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Information About the
Company's Common Stock

The Company's Common Stock is traded on the OTC
Bulletin Board under the symbol NDHI. The Company's
stock began trading on the OTC Bulletin Board on
November 7, 1997. On December 31, 2001, the closing
price of the Company's Common Stock on the OTC
Bulletin Board was $.89 per share. At February 15,
2002, there were approximately 787 shareholders of
record. In addition, the Company estimates that there are
approximately 359 beneficial shareholders whose shares
are held in street name and 428 registered shareholders.

The following table sets forth the high and low bid prices
for the Company's Common Stock provided by The
NASDAGQ Stock Market, Inc.

2001 2000
Fiscal Year Fiscal Year
Quarter High Low High Low
First Quarter $1.188 $.656 $.812 $.438
Second Quarter 930 .625 938 594
Third Quarter 920 770 838  .656
Fourth Quarter 960 700 875 512

The quotations reflect interdealer prices, without retail
mark-up, mark-down or commission, and may not
represent -actual transactions. The Company has not
paid a dividend with respect to its Common Stock nor
does the Company anticipate paying dividends in the
foreseeable future.
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To Qur Shoreholders

' Fellow Shareholders:

‘ Ample cash flow from operations com-
i| bined with cash on hand and from financing
1| allowed for ND Holdings, Inc. (NDEI) to work
| its game plan in 2001 despite a tough econom-
|| ic environment. NDHI reviewed numerous
!| business opportunities and negotiated with sev-
|| eral entities before signing an agreement to
|| acquire Capital Financial Services, Inc. (CFS).
|| CFS booked approximately $6.5 million in rev-
|| enues for the past year. NDHI will operate CFS
| intact within its group of companies and work
|| toward growing the entire complex. More
information on the transaction can be found
| within.

During the year shares of NDHI traded
between $1.18 and $.62, exceeding the high for
the previous year. The quarterly low posted
price was also higher than the year before. This
|| was due in part to several actions affecting
i| share price. First, during the first quarter, the
|| Company repurchased for cash approximately
800,000 NDHI shares through a tender offer at
$1.25 per share. Secondly, during the year, the
1| Company made periodic open market purchas-
| es of 260,000 additional shares of common
U| stock for $221,472 with cash on hand to take
advantage of low prices and to provide support
.| for the stock. These purchases were carried out
1| pursuant to a share buyback program author-

T

ized by the board of directors in 1997 whereby up
to $2,000,000 could be used to repurchase shares
on the open market.

Additionally, an individual investor reported
that he had acquired over 5% of the outstanding
shares of NDHI during the year at varying prices.
That position has since been increased to over
8%.

EBITDA (earnings before interest, taxes,
depreciation, and amortization) remained positive
despite a reported bottom-line loss of $299,828
for 2001. EBITDA for the year came in at
$1,190,220 or $.18 per share. Please refer to
"Financial Highlights" near the back of this report
for EBITDA and other comparisons.

Since the Company has been successful in
merging or acquiring companies or assets in the
financial services industry, NDHI has resolved to
heighten its activities in this arena. Accordingly,
a "merger/acquisition team" has been assembled
to review more possibilities on an ongoing basis.
NDHI has been exposed to innumerable "targets"
in our range of possibility and we are already
looking beyond the deals on the books for more
potential.

With more emphasis being placed in the area
of mergers and acquisitions, management has
been realigned in order to spread responsibilities
and to tap available talent. Accordingly, Dick
Olson was elected president and director of
NDHI. He will guide the daily activities of the
company and also play a part in our quest for
acquisitions. Dick is very capable and experi-
enced in managing company business. We wish
Dick the best in his new assignments!

Lestot

Robert E. Walstad
Chairman, CEOC




The Business of ND Holdings, Inc.

D Holdings, Inc. ("the Company”) is a holding company primarily engaged, through various subsidiaries, in

providing investment management, distribution, shareholder services, fund accounting and other related
administrative services to the open-end investment companies known as "Integrity Mutual Funds" and "Ranson Managed
Portfolios,” hereinafter collectively referred to as "the Funds." Integrity Mutual Funds currently consists of five (5) open-
end investment companies including ND Tax-Free Fund, Inc.("ND Tax-Free Fund"), Montana Tax-Free Fund,
Inc.("Montana Tax-Free Fund"), South Dakota Tax-Free Fund, Inc. ("South Dakota Tax-Free Fund"), Integrity Fund of
Funds, Inc. ("Integrity Fund of Funds") and Integrity Small-Cap Fund of Funds, Inc. ("Integrity Small-Cap Fund of
Funds"). Ranson Managed Portfolios consists of one open-end investment company containing four (4) separate portfo-
lios including The Kansas Municipal Fund, The Kansas Insured Intermediate Fund, The Nebraska Municipal Fund, and
The Cklahoma Municipal Fund. Sales of Fund shares are marketed principally in Montana, Kansas, Oklahoma, North
Dakota, Nebraska and South Dakota. The Company also sells mutual funds and insurance products through another
wholly-owned subsidiary, ARM Securities Corporation ("ARM Securities'"), and prospectively through Capital Financial
Services, Inc. ("CFS"), which the Company acquired in January of 2002. The Company has also become involved as an
internet provider with a majority ownership in Magic Internet Services, Inc. {"Magic Internet"). The Company continues
to review acquisition opportunities in other industries involving management services and information processing.

As of December 31, 2001, total assets under management/service in the Funds was approximately $318.3 million, com-
pared to approximately $336.9 million as of December 31, 2000 and approximately $364.1 million as of December 31,
1999.

The Company has been engaged in the financial services business since 1987. The Company was incorporated September
22, 1987 as a North Dakota corporation by Robert E. Walstad, Chief Executive Officer of the Company. The Company's
offices are at 1 North Main Street, Minot, North Dakota 58703. As of December 31, 2001, the Company had 36 full-time
employees and 7 part-time employees, consisting of officers, investment management, securities distribution, sharehold-
er services, data processing, law, accounting and clerical support staff.

On January 5, 1996, the Company consummated the acquisition (the "Ranson Acquisition") of substantially all of the
assets and liabilities of The Ranson Company, Inc., a corporation organized under the laws of the state of Kansas and
based in Wichita, Kansas. The Ranson Company, Inc. provided investment managemént and related services to the
Ranson Managed Portfolios through its subsidiary, Ranson Capital Corporation ("Ranson"), a registered investment advi-
sor and registered broker-dealer. Ranson Managed Portfolios is an open-end investment company registered with the
Securities and Exchange Commission (the "SEC"). At the time of the Ranson Acquisition, Ranson Managed Portfolios
consisted of three funds: The Kansas Municipal Fund, The Kansas Insured Intermediate Fund and The Nebraska
Municipal Fund, totaling approximately $184 million in assets under management. Subsequent to the Ranson
Acquisition, the Company has managed Ranson Managed Portfolios on a unified basis with its other business. The pur-
chase price paid at the closing of the Ranson Acquisition was $6.2 million and was funded through a combination of exist-
ing cash on hand and bank debt in the amount of approximately $1.5 million. The bank debt was paid in full as of March
1998.

On December 6, 1996, the Company acquired the accounts of the Heartland Nebraska Tax-Free Fund for cash and merged
them into the Ranson Managed Portfolios, The Nebraska Municipal Fund, through an exchange of shares. The Heartland
Portfolio was $10,299,543 in size at the time of the transaction

On May 21, 1999, the Company acquired the accounts of the Lancaster Nebraska Tax-Free Fund for cash and merged
them into the Ranson Managed Portfolios, The Nebraska Municipal Fund, through an exchange of shares. The Lancaster
Portfolio was $12,877,367 in size at the time of the transaction.

Cn October 1, 1999, the Company acquired for cash and common stock 51% control of Magic Internet Services, Inc.
Magic Internet operates as an internet service provider to individuals and businesses in the local calling area.

On May 25, 2000, the Company acquired for cash, ARM Securities Corporation, a broker-dealer engaged primarily in
the sale of mutual funds and insurance products. The broker-dealer supports approximately 60 registered representatives




operating as independent contractors with 23 representatives in a single office in Fresno, CA and the remainder in scat-
tered locations in Minnesota, Iowa and South Dakota.

On September 14, 2001, the Company acquired for common stock, North Dakota Investment Advisors, Inc., a registered
investment advisor authorized to provide investment advisory services in the state of North Dakota for a fee.

On January 15, 2002, the Company acquired all the assets of Capital Financial Services, Inc., a full-service brokerage
firm based in Madison, Wisconsin. The broker-dealer specializes in providing investment products and services to inde-
pendent investment representatives, financial planners, and investment advisors and currently supports approximately 90
investment representatives and investment advisors.

THE COMPANY'S SUBSIDIARIES

The Company derives most of its income from two lines of business, one being the providing of investment manage-
ment, distribution, shareholder services, accounting and related services to the Funds and other clients. The other pro-
vides order processing, regulatory oversight, concession processing, and other related services to registered securities
representatives transacting securities business for their clients. As a result, the Company is economically dependent on
the Funds, the representatives and others for substantially all of its revenue and income. These businesses are conduct-
ed through the wholly-owned subsidiary companies described below. Revenues generated by the subsidiaries support-
ing activities surrounding the Funds are derived primarily from fees based on the level of assets under management.
Revenues generated by the support of securities sales are derived primarily through a sharing of sales concessions paid
by the products being sold to clients. Other business opportunities have been considered.

ND Money Management, Inc.

ND Money Management, Inc. ("ND Money Management") is registered as an investment advisor with the SEC under
the Investment Advisers Act of 1940 (the "Advisers Act"). ND Money Management provides investment advisory serv-
ices under investment advisory agreements with ND Tax-Free Fund, Montana Tax-Free Fund, South Dakota Tax-Free
Fund, Integrity Fund of Funds, and Integrity Small-Cap Fund of Funds. As of December 31, 2001, ND Money
Management managed approximately $135.1 million, representing approximately 42% of the Company's total assets
under management/service.

ND Capital, Inc.

ND Capital, Inc. ("ND Capital”) is registered with the SEC as a broker-dealer and is a member of the National
Association of Securities Dealers, Inc. (the "NASD") and serves as principal underwriter and distributor for ND Tax-
Free Fund, Montana Tax-Free Fund, South Dakota Tax-Free Fund, and Integrity Small-Cap Fund of Funds. ND Capital
earns Rule 12b-1 fees pursuant to Rule 12b-1 plans adopted by each such Fund and contingent deferred sales charges
("CDSCs") from shareholders of such Funds if they redeem their shares within 5 years after their purchase. ND Capital
began as principal underwriter for Investors Research Fund of Santa Barbara, California on December 1, 1998. ND
Capital earned underwriting fees in connection with sale of such Investors Research Fund shares effected by ND
Capital's sales representatives and the underwriter's portion of front-end sales load ("FESLs") in connection with sales
of such shares effected by other broker-dealers. ND Capital earned Rule 12b-1 fees pursuant to Rule 12b-1 plans adopt-
ed by Investors Research Fund. On December 31, 1999, ND Capital terminated the underwriting agreement with
Investors Research Fund due to significant changes in the Fund's structure. As principal underwriter for Integrity Fund
of Funds, ND Capital earns CDSCs from shareholders of the Fund if they redeem their shares within 5 years after their
purchase. ND Capital also earns commission revenue in connection with sales of shares of outside mutual funds and in
connection with effecting other securities transactions.

Ramnson Capital Corporation

Ranson Capital Corporation ("Ranson") is registered with the SEC as an investment advisor and a broker-dealer. It is
also a member of the NASD. Ranson provides investment advisory services to the Ranson Managed Portfolios under an
investment advisory agreement. As of December 31, 2001, Ranson managed approximately $183.2 million in assets,
representing approximately 58% of the Company's total assets under management/service. Ranson also serves as prin-
cipal underwriter for the Ranson Managed Portfolios and earns Rule 12b-1 fees pursuant to Rule 12b-1 plans adopted
by certain of the Ranson Managed Portfolios and the underwriter's portion of FESLs in connection with sales of shares
of the Ranson Managed Portfolios effected by other broker-dealers.
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ND Resources, Inc.

ND Resources, Inc. ("ND Resources") is registered with the SEC as a transfer agent under the Securities Exchange Act
of 1934. ND Resources provides shareholder recordkeeping services and acts as transfer agent and dividend-paying
agent for the Funds. ND Resources also provides business management services, including fund accounting, compliance
and other related administrative activities for the Funds. ND Resources is compensated for providing these services
under agreements with each Fund, and is reimbursed for out-of-pocket expenses. ND Resources has provided services
to one other fund group. As of February 16, 2001, that relationship was terminated due to a reorganization of the fund

group.

Magic Internet Services, Inc.

Magic Internet Services, Inc. ("Magic Internet") operates as an internet service provider to individuals and businesses in
the local calling area. Magic Internet provides subscribers with full support including servicing hardware and technical
support for software problems. Magic Intemet also provides DSL, wireless, satellite, and website building and hosting
services.

ARM Securities Corporation

ARM Securities Corporation ("ARM Securities") is registered with the SEC as a broker-dealer and is registered with the
NASD. Acquired from ARM Financial Group, Inc., a Louisville, Kentucky corporation in May of 2000, the broker-deal-
er offers mutual funds and insurance products to the public through approximately 60 registered representatives. ARM
Securities earns commission revenue in connection with sales of these products and also 12b-1 fees paid by the distrib-
utors of these products.

Integrity Investment Advisors, Inc.

Integrity Investment Advisors, Inc. ("Integrity Investment Advisors") is registered with the SEC and the state of North
Dakota as a registered investment advisor. Acquired in September of 2001, Integrity Investment Advisors is authorized
to provide investment advisory services to individuals or other entities. The registered investment advisor earns fee rev-
enue in connection with providing these services.

Capital Fingncial Services, Inc,

On January 15, 2002 the Company acquired all the assets of Capital Financial Services, In¢. ("CFS"), a full-service bro-
kerage firm based in Madison, Wisconsin. CFS is registered with the SEC as an investment advisor and broker-dealer
and also with the NASD as a broker-dealer. The broker-dealer and investment advisor specializes in providing invest-
ment products and services to independent investment representatives, financial planners, and investment advisors and
currently supports approximately 90 investment representatives and investment advisors,

- Assets Under Management / Service | - Total Revenues

{In- Millions) . ] \ (In Mitlions) -

89 90 91 92 @83 94 85 96 97 98 99 00 01




Discussion & Amnalysis

MANAGEMENT’S DISCUSSION AND ANALYSIS OR PLAN OF OPERATION
GENERAL

ND Holdings derives the majority of its revenues and net income from providing investment man-
agement, distribution, shareholder services, accounting and related services to the Funds and oth-
ers. ARM Securities provides another substantial portion of revenue through its sales of mutual
fund, variable insurance products and fixed insurance products. The majority of the Company's
assets under management consist of single-state municipal bond funds for the states of North
Dakota, South Dakota, Montana, Kansas, Nebraska, and Oklahoma.

ND Holdings, Inc. is a holding company which operates in three business segments, 1) as an
investment advisor, distributor and provider of administrative service to sponsored and non-pro-
prietary mutual funds, 2) as an internet service provider for Minot and surrounding areas and 3)
as a broker-dealer. Refer to Segment Information in Note 12 of the Audited Statements.

ASSETS UNDER MANAGEMENT/SERVICE
By Investment Cbjective In Millicns

As of December 31, 2801 2000 1999
FIXED-INCOME

Tax-Free $ 303.0 $ 301.0 $ 3192
Taxable (Corporate/Government) 0.0 0.0 0.0
TOTAL FIXED-INCOME $ 3030 $ 301.0 $ 3192
EQUITY

Fund of Funds $ 15.3 $ 19.6 $§ 221
TOTAL SPONSORED

MUTUAL FUNDS $ 3183 $ 3206 $ 3413
Investors Research Fund $ 0.0 $ 16.3 $ 228
TOTAL ASSETS UNDER

MANAGEMENT/SERVICE $ 3183 $ 336.9 $ 364.1

A substantial portion of the Company's revenues depend upon the amount of assets under its man-
agement/service. Assets under management/service can be affected by the addition of new funds
to the group, the acquisition of another investment management company, purchases and redemp-
tions of mutual fund shares and investment performance, which may depend on general market
conditions. Assets under the Company's management/service decreased by $18.6 million (5.5%)
in 2001 and decreased by $27.2 million (7.5%) in 2000. Fixed income assets increased by 0.7%
in 2001 compared to the 2000 decrease of 5.7%. Fixed income assets account for 95.2% of the
total assets under management/service in 2001 and 89.3% in 2000. Equity assets decreased by
21.9% in 2001 compared to the 2000 decrease of 11.3%. Equity assets account for 4.8% of total
assets under management/service in 2001 and 5.8% in 2000. Investors Research Fund represents
0.0% of total assets under management/service in 2001 and 4.8% in 2000.




RESULTS OF OPERATIONS

The following table sets forth, for the periods indicated, amounts included in the Consolidated
Statements of Operations of ND Holdings, Inc. and the percentage change in those amounts from
period to period.

Variance Variance
2001 ¢t0 2000 to

2001 2000 1999 2000 1999
OPERATING REVENUES
Fee income $ 2,970,581 § 3,144,428 § 3,610,959 (55% (12.9%
Commissions 4,554,559 3,515,600 991,063 29.6%  254.7%
Internet revenues 642,584 668,980 159,037 (3.9%  320.6%
Total revenue $ 8,167,724 § 7,329,008 § 4,761,059 11.4% 53.9%
OPERATING EXPENSES
Compensation and benefits $ 1,833,715 § 1464483 $ 1,159,985 25.2% 26.3%
Commission expense 3,583,310 2,796,545 817,055 28.1%  242.3%
General and administration 1,751,487 1,592,669 1,120,331 10.0% 42 2%
Sales commissions amortized 613,738 587,740 599,263 4.4% (1.9%
Depreciation and amortization 578,534 601,824 477,967 (3.9)%  25.9%
Total operating expenses $ 8360,784 § 7043261 § 4,174,601 18.7% 68.7%
OPERATING INCOME (LOSS) $  (193,060) § 285747 § 586,458 (167.6)%  (51.3)%

OPERATING INCOME (EXPENSES)

Interest and other income § 164,641 $ 206,888 § 127,983 (204)%  61.7%
Interest expense (317,924) (251,068) (192,362) 26.6% 30.2%

Net other income(expense) § (153,283) §  (44,180) § (64,879) 246.9%  (31.9%
INCOME (LOSS) BEFORE INCOME
TAX BENEFIT (EXPENSE) $ (346,343) § 241,567 § 521,579 (243.H)%  (53.1)%
INCOME TAX BENEFIT (EXPENSE) 20,148 (232,830) (326,833)  (108.7%  (28.8)%
NET INCOME (LOSS) BEFORE
MINQRITY INTEREST AND
CUMULATIVE EFFECT OF AN
ACCOUNTING CHANGE $ (326,195 § 8,737 § 194,746 (3,833.5% (95.5%
MINQRITY INTEREST,
NET OF TAX 26,367 31,667 11,329 (167% 179.5%
CUMULATIVE EFFECT OF
AN ACCOUNTING CHANGE,
NET OF TAX 0 0 (373,455)
NET INCOME (LOSS) AFTER
MINCRITY INTEREST AND
CUMULATIVE EFFECT OF AN
ACCOUNTING CHANGE $  (299,828) § 40404 § (167,380)  (B42.1)% 124.1%
Earnings (Loss) per share (.05) 01 (:02)




OPERATING REVENUES

Total operating revenues for 2001 were $8.2 million, an increase of 11.4% from $7.3 million for
2000. The increase in commission revenues is primarily attributable to a full year of commissions
in 2001 from ARM Securities, which was acquired effective May 1, 2000.

Total operating revenues for 2000 were $7.3 million, an increase of 53.9% from $4.8 million for
1999. The increase in operating revenues is primarily attributable to the commission revenues of
$3.0 million from ARM Securities, which was acquired effective May 1, 2000.

Fee income for 2001 was $3.0 million a 5.5% decrease from $3.1 million for 2000. The decrease
in fee income is due to the decrease in assets under management/service and to a lesser extent from
the reduction in fees charged to Class A shares converted from Class B shares. Beginning January
2000, ND Tax-Free Fund, Inc., Montana Tax-Free Fund, Inc., and South Dakota Tax-Free Fund,
Inc. issued another class of shares, Class A shares with FESLs. These shares are subject to a max-
imum front-end sales load of 4.25% scaled down to .75% minimum as the investment amount
increases. Shares subject to the CDSC (Class B shares) automatically convert to Class A shares
(and would no longer be subject to the higher Rule 12b-1 fees) approximately 8 years after the date
on which such Class B shares were purchased. The conversion would be made based on the rela-
tive net asset values of Class A and Class B shares, without imposing any load, fee or other charge.
This trend will continue as more Class B shares are converted to Class A shares. Fee income for
2000 was $3.1 million, a 12.9% decrease from $3.6 million for 1999.

Commission income includes ARM Securities commissions and 12b-1 fees associated with the
sale of mutual funds and insurance products, ND Capital and Ranson underwriting fees associated
with sales of the FESL funds, commissions earned by registered representatives of ND Capital, and
commissions earned by ND Capital acting as agent to the Funds for the purchase of certain invest-
ment securities. Commission income for December 31, 2001 was $4.6 million, a 29.6% increase
over the $3.5 million for 2000. Commission income earned by ARM Securities, which was
acquired effective May 1, 2000, was up 27.8% from 2000 due primarily to a full year of commis-
sions earned in 2001. Commission income earned by ND Capital and Ranson Capital was up
40.0% for 2001 compared to 2000. This increase is related to an increase in sales in the municipal
bond funds and an increase in commissions earned by ND Capital. 2000 commission income was
a 254.7% increase over 1995 due to the acquisition of ARM Securities in May of 2000.

Internet revenues decreased 3.9% for 2001 compared to 2000 due to a decreased customer base.
Revenues increased 320.6% for 2000 compared to 1995. On October 1, 1999, the Company
formed a corporation called Magic Internet Services, Inc. At the same time, the newly formed sub-
sidiary of the Company acquired all the assets of Magic Internet Services (a North Dakota part-
nership). The coerporation provides internet services to several businesses as well as the general
public for a fee. The acquisition of Magic Internet allows for additional revenues, provides anoth-
er source for internet service in case of disruption of service (redundancy), assists in providing
information over the internet and provides a potential new delivery system of mutual fund shares.
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OPERATING EXPENSES

Total operating expenses increased 18.7% for 2001 compared to 2000. Total operating expenses
increased 68.7% for 2000 compared to 1999. The variances relate to several of the major expense
categories as described in the paragraphs that follow.

Compensation and benefits increased 25.2% in 2001 compared to 2000. Compensation and bene-
fits related to ARM Securities made up 59.0% of the increase, due primarily to a full year of
expenses recorded in 2001. The balance of the compensation and benefits increase relates to bud-
geted compensation and benefit increase, and the recruitment of two key employees to grow ARM
Securities.

Compensation and benefits increased 26.3% in 2000 compared to 1999. Compensation and bene-
fits related to the ARM Securities acquisition are 72.1% of the increase. The balance of the increase
relates to Magic Internet Services, acquired October 1, 1999, having a complete year of expense.

Commission expense for December 31, 2001 was a 28.1% increase over 2000. Commission
expense for December 31, 2000 was a 242.3% increase over 1999. The commission expense
increases for 2001 and 2000 are directly related to the increase in commission income.

General and administrative expense for 2001 increased 10.0% over 2000. This is due primarily to
a full year of expenses recorded in 2001 for ARM Securities, which was acquired in May of 2000.
Total general and administrative expenses for 2000 increased 42.2% compared to 1999. Expenses
related to the ARM Securities acquisition made up 36.3% of the increase, with the balance relat-
ing to Magic Internet Services, acquired October 1, 1999, having a complete year of expense.

Sales commissions paid to brokers and dealers in connection with the sale of shares of the Funds
sold without a FESL are capitalized and amortized on a straight line basis over a period not exceed-
ing eight years, which approximates the period of time during which deferred sales commissions
are expected to be recovered from distribution plan payments received from various Funds and
management's estimate of the average life of investors' accounts in the Integrity Mutual Funds.
Contingent deferred sales charges ("CDSC") received by the Company are recorded as a reduction
of unamortized deferred sales commissions. Amortization of deferred sales commissions
increased 4.4% in 2001 and decreased 1.9% in 2000. The 2001 increase is related to an account-
ing estimate change in 2001 that changed the maximum amortization period for sales commissions
sold without a FESL from nine years to eight years. The 2000 decrease is related to a reduction of
new sales charges to amortize for 2000.

Depreciation and amortization decreased 3.9% in 2001 and increased 25.9% in 2000. The decrease
for 2001 is the result of certain assets being fully depreciated in 2000 and 2001. The 2000 increase
is due to the ARM Securities acquisition and is also the result of management's commitment to
technology and systems to better serve its funds.




OTHER INCOME (EXPENSES)

2001 interest and other income decreased 20.4% from 2000 due to decreased interest income
earned from cash on hand.

2000 interest and other income increased 61.7% over 1999 due to increased interest earned from
cash on hand and the ARM Securities acquisition.

Interest expense for 2001 is a 26.6% increase over 2000 due to interest owed on Subordinate
Debentures sold July 2000 through April 2001.

Interest expense for 2000 is a 30.2% increase over 1999 due to interest owed on Corporate Notes
sold April through November 1999 and Subordinate Debentures sold July through December
2000.

INCOME TAX (EXPENSE) BENEFIT

The Company's effective tax rate differs from the U.S. Statutory rate primarily due to nonde-
ductible amortization expenses incurred as a result of the Ranson acquisition. The Company's
effective tax rates for 2001, 2000 and 1999 were 0%, 96% and 63% respectively. The effective rate
will continue to reflect the nondeductible amortization associated with the investment adviser's
agreement acquired in the Ranson acquisition.

Effective for 1998, the Company is expensing deferred sales commissions as incurred for income
tax purposes. For 2001, they are amortized over five years for tax purposes. The Company will
continue to capitalize and amortize the commissions for financial reporting purposes. The effect of
the change will create timing differences between when the commissions are deducted for income
tax purposes and expensed as amortization for financial reporting purposes. Deferred tax assets or
deferred tax liabilities will result from these timing differences.

FINANCIAL CONDITION

On December 31, 2001, the Company's assets aggregated $11.2 million, an decrease of 12.1%
from $12.8 million in 2000, due to a decrease in cash and cash equivalents, securities available-
for-sale, accounts receivable, and property and equipment. Stockholders equity decreased to $6.9
million on December 31, 2001 compared to $8.4 million on December 31, 2600, primarily the
result of the net loss of $299,828, the purchase of $999,934 of the company stock through a ten-
der offer purchase, and the repurchase of $221,472 of the company stock through a stock buyback
program.

Cash provided by operating activities was $620,361 in 2001, a 47.9% decrease from $1,189,867
in 2000. During the year ended December 31, 2001, the Company used net cash of $114,063 for
investing activities. $9,315 was related to the purchases of ARM Securities and Integrity
Investment Advisors, $50,554 for the remodeling of the second floor of the building for addition-

al office space, and $74,947 for the purchase of equipment, offset by cash received for the redemp-




tion of an investment in Class A shares of the Montana Tax-Free Fund. Net cash flow used by
financing activities during the year was $1,271,772 the net effect of $120,000 in proceeds received
from a subordinated debenture offering, offset by $81,296 for repayment of debt, $97,093 net cash
loaned to the ESOP, and $1,251,997 for the net purchase of the Company's common stock, pur-
suant to a program approved by its Board of Directors in November 1997 to repurchase up to
$2,000,000 of its common stock from time to time in the open market and also through a tender
offer purchase.

On December 31, 2000, the Company's assets aggregated $12.8 million, an increase of 5.6% from
$12.1 million in 1999, due to an increase in cash and cash equivalents, cash segregated for the
exclusive benefit of customers, securities available-for-sale, accounts receivable, prepaids and
property and equipment. Stockholders equity was relatively unchanged from December 31, 2000
compared to December 31, 19599.

Cash provided by operating activities was $1,189,867 in 2000, an 18.8% decrease from $1,465,030
in 1999. During the year ended December 31, 2000, the Company used net cash of $785,496 for
investing activities. $364,761 was for the purchase of ARM Securities, $232,605 for remodeling of
the second floor of the building for Magic Internet, $132,820 for purchase of equipment, and
$55,310 for investment in Class A shares of the Montana Tax-Free Fund and the South Dakota Tax-
Free Fund and investment in Integrity Small-Cap Fund of Funds. Net cash flow provided by financ-
ing activities during the year was $261,047, the net effect of $525,000 in proceeds received from
a subordinate debenture offering and $100,890 in proceeds received from repayment of an ESOP
receivable, less $223,488 for repayment of debt and $141,355 for the purchase of the Company's
common stock, pursuant to a program approved by its Board of Directors in November 1997 to
repurchase up to $2,000,000 of its Common Stock from time to time in the open market.

LIQUIDITY AND CAPITAL RESOURCES

On December 31, 2001, the Company's liquid assets totaled $1,963,239, including $1,834,683 of
cash and cash equivalents, as compared to $2,744,999 of which $2,600,157 represented cash and
cash equivalents, on December 31, 2000. On January 29, 2001 the Company paid out $999,934 for
799,947 shares of the Company's common stock, pursuant to its self tender offer that commenced
on December 21, 2000.

On December 31, 2000, the Company's liquid assets totaled $2,744,999, including $2,600,157 of
cash and cash equivalents, as compared to $2,034,739 of which $1,934,739 represented cash and
cash equivalents, on December 31, 1999.

Although the Company has historically relied upon sales of its Common Stock and debt instru-
ments for liquidity and growth, management believes that the Company's existing liquid assets,
together with the expected continuing cash flow from operations will provide the Company with
sufficient resources to meet its cash requirements during the next twelve months. Management
expects that the principal needs for cash will be to advance sales commissions on Funds subject to




CDSCs, acquire additional investment management firms, repurchase shares of the Company's
Common Stock and service debt. The Company is required under the terms of its debentures,
which mature September 1, 2002, to make semi-annual interest payments of approximately
$47,000 in March and September. The Company also is required under the terms of its corporate
notes, which mature June 30, 2004, to make annual interest payments of approximately $96,200
in July. In addition, the Company is required under the terms of its subordinate debentures, which
mature June 30, 2005, to make semi-annual interest payments of approximately $38,700 in January
and July.

FORWARD-LOOKING STATEMENTS

When used herein, in future filings by the Company with the Securities and Exchange
Commission, in the Company's press releases and in other Company authorized written or oral
statements, the words and phrases "can be", "expects," "anticipates," "may affect," "may depend,"
"believes," "estimates" or similar expressions are intended to identify "forward-looking state-
ments" within the meaning of the Private Securities Litigation Reform Act of 1995. The Company
cautions readers not to place undue reliance on any such forward-looking statements, which speak
only as of the date made. Such statements are subject to certain risks and uncertainties, including
those set forth in this "Forward-Looking Statements" section, that could cause actual results for
future periods to differ materially from those presently anticipated or projected. The Company
does not undertake and specifically disclaims any obligation to update any forward-looking state-
ment to reflect events or circumstances after the date of such statements.

The Company derives substantially all of its revenues from two sources, commission revenue
earned in connection with sales of shares of mutual funds, variable insurance products and fixed
insurance products, and fees relating to the management of, and provision of services to, the Funds
and other clients. The fees earned by the Company are generally calculated as a percentage of
assets under management/service. If the Company's assets under management/service decline, or
do not grow in accordance with the Company's plans, fee revenues and earnings would be materi-
ally adversely affected. Assets under management/service may decline because redemptions of
Fund shares exceed sales of Fund shares, or because of a decline in the market value of securities
held by the Funds, or a combination of both.

In seeking to sell Fund shares, and market its other services, the Company operates in the highly
competitive financial services industry. The Company competes with approximately 8,000 open-
end investment companies which offer their shares to the investing public in the United States. In
addition, the Company alsc competes with the financial services and other investment alternatives
offered by stock brokerage and investment banking firms, insurance companies, banks, savings
and loan associations and other financial institutions, as well as investment advisory firms. Most
of these competitors have substantially greater resources than the Company. The Company sells
Fund shares principally through third party broker-dealers. The Company competes for the serv-
ices of such third party broker-dealers with other sponsors of mutual funds who generally have
substantially greater resources than the Company. Banks in particular have increased, and contin-
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ue to increase, their sponsorship of proprietary mutual funds distributed through third party dis-
tributors. Many broker-dealer firms also sponsor their own proprietary mutual funds which may
limit the Company's ability to secure the distribution services of such broker-dealer firms. In seek-
ing to sell Fund shares, the Company also competes with increasing numbers of mutual funds
which sell their shares without the imposition of sales loads. No-load mutual funds are attractive
to investors because they do not have to pay sales charges on the purchase or redemption of such
mutual funds' shares. This competition may place pressure on the Company to reduce the FESLs
and CDSCs charged upon the sale or redemption of Fund shares. However, reduced sales loads
would make the sale of Fund shares less attractive to the broker-dealers upon whom the Company
depends for the distribution of Fund shares. In the alternative, the Company might itself be
required to pay additional fees, expenses, commissions or charges in connection with the distribu-
tion of Fund shares which could have a materially adverse effect on the Company's earnings. The
ability of the Company to sell Fund shares may also be affected by general economic conditions
including, amongst other factors, changes in interest rates and the inflation rate. Interest and infla-
tion rate changes may particularly impact the flow of money into mutual funds which invest in
fixed-income securities. Each of the Funds except Integrity Fund of Funds and Integrity Small-Cap
Fund of Funds invests substantially all of its assets in fixed-income securities.

General economic conditions, including interest and inflation rate changes, may also adversely
affect the market value of the securities held by the Funds, thus negatively impacting the value of
assets under management, and hence the fees earned by the Company. The fact that the invest-
ments of each Fund (except Integrity Fund of Funds and Integrity Small-Cap Fund of Funds) are
geographically concentrated within a single state makes the market value of such investments par-
ticularly vulnerable to economic conditions within such state. In addition, the states in which the
investments of the Funds as a group are concentrated are themselves concentrated in certain
regions of the United States. The Company's fee revenues may therefore be adversely affected by
economic conditions within such regions.

Sales of Fund shares with FESLs provide current distribution revenue to the Company in the form
of the Company's share of the FESLs and distribution revenue over time in the form of 12b-1 pay-
ments. Sales of Fund shares with CDSCs provide distribution revenue over time in the form of
12b-1 payments and, if shares are redeemed within 5 years, CDSCs. However, the Company pays
commissions on sales of Fund shares with CDSCs, reflects such commissions as a deferred
expense on its balance sheet and amortizes such commissions over a period of up to eight years,
thereby recognizing distribution expenses. Therefore, to the extent that sales of Fund shares with
CDSCs increases over time relative to sales of shares with FESLs, current distribution expenses
may increase relative to current distribution revenues in certain periods, which would negatively
impact the Company's earnings in such periods. In addition, the Company may need to find addi-
tional sources of funding if existing cash flow and debt facilities are insufficient to fund commis-
sions payable to selling broker-dealers on CDSC shares.




ND HOLDINGS, INC. AND SUBSIDIARIES
MINOT, NORTH DAKOTA

CONSOLIDATED FINANCIAL STATEMENTS
AS OF
DECEMBER 31, 2001, 2000 AND 1999
AND
INDEPENDENT AUDITOR'S REPORT

INDEPENDENT AUDITOR'S REPORT

To the Stockholders and Directors of
ND Holdings, Inc. and Subsidiaries
Minot, North Dakota 58701

We have audited the accompanying consolidated balance sheets of ND Holdings, Inc. and Subsidiaries (a North
Dakota Corporation) as of December 31, 2001 and 2000 and the related consolidated statements of operations, stock-
holders' equity and cash flows for the years ended December 31, 2001, 2000 and 1999. These consolidated financial
statements are the responsibility of the Company's management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the con-
solidated financial statements are free of material misstatement. An audit includes examining, on a test basis, evi-
dence supporting the amounts and disclosures in the consolidated financial statements. An audit also includes assess-
ing the accounting principles used and significant estimates made by management, as well as evaluating the overall
consolidated financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the con-
solidated financial position of ND Holdings, Inc. and Subsidiaries as of December 31, 2001 and 2000, and the con-
solidated results of their operations and their cash flows for the years ended December 31, 2001, 2000 and 1999 in
conformity with accounting principles generally accepted in the United States of America.

g/la‘o@ M@‘L mﬂ‘;@ |

BRADY, MARTZ & ASSOCIATES, P.C.
Minot, North Dakota USA

February 26, 2002




ND HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2001 AND 2000

ASSETS
20601 2000

CURRENT ASSETS

Cash and cash equivalents $ 1,834,683 $ 2,600,157

Cash segregated for the exclusive

benefit of customers 298,536 215,570

Securities available-for-sale 128,556 144,842

Accounts receivable 509,490 584,822

Prepaids 111,678 72,468

Total current assets $ 2,882,943 $ 3,617,859
PROPERTY AND EQUIPMENT $ 2,049,236 $ 2,055,612

Less accumulated depreciation 607,597 597,185

Net property and equipment $ 1,441,639 $ 1,458,427
OTHER ASSETS

Deferred sales commissions $ 1,459,536 $ 1,887,684

Covenant not to compete (net of accumulated

amortization of $122,624 for 2001 and

of $368,124 for 2000) 95,376 149,876
Investment adviser's agreements (net of

accumulated amortization of $1,754,816 for

2001 and $1,449,689 for 2000) 4,350,657 4,660,772
Other ) 984,641 G78,741
Total other assets $ 6,890,210 $ 7,677,073

TOTAL ASSETS $ 11,214,792 $ 12,753,359




LIABILITIES AND STOCKHOLDERS® EQUITY

CURRENT LIABILITIES
Service fees payable
Accounts payable
Other current liabilities
Deferred tax liability
Current portion of long-term debt
Total current liabilities

LONG-TERM LIABILITIES
Note payable
Subordinate debentures
Debentures
Corporate notes
Less current portion shown above
Total long-term liabilities

TOTAL LIABILITIES
MINORITY INTEREST IN SUBSIDIARY

STOCKHOLDERS' EQUITY
Common stock - 20,000,000 shares
authorized, no par value; 6,462,240 and
7,444,687 shares issued and
outstanding, respectively
Receivable - unearned ESOP shares
Accumulated deficit
Accumulated other comprehensive income (loss)
Total stockholders' equity

TOTAL LIABILITIES AND
STOCKHOLDERS' EQUITY

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE
CONSOLIDATED FINANCIAL STATEMENTS

2001 2000
89,525 87,087
65,836 36,375

464,756 476,804
273,434 318,582
952,773 89,948

1,846,324 1,008,796

474,375 560,661
645,000 525,000
540,000 940,000
962,000 962,000
(952,773) (89,948)
2,068,602 2,867,713
3,914,926 3,906,509
411,029 437,396
8,588,793 9,716,956
(97,093) 0
(1,596,862) (1,297,034)
(6,001) (10,468)
6,888,837 8,409,454
11,214,792 12,753,359




ND HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE YEARS ENDED DECEMBER 31, 2001, 2000 AND 1999
2001 2000 1999

REVENUES

Fee income $ 2,970,581 $ 3,144,428 $ 3,610,959

Commissions 4,554,559 3,515,600 991,063

Internet revenues 642,584 668,980 159,037

Total revenue $ 8,167,724 $ 7,329,008 $ 4,761,059
OPERATING EXPENSES

Compensation and benefits $ 1,833,715 $ 1,464,483 $ 1,159,985

General and administrative expenses 1,751,487 1,592,669 1,120,331

Commission expense 3,583,310 2,796,545 817,055

Sales commissions amortized 613,738 587,740 599,263

Depreciation and amortization 578,534 601,824 477,967

Total operating expenses $ 8,360,784 $ 7,043,261 $ 4,174,601
OPERATING INCOME (L.OSS) $  (193.060) $ 285,747 $ 586,458
OTHER INCOME (EXPENSES)

Interest and other income $ 164,641 $ 206,888 $ 127,983

Interest expense (317,924) (251,068) (192,862)

Net other expense $  (153,283) $  (44,180) $ (64,879)
INCOME (LOSS) BEFORE INCOME

TAX EXPENSE $ (346,343) $ 241,567 $ 521,579
INCOME TAX BENEFIT (EXPENSE) 20,148 (232,830) (326,833)
INCOME (LOSS) BEFORE MINORITY

INTEREST AND CUMULATIVE EFFECT

OF AN ACCOUNTING CHANGE $ (326,195) $ 8,737 $ 194,746
Minority interest, net of income taxes 26,367 31,667 11,329
Cumulative effect of an

accounting change, net of income taxes 0 0 (373,455)
NET INCOME (LOSS) AFTER

MINORITY INTEREST AND

CUMULATIVE EFFECT OF AN

ACCOUNTING CHANGE $ (299,828) $ 40,404 $  (167,380)
EARNINGS (LOSS) PER COMMON SHARE:

Basic $ (.05) $ .01 $ (.02)

Diluted $ (.05) $ .01 $ (.02)
SHARES USED IN COMPUTING

EARNINGS (LOSS) PER COMMON SHARE:

Basic 6,469,025 7,507,145 7,571,062

Diluted 6,469,025 7,507,145 7,571,062

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE
CONSOLIDATED FINANCIAL STATEMENTS




ND HOLDINGS, INC. AND SUBSIDIARIES
CONSOQLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2001, 2000 AND 1999
Accumulated
Number of Common Other
Commen Stock Accumulated ESOP Comprehensive
Shares Amount Deficit Receivable Income Total

BALANCE
JANUARY 1, 1999 7951,187 § 10253246 § (1,170,058) $ 0§ 0 $ 9,083,188
Net loss 0 0 (167,380) 0 0 (167,380)
Change in unrealized gain

(loss) on securities

available-for-sale 0 0 0 0 0 0
Comprehensive loss $ (167,380
Common stock issued 358,000 262,498 0 0 0 262,498
Purchase of common stock (694,000) {657,435) 0 0 0 (657,435)
Receivable - unearned

ESOP shares 0 0 0 (100,890) 0 (100,890)
BALANCE,
DECEMBER 31, 1999 7,615,187 § 9858309 § (1,337,438) %  (100,890) $ 0 § 8419981
Net income 0 0 40,404 0 0 40,404
Change in unrealized gain

(loss) on securities

available-for-sale 0 0 0 0 (10,468) {10,468)
Comprehensive income . $ 29,936
Purchase of common stock (170,500) (141,353) 0 0 0 (141,353)
Repayments from ESOP 0 0 0 100,890 0 100,890
BALANCE,
DECEMBER 31, 2000 7,444,687 § 9716956 $§ (1,297,034) § 03 (10,468) $ 8,409,454
Net loss 0 0 (299,828) 0 0 (299,828)
Change in unrealized gain

(loss) on securities

available-for-sale 0 0 0 0 4,467 4,467
Comprehensive income (loss) $  (295361)
Common stock issued 100,000 123,834 0 0 0 123,834
Purchase of common stock (1,082,447) (1,251,997 0 0 0 (1,251,997)
Receivable - unearned

ESOP shares 0 0 0 (100,000) 0 (100,000)
Repayments from ESOP 0 0 0 2,907 0 2,907
BALANCE,
DECEMBER 31, 2001 6,462,240 $ 8588793 § (1,596,862) $ (97,093) $ (6,001) § 6,888,837

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE
CONSOLIDATED FINANCIAL STATEMENTS




ND HOLDINGS, INC. AND SUBSIDIARIES
CONSQOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2001, 2000 AND 1999

2001 2000 1999

CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss) §  (299,828) $ 40,404 $ (167,380)
Adjustments to reconcile net income (loss) to
net cash provided by operating activities:

Depreciation and amortization 578,534 601,824 477,967
Sales commissions amortized/charged off 613,738 587,740 1,177,911
ESOP contribution 0 0 61,608
Consulting expense 28,270 0 0
Minority interest (26,367) (31,667) (11,329)
Loss on sale of assets (28) 0 0
Effects on operating cash flows due to changes in:
Cash segregated for customers (82,966} (215,570) 0
Accounts receivable 75,332 (234,556) 13,450
Prepaids (39,210) (26,342) 2,681
Deferred sales commissions capitalized (185,589) 25,192 (349,894)
Deferred tax (45,148) 232,830 85,890
Other assets (16,227) (17,127) (48,881)
Service fees payable 2,439 (18,861) 6,703
Accounts payable 29,461 (11,546) 39,265
Other liabilities (12,050) 257,546 177,039
Net cash provided by operating activities $ 620,361 $ 1,189,867 $ 1,465,030
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of property and equipment §  (125,501) $  (365,425) $ (172,091)
Purchase of available-for-sale securities (1,730) (55,310) 0
Proceeds from sale of
available-for-sale securities 22,483 0 1,000
Business acquisitions (net of cash acquired) (9,315) (364,761) (494,533)

Net cash used by investing activities $ (114,063) $§  (785,496) $ (665,624)




CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)

2001 2000 1999
CASH FLOWS FROM FINANCING
ACTIVITIES
Reduction of short term debt $ 0 $  (200,000) $ 0
Redemption of common stock (1,251,997) (141,355) (657,435)
Issuance of common stock 38,614 0 0
Subordinate debentures issued 120,000 525,000 0
Increase in notes payable 0 0 500,000
Reduction of notes payable (81,296) (13,488) (681,411)
Redemption of investment certificates 0 0 (30,000)
Redemption of debentures 0 (10,000) 0
ESGP loan (100,000) 0 0
Corporate notes issued 0 0 962,000
Repayments from ESOP 2,907 100,890 0
Net cash provided (used) by financing
activities $ (1,271,772) $ 261,047 $ 93,154
NET INCREASE (DECREASE) IN CASH
AND CASH EQUIVALENTS $ (765,474) § 665418 $ 892,560
CASH AND CASH EQUIVALENTS
AT BEGINNING OF YEAR 2,600,157 1,934,739 1,042,179
CASH AND CASH EQUIVALENTS
AT END OF YEAR $ 1,834,683 $ 2,600,157 $ 1,934,739
SUPPLEMENTARY DISCLOSURE OF
CASH FLOW INFORMATION
Cash paid during the year for:
Interest $ 307,534 $ 217,273 $ 151,872
SUPPLEMENTAL SCHEDULE OF NONCASH
INVESTING AND FINANCING ACTIVITIES
Change in unrealized gain (loss) on
securities available-for-sale $ 4,467 $  (10,468) $ 0
Business acquisitions with debt and stock $ 56,950 $ 0 $ 455,369
Shares transferred to ESOP $ 0 3 0 $ 100,890
Minority interest in property and equipment
and other assets $ 0 $ 0 $ 480,392
Shares exchanged for services $ 28,270 3 0 3 0
Reduction of investment advisory agreement
and notes payable $ 4,988 38,899 3 0

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE
CONSOLIDATED FINANCIAL STATEMENTS
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ND HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2001, 2000 AND 1999

NATURE OF OPERATIONS AND SIGNIFICANT ACCOUNTING POLICIES

The nature of operations and significant accounting policies of ND Holdings, Inc. and Subsidiaries are
presented to assist in understanding the Company's consolidated financial statements.

Nature of operations - ND Holdings, Inc. and Subsidiaries (the Company) was established in September
1987 as a North Dakota corporation. The Company derives its revenue primarily from investment advi-
sory, asset management, underwriting, and transfer agent services to sponsored mutual funds, and com-
missions earned as distributor for various mutual funds and insurance products. Headquartered in Minot,
North Dakota, the Company is marketing its services throughout the Midwestern United States and
California.

Principles of consolidation - The consolidated financial statements include the accounts of ND
Holdings, Inc. and its wholly-owned subsidiaries, ND Money Management, Inc., ND Capital, Inc., ND
Resources, Inc., Ranson Capital Corporation, ARM Securities Corporation, Integrity Investment
Advisors, Inc., and its majority owned subsidiary Magic Interet Services, Inc. All significant intercom-
pany transactions and balances have been eliminated in the accompanying consolidated financial state-
ments.

Concentrations - The Company derives its revenue primarily from investment advisory and adminis-
trative services provided to sponsored mutual funds, a majority of which are state-specific municipal
bond funds as well as revenues derived from retail brokerage activities. Company revenues are largely
dependent on the total value and composition of assets under management, which include state-specific
municipal bonds, as well as the sales activity of registered brokers operating as independent contractors.
Accordingly, fluctuations in financial markets and the composition of assets under management impact
revenues and results of operations.

Use of estimates - The preparation of consolidated financial statements in conformity with accounting
principles generally accepted in the United States of America requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent
assets and liabilities at the date of the consolidated financial statements and the reported amounts of rev-
enues and expenses during the reporting period. Actual results could differ from those estimates.

Revenue recognition - Investment advisory fees, transfer agent fees and service fees are recorded as rev-
enues as the related services are provided by the Company to sponsored mutual funds. Commission
income is also received for the sale of investments in other mutual funds and for variable annuities.
Internet fees are recorded as revenues as the related services are provided.

Cash and cash equivalents - The Company's policy is to record all liquid investments with original
maturities of three months or less as cash equivalents. Liquid investments with maturities greater than
three months are recorded as investments.

Investments - Investment securities that are held for short-term resale are classified as trading securities
and carried at fair value. All other marketable securities are classified as available-for-sale and are car-
ried at fair value. Realized and unrealized gains and losses on trading securities are included in net
income. Unrealized gains and losses on securities available-for-sale are recognized as direct increases or
decreases in stockholders’ equity. Cost of securities sold is recognized using the specific identification
method.

Property and equipment is stated at cost less accumulated depreciation computed on straight-line and
accelerated methods over estimated useful lives as follows:

Equipment 5-7 years
Building 40 years

Deferred sales commissions - Sales commissions paid to brokers and dealers in connection with the sale
of shares of the sponsored mutual finds sold without a front-end sales charge(B shares), are capitalized
and amortized on a straight line basis over a period not exceeding eight years, which approximates the
period of time during which deferred sales commissions are expected to be recovered from distribution
plan payments received from various sponsored mutual funds and potential contingent deferred sales




NOTE 2 -

NOTE 3 -

charges received from shareholders of the various sponsored mutual funds. Contingent deferred sales
charges received by the Company are recorded as a reduction of unamortized deferred sales commis-
sions. In accordance with Statement of Position 98-5, the commissions paid for the sale of Integrity Fund
of Funds, Inc.'s shares since July 1998, have been expensed as incurred. In 1999, the remaining unamor-
tized cost of the Integrity Fund of Funds, Inc. capitalized prior to July 1998, was charged off as a cumu-
lative effect adjustment for a change in an accounting principle. The contingent deferred sales charges
received since this date from early redemption's from Integrity Fund of Funds, Inc. have been recorded
as revenue. Effective January 1, 2001 the Company is amortizing sales commissions over 5 years for tax

purposes.

Advertising - Costs of advertising and promotion of sponsored mutual funds are expensed as incurred.

Earnings per common share - Basic earnings per common share was computed using the weighted
average number of shares outstanding of 6,469,025 in 2001, 7,507,145 in 2000 and 7,571,062 in 1999.
Diluted earnings per common share is computed using the weighted average number of shares outstand-
ing adjusted for share equivalents arising from unexercised stock warrants and stock options. The
weighted average shares outstanding used in computing diluted earnings per common share was
6,469,025 in 2001, 7,507,145 in 2000 and 7,571,062 m 1999.

Covenant not to comyppete is carried on the books at cost less accumulated amortization computed using
the straight-line method over the life of the covenant, which is four years.

Investment adviser's agreements are amortized using the straight-line method over a period of twenty
years. The Company has evaluated potential impairments on the basis of the expected future operating
cash flows to be derived from these intangible assets in relation to the Company's carrying value and has
determined that there is no impairment.

Income taxes - The Company files a consolidated income tax return with its wholly-owned subsidiaries.
The amount of deferred tax benefit or expense is recognized as of the date of the consolidated financial
statements, utilizing currently enacted tax laws and rates. Deferred tax benefits are recognized in the
financial statements for the changes in deferred tax assets between years.

Reclassification - Certain amounts from 2000 and 1999 have been reclassified to conform with the 2001
presentation.

CASH AND CASH EQUIVALENTS

Cash and cash equivalents at December 31, 2001 and 2000 consist of the following:

Current
Current Interest Amount
Maturity Rate 2001 2000
Cash in checking Demand - $ 42,871 $ 17,975
Dean Witter Money
Market Accounts Demand 1.69 % 2,090,348 2,797,752
Less cash segregated for
the exclusive benefit
of customers (298,536) (215,570)

$ 1,834,683 $ 2,600,157

INVESTMENTS IN AND TRANSACTIONS WITH SPONSORED MUTUAL FUNDS

The Company's investments in sponsored mutual funds held as available-for-sale at December 31, 2001
and 2000:

Gross
Aggregate Unrealized Aggregate Fair
Cost Holding Losses Value
2001 - Mutual Funds $ 134,557 $ (6,001) S 128,556

2000 - Mutual Funds 3 155,310 $  (10,468) $ 144,842
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NOTE 5 -

Dividends earned on the Company's investments in sponsored mutual funds aggregated $1,730 in 2001,
$8,310 in 2000 and $0 in 1999.

The Company provides services to the Integrity Mutual Funds and Ranson Managed Portfolios which
had aggregate net assets under management at December 31, 2001 of approximately $318 million. All
services rendered by the Company are provided under contracts that definitively set forth the services to
be provided and the fees to be charged. The majority of these contracts are subject to periodic review
and approval by each of the fund's Board of Directors, Trustees and Shareholders. Revenues derived
from services rendered to the sponsored mutual funds were $2,963,300 in 2001, $3,088,928 in 2000 and
$3,511,983 in 1999.

Accounts receivable from the sponsored mutual funds aggregated $255,000 and $258,000 at December
31, 2001 and 2000, respectively.

PROPERTY AND EQUIPMENT

Property and equipment at December 31 consists of:

2001 2000
Office furniture and equipment $ 826,692 § 890,930
Building and land 1,222,544 1,164,682

$ 2049236 § 2,055,612

Accumulated depreciation and
amortization 607,597 597,185
§ 1441639 § 1458427

Depreciation expense totaled $142,317, $175,332 and $142,455 in 2001, 2000 and 1999, respectively.

BUSINESS ACQUISITIONS

Purchase Combinations - On September 14, 2001, the Company acquired all the assets of North Dakota
Investment Advisors, Inc. in exchange for 67,000 shares of the Company's common stock. The consol-
idated financial statements include the operating results of the business from the date of acquisition. Pro
forma results of operations have not been presented because the effects of this acquisition were not sig-
nificant to operations.

On May 25, 2000, the company acquired all the assets of ARM Securities Corporation (ARM). The pur-
chase price was $896,000, of which $566,000 was for cash, and the remaining $330,000 was for good-
will which is being amortized on a straight line basis over 20 years. The consolidated financial statements
include the operating results of the business from May 1, 2000.

The following unaudited pro forma summary presents the consolidated results of operations of the
Company as if the business combination had occurred on January 1, 1999.

(Unaudited) (Unaudited)
Year Ended Year Ended
December 31, 2000 December 31, 1999
Revenues $ 8,621,103 $ 9,105,920
Net income (loss) 20,443 (180,687)
Income (loss)
per share .00 (02)

The above amounts are based upon certain assumptions and estimates which the Company believes are
reasonable. The pro forma results do not necessarily represent results which would have occurred if the
business combination had taken place at the date indicated or what the results of operations may be in
any future period.

October 1, 1999, the Company formed a corporation called Magic Internet Services, Inc. At the same
time, the newly formed subsidiary of the Company acquired all the assets of Magic Internet Services (a
North Dakota partnership). The purchase price was $980,392, of which $260,000 was allocated to equip-
ment, $218,000 was for a covenant not to compete, which is being amortized over 4 years, and the




remaining balance of $502,392 was for goodwill, which is being amortized over 15 years. The purchase
price was funded by issuing a 49% ownership of the newly formed subsidiary to the partmers of the
acquired partnership (hereinafter referred to as the Minority Interest). The parent received 51% of the
stock of the newly formed corporation for its $500,000 payment to the partners of Magic Internet
Services. The $500,000 consisted of $400,000 cash and 100,000 shares of ND Holdings, Inc. stock at $1
share price. The consolidated financial statements include the operating results of the business from the
date of acquisition. Pro forma results of operations have not been presented because the effects of this
acquisition were not significant to operations.

Other Acquisitions - In May, 1999, the Company acquired the rights to the investment advisors agree-
ment to manage the "Lancaster Nebraska Fund". The costs associated with this acquisition totaling
$404,202, are amortized using the straight-line method over a period of 20 years.

NOTE 6 - LONG-TERM BDEBT

Long-term debt at December 31, 2001 and 2000 was as follows:

Current :
Rate Portion 2001 2000

Long-term debt:
Smith Hayes Financial

Services 000% % 0 $ 0 8 77,810
Debentures 10.00% 940,000 940,000 940,000
Corporate notes 10.00% 0 962,000 962,000
First Western Bank 7.75% 12,773 474,375 482,851
Subordimate debentures 12.00% 0 645,000 525,000
Totals 8§ 952,773 $ 3,021,375 $ 2,987,661

A summary of the terms of the current long-term debt agreements follow:

Smith Hayes Financial Services - As part of the acquisition of the investment advisors agreement of
the Lancaster Nebraska Funds (See Note 5) the Company was allowed to hold back a portion of the total
purchase price. This is to provide relief to the Company in the event there is a reduction of fund investors'
assets which were acquired. This liability was reduced proportionately for the investors who liquidate
their shares in the fund prior to May 2001. At that date, the remaining liability was paid in full.

Debentures - The Company approved a $1 million intra-state debenture offering limiting the sale in
North Dakota to North Dakota residents only. The debentures do not represent ownership in the
Company. As of December 31, 2001, $940,000 in debentures are outstanding. The debentures carry an
interest rate of 10% per annum, payable semi-annually, and mature September 1, 2002. The Company
can call the debentures at 2% over par.

Corporate notes - The Company had an intra-state offering of corporate notes limiting the sale to North
Dakota residents only. The notes do not represent ownership of the Company. As of December 31,2001,
$962,000 in notes are outstanding. The notes carry an interest rate of 10% per annum, payable annual-
ly, and mature June 30, 2004. The Company can call the notes at par anytime after January 1, 2001.

First Western Bank - In June of 1999, the Company converted its outstanding balance of $500,000 bor-
rowed on its bank line-of-credit to long-term debt. The debt carries an interest rate of 7.75%, with month-
ly payments of $4,105. On July 1, 2004, the remaining balance will be due in full.

Subordinate Debentures - The company approved a $1 million intra-state subordinated debenture offer-
ing limiting the sale in North Dakota to North Dakota residents only. The subordinated debentures do
not represent ownership in the Company. As of December 31, 2001, $645,000 in subordinate debentures
are outstanding. The subordinate debentures carry an interest rate of 12% per annum, payable semi-annu-
ally, and mature June 30, 2005. The company can call the subordinate debentures at par anytime after
July 1, 2001.

i)




NOTE 7 -

The aggregate amount of required future payments on the above long-term debt at December 31, 2001,
is as follows:

Year ending December 31,
2002 § 952,773
2003 13,999
2004 1,409,603
2005 645,000
Total due $ 3,021,375
INCOME TAXES

The current and deferred portions of the income tax (benefit) expense included in the statements of oper-
ations as determined in accordance with FASB Statement No. 109, Accounting for Income Taxes, are as
follows:

2001 2000 1999
Current income taxes
Federal $ 0 $ 0 $ 0
State 0 0 0
Deferred income
taxes (20,148) 232,830 326,833
$  (20,148) $ 232,830 3 326,833

Deferred income taxes reflect the impact of temporary differences between the amount of assets and lia-
bilities recognized for financial reporting purposes and such amounts recognized for tax purposes, meas-
ured by applying currently enacted tax rates. Such taxes relate principally to the recording of sales com-
missions paid to brokers and dealers, and the benefits associated with the Company's net operating loss
carry forwards. The treatment of sales commissions for tax and financial purposes is explained fully in
Note 1. As a result of this treatment of sales commissions, a deferred tax liability has been created as well
as a deferred tax benefit from the net operating loss for tax purposes. For financial statement presenta-
tion, they have been netted as a current deferred tax benefit or liability. The net operating loss carry for-
ward of approximately $1,200,000 may be used to offset taxable income through the year 2016.

A reconciliation of the difference between the expected income tax expense (benefit) is computed at the
U.S. Statutory income tax rate of 35% and the Company's income tax expense is shown in the following
table:

2001 2000 1999

Federal taxes (benefit)

at statutory rates $ (113,000) $ 111,000 $ 200,000
State taxes (benefit),

net of federal tax effect (18,000) 17,500 31,500
Taxes on nondeductible amort-

ization at federal

statutory rates 95,000 106,000 95,000
Net tax benefit on cumulative effect

of accounting change, and on

minority interest 0 0 (237,000)
Other 15,852 (1,670) 333

Actual tax (benefit) expense 3 (20,148) $ 232,830 3 89,833




NOTE 8 -

NOTE 9 -

Included in "other" are amounts separately allocated to stockholders' equity to recognize the related tax
effect of the change in net unrealized gain or loss on securities available for sale and the ESOP plan activ-
ity for the years ended December 31, 2001, 2000 and 1999. In each of these years the amounts were
insignificant.

STOCK WARRANTS, STOCK SPLITS, AND STOCK OPTIONS

The Company has authorized 1,050,000 perpetual warrants to certain organizers, directors, officers,
employees and shareholders of the Company. All warrants were issued between 1987 and 1990 and were
accounted for in accordance with the provisions of Accounting Principles Board ("APB") Opinion No.
25, Accounting for Stock Issued to Employees. No compensation expense was recorded for these war-
rants as the exercise price exceeded the market price of the stock at the date of issue. The Company plans
to continue to apply APB Opinion No. 25 in accounting for its warrants. In the event additional warrants
are issued, appropriate results will be disclosed in accordance with the provisions of Statement of
Financial Accounting Standard, No. 123. These warrants, at the date of issue, allowed for the purchase
of shares of stock at $2.00 per share. The exercise price of the warrants will be adjusted to reflect stock
splits of 11 for 10 in 1990 and 1989. 1,000 warrants were exercised in 1997 leaving an outstanding bal-
ance of 1,049,000 warrants as of December 31, 2001.

The Company has entered into employment agreements with several key employees of the company dur-
ing 2001. As part of these employment agreements, on October 1, 2001, 400,000 options were granted
with a strike price of $.85. These options become fully vested upon the granting date and have a perpet-
ual life. The number of shares authorized for granting of options under these employment agreements is
limited only by continued employment and the ability to reach established performance goals.

Information with respect to the stock option activity under the Company's employment agreements for
the year ended December 31, 2001 is as follows:

2001
Weighted Average

Optiens Exercise Price
QOutstanding, beginning of year 0 $ .00
Granted 400,000 .85
Forfeited 0 .00
Exercised 0 00
Outstanding, end of year 400,000 $ .85
Exercisable at year end 400.000

All options granted in 2001 were at a strike price of $.85.

The warrants and options outstanding at year end were excluded from the computation of diluted EPS
because the exercise price was greater than the average market price of the company's common stock.

EMPLOYEE BENEFIT PLANS

The Company sponsors a 401(K) plan for all its employees. This plan is solely finded by employee elec-
tive deferrals. The only expenses of the plan paid for by the Company are the trustees fees, which were
insignificant in 2001, 2000 and 1999.

The Company established an employee stock ownership plan ("ESOP") effective January 1, 1999.
Pursuant to the ESOP, each year the Company will determine the amount to contribute to the plan.
Contributions are made at the discretion of the Board of Directors. To be eligible to participate in the
plan, an employee must have completed one year of service and have attained age 21.

During 2001, the ESOP purchased 104,000 shares of the Company's common stock, at a weighted aver-
age price of $.96 per share. The purchase was funded with a loan of $100,000 from the Company, which
is collateralized by the unallocated Company shares owned by the ESOP. The loan will be repaid pri-
marily from contributions by the company. The outstanding principal balance of the loan as of December
31, 2001 was $97,000 and the interest rate is 7% over a 15 year life. All previous loans to the ESOP have
been paid in full and shares purchased by those loans have been allocated to employees.




NOTE 10 -

NOTE 11 -

The shares owned by the ESOP are held by a third party trustee and released for aliocation to participants
as repayments of the loan are made. The number of shares released for allocation in any year is based
upon the ratio of current year principal and interest payments to the total current year and projected future
year's principal and interest payments. Shares of common stock are allocated to each employee based on
the relationship of their total compensation to the total compensation of all participants.

At December 31, 2001 and 2000, cumulative allocated shares remaining in the trust were 258,000 and
68,000 respectively, and unallocated shares were 104,000 and 190,000 respectively, of which 4,648 and
190,000 respectively, were committed-to-be allocated. Total ESOP contribution expense recognized was
$33,958, $25,427 and $138,608 for the years ended December 31, 2001, 2000, and 1999 respectively.

NET CAPITAL REQUIREMENTS

The Company's broker-dealer subsidiaries (ND Capital, Inc., Ranson Capital Corporation and ARM
Securities Corporation) are member firms of the National Association of Securities Dealers, Inc. and are
registered with the Securities and Exchange Commission (SEC) as broker-dealers. Under the Uniform
Net Capital Rule (Rule 15¢3-1 under the Securities Exchange Act of 1934), the subsidiaries are required
to maintain a minimum net capital and a ratio of aggregate indebtedness to net capital, as defined, of not
more than 15 to 1. At December 31, 2001, these subsidiaries had net capital of $162,581, $179,528 and
$641,951; minimum net capital requirements of $25,000, $5,000, and $29,801; excess net capital of
$137,581, $174,528 and $612,150 and ratios of aggregate indebtedness to net capital of .15to 1, 40to |
and .70 to 1, respectively. The subsidiaries are exempt from the reserve requirements of Rule 15¢3-3.

OPERATING SEGMENTS

ND Holdings and Subsidiaries, Inc., organizes its business units into three reportable segments: mutual
fund services, internet services, and broker-dealer services. The mutual fund services segment acts as
investment adviser, distributor and provider of administrative service to sponsored and nonproprietary
mutual funds. The internet services segment provides internet service for the Minot and surrounding area.
The broker-dealer segment distributes shares of nonproprietary mutual funds, and insurance products..

The company's reportable segments are strategic business units that offer different products and services.
They are managed separately because each business requires different technology and marketing strate-
gies. Most of the businesses were acquired as a unit, and the management at the time of the acquisition
was retained. The accounting policies are the same as those described in the summary of significant
accounting policies.

As of, and for the year ended, December 31, 2001

Mutual Fund Imtermet  Broker-Dealer

Services Services Services Total

Revenue from

external customers $ 3,666483 §$ 642584 $ 3,858,657 $ 8,167,724
Intersegment revenues 1,800 2,773 0 4,573
Interest revenue 121 0 0 121
Interest expense 317,857 67 0 317,924
Depreciation and

amortization 426,302 151,688 544 578,534
Segment profit (loss) (345,550) (27,444) 73,166 (299,828)
Segment assets 10,162,935 840,988 1,272,972 12,276,895
Expenditure for

segment assets 76,556 30,123 18,822 125,501




NOTE 12 -

NOTE 13 -

NOTE 14 -

Reconciliation of Segment Information

Revenues

Total revenues for reportable segments S 8,172,297

Elimination of intersegment revenues (4,573)
Consolidated total revenue $ 8,167,724

Profit

Total reportable segment profit $ (299,828)

Assets

Total assets for reportable segments $ 12,276,895

Elimination of intercompany receivables (1,062,103)
Consolidated Assets $ 11,214,792

COMMITMENTS AND CONTINGENCIES

The company entered into leases for office space as a result of purchasing ARM Securities Corporation
(Note 5) in Minnesota and California. The monthly lease payments are $900 and $7,409, respectively.
The leases will expire March 31, 2003 and January 31, 2004, respectively. Total rent expense for the
two leases was $99,708 and $59,725 for the years ended December 31, 2001 and 2000, respectively.

The company has several leases for various office equipment that expire over the next several years
through 2005. The total rent expense for these leases was $33,000, $22,000, and $11,500 for December
31, 2001, 2000, and 1999 respectively.

The following is a schedule by years of future minimum rental payments on operating leases as of
December 31, 2001.

Years ending December 31,

2002 $ 128,588

2003 106,570

2004 19,814

2005 1,464

Total minimum future rentals $ 256,436
SUBSEQUENT EVENTS

On January 15, 2002, the Company acquired all the assets of Capital Financial Services, Inc. ("CFS"), a
full-service brokerage firm based in Madison, Wisconsin. CFS is registered with the SEC as an invest-
ment advisor and broker-dealer and also with the NASD as a broker-dealer. The purchase consideration
was composed of $ 1,140,000 in cash, 750,000 shares of Company stock to be issued in 3 annual install-
ments beginning at the date of purchase, a $250,000 convertible debenture to be issued one year from the
purchase date, as well as 250,000 options to purchase common stock of the Company. CFS specializes
in providing investment products and services to independent investment representatives, financial plan-
ners, and investment advisors and currently supports approximately 90 investment representatives and
investment advisors.

NEW PRONOUNCEMENTS

Effective January 1, 2002, the Company will adopt Statements of Financial Accounting Standards
(SFAS) No. 141 - Business Combinations, and No. 142 - Goodwill and Other Intangible Assets. Under
SFAS No.141, the Company will use the purchase method to account for all future business combina-
tions, beginning with the January 15, 2002 acquisition of Capital Financial Services, Inc. as described in
Note 13. The effect on future financial statements can not be determined at this time.

Under SFAS 142, the Company will no longer amortize its goodwill, investment advisory agreements
and other intangibles over their estimated useful life. Rather, they will be subject to at least an annual
assessment for impairment by applying a fair value based test. Amortization pertaining to the above
assets was approximately $435,000, $425,000, and $335,000 in 2001, 2000, and 1999 respectively.
Effects of the impairment of these assets on future financial statements can not be determined at this time.




ADDITIONAL INFORMATION

INDEPENDENT AUDITOR’S REPORT ON ADDITIONAL INFORMATION

To the Stockholders and Directors of
ND Holdings, Inc. and Subsidiaries
Minot, North Dakota

Our report on our audit of the basic consolidated financial statements of ND Holdings, Inc. and Subsidiaries for the
years ended December 31, 2001, 2000 and 1999, appears on page 1. Those audits were made for the purpose of form-
ing an opinion on such consolidated financial statements taken as a whole. The information on pages 20 and 21,
related to the 2001, 2000 and 1999 consolidated financial statements, is presented for purposes of additional analy-
sis and is not a required part of the basic consolidated financial statements. Such information, except for that por-
tion marked "unaudited”, on which we express no opinion, has been subjected to the auditing procedures applied in
the audits of the basic consolidated financial statements, and, in our opinion, the information is fairly stated in all
material respects in relation to the basic consolidated financial statements for the years ended December 31, 2001,
2000 and 1999, taken as a whole.

We also have previously audited, in accordance with auditing standards generally accepted in the United States of
America, the consolidated balance sheets of ND Holdings, Inc. and Subsidiaries as of December 31, 1998 and 1997,
and the related consolidated statements of operations, stockholders' equity, and cash flows for each of the two years
in the period ended December 31, 1998, none of which is presented herein, and we expressed unqualified opinions
on those consolidated financial statements. In our opinion, the information on page 20 relating to the 1998 and 1997
consolidated financial statements is fairly stated in all material respects in relation to the basic consolidated financial
statements from which it has been derived.

g/la%;/ M@VL @W’Mﬁf

BRADY, MARTZ & ASSOCIATES, P.C.
Minot, North Dakota USA

February 26, 2002




ND HOLDINGS, INC. AND SUBSIDIARIES
SELECTED FINANCIAL DATA
FOR THE YEARS ENDED DECEMBER 31, AS INDICATED

1997
(Restated)

2001 2000 1999 1998 (2)(b)
Operating revenue $ 8,167,724 § 7,329,008 $ 4,761,059 § 4,438,908 § 4,590,716

Income (loss) from

operations $ (193,060) $ 285,747 $ 586458 § 683,443 § 738,890
Income tax (expense) benefit $ 20,148 § (232,830) $ (326,833) $§ (405,240) § (415,042)
Earnings (loss) per share S (.05) § 01 3 (02) $ 03 8§ .03
Total assets $ 11,214,792 $ 12,753,359 $12,072,973 §$ 10,891,060 $10,306,160
Long-term obligations $ 3,021,375 $ 2,987,661 S 2,525,047 §$§ 1,307,750 $ 1,113,070
Shareholders' equity S 6,888,837 § 8,409,454 § 8,419,984 § 0,083,188 §$ 9,038,682
Dividends paid $ 0 8 0 s 0 S 0 3 0

(a) The 1997 statement of operations has been restated to reflect the Company's current practice of recording com-
mission income and commission expense separately. Prior to 1998 these amounts were reported as net commis-
sion income. The 1997 commission income and general and administrative expenses have been increased by
approximately $544,000 so as to conform with the subsequent years' presentation.

(b) During the audit of the 1998 financial statements, an error was discovered that resulted in an understatement of
reported liabilities and overstated net income as of December 31, 1995. All balances affected by this $25,000
error have been restated.
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ND HOLDINGS, INC. AND SUBSIDIARIES

QUARTERLY RESULTS OF CONSOLIDATED OPERATIONS (UNAUDITED)

QUARTER ENDED
3-31-01 6-30-01 9-30-01 12-31-01
Revenues $ 2,149,123 $ 2,043,524 $ 1,971,967 $ 2,003,110
Operating income (2,954) (41,532) (36,079) (112,495)
Other income (expense) (31,204) (25,854) (44,516) (51,709)
Income tax expense
(benefit) (16,301) (2,852) 3,713 35,588
Net income (loss) (46,905) (65,764) (67,886) (119,273)
Per Share® :
Operating income (0.00) (0.01D) (0.01) (0.02)
Other income (expense) (0.00) (0.00) (0.01) (0.01)
Income tax expense (0.00) (0.00) 0.00 0.01
QUARTER ENDED
3-31-00 6-30-00 9-30-00 12-31-00
Revenues $ 1,084,761 § 2,004,073 $ 2,158,754 $ 2,081,420
Operating income 63,444 94,913 78,905 48,485
Other income (expense) (15,969) (2,640) (13,026) (12,545)
Income tax expense (60,347) (52,794) (69,194) (50,495)
Net income (loss) (1,810) 37,428 9,037 (4,251)
Per Share®
Operating income 0.01 0.02 0.01 0.01
Other income (expense) (0.00) (0.00) (0.00) (0.00)
Income tax expense (0.01) (0.01) (0.01) (0.01)
QUARTER ENDED
3-31-99 6-30-99 9-30-99 12-31-99
Revenues $ 1,152,721 $ 1,151,101 $ 1,329,665 $ 1,127,572
Operating income 162,173 173,170 269,825 (18,710)
Other income (expense) (5,644) (15,646) (21,641) (21,948)
Income tax expense (89,660) (91,166) (126,108) (19,899)
Cumulative effect of an
accounting change (373,455) 0 0 0
Net income (loss) (306,586) 66,358 122,076 (49,228)
Per Share
Operating income .02 .02 .03 .00
Other income (expense) .00 .00 .00 .00
Income tax expense (0D (.01) (.02) .00
Cumulative effect of an
accounting change (.05) .00 .00 .00

(1) The Company adopted FAS 128 in 1997. For calculating per share amounts, basic and diluted earnings per com-
mon share are not materially different.

The above financial information is unaudited. In the opinion of management, all adjustments (which are of a nor-
mal recurring nature) have been included for a fair presentation.




The Statement below has been prepared by management and is
not a part of the consolidated audited financial statement.

Hol

ings. Inc.

FINANCIAL HIGHILIGHTS 2001 2000 1999
OPERATING Revenues $ 8,167,724 $ 7,329,008  $4,761,059
RESULTS
Net income (loss) $ (299,828) § 40,404 $ (167,380)
Cash earnings 1 $ 892,444 $ 1,229,968 $1,283,305
EBITDA 2 $ 1,190,220 $ 1,713,866  $1,803,000
Earnings per share : (0.05) 0.01 (0.02)
Cash earnings per share 3 0.14 0.16 0.17
EBITDA per share 3 0.18 0.23 0.24

I Net income plus amortization and depreciation (and cumulative effect for 1999)

2 Earnings before interest, taxes, depreciation and amortization (and cumulative effect for 1999)

3 Calculated using the same number of shares used for earnings per share and presented as an additional measure
of operating performance, not as a substitute for earnings per share.




ND Heicings, [nec. Beara Directors

—

Robert E. Walstad - CEO and Director of ND Holdings, Inc.

Richard D. Olson - President and Director of ND Holdings, Inc.

Peter A. Quist - Vice President and Director of ND Holdings, Inc.

Vance C. Castleman - Member, Souris Basin Revolving Loan
Fund Committee; Real Estate Developer; President and CEO of
Inn-Vestments, Inc.; VP-Marketing, Labor Ready, LRW;
President, Minot Lodging Expo, LLC.

Myron D. Thompson - President and Director of Food

Management Investors, Inc., a.k.a. FMI, Inc.; President and

g - i Director, Apple Core Enterprises, Inc.; President and Director,

¥ S [ abor Force of MN, Inc.; General Partner, Dakota apple
Vance A. Castleman  parnership; Director, Officer and Member, Village Ventures,

L1LC

Richard H. Walstad - Chairman of the Board/CEQ, Cook Sign
Co. of Fargo; Director, Consultant, Cook Sign Co. of Fargo;
Community First Bank, Fargo; Chairman, Dakota Certified
Development Corp; Chairman, Fargo Cass County Economic
Development Corp., Fargo.
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