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Northwest Bancorporation
Is a bank holding company with 83
commercial banks in seven states.

® On the basis of total assets, Banco
ranks 18th largest among bank
holding companies in the United
States. m Other subsidiaries engage in
international banking, leasing,
mortgage banking, insurance, trust
management, commercial financing,
and agricultural lending. ™ Banco
also owns a 56 % interest in a small
business investment company.
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To Our Stockholders:

Consolidated income before securities transactions for
1977 reached $77.1 million, marking the 30th
consecutive year that Banco's earnings have increased
and surpassing last year's record high by 17.3 percent.
Earnings per share were $3.00 in 1977, a 14.1 percent
increase over per share earnings of $2.63 in 1976. In
recognition of the strength in earnings performance,
Banco increased its dividend twice during 1977 to a
new annual rate of $1.04 per share. It is significant

to note that increased dividends have been paid in
every year for the last 15 years.

While our performance in 1977 is gratifying, our primary
emphasis is long term profitability. It is simplistic to
expect that each succeeding year will automatically

be better than the previous one. We believe, however
that Banco is uniquely positioned financially,
geographically and in people to participate in a long
period of sustained growth.

Banco's consistent earnings record over the years is
due in large part to the environment of our seven-state
marketplace. The word we use to describe that
environment is diverse. The economic, social and
cultural diversity of our region in turn creates a

climate of stability.

The economy of Banco’s seven-state region has tended
to move in concert with the national economy, but
without the severe fluctuations that have periodically
influenced so many other sections of the country.
Historically, the regional unemployment rate has been
below the national average, due in part to the stability of
the agricultural and service industries in the region.
During the recession of the mid-seventies the non-farm
economy slowed, but the strength of the agricultural
sector helped support the regional economy. Although
farm income in certain areas of our region is currently
under intense pressure, improved performance in the
service and manufacturing sectors are contributing to a
continuation of overall economic growth.

Current population trends are serving to further improve
the diversity of our region. Since 1970, non-metropolitan
population has grown faster than metropolitan
population. As a result, economic development is
accelerating in rural communities, providing additional
opportunities for Banco.

There are, of course, critical issues that must be
considered in addressing the future, both by the region
and the nation as a whole. Principal among these are a
continuation of inflation and the potential for high
money market interest rates that could cause an
outflow of deposits from financial institutions. These
challenges create an increased need for disciplined
planning in order to maintain appropriate liquidity and
interest margins throughout our banking system.,

Regional economic diversity and the stability it
engenders has been a major theme in nearly every
Banco statement on how we serve our customers and
stockholders. In this annual report we intend to build on
our basic theme again. We have asked the chief
executive officers of several of our affiliated banks to
write about their marketplaces — the parts which make
up the whole of the Banco region. Their perspectives,
we hope, provide some insights into the unique
characteristics of a multi-bank organization, with

83 banks in seven states.

We wish to thank Robert J. Christianson, partner, Faegre
& Benson law firm; John E. Griffin, president of Lewis
Drugs, Inc.; Robert W. Downing, retired vice chairman,
Burlington Northern, Inc.; and Philip B. Harris,

retired chairman of Northwestern National Bank of
Minneapolis, for their many years of service to Banco.
These gentlemen retired from the board of directors

in 1977. We are pleased to welcome Kenneth N. Dayton,
chairman, executive committee of Dayton Hudson
Corporation, and M. Joseph Lapensky, president of
Northwest Airlines, Inc., as new members of the board.
Henry T. Rutledge, who retired as Banco's chairman
and chief executive officer in May of 1977, continues to
serve on the board of directors, and | am particularly
grateful for his counsel.

Sincerely,

-

Richard H. Vaughan
President

March 1, 1978



President Richard H. Vaughan, right, with Executive Vice Presidents Walter C. Johnson and Chester C. Lind

EARNINGS PER SHARE* DIVIDENDS PER SHARE*
$3.00 $1.00

75 76 77 8 69 71 72 73 74 75 76 717

*Earnings are the historical earnings per share adjusted for the two-for- *Dividends are the historical dividends per share adjusted for the two-for-
one stock splits in March, 1969 and in May, 1977. one stock splits in March, 1969 and in May, 1977.




Events of the Year

M

Banco Acquires

Two lowa Banks

Two lowa banks were acquired during
the year—First National Bank of Ot-
tumwa and First National Bank of Fort
Dodge. Banco also reached an agree-
mentin principle, subject to approval by
regulatory authorities, to acquire The
First National Bank of Marion, located in a
suburb of Cedar Rapids and lowa's old-
est national bank, chartered in 1863. The
bank had deposits of $39.2 million at
December 31, 1977.

The Ottumwa bank had deposits of
$45.5 million atyear-end. Deposits of the
Fort Dodge bank totaled $72.6 million.
With the new acquisitions, Banco has
eight banksin lowa.

New Trust Companies
Formed in Two States
Banco formed two new trust companies
during the year. Northwestern Trust
Company of Nebraska and Northwestern
Trust Company of North Dakota assumed
the trust functions formerly performed by
the individual banks within those states.
The new trust companies continue
Banco's efforts to improve efficiencies in
customer service. Banco now operates
statewide trust companies in four of the
seven states it serves.

International Banking
Activities Consolidated
International banking activities were
consolidated in Northwestern National
Bank of Minneapolis in 1977 as the bank
acquired full ownership of Canadian
American Bank S.A., an international
merchant bank with offices in Luxem-
bourg and London.

Canadian American was acquired
from Banco and two other shareholders.
Banco previously had owned 35% of
Canadian American.

New Facilities Authorized
For Minnesota Banks
The Minnesota Legislature passed a bill
allowing each bank in the state to open
two additional offices. Banco banks have
applied for permission to open 21 of
these "detached facilities,” which offer
limited banking services.

As of February 15, banking authorities

had approved 17 of these applications,
and the first two facilities had been
opened in Burnsville, a suburb of Minne-
apolis, and in Marshall, Minnesota.

Instant Cash Services
Package is Expanded

The Instant Cash card, which provides
access to automatic-teller machines for
customers of 70 Banco affiliates, was of-
fered to correspondent banks late in
1977,

Nine correspondent banks had joined
the network at year-end, giving their cus-
tomers access to the automatic-teller
machines now in place. Fifteen more
machines will be installed in 1978.

Operations Center

Planned in Minneapolis
Northwestern National Bank of Minne-
apolis announced plans to build a new
operations facility in the Gateway Center
of Minneapolis. The $28 million building
will house check processing and malil
distribution services of the bank and also
the activities of Northwest Computer
Services, Inc., Banco's data processing
subsidiary.

Northwest Computer Services serves
600 correspondent and affiliate banks
and their branches throughout the re-
gion. The building will be designed to
meet the special requirements of com-
puter equipment and also to provide for
expansion space.

Northwestern National Bank of Minne-
apolis also announced that it will be a
major tenantin the planned City Center, a
development encompassing two blocks
in the heart of downtown Minneapolis.

Code of Ethics
Is Reaffirmed

Banco has a reputation for integrity,
andin 1977 itreaffirmed the principles on
which that reputation was earned. The
provisions and spirit of the code provide
a guideline for Banco and its employees
to follow in carrying out their obligations
to operate fairly and to provide impartial
access to banking services.

Banco Forms Two

New Divisions

In recognition of the increasing com-
plexity of the environment in which it op-
erates, Banco created two new divisions
in 1977.

The legal division provides an im-
proved means of dealing with proliferat-
ing rules and regulations governing
banking, and includes the functions of
the corporate secretary and government
relations.

The corporate analysis and develop-
ment division gives greater emphasis to
strategic planning. The division is re-
sponsible for analyzing and providing al-
ternative solutions to major strategic
issues.

Policy on Corporate
Responsibility Is Adopted
During the year, Banco adopted a new
policy statement on corporate responsi-
bility to society, and is developing strat-
egiesin support of the policy.

A variety of Banco and affiliate ac-
tivities underline concern for the com-
munities they serve. One of these ac-
tivities recently involved Banco as the
catalyst in bringing together labor, gov-
ernment and private business in forming
an innovative housing rehabilitation
program in Minneapolis. “Partners for
Strong Neighborhoods" is the city's first
housing rehabilitation program toinvolve
modification of the apprenticeship sys-
tem of the building trades unions to facili-
tate the hiring of unemployed neigh-
borhood youth and mincerities.

Capital Spending Totals

$21.6 Million

Capital expenditures during the year for
new or remodeled buildings, furniture,
fixtures and equipment totaled $21.6
million. Among major projects com-
pleted were a new building for First
Northwestern National Bank of Denison,
lowa, and three new auto banks. Eleven
banks were remodeled during the year,
including completion of a three-year pro-
ject at Northwestern National Bank of
Minneapolis.

Atyear-end, nine buildings were under
construction, including new headquar-
ters offices for six banks and three de-
tached facilities in Minnesota.



Economic Review

The following sketches provide some insights into the earnings dynamics,
developing opportunities and outstanding features of 11 areas within the
Banco seven-state region. They speak to specific questions of loan
portfolio mix, and general questions of social and economic trends. The
taconite industry in northern Minnesota, inner city housing rehabilitation
in the Twin Cities, the developing coal industry in western North Dakota
and Montana, the manufacturing cities in lowa, dairy farming in
southeastern Minnesota, the new industries of Sioux Falls, South Dakota,
the commercial and industrial diversification and vitality of our
metropolitan areas — these and many other aspects of local color —
underlie our success in 1977 and in every year of our history.

SECTION

Red River Valley
— First National
Bank, Fargo,

North Dakota
Robert D. Harkison,
President

Fargo, North Dakota, and Moorhead,
Minnesota, separated by the Red River,
but working together, have developed
as the core of a medical, financial,
educational, commercial and cultural
center. This center draws people from
a wide area, including South Dakota
and Canada.

Over the past five years, and as a re-
sult of fine shopping center improve-
ments, the employment in wholesale
and retail trade has jumped 27.6 per-
cent in the Fargo-Moorhead area. Jobs
in manufacturing are up 21.4 percent
and total employment has been im-
proving at an annual rate of between
three and four percent.

A marked increase has been noted in
Canadian visitors, who find our prices
attractive for both shopping excursions
and vacations. At the same time we
have seen rapid growth in our service
industries with increases in the num-
ber and quality of our motels, dining
and entertainment facilities.

Indicative of the importance of our
medical center growth is the report
showing that five of our 20 largest em-
ployers are in the health field. Two
universities and one private college
have helped establish the educational
and cultural climate.

Increased exploration for oil and gas
in the state of North Dakota and the
expanded use of lignite coal as a pri-
mary fuel and in the generation of elec-
tric power all have an impact on the
Fargo-Moorhead economy. If work on
the Garrison Dam could proceed as
originally planned, it would provide an



Grain elevators — sign of the region’s
agricultural abundance.

assured water supply for the Red River
Valley.

Thick black topsoil gives the Red River
Valley of the North some of the richest
farmland in the country. Productivity is
limited only by the comparatively short
growing season and lack of the opti-
mum amount of moisture. Nine Banco
banks are located in the Valley or
within its economic sphere.

Diversification in the types of crops
produced, utilization of new and better
machinery, scientific application of
chemicals and improved farming prac-
tices have all tended to strengthen the
agricultural economy and offset to
some degree the effect of depressed
grain prices.

Many of the newer crops are processed
locally, increasing our industrial base
and providing ready markets, new jobs
and new tax base. “Value added by
manufacture” brings welcomed addi-
tional income. Crops now processed
include: sugar beets (six plants), po-
tatoes (five plants), barley (one malting
plant and two more scheduled), beans
(one plant), wheat (one plant), and sun-
flowers (three plants).

Much of our industry, it follows, is agri-
culturally oriented. For example, the
manufacture of four-wheel-drive trac-
tors by two local plants make Fargo
the “four-wheel-drive tractor capital of
the world.” Another of our new indus-
tries is a health food processor, which
utilizes sunflower seeds and soybeans.
Projected growth will make this firm
one of the largest employers in the
area.

Perhaps the biggest deterrent to con-
fident planning by our farmers and our
agri-businesses is the lack of certainty
as to what Washington plans to do to
agriculture. But barring negative ac-
tion from Washington, it appears that
sugar will recoup some of its losses
next year. In 1978, we should see the
start of more reasonable returns for
livestock. Demands for sunflower seed
for both confection and oil looks good.
A good market is indicated for beans.
Barley should give better returns.

Which leads us to wheat, our most im-
portant crop. An inventory equaling
about two years production can be a
real price deterrent. It's too bad that
more people (especially politicians) fail
to realize that unless agriculture re-
ceives an adequate return, it can no
longer provide an ample supply of
food. The consuming public, which has
temporarily enjoyed uneconomically
low food prices, will eventually bear the
burden of this lack of understanding.

Despite depressed grain prices and
uncertain national farm policy, many
people feel that 1978 will be as good
or slightly better than 1977. Our bank
anticipates a modest increase in com-
mercial loan demand, principally in
financing inventories and receivables.
Real estate and installment loan de-
mand will remain at a high level, pro-
vided the low unemployment rate of
less than four percent is maintained.

The borrowing of our farmers and
ranchers has been maintained due to
the constantly rising prices of farm
land. But as the margin between land
value and indebtedness narrows, it
will become more difficult for financial
institutions to provide the desired
credit.

During the last half of 1976 loans
slowed as concerns over the lack of
soil moisture grew. Banks accumulated
excess liquidity in the form of short
term securities. In 1977, on the other
hand, we saw average moisture pro-
duce near record level production on
our farms, and this recovery increased
demand for business credit, producing
a record level of outstanding loans.

Our Fargo bank will observe its 100th
anniversary in 1978, which will permit
opportunities for excellent exposure
for the bank, its people and its serv-

ices. Marketing programs will be di-
rected at attracting savings deposits
and promoting multiple service rela-
tionships. As we are successful in
having present customers avail them-
selves of additional beneficial services,
we will be better able to reduce pos-
sible future attrition to other financial
institutions.

SECTION

Southeastern
Minnesota/Western
Wisconsin — The
First National Bank
of La Crosse —

La Crosse, Wisconsin

Duane W. Ring,
President

The Mississippi River basin between
La Crosse, Wisconsin, and Winona,
Minnesota, delights the eye. If the area
were judged on its natural beauty alone,
one would expect many more thou-
sands of inhabitants. As it is, more
than 100,000 people live in what we
call the La Crosse area, which is at the
hub of a larger region comprised of
northeastern lowa, southeastern Min-
nesota and southwestern Wisconsin.

La Crosse is the major retail and whole-
sale center for nearly half a million
people in this tri-state area. The city
is the region’s financial headquarters
with five banks and two savings and
loan associations. In addition, a dozen
neighboring communities provide con-
venient financial services. Most impor-
tantly, La Crosse is up to its ears in
urban development.

Adjacent to the central business dis-
trict in La Crosse is a modern multi-
million dollar Civic Center covering 31
acres. It contains the City Hall, County
Court House, Western Wisconsin Tech-
nical Institute and the Federal Building.

Near downtown is Harborview Plaza,
a multi-million dollar shopping center
development. Adjacent to this shopping
development is Riverside Park, with a
panoramic view of the Mississippi
River.



The year 1977 was the beginning of the
building boom and 1978 appears to be
following suit, with more than $100
million in building projects planned for
the immediate area. Plans for a new
city convention center, a high-rise ho-
tel, a regional shopping center, expan-
sion in industrial plants, new housing
and office buildings are underway. The
First National Bank of La Crosse re-
cently built the area’s largest motor
bank and doubled the size of its main
bank building. Since then, other finan-
cial organizations have followed with
building plans and improvement proj-
ects. First Northwestern National Bank
of Winona, a Banco affiliate on the
Minnesota side of the river, led the way
in new motor bank facilities and main
bank expansion in a downtown renew-
al program.

The cause of all this sudden growth in
construction is difficult to pinpoint.
Some suggest that the people of La
Crosse and the surrounding area have
suddenly awakened to the fact that
they are blessed with one of the best
places in the world to live and are be-
ginning to tell others about it. In the
fall of 1975, the Midwest Research In-
stitute based in Kansas City, Missouri,
proclaimed La Crosse the number one
small city in the nation in terms of
quality of life. This endorsement has
made both natives and outside inves-
tors take a second look.

First National Bank of La Crosse will
experience both loan and deposit
growth from this expansion and will be
in a good position to do so with newly
expanded facilities. We will continue

to provide the services that consumers
want, such as 24-hour Instant Cash
Banking, an exclusive in La Crosse.

Our bank serves the credit needs of
diverse industries, including a regional
transportation firm, a multi-national air-
conditioning and heating manufactur-
ing company, a major brewing company
and other companies producing such
products as vending machines, gar-
ments, gun cleaning equipment, tools
and dies, and rubber goods.

The transportation facilities for both
freight and passengers are excellent.
Two regional airlines and three major
railroads connect La Crosse to the oth-
er markets and cities of the nation.
Mississippi River barge traffic provides
numerous freight options to shippers.

The La Crosse area is well established
as a learning center. State universities
are situated on both sides of the
Mississippi. Private colleges and vo-
cational schools add diversity to the
educational opportunities. There are
new facilities on all campuses. The
University of Wisconsin-La Crosse, with
more than 8,000 students, is a major
factor in this region's economy.

Two large hospitals and three multi-
specialty clinics provide excellent
health care in La Crosse. The Mayo
Clinic is only 80 miles away in Roches-
ter, Minnesota, also the home of an-
other Banco affiliate, Northwestern
National Bank of Rochester.

The entire area is surrounded by fertile
farmland and dairy farms. The cities
and towns are blessed with industries

Among many manufacturing enterprises in the region is this assembly
line for heart pacemakers in Minneapolis.

of all sizes, making the economy and
future bright for this area. Economic
consideration in the future will be af-
fected by agriculture, which produced
record crops in 1977. And the outlook
for 1978 in agriculture is very favorable.

SECTION

Twin Cities —
Northwestern
National Bank
of Minneapolis,
Minneapolis,
Minnesota

John W. Morrison,
Chairman

The Twin Cities area experienced and
benefited from a continuing economic
recovery in 1977 with our local econ-
omy sustaining growth well ahead of
most other parts of the nation. This
strength can be attributed to the tradi-
tionally broad diversity of industries
and the significant number of large
and medium-sized companies head-
quartered in the Twin Cities. In addi-
tion, the Minneapolis-St. Paul area is
the principal service center for the Up-
per Midwest, and the resulting high
percentage of employment in the trade
industries helps stabilize the employ-
ment situation in the metropolitan area
compared with the nation as a whole.

The metropolitan area is served by
Northwestern National Bank of Minne-
apolis and 16 other Banco banks.

The upbeat economy brought a healthy
increase in earnings to Northwestern
National Bank during 1977. Deposit
gains were substantial but because in-
terest rates rose in the second half,
consumer savings and demand depos-
its at year-end were off slightly from
record levels at mid-year. Loan demand
was exceptionally strong, with manu-
facturing, agri-business, building and
construction industries showing great-
ly increased activity. International
loans, as well as loans and overlines to
correspondent banks and affiliates of
Northwest Bancorporation, were up
substantially.



Momentum in the construction industry
that started in 1976 picked up speed
in 1977, with much of the increased
activity coming in residential building
construction. Many projects Northwest-
ern helped finance during the year are
within easy walking distance of the
bank, including condominiums and
townhouses in the Loring Park neigh-
borhood near downtown Minneapolis
and the first stage of a restoration and
redevelopment project along the Mis-
sissippi River that will create a show-
case of specialty shops, restaurants and
markets. The bank helped finance Ox-
ford Development Group Ltd. of Can-
ada’s $67-million acquisition of two
major blocks of downtown Minneapolis
real estate, considered the largest real
estate sale in the history of the city. In
addition, the bank announced plans to
participate in City Center, a two-block
development flanking Nicollet Mall in
the heart of downtown Minneapolis,
and plans to build a new downtown
computer and operations facility.

While we are heavily reinvesting in our
own immediate neighborhood, we also
expanded our international activities
significantly and strengthened our po-
sition of international banking leader-
ship in the region. A major factor was
the acquisition of Canadian American
Bank S.A., a Luxembourg-based
merchant bank with a London repre-
sentative office, which increases our
capability to finance international
transactions for regional exporters. We
continue to expand our overseas pres-
ence and capabilities in order to serve
the many multi-national companies rep-
resented in our domestic customer
base and to serve customers of our
affiliates and correspondent banks.

Several steps were taken in 1977 to
build on the bank’s solid foundation.
In the retail banking area, we applied
for two detached facilities, helping us
prepare for the possibility of some
form of branch banking in Minnesota.
In the correspondent banking area, we
offered an Instant Cash Services pack-
age, a system which will eventually
lead to an electronic funds transfer
(EFT) network.

Additionally, we positioned ourselves
to take advantage of the agricultural
and energy resources of our region in

support of correspondent banks and
Banco affiliates. In the commercial
banking area, we accelerated industry-
targeting and aggressive marketing ef-
forts to increase our share of business
from the large and medium-sized com-
panies in our territory.

Facing us in the coming years are sev-
eral critical issues, from the potential
impact of branch banking and EFT leg-
islation, to the increasing competition
from the thrift institutions, to the poten-
tial impact of NOW accounts, to the
increased competition from the large
money center banks.

However, we see continued stable eco-
nomic growth in 1978. Expanding farm
production and improving profit mar-
gins should augur well for local agri-
business. Commercial construction
should improve in 1978, but cautious
attitudes toward business spending
may limit this improvement. While sin-
gle-family housing construction should
plateau during the coming year, multi-
family construction should strengthen
and pick up the slack.

With Minnesota personal income grow-
ing at about the national pace and the
unemployment rate lower than the na-
tional level, we look forward to healthy
deposit levels in 1978, but we are con-
cerned about continued inflation pres-
sures and the resulting increases in
interest rates. The more moderate eco-
nomic growth may slow expansion of
loan demand, although conditions in
the agricultural section may enable us
to increase our overlines and partici-
pations with other regional banks.

We are optimistic about the future. We
have increased our staff and expanded
business development activities to take
full advantage of anticipated opportu-
nities in 1978. We look forward to a
good year.

New taconite shipment facility
at Duluth-Superior port went into
service in 1977.

TR e T S W U
S SECTION

i

Northeastern
Minnesota —
First National
Bank of Duluth,
Duluth, Minnesota
Dennis W. Dunne,
President

The rebirth of northeastern Minnesota,
home of eight Banco banks, started in
1964 when the voters of Minnesota
encouraged the taconite industry by
pledging equitable taxation in a con-
stitutional amendment. In the 10 years
that followed, taconite production more
than doubled, with four new plants, and
expansion of the pioneer production
facilities.

The second taconite decade began in
1974 with three major expansions and
new plants. By 1979, annual taconite
production on the Mesabi Range will
total 65.5 million tons; the industry will
employ 12,500 people. Employment in
natural ore production continues at
2,000. Investment in this second taco-
nite decade will be close to $1 billion,
and will increase taconite pellet ca-
pacity by more than 50 percent. This




activity has renewed faith in this area
and spurred a number of other
projects.

Reserve Mining Company resolved its
environmental problems in 1977 and is
beginning construction of a new $390
million tailings basin at Silver Bay.

The Burlington Northern Railroad has
just completed a $70 million taconite
transshipment terminal in Superior to
move the increased production of this
product. In addition, the Duluth Mis-
sabi and Iron Range Railway Co. is
constructing a similar facility in Two
Harbors at a cost of $35 million.

Minnesota Power and Light Company
has announced construction projects
of $640 million through 1980 to supply
electrical power to this expanding in-
dustry. Other major industrial projects
recently completed, under construc-
tion or announced include:

u A new $35 million storage and trans-
shipment terminal in the port of Supe-
rior for low-sulfur coal. This facility,
owned by Midwest Energy Resources
Company, a subsidiary of Detroit Ed-
ison Company, has the capacity to
ship 20 million tons of Montana coal
to Great Lakes ports.

= A recently completed $30 million Car-
gill meal pelletizing and grain termi-
nal in the Duluth harbor. In addition,
a Cargill subsidiary, North Star Steel,
began operations in a new $5 million
grinding ball steel plant in Duluth.

u A new $5 million back hoe assembly
plant completed in 1977 by American
Hoist and Derrick.

® A new $24 million, 25,000 ton foundry
which will employ 300 people, is be-
ing built by Minneapolis Electric Steel
Casting.

Minnesota Power and Light Company
has announced the Lake Superior
Plaza, a $5 million, five-story home
office and plaza. A new $6 million li-
brary is also under construction in
downtown Duluth.

Freeway construction through down-
town Duluth will begin in late 1978
after years of delay. Efforts are under-
way to build a new shopping mall over
the freeway with a connection to the
downtown retail complex. A major de-
veloper is currently working to secure
leases with major retailers to make
this $40 million center a reality.

While industrial expansion has been
the base for growth in northeastern
Minnesota, education and the recrea-
tion industry have also added to the
health of the economy. The University
of Minnesota at Duluth, with 6,200 stu-
dents, has under construction an $8
million building to house a four-year
medical school. St. Scholastica Col-
lege, with 1,300 students, is in the sec-
ond phase of a $9.5 million fund drive.

Hotel receipts have increased rapidly,
thanks to a healthy ski industry and
expanded convention facilities in Du-
luth. A new 242 room hotel with an
additional 66,000 square feet of retail
space opened in January. This $10
million complex is connected by an
indoor skywalk system to the Arena-
Auditorium through Banco’'s First Na-
tional Bank. The skywalk system will
provide climate controlled access to
most of downtown Duluth by 1980.

In 1977, northeastern Minnesota had
the best construction year experienced
in recent history, blunting the effects
of a five-month steelworkers’ strike.
With this strike behind us, 1978 should
be a good year for this part of Banco-
land.

SECTION

Eastern Montana
— First
Northwestern
Naticnal Bank of
Billings, Montana
Albert F.
Winegardner, Jr.,
President

Billings was named the “Magic City”
by early pioneers because it seemed
to spring overnight from the prairies.
Early Billings was a center of transpor-
tation and distribution, served by river-
boats, railroads and wagons. That same
magic formula is still at work today.
Billings is the wholesale-retail, trans-
portation, medical, government, agri-
culture and business center of most of
Montana and northern Wyoming. As
one wholesaler put it, “Our competi-
tion used to be other cities in the state
but now we compete directly with Den-
ver, Spokane, Omaha and Minneapolis.”

The largest city in a 600 mile radius,
Billings, in Yellowstone County, has the
following impressive statistics: an an-
nual growth rate of about 3.4 percent
for the past few years with a 17 percent
increase since 1970; estimated 1977
metro population of 89,000, and for 1980
and 1990, population projections of
103,700 and 148,300, respectively, re-
flecting perhaps the continuation of a
population migration from the eastern
part of the state to the south central
area. Five percent of population is con-
sidered by the U.S. Census Bureau as
minority, primarily Chicano and Native
American.

A new 14-story structure, situated in
the heart of this bustling mini-city,
houses the First Northwestern National
Bank of Billings. Our new facility and
strength in our human resources pre-
pares us for an exciting growth period
for south central Montana. If Houston
is the energy capital of the United
States and Denver a booming runner-
up, then Billings will soon be a prin-
cipal point on the north-south axis for
coal mining and oil development.
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Adjacent to Yellowstone County lies a
vast energy rich area of coal and oil.
The presence of these natural re-
sources will shape both population
and employment-intensive industry. For
the most part, any permanent increases
in employment levels will come in the
transportation industry, which will have
the responsibility of delivering the
product to export markets. The basic
energy industry may grow slowly; the
derivative activity, however, will grow
much faster. At this time, one major
uncertainty in the state’s outlook is the
level of future coal production and
energy conversion. The Montana En-
ergy Advisory Council has provided
two levels of possible development for
1980 and 1985. The low scenario fea-
tures 37.5 million tons of coal produc-
tion for 1980 and 43.5 million tons for
1985. Each forecast is dependent upon
the development of coal conversion
plants now on the horizon.

Eastern Montana generally experi-
enced greater prosperity in the early
1970s than in the 1960s; the blessings,
however, have been mixed. Cattle
prices have been sharply lower since
1973 and grain prices took a critical
dip in 1976. We have had low levels of
precipitation, and production costs
have increased at least twice as fast
as inflation. These facts have caused
great economic hardships for some
producers and for nearly all ranchers
who depend primarily on cattle. Grain
producers joined this list in 1976. The
increase in the general level of agricul-
ture prosperity in the early 1970s was
largely due to increased production
and better grain prices.

The prosperity of Montana's agriculture
depends upon its competitive strength.
The abilities of Montana’'s farmers and
ranchers, the vigor of its agri-business
community and the environment estab-
lished by state and local government
will all influence that competitive
strength. The price of grain, the price
of beef, inflation and the uncertainty of
weather will likewise bear heavily on
Montana’s agricultural future.

South Dakota’s famous Mount Rushmore is among Bancoland tourist attractions.

First Northwestern National Bank is in
a good position to take advantage of
our location and area economy. Our
loan portfolio is diversified in much
the same way as the local economy is
diversified. We place strong emphasis
on our wholesalers and manufacturers.
We have an active consumer loan de-
partment and also take advantage of
opportunities involved in the housing
needs of our many new citizens. We
will continue to assist the efficient
farmer-rancher. He is still our commu-
nity’s bread and butter.

e e S W N e e L1
SECTION

Nebraska — U.S.
National Bank,
Omaha, Nebraska
Donald J. Murphy,
Chairman

Serving Nebraska is the core of activity
for the five Banco banks in the state,
but we also serve banking and indus-
try in four adjacent states. On a com-

bined basis we form the largest com-
mercial banking entity in Nebraska.

In the 1970s a significant shift took
place in Nebraska: agriculture and
manufacturing changed places as ma-
jor employers. In 1970 agriculture em-
ployed 89,700 people; manufacturing
employed 81,300 people. At the start
of 1977, manufacturing employed
88,200, and agriculture had declined
to 82,100.

These figures highlight the diversifica-
tion that has taken place in the state.
Manufacturing and assembly opera-
tions have grown in the smaller towns,
while the growth in the Omaha area
has been in the “services” category.
The result is a balanced economy, gen-
erally stable and less subject to the
swings of one dominant industry.

Soil, water and people are the state’s
key resources — a combination that
bears on all other economic sectors.
Even though agriculture is the fourth
largest contributor to gross state prod-
uct, wholesale/retail, manufacturing
and financial groups each contribute
more dollars to the gross economy.
And yet all sectors are closely inter-
related and move according to the
pace set by agriculture. Financing of
agri-business is and will be our main
thrust.



Prices for agricultural products in 1978,
it follows, are a main concern. If prices
are favorable, then the farmers and
ranchers have demonstrated they can
produce and the other elements of the
economy will benefit in turn.

Wyoming cattle have been a big ele-
ment in our state’s livestock opera-
tions, but that state's coal is now a
greater factor. The mining itself, the
rail distribution systems and the ac-
tivity involved in upgrading tracks, cars
and switching yards provide benefits
to Nebraska. The short haul of coal to
utilities and manufacturing plants pro-
duces an economic benefit for the
state, and Banco banks participate in
financing such movements.

The Omaha area was strong in con-
struction and livestock processing in
1977. Retail and wholesale sales in
Omaha led the state in growth last
year. Grain receipts were down less
than three percent. Employment was
up three percent in the Omaha area.
Bank clearings were up six percent.
U.S. National Bank has had five con-
secutive quarters of market share
growth and a 36 percent increase in
credit card income.

In 1978 economic trends will be in-
fluenced by climatic conditions, agri-
cultural product prices, attractive elec-
tric power rates, beneficial taxes on
inventory and labor that gives a full
day's work for fair wages. Legislatively,
we must settle the matter of the amount
and source of state aid to education,
clarify water rights, and work for ex-
panded banking opportunities in serv-
ice and ownership.

All Banco banks in the state had in-
creased earnings in 1977. Service, ag-
gressive marketing, and attention to
expenses were the key reasons. And
each bank has added a new building
or facility in the past two years, a boon
to customer convenience.

We look for a solid year but not a spec-
tacular one. All major indicators point
to a year similar to 1977, but the mo-
mentum of past efforts at each of the
banks, the stronger, leaner staffs, the
persistent development of business,
and the competitive edge we feel we
have over other financial institutions
will contribute toward an even better
1978 than the averages indicate.

SECTION

Western South
Dakota — First
National Bank of
the Black Hills,
Rapid City,
South Dakota

Charles T. Undlin,
President

The marketplace of the First National
Bank of the Black Hills is in one word
“diversified.” We have 11 banking lo-
cations, covering approximately the
western one-fourth of South Dakota,
the southeastern portion of Montana,
the northeastern portion of Wyoming,
and limited areas of northwestern Ne-
braska and southwestern North Da-
kota. Included in our branch system
are several locations heavily depen-
dent upon cattle and sheep ranching.
One branch is located in a one-industry
(gold mining) town; another is in a
tourist center; one has nearly all mili-
tary customers; one is in a college
town, and several are in suburban
locations.

The key sources of income in the six
counties in which we are located are
government services (including all fed-
eral, state, local and school district
expenditures) $330 million; tourism
(summer travel and winter recreation)
$330 million; military (Ellsworth, AFB)
$150 million; agriculture, $113 million;
wholesaling, $100 million; mining, $65
million; contract construction, $63 mil-
lion; and lumbering, $55 million.

The largest single employer in our area
is the federal government at Ellsworth
AFB. This base, a crucial element of
the Strategic Air Command, is staffed
with approximately 6,500 personnel,
plus their families and other civilian
employees. The principal mission is
maintaining at operational readiness a
Minute-Man Missile Wing, a B-52 Bomb
Wing, KC-135 tankers and the neces-
sary support facilities. Current indica-
tions are that the strength of the base
will remain at the present level.

The largest single civilian employer in
our area is the Homestake Mining
Company. This company employs ap-
proximately 2,000 people in a gold-
mining operation that has continued
for more than 100 years. Homestake is
currently mining 7,000 feet below the
surface. This operation is directly af-
fected by our country’s monetary poli-
cies and the strength of the dollar.
Other mining in our area is diversified,
with the largest potential impact in the
immediate area coming from the Ten-
nessee Valley Authority’s substantial
mining claims for uranium deposits in
the southern Black Hills.

Although we are not directly in the coal
fields of Wyoming, we are influenced by
the major developments in that area.
Many of our customers have opened
up branch operations in Gillette, Wyo-
ming, and we are feeling the ripple-
effect in retail sales and other activi-
ties, even though our closest branch
is approximately 90 miles from Gillette.

Our bank’s earnings last year were
strong, with very strong loan demand
throughout the entire year. We antici-
pate continuing earnings progress in
1978 and we expect loan demand to be
strong across the board, including con-
struction, housing, retail, commercial
and agricultural loans.

We had very little impact from the
drought in 1976, but somewhat more
in certain parts of our trade area dur-
ing 1977. At this time we have had
good fall moisture and should be start-
ing off 1978 with relatively normal con-
ditions. Our bank is more directly
affected by livestock prices than by
grain prices, but obviously they inter-
relate. Sheep and wool prices have
been good during 1977 and the outlook
continues to be excellent. Cattle prices
have improved over 1976, but will have
to improve more to be considered
healthy. We feel most of our customers
are in a strong position and should be
able to ride out this period of low
prices.

The customers of this bank are opti-
mistic for 1978, with the only soft spot
being the farm price levels. On bal-
ance, we anticipate a good year for this
bank and this area during 1978.

11
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SECTION

Western North
Dakota — Dakota
Northwestern
Bank, Bismarck,
North Dakota

A. Ned Mayer,
President

The key issue in western North Da-
kota over the next 10 years is energy
development. Energy development
within the Bismarck and Mandan area
of North Dakota should run at a fairly
fast pace in this decade. As a result
of these developments, Bismarck will
benefit the most of any city in the re-
gion. The entire area must look to Bis-
marck and Mandan for all the services
and the labor force needed during the
construction period. If coal gasification
becomes a reality, which at this point
we feel it will, it will definitely increase
the economic activity of the area and
will extend energy development much
longer than we now anticipate.

Another significant happening in our
region was Shell Oil Company’s major
oil discovery last fall in Renville Coun-
ty. According to sources active in oil
exploration in North Dakota for many
years, the Renville County discovery is
the most important one ever made in
this state because oil was discovered
in a new formation, which has not oc-
curred in North Dakota since the first
oil discovery in 1951. At the present
time, there are 40 oil drilling rigs oper-
ating in the state. That number is ex-
pected to increase significantly during
the next year.

We will continue to see a very strong
loan demand in Bismarck because of
commercial and residential construc-
tion. As a result of that demand, we
have geared ourselves to be the area’s
most active lender in real estate loans.
All of the loans that we handle at this
bank are set up to sell on the second-
ary market. In recent years we have
developed that secondary market to a
point where we feel we are in a posi-

tion to sell all real estate loans.

We see retail development on the rise.
The Kirkwood Shopping Center, which
now consists of 42 stores and over
400,000 square feet, has announced
plans to expand. Dayton’s department
store and Penney's are the two major
retailers that will be added in the ex-
pansion program. In addition to the
two majors, the centers will have ap-
proximately 40 other smaller stores. It
is expected that $8 million will be ex-
pended during this expansion program.
In addition to the expansion of the
Kirkwood Shopping Center, we expect
a large number of additional business-
es to be opened in Bismarck, which
will enable the city to better serve west-
ern North Dakota, eastern Montana,
and northern South Dakota in the very
important retail trade area.

SECTION

lowa —

lowa — Des Moines
National Bank,

Des Moines, lowa

John R. Fitzgibbon,
Chairman

lowa continues to enjoy a well-
balanced, highly productive agricultur-
al and industrial base, served by a
productive work force, enjoying an ex-
cellent standard of living.

Unemployment is well below the na-
tional averages. At year end statewide
unemployment stood at 3.2 percent; in
Des Moines, the capital city, it was at
2.9 percent. Less than 20 employers
in the state have more than 3,000 em-

Montana's coal deposits are an increasingly important resource.




ployees, but among them are such
mainstays as Deere & Company, North-
western Bell Telephone Co., Hy Vee
Food Stores, Sears Roebuck & Co,,
J.C. Penney and the Maytag Company.
lowa State University, the University of
lowa, Drake University and the state
government are also major employers.
A statewide system of community vo-
cational schools, state universities, and
more than 30 private colleges and uni-
versities produce a highly educated
work force.

Energy requirements may be met by
the “rediscovery” of lowa coal. This
sizable resource, situated in the cen-
tral and southeastern counties of the
state, becomes economically feasible
and environmentally acceptable as the
recovery and coal-washing technology
progresses. lowa State University spon-
sored one of the first experimental
coal washing facilities in the nation.

Loan demand for retail and commer-
cial needs is strong and manageable.
The agricultural needs of a seasonal
nature are serviced well by the Banco
banks and the well-established corre-
spondent banking contacts throughout
the state. This loan demand, statewide,
enabled the lowa-Des Moines to main-
tain a strong market presence despite
lower interest spreads, in contrast to
low demands in major money center
banks. Among the major concerns of
lowa farmers in 1978 are size of the
anticipated export demand and the ris-
ing cost of all areas of production, in-
cluding seed, fertilizer, chemicals and
farming machinery.

The outlook for single and multiple
housing demand is very good, with
significant increases in units and total
dollar sales anticipated.

The capital city of Des Moines makes
up approximately 10 percent of the to-
tal state population of 2,825,000. The
population is well dispersed through-
out the state; Banco is likewise, being

represented in such population centers
as Sioux City, Fort Dodge, Denison,
Mason City, the Quad-Cities, Keokuk
and Ottumwa.

Major programs and goals for the lowa-
Des Moines National Bank include
stressing deposit growth, servicing a
strong loan demand, and maintaining
market share and momentum in the
face of increasing competition from
other banks and financial institutions.
The lowa banks established the first
statewide EFT network in the nation in
1977, and the lowa-Des Moines and
other Banco affiliates were important
to this success. An lowa-Des Moines
customer can now have his basic bank-
ing needs met at more than 75 loca-
tions throughout the state.

The keys to growth in 1978 are a more
productive work force, control of inter-
est rate spreads and expenses and an
improved funds management program.
With a continued emphasis on service
for the banking customer and the abil-
ity to fulfill the financial needs of a
state that contains one-fourth of the
grade A farmland in the world, the
prospects are bright.

SECTION

Western Montana
— Northwestern
Bank, Helena,
Montana

William B. Andrews,
President

Western Montana is 60,000 square
miles of rugged mountains and fertile
valleys. Immense forests and mineral
resources, rich ranching and farm land,
the great drainage systems of the Yel-
lowstone, Missouri and Columbia rivers
are its natural assets. On the southern
edge of the region is Yellowstone Na-
tional Park; 250 miles to the north is
Glacier National Park. Western Mon-
tana supports a lively tourist industry;
the streams, mountains and parks at-
tract thousands of visitors each year.

This region is also home for the major
units of the Montana University system
and the center of state government.

Banco banks serve four of the principal
population areas of the territory and
are dedicated to support of the indus-
tries most prevalent in their respective
communities. We are optimistic about
1978 because the factors bearing on
success of our industries appear al-
most uniformly more favorable than
last year. A possible exception is the
price of copper, which remains below
cost of production. Substantial layoffs
have occurred in the Butte-Anaconda
area. To an important degree this loss
has been offset by activity in develop-
ment of a pilot magneto hydrodynamics
plant designed to convert coal directly
into electricity without production of
steam.

A year ago an acute shortage of snow
pack in the mountains was cause for
great concern throughout the north-
west. Use of electrical energy in Mon-
tana, Idaho and Washington was
curtailed. By contrast, above average
snow has now fallen throughout the
Rocky Mountain region, assuring nor-
mal power generation so necessary to
business and agricultural success.
Benefiting, too, are the numerous ski
resorts which had poor snow last year.

The continuing high level of home
building throughout the nation ensures
good prices for lumber and conse-
quently high activity in the timber busi-
ness. This industry is the biggest single
component of the economy in the
northwest quarter of Montana. Hoerner
Waldorf, Missoula’s largest employer
with 1,100 people, is embarking on a
$150 million expansion of its plant.

Cattle prices have been inching up all
fall, and the best informed observers
expect some small further advances.
There is optimism, also, about wheat
prices as farmers plan to reduce plant-
ing and switch to other grain produc-
tion. No one expects strike actions to
have much effect, but reduced produc-
tion of wheat in other parts of the
world might.
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The quest for additional energy sources
has brought renewed mineral leasing,
drilling and exploration activity along
both slopes of the Continental Divide.
Advanced technology may enable pro-
duction of both fossil and metallic
minerals, but the effect of this activity
will not impact on the economy for
some years.

Employment has remained stable this
past winter, contrary to the usual sea-
sonal pattern, because of the demand
for labor in the logging and construc-
tion industries.

Additionally, the number of state and
federal employees continues to in-
crease to the benefit of the Helena
area. And finally, tourism, which is
really a reflection of the entire nation’s
economic well-being, is expected to
reach new high levels in 1978.

In 1978 western Montana Banco banks
look for increased deposits, a sound
and steady demand for loans in all cate-
gories and exanded profits. Barring a
national disaster or a complete drought,
our expectations should be realized.

SECT%

Eastern

South Dakota —
Northwestern
National Bank,
Sioux Falls,
South Dakota

Charles P. Moore,
President

The Missouri River divides South Da-
kota into an east and a west, each with
its own set of special characteristics
and needs. Eastern South Dakota is
heavily oriented towards livestock and
agriculture. Industry, however, particu-
larly in the communities of Sioux Falls,
Aberdeen and Brookings, is becoming
increasingly important to our economy.
These businesses provide a major
source of employment for a portion of
the underemployed agricultural com-
munity.

The Northwestern National Bank of
Sioux Falls and the First National Bank
of Aberdeen, along with their respec-
tive branch systems, and the First Na-
tional Bank of Watertown are the three
Banco affiliates serving the eastern
half of the state.

The South Dakota business climate is
enhanced by a right to work law, a first-
rate workmen's compensation program,
a fair and equitable unemployment
compensation program, the absence of
state corporate or personal income tax,
and a healthy, productive work force.

In addition to the general business
climate, Sioux Falls has a number of
pluses in regard to industrial devel-
opment.

Interstate highways 90 and 29 intersect
at Sioux Falls. Eight interstate carriers

Banco's seven states provide a large
portion of the country’s beef.

maintain terminals here, and three com-
mercial airlines serve Sioux Falls with
36 flights daily. Nearly a half-million
passengers yearly fly in and out of
Sioux Falls.

Sioux Falls is a large retail/wholesale
service center with almost 2,000 such
establishments in the community.

Sioux Falls has two private four year
co-educational liberal arts colleges.
Three units of the university system are
within 55 miles of the city. In addition,
there are a number of private schools
where hundreds of students obtain cer-
tificates for various vocations.

Sioux Falls has four hospitals with ap-
proximately 1,000 beds and 40 doctors,
plus the University of South Dakota
Medical School. There is also a family
practice residency program here.

Two major businesses, employing ap-
proximately 1,000 people, moved into
Sioux Falls in 1977.

There are likewise reasons to expect
continued growth in Brookings, where
the Northwestern National has one of its
11 branches. South Dakota State Uni-
versity, with an enrollment of 6,200, is
situated there. The 3M Company estab-
lished a plant in Brookings a few years
ago. The plant has almost doubled in
size and now employs more than 500
people. Coast-to-Coast has built a large
distribution warehouse in Brookings,
and this past year Mid-Tex Company
from Mankato, Minnesota, established
a plant there. These organizations em-
ploy 200 and 100 people, respectively.

South Dakota’s largest natural resource
is the water of the Great Lakes of
South Dakota (the Missouri River). The
biggest challenge confronting the citi-
zens of South Dakota is to develop a
water delivery system from the river for
irrigation, municipal and industrial use,
wildlife and recreation. A sound water
development policy is critical to the
ongoing success of tourism in South
Dakota, the state’s second most impor-
tant industry.

An acceleration in water development
(irrigation) will also allow for more in-
tensive agriculture production and lend
increased stability to this important
economic base.
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Unemployment in South Dakota is well
below the national average. With the
continued growth of South Dakota’s
industries at a realistic pace, it would
appear that our unemployment should
continue at a low level.

Agriculture and livestock, as we noted,
are of primary importance to our area.
Some agricultural producers are hav-
ing cost-price squeeze problems. Such
problems are real. However, 85 per-
cent of our agricultural production is in
the hands of financially strong opera-
tors who are efficient and proficient
managers. Large family farm units will

I I

Qil wells, like this one in North Dakota, are a familiar sight in much of Banco's territory.

continue to be a reality; they are simply
the most efficient form of agricultural
production.

We had excellent moisture in 1977,
providing an adequate supply of sub-
soil moisture. Farm real estate values
have increased, although the rate of
increase lessened in 1977. There is
still a margin in real estate that gives
farm operators a cushion. Part of that
value, however, is equity that may be
realized only when land is sold.
Young people who are entering the
farming business generally have more
schooling and technical training than

a
{

their parents. This is much needed in
today's agriculture.

The Northwestern Bank has a balanced
loan portfolio with about 30 percent of
the loans in real estate, 20 percent in-
stallment loans, 25 percent in business/
commercial and 25 percent in agricul-
tural/livestock. Through participation
with other Banco affiliates, Northwest
Agricultural Credit Company and Banco
Mortgage Company, and our projected
deposit growth, we will be able to con-
tinue serving the needs of our commu-
nities and maintain a proper asset mix
and liquidity.
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Financial Review

A BRIEF SUMMARY

ﬂ

Banco had ancther record earnings year
in 1977. Consolidated income before se-
curities transactions increased to $77.1
million, up 17.3% over $65.7 million in
1976. This amounted to $3.00 per share,
a gain of 14.1% over $2.63 per share in
1976. The five-year compound growth
rate of consolidated income before se-
curities transactions, in total and per
share, is 13.2% and 10.4%, respectively.

After net securities losses, consolidated
net income amounted to $76.2 million, or
$2.97 per share, an increase of 13.4%
over $2.62 per share in 1976.

Several factors contributed to the record
earnings. Net interest income on a tax
equivalent basis was up 15.3%. The gain
resulted from higher earning assets, pri-
marily loans. Average earning assets in-
creased to $7.8 billion, up 16.9%.
Paralleling the growth in earning assets
was a 14.7% increase in average de-
posits to $6.9 billion. Net interest mar-
gins, however, declined slightly to 4.18%
from 4.24% in 1976. The decline is pri-
marily the result of a greater proportion
of average interest bearing liabilities to
average earning assets in 1977 than
in 1976.

Loan quality improved and net loan
losses declined to $11.9 million from
$18.1 million in 1976. The provision for
loan losses, however, remained the same
in 1977 as in 1976, because of loan
growth.

Non-interest income increased 15.1% to
$83.3 million in 1977. Contributing to this
increase were substantially higher reve-
nues from loan placement and servicing
activities, credit card fees and insurance
revenues.

Non-interest expenses increased 13.4%
to $230.7 million in 1977. In general, the
increase reflects higher levels of activity
and increased costs of doing business.

Income taxes increased to $26.7 million
in 1977 because a greater portion of
earnings were subject to tax in 1977
than in 1976.

At December 31, 1977, stockholders’

equity totaled $579.1 million, or $22.53
per share, up 9.6% from $20.56 per
share at the end of 1976. The return on
stockholders’ equity increased to 14.0%
in 1977 from 13.4% in 1976.

Dividends paid to stockholders were in-
creased twice in 1977, and amounted to
98 cents per share, up 10¥2 cents from
the 87%2 cents per share paid in 1976.
The most current guarterly dividend rate
of 26 cents resulls in an annualized
rate of $1.04 per share.

An understanding of specific items af-
fecting net income in 1977 and 1976 is
made easier by expressing interest in-
come on a tax equivalent basis. For this
purpose, interest earned on tax-exempt
loans and securities is adjusted by the
benefit of tax exemption. The following
table presents a summary of consoli-
dated operating results on a tax equiva-
lent basis for the years ended December
31, 1977 and 1976.

Consolidated Income Increase Increase
Summary (Decrease) (Decrease)
{In thousands of dollars) 1977 Amount % 1976 Amount %
Interest income —
tax equivalent basis $666,948 104,492 18.6% $562,456 43,184 8.3%
Interest expense .... 341,216 61,259 21.9 279,957 18,778 7.2
Net interest income . . 325,732 43233 153 282,499 24406 95
Provision for
loan losses ...... 17,796 . — 17,793 2,065 13.1
Net interest income
after the provision
for loan losses . ... 307,936 43,230 16.3 264,706 22,341 9.2
Non-interest income . 83,331 10,943 151 72,388 11,566 19.0
Non-interest expenses 230,656 27,344 134 203,312 20,464 11.2
Income before income
taxes and securities
l0SSES .. .oi i 160,611 26,829 201 133,782 13,443 11.2
Less:
Tax equivalent
adjustment ..... 55,025 8,171 17.4 46,854 7,039 17.7
Applicable income
faxes .......... 26,657 7091 36.2 19,566 (1,001) (4.9)
Minority interest . .. 1,839 219 135 1,620 (36) (2.2)
Consolidated income
before securities
transactions ...... 77,090 11348 173 65,742 7,441 128
Net securities losses . 856 496 137.8 360 572 (61.4)
Consolidated net
__income_.......... $ 76,234 10,852 16.6% §$ 65382 8013 14.0%
Per share of comman
stock:
Consolidated income
before securities
[9SSES: & ve v o $ 3.00 37 141% $ 263 .16 6.5%
Consolidated net
INCOMe o sin o5 2.97 35 134 2.62 19 78
Dividends paid .... .98 10% 12.0 R:TAL: 05 &7




NET INTEREST INCOME

The major portion of Banco's income re-
sults from net interest income, the differ-
ence between interest income on earning
assets, primarily loans and securities,
and interest paid on time deposits and
borrowed funds. Net interest income is
affected by changes in the mix and vol-
ume of the various types of earning as-
sets, deposits and borrowed funds, and
by changes in interest rates.

On a tax equivalent basis, net interest
income reached a record $325.7 million
in 1977, 15.3% above $282.5 million in
1976. These increases resulted primarily
from the growth of earning assets. Dur-
ing the five years ended December 31,
1977, net interest income has increased
at a compound growth rate of 13.4%.

Earning Assets

Earning assets, consisting of investment
and trading account securities, money
market investments, loans (before de-
ducting the valuation reserve for loans)
and direct lease financing, averaged $7.8
billion during 1977, up 16.9% over the
1976 average of $6.7 billion. The com-
pound growth rate of earning assets has
averaged 12.9% during the last five
years. Since 1972 the proportion of earn-
ing assets to total assets has been in-
creased from 84.4% to 87.7%. As a
result, the five-year compound growth
rate of earning assets has exceeded the
12.1% five-year compound growth rate
of total assets.

Growth in the two major categories of
earning assets — investment securities
and loans — was substantially different
during 1977 and 1976. With moderate
loan demand and rapid inflows of sav-
ings deposits in 1976, Banco banks in-
vested a larger proportion of funds in
securities. In contrast, loan demand, in
all categories, increased in each quarter
of 1977 in comparison to the previous
quarter. The increasing demand for loans
was funded by purchased funds and the
continued growth of time deposits.

Total portfolio securities amounted to
$2.2 billion at year-end, the same as a

year ago, and averaged $2.3 billion, up
141% from the 1976 average of $2.0
billion. A portion of savings inflows dur-
ing 1976 and early 1977 was invested in
short-term securities to provide liquidity
far anticipated loan demand. Funds ob-
tained from the maturity of these securi-
ties satisfied a portion of the increased
loan demand. At December 31, 1877,
the average maturity of portfolio securi-
ties was 5.1 years, compared with 4.4
years in 1976. The average maturity of the
tax-exempt portfolio was lengthened to
improve average yield. Liquidity holdings
due within one year total $602.6 million,

which appears adequate to meet sea-
sonal fund requirements, including some
continued expansion of loan volume.

The average yield on portfolio securities
was 7.94%, compared with 8.02% in
1976. The lower yield reflects lower rates
on short-term securities which were
available in 1976 and the first quarter of
1977. This trend was reversed in the
second and subsequent quarters of 1977.
Although vyields on portfolio securities
declined overall, the yield on state, mu-
nicipal and housing securities increased
.29 percentage points to 9.56%.

Maturity of
Securities
at December Par Value
— A
31,1977 Under 15 510 Over Maturity
(In thousands of dollars) 1 Year Years Years 10 Years Total Yield® in Years
U.S. Treasury ..... $411,766 370,682 56,083 2,227 840,758 6.7% 1.7
State, municipal
and housing.... 81,180 271,892 382,199 397,410 1,132,681 9.7 8.4
Federal agencies
and other ...... 109,615 135,512 9,522 534 255,183 6.9 1.8
Total
investment

securities . .$602,561 778,086 447,804 400,171 2,228,622 8.3% 5.1

*The yield on state, municipal and housing securities is increased by the benefit of tax exemption,
assuming a 48% Federal income tax rate. The amount of the increases in the yield for these
securities and for total investment securities are 4.6% and 2.4%, respectively.

AVERAGE ASSETS

a Commercial Loans b Installment Loans

¢ Real Estate Loans d Tax Exempt Securities
e Other Securities f Other Assets

In billions

$10.0

1.5

5.0

25

AVERAGE LIABILITIES AND
STOCKHOLDERS’ EQUITY

a Demand Deposits b Consumer Time Deposits
¢ C/D's and Other Time d Borrowed Funds

e Stockholders' Equity f Other Liabilities

In billions

$10.0 |

7.5

5.0

25
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Loans at year-end amounted to $5.5 bil-
lion, an increase of 22.0% from 1976
year-end. Total loans at year-end include
$189.5 million in the loan portfolios of
the First National Bank of Ottumwa, lowa,
Canadian American Bank S.A. and First
National Bank, Fort Dodge, lowa, which
were acquired during 1977.

On an average basis, total loans in-
creased 17.9% in 1977. There was in-
creased loan demand throughout the
seven-state region. Loan demand in ru-
ral areas, the primary source of loan
growth in 1976, continued to increase in
1977. However, the strongest loan de-
mand during the year was from the met-
ropolitan areas.

In contrast to the moderate loan demand
in 1976, commercial, industrial, agricul-
tural and other loans were up 19.2% on
an average basis, and real estate loans
were up 13.5%. These increases, gen-
erally, reflect the continued economic im-
provements in the nation and in Banco's
seven-state region.

On an average basis, consumer |oans
were up 21.2% for the year. In part, this
increase reflects the first full year of the

its. At year-end deposits totaled $7.6
billion, up 14.1% from a year ago.

Demand deposits averaged $2.2 billion
in 1977. Of the total 7.7% increase, ap-
proximately 1.4% resulted from the ac-
quisition of subsidiaries during the year.

The most significant deposit growth was
in regular savings and savings certifi-
cates, which are largely deposits of in-
dividuals. On an average basis, these
deposits increased 16.3%. At year-end
these deposits amounted to $3.6 billion,
an increase of 10.5% from a year ago.
The lower rate of increase for the year-
end balances is in part attributable to a
decline in the rate of growth of regular
savings in the last half of 1977.

The large demand deposit and consumer
time deposit base enables management
to minimize its use of purchased funds,
which are generally more sensitive t0

interest rate changes. Purchased funds,
consisting of certificates of deposit, other
time deposits and short-term borrowings,
however, increased in 1977. This in-
crease is due to the rapid loan growth
and the decline in the rate of growth of
regular savings in the last half of 1977.

Certificates of deposit and other time
deposits increased 26.7% on an aver-
age basis, reflecting in part the acquisi-
tion of Canadian American Bank S.A.
Most of the international loans made by
that bank are funded through the acqui-
sition of foreign time deposits. Manage-
ment also used large denomination
certificates with fixed interest rates and
maturities to fund the acquisition of
interest-sensitive earning assets, in an
effort to improve yield spreads in a rising
rate environment. Short-term borrowings
averaged $988 million in 1977, com-
pared with $780 million in the previous
year.

Changes in Net

Year Ended December 31
1977 Over 1976

1976 Over 1975

Master Charge and VISA/BankAmericard  |nterest Income Yield/ Yield/
programs of Banco banks in Minnesota. (In thousands of dollars) Volume Rate Total  Volume Rate Total
Loan yleldS aVeraged 8950/0 in 19?7, |ncrease (decrease) in: V )
compared with 8.85% in 1876. The de- Interest income:
cline in loan yields during 1976 con- LOBAE s 5500 05 $67,309 5006 72,315 23507 (8,487) 15,020
tinued into the first quarter of 1977. In Investment
the remainder of the year, loan demand securities .. ... 22,320 (1,803) 20,517 37,870 (4,574) 33,296
increased and yields improved. Money market
and trading
its and Borrowed Funds account
Deposits and ved FL securities . .. . . 3550 4492 8042 (2909) (3244) (6,159)
Paralleling the growth in earnings assets Direct lease
was a 14.7% increase in average depos- B financing . . ... 3.802 (184) 3,618 1,033 (12) 1,021
- Total = oo ca 96,981 7,511 104,492 59,501 (16,317) 43,184
Interest expense:
Time deposits ... 41,790 — 41,790 22,689  (9,306) 13,383
Short-term
borrowings ... 10,818 3,453 14,271 8,905  (5,145) 3,760
Long-term debt .. 4,615 583 5,198 1,449 186 1,635
Total s swm w 57,223 4,036 61,259 33,043 (14,265) 18,778
Increase (decrease)
in net interest
INCOMe s von ... $39,758 3,475 43,233 26,458  (2,052) 24,406




The average rate paid on time deposits
was 5.80%, unchanged from the 1976
average rate paid. The rate paid on
short-term borrowings was 5.58% in
1977, up from 5.23% in 1976. Rates paid
on time deposits and short-term borrow-
ings declined in 1976 and the first quarter
of 1977 but increased in each subse-
quent quarter of 1977.

Net Interest Margins

Management of the relationship between
yields on earning assets and rates paid
on interest-bearing liabilities is a key
element in the management of net inter-
est margins. To maintain consistent
growth in net interest income, Banco
manages the mix of earning assets and
liabilities to minimize the cyclical move-
ment in net interest margins and net
interest income,

Yield spreads — the difference between
yields on earning assets and rates paid
on interest-bearing liabilities — improved
slightly in 1977, averaging 2.75%, com-
pared with 2.70% in 1976. Although
yield spreads improved, net interest mar-
gins, or the relationship of net interest
income to average earning assets, de-
clined slightly to 4.18% from 4.24%,
as a result of a greater proportion of
interest-bearing liabilities required to
fund earning assets in 1977.

NET INTEREST MARGIN

As a Percentage of Average Earning Assets
a Interest Income b Net Interest Margin

¢ Interest Expense

10.0%
a
7.5
5.0
c
2.5
0
73 74 75 76 T

PROVISION FOR LOAN LOSSES

Risk is an inherent characteristic in the
extension of credit and is provided for
by a valuation reserve for loans. The
cost associated with credit risk is repre-
sented by the provision for loan losses.

The valuation reserve for loans amounted
to $52.7 millicn, equal to .95% of out-
standing loans at year-end. The ade-
quacy of the reserve, and therefore the
level of the provision for loan losses, is
determined by management's evaluation
of a number of factors, including loan
loss experience, a continuing review of
problem loans and overall portfolio qual-
ity, periodic examinations and appraisals
of loan portfolios of subsidiaries, and cur-
rent and expected economic conditions.

The provision for loan losses amounted
to $17.8 million in 1977. The current
year's provision reflects an improvement
in the amount and trend of net loan

NET LOAN LOSSES

In millions

losses in 1977, in comparison to prior
years, and higher loan quality. The high-
er loan quality is evidenced by lower
amounts of non-accrual and reduced rate
loans and reductions in the relationship
of past due loans to the total outstand-
ing. Due to the significant growth in out-
standing loans, the provision for loan
losses remained the same as in 1976.

Loan Loss Experience

Net loan losses in 1977 declined to $11.9
million, .24% of average outstanding
loans, compared with $18.1 million, .42%
of average outstanding loans, in 1976.
This decline is attributable to the general
improvement in economic conditions and
higher loan quality. Charge-offs of loans
to real estate investment trusts (REITs)
declined to $2.3 million in 1977 from
$5.0 million in the previous year.

NET LOAN LOSS RATIO*

$20

156

10

.50%

.40

.30

.20

10

73 74 75 76 T

*Net Loan Losses—as a Percent of Average Loans.
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Non-Performing Assets

Non-performing assets and past-due
loans were reduced substantially during
1977. At the end of 1977, non-performing
assets amounted to $64.3 million, down
from $86.0 million at the end of 1976.
As with non-performing assets, the trend
of past-due loans declined significantly
in 1977.

Non-Performing Assets December 31
(In millions of dollars) 1977 1976 1975

Construction and land
development loans .. ..§ 8.0 10.6 21.6

Loams b0 REITS v mmsaisssn 16.6 26.3 39.9
Other loans ............ ..... 10.4 17.8 9.8
Total cash basis and

reduced rate loans

Real estate acquired
through foreclosure

..... . 35.0 54.7 71.3

s 293 313 183
.$64.3 860 896

Total non-performing assets . .

Loan Delinguencies®
percentage 60 days December 31
or more past due 1977 1976 1975

Commercial, industrial,
agricultural, and

other loans ............. .B5% 1431 1.65
Residential mortgages and
other real estate loans. .. .. 1.27 1.86 2.97
Consumer (installment) loans . .94 .97 1.29
Credit card and
check credit plans . ... ..... 1.56 1.86 1.64
Total = sy 1.01% 1.42 1.96

*Includes .32%, .66% and .96% representing loans on
cash or reduced-rate basis at December 31, 1977, 1976
and 1975, respectively.

The effect on consolidated net income
of the cash basis and reduced rate loans
was equivalent to 5 cents per share in
1977, compared with 9 cents in 1976.
The effect on earnings of real estate ac-
quired through foreclosure amounted to
2 cents per share in 1977, compared
with 5 cents in the prior year. The total
reduction in earnings from non-perform-
ing assets amounted to 7 cents per share
in 1977, approximately 2.4% of per
share earnings.

NON-INTEREST INCOME

Other sources of income result primarily
from the perfarmance of services for cus-
tomers. Non-interest inccme increased
15.1% to $83.3 million in 1977. The rate
of increase was lower than the 19.0%
increase in 1976 primarily as a result of
lower trading account profits and com-
missions.

Income from trust operations increased
11.1% in 1977, compared with a 16.5%
increase in 1976. Other fees and service
charges include computer fees, insur-
ance income, fee income from mortgage

banking activities and fees and service
charges on credit cards. Significant in-
creases in revenues were achieved in
all categories in 1977. Increased levels
of loan placement and servicing activities
by Banco Mortgage Company and the
first full year of operations for the credit
card programs in Minnesota contributed
to the higher level of revenue. In addi-
tion, the increased volume of consumer
lending in 1977 contributed to improve-
ments in insurance revenues.

Increase Increases
Non-Interest Income (Decrease) (Recrease)
(In thousands of dollars) 1977 Amount % 1976 Amount %
Trading account
securities profits and
commissions ......... $ 2424 (3,469) (58.9)% $ 5893 2,039 52.9%
Trust department
TGO wus wmewr wewss aess v 19,900 1,994 11.1 17,906 2,542 165
Service charges on
deposit accounts . ..... 14,816 1,285 95 13,5631 590 46
Other fees and
service charges ....... 41,410 12,016 409 29,394 7,029 314
Other operating income .. 4,781 (883) (15.6) 5,664 (634) (10.1)
Total .............. $83,331 10,943 15.1%  $72,388 11,566 19.0%




NON-INTEREST EXPENSES

#

Non-interest expenses primarily reflect
costs associated with operations, but also
include expenditures associated with re-
search for new products, development
of new processing systems, staff training
and development programs to build a
sound base for future growth. Non-
interest expenses increased 13.4% to
$230.7 million in 1977. The increase
includes $3.4 million representing the
non-interest expenses of three new sub-
sidiaries acquired in 1977. Excluding
their expenses, non-interest expenses
increased 11.8% in 1977, compared with
an increase of 11.2% in 1976.

Since 1972, non-interest expenses have
increased at a compound growth rate of
13.7%. The relationship, however, of
non-interest expenses to the total of net
interest income and non-interest income,
and to consolidated income before se-
curities transactions, has remained rela-
tively stable as shown in the table below.

Non-Interest

Expense Trends 1977 1976 1975 1974 1973

Non-interest expenses:
As a percent of net
interest income and
other income ....
As a multiple of
consolidated income
before securities
transactions ........ 3.0x 31 31 31 z238

.56.4% 57.3 57.3 57.4 57.0

Total salaries and employee benefits in-
creased $15.8 million, or 14.4%, com-
pared with the 11.4% increase in 1976.
This increase includes $1.6 million in
expenses attributable to acquired sub-
sidiaries in 1977. In addition, the increase
reflects a higher number of employees
required to conduct the expanding vol-
ume of business, normal increases in
compensation, and higher employee
benefit costs. In 1977 and 1976, the cost
of employee benefits increased more

rapidly than salaries, up 18.3% and
19.2%, respectively. At year-end, there
were 8,650 full-time employees, an in-
crease of 549 over the prior year. Total
employment, including part-time person-
nel, was 10,481.

Occupancy and furniture and equipment
expenses increased 12.2% and 14.3%,
respectively, in 1977. These increases
reflect depreciation on a number of build-
ing and remodeling projects completed
during 1976 and 1877. In addition, higher
utility costs, real estate taxes, mainte-
nance and repair costs, and eqguipment
rental expenses have added to the in-
crease. Also reflected in 1977 are in-
creased processing costs attributable to
the first full year of operations for the
Master Charge credit card and VISA/
BankAmericard programs in Minnesota.

Other operating expenses increased
11.7% to $63.0 million in 1977. Con-
tributing to this increase was the intro-
duction of the “We're On Your Side'" ad-
vertising campaign throughout the seven-
state region. In addition, the increase
reflects higher prices for supplies and
services and expanding volumes of
business.

Income Taxes

Income before income taxes and securi-
ties transactions increased 21.5% in
1977, while income from tax-exempt
earning assets increased approximately
10.2%. As a result of the lower rate of
increase in tax-exempt income, a great-
er portion of earnings in 1977 was sub-
ject to income taxes than in 1976.

Increase Increase
Non-Interest Expenses (Decrease) (Decrease)
(In thousands of dollars) 1977 Amount % 1976 Amount %
Salarles wx s aop som s s $106,737 12,839 13.7% § 93,898 8,672 10.2%
Employee benefits ...... 19,375 2,997 183 16,378 2,637 19.2
Occupancy expenses, net 18,787 2,039 12.2 16,748 1,116 7.1
Furniture and equipment
OXPONISES. v oo v & 22,717 2,847 143 19,870 3,415 208
Other operating expenses:
Marketing and business
development ...... 14,939 2,274 18.0 12,665 (13) (1)
Communication ...... 10,422 1,014 108 9,408 1,593 204
Professional fees .. ... 5,083 (88) (1.7) 5,171 760 17.2
Printing, stationery
and supplies ....... 7,903 821 116 7.082 442 6.7
Other operating
expenses ......... 24693 2,601 11.8 22,092 1,842 91
Total other operating
expenses ......... 63,040 6,622 11.7 56,418 4624 8.9
_ Total ss s e e $230,656 27,344 13.4% $203,312 20,464 11.2%
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STOCKHOLDERS’ EQUITY

“

Banco believes that a strong equity cap-
ital position is important to the continued
success of a banking organization. Thus,
it maintains stockholders’ equity at lev-
els which promote public confidence,
enhance financing flexibility, and assure
continued access to capital markets on
favorable terms. In addition, a strong
equity capital position enables the cor-
poration to serve as a source of financial
strength to its subsidiaries, and to take
advantage of expansion opportunities as
they arise.

Reflecting this philosophy, Banco main-
tains equity capital at levels generally
higher than other large bank holding
companies. On the basis of the relation-
ship of equity capital to total assets at
December 31, 1977, Banco ranked third
among the 20 largest bank holding com-
panies in the industry.

To maintain this capital position, stock-
holders' equity must increase at a rate
which approximates the growth in assets.
Currently, Banco's internal equity growth
rate will support a 9-10% growth in
assets without an increase in leverage.
The internal equity growth rate was 9.3%
in 1977 and has averaged 8.8% over the
last five years.

Stockholders' equity increased by $59.4
million or 11.4% during the year to
$579.1 million at the end of 1977. The
retention of earnings provided $51.4 mil-

lion of the increase; the balance resulted
mainly from the issuance of 386,527
shares of common stock to acquire the
First National Bank, Fort Dodge, lowa.
Book value per share was $22.53 at the
end of 1977.

A two-for-one stock split was effected
on June 17, 1977, in the form of a stock
dividend to stockholders of record May
17, 1977. The purpose of the split was
to reduce the stock price to a range
which would be attractive to more indi-
vidual investors.

Stockholders' equity and minority inter-
est, which together support the consoli-
dated assets of the corporation, approxi-
mated 6.4% of average assets in 1977,
down from 6.6% in 1976.

Return on Equity

Two important measurements of the de-
gree of efficiency that a banking compa-
ny achieves in the employment of funds
and capital are the relationship of net
operating income to average assets and
to stockholders’ equity.

The return on average assets was .87%
in 1977, reflecting generally stable net
interest margins, increased levels of non-
interest income and operating expense
increases at a lower rate than the in-
crease of average assets.

The return on average stockholders’
equity increased to 14.0% in 1977, ex-
ceeding the 13.6% average for the last
five years. The higher return in 1977 was
caused by a slightly higher return on

Return on Return on

Stockholders’ Equity* Ri‘;égtg H % x Leverage = 3 Stookhqldgrs'
Equity

TR o v cnan s sress ® s o o Sovse o .87% 16.1x 14.0%

T AT eunn sousicme wiue o siivss seme s e Wt 16:5 13.4

1975 e 16.4 13.8

1974 17.0 13.3

TS v 565 5 a8 220 5 Sk Birh s 408 540 16.6 133

Five year average ................ 16.3 13.6

*Based on average balances and consolidated income before securities transactions.

average assets and a modest increase
in leverage, the key factors in determin-
ing this ratio. Leverage —the amount of
assets funded by stockholders’ equity —
still remains below levels experienced in
years prior to 1976.

Dividends Paid

Dividends paid to stockholders have
been increased in each of the last 15
years. In 1977, dividends paid amounted
to 98 cents per share, up 10%: cents
from the 872 cents per share paid in
1976. On a per share basis dividends
increased 12.0% in 1977, compared with
a compound growth rate of 6.2% during
the last five years.

In order to retain equity capital to sup-
port asset growth, dividend increases
prior to 1976 were held below the rate of
earnings growth. During the past three
years approximately one-third of earn-
ings were paid out in dividends to stock-
holders.

STOCKHOLDERS’ EQUITY PER SHARE*

$25

20

15

10
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*Adjusted to reflect the two-for-one stock split
in May,1977.



NORTHWESTERN NATIONAL BANK OF MINNEAPOLIS
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Narthwestern National Bank of Minne-
apolis, Banco’s largest subsidiary, pro-
vides regional, national and international
banking services. International banking
is centralized in Minneapolis, supple-
mented by branches in Luxembourg and
Nassau, a representative office in Winni-
peg, Canada, and by two wholly-owned
subsidiaries, Northwest International
Bank, an Edge Act corporzation, and Ca-
nadian American Bank S.A., a Luxem-
bourg-based merchant bank with a Lon-
don office. Lease Northwest, Inc., a
wholly-owned subsidiary, conducts an
equipment leasing business. The bank
is joint owner with two other Banco
banks of BancNorthwest, an underwriter
and distributor of tax-exempt securities.

The bank's consolidated income before
securities transactions reached a record
level in 1977, up 13.2%. Since 1972, the
five-year compound growth rate of con-
solidated income befare securities frans-
actions has been 12.8%. Several factors
contributed to the record earnings. Net
interest income, on a tax equivalent basis,
was up 19.4%. This gain resulted from
increased earnings assets, primarily
loans. Average earning assets were $1.9
billion, compared with $1.6 billion in
1976. Net interest margins, however, de-
clined to 3.77% in 1977 from 3.90% in
1976, when a lesser proportion of earn-
ing assets was funded by interest-
bearing liabilities.

The 1977 provision for loan losses was
$6.3 million, compared with $6.0 million
in 1976. Net loan losses were $4.9 mil-
lion, well below $7.5 million in 1976.
The valuation reserve for loans as a per-
centage of outstanding loans was .95%
at year-end.

Non-interest income declined 1.6%, as
a result of the decline in trading account
profits and commissions. To capitalize
on opportunities for future growth, the
bank made significant staff additions in
1977. Salaries and employee benefits
increased 15.6%. Other non-interest
expenses also increased, reflecting in-
creased costs and the expanded volume
of business.

Condensed Statements of Financial Condition

Northwestern National Bank of Minneapolis and Subsidiaries

December 31

(In thousands of dollars) 1977 1976
Assets
Cash and due from banks: -«u « cus saren v ciwin cnr o $ 283,112 310,278
Investment securities . ... e 498,192 584,233
Federal funds sold and other
short-term investments .......... ... ... o0, 314,350 293,129
Loans, net of unearned discount of $7,402,000
and $7,139,000 at December 31, 1977 and
1976, respPectively oa ¢ ms van « s s & oav oe v § 1,290,643 983,891
Valuation reserve forloans ...................... (12,236) (10,195)
Total loans, net of the valuation reserve . . .. 1,278,407 973,696
Direct lease financing . ........cocoiiiiiinineins 55,360 29,907
OIRET ASSEIE & 3 rn vate o vws vo & st v s Rl S o EEE 4 145,862 99,848
$2,575,283 2,291,091
Liabilities and Stockholders’ Equity
Demand depositS . ... v vt $ 763,935 775,057
Regular savings and time deposits ............... 1,003,652 711,028
Total deposils s sews o sves s snms s 4 1,767,587 1,486,085
Federal funds purchased and
other short-term borrowings ................... 504,389 537,485
Accrued expenses and other liabilities ............ 137,901 116,977
Subordinated notes due to parent company ........ 20,000 20,000
Total NADITIESE sue s o e sretnio mivgs simie o zore = 2,429,877 2,160,547
Stockholders" eqiity’ o . cws - o0 s wm swn e s o s - 145,406 130,544
$2,575,283 2,291,091

Condensed Statements of Income

Northwestern National Bank of Minneapolis and Subsidiaries
Year Ended December 31

(In thousands of dollars) 1977 1976
INterest INCOME . ...t ettt eeennn $ 144,794 111,863
Interest EXPENSe .....ovvvenrrcnnaniaeiisiians 81,661 59,533
Net interest INCOME: - & v wrimens e smme s » 63,133 52,330
Provision:forloan I0SSES - au s snam v siwie o simse rsaos 6,344 6,000
Net interest income after provision
for loan losses . ... ... i 56,789 46,330
Non-interestincome . ... ... ei it 23,651 24,047
Non-interest expenses:
Salaries and employee benefits ................ 27,420 23,727
Other BXPENSBS . ... s-ms sak cdid S50 Sl e vaes 26,388 22,012
Total non-interest expenses ............. 53,808 45,739
Income before income taxes and
securities transactions ......... .. i 26,632 24,638
Applicable income taxes ........................ 7,406 7,650
Consolidated income before securities transactions 19,226 16,988
Securities losses less applicable income taxes ...... _ (191) (84)
Consolidated netincome ... . $ 19,035 16,904
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BANK-RELATED SUBSIDIARIES

Banco operates a number of bank-
related companies. These companies
provide financial, insurance, trust and
venture capital services primarily in the
seven-state area served by affiliate banks.

Bank-related companies are a relatively
small, but integral part of Banco's
operations. They provide independent
sources of earnings and also comple-
ment the range of services available
from Banco banks. Bank-related compa-
nies contributed approximately 11 cents
or 3.8% of consolidated earnings per
share in 1977. A discussion of the 1977
results and accomplishments of certain
of the larger bank-related companies
follows.

Financial Service Companies

The condensed combined balance
sheets and statements of income include
the accounts of Banco Mortgage Com-
pany and subsidiaries, Northwest Agri-
cultural Credit Company and Banco
Financial Corporation.

Net income of these companies amount-
ed to $1,594,000 in 1977, compared with
$802,000 in 1976. The increase in net
income resulted primarily from increases
in interest and fees on agricultural and
secured commercial loans, income from
origination of a larger volume of FHA
and VA residential mortgages and loan
servicing activities. Expense from prop-
erties acquired through foreclosure de-
clined in 1977, which also contributed
to the increase in net income.

Banco Mortgage Company provides a
full range of residential and commercial
mortgage banking services through of-
fices in Banco's seven-state region and
in the states of Arizona, California, Colo-
rado, lllinois, Indiana, Kansas, Ohio and
New Mexico. In 1977, Banco Mortgage
Company opened two new offices in Cali-
fornia, one in Colorado and its first office
in New Mexico.

Production of residential mortgages
reached an all-time high of $400 million,
of which $69 million was originated
through Banco banks. In addition, as a
result of the company's expertise in the
origination and administration of loans
insured under various programs of the
Department of Housing and Urban De-
velopment, production of these loans
reached a record high of $225 million.
The company is one of the largest
sources of such financing in the country.
At year-end the company was servicing
52,750 mortgage loans totaling $1.7 bil-
lion. At June 30, 1977, Banco Mortgage
was the 14th largest mortgage banking
firm in the United States based upon the
principal amount of loans serviced and
is the fourth largest issuer of mortgage-
backed securities insured by the Gov-
ernment National Morigage Association.

Northwest Agricultural Credit Company,
based in Sioux Falls, South Dakota, con-
ducts a specialized lending and advisory
business in conjunction with Banco
banks. At December 31, 1977, its parti-
cipation in loans totaled $35.1 million.

Banco Financial Corporation also sup-
ports activities of Banco banks. It pro-
vides commercial and industrial loans
secured by accounts receivable, inven-
tories and equipment. At December 31,
1977, its participation in loans totaled
$44.7 million.

Other Companies

Banco made its first move in 1975 to
consolidate trust activities on a state-
wide basis with the formation of a new
trust company in Montana. Since then,
state-wide trust companies have been
formed in South Dakota, North Dakota
and Nebraska. The consolidation of trust
activities into a state-wide company ben-
efits both Banco and its customers. The
imporiant element of personal contact is
preserved by locating trust representa-
tives in the communities served by the
affiliate banks. These representatives are
now able to offer a wider range of spe-
cialized trust services.

Banco's wholly-owned data processing
affiliate, Northwest Computer Services,
Inc., provides data processing services
to 600 correspondent and affiliate banks
and their branches. These banks and
their branches are served by 16 regional
centers located in six states.



Condensed Combined Balance Sheets
Financial Services Companies

Monthly, an average of 5.8 million ac-
counts were processed during 1977, an

increase of 9.0% over the previous year. December 31

The number of demand deposit trans-  (inthousands of dollars) 1977 1976
actions handled during the year totaled Assets
450.8 million, up 9.1% over 1976. Cashand due frombanks ............oovovivnn. .. $ 1,357 1,779
In 1977, the company developed back- Permanent mortgage loans held forsale ............. 62,904 36,429
up: capabilfioaiin Iis redlonal neteark;, LoRIERE g SR ERILIEG Bpual ppalTe
i r
enabling each center to process the  (¥eo'as 5n0's 1465 995 000 at Decemier 31
work of another. In addition, a second 1977 and 1976, respectively .. .................... 134,664 117,012
central facility became operational, COM- Other assets .........ooooireee e 7,677 7,034
pleting the first step toward full back-up : - ; :
capabilities for the main processing cen- - = _$206,602 162,254
ter where account information for all  Liabilities and Stockholder’s Equity
customers is updated and stored. Short-term borrowings, including advances from parent
o . company of $124,680,000 and $95,696,000 at
Banco Credit Life Company reinsures December 31, 1977 and 1976, respectively . ........ $131,847 101,617
credit life and accident and health insur-  accryed expenses and other liabilities . .............. 4,170 2,913
ance for customers of Banco banks.  \ortgages and special assessments payable
Insurance premiums written and com- on real estate acquired through foreclosure ......... 15,160 13,872
missions earned by the banks showed  Long-term debt, including term loans and subordinated
favorable gains over 1976. notes due to parent company of $41,000,000 and
$31,000,000 at December 31, 1977 and 1978,
Banco owns 56% of the stock of North- FESPECHVElY ..o 41,676 31,697
west Growth Fund, Inc., a small business  Stockholder's equity ................oooooooooon... 13,749 12,155
investment company. This Minneapolis- ) ) $206.602

based company has specialized in pro-
viding venture capital to new and ex-
panding businesses throughout the na-
tion for the past 15 years. At 1977 year-
end, the company held investments with
an estimated value of $22.2 million, mak-

162,254

Condensed Combined Statements of Income
Financial Services Companies

Year Ended December 31

ing it one of the larger venture capital (In thousands of dollars) 1977 1976
companies in the country. The company . i
;gﬁ'rataensd ai:’ ug;:ﬂ:x 11” 9;; r“:gg ec?r?n Interest e_m'd feles ONIOANS =0 w55 2055 558 Siien Sme s & $ 13,981 10,533
principle to acquire an office in Denver, Loan orlglmlanon ............................... 7,627 5,344
R LOAnN SENVICING! « cnos smim swes samn e 5w e 200 555 3 5,241 4,005
Other income .......... i S s iR S P AR e s 477 602
Totalincome . ...... ... .. ... P 27,326 20,484

Expenses
Salaries and employee benefits . .................. 7,490 5,603
Interest on short-term borrowings and long-term debt 10,669 8,263
Provision for losses on loans and real estate ... ..... 1,299 954
Other exXpenses . . ...ttt e 4,670 4 064
Total expenses ...........coiiiiiiiinnnn.. 24128 18,884
Income before incometaxes ....................... 3,198 1,600
Applicable income taxes . ............. o s s s s 1,604 798
Net income . wos sean dan vons s sais wan G R G e $ 1,594 802
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Consolidated Statements of Financial Condition

Northwest Bancorporation and Subsidiaries

(In thousands of dollars)

e A A i s S A B 2 L D T SR ST S R S S e R B i e ]

ASSETS

Cash and due from banks
Interest bearing deposits with banks

Investment securities (Note 2):

U.S. Treasury
State, municipal and housing
Federal agencies and other

Total investment securities

Trading account securities
Federal funds sold and securities purchased
under agreements to resell

Loans:

Commercial, industrial, agricultural and other ... ............. ... ...

Real estate mortgages
Consumer

Bank premises and equipment (Note 4)

Total loans, net of the valuation reserve .... ... ... ....

Real estate acquired through foreclosure

Interest receivable and other assets

LIABILITIES AND STOCKHOLDERS’ EQUITY

Deposits:
Demand

Regular savings
Savings certificates

Total deposits . ..........

Federal funds purchased and other short-term borrowings (Note (5)

Accrued expenses and other liabilities
Mortgages payable

Minority interest

Stockholders’ equity (Notes 6 and 7):
Preferred stock, $100 par value — authorized 200,000 shares

None outstanding

Common stock, $124 par value — authorized 36,000,000 shares
Outstanding 25,704,093 shares at December 31, 1977 and
25,281,982 shares at December 31, 1976, excluding
546,122 shares held in treasury carried at par value
of $910,000 in 1977 and 559,290 shares carried at

par value of $932,000 in 1976
Capital surplus
Retained earnings

Total stockholders’ equity

See notes to financial statements.

December 31

1977

December 31

1976

$ 895,057 802,264
207,342 80,320
834,832 854,110

1,143,662 1,020,786
255579 335,622
2,234,073 2,210,518
80,820 204,042
140,914 191,440
2,871,017 2,308,239
1,643,689 1,361,314
1,139,825 986,952
(104,196)  (108,525)
5,550,335 4,547,980
(52,739) (45,894)
5,497,596 4,502,086
135,184 125,529
29,281 31,281
307,663 210,701
$9,527,930 8,358,181
$2,606,974 2,367,420
1,771,981 1,653,098
1,852,847 1,628,937
1,330,044 977,621
7,561,846 6,627,076
885,932 734,730
252,534 228,547
11,770 12,087
222,394 222,434
8,934,476 7,824,874
14,310 13,533
42,840 42,137
40,657 37,168
495,647 440,469
579,144 519,774
$9,527,930 8,358,181
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Consolidated Statements of Income

Northwest Bancorporation and Subsidiaries

Year Ended Year Ended
December 31 December 31
(In thousands of dollars) 1977 1976
Interest Income
Interest and fees ON 08NS . . ... ottt $ 448,631 376,405
Interest and dividends on investment securities:
LS, TIBRSURY woa s « o sars = x » 5 sonzvnis & 88 somseconnn 6 & § SERSE § & ¥ SH0853 8 56,712 45,080
State, municipaland housing . ..............c iy 53,782 48,837
Federal agencies and other .................. ...t 19,910 20,500
Total interest and dividends on investment securities. . 130,404 114,417
Interest on trading account securities . ....... ... ... ..o 4,995 3,953
Interest on Federal funds sold and resale agreements . .............. 11,624 11,573
Other iNterest iNCOMB ¢ & ¢ st & ¢ ¢ o ostimes & v o omsede 5 & = srama s = o & sosmsie 16,269 9,254
Total interestincome . ... 611,923 515,602
Interest Expense
Interestontimedeposits . ... ... 269,011 227,221
Interest on Federal funds purchased and repurchase agreements. . ... 48,625 35,758
Interest on other short-term borrowings ............ ... . 6,470 5,066
Interest on notes, debentures and mortgages payable ............... 17,110 11912
Total interestexpense .. ... oo 341,216 279,957
Net interestinComMe . . ..o = & o ieisiag o & 8 wgeraii = & § 4 i 270,707 235,645
Provision for Loan Losses (Note 3) ........ ... innn 17,796 - 17,793
Net interest income after provision for loan losses . . .. 252,911 217,852
Non-Interest Income
Trading account securities profits and commissions ................ 2,424 5,893
Trust department iNCOME ... ... ..ciiiiiiiiiinn s 19,900 17,906
Service charges on depositaccounts ........... ... 14,816 13,531
Other fees and service charges . ... 41,410 29,394
Other operating iNCOME ............oooermremrmaieiaanionnare. 4,781 5,664
Total HOH-IRterast INCOME v = = v a wesims & & @ st vmowi = » 5 5 83,331 72,388
Non-Interest Expenses
SATALTES .« & . v vcvioeis o o o asffes § 3 & EEEIR & B o SHEINE §_b 6 ORI 4 = 3 eoagmy b 106,737 93,898
Pensions, profit sharing and other benefits (Note 8)................. 19,375 16,378
Total salaries and employee benefits ............... 126,112 110,276
Occupancy expenses, net (Note 4) ...............oiiianny 18,787 16,748
Furniture and equipment expenses (Note 4) ....................... 22,7117 19,870
Other operating eXpenses . ............otiteunianetenuaiianens 63,040 56,418
Total non-interestexpenses ........... ... . 230,656 203,312
Income Before Income Taxes and Securities Transactions ........... 105,586 86,928
Applicable Income Taxes (Note OY ocnesin o n et 508 B ¥ SEGIDA E 8 SRR 26,657 19,566
Income Before Securities Transactions . ... 78,929 67,362
MInority INTErast .. oo .o iivmmmnee i immmme e imrne s s b v 58 e 1,839 1,620
CONSOLIDATED INCOME BEFORE SECURITIES TRANSACTIONS. . .. 77,090 65,742
Securities Transactions . ........ .ot
NET JOBEEE . . . v § 5 § £ 45500 & 5 ¥ 3 STTaImis & & 8 casamens o = o ssiesens & 7 & 3tkd (1,835) (781)
Applicable income taxes .............co.iaiiiiiiiiiia e 954 411
Minority nterest .. ..oosccomvimisssvmmiis s ovmnr e s s e vmemn s s nne 25 10
_ (8s§)  (360)
CONSOLIDATED NETINCOME . . ... .. ... $ 76,234 65,382
Weighted Average Number of Common Shares Qutstanding (Note 7) . . 25,693,971 24,985,630
Per Share of Common Stock
Consolidated income before securities transactions .............. $ 3.00 2.63
Consolidated net iNCOME . ... ..o 2.97 2.62
Dividends PaId . . ... .98 872

See notes to financial statements.



Consolidated Statements of Changes in Financial Position

Northwest Bancorporation and Subsidiaries

Year Ended Year Ended
December 31 December 31
(In thousands of dollars) 1977 1976
T B e e e e e e ST e ey TR S W i R L Ve e e Sy U e T SN
FUNDS PROVIDED
Operations:
Net IMCOME ..ottt e e e e $ 76,234 65,382
Add items not requiring funds in the current period:
Amortization of investment securities
premiums and discounts, net . ............ ... L. 4,545 4,498
Depreciation and amortization . ......... .. ... . . L oL 11,979 11,274
Provision for 10an [0S8€S . .. ...ttt 17,796 17,793
Deferred inCoOme taxes .. ... ... e B 5,108 7,229
Funds provided from operations .................... 115,662 106,176
Proceeds from shares of common stock
issued uponexerciseofoptions «.. « . « v s 5 v s e s w5 s e 5o 456 538
Proceeds from sale of 1,600,000 shares of common stock ............ - 34,515
Common stock issued in merger and treasury stock delivered
to acquire additional interests in subsidiaries ..................... 7,482 55
Increase in:
DEPOSIES o\t 934,770 533,226
Federal funds purchased and other short-term borrowings .......... 151,202 201,965
Accrued expenses and other liabilities . ........... .. ... ... 0L 18,880 60,429
Notes and debentures . ... ...t - 86,834
Decrease in:
Trading accountsecurities . .......... . ... . ... . .. L. 123,222 =
Federal funds sold and securities purchased
under agreements o resell - s« w s saaiman w o v vmiaa s v e s eRemi s s 50,526 72,528
Total funds provided .. ... $1,402,200 1,096,266
FUNDS USED
Dividends paid . . ... ... $ 24,802 21,769
Increase in:
Cash and due from banks and interest bearing
depositsiwith banks . « : » cusemn s v 3 posmrs 5 v o owmmres 4 4 5 Sesis 4 & ¢ 5 219,815 29,658
InvestMentSOBURIIESten © & & & wmmwen o w o oo © © @ 6 e & @ & & a5 5 7 2 28,100 427,801
Trading: account:SeCUKtIes s o« ¢ vavmmmes 5 o ¢ awrem o v & o sz o o s — 133,656
LGNS iracins 5 o 5 4 smuvisaes 5 % 5 % WEaasm = = 4 o PG < 8 BT & - s SRR 6 3 1,018,270 411,029
Interest receivable and otherassets ........ ... ... ... .. ... ... ..., 96,962 46,441
Other, net ... . 14,251 25,912
Tt TURASUSE . ... . - o osirmir = o o0 s roorime o = o 5 wimzngmin o 5 4 s $1,402,200 1,096,266

See notes to financial statements.
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Consolidated and Corporation Only
Statements of Stockholders’ Equity

Northwest Bancorporation and Subsidiaries
Northwest Bancorporation (Corporation Only)

Common Capital Retained
(In thousands of dollars) Total Stock Surplus Earnings
BALANCE, DECEMBER 31,1975 ... ............. $441,053 39,418 4,779 396,856
Net income ........ .. .. .. ... ... . 65,382 — = 65,382
Dividends paid ............ ... ... .. ... ... (21,769) — — (21,769)
Sale of 1,600,000 shares of
commonStock:: - ;i aiens s v asnnEs s 2 000 34,515 2,667 31,848 —

Delivery of 2,794 shares of treasury
stock to acquire additional

interests in subsidiaries ................. 55 5 50 —
Issuance of 28,252 shares of common stock
upon exercise of options (Note 7) ......... 538 47 491 —
BALANCE, DECEMBER 31,1976 ................ 519,774 42,137 37,168 440,469
Net income ........ ... .. . i, 76,234 - — 76,234
Dividends paid ............ ... ... ... ... (24,802) - — (24,802)

Delivery of 13,168 shares of treasury
stock to acquire additional

interests in subsidiaries . ................. 275 22 253 —
Issuance of 22,416 shares of common stock
upon exercise of options (Note 7). .. ....... 456 37 419 —
Issuance of 386,527 shares of common stock
to acquire a bank (Note 7) ................ 7,207 644 2,817 3,746
BALANCE, DECEMBER 31,1977................. $579,144 42,840 40,657 495,647

See notes to financial statements.



Statements of Financial Condition

Northwest Bancorporation (Corporation Only)

(In thousands of dollars)

December 31

1977

December 31

1976

ASSETS

Cash in banks:

Subsgidiary bank -.ccoun o o oo e v s o 8 swmens § 5 E v S S 6 F 5 s
Otherbanks . ... . e e

Marketable securities, at amortized cost (approximate market

value $20,382,000 at December 31, 1977 and

$24,109,000 at December 31, 1976) . ... . ... i
COMMETCIAl TOANS. ..o vc v v o v coirisisie o =m0 o cosimitee 5 5 & Sidaslesni & 5 8 ¥ wufiions 5 5 5 4 aste

Investments in and advances to subsidiaries:
Banks and bank-owned companies:
Capital notes due 1978 . . ... ... ...
Capital notes due 1986 . ... ... .. . ... ..
Capital notes duei TO0 . .o o o o w5 & ¢ it & 5 v & @ o 5 5 & ek
Capital notes due 2003 . ... ... .. e
Capital stock, principally at net assetvalue ............ ... ... ... ...

Other companies:
Term loans due 1978 through 1981 : : e s s s vmipmm v 5 v oo o o v 4 e
Capital notes due 1978 . .. ... ..
Capital Notes dUe- 1986 o s oprmir s 2 2 fawes s 6 2 0 20 amn S 5 0 5 5 0005 & 5 £ § 55
Capital notes due 2003 .. ... .. ...
Capital stock,atnetassetvalue ....... ... ... ... ... .. ... ... ... ...
AAVANCES - « o o cmoum s © 6 & sremisamoms 5 & @ & ST & & 3 WTSERTEGE ¥ 3 ¥ WSS A § 5T i

Investment in foreign banking company ........ ... ... . L L.
Leasehold improvements and fixed assets . ........... ... ... ... ... ...
Debt discount and expense, less amortization . ............... ... ... ....

OHNEr ASSelS (& oo cunun s v 5 v smes 5 5 6 8 Vv 85 5 5 SEieheG 8 T 6§ SRGIeE & 5 5 S

LIABILITIES AND STOCKHOLDERS’ EQUITY

Securities sold to subsidiary under agreements to repurchase (Note 5). .. ..
Commercial paper notes payable (Note 5) ......... ... ... ... ... ......
Accrued expenses and other liabilities ........... ... ... ... ... .. ... ...
Notes and debentures (Note B) ......... ... ... i

Total liabilities .. ... .. .. . . . . .

Stockholders’ equity (Notes 6 and 7):

Preferred stock, $100 par value — authorized 200,000 shares
None oulstanding «x : ¢ ¢ v snesmns s o5 v 3 o o & ¥ 5 SOURRE ¥ 85 L
Common stock, $124 par value — authorized 36,000,000 shares
Outstanding 25,704,093 shares at December 31, 1977 and
25,281,982 shares at December 31, 1976, excluding 546,122
shares held in treasury carried at par value of $910,000 in 1977
and 559,290 shares carried at par value of $932,000 in 1976 ... .. ...
Capital SUrpliS: s aorns 2 15 8 8 amn 8 2 5 5 7 800G 8 5 3 505050 5 2 & Sinummmimer 0on = 2 nomrene

Retained earnings:
Undistributed income of Corporation . ........ .. ... ... ... ... .....
Equity in undistributed income of subsidiaries .................. ...

Total retained earnings . .......... ...
Total stockholders’ equity . ........ ... ... .. ... .......

See notes to financial statements.

$ 896
76

972

19,807
3,449

100
54,600
29,000
38,400

547,051

27,000
2,000
7,000
5,000

21,775

135,333

867,259

337
1,623

3,921
$897,368

$ -
98,448
9,776
210,000

318,224

42,840
40,657

37,736
457,911

495,647
579,144

$897,368

634
76

710

23,386
4,882

100
52,100
29,000
38,400

485,280

17,000
7,000
2,000
5,000

20,391

106,311

762,582

1,191
358
1,817

2,406
797,332

4,500
58,086
4,972
210,000

277,558

42,137
37,168

36,326
404,143

440,469

519,774
797,332
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Statements of Income

Northwest Bancorporation (Corporation Only)

Year Ended Year Ended
December 31 December 31

(In thousands of dollars) 1977 1976
N O R SR it i S o e R P M e e R S 2 R e e N e MR e e TR
INCOME
Dividends received from:
Subsidiary. DANKS . cuione v o v cmmmeim © o o smmnms @ o w v €8 ¥ e EeETE G G e $26,872 25,430
SUbSIdary: COMPANIES e o = u o o 5 & « swesma § 5 & ¥ 8 B 5 5 o EETHHE 55 W & amsms 115 210
26,987 25,640
Interest earned on:
Term |oans:Of SUDSIHIAIY: ¢ & ¢ o s 5 5 5 rowemid 5 & 3 2 owsens 5 4 « Somre s = @ « Se2s 1,369 567
Capital ‘notesiof SUbsIdiaries e « « & s s & wwesss s s o w5 & e 10,084 6,777
Advances to and deposits with subsidiaries .......................... 8,636 7,006
Commercial [0ans . . .. ... 357 452
Marketable securities and temporary investments ............ ... .. ..., 1,381 1,386
21,827 16,188
Service fees from subsidiaries . ... e e e 4,801 4,497
ONEY, INCOMIG: 2 5 5 05 vgmins i 5 & Cess 3 & & Sy s 5 ¥ s aEmsrs 3 5 5 WaaeE 5 & § & G 157 30
Total INCOMIB : » ¢ & veviriss 5 5 & ki s & § ¢ Sawieis & 5% Waiedts 5 5 § 5 Fore 53,772 46,355
EXPENSES
Salaries, employee benefits and directors’ fees (Note 8) . ................ 4,240 3,753
Interest and amortization of debt expense-notes and debentures .......... 15,400 11,045
Interest on short-term borrowings ........ ... ... . Lt 4,642 3,481
Occpaney eXPeNSES: soun s s 5 GEmrn 6 5 § S5 5 @ 5 S0 € 5 5 Sk 5 8 8§ Dal 409 370
EONEIOXPENSES i 4 7 & sainslis & & o Chpiis b & f Coge) s 58 & SRS § 3 Bywisn i & 3 8 3,492 2,703
Applicable income taxes (credits) ........... ... ... ...l (569) (298)
Total BXPENSES: « v cuvsmn & v v @ sermine 4 & o cosen & 5 5 v sesmn & © @ 5 27,614 21,054
Income before equity in undistributed income and
securities transactions of subsidiaries .. ...... ... .. . . . . .. . .. 26,158 25,301
Equity in undistributed income of subsidiaries,
before securities transactions ... .. 50,932 40,441
INCOME BEFORE EQUITY IN SECURITIES TRANSACTIONS
OFE-SUBSIDIARIES . - : :vonnii s v 2 cmoness 5 % 5 oemieas « v & @umieta s 5 o @ sedoss & & & 595 77,090 65,742
Equity in securities transactions of subsidiaries ............... ... .. .. ... (856) (360)
NET INCOME . ..cc::vumnmms o o aueis o 5 8 6 2menn & 4 & i & 6 5 6 sseiin 5 ¢ @ wa $76,234 65,382

See notes to financial statements.



Statements of Changes in Financial Position

Northwest Bancorporation (Corporation Only)

Year Ended Year Ended
December 31 December 31
(In thousands of dollars) 1977 1976
FUNDS PROVIDED
MGt TIICOME ~5i 5 ¢ 2 5 Suteies &5 & S FHRMESa & © & & Sassns & & 5 % Suns & 5 5 o SassiEs o & 5 % s $76,234 65,382
Deduct equity in undistributed income of subsidiaries,
including securities transactions . ........ ... . .o 50,076 40,081
Income before undistributed income of subsidiaries ........ 26,158 25,301
Proceeds from shares of common stock issued
upon exercise of options .......... ..ol 456 538
Proceeds from sale of 1,600,000 shares of common stock . ................ - 34,515
Common stock issued in merger and treasury stock delivered
to acquire additional interests in subsidiaries .......... ... ... ... ... 7,482 55
Increase in:
Securities sold to subsidiary under agreements to repurchase ........... - 4,500
Commercial paper notes payable ...... ... ... i 40,362 1,880
Accrued expenses and other liabilities ........... .. .. .. ... o o 4,804 =
Notes and debentures . ... . . i e - 75,000
Decrease in:
Cash ‘and marketable:seturities: o « o« v svrmmm o & 5 6 sasmns o 5 o o s o o 5w 3,317 —
Commercial 08NS . .ottt e s 1,433 1,459
Deferred discount and debt expense . ......... ... ... 194 -
Total funds provided ... ... ... .. i $84,206 143,248
FUNDS USED
Dividends Paid e « 5 « smmessm 5 o« » s 5 5 s a5 g s o N R $24,802 21,769
Increase in:
Cash and marketableiseeUrities s « 5 o v cumsem « o » ssmaarae & « 5 e s o w o — 10,918
Investments in capital notes of subsidiaries,net ....................... 2,500 42,300
Term loans tosubsidiary . ... .. 10,000 17,000
Advances to subsidiaries . ... .. 29,022 33,141
Investments in subsidiaries, net . ... ... ... 11,973 16,970
Deferred discount and debt expense . ... ... ... .. i — 667
OUNET, Bt e o5 3 5 commens & 55 SnEn a5 § 3 HERIE 5 5.5 £F70sE & © & SREasem 5 % & o s 1,409 389
Decrease in:
Securities sold to subsidiary under agreements to repurchase .......... 4,500 —
Accrued expenses and other liabilities . .......... ... ... ... o - 94
Total TUNdS IS : ¢ comecnm o v 5 smme o v @ s 5 5 @ e oo & o $84,206 143,248

See notes to financial statements.
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Notes to Financial Statements

Northwest Bancorporation and Subsidiaries
Northwest Bancorporation (Corporation Only)

Summary of Significant Accounting Policies. North-

west Bancorporation and subsidiaries provide a full
range of banking and trust services. The more significant ac-
counting policies of the Corporation and its subsidiaries are
summarized below.

Consolidation. The consolidated financial statements include
the accounts of the Corporation and all subsidiary banks and
companies. All significant intercompany accounts and trans-
actions have been eliminated. Subsidiary banks and compa-
nies employ, in all material respects, similar principles of
accounting, including the accrual basis on all major items
except income from trust operations which is reported gen-
erally on the cash basis.

The Corporation carries its investments in subsidiaries and
other companies generally on the basis of its equity in their
net assets.

Securities. Investment securities are stated at cost adjusted
for amortization of premiums and accrual of discounts. Gains
or losses on the sale of investment securities are recognized
upon realization and are shown separately in the statements
of income.

Trading account securities are stated at the lower of average
cost or market. Gains or losses on the sale of trading account
securities are considered part of normal operations and are
included in trading account securities profits and
commissions.

Income Recognition on Loans. In determining income rec-
ognition on commercial, industrial and construction loans, it
is the general policy that no interest shall be accrued unless
collected in respect of loans on which a default of principal
or interest has existed for a period of 90 days, except for
loans secured by collateral, the ascertained value of which
is at least equal to the amount at which the loan is carried
plus all interest accrued thereon. Accrual of interest on in-
stallment loans is suspended at the time of write-off and on
real estate mortgages upon the initiation of foreclosure pro-
ceedings. When a loan is placed on a cash basis any inter-
est previously accrued but not yet collected is reversed
against current income. Any subsequent interest on such
loan is recorded as interest income only when received.

Unearned discount, relating primarily to interest on consumer
installment loans, is deferred and subsequently transferred
to income by the sum-of-the-digits method over the out-
standing periods of the related loans.

Valuation Reserve for Loans. The provision for loan losses
is determined based upon management's evaluation of a
number of factors, including loan loss experience, a continu-
ing review of problem loans and overall portfolio quality,
periodic examinations and analysis of loan portfolios of sub-
sidiaries, and current and expected economic conditions.

Such provisions, less net charge-offs, comprise the valuation
reserve for loans which is deducted from loans and is avail-
able for future loan losses.

It is the policy of each subsidiary to charge off all loans clas-
sified as "“loss" by supervisory authorities, the chief examiner
of the Corporation or the management of the subsidiary.
Loans classified as “doubtful’ are also charged off unless,
in the opinion of management, charge-off is not warranted.

The reserve for loan losses is increased to the maximum
amount allowable for income tax purposes by allocating a
portion of retained earnings as a2 contingency reserve which
is not deducted from loans and is not available for future loan
losses. The deferred tax liability relating to the accumulated
tax deduction in excess of the book provisions is included
in accrued expenses and other liabilities.

Real Estate Acquired Through Foreclosure. Real estate
acquired through foreclosure or deed in lieu of foreclosure
is generally carried at the lower of cost or estimated net
realizable value upon disposition. At the time title to the
property is acquired, the asset is transferred from loans and
the excess of the cost basis of the property acquired over
the estimated net realizable value, if any, is charged to the
valuation reserve for loans. Subsequent adjustments to the
carrying value of the properties to reflect changes in esti-
mated net realizable value and the net operating results from
these properties are included in other operating expenses.

Bank Premises and Equipment. Bank premises and equip-
ment are stated at cost less accumulated depreciation and
amortization. Depreciation is provided generally over esti-
mated useful lives of 25 to 50 years for buildings and 4 to 10
years for furniture, fixtures and equipment, computed gen-
erally by an accelerated method for assets purchased prior
to 1977 and on a straight-line method for 1977 purchases.
The effect of the change in the method of computing depre-
ciation, made as of January 1, 1977, did not have a material
effect on consolidated net income for the year ended Decem-
ber 31, 1977. Leasehold improvements are amortized over
the terms of the respective leases. Such depreciation and
amortization is credited in the books to the asset account.

Gains or losses on dispositions are included in the state-
ments of income. Maintenance and repairs are included in op-
erating expenses and the costs of betterments are capitalized.

Income Taxes. The income tax effects of transactions are
recognized for financial reporting purposes in the year in
which they enter into the determination of recorded income,
regardless of when they are recognized for income tax pur-
poses. Accordingly, applicable income taxes in the state-
ments of income include charges or credits for deferred
income taxes relating to timing differences.
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Investment tax credits on purchases of lease-financing equip-
ment are deferred and amortized over the terms of the
respective leases. Investment tax credits on purchases of
bank premises and equipment are recognized at the time
of purchase as a reduction of income tax expense.

The Corporation and its U.S. subsidiaries file a consolidated
federal income tax return. Federal income taxes or tax reduc-
tions are allocated to each U.S. subsidiary on the basis of
its taxable income or loss included in the return. Foreign
income taxes are taken as a foreign tax credit in the current
year and reduce the liability for Federal income tax.

Earnings Per Share. Earnings per share data have been
computed based on the weighted average number of com-
mon shares outstanding during each year. Options granted
under the Corporation’s qualified stock option plan are con-
sidered common stock equivalents for the purpose of earn-
ings per share data, but have been excluded from the
computation since the dilutive effect is not material.

Lease Financing. Certain subsidiaries of the Corporation
are engaged in direct lease financing. These leases are
reported for financial statement purposes by the financing
method of accounting. Aggregate lease rentals are recorded
as receivables net of the related unearned income, which
includes investment tax credits retained by the lessor.
Unearned income is deferred and subsequently transferred
to income by the sum-of-the-digits method for leases entered
into prior to January 1, 1977. For leases entered into after
January 1, 1977, in accordance with Statement No. 13 of the
Financial Accounting Standards Board, "Accounting for
Leases,” unearned income is amortized by the interest
method. The effect of the change in the method of account-
ing for 1977 leases was not material. The provisions of
Statement No. 13 had no impact on consolidated stockhold-
ers' equity at December 31, 1976.

Certain subsidiaries are also engaged in leveraged lease
financing. The investment in leveraged leases is presented
net of nonrecourse debt, deferred investment tax credit and
the related unearned income. Unearned income, including
investment tax credits retained, is deferred and subsequently
transferred to income by the sum-of-the-digits method for
leases entered into prior to January 1, 1977 and by the
interest method for leases entered into thereafter. Had State-
ment No. 13 been adopted for pre-1977 leveraged leases,
the effect on consolidated assets and liabilities at December
31, 1977 and 1976, and on consolidated net income for 1977,
would not have been material.

Statement No. 13 also requires that pre-1977 financial state-
ments be restated in 1981 or earlier to retroactively apply its
provisions to pre-1977 leases.

2 Investment Securities. The amounts at which invest-
ment securities are carried on the books and their
approximate market values at December 31 are as follows:

1977 1976

Carrying Approximate Carrying  Approximate
(In thousands of dollars) an Market Value Value Market Value

US. Treasury ........... $ 834,832 831,991 854,110 866,545
State, municipal and housing 1,143,662 1,143,074 1,020,786 1,036,296
Federal agencies and other. 255,579 255,685 335,622 344,930

Total .............. $2,234,073 2,230,750 2,210,518 2,247,771

Securities carried at $1,311,000,000 were pledged to secure
public or trust deposits or for other purposes at December
31,1977,

3 Valuation Reserve for Loans. Changes in the valuation
reserve for the two years ended December 31, 1977
are as follows:

Year Ended December 31

(In thousands of dollars) 1977 1976
Balance at the beginning of the year . .. ...... ....... $45894 46,165
Reserves of acquired banks ....................... 996 -
Provisions charged to operating expenses ............ 17,796 17,793
Deduct loans charged off, less recoveries (in thousands)

of $3,968 in 1977 and $4,034 in 1976 .......... (11,947) (18,064)
Balance at the end of theyear . ..................... $52,739 45,894

Most of the subsidiaries had accumulated maximum reserves
allowable for income tax purposes based on loan levels at
each year-end. The reserve for loan losses for income tax
purposes amounted to $77,836,000 and $75,125,000 at
December 31, 1977 and 1976, respectively.

4 Bank Premises and Equipment. At December 31, 1977
the net carrying values of bank premises and of fur-
niture, fixtures and equipment were $111,395,000 and
$23,789,000, respectively, and at December 31, 1976 amount-
ed to $103,897,000 and $21,632,000, respectively.

Net rent expense and depreciation and amortization charged
to operating expense are as follows for the years indicated:

Rent Expense
(In thousands of dollars) Bank Depreciation
Year Ended December 31: Premises  Equipment Total and Amortization
1976 ... ... ... .. $3,268 7,730 10,998 11,274
BT s s s 4,311 9,049 13,360 11,979

Minimum rental commitments, representing non-cancelable
leases of premises and equipment, which are calculated
based on lapse of time, are as follows at December 31, 1977
(in thousands of dollars):

1878 ovcovmmmn miarees $ 8417 1983-87 ... .. ..........$19,079
1979 ... ... 7,599 1988-92 . ... ... ... 11,050
1980 6,579 1993:97] s s LOSHO1
1981 6,003 Beyond 20 years ... .. ... 17,163
TOB2 i v move e i 5572

These amounts have not been reduced by rentals from sub-
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leases as such amounts are not material.

Financial Accounting Standards Board Statement No. 13 is
effective for lease agreements entered into on or after Janu-
ary 1, 1977, and prior to 1981 its provisions must be applied
retroactively. Certain leases at December 31, 1976, now
accounted for by the operating method, would have to be
accounted for as capital leases. If these leases were ac-
counted for as capital leases, the effect on consolidated
assets and liabilities at December 31, 1977 and 1976 and
on consolidated net income for the year ended December
31, 1977 would not have been material.

5 Short-Term Borrowings. Short-term borrowings and
average interest rates at December 31 are as follows:

1977 1976
Average Average
Interest Interest
(In thousands of dollars) Amount Rate Amount Rate

Consolidated:
Federal funds purchased . ... ...
Securities sold under agreements

$388,059 6.39%  $325,031 4.82%

to repurchase . .. .. < s e 371,818 6.24 323,559 4.67
Commercial paper notes payable. 98,448 6.55 58,086 4.73
Other short-term borrowings . ... 27,607 6.83 28,054 5.66

Total cvom vog s maen $885,932 $734,730

Corporation only:
Securities sold to subsidiary under

agreements to repurchase .... $ ~— - % $ 4500 5.00%
Commercial paper notes payable . 98,448 6.55 58,086 4.73
Total .................. $ 98,448 $ 62,586

Federal funds purchased generally mature the day following
the date of purchase while securities sold under agreements
to repurchase generally mature within 60 days from the
various dates of sale. Commercial paper notes payable gen-
erally mature within 90 days from the date of issuance. Other
short-term borrowings generally mature within twelve months.

The following information relates to aggregate short-term
borrowings:

Year Ended Year Ended
December 31, 1977 December 31, 1976
Corporation Corporation
(In thousands of dollars) Consolidated Only Consolidated Only
Maximum amount outstanding
at any month-end . ........ $1,245,123 98,448 968,247 88,419

Daily average amount outstanding 987,333 82,265 780,339 61,438
Average interest rate ... _.... 558% 5.64 5.23 551

At December 31, 1977 the Corporation had lines of credit
with various banks totaling $75,000,000. These financing
arrangements require maintenance of compensating bal-
ances which were not material.

6 Notes and Debentures. Notes and debentures are un-
secured and at December 31 consisted of the following:

(In thousands of dollars) 1977 1976

Corporation only:
67% Notesdue 1978 .. .. .............. ... % 30,000 30,000
7%% Notes due 1986 .. ... ............. . .... 75,000 75,000
4% % Debentures due 1990 ... ........... .. . 30,000 30,000
734 % Sinking Fund Debentures due 2003 . ... ... 75,000 75,000
210,000 210,000

Consolidated subsidiaries:

5% to 8-3/10% Notes and Subordinated
Debentures payable to Small Business
Administration due 1979 through 1986 . .. ... ... 5,494 5,534

7% to 8-1/10% Notes guaranteed by
Small Business Administration

due 1982 through 1984 .. oo cvconimn s 6,300 6,300
7%2% to 8%2% Debentures due 1979 through 1986 60O 600
12,394 12,434

Total ... ... .. ... ... .. ... $222,394 222,434

The 6% % notes are not redeemable prior to May 1, 1978,
but may be redeemed thereafter, in whole or in part, at the
principal amount plus accrued interest. The 7% % notes are
not redeemable prior to September 15, 1983, but may be
redeemed thereafter, in whole or in part, at the principal
amount plus accrued interest. The 4%4% debentures are
redeemable, in whole or in part, at the principal amount
plus a redemption premium ranging from 1.74% in 1978 to
0.20% in 1986, and thereafter without premium. The 7% %
sinking fund debentures are not redeemable prior to March
15, 1983, but may be redeemed thereafter, in whole or in
part, at the principal amount plus a redemption premium
ranging from 4.65% in 1983 to 0.31% in 1997, and thereafter
without premium. The indenture relating to the 7% % deben-
tures provides for mandatory sinking fund payments sufficient
to retire $1,875,000 of debentures each year from 1983
through 2003, which will retire 50% of the debentures prior
to maturity. The Corporation has the option to increase the
sinking fund payment in any year by an amount not exceed-
ing the mandatory payment.

Terms of the indentures relating to the Corporation’s deben-
tures, among other things, (1) place limitations on additional
funded debt and other indebtedness incurred or guaranteed
by the Corporation and (2) impose restrictions on the pay-
ment of dividends, other than dividends payable in stock of
the Corporation, and the purchase or redemption of stock.
Retained earnings free of indenture restrictions at December
31, 1977 amounted to approximately $273,000,000.

7 Stockholders’ Equity. Common stock outstanding ex-
cludes 546,122 shares of treasury stock at December
31, 1977 with a cost basis of $432,000 and 559,290 shares
at December 31, 1976, with a cost basis of $464,000.



On January 25, 1977 the Corporation's Board of Directors
approved a two-for-one stock split of the common stock, 1o
be effected in the form of a stock dividend. The stock split
was made subject to the approval by the stockholders of a
proposal to increase the Corporation’s authorized common
stock to 36,000,000 shares from 18,000,000 shares. The
proposed increase in authorized common stock was ap-
proved by the stockholders at their annual meeting held on
April 25, 1977. The additional shares issued in connection
with the stock split were distributed in June 1977 to stock-
holders of record on May 17, 1977. The number of common
shares and related financial information, including earnings
and dividends per share data, for the Corporation only and
for the Corporation and its subsidiaries has been adjusted
to retroactively reflect the stock split.

During 1977, the Corporation issued 386,527 shares of com-
mon stock in connection with the acquisition of the First Na-
tional Bank, Fort Dodge, lowa. This acquisition has been
accounted for by the pooling-of-interests method of account-
ing, except that the results of operations prior to the year of
acquisition have not been restated since the effect is not
material.

Under a qualified option plan adopted in 1970, options on a
maximum of 1,000,000 shares of common stock may be
granted from time to time until 1980 to key employees of the
Corporation and its subsidiaries at prices not less than 100%
of the fair market value on dates of grant. Options granted
may be exercised after one year and within five years from
dates of grant. Options have been granted to key employees
in each year since adoption of the plan, with the exception
of 1977.

Proceeds from stock options exercised are credited to com-
mon stock at the par value thereof, and the remainder to
capital surplus. The Corporation makes no charge against
income with respect to the granting or exercise of options.

Information with respect to stock options granted under the
stock option plan is summarized in the following tabulation:

Number of Option Price Market Value
Shares Per Share Total Per Share® Total
Shares under option
at December 31:
1977 . .399,200 $16.53-29.94 8,959,000 16.53-29.94 8,959,000
1976 ......492,316 16.53-29.94 11,363,000 16.53-29.94 11,363,000

Options granted during
the year ended
December 31:

1977 ...... -

1976 ...... 57,700 26.22

Options which became
exercisable during
the year ended
December 31:
1971 voans 57,700 26.22

1976 ......125000 18.63-21.32

1,513,000 2622 1513,000

1,513,000 24.88 1,435,000
2,657,000 21.88-27.00 3,361,000

Options which were
exercised during
the year ended

December 31:
1977 22416 16532888 456000 22.25-2838 588,000
076 287252 16532888 538000 2257-2763 730,000

*Represents market value at dates individual options were granted, became exer-
cisable or were exercised, as appropriate.

The following shares of common stock were reserved under
the plan at December 31:

1977 1976
Shares for options granted under the plan ... ... ... . 399,200 492,316
Shares available for granting new options . .. ......... 376,900 306,200
TOtAl - o snummosre s S 776,100 798,516

At December 31, 1977 and 1976 options for 399,200 shares
and 433,616 shares, respectively, were exercisable under
the plan,

Options relating to 70,700 shares and 17,900 shares were
cancelled in 1977 and 1976, respectively.

8 Retirement Plan. A noncontributory retirement plan
covers substantially all employees of the Corporation
and its subsidiaries. The value of vested benefils and past
service costs, as actuarially computed, is fully funded. In ac-
cordance with the policy of funding retirement costs accrued,
charges to operating expenses for this plan are as follows:

Year Ended December 31
Corporation
(In thousands of dollars) Consolidated Only
1976 . e $4,807 175
1977 coc s insnsmats v aiims SeaenG ois 5,544 211

9 Income Taxes. Income taxes applicable to consoli-
dated income before income taxes and securities trans-
actions is shown in the following table:

Year Ended December 31
(In thousands of dollars) 1977 1976
Current:
Faderal . oc deorsoni possanas eyt o me & (912,000 4,657
SEOE covnmimeanin e s s wammmdl TILE 6,136
(5T 1/ R | - ¥ | 1544
Deferred: (21548 s
Federal ... ... ..................c.......... 4326 6,010
SEAME .. cecinecene sl S R e St S 782 1,219
5,108 7,229
Total s R SRl L S WS $26,657 19,566
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The sources of timing differences resulting in deferred in-
come taxes and the tax effect of each are as follows:

Year Ended December 31
(In thousands of dollars) 1977 1976
Loan loss provision for tax purposes
greater than (less than) book provision . ........... $(2,396) 785
Income from lease financing for financial reporting
purposes greater than that reported for income

tax purposes ... ..........iiieiiiiiie. . 4147 4,807
Investment tax credits deferred .. ... ............... 1889 1,233
Accretion of bond discount, met . ... ... ... ... ... .. (149) 391
Depreciation of fixed assets for tax purposes

greater than for financial reporting purposes . ... . ... 243 —
Other, met ... ... .. e 174 13

Total ... $ 5,108 7,229

A reconciliation of the Federal income tax rate of 48.0% to
the effective income tax rate is as follows:

Year Ended December 31
1977 1976
Federal income tax rate .. ... .. .................. 48.0% 48.0%
State income taxes, net of Federal income tax benefit. . 4.1 44
Tax:exeMPE INCOME ‘oo warmrvons wmamicsrins susims e o (25.4) (28.0)
Investment tax credits ....... ... ... ... .. ... .. (1.6) (1.6)
OHEE: B 5ioess sion comsrn somsiss vnmmionin o sty ol (.3)
(517 [ RENO. - 22.5%

At December 31, 1977 income taxes currently payable and
deferred income taxes, included in accrued expenses and
other liabilities, amounted to $9,499,000 and $49,427,000,
respectively, and at December 31, 1976 amounted to
$2,059,000 and $44,319,000, respectively.

10 Litigation. In November 1976, a complaint in the
nature of a class action was filed in the United
States District Court of Nebraska against various defendants,
including Northwestern National Bank of Omaha, a subsidi-
ary of the Corporation, by a holder of bonds issued by Hos-
pital Authority No. 1 of Sarpy County, Nebraska. The com-
plaint alleges, among other things, violations of Federal and
state securities laws in connection with the issuance of
$21,700,000 of hospital bonds. The bank is the trustee for
the bondholders under a bond resolution of the issuer. The
other defendants include the issuer, the managing under-
writers, the hospital and the accountants retained by the
issuer. The plaintiff seeks damages measured by the differ-
ence in the face value of the now defaulted bonds and their
market value. By order entered August 23, 1977, the Court
struck from the complaint the class action allegations, grant-
ed to the defendants summary judgment on the plaintiff's
Federal claim, and dismissed the complaint with prejudice.
The plaintiff's motion for a new trial was denied by an order
entered on October 4, 1977, and on November 3, 1977 the
plaintiff filed a notice of appeal. While only limited discovery

proceedings had been conducted prior to entry of the Court's
orders, based upon the information presently available to
the Corporation, including the advice of legal counsel, in
the opinicn of management of the Corporation the disposi-
tion of this matter will not materially affect the consolidated
financial position of the Corporation and its subsidiaries.

The Corporation and certain of its subsidiaries are also de-
fendants in various other matters of litigation generally inci-
dental to their business. Legal counsel have advised that the
Corporation and its subsidiaries have meritorious defenses or
are covered by insurance, and that the ultimate liability, if
any, will not be significant. In the opinion of management,
disposition of these matters will not materially affect the
consolidated financial position of the Corporation and its
subsidiaries.

11 Quarterly Financial Data. The selected unaudited quar-
terly financial data for 1977 and 1976, presented on
page 39 of the 1977 annual report, is incorporated herein
by reference.

Report of Independent
Certified Public Accountants

The Stockholders of Northwest Bancorporation:

We have examined the consolidated statements of financial
condition of Northwest Bancorporation and subsidiaries and
the statements of financial condition of Northwest Bancorpo-
ration (Corporation only) as of December 31, 1977 and 1976,
and the related statements of income, stockholders™ equity,
and changes in financial position for the years then ended.
Our examinations were made in accordance with generally
accepted auditing standards, and accordingly included such
tests of the accounting records and such other auditing pro-
cedures as we considered necessary in the circumstances.

In our opinion, the aforementioned financial statements pre-
sent fairly the consolidated financial position of Northwest
Bancorporation and subsidiaries and the financial position of
Northwest Bancorporation (Corporation only) at December
31, 1977 and 1976 and the resulis of their operations and the
changes in their financial position for the years then ended,
in conformity with generally accepted accounting principles
applied on a consistent basis.

PEAT, MARWICK, MITCHELL & CO.

Minneapaolis, Minnesota
January 23, 1978




Quarterly Financial Information

CONSOLIDATED STATEMENTS OF INCOME

(In millions of dollars) 1977 Quarters B 1976 Quarters

Fourth Third Second First Fourth Third Second First
Total interest income ............... $ 170.8 154.2 144.8 136.5 139.7 129.9 124.8 121.2
Total interest expense . .............. 94.2 87.0 81.2 75.5 75.0 711 67.9 65.9

Net interest income ............... 76.6 67.2 _63.6 _61.0 64.7 58.8 56.9 553
Provision for loan losses ............. 4.3 4.8 4.5 4.3 53 4.4 4.2 3.9
Non-interest income ................. 17.5 23.2 21.6 20.6 18.0 17.8 17.0 19.6
Non-interest expenses ............... 61.8 57.4 55.5 54.4 55.0 49.8 49.2 49.4

Income before income taxes

and securities transactions ....... 28.0 28.2 25.2 22.9 22.4 22.4 20.5 21.6
Applicable income taxes ............. 6.8 7.4 6.8 5.3 4.9 5.4 4.2 a4
Minority: interest oov v cvnnmmas v v .7 .6 3 3 4 4 4 4
CONSOLIDATED INCOME BEFORE

SECURITIES TRANSACTIONS ...... 20.5 20.2 18.1 17.3 1731 16.6 15.9 16.1
Net income attributable to

acquisition of First National Bank,

Fort Dodge; [owa o o davinas s - 1.0 - - - — - - -
Net gains (losses) on securities ....... (.5) (.1) (.2) (.1) . ) 1 (2 =
CONSOLIDATED NET INCOME ....... $ 21.0 20.1 17.9 17.2 16.9 16.7 157 16.1
PER SHARE OF
COMMON STOCK*

Consolidated income before

securities transactions ........... $ .80 .80 72 .68 67 .66 .63 .67

Net inCome: wwn o sonmes o5 Faaames & .79 .79 .71 .68 .66 .67 .62 .67

Dividends paid ................... .26 .24 .24 .24 222 2215 21 21V
TAX EQUIVALENT INTEREST YIELDS AND RATES**

Investment securities ................ 8.12% 7.98 7.85 7.79 7.89 8.04 8.01 8.18
Money market investments ........... 5.22 6.35 6.56 5.81 oL 5.73 5.61 5.77
Trading account securities, net*** ., .. 14,19 9.27 8.80 9.69 6.09 5.30 6.24 5.27
Totallloans; neti:ve v swmvniis o sninm 9.18 8.98 8.85 8.74 8.89 8.94 8.79 8.78
Direct lease financing ............... 16.67 14.95 14.52 14.14 16.73 16.36 16.87 16.51

Total earning assets ............. s 8.71 8.62 8.51 8.40 8.41 8.54 8.42 8.44
Total time deposits .. ................ 5.95 5.80 5.73 5.68 BT 5.82 5.75 5.85
Short-term borrowings ............... 6.04 5.94 5.29 4.81 5.13 5.43 5.18 5.05
Long-termdebt ..................... 7.33 7.33 7.34 7.34 7.32 7.05 6.99 6.97

Total time deposits, short-term

borrowings, and long-term debt ... 6.02 5.88 5.72 5.61 573 5.79 5.70 5.78
Yield spread ....................... 2.69% 2.74 2.79 279 2.68 2.75 2.72 2.66
Interest expense to earning assets .. .. 4.58% 4.43 4.31 4.18 4.24 4.25 4.16
Net interest income to earning assets. , . 4.13% 419 4.20 4.22 417 4.29 _4.26 4.26
STOCK PRICE AND VOLUME*

Market price range ................. $2518-211a 25%-22% 257.-23%. 28%-247 28%-22%s 27%-24Y2 263%4-24 242-21%
Average monthly volume . ............ 230,967 250,867 275,933 231,600 332,933 327,000 270,933 264,600

*Adjusted to reflect the two-for-one stock split on May 17, 1977.
**Yields and rates for the fourth quarter of 1977 exclude the accounts of the First National Bank, Fort Dodge, lowa.
***Yields exclude income from profits and commissions.
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Five Year Consolidated Financial Summary

R T TR T RS S N e B T T A e e R T S, M e A S S T S S T R S T

CONSOLIDATED STATEMENTS OF INCOME

5Yr. % Change
Growth 1977 over
Rate 1976
12.8% 18.6%
12.0 21.9
13.4 15.3
38.7 —
12,9 16.3
7-5 (59.3)
7.5 11.2
Tal 9.6
25.4 40.8
16.6 (15.8)
15.4 151
13.2 14.3
13.1 12.6
13.9 141
14.8 11.5
13.7 13.4
13.0 201
5.0 36.2
18.4 17.5
6.5 12.5
13.2 17.4
13.7 16.5
10.4% 14.1%
10.2 13.4
¥ 6.2 12.0
9.2 9.6

(In millions of dollars) 1977 1976 1975 1974 1973
Interest income — tax equivalent basis ............ $ 666.9 562.4 519.3 519.7 411.8
Interest exXpense ........... i 341.2 279.9 261.2 293.9 216.7
Net interest income . .......... .. ... i, 325.7 282.5 258.1 225.8 195.1
Provision for loan losses ............. .. 0oviunnn 17.8 17.8 15.7 10.8 5.7
Net interest income after provision
for |oan I08SeS & . o i o oiens &8 € & vaames 307.9 264.7 242.4 215.0 189.4
Non-interest income:
Trading account securities profits
and COMMISSIONS wves s o at T ou 4 o waaaisians 2.4 5.9 3.9 4 1.8
Trust department income ...............ovnunn. 19.9 17.9 15.4 14.9 14.9
Service charges on deposit accounts ............ 14.8 135 12.9 12.4 11.0
Other fees and service charges .................. 41.4 29.4 22.4 18.6 16.7
Other operating iNnCOMe .. ..............oouennn. 4.8 57 6.3 4.2 2.6
Total non-interestincome . ............c0iuunn. 83.3 72.4 60.9 50.5 47.0
Non-interest expense:
Salaries and employee benefits . ... ............. 126.1 110.3 99.0 86.3 76.7
Occupancy expenses, net .................0.v.n 18.8 16.8 15.6 13.2 11.5
Furniture and equipment expenses ............... 22.7 19.9 16.5 14.3 13.5
Other operating exXpenses ; .: «yaws iy i cvivalaess is 63.0 56.4 51.8 447 36.2
Total non-interest expenses ...........cc00vuu- 230.6 203.4 182.9 _158.5 1379
Income before income taxes and
securities transactions ............ ... ..., 160.6 133.7 120.4 107.0 98.5
Less:
Applicable incometaxes ......... ... 26.7 19.6 20.5 19.7 22.0
Tax equivalent adjustment .................... 55.0 46.8 39.9 34.3 28.1
Minority inberest o v v nmvvin o esmmmsiien s 1.8 18 1.7 1.6 1.4
CONSOLIDATED INCOME BEFORE
SECURITIES TRANSACTIONS . ................ 771 65.7 58.3 51.4 47.0
Net:SecUritIes: [0SE08 < wu s smimimion wn o wimiesisns et (9 (.3) (.9) (1.0) (1.4)
CONSOLIDATED NETINCOME .................. $ 76.2 65.4 574 50.4 456
PER SHARE OF COMMON STOCK*
Consolidated income before
securities transactions*® . .. ... ... ... e, $ 3.00 2.63 2.47 2.18 2.00
Consolidated netincome™™ ..............cccovunn. 2.97 2.62 2.43 213 1.94
Dividends DAl . cusoans we semmmasiets i e o .98 872 .82 .80 AT
Stockholders’ equity at year-end . ................ 22.53 20.56 18.65 17.05 1572
Market price range during year ................. 28%-21% 28%-21% 237%-17 327-115% 33%-2634
Weighted average number of shares
outstanding (in thousands) .........vovuveian o 25,694 24,986 23,638 23,628 23,551
*Adjusted to reflect the two-for-one stock split in May 1977.
**Based upon the weighted average number of shares outstanding.
RATIOS
Consolidated income before securities
transactions to:
Average stockholders’ equity .................. 14.0% 13.4 13.8 13.3 13.3
Average assets . ... .. .87 .86 .84 .78 .80
Net loan losses to average totalleans ............ .24 42 a1 .29 120
Total capital funds to average assets .............. 9.0 8.8 8.4 8.2 8.2
Loans to average earning assets ................. 64.6 64.0 67.0 71.0 70.5
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LOANS
(In millions of dollars)
1977 1976 1975 1974 1973
Real estate mortgages:
Secured by residential properties:
Insured or guaranteed by the
U.S. Government or its agencies ............ $ 95 85 80 93 93
Mortgages held forsale ...................... 63 36 32 29 15
Conventional/MOrtgages; . cueaay oo s swomemies e 975 937 783 721 663
Secured by farm and other properties ........... 510 303 321 306 297
Loans to financial institutions ..................... 206 160 176 257 142
Loans for purchasing or carrying
securities (secured or unsecured) ............... 101 102 83 65 68
Commercial and industrial loans .................. 1,886 1,437 1,437 1,409 1,367
AGriEuuraliloans! cuvws ws vusppms o ssmemniing 6w s 581 532 473 421 416
Loans to individuals for household, family
and other consumer expenditures ............... 1,140 987 855 814 783
All other loans (including overdrafts) .............. 97 7 27 59 57
Less unearned discountonloans .................. (104) _(108) (108) (97) _ (85)
Total 08NS . .. oot $5,550 4,548 4,159 4,077 3,816
VALUATION RESERVE FOR LOAN LOSSES
(In millions of dollars)
Balance at the beginning of the year .............. $45.9 46.2 43.0 43.8 45.0
Reserves of acquired banks ...................... 9 — — — 3
Provisions charged to operating expense .......... 17.8 17.8 15.7 10.8 5.7
Déduct loan 108888 . cmsm s s vvamainats i stoniaes o s (15.9) (22.1) (15.9) (13.4) (8.8)
Rocoveries: s in ot soses v o SOnenas B o nasloss 5 & 4.0 4.0 3.3 1.8 186
Netloanlosses ...........coinivivneonnnn (11.9) (18.1) (12.8) (11.6) _(7.2)
Balance at the end of theyear .................... $52.7 _45.9 46.1 43.0 43.8
Valuation reserve for loan losses: o
As a percent of total loans at the end of the year. .. .95% 1.01 1.1 1.05 1.15
As a multiple of net loan losses ................ 4.41x 2.54 3.67 3.99 6.06
LOAN CHARGE-OFFS
(In millions of dollars)
Gross loan charge-offs:
Commercial, industrial, agricultural and other .. ... $ 95 17.3 10.5 9.0 5.9
Rt estate i vo s s v se smesa e e 1.3 .8 8 5 21
CONSUMEE: 5% i suamies & Seuaien it ws Sesiveymes b 3.4 26 3.2 2.8 2.0
Credit: card ... .. v v vh me SR aEaT i 06 ST 1.7 1.4 1.4 h 5 | .8
Net loan charge-offs:
Commercial, industrial, agricultural and other ... .. $ 73 14.5 8.5 8.1 5.1
Roal [OBIAtE o seenmvamiase e it WL S8 SRR - 1.0 W4 .8 5 A
CONSUMBE. s i Vol o Wi Hh sty i 2.3 1.7 22 24 1.4
Gredit: Card: ... ... e 5 5 OTENER B SUTNEY S 1.3 1.2 1.4 9 .6
Net loan charge-off ratio:
Commercial, industrial, agricultural and other .. ... 27% .59 .39 37 .26
REE| T8STAtE 1w s socamnamm v an prmeime s w5 SRR .08 .06 .07 .04 —
CONSUMBE wiow iy ais pevnmy 0% Sr Basisein o5 SRR 9 .28 .26 31 31 .24

Credlit: GATT = o v swvon o 56 Somrrisn o 106 e - 1.09 1.15 1.36 1.27 1.15



Five Year Consolidated Financial Summary

1977 1976
Interest Interest
Income Average Income Average
) Average or Yields Average or Yields
(In millions of dollars) Balance Expense or Rates Balance  Expense or Rates
ASSETS
Investment securities:
UB: TEBASUNY: wivumsaminrss s 5 stinsnsin s sie ¥ asieass vaiedsy w6 95 SovEIanms $ 878 $ 56.7 6.46% $ 675 $ 45.0 6.68%
State, municipal and housing .........ovuiiiiniiniinnnnn, 1,076 102.9 9.56 1,008 93.4 9.27
Federal‘agencies and other .c.cvvan cv vovsmamnn s v s vowie 307 _19.9 6.47 299 20.5 6.85
Total investment securities ....................... 2,261 179.5 7.94 1,982 158.9 8.02
Money market investments .......... .. .. ..., 353 20.6 5.86 299 171 5.73
Trading dccount Securitles; Net™ e s sy emniiseds o o 96 9.6 10.01 88 51 5.78
Loans (net of unearned discount):
Commercial, industrial, agricultural and other ............ 2,735 2321 8.49 2,285 194.1 8.46
Real estate mortgages ............... i 1,364 116.2 8.52 1,202 97.8 8.14
Consumer (installment) l0ans ...........cooiunirvrninenns 926 101.2 10.93 764 85.3 11.15
Total loans . ... ..t e 5,025 _449.5 8.95 4,261 377.2 8.85
Valuation reserve forloans ..............c.cuiriininiinn 51 49
Total loans, net of the valuation reserve ............ 4,974 74,212
DirecElease fINanCing » crewusns o8 Sesimnis & 8 savasimneg & 47 Tl 16.33 25 4.1 16.72
Total earning assets (before the valuation
reserve for loans)/interest income ............... 7,782 _666.9 8.57 6,655 562.4 8.45
Gash and diue from Banks copvs s spsamnnmess & o memsveron 770 706
Other @SSetS ... i i e e 372 315
TORAlASSOIS . oo ins in rosaemnsas G ST $8,873 $7,627
LIABILITIES AND
STOCKHOLDERS’ EQUITY
Demand deposits ......iciiiiiimmn ot ae e iraare e $2,222 $2,063
Time deposits:
RegularSaVings suaa s maniminsas v Sanemees s Sosatss = o 1,791 89.2 4.98 1,502 74.7 497
Savings certificates ......... . ... i 1,841 122.4 6.65 1,622 106.3 6.55
Cortificatesi of deposit’ . vumares o sewmmnver oF 8 B s et s 755 43.6 5.78 665 39.6 5.95
Other time deposits . ...t i 252 13.8 5.44 _ 180 6.6 5:12
Totalitime deposSES s o v wawsmmmess s mpEes 4,639 269.0 5.80 3,919 227.2 5.80
Short-term borrowings . ........ i e 988 55.1 5.58 780 40.8 5.23
Longstemm: debt - cocani in sawmany i cvsssem v 6 pebaseEen 233 171 7.33 168 11.9 7.08
Total time deposits, short-term borrowings
and long-term debt/interest expense............. 5,860 341.2 5.82 4,867 279.9 £.75
Other HABIlINESs: & i wsinin i1 15, 55505 55 i finmism eiomse i s agsis-ssis 226 193
MInority INTerest cuuum si va vemems o v w0 o SEIEEY 14 12
Stockholders’ equity ... ... 551 492
Total liabilities and stockholders’ equity ............ $8,873 $7,627
Net interest income . ... ... . ... . i $325.7 $282.5
Yield Spredt] © coerms: o pe e 1% I8 50 STTRY IR 0 b seeegesce 2.75% 2.70%
Interest expense to earning assets ........................ 4.39% 4.21%
Net interest income to earning assets ...................... 4.18% 4.24%

*Yields exclude income from profits and commissions.




1975

1974

1973

Interest Interest Interest
Income Average Income Average Income Average
Average or Yields Average or Yields Average or Yields
Balance Expense or Rates Balance Expense or Rates Balance Expense or Rates
$ 364 $ 26.3 7.21% $ 329 $ 215 6.55% $ 471 § 27.8 5.91%
884 79.4 8.98 784 68.6 8.75 681 56.4 8.28
277 20.0 7.25 227 16.6 7.33 149 9.8 6.58
1,525 125.7 8.25 1,340 106.7 7.97 1,301 94.0 7.22
350 223 6.38 235 24.6 10.47 136 12.6 9.26
81 6.1 7.45 48 3.3 6.83 45 3.2 7.09
2,171 194.4 8.95 2,237 225.5 10.08 1,991 164.5 8.26
1,139 92.3 8.11 1,095 88.5 8.08 987 77.0 7.79
6917 75.4 10.92 664 69.2 10.43 582 59.5 10.22
4,001 362.1 9.05 3,996 383.2 9.59 3,560 301.0 8.46
45 43 44
_§,7956_ 3,953 3,516
o 18 3.1 16.77 12 1.9 15.91 7 1.0 14.36
_5!%5 5193 8.69 5,631 519.7 9.23 5,049 411.8 8.16
668 688 643
317 286 203
$6,91 5 $6,562 §5,851
$1,965 $1,946 $1,878
1,115 55.6 4.99 894 446 4.99 793 37.0 4.67
1,476 94.8 6.42 1,396 86.4 6.19 1,312 76.1 5.80
817 55.9 6.85 788 74.1 9.41 559 40.8 7.30
131 7.5 5.75 131 9.6 7.29 116 5.9 5.07
3,539 213.8 6.04 3,209 214.7 6.69 2,780 159.8 5.75
626 371 5.93 696 69.2 9.94 595 48.7 8.18
147 103 6.97 144 10.0 6.94 o 119 8.2 6.87
4,312 261.2 6.06 4,049 293.9 7.26 3,494 216.7 6.20
204 171 117
11 10 9
423 386 353
$6,015 $6.562 $5.851
$258.1 $225.8 $17951
2.63% 1.97% 1_9§‘V£
4.37% 5.22% 4.29%
4.32% 4.01% 3.87%

Average Balance

5 Year % Change
Growth 1977 Over
Rate 1976
10.5% 30.1%
12.3 6.7
25.2 2.7
12.9 141
24.3 18.1
22.4 9.1
12.7 19.2
10.3 13.5
12.8 21.2
12.0 17.9
2.5 4.1
122 18.1
88.0 88.0
12.9 16.9
3.1 9.1
17.5 18.1
1241 16.3
4.2 7.7
20.3 19.2
8.4 13.5
17.9 13.5
16.0 93.8
14.2 18.4
24.8 26.7
31.2 38.7
16.1 20.4
15.9 171
9.2 16.7
1.3 12.0
121 16.3
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Deposits and Income by Geographic Area
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Consolidated banks, before intercompany eliminations
(In thousands of dollars)
Number of Income Before
Banking Average Deposits Securities Transactions
Offices 1977 % of Total 1977 % of Total
Minneapolis and St. Paul Metropolitan Area 20 $2,488,012 35.8% $28,493 36.9%
Other Minnesota and Wisconsin 33 1,396,534 201 15,385 19.9
lowa 25 855,225 12.3 7,996 10.3
South Dakota 35 746,626 10.8 9,132 11.8
Nebraska 5 544,274 7.8 5,446 7.0
North Dakota 9 474,508 6.8 5,764 7]
Montana 8 444,314 6.4 5,068 6.6
Total 135 $6,949,493 100.0% $77,284 100.0%




Affiliated Banks

Name of Bank

Managing Officer
February 1, 1978

Deposits

December 31, 1977
(In thousands of dollars)

MINNESOTA Twin Cities

Metropolitan Area
Minneapolis

Bloomington
Hastings
Hopkins
Jordan
Maple Grove
St. Paul

South St. Paul
Stillwater

Other
Minnesota Banks
Albert Lea
Austin
Dawson
Dodge Center
Duluth

Ely

Eveleth
Faribault
Fergus Falls
Grand Rapids
Hoyt Lakes
Litchfield
Luverne
Mankato
Marshall
Montevideo
Moorhead
Northfield
Ortonville
Owatonna
Red Wing
Redwood Falls

Northwestern National Bank
Midland National Bank

Camden Northwestern State Bank
Central Northwestern National Bank
Second Northwestern National Bank
Third Northwestern National Bank
Fourth Northwestern National Bank
Fifth Northwestern National Bank
Northwestern National Bank Southwest
Northwestern National Bank
Northwestern National Bank
Northwestern State Bank
Northwestern State Bank Northwest
Northwestern National Bank
Northwestern State Bank
Northwestern National Bank
Northwestern State Bank

TOTAL — TWIN CITIES METROPOLITAN AREA

First Northwestern National Bank
Northwestern State Bank
Northwestern State Bank
Northwestern State Bank

First National Bank

First Northwestern National Bank
First Northwestern National Bank
First Northwestern National Bank
Northwestern National Bank
First Northwestern National Bank
First Northwestern National Bank
Northwestern National Bank
Northwestern State Bank
Northwestern National Bank
First Northwestern National Bank
Northwestern State Bank

First National Bank

Northwestern State Bank
Northwestern State Bank
Northwestern National Bank
First Northwestern National Bank
First Northwestern National Bank

John W. Morrison, Chairman
Harry C. Benson, President
Harold D. Jensen, President
Ralph A. Emerson President
Don W. Zollars, President
Charles A. Russell, President
W. Merton Dresser, President
John R. Cochran, President
Eugene G. Precht, President
Richard P. Pike, President
William D. Wilkening, President
Ronald L. Schmeits, President
E. James Heig, President

G. Richard Slade, President
Marvin L. Ellison, President
Robert S. Branham, President
James C. Graham, President

Carroll C. Bergerson, President
John S. Lasher, President
Charles L. Kretchman, President
Lowell Q. Grasdalen, President
Dennis W. Dunne, President
Joseph R. Pellikka, President
Robert P. Hatten, President
Richard W. Peavey, President
Robert D. Phillips, President
Douglas J. Gallop, President
Roger L. Pagel, President
Roger O. DeBoer, President
Gerald V. Wethor, President
George W. Sugden, President
John T. Suedbeck, President
Lyle F. McCormick, President
Douglas M. Johnson, President
Wilmer C. Brosz, President
Elwood A. Throndrud, President
Kenneth E. Wilcox, President
Norman J. Sampson, President
Charles A. Thorkelson, President

$1,767,587
161,543
59,718
98,510
35,631
48,439
42,271
65,901
133,770
42,440
74,147
11,312
31,994
235,693
52,473
67,083
12,227
2,940,739

39,735
34,733
19,610
14,471
179,014
26,416
17,694
56,234
52,404
46,686
9,853
28,159
22,295
72,704
63,841
28,640
77,947
22,389
17,333
55,760
30,753
37,056
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Affiliated Banks

Name of Bank

Managing Officer
February 1, 1978

Deposits

December 31, 1977
(In thousands of dollars)

MINNESOTA
Rochester Northwestern National Bank Frederick T. Hubbard, President $ 118,785
St. Cloud  Northwestern Bank and Trust Co. Jerry J. Kigin President 42,031
Sauk Rapids Northwestern State Bank Ronald J. Havlik, President 27,690
Silver Bay First Northwestern State Bank J. A. Dorman, President 10,160
Slayton  Northwestern State Bank Palmer A. Hoffland, Jr., President 18,777
Thief River Falls  First Northwestern State Bank George W. Schwartz, President 39,728
Tracy  Northwestern State Bank Wendell H. Anderson, President 27,730
Two Harbors  First Northwestern National Bank Arnold P. LeClair, President 18,319
Virginia  Northwestern State Bank John R. Oltmanns, President 65,732
Winona  First Northwestern National Bank Curtis H. Holmquist, President 68,502
TOTAL — OTHER MINNESOTA BANKS 1,391,181
TOTAL — MINNESOTA 4,331,920
IOWA
Bettendorf  Bettendorf Bank and Trust Company Ralph U. Heninger, Chairman 46,466
Denison First Northwestern National Bank Joseph G. Vaage, President 20,287
Des Moines  lowa-Des Moines National Bank John R. Fitzgibbon, Chairman 545,180
Fort Dodge First Naticnal Bank Earl J. Underbrink, President 72,562
Keokuk  Security State Bank Richard A. Bishop, President 22,179
Mason City First National Bank Jack W. Nielsen, President 97,918
46 Ottumwa  First National Bank John S. Zdychnec, President 45,495
Sioux City  Northwestern National Bank Stanley W. Evans, President - 115,343
TOTAL — IOWA 965,430
SOUTH DAKOTA
Aberdeen First National Bank Allan M. Severson, President 210,507
Rapid City First National Bank of the Black Hills Charles T. Undlin, President 229,909
Sioux Falls Northwestern National Bank Charles P. Moore, President 287,476
Watertown First National Bank Robert H. Walrath, President 53,118
TOTAL — SOUTH DAKOTA 781,010
NEBRASKA
Hastings  First National Bank Norman G. Nackerud, President 101,743
Norfolk  Northwestern National Bank Tim V. Stern, President 28,920
Omaha  United States National Bank Donald J. Murphy, Chairman 300,843
Northwestern National Bank Edward A. Kohout, President 98,412
Center Bank Harold M. Walton, President 61,926
TOTAL — NEBRASKA 591,844
NORTH DAKOTA
Bismarck Dakota Northwestern Bank N.A. A. Ned Mayer, President 95,463
Fargo First National Bank Robert D. Harkison, President 98,148
Grafton First National Bank Raymond A. Charlton, President 35,243
Hillsboro Northwestern State Bank Harry Eisenbeis, President 20,298
Jamestown First National Bank Daniel P. Schorsch, President 45,470
Mandan First Northwestern National Bank James E. Noonan, President 52,400
Minot  First National Bank George M. Johnson, President 92,348
Valley City Northwestern National Bank Kent B. Cummings, President 31,760
Wahpeton First National Bank Norman K. Christensen, President 32,201
TOTAL — NORTH DAKOTA 503,331



Affiliated Banks

Name of Bank

Managing Officer
February 1, 1978

Deposits

December 31, 1977
(In thousands of dollars)

MONTANA
Anaconda/Butte First National Bank William R. Tait, President $ 59,097
Billings First Northwestern National Bank Albert F. Winegardner, Jr., President 111,224
Dillon First Northwestern National Bank Robert G. Mountain, President 19,619
Great Falls Northwestern National Bank Dale W. Anderson, President 104,001
Helena Northwestern Bank William B. Andrews, President 78,415
Kalispell First Northwestern National Bank Victor H. Lohn, President 53,610
Lewistown  Northwestern Bank Warren H. Will, President - 35852
TOTAL — MONTANA 461,818
WISCONSIN . _
La Crosse First National Bank Duane W. Ring, President - 94,205
TOTAL — ALL SEVEN STATES $7,729,558"

“Before elimination of intercompany deposits.

Other Affiliated Companies

Financial Services Companies

Banco Financial Corporation

Banco Mortgage Company

Northwest Agricultural Credit Company

Trust Companies

First Northwestern Trust Co. of Nebraska
First Northwestern Trust Co. of North Dakota
First Northwestern Trust Co. of South Dakota
Northwestern Union Trust Co.

Small Business Investment Companies
Northwest Growth Fund, Inc. (569 Owned)
Subsidiary: Cascade Capital Carporation

Bank Service Companies

Banco Credit Life Insurance Company
South Side Insurance Agency

Union Investment Company

Banco Incorporated

Banco Properties, Inc.

Northwest Computer Services, Inc.

Subsidiaries, Northwestern National
Bank of Minneapolis
Canadian American Bank, S.A.

Lease Northwest
Northwest International Bank
Northwestern Trust Company

Joint Venture of Northwestern National Bank of
Minneapolis, lowa-Des Moines National Bank,
United States National Bank of Omaha
BancNorthwest

Managing Officer

Clarence A. Adams, President
David W. Beal, President
Gary A. Hermann, President

H. David Neely, President
Merton A. Bobo, President
Orley Rath, President
James H. Dion, Chairman

Robert F. Zicarelli, President
Robert F. Zicarelli, President

Arthur F. Rossberg, President
Clifford W. Olson, President
Arthur F. Rossberg, President
Roger N. Carolus, President
John H. Beal, President
Frank S. Powell, President

Jackson L. Schutte,
Managing Director

Daniel A. Leclerc, President

James W. Johnson, President

Richard J. Schneebeli, President

Robert C. Brown, President

Principal Office
Minneapolis, Minnesota
Minneapolis, Minnesota
Sioux Falls, South Dakota

Omaha, Nebraska

Fargo, North Dakota
Sioux Falls, South Dakota
Helena, Montana

Minneapolis, Minnesota
Portland, Oregon

Minneapolis, Minnesota
Minneapolis, Minnesota
Minneapolis, Minnesota
Minneapolis, Minnesota
Minneapolis, Minnesota
Minneapolis, Minnesota

Luxembourg

Rep. Office: London, England

Minneapolis, Minnesota
Minneapolis, Minnesota
New York, New York

Minneapolis, Minnesota
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Primary Function
Secured financing
Mortgage banking
Agricultural financing

Reinsurer of credit life insurance
Insurance agency

Insurance agencies

Audit services to affiliates

Bank building services to affiliates
Data processing services to affiliates

International banking

Lease financing

International financing

Security clearance, safekeeping and
stock transfer

Municipal bond underwriting
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Directors

H. Brewster Atwater, Jr.

(1973) President, General Mills, Inc.
(Foods, Specialty Chemicals, Fashions,
Crafts, Games and Toys), Minneapolis,
Minnesota

Judson Bemis

(1967) Chairman of the Executive
Committee, Bemis Company, Inc.
(Packaging, Graphic Arts, Texliles and
Specialty Papers), Minneapolis, Minnesota

David A. Christensen

(1977) President and Chiet Executive
Officer, Raven Industries, Inc.

(Developer and Manutacturer of Balloons
and Blimps, Outdoor Sportswear,
Agricultural and Chemical Storage Tanks,
and Electronic Systems), Sioux Falls,
South Dakota

Fredric H. Corrigan

(1966) Chairman of the Executive
Committee, Peavey Company (Food-
Specialty Retailing), Minneapolis,
Minnesota

D. Michael Curran

(1969) President, Curran Oil Company
(Oil Production and Real Estate),
Great Falls, Montana

Kenneth N. Dayton

(1977) Chairman, Execulive
Committee, Dayton Hudson Corporation
(Retailing), Minneapolis, Minnesola

Thomas Hancock

(1972) Chairman and Chiel Executive
Officer, The Trane Company
(Manutacturer of Air Conditioning and
Heat Transter Equipment), La Crosse,
Wisconsin

William A. Hodder

(1971) President, Donaldson Company,
Inc. (Manufacturer of Engine Filters and
Nojse Abatement Equipment),
Minneapolis, Minnesota

George C. Howe, Jr.

(1973) President - Managing Partner,
Howe Farms (Farming),

Casselton, North Dakota

M. Joseph Lapensky

(1978) President, Northwest Airlines, Inc.

(Air Transportation), St. Paul, Minnesota

Sylvester Laskin

(1971) Chairman of the Board and Chiel
Executive Officer, Minnesota Power &
Light Company (Electric Utility),

Duluth, Minnesota

Jack A. MacAllister

(1975) President, Northwestern Bel!
Telephone Company (Communications),
Omaha, Nebraska

John A. McHugh

(1976) President and Chief Operating
Officer, Northwestern National Bank,
Minneapolis, Minnesota

Donald G. McNeely
(1956) President, Space Center, Inc.
(Logistics), St. Paul, Minnesota

Wilbur C. Miller
(1973) President, Drake University,
Des Moines, lowa

John W. Morrison

(1976) Chairman of the Board and
Chiel Executive Officer, Northwestern
National Bank, Minneapolis, Minnesota

Thomas S. Nurnberger
(1970) Executive Vice President, ‘
American Telephone and Telegraph Co.

(Communications), New York, New York ;

John S. Pillsbury, Jr. |
(1963) Chairman of the Board, i
Northwestern National Lite Insurance ‘
Company, Minneapolis, Minnesola

Gerald Rauenhorst

(1971) President, Rauenhorsi
Corporation (Industrial Development and
Contractor), Minneapolis, Minnesota

Henry T. Rutledge
(1965) Retired Chairman, Northwest
Bancorporation, Minneapolis, Minnesota

Harriet W. Sheridan
(1977) Dean of the College, Carleton
College, Northfield, Minnesota

Edson W. Spencer

(1974) President and Chief Executive
Officer, Honeywell Inc. (Control
Equipment Manufacturer), Minneapolis,
Minnesota

William H. Spoor

(1975) Chairman and Chiet Executive
Officer, The Pillsbury Co. (Diversified
Food Company), Minneapolis, Minnesota
Richard H. Vaughan

(1971) President, Northwest
Bancorporation, Minneapolis, Minnesota

*Year first elected shown in parentheses

Committees of the Board

Audit and Examination Committee
Sylvester Laskin, Chairman

D. Michael Curran, Vice Chairman
H. Brewster Atwater, Jr.

David A. Christensen

Thomas Hancock

Thomas S. Nurnberger

Gerald Rauenhorst

Harriet W. Sheridan

Finance and Investment Committee
Thomas Hancock, Chairman

H. Brewster Atwater, Jr., Vice Chairman
D. Michael Curran

Sylvester Laskin

John W. Morrison

Thomas S. Nurnberger

John S. Pillsbury, Jr.

Gerald Rauenhorst

Henry T. Rutledge
Richard H. Vaughan, member ex officio

Personnel and Salary Committee
John S. Pillsbury, Jr., Chairman
Fredric H. Corrigan, Vice Chairman
Judson Bemis

Jack A. MacAllister

Donald G. McNeely

Wilbur C. Miller

Edson W. Spencer

William H. Spoor

John W. Morrison, Advisor
Richard H. Vaughan, Advisor

Planning and Strategy Committee
Judson Bemis, Chairman

George C. Howe, Jr., Vice Chairman
David A. Christensen

William A. Hodder
John A. McHugh
Wilbur C. Miller
Harriet W. Sheridan
Edson W. Spencer
William H. Spoor

Richard H. Vaughan, member ex officio

Real Estate Committee

Donald G. McNeely, Chairman
William A. Hodder, Vice Chairman
Fredric H. Corrigan

George C. Howe, Jr.

Jack A. MacAllister

John A. McHugh

Henry T. Rutledge

Richard H. Vaughan, member ex officio
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BANCO

Officers

Richard H. Vaughan, President
Chester C. Lind, Executive Vice President

Walter C. Johnson, Executive Vice
President

Banking

Daniel G. Beck, Senior Vice President
Gerald M. Kanne, Senior Vice President
Merle D. Borchers, Vice President

W. Warren DeKrey, Vice President
James A. Loehr, Vice President

William S. Solberg, Vice President

Control and Operations

Ronald D. McLellan, Senior Vice
President and Controller

Roger D. Bryan, Vice President

Donald N. Smith, Vice President

John S. Strom, Vice President

William J. Brechtel, Assistant Controller

Bernie Renander, Assistant Vice
President

Gary A. Bourg, Systems Officer

Robert A. Kramer, Accounting Officer
Robert F. Ostrowski, Purchasing Officer
Richard Swanberg, Systems Officer

Audit
Roger N. Carolus, Chief Auditor

Corporate Analysis and Development
Thomas V. Markle, Senior Vice President

Human Resources

Glen M. Smyth, Senior Vice President
John W. Kent, Vice President

Rian J. Tellor, Vice President

Dean H. Hoppe, Assistant Vice President

James H. Treanor, Assistant Vice
President

Howard H. Ambarn, Personnel Officer
Ann E. Carr, Personnel Officer
Kenneth J. Vegors, Personnel Officer

Investments

LeRoy F. Piche, Senior Vice President

Ronald R. Hedger, Assistant Vice
President

Anita M. Johnson, Assistant Vice
President

Robert A. Schuette, Assistant Vice
President

Patricia D. Hovanetz, /nvestment Officer

Law and Government Relations

Jack W. Greene, Vice President, Law
John M. Dickerson, Secretary

Donn L Waage, Assistant Vice President

Loan Administration

Charles T. McGarraugh, Senior Vice
President

John H. Olson, Senior Vice President

Allan L. Grefe, Vice President and
Chief Examiner

Darryl D. Hansen, Assistant Vice
President

John C. Roise, Assistant Vice President

Daniel R. Gasper, Credit Officer and
Documentation Specialist

Marketing
Carl W. Olson, Senior Vice President
Thomas E. Dolan, Vice President

Roger J. Forbord, Assistant Vice
President

Berardino R. Lanzi, Assistant Vice
President

Charles S. Neerland, Assistant Vice
President

Diane Leverenz, Marketing Officer

Thomas J. Scanlon, Director,
Advertising Services

Planning
Peter R. Spokes, Vice President

John P. Sampson, Assistant Vice
President

Treasurer

John M. Eggemeyer, Vice President &
Treasurer

Alfred L. Koelzer, Assistant Treasurer

Trust
Myron C. Carlson, Vice President
Thomas H. Ogg, Assistant Vice President
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