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1992 PERFORMANC E: TheBank of North Dakota reporfed historically
. high earnings ir: 1992, The $22.1 million wes a 35 percent increase over lust year. These earnings translate infoa
Return on Average Assels of 2.49 percent in 1992 compared to 1.86 percent in 1991, ond o Refurn on Equity of
19.4 percent in 1992 compared 1o 17.7 percent in 1991. All divisions of the Beenk contributed lo the strong earnings
generated for the year, The Lending Division increased ifs commercial and agricultural loan portfolio and reduced its
overall delinquency rate. The Student Loan Division maintained one of the lowesi delinguency and default rates in
the nation emong Student Loan Guuranfee Agencies. Operating volumes in the Retcil Banking and Operations
Division increased hy 19.2 percent. Capitalizing on the downward trend in interest rates, the Investment and Trust
Division used proven management techniques to extract additional earnings from the Bank’s already profitable
inve;lment partfolio, and persisted in ifs efforts 1o provide the highest level of professionalism in meeting the needs
of its customers. These accomplishments come while maintaining a fight control on the Bank’s overall expenses.
THE FUTUR E: BND eomnings for 1993 wi||>be significantly lower. The banking industry had
record earnings in 1992. Profits industry-wide exceeded the former record year of 1988 by over 30 percent. Banks
in general will be hard-pressed 1o repeat the earnings of 1992, but the Bank of North Dakota, in particular, has
some difficull issues to manage. The 1993 Legistature transferred $52 million dollars from the Bank to the State
Generaf Fund, approximately $24 million will be transferred from capital and $28 million from profits. The
Legislature guaranteed that the copital of the Bunk would not be drawn below $100 million. The Bank’s capital is the
foundation which enables BND to toke reasonable risks in financing North Dakota’s business and agriculiure. The
smaller capital base and opportunities for future earnings must be dlosely analyzed and several significant problems
must be recognized. In 1982, long-term fixed rate agricutiural loans held by the Bank were placed in the North
Dakeota Real Estate Trust and finonced wiih. general obligafion bonds. The bonds were issued ol o rate which was
* higher than that yielded by the underlying loans. Consequently, the Trust is unable fo service its debt; resulting in a

shortfall. The Bank is obligated to cover the shortfall as bonds come due. The Real Estate Trust has a current shortfoll

of approximately $24 million. Under generally accepted accounting principles, the Trust is recognized os @
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confingent liability of the Bank, but the shorifall hes not been charged wgeinst the Bank's capital. To saiisfy the
shorifall, however, the Bank will need to expense $1.5 million each year until 2013 when the bonds fully mature.
Other factars will also adversely impact BND’s future earnings. On Joruary 1, 1993, $85 million in varioble rate
student loans were sold fo the Student Loan Trust. This sale reduced BND's total loan portfolio by 27 percent.
Replacing these variable rate assets will be difficult, buf very important, particularly, if inferest rates rise. Together
this reduction in the loan portfolio, and the 20 percent reduction in the Bank's capital through trensfer to the State
will hove o negofive impuct of approximutely S5 million on the Bank's earnings. In addition, changes pending in the
Federal Student Loan Progrom may prevent BND and all banks from funding student loans in the fulure.

IN S UMMAR Y: 1992wos o profitable year, but significent challenges will force the
Bank of North Dakota fo change the way it does business and lock for new opportunities to restare earnings.
The Bank’s primary mission is to finance business, industry, and agriculture throughout the State. Aggreésively
seeking to fulfill this mandate will benefit the State’s economy and build BND's loan portfolio. As the foon portfolio
grows, so will BND's ability to generate
earnings for the State General Fund.
The management and staff of the

Bank are dedicated to that pursuit.
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BRADY MARTZ & ASSOCIATES, P.C.
CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITOR'S REPORT

The Industrial Commission
State of North Doketa 3
Bismarck, Norih Dakota |

We have audited the accompunying conselidated halance shaeds of The Bank of Morth Dakata os of December 31,1992 and 1991, and the
reloted consalidoded stotements of income, thanges In capitol funds and cush flows for the yeaes then ended. These financial statements are the
responsitlty of the Bank's management. Our responsibility is ta express an opinion on these financial statements based on our qudits,

We canducted our wudits in accordance with gensrally accepted ouditing standords. Those stondard require that we plan and perform the audit
1o obtuin rensonable assuronce boat whether the financial statements are free of material misstafement. An audit includes examining, on ¢ test
basis, evidence supporting the ormounts and disclasures in the financial statements. An qudit also includes assessing the accounting principles used
and sigrificant estimates made by management, as well os eviluating the overall financial siatement presentation. We believe that our audits
provide o reasonable basis for our opinion.

In our opinior, the financial statements referred to ahove presant fuidly, in all material respects, the consoliduted finanial position of The Bank of

Horth Dakete s of Decomber 31, 1992 and 1991, and the consolidated resulis of ifs operefions and ifs cash flows for the years then endad in
tonfarmity with generally aeepted aczounting principles.

Brodh, Mot and) Qorciolla .C

BRADY, MARTZ & ASSOCIATES, P.C.

Junuary 15, 1993
Minot, North Daketa




CASH AND DUE FROM BANKS

FEDERAL FUNDS SOLD AND SECURITIES PURCHASED
UINDER REVERSE REPURCHASE AGREEMENTS

C(ASH AND (ASH EQUEVALENTS
|NVESTMENT SECURITIES

Less alowance for investment losses

LOANS

Less allowance for loan losses
BANK PREMISES, EQUIPMENT AND SOFTWARE
ACCRUED INTEREST RECEIVABLE

OTHER ASSETS

DEPOSIHS:
Hon-interest bearing
interest benring

FEDERAL FUNDS PURCHASED AND SECURITIES
SOLD UNDER REPURCHASE AGREEMENTS

LONG-TERM DEBT
ACCRUED THTEREST PAYABLE
OTHER LIABILITIES
APPROPRIATIONS PAYABLE
TOTAL LIABILITIES
CAPITAL FUNDS:

Capitak

Surplus

Comiribsted capital

Undivided profis
Totel capitol funds

THE BANK OF HORTH DAKOTA

CONSOLIDATED BALANCE SHEETS

DECEMBER 31, 1992 AND 1991

The accomponying noles ore an integral part of these financial statements.

ASSETS
{in thousands)

1992 199_1
§ 198y S 75094
208,951 110305
§ 788788 S 18539
S 456,694 S 496,780
(1,581} (1,258}

§ 455103 S 495531
§ 3138713 S 266854
{12.664) (12.162)
§ 301,209 S 254,692
4,268 4395
11,325 14,028
2,507 2713
§ 1063200 § 956758

LIABILITIES AND CAPITAL FUNDS

§ 9,13 $ 80,789
479510 461,046
§ 570,649 S 541,835
327,307 247 664
49,862 49,814
1,450 249
3890 3434
1,135 18,596
§ 549203 S 863841
§ 22000 § 212,000
22000 22,000
o139 1,394
68,513 47513

S 1135807 S 997
$ 1,063,200 § 956758
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THE BANK OF NORTH DAKOTA

CONSOLIDATED STATEMENTS OF INCOME
FOR THE YEARS ENDED DECEMBER 31, 1992 AND 1991
{in thousands}
1992 1991
INTEREST INCOME:
Interest and Tees on loans § 2305 § 21,03
Interest on investment securities . 30,586 36,164
Inferest on fadera! funds sold and securittes
purchased under reverse repurchuse agreements 352 m
S 51186 S 8401
[NTEREST EXPENSE:
Inferest on deposits $ 17,195 § 5,3
Interest on federal funds purchased and
securities sold under repurchase agresments 6,807 11,458
Inferest on long-term debt 427 4210
S 28223 $ 4L
Net interest income S 28943 S 22870
PROVISION FOR LOAN LSSES 667 698
Net interest income affer provision
for loan losses § 28776 S N
OTHER INCOME:
Servite fees and other § 4242 § 4513
Securities gains and losses 1,003 560
Provision for investment losses )] e
S 4912 § 5083
OTHER EXPENSE:
Solaries § 3m9 S 3
Pensions and other employee benefits 1,138 1,104
Data protessing 1,520 1,293
Oher operafing expenses 2184 22
Depredintion and amortizafion 742 716
S 9563 § 925
[HCOME BEFORE EXTRAGRDINARY ITEM ‘ § 23615 $ 17946
Exiroordinary item — Relief of indsbtedness
granted to North Dokota Real Estate Trust : 1,509 1,532
NET INCOME FI P AVE] § 1641
THE BANK OF NORTH DAKOTA
CONSOEIDATED STATEMENTS OF CHANGES IN CAPITAL FUNDS
FOR THE YEARS ENDED DECEMBER 31, 1992 AND 1991
(in thousands}
Confributed Undivided
Capital Surplus {apitaf Profils Total
BALANCES, JANUARY 1, 1991 $ 22000 S 22,000 § 13 § 51,23 § 96617
Net income — — — 16,414 16,414
Appropriations s — — {23,292 {23.292)
Repuyment of past appropriation — — — 8b 86
Reversal of previous appropriations — — — 3092 3092
BALANCES, DECEMBER 31, 1991 S 22000 § 22,000 § 1,3 S 47523 $ 9297
Net income — — — 2125 12125
Approprintions — — — {1135 {1.133)
BALANCES, DECEMBER 31, 1992 $_ 22000 § 22000 § 1.3 $ 68513 $ 13907

The atcompanying moles are an infegral port of these finoneiel stalements.




THE BANK OF NORTH DAKOTA

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 1992 AND 1991

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income
Adjustments to reconcle net income to net
tash provided by aperaling acfivifies:

Relief of indebtedness granted to North Daketa Real Estate Trust

Depreciation and amorfization

Provision for Joun losses

Pravision far invesiment losses

Amortization of premiums and accretion
of discounts on investmen! securifies

Securities goins, nef

{Guin} loss on sale of equipment

Chenges in assets and lichilities:
Derense in accrued interest receivable
{Intrease) decrease in other assets
Incrense {detrense) in nccrued inferest payable
Incrense {decrense] in other lichilities

Net tash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Proteeds from sales of invesiment securities
Purchase of investment securities
{Increase} deaease in term federal fonds sold
Incrense in loons
Purchases of equipment and sofiware
Proceeds fram sale of equipment

Net cash used by investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Net incrense in non-inferest bearing deposits
Net Incrense in interest hearing deposits
Net incrense in federnl funds purchused ond securities
sold onder reporchase ngresments
Payment of appropriatians due
Repayment of previaus appropriation

Net cush provided in financing octivities
[NCREASE {DECREASE) IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS, END OF YEAR

SUPFLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Cash payments for:
Interest paid fo customers
Interest paid on federal funds purchased
ond securities sold under repurchase agreements
Interest paid on long-ferm delt

SUPPLEMENTAL SCHEDULE OF NONCASH INVESTING AND

FINANCING ACTIVITIES:

Qiher renl estate acquired in sefilement of loans

Transfer from Undivided Profits 3o apgroprition poyable
to various stale ogenties

Reverse appropriafion poyable

The accompanying noles ore an integral port of these financial strfements.

{in thousonds)
1992 1991
S 22,125 $ 16414
1,500 1,532
850 304
867 698
333 2
1) {1,117
{1,003) (5600
{1 {4)
2,703 184
74 (58}
{1,846 772
455 {1,328)
$ 2675 § 16899
$ 638,315 $ 573,201
{598,615) (658,16%)
— 30,000
{47,314} (397600
{615} {340)
1 4
S (8298 § {95064)
§ 10,349 S 19,995
18,464 12407
74,044 19,709
{18,596} (4,806)
— 86
84,861 § o
§ 103,389 S (30,884)
185,399 216,243
§ 988788 5 185399
5 18010 S 25569
7,064 11,389
3938 3,938
§ 130 § 7
1,135 23,292
— 3,092




THE BANK OF NORTH DAKOTA
NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 1992 AND 1991

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The Bank of North Dakota is owned and aperated by the Stote of North Dakota under the supervision of the Industrial Commission s provided by
Chapter 6-09 of the North Daketa Century Code.

Busis of presentation — The conscliduted financiod staiements include the oecounts of The Bank of Horth Dokotn and its majoeity awned
subsidiary, Myran G. Helson Fund, Incorporated. Al significant infercompany aceounts and transactions have been eliminated in the sintements.

Cash and cash equivalents — The Bank considers currency on hand, demand deposits in other financial inslitutions, cash items expected to
be converted o cash, and federal funds sold and securities purchased under reverse repurchase agreernents with original maturities of three
manths or Jess o5 cash and cash equivalents. The arrying amount of cash ond cosh equivalents is a reasonnble estimate of its fair valve,

Investment securities and allowante for investment lossas — Securities are stoted ot cost reduced by an oflowance for invesiment
losses, and adjusted for amorfization of premiums and accretion of discounts which are recognized as adjusiments to interest income. Gains or
bosses on dispesition are bused on the net proceeds and the odjusted carrying omount of the securities sold, using the specific identification
methed. The allowance for investment losses is estoblished through u provision for investment losses charged to expenses and is atfributable to
spexific udverse conditions for porficular securities.

Loans — Loans ae stated at the principal balance outstonding fess an allowance for loon lasses. Interest income an loans s aecrued ot the
specific rate on the outsianding princifol bolance.

Inferest accruals on loans are discontinued when in management's apinion she colection of the interest is doubtful. When a loan is placed on nor-
accruol status, acerued hut uncolleced inferest is reversed. Interest accrued during the current year is reversed oguins! current income, and
interest acerued from prior years is charged ogoinst the allowance for loan loss.

Altowance For loan losses — The Bank uses the allowance method i praviding for loan losses. Accardingly, the reserve is increased by the
current years provision for loon losses charged fo operations and reduced by net charge-offs.

The adequacy of the allowance for loan losses and the provisions for loon losses charged o operations are hased on management's evaluation of
o number of factars, indluding recent logn loss experience, continuous evalvation of the loan portfolia quality, current and anticipated economic
condifions, und ather pertinent fuctors. Loans are charged 1o the allowance when monagemeat befieves the collection of the principal is doubiful.

Bank premises, equipment and software — Bank premises, equipment and software are stated ot cost less accumulated depreciation or
gmorfizafion. Depreciation and amorfizalion are provided over the estimated useful lives of the individual assets using the straight-line method.
The estimated useful fives used in the computation of depreciation or amartization re 25 yetes for bank premises, 5 years for equipment and
software, and 10 years for furniture.

Other real estate — Other reak estute (ORE), which is inchuded in other nssets, represents properties acquired thraugh forectosure or ather
proceedings. ORE is recorded af the fower of the emount of the loan or fair market value of the properfies. Any writedown to foir morket value
ot the fime of transfer to ORE is charged ta the allowance for boon losses. Property is evaluated regulasly to ensure that the recorded amount is
supported by the current fair marke? volue.

Long-term debt issue costs — Long-ferm debt issue costs are being amorfized over the term of the related fong-term debt using the straight-
lina method.

 Defined benefit plan — The Bank funds amounts equal to pension casfs oecrued.




NOTE 2 — INVESTMENT SECURITIES
The deteil of the carrying amount and upproximete market value of investment securifies at December 31, s as fallows:
{in thousands}
Decamber 31
1992 1991

Carrying Approximate Carrying Approximate

Amount Market Volue Amount Morket Value
1.5, TREASURY SECURITIES
Bue within 1 year $ 145,068 S 147,842 § 1787 S 181,509
After 1 year, within 5 yeors 171,793 174,600 170,3H 176.59¢
Total S 316861 S 310442 S 349,028 § 358108
OBLIGATIONS OF OTHER U.S. GOYERNMENT AGENCIES
Due within 1 year $ 504 § 5009 S 35075 § 35233
Afier 1 year, within 5 yeors 5,026 5452 20,2717 20,981
Total S 10030 S 10461 § 55352 § 56214
MORTGAGE-BACKED SECURITIES $ 63205 § 64951 § 72925 S 76742
OBLIGATIONS OF STATES AND POLITICAL SUBDIVISIONS
Due within 1 year $ 4 ] 49 S 103 s 13
After 1 year, within 5 years 1,767 1,766 1,064 1,064
After 5 yeurs, within 10 years 2979 2979 2749 2,749
Ater 10 years 6,833 6,322 4026 4,025
Total S 11628 § 116 ALY § 79
ENVESTMENT IN DEBT SECURITIES $ 401,744 . S 408970 § 485.M7 § 499005
NEGOTIABLE CERTIFICATES OF DEPOSIY
Due within 1 year S I— S — $5,000 $5,000
(OMMERCIAL PAPER
Due within 1 year § 50,000 § 50,000 — s —
OTHER SECURITIES
Ater 10 years § 4970 § 996 S 6542 S 6542
TOTAL INVESEMENT SECURITIES S 456,694 § 459966 § 496788 S 510,547
The market value of invesiment securities is based an quoted market prices bid, if ovailable. Quoted market prices are not readily avalable for
obligations of state and pelitical subdivisions and certain other securities. The tarrying amount of the Bank’s investment in stote and political
subdivision debt is belisved fo be u conservative estimate of the market value of that debt. The market vakse of other securities is estimated by
discounting future cash ftows. The tarrying umount of aecrued intarest receivable on investments is o reasonable estimate of its foir value.
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NOTE 2 (CONTINUED)
The corrying omount, gross enrealized gains and losses and market values of invesiments in debi securities are as follows:

{in thousands)
December 31, 1992

Gross Gross
Corrying Unrealized Unvealized
Ampunt Gains {nsses Market Value
US. TREASURY SECURITLES S 3i6,861 § 5819 § 13 § 322442
OBLIGATION OF OTHER U.S. -

GOVERNMENT AGENCIES 10,030 431 — 10,461
MORTGAGE-BACKED SECURITIES 63,205 1,748 2 64,951
OBLIGATIONS OF STATE AND

POLITICAL SUBDIVISIGNS 11,628 a— 512 _ 1116

S 401724 7998 S I52 S 408,970
(in thousands)
Decesnber 31, 1931
Gross Gross
Corrying Unrealized Unrealized
Amownt Guains Losses Morket Volue
U.5. TREASURY SECURITIES S 349,028 $ 9,080 § — $ 358,108
OBLIGATION OF OTHER U.S.

GOVERNMENT AGENCIES 55,352 862 —_ 56,214
MORTGAGE-BACKED SECURITIES 71925 3817 — 76,742
OBLIGATIONS OF STATE AND

POLITICAL SUBDIVISIONS 7.042 1 7.941

S 485247 § 13759 $ 1 $ 499,005

Praceeds fram sales of investments in debt securities for the years December 31, 1992 ond 1991 were $ 135,225,000 and $ 318,165,000,
respectively. Gross goins of $ 937,000 and § 577,000 were realized on those sules in 1992 and 1991, respedtively. Gross losses of $ 17,000
were realized on soles in 1991

Sacurities corried ot $ 151,389,000 of December 31, 1992 and $ 70,950,000 at December 31, 1991 were pledged for securities sold under
agreements fo rapurchuse and for other required purposes. The approximate market value on the pledged securifies ot Decomber 31, 1952 and
1991 was $ 155,283,000 and $ 74,317,000, respeciively.

The detail of changes in the allowance foc investment losses for the years ended December 31, 1992, and 1991 is os follows:

(in theusands}
1992 1991
Bufance, heginning of year 5 1258 S 1,2%
Pravision for investment [osses ‘ 333 1

Investments charged off — —_
Balonce, end of year ) S 1,591 § 1258




NOTE 3 — LOANS

The fair value of rasidenticf loans hos been estimated using valuafian techniques which adjust marigage values to opproximate the quoted market

yield for GNMA mortgage backed seturiffes.

The fair value of student loans is bosed on quated murket prices.

The Fair value of oll other foan categoriss has been estimated by discaunting future cash flows to reflect management's estimate of current rutes

for financing harrowers under substantially similor terms ond degrees of risk.

The fair value of ofl [oans reflects the credi risk within the individual loon categories.

{in thousonds)
1992 1992 199
Carrying Fair Carrying
Yalug Yalue Value
Residential loars § 61,655 S 62,984 § 78564
Guaranteed student loans 118,639 118,944 86,487
Bank poriicipatian leans
Commercial 63722 57,528 51,269
Agricattueed 43,270 41,541 28,636
Farm rea] estofe louns 20,675 19,010 15729
State inskitutions 2,965 2,689 3,167
Bank stock 2,795 2502 2,698
Other ' 152 41 304
S 313873 § 305,339 S 266,854
Less alfowanse for loan lasses 12,664 — 12142
301,209 § 305339 § 254,692

The carrying omount of accrued interest receivable on loass is o reasanable estimate of fale value.

Nanacerval and restructured loans amounted to $ 823,000 and $ 5,269,000, respectively, ot December 31, 1992, end $ 1,776,000 ond
§ 5,510,000, respectively, at December 31, 1991, Additional interest income thet would have heen earned under original terms of the
nonaccrual loans amounted to approximately $ 74,000 and § 154,600 for 1992 and 1991, respedtively. There was no interest tollected on

nonocerual loans in 1992. In 1991, § 45,000 was collected.

The detuil of changes in the allowence for Ioan losses for years ended Dacember 31, 1992 and 1991 &5 05 follows:

(in thousands})
1992 1991
Balance, heginming of year § 12162 S 12182
Provision charged fo operations 667 9%
Loans charged off {341} {1,047)
Recoveries 176 329
Balance, end of year S 12664 § 12162

NOTE 4 — BANK PREMISES, EQUIPMENT AND SOFTWARE
The following is & summary of changes in bank premises, equipment, furniture and software ut December 31, 1992 und 1991:

(in thousands}
- Balance Bulonee
December 31, December 31,
1991 Additions Refirements 1992
Lund . s S — 5§ — S 7
Building ' 3382 305 — 3,687
Equipment 1,764 103 — 1,867
Furniture 552 H — 561
Software 1473 197 — 1,670
S 7458 S 615 S — S 8073
Less accumulated depreciation 3063 742 -— 3,805
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NOTE 4 {CONTINUED)

Balunce Bafance
Datember 31, December 31,
1990 Additions Refirements 1991

Land S 87 S — S — $ 287
Building 3329 52 — 338
Equipment 1,658 107 — 1,765
Furniture 544 7 — 551
Software 1,300 174 — 1474

§ 71e S M § — S 7458
bess accumuluted depreciotion 2348 715 — 3,063

S 470 S (318 § — S 435

Depreciation and amorfization expense on the ahove assets amounted to $ 742,000 and $ 715,000 in 1992 and 1991, respectively.

NOTE 5 — DEPOSITS

The fuir value of deposits with o stated malurity, such a5 checking, sovings, meney market, and NOW aceaunts is equal fo the amount payable
on demand. The fair value of inferest bearing certificates of deposit has been estimated by discounting future cash flows using rates currently
offered for deposits of similar remaining maturities. The carrying amount of those certificates is § 254,369,000, and the fair value is estimated
tobe § 261,842,000 The carrying amount of accrued inferest payable on deposits is a reasonuble estimate of foir valve.

NOTE & — FEDERAL FUNDS PURCHASED AND SECURITIES SO1D UNDER REPURCHASE AGREEMENT

Federal funds purchased and securifies sold under repurchase agreements are shori-ferm instruments for which carrying amounts are reasonable
estimates of foir value. The carrying amount of accrued interest payable on federal funds purchased and securifies sold under repurchase
agreements is o rensanable estimute of fair value.

NOTE 7 — LONG-TERM DEBT
Long-term debt consists of;
{in thousands)
1992 1991

Long-term nates, 7.875%, {effective interest rate 7.94%) issued

December 1986, due December 1996, $ 50,000 § 50,000
Less unamortized discount {138} (184)

S 49862 5 19816

A summary, by years, of firture minimum payments required to amortize the outstanding debt is os follows:

{in thousends)
Principal Interest Total
1993 § — S 393 S 39%7
1994 — 3,937 3937
1995 — 3938 3938
199 : 50,000 3938 53,938
Total $ 50,000 $ 15750 $ 65750

These notes may not be redeemed prior fo maturity. interest is payable semiaanually an June 15 and December 15 of each year. The Bank of
North Boketa entered il a letter of credit agreement duted December 1, 1986 with the Fuji Bank, Ltd. whereby the Fuji Bank hos agreed 1o
provide funds sufficient 1o poy the principal armount of the notes and up to 198 days’ interest on the notes. Simultaneously with the [efier of
credit agreement, The Bank of North Bakata entered into @ security agreement in which The Bank of North Dokota agreed fo pledge eligible
collateral. The notes are collateralized by government securities and FHA and VA guoranteed loans with prineipel bafances of appreximately
$.55,013,000 ond $ 63,193,000 as of December 31, 1992 and 19%1, respectively. The Bunk is required fo maintain an amount of eligible
collateral such that the applicable value of the collateral is not less than 102.5% of the stated amount of the Fuji Bank Jetter of credit. The

| indenture of trust contaiis certain resirictive covenanis, all of which the Bank is in complionce wifh os of December 31, 1992 and 1991,
respectively. '

Quoted market prices were used 1o estimate the fair volue of long-term debt ot §52,760,000. The carrying emeunt of occroed inferest poyable
on lang-term debt is a reasonable esfimete of fair value.




NOTE 8 — APPROPRIATIONS PAYABLE
Appropriations have been transferred out of undivided profits 1o appropriations payable. The Benk bas the following appropriations payable at
December 31, 1992 and 1991:

{in thousgnds)
1992 1991

State General Fund § — S 185N
To be transferred during the biennium beginning July 1, 1991, and ending
Junz 30, 1993, with one-half of the transfer to be made no kater than
June 30, 1992. As of December 31, 1992 funds totaling 523,217,457
have been transferred.

tndustrial Commission — 75
To be transferred during the biennium beginning July 1, 1991 and ending
June 30,1993, As of Decomber 31, 1992, all funds have been transferred.

PACE Il Loan Fund ‘ 1,135 —
To be tronsferred during the period beginming February 7, 1992 and ending
June 30, 1993. As of December 31, 1992, no funds have heen fronsferred.

§ 113 S 18,5%

Appropriations payable is of o short-term nature. s tarrying amount is a reosonable estimate of foir value.

NOTE 9 — DEFENED BENEFIT PLAN ‘

Al eligitle employass of The Bank of North Dakota porficipate in the Nerth Dakota Public Employees Retiresnent Syster ("System”), a state-
 wide, cost-sharing multiple-employer public amployes retirement system. The poyrol for Bank employees covered by the System for the years

gnded December 31, 1992 and 1991 wos appreximately $ 3,869,000 and § 3,783,000, respediively. The Bank's tote payrell was

approximately $ 3,979,000 and § 3,919,000, respectively.

Al employees of the Bank are sligible to pariicipate in the System if shey meat the following requirements: {1) Be ot least 18 years old; (2}
Pasition must be full-time, that s at Jeast 20 hours per week for of leost five months per year; and {3) Position must he permanent, the! is
reqularly funded ond not of limited duration. Employees are entifled to unreduted pension beneiits beginoing when the sum of age and years of
wredited service equel or exceed 90, or of normal refirement age (653, equal to 1.69% of their finel average annwal salary for each year of
service. Benefits fully vest at nge 65 or on reaching five years of service. The System permits early refirement ot ages 55-64, with five or more
years of service. The System also provides death and disability henefits, Benefits are established by State stotute.

Stafe statute requires that 4% of ench participuting employees’ grass wage be contributed 16 the plun by either the employee of by the employer
under t “salory reduciion” egreement. The same stalute requires the Bank fo contribute 4.12% of the employess wages. Administrative expenses
and prior service costs are Funded through the employer contributions. The contribution requirement for the yers ended December 31,1992 and
1991 was approximately $314,000 and $306,000, respectively.

The pension benefit obligution, which is the acuaril present value of credited projected benefits, s o stondardized disclosure meusure of the
present valse of pensian benefits, adjusted for the effects of peojetted selury increases and any step-rate benefits, estimuted fo be payable in the
future os o result of employee service to date. The measure is infended to hefp users ossess the System’s funding status on a going-tancern basis,
assess progress made in accumulating suficient asses to pay benefits when due, and make comparisans among public employee refirement
systems and employers. The System does not make separate mensurements of assets and pension benefir obligations for individual employers.
The pension henefit obligafion at June 30, 1992 and 1991, for he System as a whole, was $ 367 4 million and $ 333.5 million, respectively.
The System’s net assets aveibable for henefits {valued ot market) on June 30, 1992 were S 454.0 million ced an June 30, 1991 were $ 400.6
million, leaving an ever funded pension benefit obfigation of § 86.5 million and $ 67.0 millian, respeciively. The Bank's contribution represens
approximately 1% of totat contributions required of all porticipating entities. '

Historical trend infarmation showing the System’s progress in nceumulating sufficient dssels to pay benefits when due, corrent mensurements of
the pension benefit obligution, and net ussets availuble for benefits are presented in the System’s Juna 30, 1992 and 1991 audited financial
statements.

NOTE 10 — POST-RETIREMENT BENEFITS
i addition to providing pension benefits, the state allows all PERS refirees fo paeticipate in the State Group Health Plan after refirement. The
Bank’s contribution sequirement for the years ended December 31, 1992 and 1991, was approximately $ 33,000 and $ 38,000, respectively.
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NOTE 11 — COMMITMENTS AND CONTINGENT LABILITIES
State of North Dakata long-term bonds

The State of Horth Dakota, thraugh the North Dakota Real Estate Trust {“Trust), issued long-term bonds in 1982, 1984 and 1986, of whu:h the
proceeds were used to provide funds te The Bonk of North Dokato. In connection with these bond issues, The Bank of North Bakea is obligated
to purchase bends and unceriificated obligations when there is insufficient cush flow in the Trust for poyment of the bonds and interest as they
become due. Itis probahle that The Bank of North Dakota will be required to make further purchases of these bands and uncertificated

_ohligations. An estimate of the amount cannot be made because of she inability to predict cash flows in the Trust. The Bunk of Nerth Dakota has

purchased $ 7,827,000 in bonds and uncertificated obligations through December 31, 1992. During 1992 and 1991, The Bank of North Daketa
relingeished its rights fo collect $ 1,500,000 and $ 1,532,000, respectively, in bonds and uncertificated obligations from the North Bukota Real
Estate Trust.

Myron G. Nelsor Fund, Incorporated

On Augus 5, 1992, the Industrial Commission authorized and directed the Bunk to subscribe for and purchase up to § 1,200,000 of common
stack of the Myron G. Nelson Fund, Incorpuorated. The purchase of shares of common stock of she Fund will be made on @ matching basis for

all “privarte capital” invested in the Fund. For each dollar of private capital invested, the Bank shall invest an equal amount thraugh the purchase
of shores.

MOTE 12 — RELATED PARTY TRANSACTIONS

The Bank, hecause of its unique relationship with the State of North Doketa, is a party in many business transactions with other entities of state
government. All state funds, and funds of all state penal, education, and indusirial institutions must be deposited in the Bank under state Jow.
These fransactions are a norenal part of bank husiness and, accordingly, are included in the Bunk’s financial statements.

NOTE 13 — FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK

The Bank is @ party to financial instruments with off-balance-shest risk in the normal course of husiness. These financial instruments include
commitments 1o extend credit, financial stundby letters of credit, put and call agreements, ond o guorantes agreement. Those instruments
involve varying dagrees of credil and interest rate tisk in excess of the amount recognized in the balance sheet. The contrac amounts of those
instruments reflect the extent of involvement the Bank has in porficulor closses of off-batance-shest financial instruments.

The Bank’s exposure to credit loss in the event of nonperformance by the other party to the financiol instrument for commitments 1o extend
credit, finandial standby letters of credit, and the guorantee agreement is represented by the canteactuol amount of shase instruments. The Bank
uses he same credit policies in making commitments and conditional obligations us it does for on-balance-sheet instruments. For the put and call
ugreements the actual risk of loss s less than the contract amount.

Contract Amount
{in thoysands}
1992 197
Finoncial stondby letters of credit S 25647 S 20368
Commitments to exiend credit 19,647 39472
Put and call agreements 890 890
Guarontee agreement 3515 3.700
§ 594699 S 64430

Commitments to extend eredit are agreements to lend os Jong s there is not violation of any condition established in the contract, Commitments
generally have fixed expirafion dates or other terminafion clauses and may require payment of & fee. Since mony of the commitments mre
expecled o expire without being drown upen, the total commiiment smounts do not necessarily represent future cosh requirements. The Bunk
evaluates each customer’s creditworthiness on o case-by-case basis. The amount of collateral cbidined by the Bank upon extension of credit is
based on monagement's credit evaluation of the customer. Colloteral held may include accoonts receivable, inventery, property, plant and
equipment, and income-producing commercial properties. Approximately 53% of the commercinl and agriculiural loan commaments are
expected 1o fund within ihe first six monihs of 1993. The fair value estimate for those loans approximates the expected funding amounts of

$ 15.6 million. For the remmining commercial and agricultural loor. commitments, funding expectations vary. The fuir value of these Joans is not
expected to have o materil impact on the finandial position of the Bank.

Financial standby letters of credit are conditional commitments issved by the Bank to guarantee the performante of a customer 10 o third pary.
Those guasantees are primarily issued fo support public borrowing arrangements. The eredit risk involved in issuing letters of credit is essentially
the same as that invalved in extending loan fucilities to customers. The likelihood of funding any of these letters of credit is considered fo be
temote. The fair volue calculotion is, therefore, limited o the cash flows associated with fee revenues over the life of the individual instruments.
At December 31, 1992, the fair value of those fee revenues is esfimated 1o be § 1,235,000.




NOTE 13 (CONTINUED)

The put and call agreement are contracts which allow the purchaser to exercise an opfion 1o sefl the securities af  specified price back to the Bank
upan specific dircumstances and the Bank has a call option te purchose the securities from the cusiomer af a spedified future date ot a spedfied
price. Risk arises from the possible movements in the value of ihe securities. The Bank considers the likelihood of its having fo fund this
ugreement to be remote, The fair value of the agresment is considered to be immaterial.

The guoranty ngreement unconditionally guarantees that The Bank of North Dukete will muke payments due for principal and interest owing en
revenue bonds issued by a state ogenty. This guaranty expires upon the earfier to occur of {a} poyment in full of oll principal and interest due or
to hecome due on the bonds of (b} the close of business on September 1, 1994. The Bank considers the ikelihood of its having to fund this
agreement to be remote. The fair value of the agreement is considered fo he immaterial,

NOTE 14 ~ SIGNIFICANT CONCENTRATIONS OF CREDIT RISK

Most of the Bank’s business is with customess within the state of North Dokota. Concentrations of eredit are present in the ogricultural industry.
Due o the pervasive nature of agriculiure in the economy of the state, all loans, regardless of 1ype, are impucted by agricubiure. Loans for
agrictural purposes comprised approximately 20% and 17% of the tofa] loans ot December 31, 1992 and 1991, respectively.

NOTE 15 — EXTRAORDINARY ITEM

The Stute of darth Bokota, through the North Dakota Real Estate Trust, issved long-term honds in 1982, 1984 and 1986, of which the proceeds
were used to provide funds to The Bunk of North Dakota. in connedtion with these bond issues, The Bank of North Dakota is ebliguted to
purchase honds ond uncertificated obligations when the trust has insufficient cch flow o pay the bonds and interest s they become due. Buring
1992 and 1991 The Bank of North Dokota relinguished its rights to collect on 1,500,000 and $ 1,532,000, respedively, of bonds and
uncerfificated obligations from the North Doketa Real Estale Trust.

NOTE 16 — SUBSEQUENT EVENT .
On January 1, 1993, the Bank sold appraximotely $ 80,000,000 in guoranteed student loans. The Bank is also scheduled to sell approximately
$ 6,000,000 in student loans on Februory 1, 1993.




FIVE YEAR SUMMARY

1992 199t 1950 1989 1988
QOPERATING RESBLTS {in thousands)
Interest income § 57146 S 64201 S 69,783 S 74899 $ 68,884
Interest expense 28,223 4,39 527 55,990 49,439
Net inferest incame 28,943 12820 17,056 18,909 19,395
Provision for loan fosses 667 698 — — 750
Net interest income after
provision for loan fosses 28276 11 17,056 18,909 18,645
Gther income 492 5,083 4431 4,485 3,684
Other expenses 11,063 10,791 9,140 N7 7,089
Het income 12125 16414 12,547 15176 15,240
Paid to State Treasurer
(Appropristion} 18,596 4,696 14,000 — 6,000
BALANCE SHEET —- YEAR END (in thousonds)
TOTAL ASSETS 1,063,200 956,759 893,972 971,866 900,113
FEDERAL FUNDS SOLD AND SECURITIES
PURCHASED UNDER REVERSE REPUR(HASE
AGREEMENTS 208,951 110,305 170,200 388,172 278,875
INVESTMENT SECURITIES 456,694 496,78¢ 411,664 319773 368,499
1.5, Treasury securities 316,861 349,028 230,117 86,228 252,057
Obligations of other
.5, Government ogencies 10,030 55,352 40,484 83,065 48,430
Mortguge-backed securities 63,205 72,925 75,574 — —
Other money market instruments — 5,000 50,002 136,250 56,978
Obligations of states and )
political subdivisions 11,628 7,942 7.30 5917 40
Commercial paper 56,000 — — — —
Other securities 4970 6,542 5,106 8,303 6,063
LOANS 313,873 266,854 227,984 203,315 209,225
Residentiol Joans 61,655 78,564 88,969 99,049 109,445
Guoranteed student boans 118,639 86,487 46,886 32744 219,373
Bank participation loans
Commerdal 63722 51,269 43474 32405 30,077
Agriculture 43,270 28,636 22,786 15,495 12,489
Farm real estate loans 20,675 15729 12,44% 10,004 71,745
State fnstitutions 2965 3167 8,441 8,5% 13,856
Bank stack 179 2,698 3,802 4398 5975
Other loans 152 Rl 1,087 631 265
DEPOSITS 570,649 541,835 509,433 545,868 457 485
Non-interest bearing 91,139 80,789 60,794 49,133 18947
Interest beoring 479,510 461,046 448,63% 496,735 408,538
FEDERAL FUNDS PURCHASED AND SECURITIES
SOLD UNDER REPURCHASE AGREEMENTS 312,307 247,664 227,955 255,952 274,44
CAPTAL FUNDS 113,907 92,017 96,618 84,016 89,472
Capital 22,000 22000 22,000 22,000 22,000
Surplus 22,000 22,000 22,000 22,000 22,000
Contributed capita} 1,394 1,394 1,394 1,394 1,394
Undivided profifs 68,513 47,513 51,224 38,622 44,078

Redassifications: Certain amounts have been reclussified in prior years to conform to the 1992 presentation.




