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Ever Upward: 2021 Alerus Financial Corporation Annual Report

ALeA

Alerus encompasses a team of approximately 850 professionals spread throughout
our markets and home offices across the country. Each team member brings a specific
skillset to our company, enabling us to uniquely provide diversified financial services
to consumer and commercial clients. While our areas of expertise and locations may

vary, we all share one goal — to work together to positively impact our clients’ financial
potential. We embody this philosophy as One Alerus. Our company culture centers
around collaboration to provide holistic, diversified services tailored to clients’ needs.

By working together, we know we can grow Alerus and our capabilities to continue

meeting clients’ financial needs well into the future.
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CLIENT-ORIENTED DIVERSIFIED SERVICES TECHNOLOGY INVESTMENT
We put the client firstin We provide comprehensive Proactively adopting technology
every decision we make. products and services across four helps to furtherintegrate all
business segments — banking, business lines and enhance client
mortgage, wealth management, engagement.

and retirement and benefits.

INCOME & BALANCE SHEET REINVENTION TAILORED ADVICE
GROWTH OPPORTUNITIES OF PROCESSES R _
i Each client is paired with one
Organic growth through a We consistently seek new ways point of contact to help with
diversified business model and to enhance efficiencies and all financial needs.
inorganic growth through strategic improve scalability.

acquisitions.




Katie Lorenson
President and Chief Executive Officer
Alerus Financial Corporation

DEAR FELLOW STOCKHOLDERS,

It is an honor to write my first annual letter to you as president

and chief executive officer of our company. As I reflect on the past
year, I am so proud of our team'’s perseverance and commitment to
excellence. Together, we were able to achieve record performance,
build upon our foundation for long-term growth, and adapt quickly
to the pandemic’s shifting impacts, while maintaining our focus on
doing the right thing for clients.

WE ACCOMPLISHED MILESTONES INCLUDING:

« Achieving record financial performance, with total revenue of $234.5 million and net income of
$52.7 million for the year ending December 31, 2021

+ Successfully attracting and integrating talented professionals, including employees
acquired via our acquisition of Retirement Planning Services, Inc. and lifting out a
seasoned U.S. Small Business Administration lending team

« Opening a new office in Grand Forks, North Dakota, that showcases the future of branches,
blending the convenience of technology with personalized guidance

« Announcing the largest proposed bank acquisition in company history — Metro Phoenix Bank,
a high performing and high growth commercial-focused financial institution in the Arizona market




PURPOSE-DRIVEN PERFORMANCE

Our team outperformed expectations throughout the
year, producing record results. While multiple factors
contributed to this success, common themes drove
performance across all four business segments — hard
work and providing value to clients by doing the

right thing.

Our mortgage division continued experiencing
heightened demand throughout 2021, spurred by

low interest rates and active housing markets. The
division ended 2021 with a record $1.84 billion in
mortgage originations, exceeding 2020’s record
performance, and helping over 5,500 clients buy new
homes or capture savings through refinancing. This
level of activity simply would not have been possible
without the technology investments we previously
made to digitize the application process, making it
easier for clients to complete the mortgage process
and enabling team members to more efficiently serve
clients at a high volume. Approximately 90% of the
mortgage applications we received in 2021 were digital
applications, eliminating more than 200,000 pages of
printed paper each month.

The second round of the Paycheck Protection Program
(PPP) provided an additional opportunity to do the
right thing for clients in 2021. We helped new and
existing clients secure approximately $474 million
through approximately 2,500 loans throughout the
program. Our team also guided clients through the
forgiveness process, with more than 90% of PPP loans
forgiven by year end.

We continue to invest in technology and resources
to enhance the client experience. We introduced
interactive teller machines (ITMs) and opened a new
office in Grand Forks, North Dakota, designed to
provide convenient access to technology for simple
transactions and personal guidance for financial
planning and complex decisions.

We expanded our online account opening capabilities
to clients with the addition of an IRA account option,
which generated 360 account openings in just four
months. We also launched a new retirement mobile
app and website.

CONSISTENCY IN CHALLENGING TIMES

The prolonged COVID-19 pandemic impacted all
markets, although at varying degrees throughout the
year. Our response plan continues to prioritize employee
and client safety, as well as being a good community
partner. These priorities led our decision-making for
companywide policies and enabled us to respond
swiftly to market-specific changes. Our consistent
response, focused on safety above all, minimized client
and employee dissatisfaction while also ensuring
business continuity during this challenging time.

We fully support flexible work schedules and office
options. We believe this work model is here to stay,
driven in part by employees seeking workplace
flexibility. In 2021, remote employees made up 43% of
our workforce, with another 22% working primarily from
home. Despite our widespread locations, our employees’
dedication and team mentality remains unwavering.

We will continue to be agile in our worksite approach in
years to come, as we blend both in-person and remote
collaboration in a hybrid environment.
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Worksite flexibility supports employees’ work-life balance,
encourages collaboration across offices, and contributes
to overall employee satisfaction.



OUR PEOPLE

Our talented people bring our mission of financial
planning and goal setting for every client to life,
and we are proud to have recruited top talent

in 2021. Many of our new employees left larger
companies to join Alerus because their values
align with our mission. As industry consolidation
continues and professionals increasingly prioritize
purpose in their careers, we anticipate increased
opportunities to attract and retain talent both
organically and through strategic acquisitions.

Our existing talent base was enhanced with the
addition of a five-member team with extensive
expertise in U.S. Small Business Administration
lending. This has presented new opportunities
across all markets and allows us to help more
new and existing commercial clients start or
grow their businesses as we emerge from the
pandemic. We also completed the transition of
Colorado-based Retirement Planning Services,
Inc. to Alerus, including integrating our new team
members and clients into the company. We are
pleased with the high level of employee retention

and look forward to continuing organic and

inorganic growth in our retirement and benefits
division in 2022 and beyond.

Our efforts to be an employer of choice were
recognized by both industry publications and
employees, whose feedback helped earn several
“best workplace” awards, including:

« Best Banks to Work For, American Banker

+ 2021 Top Workplace, Star Tribune

+ Best Business Bank and Best Small Business
Bank, Finance & Commerce

Our six fundamental beliefs provide
the foundation for our culture
and business mindset.

People do business with
people they trust

Take care of co-workers
so everyone can take care
of clients

Knowledge drives confidence
and positive action

Foster a culture of service

5 Mutual respectis an
important building block of
good teamwork

Success is never final



POSITIVE MOMENTUM

As | begin my tenure, | am proud to lead this
exceptional company and energized for the
opportunities ahead. While we anticipate
headwinds, expected and unexpected, | am
confident our team will continue adapting and
embracing new ways of doing business while
advancing our long-term growth strategies.

In December, we announced the proposed
acquisition of the high-performing Metro Phoenix
Bank, which if completed, will significantly expand
our market share and talent base in the robust and
growing Arizona market. If completed, it will be
the largest bank acquisition in company history
and our first all-stock transaction. As industry
consolidation continues, we will seek strategic
acquisitions and look to drive organic growth
through our diversified business model.

I am grateful to past president and CEO Randy
Newman and the entire team for having the

vision to create a company so firmly committed

to putting the clients’ best interests first. The
strong foundation they built has positioned us well
forthe present and a future of high growth and
continued top-tier performance. Thank you for your
investment and for placing your trust in us. | am
confident in our potential to continue delivering
value to you and our clients.

With sincere gratitude,

T ramomy

Our key strategic initiatives
drive future growth.

ORGANIC
GROWTH

LEVERAGE OUR
LARGE, EXISTING
CLIENT BASE

EXECUTE
STRATEGIC
ACQUISITIONS

PURSUE TALENT
ACQUISITIONS

ENHANCE BRAND
AWARENESS

STRENGTHEN
AND BUILD
INFRASTRUCTURE

WELCOME OUR NEW CFO

We are pleased to welcome Al Villalon to our C-suite executive team as chief financial
officer. Mr. Villalon joined Alerus in January 2022, bringing over 25 years of industry
experience. His extensive background in analysis, corporate strategy, and investor
relations will benefit our financial foundation and long-term growth.




Randy Newman
Executive Chairman,
Alerus Financial Corporation

RANDY NEWMAN TRANSITIONS TO EXECUTIVE CHAIRMAN

In September 2021, the board of directors appointed Katie Lorenson

to replace Randy Newman as the company'’s president and chief
executive officer, effective Jan. 1, 2022. To ensure a seamless transition
of leaders, Mr. Newman will continue contributing his extensive
company knowledge and industry expertise as executive chairman.

Mr. Newman’s transition to executive chairman caps  company’s ability to quickly respond and operate
a 40-year career at Alerus. He joined the company successfully during the ongoing pandemic.

(then First National Bank North Dakota) in 1981 and
became president in 1987 and CEO in 1995. Under
his leadership, Alerus successfully navigated the
devastating flood and fire of 1997 in Grand Forks,
North Dakota, which destroyed the company’s
headquarters and shaped the company’s long-
term, proactive disaster preparedness and business
continuity planning approach. Policies implemented
after that event directly contributed to the

Mr. Newman’s vision to expand Alerus and its
business lines spurred 24 successful acquisitions
and evolved Alerus into the diversified financial
services company it is today. His commitment to do
the right thing for clients forms the foundation for
the company’s culture and business strategy. Thank
you, Randy, for your vision and continued leadership
as executive chairman.
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We welcomed three new directors to our board in October 2021.

Their diverse backgrounds and depth of experience will benefit

our long-term growth strategy.

JILL SCHURTZ

Jill Schurtz brings expertise

in investment and portfolio
management, retirement
administration, investment
banking, mergers and
acquisitions, and sales and
marketing management. A
graduate of West Point, Ms.
Schurtz served seven years in the
U.S. Army, where she attained
the rank of captain, and holds a
juris doctor from Columbia Law
School. She currently serves as
the CEO and chief investment
officer of the St. Paul (Minnesota)
Teachers’ Retirement Fund
Association. She also chairs the
investment committee for the
M.A. Mortenson company’s board
of directors and is a member of
the West Point Association of

Graduates Investment Committee.

JANET ESTEP

Janet Estep is an experienced
executive with extensive
knowledge of digital
technology, electronic
payments, strategic planning,
mergers and acquisitions,
product development, and
sales, marketing, and risk
management. She retired in
2019 as the CEO of Nacha, the
governing body for the U.S.
ACH payment network. She
previously served as executive
vice president of U.S. Bank’s
Transaction Division. She also
serves on the board of ACI
Worldwide, a global payments
software provider.

MARY ZIMMER

Mary Zimmer provides

a deep understanding of
wealth management, capital
markets, strategic planning,
client segmentation, and
product development. She is

an accomplished financial
industry executive, with 35
years of experience, including
most recently serving as
northern region president for
Wells Fargo Advisors’ wealth
management business. Prior to
Wells Fargo, she held leadership
roles at Royal Bank of Canada
(RBC) U.S. Wealth Management,
including head of international
wealth USA, head of wealth
management services, and
chief operating officer/chief
administrative officer.
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains “forward-looking statements” within the meaning of the safe harbor
provisions of the U.S. Private Securities Litigation Reform Act of 1995. Forward-looking statements include, without
limitation, statements concerning plans, estimates, calculations, forecasts and projections with respect to the anticipated
future performance of Alerus Financial Corporation. These statements are often, but not always, identified by words
such as “may”, “might”, “should”, “could”, “predict”, “potential”, “believe”, “expect”, “continue”, “will”, “anticipate”,
“seek”, “estimate”, “intend”, “plan”, “projection”, “would”, “annualized”, “target” and “outlook”, or the negative
version of those words or other comparable words of a future or forward-looking nature. Examples of forward-looking
statements include, among others, statements we make regarding our projected growth, anticipated future financial
performance, financial condition, credit quality and management’s long-term performance goals and the future plans and
prospects of Alerus Financial Corporation.

Forward-looking statements are neither historical facts nor assurances of future performance. Instead, they are
based only on our current beliefs, expectations and assumptions regarding the future of our business, future plans and
strategies, projections, anticipated events and trends, the economy and other future conditions. Because forward-looking
statements relate to the future, they are subject to inherent uncertainties, risks and changes in circumstances that are
difficult to predict and many of which are outside of our control. Our actual results and financial condition may differ
materially from those indicated in the forward-looking statements. Therefore, you should not rely on any of these
forward-looking statements. Important factors that could cause our actual results and financial condition to differ
materially from those indicated in the forward-looking statements include, among others, the following:

e the negative effects of the ongoing COVID-19 pandemic, including its effects on the economic
environment, including due to supply chain disruptions, our clients and our operations, as well as any
changes to federal, state, or local government laws, regulations, or orders in response to the pandemic;

e our ability to successfully manage credit risk and maintain an adequate level of allowance for loan losses;

e new or revised accounting standards, including as a result of the future implementation of the Current
Expected Credit Loss, or CECL, standard;

e business and economic conditions generally and in the financial services industry, nationally and within our
market areas, including rising rates of inflation;

e overall health of the local and national real estate market;

e concentrations within our loan portfolio;

e the level of nonperforming assets on our balance sheet;

e our ability to implement our organic and acquisition growth strategies;

e the impact of economic or market conditions on our fee-based services;

e our ability to continue to grow our retirement and benefit services business;

e our ability to continue to originate a sufficient volume of residential mortgages;

e the occurrence of fraudulent activity, breaches or failures of our information security controls or
cybersecurity-related incidents;

e interruptions involving our information technology and telecommunications systems or third-party
services;



potential losses incurred in connection with mortgage loan repurchases;
the composition of our executive management team and our ability to attract and retain key personnel;
rapid technological change in the financial services industry;

increased competition in the financial services industry from non-banks such as credit unions and Fintech
companies;

our ability to successfully manage liquidity risk, especially in light of recent excess liquidity at the Bank;
the effectiveness of our risk management framework;

the commencement and outcome of litigation and other legal proceedings and regulatory actions against us
or to which we may become subject;

potential impairment to the goodwill we recorded in connections with past acquisitions;
the extensive regulatory framework that applies to us;
the impact of recent and future legislative and regulatory changes;

interest rate risks associated with our business, including the effects of anticipated rate increases by the
Federal Reserve;

fluctuations in the values of the securities held in our securities portfolio;
governmental monetary, trade and fiscal policies;

severe weather, natural disasters, widespread disease or pandemics, such as the COVID-19 pandemic, acts
of war or terrorism, or other adverse external events;

any material weaknesses in our internal control over financial reporting;

developments and uncertainty related to the future use and availability of some reference rates, such as the
London Interbank Offered Rate, or LIBOR, as well as other alternative reference rates;

changes to the U.S. or state tax laws, regulations and guidance including proposals to increase the federal
corporate tax rate;

talent and labor shortages and employee turnover;

possible federal and vaccine mandates;

concentrations of large depositors;

our dependence on dividends from the Bank

the impact of inflation and anticipated interest rate increases; and

any other risks described in the “Risk Factors” section of this report and in other reports filed by Alerus
Financial Corporation with the Securities and Exchange Commission, or SEC.



Any forward-looking statement made by us in this report is based only on information currently available to us
and speaks only as of the date on which it is made. We undertake no obligation to publicly update any forward-looking
statement, whether written or oral, that may be made from time to time, whether as a result of new information, future
developments or otherwise.

ITEM 1. BUSINESS
Company Overview and History

Alerus Financial Corporation, or the Company, is a diversified financial services company headquartered in
Grand Forks, North Dakota. Through our subsidiary, Alerus Financial, National Association, or the Bank, we provide
innovative and comprehensive financial solutions to businesses and consumers through four distinct business
segments—banking, retirement and benefit services, wealth management, and mortgage. These solutions are delivered
through a relationship-oriented primary point of contact along with responsive and client-friendly technology.

As of December 31, 2021, we had $3.4 billion of total assets, $1.8 billion of total loans, $2.9 billion of total
deposits, $359.4 million of stockholders’ equity, $36.7 billion of assets under administration/management in our
retirement and benefit services segment, and $4.0 billion of assets under administration/management in our wealth
management segment. For the year ended December 31, 2021, we had $1.8 billion of mortgage originations.

Our business model produces strong financial performance and a diversified revenue stream, which has helped
us establish a brand and culture yielding both a loyal client base and passionate and dedicated employees. We believe
our client-first and advice-based philosophy, diversified business model and history of high performance and growth
distinguishes us from other financial service providers. We generate a majority of our overall revenue from noninterest
income, which is driven primarily by our retirement and benefit services, wealth management and mortgage business
segments. The remainder of our revenue consists of net interest income, which we derive from offering our traditional
banking products and services.

Our operations date back to 1879, when we were originally founded as the Bank of Grand Forks, one of the
first banks chartered in the Dakota Territory. In 2000, we changed our name to Alerus Financial Corporation, reflecting
our evolution from a traditional community bank to a high-value financial services company focused on serving the
needs of businesses and consumers who desire comprehensive financial solutions delivered through relationship-based
advice and service. Since this rebranding, we have experienced significant growth, both organically and through a series
of strategic acquisitions. This growth has allowed us to build a diversified franchise and expand our geographic footprint
into growing metropolitan areas. We believe these initiatives have transformed our Company into a high-tech,
high-touch client service provider, increased our earnings and allowed us to return more value to stockholders.

Recent Developments

On December 8, 2021, we entered into an Agreement and Plan of Merger, or the Merger Agreement, with
MPB BHC, Inc. and Arizona corporation, or MPB, pursuant to which MPB will merge into the Company, with the
Company as the surviving corporation, or the Merger. Subject to the terms and conditions of the Merger Agreement, at
the effective time of the Merger, MPB shareholders will have the right to receive 0.74, or the Exchange Ratio, shares of
common stock of the Company for each share of common stock of MPB. The Exchange Ratio is subject to potential
downward adjustment, as described in the Merger Agreement. Based upon our closing share price of $31.43 on
December 7, 2021, the implied per share purchase price is $23.26, with an aggregate transaction value of approximately
$85.3 million, including $4.3 million in consideration for option holders. Holders of options to purchase shares of MPB
common stock which are outstanding and unexercised immediately prior to the closing will be canceled in exchange for
right to receive cash based on the Exchange Ratio, as described by the Merger Agreement.



Our Business Model and Products and Services
General

Our business model is client-centric, with a focus on offering a diversified range of solutions to clients who
desire an advice-based relationship, enabling us to become the preferred financial services provider to clients. Through
this approach, instead of focusing on the broader population, we target specific business and consumer segments that we
believe we can serve better than our competitors and that have meaningful growth potential. By offering sound financial
advice and a long-term partnership, we believe we align best with clients who are achievement-oriented in their purpose
and will allow us to play an active role in their success at all stages of their businesses and lives. We classify our
consumer clients based on age and income, aligning best with clients who have complex financial needs. Our business
clients are classified by industry, with a focus on specific high priority industries and client types, including professional
services, finance and insurance, wholesale, small business, construction, retail, and manufacturers. We target businesses
with sales between $2.0 million and $100.0 million.

Our commitment to delivering diversified solutions is driven by our “One Alerus” initiative, launched in 2017,
which enables us to bring all of our product and service offerings to clients in a cohesive and seamless manner.
Underlying the One Alerus initiative is our strategy of serving clients through a combination of technology and skilled
advisors—a “high-tech, high-touch” approach that we believe clients demand and deserve. One Alerus lays the strategic
foundation for current and future technology investments and the synergistic growth strategies of a diversified financial
services firm. It also brings together our product and service offerings in a unified way, which we believe differentiates
us from our competitors and allows us to impact clients more meaningfully and generate long-term value for our
Company. The primary components of One Alerus are:

e providing proactive advice to clients;

e offering an integrated client-access portal (My Alerus);

e seeking additional ways to improve the client experience;
e leveraging synergistic growth opportunities; and

e focusing on process reinvention and efficiency.

Through One Alerus, we strive to provide each client with a primary point of contact—a trusted advisor—who
takes the time to develop an in-depth understanding of the client’s needs and goals. Our advisors work holistically with
clients in a guidance-based manner to proactively help them with their financial decisions. Our products and services
include traditional bank offerings such as checking accounts, debit cards, savings accounts, personal and business loans,
credit cards, online banking, mobile banking / wallet, private banking, deposit and payment solutions and mortgages, as
well as fee income services such as individual retirement accounts, or IRAs, 401(k) rollovers, retirement planning,
employer-sponsored plans, employee stock ownership plans, payroll and health savings account, or HSA, flex spending
account, or FSA, administration, government health insurance program services, and wealth management services such
as advisory, investment management and trust and fiduciary services. The advisor is equipped to tailor this diverse set of
products and services to each client’s unique goals and is empowered to reach across our organization to bring the client
in contact with product specialists as needed. One Alerus bridges the gaps between our business units with a focus on
client advocacy. We believe the One Alerus initiative will enable us to achieve future organic growth by leveraging our
existing client base and help us continue to provide strong returns to our stockholders.

The trusted advisor relationship is supported and enhanced through an integrated client-access portal we call
“My Alerus.” By collaborating with a key technology partner, we have integrated the diverse client applications of our
full product suite into a unified system and layered in new technology to bring a client’s entire financial picture into one
view. For example, a client who has multiple products with our Company, such as banking accounts, a mortgage, wealth
management accounts, a retirement account, and a health benefit account, can now access all of these accounts online
and effect transactions via one, single login through My Alerus. Instead of being forced to use different usernames and



passwords for each system, we’ve created a single login dashboard to access the most used information on client
accounts and coupled that with the ability to link into more detailed information within each transaction system
(banking, retirement, and benefits, wealth management and mortgage). Our clients can further personalize their
dashboard by integrating or linking financial accounts held at other institutions into My Alerus. Once our clients have
integrated or linked all of their financial information, the data can be used to create a custom financial fitness score to
help clients save for emergencies, plan for retirement, manage their debt, optimize health savings and protect them from
unexpected events with insurance.

Banking

Lending. Through our relationship-oriented lending approach, our strategy is to offer a broad range of
customized commercial and consumer lending products for the personal investment and business needs of our clients.
Our commercial lending products include commercial loans, business term loans and lines of credit for a diversified mix
of small and midsized businesses. We offer both owner occupied and non-owner occupied commercial real estate loans,
as well as construction and land development loans. Our consumer lending products include residential first mortgage
loans. In addition to originating these loans for our own portfolio, we originate and sell, primarily servicing-released,
whole loans in the secondary market. Our mortgage loan sales activities are primarily directed at originating single
family mortgages, which generally conform to Federal National Mortgage Association and Federal Home Loan
Mortgage Corporation guidelines and are delivered to the investor shortly after funding. Additionally, we offer
installment loans and lines of credit, typically to facilitate investment opportunities for consumer clients whose financial
characteristics support the request. We also provide clients loans collateralized by cash and marketable securities.

Our loan portfolio includes commercial and industrial loans, commercial real estate loans, consumer loans,
which include residential real estate loans, indirect auto loans and other consumer loans, and a small amount of
agricultural loans. The principal risk associated with each category of loans we make is the creditworthiness of the
borrower. Borrower creditworthiness is affected by general economic conditions and the attributes of the borrower and
the borrower’s market or industry. We underwrite for strong cash flow, multiple sources of repayment, adequate
collateral, borrower experience and backup guarantors. Attributes of the relevant business market or industry include the
competitive environment, client and supplier availability, the threat of substitutes, and barriers to entry and exit.

Deposits. We provide a broad range of deposit products and services, including demand deposits,
interest-bearing transaction accounts, money market accounts, time and savings deposits, and certificates of deposit.
Core deposits, which consist of noninterest bearing deposits, interest-bearing checking accounts, certificates of deposit
less than $250,000, and money market accounts, provide our major source of funds from individuals, businesses and
local governments. As of December 31, 2021, core deposits totaled $2.8 billion or 96.9% of our total deposits. Our
deposit portfolio includes synergistic deposits from our retirement and benefits services and wealth management
segments. As of December 31, 2021, these synergistic deposits totaled $669.0 million. We also offer an HSA deposit
program to attract low cost deposits. As of December 31, 2021, we had $153.2 million of HSA deposits which are
included in the synergistic deposit total.

We offer a range of treasury management products, including electronic receivables management, remote
deposit capture, cash vault services, merchant services, and other cash management services. Deposit flows are
significantly influenced by general and local economic conditions, changes in prevailing interest rates, internal pricing
decisions and competition. Our deposits are primarily obtained from depositors located in our geographic footprint, and
we believe that we have attractive opportunities to capture additional deposits in our markets. In addition, we have
created a National Market to focus on growing the synergistic deposits from our retirement and benefits services and
wealth management segments. In order to attract and retain deposits, we rely on providing quality service, offering a
suite of consumer and commercial products and services and introducing new products and services that meet our
clients’ needs as they evolve.



Retirement and Benefit Services

Our retirement and benefit services business offers retirement plan administration and investment advisory
services, employee stock ownership plan, or ESOP, fiduciary services, payroll, HSA and other benefit services to clients
on a nationwide basis. A breakdown of these services is as follows:

e Advisory. We provide investment fiduciary services to retirement plans.
¢ Retirement. We provide recordkeeping and administration services to qualified retirement plans.
e ESOPs. We provide trustee, recordkeeping and administration services to employee stock ownership plans.

e Health and Welfare. We provide HSA, FSA, and government health insurance program recordkeeping
and administration services to employers.

e Payroll. We provide payroll and human resource information system services to employers.
Wealth Management

Our wealth management division provides fiduciary services to consumer and commercial clients. These
services include financial planning, investment management, personal and corporate trust services, estate administration,
and custody services. In addition, our wealth management division offers brokerage services to compliment the unique
needs of our clients. Our investment management services offer two unique and proprietary strategies called Dimension
and Blueprint, which are primarily targeted toward IRAs, and agency account relationships. A Dimension account is a
proprietary, separately managed account designed for individual investors, foundations, endowments and institutions
with assets typically greater than $500 thousand. Dimension accounts use actively managed portfolios consisting of
individual securities, mutual funds, and exchange traded funds selected and monitored by a centralized team of
investment professionals. A Blueprint account uses a series of models that are designed to help investors gain exposure
to a diversified, risk-based asset allocation. Portfolios in these accounts are comprised of mutual funds run by consistent,
low-cost fund managers, with the Bank conducting initial and ongoing fund monitoring of the model allocations and
rebalancing the portfolios on a regular basis.

Mortgage

Our mortgage business offers first and second mortgage loans through a centralized mortgage unit located in
Minneapolis, Minnesota, as well as through our banking office locations. These loans typically enable borrowers to
purchase or refinance existing homes, most of which serve as the primary residence of the owner. In 2021,
approximately 51.2% of the loans made by our mortgage division were for the purchase of a residential property,
compared to 48.8% for the refinance of an existing mortgage. We source most of our residential mortgage loans from the
Minneapolis-St. Paul-Bloomington metropolitan statistical area, or the Twin Cities MSA, and for the year ended
December 31, 2021, approximately 90.2% of the total mortgage loans were attributable to that market, compared to
6.6% attributable to the North Dakota market and 3.2% attributable to the Phoenix-Mesa-Scottsdale metropolitan
statistical area, or the Phoenix MSA. We believe there is an opportunity to expand our mortgage loan pipeline in these
other markets, especially in the Phoenix MSA. Although we originate loans for our own portfolio, we also conduct
mortgage banking activities in which we originate and sell, servicing-released, whole loans in the secondary market.
Typically, loans with a fixed interest rate of greater than 10 years are available-for-sale and sold on the secondary
market. Our mortgage banking loan sales activities are primarily directed at originating single family mortgages that are
priced and underwritten to conform to previously agreed criteria before loan funding and are delivered to the investor
shortly after funding. The level of future loan originations, loan sales, and loan repayments depends on overall credit
availability, the interest rate environment, the strength of the general economy, local real estate markets and the housing
industry, and conditions in the secondary loan sale market. The amount of gain or loss on the sale of loans is primarily
driven by market conditions and changes in interest rates, as well as our pricing and asset liability management
strategies. As of December 31, 2021, we had mortgage loans held for sale of $46.5 million from the residential mortgage



loans we originated. For the year ended December 31, 2021, our mortgage segment originated $1.8 billion of mortgage
loans.

Our Banking Market Areas

Our primary banking market areas are the states of North Dakota, Minnesota, specifically, the Twin Cities
MSA, and Arizona, specifically, the Phoenix MSA. In addition to our offices located in our banking markets, our
retirement and benefit services business administers plans in all 50 states through offices located in Michigan, Minnesota
and New Hampshire.

North Dakota

Our corporate headquarters, which is a full-service banking office located at 401 Demers Avenue, Grand Forks,
North Dakota 58201, primarily serves the eastern North Dakota market along with two other full-service banking office
located in Grand Forks, North Dakota, three full-service banking offices located in Fargo and West Fargo, North Dakota,
and one full-service banking office located in Northwood, North Dakota. We believe this market is rich in low-cost, core
deposits and is strengthened by the Bakken Oil region. We can use these low-cost, core deposits to fund loans in our
higher growth metropolitan markets.

The State of North Dakota also features one of the only state-owned banks in the nation, the Bank of North
Dakota, which offers services, many of which are similar to those offered by a correspondent bank, only to banks like
ours that are headquartered in the state. The Bank of North Dakota expands our lending capacity by purchasing
participations from the Bank. In addition, the Bank of North Dakota offers us additional financing options such as bank
stock loans, lines of credit and subordinated debt at competitive rates. Finally, the Bank of North Dakota enables state
banks to take deposits and manage funds for municipal and county governments without meeting collateral
requirements, which are waived by a letter of credit from the Bank of North Dakota.

Minnesota

We serve the Minnesota market through six full-service banking offices all located in the Twin Cities MSA.
The Twin Cities MSA had total deposits of $222.4 billion as of June 30, 2021 and ranks as the 16" largest metropolitan
statistical area in the United States in total deposits, based on FDIC data. The Twin Cities MSA is defined by attractive
market demographics, including strong household incomes, dense populations, low unemployment, and the presence of a
diverse group of large and small national and international businesses making the Twin Cities MSA one of the most
economically vibrant and diverse markets in the country.

Arizona

We serve the Arizona market through our full-service banking offices located in Scottsdale and Mesa, Arizona.
The Phoenix MSA had total deposits of $161.1 billion as of June 30, 2021 and ranks as the 20™ largest metropolitan
statistical area in the United States in total deposits, based on FDIC data. The Phoenix MSA is a large and growing
market, with a total population of approximately 4.9 million as of July 1, 2019, making it the 10% largest metropolitan
statistical area in the United States. The Phoenix MSA is defined by attractive market demographics, including a large
number of high- net- worth households, dense populations, low unemployment, and the presence of a diverse group of
small-to-medium sized businesses.

Our National Market

Our retirement and benefit services business serves clients in all 50 states. We offer retirement and benefit
services at all of our banking offices located in our three primary market areas. In addition, we operate one retirement
and benefits services office in Minnesota, one in Colorado and one in Michigan. To help us track retirement and benefit
services business clients that reside outside of our banking markets, we recently formalized a “National Market” with a
separately appointed National Market President to oversee the development of the market’s client base. Retirement and
benefit services assets under administration/management, wealth management assets under administration/management,



loans and deposits attributable to the National Market were $28.4 billion, $577.9 million, $38.6 million and
$671.3 million, respectively, as of December 31, 2021, representing approximately 77.4%, 14.3%, 2.2% and 23.0%,
respectively of our total retirement and benefit services assets under administration/management, wealth management
assets under administration/management, loans and deposits as of that date.
Competition

The financial services industry is highly competitive, and we compete in a number of areas, including
commercial and consumer banking, residential mortgages, wealth advisory, investment management, trust, and
record-keeping among others. We compete with other bank and nonbank institutions located within our market areas,
along with competitors situated regionally, nationally, and others with only an online presence. These include large
banks and other financial intermediaries, such as consumer finance companies, brokerage firms, mortgage banking
companies, and business leasing and finance companies, all actively engaged in providing various types of loans and
other financial services. We also face growing competition from online businesses with few or no physical locations,
including online banks, lenders and consumer and commercial lending platforms, as well as automated retirement and
investment services providers. Competition involves efforts to retain current clients, obtain new loans, deposits, and
advisory services, increase the scope and type of services offered, and offer competitive interest rates paid on deposits,
charged on loans, or charged for advisory services. We believe our integrated and high-touch service offering, along
with our sophisticated relationship-oriented approach sets us apart from our competitors.
Human Capital Resources

The Company and its subsidiaries employ a total of 836 employees, of which approximately:

e 779 are full-time employees; and
e 57 are part-time employees.
Our workforce further breaks down into the following categories:

e gender: male 284, female 552; and

e cthnicity: 758 white, 78 identify as either Native American Indian, Asian, African American, Hispanic,
or Latino.

The Company has four operating segments with the following employees:
e Banking: 94 employees;
e Mortgage: 111 employees;
e Retirement and Benefits: 224 employees; and
e  Wealth Management: 21 employees.
The client service divisions include
e Sales and Service 222 employees;
e Client Service Center: 35 employees; and

e Staff areas consisting of Human Resources, Information Technology, Audit, Legal, Compliance, and
the Executives consist of 129 employees.
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Banking is a people- and relationship-driven business and our employees are vital to our success in the financial
services industry. In short, our long-term success depends on our ability to attract and retain top performers in every
aspect of our business. We believe a diverse workforce better enables us to understand our client base, and to help our
clients meet their own goals and expectations.

Our culture is underpinned by our core values and fundamental beliefs: Do the Right Thing, Cherish People,
Empower with Knowledge, Respect Everyone, Serve with Passion and Embrace Change.

Our Talent Management Program is built on the foundation of our Alerus leadership essentials, which include
12 competencies, divided into four elements of success: Charting the Course, Achieving Results, Leading People, and
Managing Self. Through this program we build on strengths with continuous, real-time coaching and evaluation in areas
of development, all aligned with our Company’s goals and strategies.

The development, attraction and retention of employees is a critical success factor for the Company for
succession planning and sustaining our core values. To support the advancement of our employees, we offer training and
development programs encouraging advancement from within and continue to fill our team with strong and experienced
management talent. We leverage both formal and informal programs to identify, foster, and retain top talent at both the
corporate and operating unit level. Training programs are offered through our Alerus University platform which provides
a variety of courses in the areas of management, leadership, sales, technology, compliance, product knowledge, and on
the job training opportunities. Foundations is a development program designed to build future leaders by familiarizing
participants with a thorough understanding of Alerus and provides insights into a professional services company.
STRETCH is a leadership development program designed to further the personal and professional growth of high
performers through development assessments, a mentor program and in-depth knowledge of risk management, client
segmentation, project management and strategic planning and decision making. Manager Connection provides managers
across the Company an opportunity to learn together and share best practices for developing and leading teams.

The Company’s compensation programs are designed to align the compensation of our employees with the
Company’s performance and to provide the proper incentives to attract, retain and motivate employees to achieve
superior results. The structure of our compensation programs balances incentive earnings for both short-term and long-
term performance. Specifically, we compensate our employees through a combination of base salary, sales incentive
programs, an annual performance bonus program tied to individual, team and company success measures and a long-
term equity program tied to Company long-term performance. Each element of compensation is designed to achieve a
compensation package that is competitive in our markets and within our industry. The Company hired compensation
consultants FW Cook to perform compensation analysis and benchmarking compared to the peer group for executive
compensation plans. For all other areas, the Company hired McLagan a division of Aon, to provide benchmarking and
analysis for base salary structures and sales incentive programs.

Our benefits package provides employees medical, dental, vision, life, disability and accidental death insurance
and paid time off benefits. We also provide our employees with retirement benefits designed to assist our employees
with planning for and securing appropriate levels of income during retirement. We believe these plans help us attract and
retain quality employees by offering benefits comparative with those offered by our competitors.

The Company provides policies and training on ethical conduct. We maintain an open-door policy to encourage
open communication, feedback and discussion about any matter of importance to any employees. The Company hired
Lighthouse Services to provide employees with a confidential reporting mechanism for misconduct, including
discrimination, ethics, harassment and hostility, human resource issues, privacy, security and safety.

Corporate Information

Our principal executive office is located at 401 Demers Avenue, Grand Forks, North Dakota 58201, and our
telephone number at that address is (701) 795-3200. Our website address is www.alerus.com. The information contained
on our website is not a part of, or incorporated by reference into, this report. The SEC maintains an Internet site that
contains reports, proxy and information statements, and other information regarding issuers that file electronically with
the SEC, as the Company does. The website is www.sec.gov. The Company provides access to its SEC filings for
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viewing or downloading free of charge through its website at www.alerus.com. After accessing the website, the filings
are available upon selecting “Investor Relations” and “SEC Filings.” Reports available include the Company’s proxy
statements, annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and all
amendments to those reports as soon as reasonable practicable after the documents and reports are electronically filed
with or furnished to the SEC.

SUPERVISION AND REGULATION
General

Alerus Financial Corporation, a financial holding company, and its subsidiary, Alerus Financial, N.A., a
national banking association, are extensively regulated under federal law. As a result, our growth and earnings
performance may be affected not only by management decisions and general economic conditions, but also by the
requirements of applicable statutes and by the regulations and policies of various bank regulatory agencies, including our
primary regulator, the Board of Governors of the Federal Reserve System, or Federal Reserve, and the Bank’s primary
regulator, the Office of the Comptroller of the Currency, or OCC, as well as the FDIC, as the insurer of our deposits, and
the Consumer Financial Protection Bureau, or CFPB, as the regulator of consumer financial services and their providers.
Furthermore, taxation laws administered by the Internal Revenue Service and state taxing authorities, accounting rules
developed by the Financial Accounting Standards Board, or FASB, securities laws administered by the SEC and state
securities authorities, and anti-money laundering laws enforced by the U.S. Department of the Treasury, or Treasury,
have an impact on our business. The effect of these statutes, regulations, regulatory policies and accounting rules are
significant to our operations and results.

Federal and state banking laws impose a comprehensive system of supervision, regulation, and enforcement on
the operations of FDIC-insured institutions, their holding companies, and affiliates that is intended primarily for the
protection of the FDIC-insured deposits and depositors of banks, rather than stockholders. These federal and state laws,
and the regulations of the bank regulatory agencies issued under them, affect, among other things, the scope of our
business; the kinds and amounts of investments we may make; required capital levels relative to our assets; the nature
and amount of collateral for loans; the establishment of branches; our ability to merge, consolidate, and acquire; dealings
with our insiders and affiliates; and our payment of dividends. In reaction to the global financial crisis and particularly
following passage of the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010, or Dodd-Frank Act, we
experienced heightened regulatory requirements and scrutiny. Although the reforms primarily targeted systemically
important financial service providers, their influence filtered down in varying degrees to community banks over time and
caused our compliance and risk management processes, and the costs thereof, to increase. The Economic Growth,
Regulatory Relief and Consumer Protection Act of 2018, or the Regulatory Relief Act, eliminated questions about the
applicability of certain Dodd-Frank Act reforms to community bank systems, including relieving us of any requirement
to engage in mandatory stress tests, maintain a risk committee or comply with the Volcker Rule’s complicated
prohibitions on proprietary trading and ownership of private funds. We believe these reforms have been favorable to our
operations.

The supervisory framework for U.S. banking organizations subjects’ banks and bank holding companies to
regular examination by their respective regulatory agencies, which results in examination reports and ratings that are not
publicly available and that can impact the conduct and growth of their business. These examinations consider not only
compliance with applicable laws and regulations, but also capital levels, asset quality and risk, management ability and
performance, earnings, liquidity, and various other factors. The regulatory agencies generally have broad discretion to
impose restrictions and limitations on the operations of a regulated entity where the agencies determine, among other
things, that such operations are unsafe or unsound, fail to comply with applicable law, or are otherwise inconsistent with
laws and regulations.

The follow