MICROFILM DIVIDER

OMB/RECORDS MANAGEMENT DIVISION
SFN 2053 (2/85) 5M
GtAL S

ROLL NUMBER

DESCRIPTION




2007 HOUSE CONSTITUTIONAL REVISION

HCR 3018
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Minutes:

Chairman Koppelman: opened the Hearing on HCR 3018 .

Rep Thorpe, District 5: Introduced HCR 3018. See attached testimony.

Representative Conrad: As | recall, 2 years ago, you introduced a measure to use profits in
the Bank of North Dakota for economic development.

Rep Thorpe: |did.

Representative Conrad: Does that jive with what this is attempting to do?

Rep Thorpe: That was a learning lesson. Before it was discussed on the floor, the bank
president told me that we hadn't left them anything to operate on. | told him that what 1 asked
for was that anything over $30 M in bank profits wouid go into the development fund. He said
that didn’t leave them very much because the Governor has that spent .... that bill didn’t go
very far. The reason this bill is here is that for several sessions, one of the questions asked of
me is, “Why are we spending the bank profits into the general fund when it was chartered for
industrial development with the State of North Dakota?” 1've told them that they had a
legitimate question, but in my experience, | don’t think I've had a vote on how that money is

spent. | explained to them how it worked, in my opinion, the Industrial Commission, headed up

by our Governor, Attorney General & Ag Commissioner make those decisions. We have a
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great Industrial Commission & a very wise Governor & they've made those decisions. One of
them asked me if any big businesses leave all their profits to be determined on how it will be
spent to 3 individuals. | certainly don’t have an argument with our Governor or the Industrial
Commission, this is just a matter of hearing ... | think we should be thinking about.

Chairman Koppelman: The measure calls for & of course with any constitutional
amendment, this would have to go to a vote of the people, to pass in the legisiature. Basically,
it calls for a 60% vote of the members of the legislature in order to appropriate the funds from
the bank. That isn't really the correct way to go. I'm curious what you're thinking is on that.
Rep Thorpe: My thinking on that was that our citizens out there decided that the legislature
should make that decision & they would vote in favor & if they feel that the Industrial
Commission is the right way to continue then it would fail. With humility, I'll have to admit to
you that the super majority that | put into this bill, 60%, | was thinking that maybe | could get a
vote in there with that super majority. If you're going to consider the resolution, if you want to
amend it down to a simple majority, | would have no problem with that.

Chairman Koppelman: Any other testimony in support, opposition or neutral?

Stan Benson, Bank of North Dakota: | visited with Eric this afternoon before heading out
and he wanted me to convey to the committee that the bank is neutral.

Chairman Koppelman: Can you explain to the committee how this works currently & your
view of what this measure would change in terms of how the profits of the bank are currently
appropriated?

Stan Benson: I'm not prepared to answer that this afternoon; however, we can a later date.
Representative Conrad: How much has gone into the general fund over the last 30 years? |

would like to see how a bank of comparable size does, are they reinvested? I've had many

people visit with me, many with concerns about the Bank of North Dakota & actually saying
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that it's not grown at the rate it should grow and if you look back in the last 20 years, it hasn't
kept up with the size it was then.

Chairman Koppelman: Stan, when you're preparing that, if you would also give the
committee a little background, such as the history of the bank, it's purpose, it that's changed
over the years. We're the only state in the nation that has a state owned bank, so it's an
unusual situation to be in. As Rep Conrad pointed out, in recent years the bank’s profits have
been used for general (can't understand} & many would say that that saves us from tax
increases and the question is, is that a good thing or not?

Representative Conrad: The student loan program was used to better the lives of the
citizens of North Dakota.

Representative Owens: | want to make sure there’'s no misunderstanding; my experience
with the banking industry is your asset growth. That tells me & what I'd like to do, since this is
the only state owned bank, | deal with the banking industry quite a bit & I'm used to capital
reserves ... | assume you have some type of capital reserve.

Representative Klemin: | think that the state owned bank does a lot of things that regular
commercial banks can’t do. The Bank of North Dakota participates in loans that a lot of other
commercial banks won’t and takes risks that an ordinary bank wouldn’t take. The number of
programs for reduced loans & interest rates for certain kinds of things, like a beginning farm
loan program. | don't think we can compare the Bank of North Dakota’s operation to that of a
regular commercial bank whose only goal is to make profits, whereas the Bank of North
Dakota has some other goals.

Chairman Koppelman: A bill | sponsored earlier this session that passed unanimously, |
believe, came from a program that | actually initiated 4 years ago & was a ag loan program,

similar to what Rep Klemin's been talking about. We talked about keeping farmers on the
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land, etc and this particular program said that if someone is having difficulty in consolidating
their debt & staying on the farm, which is an important question for people in our state, the
bank could accommodate a loan that a normal bank may not. Stan, if you or Mr Hardmeyer or
whoever comes back to our next committee meeting on this bill, if you could give us some
overview & history of the bank.

Representative Conrad: The people that I've visited with about the subject have said that the
profits going into the general funds, is that really what we should be doing, or should we be
expanding these things that other banks are not, such as tourism and what is being done with
the profits?

Representative Owens: We're dealing with an organization that has certain responsibilities,
in my opinion, to the Federal Reserve, only at the state level & then it has certain other
responsibilities because it's part of the state, that are totally unrelated to commercial banking
and it's really credit unions that are more coops. | have a feeling that what we’re going to find
out is that, while they may not have grown like a commercial competitor, we're going to find out
that with the changing of the mission and all the various things that are involved with, that it's
very well managed over the past 30 years.

Representative Klemin: | think most of what we’re asking for is an Annual Report.

Stan Benson: Chairman Koppelman, just a little feedback ... the bill that you helped sponsor
is HB 1061 & we appreciated that.

Chairman Koppelman: We'il ask you to come back and we’ll notify you when the next
meeting on this will be.

Rep Thorpe: Thank you so much for being so gracious and | just want to say that it's only the

amount of money going into the general fund that the citizens back home had a concern with.
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Chairman Koppelman: 'm not going to adjourn the hearing, rather I'm going to recess it
because we've asked for this additional information from the bank & if anyone else wants to

come and testify further, we'll entertain that as well.
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Minutes:

Chairman Koppelman: Reopened the hearing on HCR 3018

Karline Fine, Executive Director and Secretary of the Industrial Commission: Appeared
to provide background on the transfers that have taken place over the years from the Bank of
North Dakota. SEE ATTACHED TESTIMONY.

Eric Harmeyer, President & CEO of the Bank of North Dakota: Reviewd information in
the ATTACHED BLUE FOLDER/PACKET BND

Chairman Koppelman: How does that relate to the $175M floor that Karline refers to?
Hardmeyer: The floor has increased from $100M to $150M and now we're proposing it to
$175M ... it just means that for whatever reason, you can't take it down below $175M ... from
$185M is another $10M there but there has to be some sort of legislative action that would
allow you to go in and take above and beyond the $60M ... I'm not sure how they get the
additional $10M. (After answering question, Hardmeyer continued on with the prepared
testimony) We do have a loan loss reserve ... (that's not mentioned on the testimony) we
have about $30M in a loan loss provision to offset loan losses. In some cases bank regulators

combine reserves and (can't understand) capital provision and they call that primary capital.

The Bank of North Dakota reserve as a percentage of total loans is about 180 or 190 and that
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compares pretty well with the rest of the industry at about 175 to 180 so we have a good
healthy loan loss reserve. BACK TO WRITTEN TESTIMONY IN BLUE FOLDER
Representative Conrad: This is real interesting ... some of the older people must remember
the jump of early 90’s where we went from $16M to $60M ... the question is what would have
we done with $60M if we hadn’t put it into the general fund, what would have you done?
Hardmeyer: That would have gone to increase capital, that represents free money ... equity,
there’s no cost to it. Our deposits, which make up a great deal of our liabilities, we pay going
market rate of say 4%, so if we keep capital, which is 0% on that, that basically lowers our cost
of funds so when we loan someone money (we're making a loan at 8%) we have a cost to that
money ... our cost is what we pay depositors. We also have to pay overhead and then you
have to make a profit margin so what that does is lower our costs. We've been asked to
explain if you kept the $60M next biennium, what does that mean to the bank. in the simplest
form it means that we’ll be more profitable because we have 0% costs in those funds and we
project that we’'ll earn the bank an additional $500-600,000.

Representative Conrad: And would you make more loans to farmers?

Hardmeyer: That's a bit of a misnomer that when you have that money then you have
additional money that you could lend. The Bank of North Dakota has what we call (can’t
understand) sources ... in addition to our deposit, which is a funding source, we have the
ability to go out and sell CDs in the international markets, because we're not going to compete
with North Dakota banks. We have Fed funds lines set up banks around the country ... we
could issue bonds if we wanted to or we could tap a line of credit that we have with the federal

home loan bank which allows us to borrow $700M if we want to. We do not have a liquidity

problem at the Bank of North Dakota ... we do not have a shortage of funds to lend out. Could
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we make more loans? ... really not, because we have all the funding ability we need to make
as many loans as there is demand.

Representative Conrad: So it would be up to the legislature to say we want you to start a
new program for entrepreneurs, artists or community construction program or low interest rate
... we would be the one to say what you should do with that profit, other then put it in our
general fund?

Hardmeyer: There are various programs throughout our profile of loans that we have that are
legislative mandated programs. | have another example of what the bank does ... on the
agricultural side, you'll see that last year we made $20M of loans to farmers who suffered a
disaster. That was a Bank of North Dakota decision to provide a program; it didn't take
legislative action to that, because we need to be able to react quickly to the market place ... so
we opened up this program for farmers and ranchers who suffered some disaster and we gave
them a low interest loan with flexible payment options and we made $20M in loans and we’'ll
some more this year. That's what we do, we come in and help in times of need, not only
transfer to the general fund, but in terms of loan programs.

Vice Chairman Kretschmar: |s the Bank of North Dakota a member of the FDIC?
Hardmeyer: No we are not ... we have no FDIC insurance, but instead, our deposits are
backed by the full faith and credit of the state of North Dakota. We are rated by a national
rating agency, we have a separate rating that has rated the bank AA. Wells Fargo is the only
bank with a AAA rating so a AA is significant rating for the bank.

Representative Owens: Looking at the information that you provided for us, the provision
for loan loss for a $2B budget, you and your staff are doing an excellent job. | was the one that

was asking about capital reserve when we were talking about this earlier. In your opinion,

wouldn't it be better, that instead of 175, and | know this doesn’t directly relate to this bill, just
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say 8% of 7.5% ... if we as a legislature, as technically a board of directors of the state, ...the
bank said we want to maintain that.

Hardmeyer: | think that's a great idea, a capital base of 8%, if we could maintain that. The
number's just been kind of a compromise between the bank, the Industrial Commission and
the legislature, in terms of what’s the appropriate amount to take. I've always thought that a
percentage would be a better way to go and if can atways keep our floor at least at 8% and
allow the bank to first of all to kill it's (can’t understand} and then we could look at transfers
above and beyond there ... that would be great. | would endorse that.

Chairman Koppelman: You said that in the last 6 bienniemums the bank has transferred
nearly $350M to the general fund ... is it fair to say that it's either a savings for the taxpayers of
North Dakota or offsetting potential cuts in {can’t understand) in government services?
Hardmeyer: That's the only we can look at it as well, it's a dividend back to the shareholders
and the citizens of the state of North Dakota.

Chairman Koppelman: The bill before us basically calls for super majorities vote ... do you
feel that the transfers have been abused? Do you think a measure like this is necessary?
Hardmeyer: | think it's been treated fairly ... obviously, the governor has a fine history at the
bank and as a banker, he understands capital. | think the legislature has treated the bank very
well, there's always been some concern about the money coming up here ... | hear that from
both sides of the isle, so | think there's a lot of concern and respect for the bank in terms of the
transfers up here.

Chairman Koppelman: We'll close the hearing on HCR 3018.
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Chairman Koppelman: This is the resolution that Rep Thorpe introduced and after the
continued hearing, when the Bank of North Dakota gave testimony on this, Rep Thorpe shared
with me that after he heard the testimony, he no longer sees a need for this resolution and

. wanted the committee to be aware of that.

Vice Chairman Kretschmar: I'll move a DO NOT PASS
Representative Dahl: !'ll Second it.

Roll Call Vote Yes 9 No O Absent 0

Carrier Representative Klemin
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REPORT OF STANDING COMMITTEE
HCR 3018: Constitutional Revision Committee (Rep. Koppelman, Chairman)
recommends DO NOT PASS (9 YEAS, 0 NAYS, 0 ABSENT AND NOT VOTING).
HCR 3018 was placed on the Eleventh order on the calendar.
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House Resolution 3018 Speech

I'd first like to start today by thanking the committee members for allowing me to
speak and taking the time to listen to my words.

But before | speak about House Resoclution No. 3018, I'd like to start today by
taking us back to an American classic.

I'm sure you are all familiar with the Christmas classic, “it's a Wonderful Life".

Here is a movie about a man, a banker in the town of Bedford Falls by the name
of George Bailey. And as we watch the movie, we see the life of this man
progress.

George Bailey however, was a struggling banker. His bank barely survived the
end of each day. In fact, during the course of the film, we watch as his staff
rejoices, after realizing they still have a dollar left in the till.

But then one day, George Bailey's life is turned upside down when Uncle Billy
misplaces the banks profits. And as the movie continues, we see the
repercussions of these actions.

Now granted the movie has a happy ending. The bank gets back its profits,
George Bailey realizes how truly wonderful his life is and Clarence gets his
wings.

But if we continue to take away from the Bank of North Dakota's profits, our
ending may not be so happy.

A bank is only worth the money it has and if we continue to appropriate from the
Bank of North Dakota, it eventually will die.

The management at the Bank of North Dakota has done a wonderful job. But the
industrial commission continues to take a bulk of the institution’s profits, limiting
the bank’s growth and potential.

In a time where we are seeing unprecedented state profits, in excess of $550
million dollars, we continue to sit and watch the bank’s profits appropriated away
and that just doesn't make sense.

And if these actions are allowed to continue, we will literally “stunt the growth” of
the bank which would leave us to beg the question, “How wiil the Bank of North
Dakota continue to sustain itself?”

Qur answers to this would only be as uncertain as the question.




If the bank’s profits are left to dwindle, our lawmakers and elected officials would
be left to wonder how our State’s largest bank would survive.

In an event of a state-wide emergency or disaster, our bank would be left in a
disaster of their own — unable to help the very state it serves because it simply
wouldn't have the money it needed to assist us in our time of need.

We would watch as our businesses migrated elsewhere to receive their funding
and assistance, and the great institution that we know today would shrink in size
and fade in memory.

We simply cannot stand by and watch these things happen. In the past, the Bank
of North Dakota has always been here to assist us. And now, it is our time to help
them - by passing House Resolution 3018.

House Resolution 3018 helps protect our bank — the only state owned bank in
our nation.

We need to protect the Bank of North Dakota and utilize the bank’s profits, in a
responsible manner as the charter specifies, so our state’s industriai sector can
continue to grow.

We need to preserve the bank’s profits so that it may continue to be a viable
entity.

Finally, we need to pass this measure, so that our bank - the people’s bank of
North Dakota, may continue to serve our state for generations to come.

Passing this resolution will secure our state’s future, our ability to grow and help
us meet the demands of a growing community.

Let's pass House Resolution 3018 and together we can preserve our state’s
growth and protect its future.

Thank you.
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Testimony for House Concurrent Resolution No. 3018
Constitutional Revision Commitice
Karlene Fine, Executive Director and Secretary
of the Industrial Commission
February 22, 2007

Mr. Chairman and members of the committee my name is Karlene Fine and 1 serve as Executive
Director and Secretary for the Industrial Commission,

[ appear today to provide you with some background on the transfers that have taken place over
the years from the Bank of North Dakota. Transfers from the Bank of North Dakota have been
made since at least 1949. In the early years the transfers were generally in the amount of $1.5
million a biennium and the transfers were made to either the General Fund or to another specific
fund. Up until 1991 the largest transfer that had been made from the Bank of North Dakota in
any one biennium was $16,000,000.

It was in the mid-90’s that we started to see a larger relhiance on transfers from the Bank of North
Dakota. We also saw the ability for contingency transfers. (In some ways the Bank was serving
as a Rainy Day Fund.) It was during that same time period that a provision was included with the
transfer language that established a floor for the Bank’s capital structure. That provision
basically states--A transfer authorized may only be made to the extent the transfer does not
reduce the Bank’s capital structure below x-amount. This is an important provision as it helps
secure the Bank’s capital structure. That floor has ranged from as low as $79,000,000 to the
current level that was included this session at $175,000,000.

It was also during that time frame that the transfer language was changed from a “may”
provision to a “shall” provision. Up until that time the transfer language had stated that the
Industrial Commission “may” transfer; it was changed to the Industrial Commission “shall”
transfer. My information shows that there was one biennium back in 1980 when the
Commission reduced the amount of the transfer from $14 million to $10 million, This change
from “may" to “shall” did alter the role of the Commission as it relates to Bank transfers.

For those of you that are familiar with the appropriations process you will appreciate that it was
also during the 1990’s that the transfer language was placed in the Office of Management Budget
bill rather than being in the Industrial Commission/Bank of North Dakota appropriation bill.
Since the OMB budget bill is generally the last bill considered during the legislative session, it
will generally receive a vote in excess of the sixty percent proposed in House Concurrent
Resolution No. 3018. Transfers from the Bank can also be found in other legislation for specific
projects and the adoption of this sixty percent requirement could have an impact on that type of
legislation. :

Karlene K. Fine, Executive Director and Secretary
State Capitoi, 14th Floor - 600 E Boulevard Ave Dept 405 - Bismarck, ND 58505-0840
E-Mail: kiine@nd.gov
Phone: {701) 328-3722 FAX: (701) 328-2820
www.nd.gov
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“To Deliver Quality, Sound
Financial Services that
Promote Agriculture,
Commerce and Industry in
North Dakota.”

~BND Mission Statement

www.banknd.com

Welcome to
Bank of North Dakota!

he information contained in this

booklet summarizes our mission
and vision, core values, strategic
‘objectives and the skills and
competencies we expect from everyone
in our organization, :

Whether you are our customer or a
member of the Bank of North Dakota
organization, we want you to know why
we exist, our guiding principles and what
we strive to deliver.

Mssion

q‘he mission of Bank of North Dakota
(BND) is, “To Deliver Quality,
Sound Financial Services that Promote
Agriculture, Commerce and Industry in
North Dakota.” BND’s mission was
established by the North Dakota
legislature in 1919 and remains current
"’today. :
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Vision

ﬂt BND, we have developed a vision
statement to paint a picture of our
future. Our vision statement is, “Bank of
North Dakota is a financial services
leader in North Dakota fostering
growth and economic well-being for the
State and its citizens, using a
partnership approach. Bank of North
Dakota has knowledgeable, well-trained
people delivering exceptional customer
service, resulting in consistent financial
returns to the State.”

Our vision statement gives a snapshot of
our broader vision, our more colorful
picture, of the future at Bank of North
Dakota. A more complete description of
our vision is:

“Bank of North Dakota is a financial
services leader, recognized for its
uniqueness, accomplishments and
partnership approach. BND fosters
growth and generates economic well-
being for the State of North Dakota
and its citizens. This is accomplished
through its knowledgeable, well-
trained people who deliver
exceptional customer service in a
professional and timely manner. The
delivery of superior customer service
resulis in consistent financial returns
Jfor North Dakota.

At Bank of North Dakota, we are
progressive and innovative in
providing products and services to
our customers. Examples of tools we

two

© use include creative thinking,

Jfeedback from customers and
employees, technology, clear infernal
and external communication channels
and effective marketing of the
services provided by BND. People
and technology are cornerstones of
the exceptional customer service we
deliver. Strong partnerships assist us
in delivering the service we promise.

At Bank of North Dakota, we are an
organization that provides an

innovative and competitive
compensation plan that rewards and
recognizes people for their
contributions. We thrive in a culture
that fosters employee loyalty, team
work, open and honest ‘
communication and empowerment,
consistent with our core values. At
BND, we find the work to be
challenging and rewarding.
Development opportunities are
available to all members of the
organization.”
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There are several key ideas within our
vision that are so important we consider
them separately. They are:

@re Values

ND’s Core Values describe the

qualities and characteristics most
important to us. We use our core values as
a guide when working with others and in

Jour

—

decision-making. At BND, we have
chosen the following core values and
defined them as:

Service: “Excel and Deliver!” We
make decisions based on customer
needs and preferences; recognizing the
importance of continuous improvement,
cost effectiveness and timeliness.

Teamwork: “Together We Accomplish
More!” We provide a positive work
environment that fosters communication,
respect, empowerment, accountability,
commitment and partnerships.

Ethics: “Do The Right Thing!” We
expect honesty and promote integrity

and trust.

People: “Set Us Apart!” We provide a
work culture that respects differences,
encourages employee creativity and
development, promotes work/personal
balance and recognizes individuals for
their unique contributions.

Vs érategic Objectives

ND’ Strategic Objectives are the

framework for all of our daily
business and operational activities. We
conduct business and make decisions
that will contribute to the achievement of
one or more of our strategic objectives:

» Develop partnerships that deliver
quality programs and services to
expand the economy of North
Dakota.



* . Maintain the strength and
financial integrity of Bank of
North Dakota.

= (enerate a consistent financial
return to the State of North
Dakota.

* Provide a culture that devélops
people and is a model of efficient
business and government.

Employee Skills and
Competencies

ND’s Employee Skills and Competencies

are the essential abilities and expertises
required of all members of our organization.
These skills and competencies are necessary
for each of us to wholly contribute to the
accomplishment of the BND mission. BND

. Employee Skills and Competencies include:

R g ey TR IR
_(‘ + Customer Relations ; "

S A S A RIS B

Six

Leadership Skills and
Competencies

ND's Leadership Skills and

Competencies are the additional
abilities and expertises required of
individuals in leadership positions. While
“leadership’ is defined as responsibility for
people, all employees are encouraged to
demonstrate leadership in our daily actions.

— [ — b gy e
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“Achieving Results
Through Synergy”

i C ooperative action among groups that
creates an enhanced combined

effect” is how synergy is defined.
Synergy involves our customers,
partnerships, work teams, and
employees. In essence, synergy is how
we achieve results at BND. For this
reason, we have adopted “Achieving
Results Through Synergy™ as our motto.

If you are already a customer of Bank of
North Dakota or a member of our
organization, we are pleased to have the
opportunity to work with you, If you are
considering joining us as a customer or
employee, we say:

Welcome to
Bank of North Dakotat




“Bank of North Dakota is a
financial services leader in
North Dakota fostering
growth and economic well-
being for the State and its
citizens, using a partnership
approach. Bank of North
Dakota has knowledgeable,
well-trained pcople

delivering exeeptional

customer service, resulting
in.consistent financial
returns to the State.”

~BND Vision Statement

www.banknd.com
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~BND Commercial
Loan Programs
“Our connection with Bank of
North Dakota has increased
over the years while allowing us
to maintain important business
relationships throughout the
state. By utilizing commercial
loan programs that Bank of
North Dakota offers we can

wservice our customers and | | B"Si"ess& ‘

continue our growth.”

~ Karl Bollingberg =~ . | . [ , ’"d"Str’a'

Director of Banking Services o [ ] .
‘Alerus Financial - - . 4 ’nan0’ng

Bank of North Dakota
700 E Main Ave.
PO Box 5509
Bismarck, ND 58506-5509 -
701.328.5777 o . _
1.800.472.2166 ext. 5777 =~
" www.banknd.nd.gov. X BND

s p Bank of North Dakota
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# The Bank of North Dakota’s (BND)
commercial lending programs serve the credit
needs of the state and are made on a sound and
collectible basis.

All of the Bank’s loan programs are established under
the following general guidelines:

M Participation Lending

Business loans are madé in participation with a lead
lender. The lead lender completes and submits an
application requesting the Bank’s participation

W Trade Area

,psf
The Bank’s primary trade area is %i @

the State of North Dakota. 0 .

B Loan Applications ‘

All loans are reviewed on an individual basis to insure
the general credit standards of the Bank are met, In
addition, all loans require an identifiable purpose. A

specific source of repayment is identified to assure
repayment of the loan.

W Loan Review

All loans, regardless of size or type, are subject to the
Bank’s review process:

* Loans are reviewed by the Commercial
Credit Committee and those requests which
are $1,000,000 or less are generally processed
within 15 business days.

* Loans between $1,000,000 and $2,000,000 are
reviewed by the Investment Committee and
generally are processed within 15 business days.

» Loans in excess of $2,000,000 are reviewed

by the Investment Committee, the Bank’s

Advisory Board and presented to the Industrial
Commission for final review. These loans generally
are processed in 30-45 business days.

Commercial Loan Programs

www.banknd.nd.gov

B Loan Commitment
Funding is extended when the Bank 2
has received all of the required documentation.
The commitment period is 90 days,

B Collatera!

Adequate collateral is required. In addition, personal
guarantees will be required from the principals with
respect to corporate and partnership borrowing.

B Repayment Terms

BND’S loan participation requires a specific
source of repayment agreed upon by all parties.
The repayment terms assigned to these loans vary
depending upon the use of proceeds as well as the
overall nature of the business.

M Fees

Commitment fees, origination fees, and service fees
may be charged. These fees depend upon the loan
program and are reviewed on an individual basis.

M Contact

For morc information on all of the Bank’s lending
programs, contact:

Commercial L?an Departr\n’e/nt
Bank of North Dakota
700 E Main Ave\J “41‘{
PO Box 5509 1/
Bismarck, ND 5850&-5509\

"y

N\ “"9’ \/«’"’
(701 )32%5, 77,

1-800- 472-2166 “Ext. 5777).

-800—643-391 16-(TOD) o

AN
wWww. banknd ndﬁ\%
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TESTIMONY TO THE
HOUSE CONSTITUTIONAL REVISION COMMITTEE

February 22, 2007

HOUSE CONCURENT RESOLUTION 3018

ERIC HARDMEYER - BANK OF NORTH DAKOTA

House Concurrent Resolution 3018 creates a new section to Article X of the
Constitution of North Dakota that would require 60% of the members of each
house must vote in favor of a measure to appropriate funds derived from BND
profits. BND has a neutral position on this bill.

Mission

For almost 90 years, Bank of North Dakota has been focused on its mission to
deliver quality, sound financial services that promote agriculture, commerce and
industry. We strive to create and maintain programs that serve the people of this
state on an individual level as well as to help strengthen and grow North Dakota
as a whole.

BND History

In 1918, due to a lack of cohesiveness between North Dakota's farmers and its
business community which led to difficulty in the buying, selling and financing of
farming operations, the legislature created the Bank of North Dakota and the
State Mill and Elevator in order for North Dakota to control its own destiny. BND
officially opened its doors with $2 million of capital provided through the sale of
Bonds of North Dakota.

Bank of North Dakota has been located on its existing site since inception, and
we are currently undertaking construction, and are due to complete the new Bank
building, near the Liberty Memorial Bridge, in early 2008. We remain the only
state-owned Bank in the country.

BND Today

Today, BND's funding source is the state tax and fee collections by the various
state agencies. BND has had total assets approaching $2.5 billion. Of those
assets, 75% or $1.75 billion are in loans. Capital has grown to over $160 million.



For the last six biennium'’s, including the current 2005-2007 biennium, BND has
transferred nearly $330 million to the General Fund. In 2006, BND for the third
consecutive year, realized a record for profitability with $42.8 million. That
equates to a return on equity or investment of over 26%. Of that amount, $30
million may be transferred to the state General Fund.

The Bank’s Student Loan Services makes about 60% of all student loans in
North Dakota and we conduct business as a banker's bank, which includes
check clearing, and imaging for financial institutions across North Dakota, and
liquidity management through our Investment Services area.

Strategic Objectives and Core Values

We have four strategic objectives that provide a framework for our business and
operational activities. We conduct business and make decisions that help
contribute to the achievement of these objectives.

+ Develop partnerships that deliver quality programs and services to expand
the economy of ND.

e Provide a culture that develops people and is a model for efficient
business and government.

e Maintain the strength and financial integrity of BND.
¢ Generate a consistent financial return to the state of North Dakota.

Bank of North Dakota's employees use core values as a guide when working
with others and in decision making. We use the ‘STEP’ process in defining our
core values.

SERVICE - "Excel and Deliver”
We make decisions based on customer needs and preferences; recognizing the
importance of continuous improvement, cost effectiveness, and timeliness.

TEAMWORK - "Together We Accomplish More"
We provide a positive work environment that fosters communication, respect,
empowerment, accountability, commitment, and partnerships.

ETHICS - "Do the Right Thing"
We expect honesty and promote integrity and trust.

PEOPLE - "Set Us Apart"

We provide a work culture that respects differences, encourages employee
creativity and development, promotes work/personal balance, and recognizes
individuals for their unique contributions.




BND Financial Highlights (millions)

Unaudited Projected

2003 2004 2005 2006 2007
Assets $1,953 $2,015 $2,062 $2,326 $2,272
Loans $1,392 $1,456 $1,467 $1,756 $1,798
Deposits $1,057 $1,199 $1,352 $1,617 $1,505
Capital $ 153 $ 153 $ 163 $ 164 $ 185
Ratio 7.83% 7.75% 7.90% 7.24% 8.14%
Income $31.7 $34.2 $36.4 $42.8 $45.0
GF transfer $34.0 $30.0 $30.0 $30.0 $30.0
ROE 20.7% 22.1% 22.9% 26.1% 24.97%

Assets have grown over the last four years with significant growth in 2006. This
growth generally can be attributed to the overall strength of North Dakota's
economy. As tax and fee income grows they are deposited at BND. Those
deposits are then deployed into various asset types; loans or investments.

Loan volume has increased each year with nearly a 20% increase in net loans in
2006. The loan portfolio is diversified into four main categories: business,
agriculture, student loans, and residential. The breakdown is as follows:

business - $565 million, agriculture - $241 million, student loans - $561 million,
and residential - $388 million.

PORTFOLIO BY LOAN GROUP

MILLIONS
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5 £ 470 480
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The Bank of North Dakota is adequately capitalized with capital of $164 million or
7.24% of average assets. According to Federal Reserve regulations, to qualify
as "well-capitalized”, a financial institution must have at least 5% capital. A
nation-wide average for banks of similar size is 8.01%, while the North Dakota
average for all banks is 9.91%. Our internal goal is for BND to have equity of
8% and by the end of the 2005-07 biennium, we project equity to be over 8%.

Earnings have been consistent over the last four years, with BND achieving
record profits the last three years, although 2006 are unaudited at this point. For
2006, we had budgeted for earnings to be $38 million; however, as a result of
increased loan demand and deposit growth, earnings were nearly $43 million.
For the 2005-07 biennium, total BND earnings will be approximately $83 million.
This allows BND to grow capital by $23 million after the $60 million in transfers to
the General Fund.

Currently we have 165 positions filled and we are actively recruiting for three
positions. Before we fill a vacated position, we first determine if there is a way to
absorb the responsibilities with existing staff. We believe that resources (human,
equipment, etc.) should be available to flow to the location within the Bank where
they are most needed. Consequently, if we have a business opportunity where
additional revenue can be generated, or if there is a specific need, we have the
ability to move resources to meet the need.

BND continues to monitor efficiency ratios for salaries and wages and also in
regard to the number of employees. Expenditures for salaries and benefits are
40% of average assets. Industry average for banks in North Dakota is well over
1%. Operating profit per employee at BND is $256,000, compared to the
industry average for banks in North Dakota of less than $80,000. There are
$12.8 million in assets per employee at BND compared to an industry average




for banks in North Dakota of $3 million. These industry averages are taken from
the 2006 Sheshunoff Publication: Banks and S&L s of the Great Plains.
Sheshunoff is a nationally recognized bank analysis and consulting firm.

A key industry benchmark for gauging the efficiency of a financial institution is the
efficiency ratio. This measures non-interest expense as percentage of income.
Anything below 50% is considered to be excellent. BND is operating with a 26%
efficiency ratio, which is more than twice as good as the industry average of
56.7%.
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BANK OF NORTH DAKOTA

BALANCE SHEET - ACTUAL VERSUS BUDGET

DECEMBER 31, 2006 - UNAUDITED

Cash and due from banks
Federal funds sold
Securities
Loans

Commercial

Farm

Student loans

Residentlal

Less allowance for loan loss

Bank premises, equipment, and software, net
Other assets

Total assets
Deposits -

Non-interest bearing
Interest bearing

Federal funds purchased and
repurchase agreements
Short and long-term borrowings

Other liabilities
Total liabilities

Equity

Total liabilities and equity

(In thousands)

Actual Budget Difference % Change
$212,962 $175,000 37,962 21.69%
129,135 77,825 51,310 65.93%
219,412 131,202 88,210 67.23%
564,946 464,728 100,218 21.56%
241,395 242,400 -1,005 -0.41%
561,181 556,105 5,076 0.81%
388,043 349,450 38,593 11.04%
1,755,565 1,612,683 142,882 8.86%
-30,136 -27,123 ~-3,013 11.11%
1,725,429 1,585,560 139,869 8.82%
7,111 4,076 3,035 74.46%
32,640 25,702 6,938 26.99%
2,326,689 1,999,365 327,324 16.37%
230,993 190,000 40,993 21.58%
1,386,143 1,097,850 288,293 26.26%
249,145 225,000 24,145 10.73%
257,209 278,720 -21,511 ~1.72%
39,657 45,984 -6,327 -13.76%
2,163,147 1,837,554 325,593 17.72%
163,542 161,811 1,731 1.07%
2,326,689 1,899,365 327,324 16.37%

STRATEGIC OBJECTIVE: One of BND's four strategic objectives is to maintain the strength and
financial integrity of the Bank. The Bank monitors, capital adequacy, asset guality, liquidity, and
interest rate sensitivity, which are used in the banking industry to assess strength and financial integrity.

COMMENTARY:

Overall, assets are $327 million higher than budgeted. The increase in assets are invested in all asset
categories. Securities are $88 million higher than budget. The bank implemented a strategy to increase
its security portfolio and extend the duration of the portfolio. Commercial loans are $100 million higher
than budget as a result of loan demand being considerably higher than anticipated in cammercial
participations and match loans. Student loans are $5 million higher as a result of loan consolidations.
Residential loans are $39 million higher than budget as a result of demand being higher than anticipated.

On the liability side, interest bearing deposits are $288 million higher than budget. This is related to

increased state revenue and other deposits.



BANK OF NORTH DAKOTA
INCOME STATEMENT - ACTUAL VERSUS BUDGET

. FOR THE YEAR ENDED DECEMBER 31, 2006 - UNAUDITED
(In thousands)
AC FF E CHANGE
INTEREST INCOME $126,604 $115,491 $11,113 9.62%
INTEREST EXPENSE 71,284 65,784 5,500 8.36%
NET INTEREST INCOME 55,320 49,707 5,613 11.29%
PROVISION FOR LOAN LOSSES 3,400 2,400 1,000 41.67%
NET INTEREST INCOME AFTER PROVISION 51,920 47,307 4,613 9.75%
NONINTEREST INCCME 7,748 7,998 -250 -3.13%
NONINTEREST EXPENSE
Salaries and benefits 8,611 8,780 -169 -1.92%
Data Processing 2,654 3,196 542 -16.96%
Occupancy and equipment 855 921 -66 T17%
Other operating expenses 4,687 4,400 287 6.52%
16,807 17,297 -490 -2.83%
‘T INCOME $42,861 $38,008 $4,853 12.77%

~ [RATEGIC OBJECTIVE: One of BND's four strategic objectives is to generate a consistent return
to the State of North Dakota.

COMMENTARY: Overall, net income is $4,853,000 higher than budget. Net interest income is higher
than budget as a result of both loan demand and deposit size being greater than anticipated,

The provision for loan loss was increased $1 million to provide an adequate allowance for loan loss.
The increase in the provision is related to net loan growth being $143 million higher than anticipated
and other economic factors. Noninterest expenses are less than budget as a result of reduced
spending related to controliable expenses.
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BANK OF NORTH DAKOTA
LOAN ORIGINATIONS

BUSINESS DEVELOPMENT/SMALL BUSINESS
BANK PARTICIPATIONS - COMMERCIAL
SMALL BUSINESS MAIN STREET

PACE

FLEX PACE

BIODIESEL PACE

MATCH

BANK STOCK

STATE INSTITUTION

RURAL DEVELOPMENT (COMMERCIAL)
CERTIFICATE OF DEPOSIT

BUSINESS DISASTER RELIEF

NEW VENTURE CAPITAL PROGRAM

TOTAL COMMERCIAL LOANS

FARM OPERATING

FAMILY FARM

FARM & RANCH

ENVEST

ESTABLISHED FARMER
BEGINNING FARMER REAL ESTATE
IRRIGATION LOAN PROGRAM

AG PACE

FARM SERVICE AGENCY
LIVESTOCK WASTE MANAGEMENT
FARM DISASTER RELIEF

TOTAL AGRICULTURAL LOANS

FEDERAL HOUSING ADMINISTRATION
VETERANS ADMINISTRATION
CONVENTIONAL/DISASTER

TOTAL RESIDENTIAL LOANS

SUBSIDIZED STAFFORD LOANS
UNSUBSIDIZED STAFFORD LOANS
PURCHASED STUDENT LOANS
PLUS LOANS

GRAD PLUS

CONSOLIDATION LOANS

DEAL LOANS

DESL LOANS

TOTAL STUDENT LOANS

TOTAL BANK OF NORTH DAKOTA LOANS

ADMINISTERED LOAN PROGRAMS

FANNIE MAE

ST LAND DEPT LOAN POOL

BEGINNING ENTR. LOAN GUARANTEE

FARM REAL ESTATE LOAN GUARANTEE
FEEDLOT LOAN GUARANTEE

COMMUNITY WATER FACILITY LOAN PROGRAM
BEGINNING FARMER REVOLVING L.OAN FUND
BEGINNING FARMER CHATTEL

FIRST TIME FARMER

LONG-TERM CARE FACILITY LOAN FUND
DEVELOPMENTALLY DISABLED FACILITY

TOTAL ADMINISTERED LOANS

YEAR TO DATE

YEAR TO DATE

31-Dec-06 31-Dec-05
THHE (13 wH $5%
24 3,173,044 14 1,377,238
168 309,565,894 197 293,863,103
7 1,980,027 9 2,928,600
30 15,432,234 49 16,491,842
] 5,498,350 7 3,137,696
1 3,420,560 0 0
4 31,715,000 1 4,800,000
18 23,405,189 17 16,865,017
10 65,137,185 11 54,699,934
2 4,054,651 0 0
1 9,267 4 34,110
0 0 5 203,617
3 370,000 1 50,000
274 463,761,401 315 394,451,157
37 5,294,844 60 6,922, 448
6 243,720 12 700,577
103 67,397,430 144 63,477,800
3 63,000 7 468,500
4 332,345 9 632,458
36 5,384,567 59 5,915,847
0 0 1 50,000
59 2,613,530 106 3,218,390
25 4,082,935 16 3,597,100
5 408,298 0 0
101 20,218,710 2 272,250
379 106,039,379 416 85,255,370
594 64,020,569 526 51,907,893
199 26,712,728 171 22,348,258
3 27,000 14 233,405
796 90,760,297 711 74,489,556
23,729 38,346,373 25,838 40,123,311
20,943 37,352,265 21,332 36,398,809
1,307 3,348,562 786 2,010,144
1,291 3,809,350 1,400 4,034,830
21 85,782 0 0
14,092 96,409,496 16,980 117,875,378
8,775 26,064,885 5,941 17,211,239
1 33,795 28 78,445
70,169 205,450,508 72,305 217,732,156
71,618 866,011,585 73,747 771,928,239
17 1,917,200 23 2,123,250
27 5,223,983 19 4,377,946
33 1,468,286 31 1,168,281
3 751,500 0 0
2 1,258,000 1 132,994
2 290,000 0 0
0 0 0 ]
55 1,623,662 52 1,611,367
4 450,917 2 282,000
0 0 0 0
0 0 0 0
143 12,983,548 128 9,695,838
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