlioﬂﬂ

7 Program The hkehhood that the Bank of North Dakota wilk.incur-a habthty on thts hond issug-is, remote

- In the normal’ course of busmess, the Bank makes vanous commxtments and ineurs cont:ngent habrhnes that are, 0t presented in the agco
financial statements The commitients and contmgent;hablhtles include varigus’ guarantees cornrmtrnents ‘to: extend ‘credit and standby etter i

T credit. Af December 31, 1986 standby letters of credita egated approxrmately $27 100 000, The Bank Has mcluded any antrc1pated losses asa)
" the commltments in: the allowane for 16 seg . .







