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Chairman Holmberg called the committee hearing to order at 8:33 am in reference to SB 2014
— Industrial Commission. All members were present.

Senator Krauter handed out testimony from and ITD & EDU tech.

John Schaff — page for the day — from Red River School, in Grand Forks.

Karlene Fine, Executive Director and Secretary, Industrial Commission

(handed out Industrial Commission testimony and read from the Administration tab.)

(8:35)

Senator Christmann Refresh my memory from where the money is coming from.

Karlene Fine said $3M came from the general fund for the current biennium and then there
was authority for $17M in special funds. Bio mass incentives came from Bank of ND.
(Continuing with testimony — pg 3)

13 40

Senator Mathern remarked that there has been a lot of turnover in that office and wondered if
they were employees or contract people.

Karlene Fine: They are contract employees.

(17:22)

Senator Krauter asked what is industrial Commission’s philosophy of building bond funding.
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Karlene Fine referred him to Exhibit A in the IC testimony and said that was available to the
committee.

(20:24)

Senator Krauter asked if there wasn’t a conflict of interest in having the Transmission
Authority help you draft the Lignite Energy Council area and was told that wind energy and
coal energy work hand in hand. You need a base load to support wind energy because you
need a source all the time. Sandy Tabor of the Transmission Authority can properly reflect
both interests. We don't see it as conflict of interest.

End of testimony

(21:58)

Chairman Holmberg named the subcommittee which is chaired by Senator Wardner and
included Senator Fischer and Senator Krauter who are also on the subcommittee.

Senator Mathern asked if we had a transmission project that we are working on that will move
power out of ND and was informed no specific project is in the works because the challenge is
to find funding and find people interested in doing the project.

(25:00)

Senator Warner asked for information on coordinate wind energy with WAPA power.

Do ND policy makers have any ability to influence the outcome from a policy standpoint? On
the national level those discussions are just beginning.

(29:24)

Senator Robinson asked if the agency was involved in the Ashtabula Wind Area and the
transmissions that were put in place from Laverne to Fargo. Also wondered about the two

phases and if additional transmission lines will be needed when they all get online? He was
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. informed by Sandy Tabor that it is all handled through the PSC, but the main challenge will be
how we integrate future wind transmission into the system.
(34:12)
Karlene Fine introduced John Dwyer, Director of Lignite Research Council,
John Dwyer (reading from LRC tab in Industrial Commission book)
(39:11)
Senator Warner asked if the Lignite Council has a plan in place in relation to the Bakken
formation and was informed that the Antelope Valley Station in Beulah produces 3000 tons of
pipeline quality CO2 in sequestration. There is no plan in place but a key phase is utilizing
CO2 for ail recovery.
(41:03)

. Senator Wardner asked if beneficiated coal helps to keep the CO2 emissions high and was
assured that it was. Beneficiated coal has moisture eliminated to help raise the BTUs.
(Continuing reading page 4 in LRC tab.)
{45:06)
V. Chair Bowman wondered how many projects have been done that complements the
research and implementing the research. John Dwyer said that nearly all the projects need
private industry development including in-kind or monetary input.
V. Chair Bowman stated that when Jerry Grinwold was here and said they could produce a
plant today that could meet any requirement, why then is there so much anti-coal use. John

Dwyer informed him that you can do all these things, but in a cost effective manner.

{Continuing)

. (50:20)
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Senator Mathern (referencing page 4) of testimony asked if they hope to develop another
clean coal technology project.

(51:33)

Senator Seymour stated they've had entities say they get their coal from Montana and was
informed that Montana coal has much higher BTUs and no they don't have a robust research
development program. NDs are probably the best in the country.

(53:00)

Lynn D. Helms, Director, Dept. of Mineral Resourqes

Field staff — need qualified staff

(57:26)

Senator Robinson asked if there is ever a situation with seasoned veterans thru special work
arrangements, whether we can encourage them to stay longer and was informed that they
have been able to make use of retention bonuses. Thank the legislature and emergency
commission for affording to use contingency funds from this current biennium to pay bonuses.
Senator Robinson guestioned the amount of performance bonuses and was told that they are
limited to $1000 a biennium and he gave seasoned veterans a 5, 6 -$7000 retention bonuses
and in return, they signed paper stating length of time of work.

(All line numbers are off by two on page 8)

(65:36)

Senator Warner asked how your paleontology works with State Historical Society.

Lynn Helms informed him that they are the paleontology department for the state. We provide
bones and digs and displays for the SHS.

(Continuing)

(84:12)
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Senator Warner asked about the amount of ground water resources and the amount of water
needed to crack a well. Lynn replied that 70% of water goes into cooling power plants. ND is
close to maxing out water resources, but haven't used Missouri River.
Senator Warner questioned the use of polymers in the fracing process and wondered whether
they are degradable? Or will they never break down? He was told they are proprietary and
will break down with temperature.
Senator Warner wondered if they use something other than water, such as diesel fuel and
was told that it's expensive but competitive. It's also very dangerous. There is also a lot of
interest in using carbon dioxide as frac fluid.

(92:18)
Senator Wardner questioned the salary of field people who do this work or what is the price
tag of the individual to do this work? Lynn Helms referenced him to page 8, sub-surface
geologist is $174,000.
Senator Krauter asked if he had data on gas production on the oil here. And referred to
charts.
Chairman Holmberg recessed and will start again at 10:20
(94:06)
Tim Porter, Director, Public Finance Authority
{Testimony in PFA tab of Industrial Commission book)
Senator Warner clarified authorization for FTE but not funding and Tim said they want to keep
the position open.
Michael Anderson, Exec. Director, ND Housing Finance Agency

(Testimony in HFA tab of Industrial Commission book}
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(113:35)

Chairman Holmberg referenced the testimony on page 3 and asked if this can be utilized in
central ND to build an apartment or 4 plex. It may cost a lot to build but may be worth much
less. Mike Anderson stated this item was for emergency situations and the development of
housing situations, we'd be better served if we had a program of sustaining funding. HB 1177
and HB 1259 are introduced into the legislature to help mitigate the gap.

(117:24)

Senator Seymour wondered if authorization for a housing study for Stanley, how much would
Stanley's share be and was informed that up to 50 % of that cost would be provided.

Senator Mathern asked if a 1% time home buyer has higher interest rates higher than
commercial rates and was told that if you compared street conventional rates to our rates, but
in an effort to stimulate home owners, the federal government has reduced rates to secondary
market and puts Industrial Commission at a disadvantage.

(121:13)

Senator Krauter questioned the relocation and refurbishing expenses in biennium, and also
rental property. He was informed that several agencies are housed outside the capital and
are looking at private landlords. They're looking at a larger site that needs refurbishing. The
line item is an estimate.

Senator Krauter, looking at lowering reserve loss, wondered if it was a separate piece of
legislation. Mike Anderson answered that they were required to set aside some of our
reserve as a loan loss.

Chairman Holmberg asked for others to testify

(124:41)
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Senator Christmann wanted to discuss bonding issues and asked Karlene Fine to come
back and answer questions. When | look at the totals, and when ! look at page 1, the $27M,
difference between the two appears to be the ITV bonds, why doesn't that show up as other
source on the graph?

Karlene Fine: That was going to be done outside the chart. We could've had another column
for ConnectND, but there wasn't room. That's the only thing that’s different.

Senator Christmann also questioned the University Conservation Project and the Corrections
Conservation Project and the columns total, but what are the other sources, the $1.8486 line
item? Karlene Fine replied there are several entities that comprise the fund. On page 2 of the
testimony, the numbers add up.

Senator Christmann questioned the total debt service, if it included Connect ND and trying to
get a feel of how much of an impact we're having last session and now this session with not
adding any bonding, and what we’re doing to our payments.

Karlene Fine: It's a two million dollar drop. First time it's going down due to mature bonds.
Chairman Holmberg mentioned some housekeeping issues, reminding members of a

conference call at 2:00.
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Chairman Holmberg reopened the hearing on SB 2014 in regards to Bank of North Dakota in
the Industrial Commission bill. All committee members were present.

Eric Hardmeyer, President of Bank of North Dakota: presented Testimony # 1. See
testimony. Section 1: Appropriation. Section 2: One-Time funding.

He talked to the commissioners about the state of the bank and referred to bottom of first
page, Financial Highlights. There was tremendous growth between 2008 and 2007. A lot of
that growth is in the ioan area. Deposits are up 41%. As the state grows so grows our
deposits.

V. Chair Grindberg commented that he had conversations last week with one of his board
members who is a regional president of the US Bank of Sioux Falls, he indicated they are
sefting on an ehormous amount of cash. There is no loan demand. That would slow down
lending requests for the bank.

Eric Hardmeyer: Absolutely. He referred to written testimony #1 stating his bank sees those
same issues. The housing sector, the automobile industry and credit card industry; all those
are suffering right now. We'll see some sort of spill over into the ND economy. The growth
they are looking at for next year is not so much in the commercial area but probably the

student loan area where they continue to see good growth.( 8..00) A hand out was given
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regarding information about loan originations . Testimony # 2. This shows the committee
exactly what the Bank of ND did back in 2008. This was just a phenomenal year for the Bank
of ND. Further discussion was held regarding the types of loans on testimony #2. We have 4
major categories of loans and explanations were given for each type of loan.

1. Commercial Loans they doubled what they did in 2007,

2. Agricuitural Loans

3. Residential Loans said that they paid attention to what was happening in the housing
industry énd behaved themselves.

4. Student Loans are a very robust part of the Bank of ND's business.

Senator Robinson requested more discussion on student loans.

Eric Hardmeyer stated he has more information separately on the student loan program and
will address that when the Committee feels the timing is right.

V. Chair Bowman: under state institutions the amount changed. What institutions are
borrowing that kind of money and is their money in the budget to pay it back.

Eric Hardmeyer : A significant portion of this was the State Mill and Elevator and they have
the ability to pay it back. Further disclosure was given regarding this matter. (13.23) He said
he could take questions on the Student Loan Program.

Senator Robinson asked Mr. Hardmeyer to talk about portfolic and how it is growing and the
concerns we hear of interest rates that we're charging. He heard last fall when he was
campaigning that you could borrow farm equipment money at a cheaper rate then we can
finance a student loan. Why are we doing that, our students are already encumbered.

Eric Hardmeyer: presented Testimony #3 regarding student loans and explained the pie chart
on page 3 and shared the information that there are basically two types of student loans.

(15.01) Further testimony concerning student loans followed. Interest rates are set by the
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Federal Government on the Stafford loans. He also stated students do not pay on their loans
until they have graduated and the Bank of ND pays the federal government as they go along.
Also explained the two fees that they have to pay and they do not pass this on to the students.
Senator Kilzer had questions regarding the substantial increase in appropriations for student's
loan in the governo-r’s budget, he asked how this would affect the bank. He was informed
there will be an impact but they are grants and not loans.

Senator Mathern why don't we take the federal government out of the middle and have this
loan program as our own? Why don't we just run it as a state?

Erick Hardmeyer: said if you look at the second page we do have our own program. It is
called DEAL. He further explained this issue. Listen to testimony 23.43. The Federal
Government strongly suggest that if they have an alternate loan program that you give the
student the opportunity to max out their programs first. He also talked about the DEAL
program. He referred to the pie chart on page 3 in Testimony # 3. The Federal Government
restricts what a student can borrow. How do they come up with the difference? Either your
parents can help you out, or scholarship money or the Bank of ND can make you a DEAL loan
to make up the balance. He said as you look at his narrative on student loans we give the
student's two options, a variable and fixed rate. Variable rate today is under 3%, fixed rate is
5.99%. The student gets the advantage of lower rates in this environment. If they have all
fixed rates they can get a blended rate. 27.23

V. Chair Grindberg said he didn't think we understood what is going on in the country and the
economy and effect on ND. The banks have been told by the Federal government that they
will participate in the TARP program. They will use those TARP funds for lending at higher

rates so the bank is profitable but the rates in the spread will go back to the Federal

government to address the deficit situation. He asked Steve Cochren, given the uniqueness of
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our economy in ND and forecasting into the future, business is going to pay the price of the
federalr deficit. Rates are going up on the commercial side, would it be in ND's interest to use
the Bank of ND, expect lower rate for two years and work with all the private banks across the
state to make sure capital is there at 2 points below the national competitive rate because of
what is going on. Rather than having a big amount of money in the bank we would be loaning
out more money below the market.

Eric Hardmeyer made two points. In ND the borrowers enjoy the lowest rate environment in
the country. Rates are sufficiently low and wilt probably stay low much longer than 6 months.

" Some of our prime right now is at 3.25 %. The benefit of the markets is being passed on to the
borrowers.

V. Chair Grindberg said businesses in Fargo are being quoted much larger interest rates.
Eric Hardmeyer what is playing out is fear. The financial community is scared. He said
lenders are afraid to lend. If they do they will do it at a rate they can make money at. This is
not the case at the BND. He further explained the programs 32.39

Senator Krebsbach in regard to Stafford loan the federal government picks up the interest for
the student, is that correct? |

Eric Hardmeyer replied yes, while they are in school. The interest accrues and gets added to
the loan.

V. Chair Bowman is there any capital required to get a loan.

Eric Hardmeyer the student or their parents have to fill out a FAST form. These are
unsecured loans. What you get is a guarantee from the federal government.

V. Chair Bowman on your commercial loans are they going to require more down before they

make the loan. Insufficient collateral is what got us into the problem to begin with?
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Eric Hardmeyer absolutely. | refer to it as rebooting. They have to have some money down.

. The last 15 years things have gotten so loose. | think we will come back to good lending
practices. We have to look at it as if this is underwritten the way it should be.

V. Chair Bowman asked if competition drives that. Who caused the problem by giving the
loans with nothing to back them up with.

Eric Hardmeyer in ND there is 104 banks, many banks per capita. It is a very competitive
business. Underwriting is a little loose but still safe. On the national level when we see the
failures of Wachovia and other_s like them there are many different reasons. Many different
people are to blame for this.

Senator Robinson as you reflect back on where we are on student loans and also the
concern of growing student debt is there anything that you would recommend that we do as a
legislature to improve what we have?

. Eric Hardmeyer said he thinks the programs we have are meeting the needs. The debt per
student is high. Providing a better balance for the student in terms of tuition assistance,
scholarship assistance, and savings is what will help.

Senator Robinson said we should emphasis the student loans with less pressure on tuition

and other financial aid incentives.

Eric Hardmeyer we have the college save program (1999). We provide matching grants to

people who want to start up and We are trying to hit more people with it.

Senator Robinson thanks for the great information.

Eric Hardmeyer said to go to capital ratio and income. Page 1 of Testimony #1. (41.07) You
can see that last year was a tremendous year.

Senator Seymour what is your role as bank president? s your role to make profit or are we

. here to help ND?
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. Eric Hardmeyer said they are here to meet a specific mission to promote Agriculture,
Commerce and Industry. Our number one job is not profits but to provide economic
development opportunities to business, students, farmers or to help people with housing. The
fact that we are profitable is a sideline. We are mission driven.
Senator Warner comments on retained earnings and capitalization(can’t understand).
Eric Hardmeyer it depends on the amount of money you will take from us. If you allow us to
retain earnings at a rate that allows us to grow, then | am o-k with it.

- The next session is the actual appropriation, as you know we are a special fund agency and
we pay our own way. 45.46 page 3 Testimony #1. The appropriations that you see are the
two major line items are operations and capital assets. in this budget there is a reduction of 5
FTE's. and we are asking that they be reinstated. He said the communication between OMB
and BND could have been better on where we were at with these vacancies.

. Chairman Holmberg ask Tammy this question about the vacancies.
Tammy said that based on the new staffing information OMB would support adding these
positions back in.
Eric Hardmeyer chart on page 4 of Testimony #1. regarding FTE’s
Senator Fischer do you have difficulty filling these positions and what rate of turnover do you
have.
Eric Hardmeyer said they have fairly good luck filling the positions.. Our turnover has been
manageable. Our biggest challenges will be in retirees. We have had some areas with the IT
area where we struggle sometimes. In the collection area we see some turnover. We built a
good path for recruiting and retaining. If we don’t have to fill positions we don't fill them.

Senator Wardner asked how many positions were classified and how many not.

. Eric Hardmeyer said they had 176 ¥2 FTE, twenty two or three are unclassified.
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The next area is the operating area. He said refer to page 5 operating expense on Testimony
#1. He addressed contingency on page 6 of Testimony #1. (54.38) we work with ITD in the
whole process. The next part is the Economical Development Programs and these would be
where we get the generat fund appropriations. What we have is request for PACE funding to
remain equal to what we have had in the past. page 6 of Testimony #1. We created Flex
Pace {page 7) this is where we let the community decide, we've helbed rural hospitals, drug
stores, grocery stores in small communities and this is how we have expanded the program.
Beginning Farmer Revolving Loan Fund on page 7, that fund is building up with cash and they
decide to just use that cash. (page 8) We have not requested general fund money since
2005 and we will continue to do the same way. Explained further on page 9 of Testimony # 1.
1.00.17. AG PACE is on page nine of his testimony — same budget request. Bio-Fuels
PACE Fund not a whole lot of activity (page 10} we moved some out of there for use last
biennium for the bio-mass demonstration project.

Transfer to general fund information found on page 11 of his testimony. This section provides
for a transfer of $60 million from the current earnings and the accumulated undivided profits of
the bank. He anticipates that BND will end the 2007-2009 biennium with capital of $242 million
and if assets remain constant at $3.5 million, they will be at a capital position of 6.9% which is
below our target of 8%. However, based on projected earnings of $120 million over the course
of the next biennium and $60 million transfer to the General fund, that will leave BND with $60
million for capital growth. This would put total capital at $302 million for BND at the end of the
2009-2011 biennium. This could support an asset base of $3.8 billion with an 8% capital
position.

Senator Warner: on page 3 it shows the ratio average of 26%. How does that compare with

the average bank in North Dakota?
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Eric Hardmeyer said our peer banks are another banker's bank and not a real good
comparison. Their mission is not to make a big profit, but provide services to the other banks.
The big banks across the country are losing money.

Senator Warner we have capitalization which is actually ownership of the bank, lot of
agencies must have their money in your bank as well. What percentage is agency money?
Eric Hardmeyer statute requires agencies deposit to the treasurer and then to us. Vast
majority of our deposits are state deposits. 1.05

Senator Warner: asked how competitive are your rates that you pay the agencies?

Earl Hardmeyer we belong to something that is called rate watch. We monitor 14 or 15 banks
around the state of ND for their CD rates. We are in the middle. We don't want to anger our
private sector banks. We need to be honest and fair to Kelly Schmidt, in the Treasurer's office.
Senator Wardner it looks like it will be adequate. The response was yes.

Senator Mathern: asked what fund a farmer would use to fund a wind tower with the bank of
North Dakota.

Earl Hardmeyer said through the AG PACE program. And we have used it.

A short break was taken at this time.

Chairman Holmberg : reopened the hearing on SB 2014 in reference to the Mill and Elevator
in the Industrial Commission bill.

Vance Taylor, President and General Manager of the North Dakota Mill and Elevator:
presented Testimony # 1. He provided facts concerning the Mill and Elevator 1.31.30 and his
testimony on page 2 he listed strategic plan for 2009 and also went over his budget requests
with the committee. On page 3 of Testimony # 1 wages and benefits were addressed as well

as operating expenses. The other items referred to are repairs expenses, miscellaneous

supplies expense and insurance expense for inventory values. He introduced Ed Barchenger,
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their Controller and Finance Manager. During the fiscal year we were able to retain all of our
customers and get new customers also.

Senator Fischer said what he didn't understand was the increase in fees. Do you have
justification for increase? Is it a lack of water

Vance Taylor said they have justification back at the office but said lack of water was in
Montana . They are not referring to that this year.

Senator Fischer but there is a snow pack in the mountain. He asked if Vance could forward
that information to the committee. He said yes. What is the percentage of health insurance?
Vance Taylor said it did increase but he will get back to them with that information.

Senator Robinson the labor contract, you go for 4 year contracts, is that a joint agreement
between the mill and the union? What range of % will you be looking at?

Vance Taylor the length of contract does change. We've seen 5 year agreements,4 or 2 year
contracts. The management prefer longer agreement. We look at what is happening in the
state. | would rather not say on the percentage.

Senator Robinson asked about turnover.

Vance Taylor said not a lot of turnover.

Senator Krauter had a technicai question. History of transfers, have they always been at the
end of biennium or fiscal year?

Vance Taylor in recent history they come at end of biennium .

V. Chair Bowman said you had a poor year. You borrowed a lot of money. What financial
position is the state mill in? Can we recoﬁp in a year or two? Compare us with other
elevators.

Vance Taylor said we have had a very tough year, fiscal year 2008 first half, operated as

normal into last year. In January and February we ran into serious problems, we hedge every
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flour and wheat purchase. Because of the events a lot of those losses carried over into 2009.
We haven't tied up the second quarter but there are further losses in the second quarter, but it
is much better. To continue on, we have Eide Bailly working on forecasts and things are
looking much better. 1'd like to wait on any numbers until after we finish our work with Eide
Bailly.

V. Chair Bowman asked if the markets were going to be there for the products they produce.
Vance Taylor said the good news in our industry is that everyone still has to eat, we have
seen some reduction in volume. Restaurant businesses are down especially on the east
coast and a lot of our product goes there, people are cutting back.

Senator Kilzer several sessions ago there were complaints about overtime, even a bil
concerning that, where are you at with overtime. ‘Do you have enough people?

Vance Taylor there has been a lot less overtime in 2008. Lately we've been down Sundays
and even some Saturdays. We completed a couple projects and we also added another
packing line. There will be overtime going forward. That pressure could come back at some
time.

Senator Mathern in light of what economic benefit is generated to the state and plans to
support ND Agriculture do you ever consider another site for the Mill, like a site in the West.
Vance Taylor we have discussed that. Part of our strategic plan is to grow the business and
just expand our plant in GF. We will have to give some serious thought to another location.
No need in the immediate future.

Senator Wardner you did’ t finish V. Chair Bowman question about comparing the State Mill to
other facilities.

Vance Taylor said it was a tough year for everybody. 1.62.17 Some other companies

experienced losses more than us and some did not, General Mills they were hit by hedging.
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Senator Krebsbach you did some sales on the lifefo method of accounting. Is that going to
have an impact on the future sales that they may be better.
Vance Taylor we use Fifo for all our accounting.

Senator Robinson with budget release and challenges we have had an unusual year, should
we not consider the possibility of no transfer given the economics of the state and the financial
situation of the mill. Is there merit to not making a transfer at all at this time? if there is not a
need in the general fund should we not make the transfer and let the mill recover quickly and
be stronger down the road.

Chairman Holmberg the mill doesn’t need to answer the gquestion they are built into the
budget. You are talking about a transfer that would occur June 30", 2011. We are going to
hear those things over the next few months.

Senator Fischer are you still at about 50 label. Are you still making pancake mixes.

Vance Taylor total is 300 and yes we are making pancake mixes.

V. Chair Bowman a transfer would only amount to borrowed money. One way or the other you
are operating on borrowed money.

Vance Taylor said that they are still a strong company we have a nice looking balance sheet.
It's up to you on the transfer it comes out of the equity.

Senator Krebsbach can we get a copy of financial statement.

Vance Taylor Yes.

Chairman Holmberg He asked if there was anyone else to testify on this section of 2014.
Closed hearing on SB 2014.

Senator Holmberg asked for a briefing on the Federal Recovery Package.

V. Chair Grindberg quite a few state listening into the stimulus package. The House is going

to vote on it the week of the 26" 6f January. 1.59. The comment was made that the Senate
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would act in an expeditious matter. And the President will sign it on or close to President's
Day. There will be a huge ramifications to our budget.

Senator Krauter enhancements, an increase from the federal government, transportation
dollars injected right away. 120.34

Chairman Holmberg was there any talk about states that are in good economic position.
Senator Krauter said they didn't talk about it from that stand point.

Chairman Holmberg was there additional discussion around foreclosure.

V. Chair Grindberg addresses that.

Discussion followed on the Stimulus Bill. You can view the information on the web
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Chairman Holmberg called the committee to order on SB 2014 regarding the Industrial
Commission bill.

Senator Wardner explained the amendments to the committee. (05.43)

Chairman Holmberg They are looking at utilizing coal in a demonstration project. They are
looking at a series of inputs in order to put together a program. There is a boiler at UND that
they are looking at utilizing and they are looking at department of energy money, they are
looking at sources from industry.

Senator Mathern had questions regarding section 15.(06.38) and the age of the burns.
Senator Wardner This is talking about beneficiating coal not just taking it right out of the pit.
Senator Christmann Those burns are probably close to 100 years or even more than that but
with environmental regulations and such a lot of them have switched over and using out of
state. This would be to experiment with state of the art type boiler systems and some of them,
and gave the example of the new ethanol plant at Richardton. Big deal, we'll use North Dakota
coal and that lasted for months and then they ended up getting it from out of state. It didn’t
work out. We need to protect the boilers in the institutional type settings otherwise about the
only purpose for that coal is more? (7.54) so with the beneficiation process now can be

developed and new technology we think we can make it work again.
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Chairman Holmberg That is the purpose.

Senator Robinson The only institution, correct me if 'm wrong, it's Valley City. | don’t know
about Bottineau.

Chairman Holmberg They are coming from Wyoming. UND’s coal all comes from Wyoming
or is it Montana.

Senator Christmann It is one of those. It's Powder River Basin. That is why we are such big
fans of Valley City. They are such a size they have to meet those emission requirements.
Senator Krauter These are issues that we have a public hearing on. We went through this
same scenario three years ago and now tiptoeing around and introducing things at the last
minute. There are so many things we need to publically talk about here. | think it is the right
stuff, but 'm not sure. | just would hope that those individuals involved would get this stuff in.
this is frustrating. How do you make decisions that are good?

Chairman Holmberg stated two things: First that there will be public Héarings, obviously,
because if this goes to the House, there will be public hearings on that. Secondly, it was not
industry ? toying around that actually brought this together. There was information that Senator
Christmann and | had received and we did some exploring on that and actually we were
looking at doing something when we were working on the University System budget, but it
made a much better fit, | thought, in the Industrial Commission. So that's why | asked Senator
Wardner to look at putting in an amendment. The amendment was drafted by some people in
the Industry. That's who drafted the language, but the idea originally came well after we had
the hearing on this. In fact, it was about a week ago, from the plant director at UND who runs
the boiler and said we have this boiler, we have been exploring with various sources to try to
get a large demonstration project and how we can utilize these large boilers to burn North

Dakota lignite efficiently and meet all of the environmental requirements.
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Senator Krauter What happens to Minot State? We have a boiler problem up there. These
are issues that are important.

V. Chair Bowman There is a project or a drying of lignite coal to get more BTU's out of it and |
don’t know where that project is at but it is one we discussed earlier so that we have more
opportunities to utilize our lignite industry.

Senator Christmann That is that beneficiation. That was a separate bill. This would be an
opportunity to use more.

V. Chair Grindberg | find it interesting that the bill that the Bank of North Dakota is in that
they're not so hot and heavy for all this student loan forgiveness but how many employees
does this cover with this section of this money in the department of mineral resources in
section 13. The footnote says a dollar amount for the education loan repayment program for
new employees. And they have the student loan debt for a certain amount, can we easily
assume that is for 10 people they are going to hire. (13.16)

Senator Wardner That would be the most. That would be the Limit. So much per employee for
fiscal year so you could have an employee that could get a loan repayment up to a certain
dollar amount(13.39)

V. Chair Grindberg asked what type of employee. This is exactly my point that the
Legislature is allowing that elephant to get his ears under the tent becéuse we have another
proposal for STEM, which would be the same thing to be eligible for and now we are sneaking
in other loan repayment and all these agencies and next session we’re going to come back
and add 16 other individual requests and there is no plan. | am greatly concerned about the
way we're letting this loan repayment get out of control.

Senator Wardner People are going and seeing other people doing it and that's where they are

taking up the idea.
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V. Chair Grindberg said then it's our job to put a stop to it or make some sense out of it.
Senator Robinson had questions regarding section 14 of the amendments. Do we have
anything in law in the present time that is similar to what is in section 14 or is this all new
language?

Senator Wardner | believe that is language that they just had to do some changes on the
overstrikes and bring it up to what they need currently. What it is to support educational
activities relating to ? (15.44) and they are expanding it. They are already doing it, all this does
is expand it. That was brought in subcommittee on the student loan repayment. That was not
testified in committee. He continued explaining the amendments. (18.47) We were told and |
am not sure if that was presented in full committee, but there was a miscommunication, and |
think it was, Eric Hardmeyer made that clear, between OMB and the bank or the governor's
office and the bank, and so everybody was ok to put those FTE (5) in and they explained why
they needed them and they've got the positions.

Chairman Holmberg asked if OMB support that addition.

Senator Wardner stated they did.

Chairman Hoimberg asked if the governor amended his budget to increase it.

Senator Wardner stated he could not answer that. He continued to explain the last
amendment is with the Mill and Elevator. (20.09)

b asked is it in this bill or is it in another bill that the requirement that the State Mill and Elevator
transfer money (20.28) to the general fund at the end of this biennium. Is that the repealer,
Section 14, restoring session law. Because | remember the governor's budget. (someone
mumbled an answer , not picked up by recorder) That answers that questions My other

question is about the bill itself so forget it.
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More discussion followed regarding this matter.

Chairman Holmberg if we repeal that, that session law says that at the end of biennium the
State Mill and Efevator shall transfer money.

Senator Wardner said the manager of the Mill said they were ok with half of that for next
biennium

V. Chair Grindberg | am not going to support the amendments. | appreciate all the hard work
of the subcommittee but | just think that is something we have to resolve with these loan
forgiveness programs and for that reason | can’t support the amendment.

Chairman Holmberg told Senator Wardner that he can take that sect‘ipn out and we can vote
separately and still pass the amendments.

More discussion followed regarding the amendments.

Chairman Holmberg Let's do A of section 13. B is section 14. We can do them separately.
They are separate issues. C is 15. And then D is the remainder of the bill which deals with the
bank and the Mill and Elevator and one FTE for the geology position. Everyone understand
how the divisions are. Division A is loan repayment program. All in favor say aye. Opposed
carried. That is out of the bill. When it gets attached to the bill that will be gone.

Division B is Section14

Senator Christmann | was wondering if it is opposition to this section or if there is going to be
14 and 15 together. He was told they are separate. But the desire to separate them, that
suggestion has made to throw them together, and if there was opposition to this to try and
defend it, this has been as long as | can remember, it's like if there is some changing in the
words here, | am not sure what the opposition to this section would be.

Chairman Holmberg This is on B now in Section 14.
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. Senator Krauter | stated my opposition before. Things like this need another hearing. Bottom
line. And | don't think anyone is against this, it is just the process here. We need to make sure
that people understand.

Senator Christmann this is using the old statistics of like over so many dollars of annual
business volume that's been for years and years and this just updates it and it is now nearly
some dollars and this education programs, | don't know that that wasn't into effect when | got
into the Legislature. If not it has been for a long, long time already. So it is not really new.
Senator Mathern I'm wondering what the rational has to be to add the words support
education by activities relating to the lignite industry.

Senator Christmann [ don’t know the answer to that but | always felt that was the point of the
program why they wanted to do it.

. Senator Wardner It was clarified if they couid get the money they could go to the research
and development fund to get the money to use for
Sandi Tabor, Lignite and Energy Council We have always paid for teachers education
program out of lignite general funds, not out of the research council. For the last about 5 or 6
years, the teachers have been asked, we surveyed them after every ééminar, and they have
been asking us to expand. Their additional costs associated with expanding it, which we were
going to put a grant application together for us so that the research council can ask if they can
help with the costs. We were still going to take money out of the general fund of the lignite
council to match that research money. We talked to Karlene Fine, and she said | am not sure
you have the authority to do this. Now the other research programs, oil and gas and
renewables, have that language allowing. We never did because we never used the research

. council for it. So she said she'll go ask the Attorney General. She asked the Attorney General
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and they said it is not exactly crystal clear and you should probably get an amendment to the
bill the parts about existing language.

Chairman Holmberg Section 14, which is B, ali in favor say aye, opposed- none. It carried.
C — Section 15, all in favor of that say aye, opposed, raise of hands, all in favor say aye, that
passed. The rest of the amendments all in favor say aye, opposed. That passed. So the
amendments are as presented except the loan repayment program is out. Now we have the
bill before us.

SENATOR WARDNER MOVED A DO PASS AS AMENDED. SECONDED BY VICE
CHAIRMAN BOWMAN. A ROLLCALL VOTE WAS TAKEN RESULTING IN 14 YEAS, 0
NAYS, 0 ABSENT. SENATOR WARDNER WILL CARRY THE BILL.

Chairman Holmberg closed the hearing on SB 1014.
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Minutes:

Chairman Holmberg called the committee back to order at 7:25 pm in reference to SB 2014
The amendment #98033.0207 was distributed to the committee. He asked the committee to
reconsider our action on 2014. V. Chair Grindberg moved to reconsider seconded by
Bowman. Voice vote all carried.

Chairman Holmberg explained the new amendment.

Senator Mathern asked for some rational about the money.

Chairman Holmberg talked about the money historically in the general fund.

Senator Mathern said he did not receive testimony about this.

Senator Warner commented that he had heard they were short to cover the loans that were
outstanding.

V. Chair Bowman moved Do PASS AS AMENDED. Senator Krebsbach SECONDED.
ROLL CALL VOTE WAS TAKEN WITH 14 yes 0 no 0 absent. Senator Wardner will carry

the bill.



FISCAL NOTE

Requested by Legislative Council
05/02/2009

Amendment to: Reengrossed
SB 2014

1A. State fiscal effect: /dentify the state fiscal effect and the fiscal effect on agency appropriations compared to
funding levels and appropriations anticipated under current law.

2007-2009 Biennium 2009-2011 Biennium 2011-2013 Biennium
General |Other Funds| General |OtherFunds| General |[Other Funds
Fund Fund Fund
Revenues $0) $0 $4,735 836 30 $5,117,989 $0
Expenditures
Appropriations

1B. County, city, and school district fiscal effect: Identify the fiscal effect on the appropriate political subdivision.

2007-2009 Biennium 2009-2011 Biennium 2011-2013 Biennium
School School School
Counties Cities Districts | Counties Cities Districts | Counties Cities Districts
30 $ $0 30 $0 $0 30 $Q $0

2A. Bill and fiscal impact summary: Provide a brief summary of the measure, including description of the
provisions having fiscal impact (fimited to 300 characters).

This fiscal note relates only to the provisions regarding transfers from the State Milt profits to the General Fund and
does not include any of the other fiscal impacts of the conference committee amendments.

B. Fiscal impact sections: /dentify and provide a brief description of the secfions of the measure which
have fiscal impact. Include any assumptions and comments relevant to the analysis.

The conference committee amendments establish a set formula of 50% of profits to the General Fund after transfers
to other agriculture related programs beginning with the 2009-2011 biennium. Based on projected income of
$9,970,182 and a transfer of 5% for agriculture related programs for the 2009-2011 biennium the transfer to the
General Fund would be $4,735,836 and with projected income of $10,774,712 for the 2011-2013 biennium the
transfer to the General Fund would be $5,117,989.

3. State fiscal effect detail: For information shown under state fiscal effect in 1A, please:

A. Revenues: Explain the revenue amounts. Provide detail, when appropriate, for each revenue type and
fund affected and any amounts included in the executive budget.

The conference committee amendments establish a set formula of 50% of profits to the General Fund after transfers
to other agriculture related programs beginning with the 2009-2011 biennium. Based on projected income of
$9,970,182 and a transfer of 5% for agriculture related programs for the 2009-2011 biennium the transfer to the
General Fund would be $4,735,836 and with projected income of $10,774,712 for the 2011-2013 biennium the
transfer to the General Fund would be $5,117,9849.

B. Expenditures: Explain the expenditure amounts. Provide detail, when appropriate, for each agency, line
item, and fund affected and the number of FTE positions affected.

C. Appropriations: Explain the appropriation amounts. Provide detail, when appropriate, for each agency
and fund affected Explain the relationship between the amounts shown for expenditures and
appropriations. Indicate whether the appropriation is also included in the executive budget or relates to a
continuing appropriation.
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FISCAL NOTE

Requested by Legislative Council
04/13/2009

Amendment to: Reengrossed
SB 2014

1A. State fiscal effect: Identify the state fiscal effect and the fiscal effect on agency appropriations compared to
funding levels and appropriations anticipated under current law.

2007-2009 Biennium 2009-2011 Biennium 2011-2013 Biennium
General |(Other Funds| General [Other Funds| General |Other Funds
Fund Fund Fund
Revenues 30 $0 $6,979,12 $0 $7,542,298 %0
Expenditures '
Appropriations
1B. County, city, and school district fiscal effect: I/dentify the fiscal effect on the appropriate political subdivision.
2007-2009 Biennium 2009-2011 Biennium 2011-2013 Biennium
School School School
Counties Cities Districts | Counties Cities Districts | Counties Cities Districts
30 $0 $0 $0 $0 50 30 50 30

2A. Bill and fiscal impact summary: Provide a brief summary of the measure, including description of the
provisions having fiscal impact (limited to 300 characters).

This fiscal note relates only to the provisions regarding transfers from the State Mill profits to the General Fund and
does not include any of the other fiscal impacts of the House amendments.

B. Fiscal impact sections: /dentify and provide a brief description of the sections of the measure which
have fiscal impact. Include any assumptions and comments relevant to the analysis.

The House amendments establish a set formula of 70% of profits for transfers to the General Fund beginning with the
2008-2011 biennium. The Senate had authorized no transfer during the 2009-2011 biennium. Based on projected
income of $9,970,182 for the 2009-2011 biennium the transfer would be $6,979,128 and with projected income of
$10,774,712 for the 2011-2013 biennium the transfer would be $7 542,298.

3. State fiscal effect detail: For information shown under state fiscal effect in 1A, please:
A. Revenues: Explain the revenue amounts. Provide detail, when appropriate, for each revenue type and
fund affected and any amounts included in the executive budget.

The House amendments establish a set formula for transfers to the General Fund beginning with the 2009-2011
biennium. The Senate had authorized no transfer during the 2009-2011 biennium. Based on projected income of
$9,970,182 for the 2009-2011 biennium the transfer would be $6,979,128 and with projected income of $10,774,712
for the 2011-2013 biennium the transfer would be $7,542,298.

B. Expenditures: Explain the expenditure amounts. Provide defail, when appropriate, for each agency, fine
item, and fund affected and the number of FTE positions affected.

C. Appropriations: Expiain the appropriation amounts. Provide detail, when appropriate, for each agency
and fund affected. Explain the relationship between the amounts shown for expenditures and
appropriations. Indicate whether the appropriafion is also included in the executive budget or relates to a
continuing appropriation.

|Name: Karlene K. Fine Agency: Industrial Commission
{
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98033.0101 Prepared by the Legislative Council staff for
Title.0200 Senator Stenehjem
January 12, 2009

PROPOSED AMENDMENTS TO SENATE BILL NO. 2014

Page 1, line 2, remove "to amend”
Page 1, remove line 3

Page 1, line 4, remove "research fund deposits;"

Page 7, remove lines 10 through 20
Renumber accordingly
STATEMENT OF PURPOSE OF AMENDMENT:

This amendment removes Section 13 relating to the maximum allocation of oil and gas gross
production tax and oil extraction tax collections to the oil and gas research fund.

Page No. 1 98033.0101



Senate

Date:

jj/fg//ﬂq

Roll Call Vote # /

-

2009 SENATE STANDING COMMITTEE ROLL CALL VOTES
BILL/RESOLUTION NO. i

Senate Appropriations

Committee

[] Check here for Conference Committee

Legislative Council Amendment Number

Action Taken

QXO?B OCQOJ/ C?/nmwﬁf’xmm_

BZ(DO Pass [ ]Do Not Pass

] Amended

Motion Made By [/u WM&,’U

Seconded By

ﬁWWM JVO >

1

Senators Yes | No Senators Yds L’Kﬂo

Sen. Ray Holmberg, Ch Sen. Tim Mathern / VA~ | ¢l
Sen. Tony S. Grindberg, VCh Sen. Aaron Krauter /Il iV
Sen. Bill Bowman, VCh Sen. Larry J. Robinsor/ N /! /|
Sen. Randel Christmann Sen. John Warner [TA
Sen. Rich Wardner Sen. Elroy N. Lindaas [/ ~
Sen. Ralph L. Kilzer Sen. Tom Seymour jid
Sen. Tom Fischer e
Sen. Karen K. Krebsbach ¢ 7

Total  Yes [(//tel ////ib é/w) :

7
Absent
Floor Assignment

If the vote is on an amendment, briefly indicate intent:



Date: 57\'/!9"%) C{

Roli Call Vote # Q*‘

2009 SENATE STANDING COMMITTEE ROLL CALL VOTES
BILL/RESOLUTION NO. __ ) |V

Senate Senate Appropriations Committee

[] Check here for Conference Committee

Legislative Council Amendment Number

Action Taken @/Do Pass [ ] Do Not Pass Iﬁ\mended

Motion Made By / WMW Seconded By ﬁWM

Senators Ye No Senators Yes " No

Sen. Ray Holmberg, Chairman e Sen. Aaron Krauter 7
Sen. Bill Bowman, VCh o Sen. Elroy N. Lindaas rd
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98033.0207 Prepared by the Legislative Council staff for
Title.0300 , Senate Appropriations
Fiscal No. 5 February 18, 2009

PROPOSED AMENDME-NTS TO ENGROSSED SENATE BILL NO. 2014

Page 1, line 2, after the semicolon insert "to amend and reenact Section 54-17.5-01 of the North
Dakota Century Code, relating to education activities relating to the lignite industry;”

‘Page 1, line 17, replace "2,562,503" with "2,733,761" and replace "9,770,047" with "9,941,305"

Page 1, line 18, replace “589,978'f with "609,886" and replace "2,845,668" with "2,865,576"
Page 1,'after line 21, insert:

"State facility lignite feasibility demonstration 0 1,000,000 1,000,000"
project

Page 2, line 2, replace "($15,590,470)" with "($14,399,304)" and replace "65,077,880" with
"66,269,046"

Page 2, line 4, replace "4,480,792" with "5,671,958" and replace "15,756,796" with
"16,947,962"

Page 2, line 5, replace "4.69" with "5.69" and replace "60.06" with "61.06"

'Page 2, line 10, replace "5,721,483" with "6,698,389" and replace "40,993,350" with
"41,970,256"

Page 2, line 13, replace "5,276,483" with "6,253,389" and replace "42,448,350" with
"43,425,256"

Page 2, line 15, replace "(5.00)" with "0.00" and replace "171.50" with "176.50"

Page 3, line 6, replace "(150,000)" with "25,000" and replace "150,000" with "325,000"
Page 3, line 7, replace "175,000" with "0" and replace "325,000" with "150,000"

Page 3, line 26, replace "5,880,792" with "7,071,958" and replace "26,556,796" with
*27,747,962"

Page 3, line 27, replace "(11,800,248)" with "(10,823,342)" and replace "174,008,864" with
"174,985,770" ‘

Page 3, line 28, replace "($5,919,456)" with "($3,751,384)" and replace "200,565,660" with
"202,733,732" .

Page 4, after line 6, insert:

"State facility lignite feasibility demonstration 0 1,000,000"
project

Page No. 1 98033.0207



Page 4, line 9, replace "6,493,152" with "7,493,152"

. Page 5, remove lines 26 through 30

Page 6, remove lines 1 through 8

Page 7, after line 8, insert:

"SECTION 11. AMENDMENT. Section 54-17.5-01 of the North Dakota Century
Code is amended and reenacted as follows:

54-17.5-01. Declaration of findings and public purpose. The legisiative
assembly finds and declares that North Dakota's lignite industry produces
approximately thirty million tons of lignite annually, contributing to our state's and
nation's energy independence by generating electricity for more than two million people
in the northern great plains region and by producing synthetic natural gas from coal that
heats three hundred thousand homes and businesses in eastern states, which is
equivalent to over twenty thousand barrels of cil per day. The iegislative assembly
further finds and declares that North Dakota’s lignite industry generates over severteen
twenty-eight thousand direct and indirect jobs for North Dakota, everene nearly three
billion dollars in annual business volume, and over sidy-five cne hundred three mitlion
doflars in annual tax revenue. The legislative assembly further finds and declares that it
is an essential governmental function and public purpose to assist with the development
and wise use of North Dakota's vast lignite resources by supporting a lignite research,
development, and marketing program that promotes economic, efficient, and clean uses
of lignite and products derived from lignite in order to maintain and enhance ‘
development of North Dakota lignite and its products; support educational activities
relating to the lignite industry; preserve and create jobs involved in the production and
utilization of North Dakota lignite; ensure economic stability, growth, and opportunity in
the lignite industry; and maintain a stable and competitive tax base for our state’s lignite
industry for the general weifare of North Dakota. The legislative assembly further finds
and declares that development of North Dakota's lignite resources must be conducted
in an environmentally sound manner that protects our state's air, water, and soil
resources as specified by applicable federal and state law.

SECTION 12. STATE FACILITY LIGNITE FEASIBILITY DEMONSTRATION
PROJECT. The state facility lignite feasibility demonstration project line item in
subdivision 1 of section 1 of this Act includes $1,000,000 from the general fund for the
purpose of demonstrating the feasibility of using lignite at a state-owned facility
equipped with coal-fired boilers generating at least 200,000 pounds of steam at 125
pounds per square inch."

Renumber accordingly
STATEMENT OF PURPOSE OF AMENDMENT - LC 98033.0207 FN 5

A copy of the statement of purpose of amendment is attached.

Page No. 2 98033.0207



Bilt No. 2014 Fiscal No. 5

TATEMENT OF PURPOSE QF AMENDMENT:

Senate Bill No. 2014 - Summary of Senate Action

02/18/09

Executive Senate Senate
Budget Changes Version
Industrial Comnmissicn
Total all funds $65,077.880 $1,191,166 $66,269,046
Less estimated income 49 321,084 0 49,321,084
General fund $15,756,796 £1,191,166 $16,947,962
Bank of North Dakota
Total all funds $54,198,350 $976,906 $55,175.256
Less estimated income 43,398 350 976,506 44,375,256
General fund $10,800,000 $0 $10,800,000
Housing Finance Agency
Total all funds $41,232,188 30 $41,232,188
Less estimated income 41,232,188 0 41,232,188
Generaj fund $0 $0 $0
Mill and Elevator
Total ali funds 240,057,242 $0 $40,057,242
Less estimated income 40,057,242 4] 40,057,242
General fund $0 30 30
Bill total
Total all funds $200,565,660 $2,168,072 $202,733,732
Less estimated income 174,008,864 976,906 174,985.770
General fund $26,556,796 51,151,166 $27,747,962
enate Bill No. 2014 - Industrial Commission - Senate Action
Executive Senate Senate
Budget Changes Version
Salaries and wages $9,770,047 $171,258 $9,941,305
Operating expenses 2,845,668 19,908 2,865,576
Capital assets 49,000 49,000
Grants - Lignite research & 19,971,300 19,971,300
development
Grants - Bond payments 27,441,865 27,441,865
Renewable energy developmem 5,000,000 5,000,000
State facility lignite demo project 1,060,000 1,000,000
Total all funds $65,077,880 $1,191,166 $66,269.046
Less estimated income 49 321,084 Q 49321 084
General fund 15,756,796 $1.191,166 $16,947 962
FTE 60.06 1.00 61.06

Department No. 405 - Industrial Commission - Detail of Senate Changes



Bill No. 2014 Fiscal No. 5

Adds Funding
Adds 1 FTE for Lignite

Geologist Feasihility Total Senate

Position’ Demanstration® Changes
Salaries and wages $171,258 $171,258
Operating expenses 19,908 19,908
Capital assets
Grants - Lignite research &

development

Grants - Bond payments
Renewable energy development
Stare facility lignite demo project 1,000,000 1,000,000
Total all funds $191.166 £1,000,000 $1.191,166
Less estimated income 1] 0 o
General fund $191,166 $1,000,000 $1,191,166
FTE 1.00 0.00 1.00

02/18/09

' This amendment adds 1 FTE geologist position and related operating expenses for the Department of Mineral Resources.

% This amendment adds $1 million from the general fund for demonstrating the feasibility of using lignite at a state-owned facility
equipped with coal-fired boilers generating at least 200,000 pounds of steam at 125 pounds per square inch. A section is also added
relating to this demonstration project.

section is added providing that the lignite research, development, and marketing program also supports educational activities

elating to the lignite industry.

Senate Bill No. 2014 - Bank of North Dakota - Senate Action

Executive Senate Senate

Budget . Changes Version
Capital assets $1,455,000 $1,455,000
Bank ot North Dakota operations 40,993,350 976,906 41,970,256
PACE fund 8,000,000 8,000,000
Ag PACE fund 1,400,000 1,400,000
Beginning farmer revolving loan 450,000 950,000

fund

Biofuels PACE fund 1,400,000 1,400,000
Total all funds $54,198 350 $976,906 $355,175,256
Less estimated income 43 368 350 976 906 44,375,256
Generat fund $10:.800,000 0 $10,800,000
FTE 171.50 5.00 176.50

Department No. 471 - Bank of North Dakota - Detail of Senate Changes

B



Bill No. 2014  Fiscal No. 5

Capital assets

Bank of North Dakota operations

PACE fund

Ag PACE fund

Beginning farmer revolving joan
fund

Biofuels PACE fund

Total ail funds
Less estimated income

General fund

FTE

" This amendment restores 5 FTE positions that were removed in the executive recommendation.

Restores 5 FTE Total Senate
Paositions’ Changes
976,908 976,906
976,506 £976,906
976,906 976,906
$0 $0
5.00 5,00

02/18/09

This amendment removes the 2009-11 biennium transfer of $60 million from the Bank of North Dakota to the general fund.

Senate Bill No. 2014 - Mill and Elevator - Senate Action

Salaries and wages
Operating expenses
Contingencies
Apgriculture promotion

Total alt funds
Less estimated income

General fund

FTE

Department No. 475 - Mill and Elevator - Detail of Senate Changes

Salaries and wages
Operating expenses
Contingencies
Agriculture promotion

Total all Tunds
Less estimated income

General fund

FTE

Executive Senate Senate
Budget Changes Version
$22,599,324 $22,599,324

16,982,918 16,982,918
150,000 175,000 325,000
325,000 (175,000) 150,000

$40,057,242 $0 $40,057,242

40,057,242 0 40,057,242

$0 $0 $0
131.00 0.00 131.00

Changes
Funding to Total Senate
Correct Error* Changes
175,000 175,000
(175.000) {175,000)
0 56
0 0
$0 30
0.0G 0.00




Bill No. 2014 Fiscal No. 5 02/18/0%

! “This amendment corrects an error in the bill as introduced relating to the funding provided for the contingencies and agriculture
promotion line items.

This amendment removes the 2009-11 biennium transfer of $2.5 million from the Mill and Elevator to the general fund.
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Roll Call Vote #: }

BILL/RESOLUTION NO. 7 () /J{

Senate Senate Appropriations

[ ] Check here for Conference Committee

Legislative Council Amendment Number (}W

[# Do Pass [ ]DoNotPass []Amended

Action Taken

Committee

09033, 020

Seconded By Sd;a/ /74/;{)

Motion Made By A, /uerzg
7

Representatives

Yes

No

Representatives

Yes

No

Senator Fischer

Senator Warner

Senator Christmann

Senator Robinson

Senator Krebsbach

Senator Krauter

Senator Bowman

Senator Lindaas

Senator Kilzer

Senator Mathern

Senator Grindberg

Senator Seymour

Senator Wardner

Chairman Holmberg

Absent

Total Yes % }/éi/U AQ/QQ No
V’

Floor Assignment

if the vote is on an amendment, briefly indicate intent:
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2009 SENATE STANDING COMMITTEE ROLL CALL VOTES

Senate

BILL/RESOLUTION NO. oj&//

Senate Appropriations Committee

[ ] Check here for Conference Committee

Legislative Council Amendment Number

Action Taken Iﬂjo Pass [ | Do Not Pass mmended

Motion Made By éﬂ’m&d Seconded By 7ﬁ7 //»Q//W ﬁ )
G

Representatives Yes-| No Representatives Yes | No
Senator Wardner 4 Senator Robinson v
Senator Fischer - Senator Lindaas v
V. Chair Bowman [ Senator Warner v
Senator Krébsbach V. Senator Krauter /i
Senator Christmann s Senator Seymour »
Chairman Holmberg I Senator Mathern I
Senator Kilzer £
V. Chair Grindberg L~

Total Yes

/% No O

Absent

Floor Assignment

) | )

If the vote is on an amendment, briefly indicate intent:



REPORT OF STANDING COMMITTEE (410) Module No: SR-32-3421
February 18, 2009 7:48 p.m. Carrier: Wardner
Insert LC: 98033.0207 Title: .0300

REPORT OF STANDING COMMITTEE

SB 2014, as engrossed: Appropriations Commitiee (Sen. Holmberg, Chalrman)
recommends AMENDMENTS AS FOLLOWS and when so amended, recommends
DO PASS (14 YEAS, 0 NAYS, 0 ABSENT AND NOT VOTING). Engrossed SB 2014
was placed on the Sixth order on the calendar.

Page 1, line 2, after the semicolon insert "to amend and reenact section 54-17.5-01 of the
North Dakota Century Code, relating to education activities relating to the lignite
industry;”

Page 1, line 17, replace "2,562,503" with "2,733,761" and replace "9,770,047" with "9,941,305"

Page 1, line 18, replace “589,978" with "609,886" and replace "2,845,668" with "2,865,576"

Page 1, after line 21, insert:

"State facility lignite feasibility demonstration 0 1,000,000 1,000,000"
project

Page 2, line 2, replace "($15,590,470)" with "($14,399,304)" and replace "65,077,880" with
"66,269,046"

Page 2, line 4, replace "4,480,792" with "5,671,958" and replace "15,756,796" with
"16,947,962"

Page 2, line 5, replace "4.69" with "5.69" and replace "60.06" with "61.06"

Page 2, line 10, replace "5,721,483" with "6,698,389" and replace "40,993,350" with
"41,970,256"

Page 2, line 13, replace "5,276,483" with "6,253,389" and replace "42,448,350" with
"43,425,256"

Page 2, line 15, replace "(5.00)" with "0.00" and replace "171.50" with "176.50"
Page 3, line 6, replace "(150,000)" with "25,000" and replace "150,000" with "325,000"
Page 3, line 7, replace "175,000" with "0" and replace "325,000" with "150,000"

Page 3, line 26, replace "5,880,792" with "7,071,958" and replace "26,556,796" with
l|27,747,962l.

Page 3, line 27, repiace "(11,800,248)" with "(10,823,342)" and replace "174.008,864" with
"174.985.770"

Page 3, line 28, replace "($5,919,456)" with "($3,751,384)" and replace "200,565,660" with
"202,733,732"

Page 4, after line 6, insert:
"State facility lignite feasibility demonstration 0 1,000,000"
project
Page 4, line 9, replace "6,493,152" with "7,493,152"
Page 5, remove lines 26 through 30

Page 6, remove lines 1 through 8

(2} DESK, {3) COMM Page No. 1 SR-532-3421



REPORT OF STANDING COMMITTEE (410) Madule No: SR-32-3421
February 18, 2009 7:48 p.m. Carrier: Wardner

Insert LC: 98033.0207 Title: .0300

Page 7, after line 8, insert:

"SECTION 11. AMENDMENT. Section 54-17.5-01 of the North Dakota
Century Code is amended and reenacted as follows:

54-17.5-01. Declaration of findings and public purpose. The legislative
assembly finds and declares that North Dakota's lignite industry produces
approximately thirty million tons of lignite annually, contributing to our state's and
nation's energy independence by generating electricity for more than two million people
in the northern great plains region and by producing synthetic natural gas from coal
that heats three hundred thousand homes and businesses in eastern states, which is
equivalent to over twenty thousand barrels of oil per day. The legislative assembly
further finds and declares that North Dakota's lignite industry generates over seventeert
twenty-eight thousand direct and indirect jobs for North Dakota, everere nearly three
billion dollars in annual business volume, and over shey-five one hundred three million
dollars in annual tax revenue. The legislative assembly further finds and declares that
it is an essential governmental function and public purpose to assist with the
development and wise use of North Dakota's vast lignite resources by supporting a
lignite research, development, and marketing program that promotes economic,
efficient, and clean uses of lignite and products derived from lignite in order to maintain
and enhance development of North Dakota lignite and its products; support educational
activities relating to the lignite industry; preserve and create jobs involved in the

production and utilization of North Dakota lignite; ensure economic stability, growth,
and opportunity in the lignite industry; and maintain a stable and competitive tax base
for our state's lignite industry for the general welfare of North Dakota. The legislative
assembly further finds and declares that development of North Dakota's lignite
resources must be conducted in an environmentally sound manner that protects our
state's air, water, and soil resources as specified by applicable federal and state law.

SECTION 12. STATE FACILITY LIGNITE FEASIBILITY DEMONSTRATION
PROJECT. The state facility lignite feasibility demonstration project line item in
subdivision 1 of section 1 of this Act includes $1,000,000 from the general fund for the
purpose of demonstrating the feasibility of using lignite at a state-owned facility
equipped with coal-fired boilers generating at least 200,000 pounds of steam at 125
pounds per square inch.”

Renumber accordingly
STATEMENT OF PURPOSE OF AMENDMENT - LC 98033.0207 FN 5

A copy of the statement of purpose of amendment is on file in the Legislative Council Office.

(2) DESK, (3) COMM Page No. 2 SR-32-3421



2009 HOUSE APPROPRIATIONS

SB 2014



2009 HOUSE STANDING COMMITTEE MINUTES

SB 2014
House Appropriations Committee
[ ] Check here for Conference Committee
Hearing Date: February 25, 2009

Recorder Job Number: 9724

Committee Clerk Signature J//LJ//_,—, % ) M
7

Minutes:

Chm. Svedjan moved the discussion to SB 2014.

Karlene Fine, Executive Director and Secretary, Industrial Commission of North Dakota
approached the podium, distributed and reviewed testimony (Attachment A). Some entities do
not show up in the budget because they are continuing appropriations. The majority of the bill
is non-General Fund. (:24)

Ed Sather, Sr. Vice President, Bank of North Dakota approached the podium, distributed
and reviewed testimony (Attachment B). (2:18)

Rep. Wald: Your return on equity is 24.8 percent. What would the average return be on an
average bank in North Dakota? (3:47)

Mr. Sather: | would estimate it at between 14 to 16 percent. The big difference is that we don'’t
pay taxes. We do pay a $60 billion dividend to the state.

Mr. Sather continued and concluded his remarks. (4:40)

Chm. Svedjan: You expect to achieve your 8 percent capitalization ratio which would include
a continuing transfer of $60 million, is that correct? (6:50)

Mr. Sather: That's correct. If you look at the first page, we show capital ending at $257 million.

We look at total income of $60 million and a $30 million transfer to the General Fund.
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House Appropriations Committee
Bill/Resolution No. SB 2014
Hearing Date: February 25, 2009

Chm. Svedjan: From 2008 projected to 2009, your assets actually declined from $3.5 billion to
$3.2 billion. (7:17)

Mr. Sather: Yes. We incorporated from the Governor's budget some shrinkage in tax
revenues, some of the initiated measures and also the budget. The transfer to the Budget
Stabilization Fund will be like an immediate $111 million that will go to the state investment . . .
Chm. Svedjan: So that accounts for that?

Mr. Sather: That’s correct.

Lynn Helms, Director, Department of Mineral Resources, North Dakota Industrial
Commission, approached the podium, distributed and reviewed testimony (Attachment C).
(8:17)

Mr. Helms reviewed Attachment A and the following topics:

Fossils, page 4. (12:30)

Uranium, pages 5 - 7 (13:50)

Coal, pages 8 - 13 (14:48) — 25 billion tons is an 830 year supply of lignite.

Geothermal, pages 14 - 28. In the Piper/Opeche Formations (page 18) we are working with
Wind Energy. There are salts in these formations where they want to mine the salt out and
create a cavern and use it to store high pressure air like a battery for wind turbines. When they
are generating more electricity than they need, they'll pump air into these caverns. When the
wind dies and they need to generate electricity, they can bring the air back out and drive
turbines with it. (18:22)

CO; Sequestration will take place in the Minnelusa Formation. (20:46)

Potash deposits are located along the Canadian border and the northern tier of counties in ND.
Two companies are looking at potash mining in North Dakota. The price today is between

$800 and $900 per ton today as compared to $150 before 2007. (22:33)



Page 3

House Appropriations Committee
Bill/Resolution No. SB 2014
Hearing Date: February 25, 2009

. Asia is the “lurching giant” (p. 26, Attachment C). Mr. Helms said that 2 million barrels of
surplus capacity (oil) can drive the price so far down, and 2 million barrels of shortage can
drive the price so far up. That is what is creating the volatility. If the world is going to sustain
even the low level of growth, we're going to have to bring on renewable, nuclear, coal, natural
gas, like we've never done before (see p. 28). (24:22)

Qil and Gas, pages 29 - 45 (26:33)

Mr. Helms discussed the Bakken Formation. (27:29) The top layer of the Bakken rocks is
about 43 percent plankton. Over the years that makes oil. 300 to 500 billion barrels of oil is
stored in these rocks. To build a well like the one pictured on p. 33 costs about $6 to $6.5
million. The rig count typically follows the price of oil and the rig count is down today. There are
61 rigs today.

. Mr. Helms distributed and reviewed “North Dakota Rigs” (Attachment D). Dunn, McKenzie and
Mountrail counties are where drilling for oil is still economic. Mr. Helms expects that we will see
further decline in the rig count. Many of the companies have commitments that they have to
stick with but a number are going to reduce their rig count and potentially we could drop the rig
count to the mid 40s.

Mr. Helms distributed “Available North Dakota State Land Mineral Leases” map (Attachment E)
which shows where the rigs are located and what the economics look like in those counties.
This map also shows when the leases will expire. (34:50)

Mr. Helms discussed how his agency has been impacted in terms of staffing and referred the
Committee to pages 42 and 43 of Attachment C. (38:26) The result of paying less than the
average has left us with new hires who have about seven years experience and are going to

. be prime targets for industry and many folks who hired on when the division was first started

who are waiting for the rule of 85. Everyone in between has been hired away. We have an



Page 4

House Appropriations Committee
Bill/Resolution No. SB 2014
Hearing Date: February 25, 2009

. experience vacuum in the middle. Eight to twelve years of experience makes employees a
prime target for industry to hire away. Last session you did a market equity bill and | think it's
similar to what's in HB 1015. Because | work with geologists and engineers, that plan resulted
in the agency getting $59,000. If you put $10 million into market equity and the Department of
Mineral Resources got $59,000 to spread across 50 people. Mr. Helms reviewed p. 44. (40:32)
Grayed out trucks indicate vacant position he is unable to fill because of the beginning salary
of $36,000 per year. The remaining employees therefore have to pick up the workload and
work longer hours. Mr. Helms explained that to convince those employees to stay he used roll-
up dollars and gave them retention bonuses. The trucks with crosshairs indicate the
employees that have told Mr. Helms that they have an industry job offer. The situation is critical
and they need help in terms of market equity and roli-up dollars to retain these employees.

. With the staff | have in place | will be forced to ramp the activity level down. With the staff | will
be able to handle 550 cases, 350 permits and 45 rigs (See p. 45, Attachment C) unless we can
find a way to retain and recruit employees. Mr. Helms concluded his remarks.

Rep. Wald: Referring to p. 5, Attachment C, there's a lot of apprehension in the Dickinson
area about uranium mining and the cancer scare. There were actually some cases 25 or 30
years ago. Would you briefly give us some comfort level on that issue? (43:55)

Mr. Helms: Uranium mining that took place in the 60s involved taking the overburden off of the
coal pouring diesel fuel and putting old tires on the coal and burning it in an open pit, scraping
the ash and hauling the ash away to extract the uranium from it. Today’s technology involves
drilling pods of seven wells in a honeycomb pattern, injecting hydrogen peroxide into the
uranium bed which sets the uranium loose. It flows to the producing wells and then it's pulled

. out and extracted in a bed like you're water softener. It's completely different technology. We
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understand how the process works. We have implemented administrative rules to put that in
place. We have little or nothing to fear from using that technology.

Rep. Wald: The amount of reguiation on the books as it relates to uranium, you say that we
are doing that now? Where's it at? What's the bill number?

Mr. Helms: There is a Surface Owner Protection Act SB 2141 that will be heard in Natural
Resources. That bill is designed to put the same surface owner protections in place that we
have used for the oil and gas industry for decades for the folks whose land is going to be
disturbed by this solution mining. We also shopped all the uranium regulations from Nebraska,
Wyoming and South Dakota, brought them together in our shop and spent hundreds of hours
making them better and have implemented those regulations for North Dakota.

Mr. Helms concluded his remarks.

Chm. Svedjan recessed the committee until 1:30.
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Minutes:
Chairman Delzer opened the hearing on Senate Bill 2014. Roll was taken with all members

present.

. Attached testimony

Biack Binder- 2014.3.2.09A
Bank of North Dakota Organizational Chart- 2014.3.2.09B

Bank of North Dakota Brochure- 2014.3.2.09C

Karlene Fine, Executive Director of the Industrial Commission, presented her testimony

under the tab: Administration.

Chairman Delzer: Do you have a report that shows we are actually receiving the savings we
say we are making the bond payments with?
Karlene Fine, Executive Director: The Department of Commerce works on that with the

. institutions and they every year have a report done and that information is brought forward.
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There was an untimely death in Commerce, and that person was working on the report for
2008. |do have the report for 2007 | could bring to you.

Chairman Delzer: Does the report show if there is any reduction in actual costs in any line
items to correlate with that?

Karlene Fine, Executive Director: No, the report is just strictly on the amount of savings they
have identified on campuses.

Chairman Delzer: So it is just supposition.

Karlene Fine, Executive Director: We would have to discuss that with each of the campuses.
Representative Berg: If follow along the top line of this exhibit, the total of $22 million is their
actual bond payments?

Karlene Fine, Executive Director: That is the amount for the bond issues that are included
here. There is another bond issue for Connect ND and that is on Exhibit B.

Representative Berg: So $22 million is the total of the 1891 through 20067

Karlene Fine, Executive Director; Correct

Representative Berg: And 10% of 1% of sales tax is $27.7 million. Of that $22 million in
payments, $18 million is coming from the GF. The difference between the two is $9.4 million
and that would be available to do additional bonding?

Karlene Fine, Executive Director: To do debt service payments on additional bonding.
Representative Berg: So that would probably factor in to $60 million in actual bond value?
Karlene Fine, Executive Director: That's correct.

Representative Berg: \What you are saying for the next biennium, 11-13, that $1.8 million will

be paid off. So you are just carrying all these forward the same way. The difference between

. $18.3 and $27.7 flows back or stays in the GF?
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Karlene Fine, Executive Director: It never leaves the General Fund. It is just a calculation that
we have to do.

Chairman Delzer; It looks like you are giving credit for the energy conservation even though
we are paying more for energy at all the universities as a rule; you are still giving credit for that
amount against the overall amount that could be bonded?

Karlene Fine, Executive Director. When the statute was passed for those projects it was
specifically identified that any payments for energy conservation would be outside the cap.
Chairman Deizer; Really?

Representative Kaldor: As | understand it the energy conservation authority, the institution
basically pays the same amount of cost as they paid in the past based on historical energy
consumption. They actually fund the bond payments and part of the savings accrues to
them—that’s their fee. Am | correct on that?

Karlene Fine, Executive Director; We will have somebody from UND here later in the
presentation. These are projects the campuses did themselves, there was no outside entity
doing it. These projects are funded directly to the campuses or the Missouri Correctional
Center where they did it in house.

Representative Dosch: Can you tell me the percentage on the end of each column is that the
percent of interest rate on the bonds?

Karlene Fine, Executive Director: Yes.

Representative Dosch: Are these tax-exempt?

Karlene Fine, Executive Director: Yes to the state.

Representative Kempenich: Have you gone through these to look at paying them off?
Karlene Fine, Executive Director: With our financial advisor we review on a regular basis to

see what the market is like and if would be beneficial to refinance these. That's why you will
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see on top of some of the columns where they have been refunded. Under tax code you can
only refund so many times. There is a limitation.

Chairman Delzer: | think the question is, are there penalties for early payment?

Karlene Fine, Executive Director. When we issue these bonds, generally they are twenty year
bonds and we make a commitment that we won't pay them off earlier than ten years. The

Connect ND was a 10 year bonding. Those we could not pay off at all.

Ms. Fine continued her testimony on page three.

Chairman Delzer: Is there information included regarding how much was spent this
biennium?

Karlene Fine, Executive Director: Yes, | will get to this later in my testimony.

Ms. Fine continued her testimony on page three and the Renewable/Biomass tab.

Chairman Delzer: Where do the other funds come from for the Biomass program?

Karlene Fine, Executive Director: They come from the BioPACE and Beginning Farmer
Funds. The Industrial Commission has instructed me to do is utilize GF dollars before we cap
in to those special funds. At this point | have only transferred the $30.0 that was authorized in
legislation for the organic farming project from the Biomass program.

Chairman Delzer: Why did we authorize such a high number on special funds?

Karlene Fine, Executive Director: We authorized $3 million from the GF and the $17 million.
We had hopes that we would be able to identify some federal funds. Those foundations or the

federal government | went to when | had the projects identified would fund the projects directly
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. but they will not provide funds to the State to disperse. So we have taken all of those other
funds out of this budget.
Chairman Delzer: You have taken them all out?
Karlene Fine, Executive Director: We have only included the $5 million from the General
Fund. If there were some funding in the stimulus package, they can come a bit later in the
session or we would go to the Emergency Commission.
Chairman Delzer: That is $5 million on top of the $3 million from last session?
Chairman Delzer. How much have we spent so far?
Karlene Fine, Executive Director. Actually, $2.2 million.
Chairman Delzer. Does the bill include the $1.4 million for biofuel partnership under the
BND?

. Karlene Fine, Executive Director: That is a separate program.
Ms. Fine described the Oil and Gas Research Program with the tab labeled OG Research.

Chairman Delzer: Shelia, we need a list of all of the things that are coming off of the Oil & Gas
Taxes and how they come off: 1%, 2"®. We need to look at what we are doing with taking the
caps off and increasing the impact dollars the way it currently sits.

Sheila Sandness, Legislative Council: So you are looking at a summary for the
disbursements.

Chairman Delzer: How it goes off. Also | want to see under the legislatively approved budget
how much is expected.

. Sheila Sandness, Legislative Council: Under the bills adopted?
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Chairman Delzer: We adopted a legisiative budget with an oil revenue forecast. | want to see

that mostly.

Ms. Fine described the Pipeline Authority.

Chairman Delzer: Where does the $300,000 come from for them?

Karlene Fine, Executive Director: We take it out of the oil and gas research fund and the Oil
and Gas Research Council makes the determination and then makes a recommendation to the
Industrial Commission on the amount. In the current biennium they had to set aside 10% so it

was $300.0.

Ms. Fine described the North Dakota Transmission Authority.

Chairman Delzer: Before you leave, when we get in to subcommittee we are going to need

an organizational chart and spend down for everything you have.

Mike Anderson, Director, Housing Finance Agency described his testimony under the tab

labeled HFA.

Representative Kempenich: What is your square foot cost?
Mike Anderson, Director, Housing Finance Agency. We are budgeted at $15/square foot. Our
current cost is $13.50

Mr. Anderson continued his testimony on page two with the Other Equipment.
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. Chairman Delzer: What percentage is that?

Mike Anderson, Director, Housing Finance Agency: When we set this last biennium at $6
million, we didn’t know what kind of loans were dealing with and what the terms of those loans
would be. We were anticipating guaranteeing at 100% of the principal. We've been able to
reduce that to closer to 50% of principal outstanding.

Mr. Anderson continued his testimony.

Chairman Delzer: what are you basing this on, the oil activity?
Mike Anderson, Director, Housing Finance Agency: Most of this is based upon just the
demand for our program in the last several years. We have become more effective and

relevant for our targeted market. It reflects that we expect a continued level of activity of the

. program.

Mr. Anderson continued his testimony with the Grants, Benefits & Claims.

Representative Glassheim: You talk about your interest expense for the Bank of North
Dakota from the expanded line of credit. What kind of interest do you pay them?

Mike Anderson, Director, Housing Finance Agency: | believe it is LIBOR plus 70 basis points.
That floats quarterly.

Representative Glassheim: There is this position that was authorized in 03 that has not been
filled. What happens to the funds that are not used for that position? Are they used for other
purposes?

. Mike Anderson, Director, Housing Finance Agency: It just stays within our reserves.



Page 8

House Appropriations Committee
Government Operations Division
Bill/Resolution No. 2014

Hearing Date: 3/2/09

Mr. Anderson continued on page four.

Representative Berg: s there anything that we can do to strengthen the quality of our
bonds? I'm thinking that as you look around the couniry, ND bonds may trade at a premium.
Mike Anderson, Director, Housing Finance Agency. We are very well thought of in the capital
markets. One of the interesting things we have been hearing in the last several months from
the capital markets is that it is a matter of liquidity. The investors that we typically look to if
they have any liquidity, they are sitting on it. In years past we have used bond insurance for
supposedly strengthening our issues. We are finding today that even bond insurance is
actually a detriment in maintaining the level of quality with our issues. We have issue that has
insurance and we are trying to find a way to get it off the issue so that it would be easier to
trade those bonds.

Representative Berg: There may be some creative ways such as offering a buyback to
investors who are purchasing these bonds to give them some liquidity. There are all kinds of
financial tools out her. In the bigger picture one of the biggest barriers we have had relates to
housing in rural ND. The inescapable fact that you build a $200.0 home or duplex or
apartment and the day you get done it is worth $100.0. What programs do you have that
would address that specific area and what it is that we can do in this session that would help
encourage investment in housing in rural areas where you have a growing employment base?
Mike Anderson, Director, Housing Finance Agency: Yes, that is the $64,000 question for the
agency over the last couple of years. We haven't found a way of reducing the cost to build in
rural communities so we have to find a way to subsidize or offset that value gap. There were
several bills introduced this session to deal with the rural value gap and affordability.

Unfortunately only one of those bills has survived and that is the mobile home loan guarantee
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program. We proposed legislation for a housing tax credit to entice private investment in
house in rural communities. That bill did not survive. We believe right now you need some
sort of incentive whether it is coming from the private sector or wherever to have private
investment in to those projects if you are get it done.

Representative Berg: Maybe you can brief me on that bill later. | do think before we leave
this session, we ought to have a plan in place to try to address this in a way that does not
create favoritism for one developer or anything like that. The last thing, we have talked a lot
about the stimulus package and obviously its focus is housing. When will you know what the
stimulus package will do for ND?

Mike Anderson, Director, Housing Finance Agency: We are paying close attention. There
are a lot of housing things in the current bill.

Representative Berg: If you could just give us a quick cheat saying here’'s what we know and
subject to change daily of what would apply to housing.

Mike Anderson, Director, Housing Finance Agency: | can do that.

Representative Dosch: How is North Dakota as far as our delinquency rates as compared to
the national?

Mike Anderson, Director, Housing Finance Agency: Our first time home buyers are
performing are performing as well as the states statistics. | won't try to kid you that there isn't
a little bit of elevation but there is nothing to give us any concern at this point.

Chairman Delzer: Were you around when the oil busted in the 80's? How does it compare to
that?

Mike Anderson, Director, Housing Finance Agency: Yes we were. We're in much better
shape. The big difference then and what you are seeing now is what we were realizing in the

housing sector in terms of the oil bust in the 80s is what you are seeing now in Mi and OH
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. where their unemployment rate is going through the roof. You just see people abandoning
properties.
Representative Dosch: Do you have that delinquency rate?
Mike Anderson, Director, Housing Finance Agency: | believe that our delinquency rate is
around 2%. Our default rate is less than 1%.

Chairman Delzer; That's just yours, not around the state.
John Dwyer, Lignite Research Council presented his testimony under the tab LRP.

Representative Kempenich: Is there a real feverish pitch in the Congress (on energy).

John Dwyer, Lignite Research Council: Congress has it much higher on the agenda. The
. speaker of the house recently indicated she wanted to pass legislation the end of the summer.

The Senate by the end of the year.

Representative Kempenich: Have these people looked at Europe. From what | have read

they are trying to disentangle themselves from that trade.

John Dwyer, Lignite Research Council: What happened in Europe is that they gave an excess

of allowances to industry so the value of the carbon credits didn’t trade very much. I'm sure

the Obama administration will take a look at that. It's important to us because we cannot burn

lignite without emitting C02—at least today.

Representative Kempenich: Nationally are you involved with other groups or states that

produce energy?

John Dwyer, Lignite Research Council: Yes we are. | will go through some of that.

. Mr. Dwyer continued his testimony.
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. Representative Kaldor: On the carbon sequestration, are we shipping off some CQO2 for oil
recover?
John Dwyer, Lignite Research Council: We have the world's largest capture facility. We do
pipe that C02 to Canada for oil recovery. It is a demonstrated technology but you have to
understand that this is different.

Mr. Dwyer continued his testimony on page four.

Chairman Delzer. What happens to the money you don’'t use? Does it just sit in the fund?

John Dwyer, Lignite Research Council: That is carried over. As you will see by the balance

after all of our commitments, the estimated unexpended fund leaves about $1.3 million. That

is carried over to meet the commitments of Vision 21 projects primarily. Basically we can only
. commit for the two-year legislative biennium, but we have set it up so we can dollars over a

tonger period of time because obviously you don't do the project in two years.

Chairman Delzer: Is this under a continuing appropriation or is it appropriated every year?

John Dwyer, Lignite Research Council: It is under a continuing appropriation.

Chairman Delzer: What we did last biennium was five biennium issue.

John Dwyer, Lignite Research Council: Yes, what you passed was separate bill that added

the conversion tax to the pie to take care of our commitments under Lignite Vision 21. On

page 7 you will see the $2.2 coal conversion tax; the Legislature passed a law saying 5% of

that tax would go for research and development purposes. That is the addition from that tax.

Chairman Delzer: and that would be for 20177

John Dwyer, Lignite Research Council: That is correct. It expires July 31, 2018.

. Mr. Dwyer concluded his testimony.
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Chairman Delzer: How many new dollars do we have this biennium?

John Dwyer, Lignite Research Council: A total of $8.4 million.

Chairman Delzer: That's over last biennium's?

John Dwyer, Lignite Research Council: It's basically flat.

Chairman Delzer: Is there anything changing in the law that is going to cost more than this is
saying.

John Dwyer, Lignite Research Council: There is nothing pending that we are proposing or
that anyone else is proposing that | am aware of that is going to cost any more.

Chairman Delzer: What about Section 10 of the reengrossed bill.

John Dwyer, Lignite Research Council: That's a continuation and has been in there for the
last 5 biennia. That has nothing to do with UND. The section of the bill that deals with UND is
section 12. We didn’t request it, but we support it.

Chairman Delzer: What does it do?

John Dwyer, Lignite Research Council: 1t sets up prototype boiler and tests various
technologies as to burning lignite.

Representative Meyer: On your Great Northern projects, have you planned anything on the
research side of this dealing with uranium?

John Dwyer, Lignite Research Council: We don't have anything specifically allocated, but
there would be nothing wrong with anybody coming forward with a research proposal to study
that. That is how these projects are funded. Entities bring a proposed project forward and
that would certainly qualify.

Representative Glassheim: Your total expenditures are $20 million?

John Dwyer, Lignite Research Council: Our total appropriation request is $19.9 million.

Representative Glassheim: And that is roughly the same as 07-09?
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. John Dwyer, Lignite Research Council: It's roughly the same. It was $19.4 million.
Chairman Delzer: The only thing we would actually have control over on that is if we wanted
to take away what we did last biennium.

John Dwyer, Lignite Research Council: That would be one thing you could do. (laughter)
Chairman Delzer: The rest of it is mostly set by the constitution.

John Dwyer, Lignite Research Council: Yes, the voters passed two measures providing a
good share of the funding. There is one thing that | wanted to mention is in Section 11 of the
bill, that doesn't have any money associated with it but it is just to clarify that we could use the
money for educational purposes similar to the oil and gas research council. It updates the
economic impact footprint of the lignite industry.

Chairman Delzer: When was the last time that was updated?

. John Dwyer, Lignite Research Council: 1t was passed in 91 or 93 so it has been a while.

Lynn Helms, Dept. of Mineral Resources presented his written testimony under the tab

labeled Dept. Min. Res.

Chairman Delzer: You are building your budget on the idea that you are going to have 90-100
rigs operating?

Lynn Helms, Dept. of Mineral Resources: That is correct. We anticipate that kind of activity by
the end of the biennium.

Mr. Helms continued his testimony.

. Chairman Delzer: How much of time do the field agents spend in the field offices?
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Lynn Helms, Dept. of Mineral Resources: Approximately % to 1 day per week. That’s an
ideal scenario. In today’'s environment with the vacant position especially in Dickenson where
they are covering for the two vacant positions, they are not doing that. They are spending 1 or
2 hours in there.

Chairman Delzer: Well the real question is why don’t you want to close those and let them
work out of their home?

Lynn Helms, Dept. of Mineral Resources: What we are experiencing is a lot of unhappy folks
who would normally travel to that field office and meet with a field inspector instead they are
trying to work out the problem over the phone and then what we are having to do is call back to
the field inspectors and ask them to travel out there.

Chairman Delzer: Having an office is not going to change that if they are not in it.

Lynn Helms, Dept. of Mineral Resources: If we get back to full staff, they will be in the office.
That's the idea to get back to full staff so they can be in there to meet with those people. Of
course, with 56 rigs instead of 96, some of the pinch in that rope is disappearing.

Chairman Delzer. The $362,424 is all related to rent?

Lynn Helms, Dept. of Mineral Resources: Not entirely. We will get the detail.

Mr. Helms continued on page eight.

Chairman Delzer: Are those new FTEs the ones that you are talking about going from special
contingent to GF.

Lynn Helms, Dept. of Mineral Resources: No, those are two additional on top of those two.
Chairman Delzer: You still have a contingency section in the bill?

Lynn Helms, Dept. of Mineral Resources: Yes, we have. It adds 3 FTEs. If we had a rig

count of 100 and stay at that rig count for three or more months, then we would add another
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field inspector, another engineering tech, and then there is the geologist contingency if we get
a permit for a uranium program or a potash program. We would add a field geologist to cover

those. There are two conversions FTE, 2 new FTE, and three FTE contingency.

Mr. Helms continued on page eight explaining the optional funding requests.

Tim Porter, Executive Director of the Public Finance Authority presented his written

testimony from the tab labeled PFA.

Chairman Delzer: Is there any equity money included in that $82,8157
Tim Porter, Public Finance Authority: Yes there is.
Chairman Delzer: That's ok we can get it. | just wanted to know if there was any.

Mr. Porter continued with his testimony.

Chairman Delzer: Was that position removed in the executive budget or in the Senate?

Tim Porter, Public Finance Authority: It was not.

Chairman Delzer: Where are you housed at?

Tim Porter, Public Finance Authority: We are housed in the Bank of North Dakota.
Chairman Delzer: will you get us a list of your spend down and what you have done.
Representative Kempenich: How has your luck been in securing bonds, like your industrial
bond?

Tim Porter, Public Finance Authority: The bond markets have struggled a bit. The spread
between municipal bonds and the treasury markets has widened. We have still been able to

do our deals because of the credit rating that we get.
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. Chairman Delzer: Why the clean water is done through you guys and not the Water
Commission?
Tim Porter, Public Finance Authority: We act as the financing consultants for the clean water
and drinking water programs. The capitalization grants from the federal government are
received by the Health Department and they hire us to assess each loan and the financing side
of that program.
Representative Glassheim: How much do you have in loans outstanding?
Tim Porter, Public Finance Authority: Under all of our programs collectively, that would be in
our annual report. If you look at section 2.1, you will see the bonds outstanding listed there.
The total of all bonds is $175,100,000.
Representative Kempenich: You must have just about every municipality in the state, don't
. you?
Tim Porter, Public Finance Authority: A lot of the larger communities have their own bond
rating so they wouldn't utilize the Public Finance Authority generally. It's more to help the

smaller ones that don't have a bond rating.

Eric Hardmeyer, President, Bank of North Dakota presented his written testimony under the
tab fabeled BND.

Chairman Delzer: it seemed to me that about 8% of that is the fact that we are not taxed as
such.

Eric Hardmeyer, President, BND: This is a non tax ROE similar to a Sub S but given the
nature of the tax structure if you were to apply that to the BND we would probably be taxed in

. the 30% - 35% bracket. Our earnings would probably be closer to 18% or so.
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Mr. Hardmeyer continued with his testimony.

Chairman Delzer: It seemed to me that the originai bill had $60 million worth of transfers for
the next biennium.

Eric Hardmeyer, President, BND: No, we have another $30 million remaining for 07-09. We
have sent $30 million and will send the other $30 million on June 30, 2009. The action that
Senate took did not address that $30 million. Where that does affect us is | had projected our
capital at the end of 2009 to be $257 million. Now with the action that the Senate took, with
taking out the $60 million transfer, that will become $272 million because they are not taking
that out of the earnings of the bank.

Chairman Delzer: How much of your assets is stock portfolio?

Eric Hardmeyer, President, BND: You will see that at the end of the year we are $3.5 billion
and we have loans of $2.6 billion. The $900 million difference will be made up of a combination
of cash, short-term investments, and other securities. $324 million.

Chairman Delzer: When do you recognize the changes in the value of that?

Eric Hardmeyer, President, BND: We mark the market continuously. The big issue in the
financial world is what is called OTTI which stands Other Than Temporarily Impaired. That is
what has brought down a number of these big banks. That means their securities are not
temporarily impaired—they are permanently impaired. That means they have to write those
down to fair value. The Bank of North Dakota has a small portfolio of private label securities
but we have exposure. The rest would be guaranteed by the federal government. Our private
label securities portfolio is probably in the range of $20 - $25 million. We are of the position
right now that we still are in a position to collect 100% of that. We are not prepared to write any

of that done. There are a number of things in the stimulus package that may be positive for
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those mortgage backed securities where you buy a stream of cash flows. We have done that
just to support the earnings of the bank. We mark them to market but as far as any permanent
impairment, we don’t see any right now.

Mr. Hardmeyer continued his testimony discussing the transfers.

Chairman Delzer: Have you ever calculated what the amount transferred to the GF would be if
it were taxed the 35% rate?

Eric Hardmeyer, President, BND: You can see the percent of transfer on the first page.

When you look at the percentage of transfer we are taxed at a higher percentage that what you
would find in the private sector tax.

Representative Glassheim; What was the Senate's reasoning for cutting the $60 million?
transfer? Did you ask for it? It looks like you are in a pretty sound position with the transfer.
Eric Hardmeyer, President, BND: | was not contesting the $80 million transfer. The Senate
looked at the projected ending fund surplus and asked why are we taking money of the bank.
Now is the time to build capital. It might be a very wise move at this time.

Representative Kaldor: Over the past 12 years if the BND would have had that $340 million,
what would have that leveraged in to in economic product to the State of ND?

Eric Hardmeyer, President, BND: | would tell you that it wouldn’t have changed dramatically
anything that we have done. We have at the BND access funds above and beyond what you
see here today. We have alternative funding sources. We could borrow from the federal
home loan bank, we could issue international and national CDs, and we could sell loans to the

student loan trust. It would have perhaps lowered our cost of funds.
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Representative Kaldor: | remember being on the Appropriations Committee 12 years ago
when we were discussing the first $60 million transfer and your predecessor was not at all
excited about it at that time. | appreciate your analysis and comments.

Chairman Delzer: When we get into the detail we are going to want your spend down, and a
little information on the building and the old building and some information what has happened
with the amount of lost loans—whether there is write down. Also the last time the Legislature
wrote down a large amount of money—I think it was '91.

Eric Hardmeyer, President, BND: There was a real estate trust issue . . . and in '01 when the
state had a budget deficit. . .

Chairman Delzer: | believe we authorized $25 million but we used $18 million.
Representative Kempenich: | wanted to touch on student loans. We are getting some
questions about the variety of interest rates on those. Have you though anything about how to
look at these loans?

Eric Hardmeyer, President, BND: What absolutely needs to be discussed with you, the
Legislature, is how the student loan rates work. Right now the federal government dictates to
us what we can charge. On the Stafford Loans it has been fixed at 6.8%. Most people
assume that the student makes their payment and the BND gets 6.8%. That's not true. We
get a special allowance calculation based on a different index and today that's the commercial
paper rate of the quarter plus a spread of 130 basis points if you are in school and 180 if you
have graduated. When we looked at this at the last quarter we got to keep 3.92% and the rest
went back to the federal government. For this quarter that will change dramatically and we will
get less than 2% of that 6.8%.

Representative Kempenich: Some of the other states must be buying down the interest

rates. It also may depend on when they borrowed the money.
Eric Hardmeyer, President, BND: Let me also address that. When people say they are lower

than that perhaps they are talking about the alternative loans. Last session you authorized us
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to provide a variable rate student loan. Today that rate is 2.96% and our fixed is 5.99%.
When you compare that to anyone else in this business, we are lower. We have the best
program in the country in terms of interest rates.

Chairman Delzer: Anybody that does anything with federal financial aid is required to use the
federal loan program?

Eric Hardmeyer, President, BND: The Department of Education wields a pretty strong arm in
this thing. They will tell you that if you are going to provide alternative loans, we want you to
provide the student the opportunity to max out the federal programs first. You can see on the
federal program side there are all sorts of opportunities for forgiveness and reduced payment
so we want the student to have the opportunity to get those breaks. They strongly encourage
lenders to first use the federal programs.

Chairman Delzer: Once all of the subsidies are done, do they have to take a federal loan or
can they switch to yours.

Eric Hardmeyer, President, BND: They can switch. If you go to UND it is going to cost you
about $15.0. The most you can get from the federal Stafford loan is $5,500. We have
provided this alternative loan to make up the difference.

Representative Kempenich: Do they borrow on a fixed rate? Do they have to reapply year
after year?

Eric Hardmeyer, President, BND: You have to go through a pretty rigorous application. Itis
an annual process.

Representative Kempenich: So that's why rates change?

Eric Hardmeyer, President, BND: The federal rate does not change.
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Representative Kaldor: Going back to the middie pie chart, the portion that goes back to the
federal Department of Education. Is that the same regardless if it is a subsidized or
unsubsidized loan?

Eric Hardmeyer, President, BND: Actually, no it is not the same. Itis only for the
unsubsidized. The federal government has provided themselves a benefit. If it is subsidized
the rate over time will be cut in half. The federal government picks up the difference.
Representative Glassheim: | hear stuff about the federal government taking over all of the
student loans. How will that affect the bank?

Eric Hardmeyer, President, BND: That is a very real possibility. The Obama administration
has been clear. In 1993 President Clinton provided the direct program so schools could go
directly to the Dept of Ed and get funding. It didn’t catch onin ND. There are two things that
have happened. 1) they have taken some of the fees from lenders and they found it was not
profitable to lend and 2) quit. The Obama administration may go back to the direct lending. It

could have tremendous impact on us and other lenders who provide student loans.

Vance Taylor, Mill and Elevator presented his written testimony.

Chairman Delzer: What are your wage increases?

Vance Taylor, Mill and Elevator: $2,546,000

Chairman Delzer: How did you figure that? Is that the 5 and 5?

Vance Taylor, Mill and Elevator: On the 5 and 5 and also those in the final year of our union
contract. We will be renegotiating that contract this spring and it will determine them.
Chairman Delzer: Is there any equity money in there?

Vance Taylor, Mill and Elevator: No.
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Chairman Delzer: Are you still running that horrendous overtime?

Vance Taylor, Mill and Elevator: With the downturn in the economy we have seen a 14%
decrease in overall volume this year and that has decreased the overtime by quite a bit. Right
now we are running only about 5.5 days per week so it is quite a lot less overtime. We have
budgeted quite a few dollars for overtime because we expect that to pick up.

Chairman Delzer: This loss that you have had, it all ends up being borrowed money from the
BND.

Vance Taylor, Mill and Elevator: Essentially it decreases our equity. Because of our losses,
our total debt to the BND has increased.

Chairman Delzer: The issue of the Senate removing the 2.5 the governor had in there.
Does that go in to your equity side?

Vance Taylor, Mill and Elevator: It would go to the equity side. In effect the amount of the
loan would go down.

Chairman Delzer: Did you have to borrow this time to make your payment?

Vance Taylor, Mill and Elevator. We are due to make that payment in May. The payment is
being waived.

Chairman Delzer: Both of those were Senate actions?

Vance Taylor, Mill and Elevator: The Governor actually pulled the $5 million out also.

Mr. Taylor continued his testimony.

Representative Kempenich: Do you use the future markets at all?

Vance Taylor, Mill and Elevator: We do. We tried to stay as fully hedged as possible.

. Representative Kempenich: You don't have next fall's wheat bought already?
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Vance Taylor, Mill and Elevator. We have forward contracted. We do hedge that in the
futures market.

Mr. Taylor continued his testimony.

Chairman Delzer: Who is the insurance through? Do you not use Fire & Tornado?

Vance Taylor, Mill and Elevator: No we do not—we do that directly. The agency is Ag States.
Chairman Delzer: Why do you not use fire and tornado?

Vance Taylor, Mill and Elevator: It is a different type of building. We have a low loss rate.

We have been doing our own insurance

Chairman Delzer: Shelia can you try to get some history on that as to when that changed and
why?

Mr. Taylor continued his testimony.

Representative Kaldor: Relative to the total number of bushels handled, what does that
represent for the state as a percentage of total production?

Vance Taylor, Mill and Elevator: It varies from year to year but we figure we grind about 10%
of the total spring wheat production of the state.

Representative Berg: In the current biennium we are not turning money back to the General
Fund. In 09 -11 we are proposing to turn back $2.5 million.

Chairman Delzer: That was taken out by the Senate as well. It went to zero.
Representative Berg: This is a business that the state owns and runs, do you have a
spreadsheet that you can say over the next four or six years here’s how we are going to turn it
around and here is what the State of ND can expect. We are increasing GF funding $5.4

million over last biennium.
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. Chairman Delzer: Is this General Fund spending?

Vance Taylor, Mill and Elevator: Those would be special funds within the mill.

Representative Berg: But it is money that is not turned over to the General Fund. If we are

not making money, why are we increasing operational by $5 million bucks. If we are doing that

so that we will eventually make money, then | would like to see how that piays out in the future.

Vance Taylor, Mill and Elevator: It is difficult to project that far ahead but we can give you

some ranges. Definitely the request to increase in the budget is our intent to grow the

business and get back to the kind of profitability that we saw in previous four fiscal years of

approximately $5 million per year.

Chairman Delzer: At the same time can you put together the marketing strategies. Have you

lost market share in certain areas? Why? Those are some of the questions that need to be
. answered.

Vance Taylor, Mill and Elevator: | will be ready to talk about that in detail. We have not lost

customers, we have actually added costumers and those customers we have are demanding

less flour due to their business being down due to the economy.

Chairman Delzer: Is it a case of that or are they getting their stuff from other milis?

Vance Taylor, Mill and Elevator: We do stay in close contact with our customers and they pull

from other mills we do, in general, know that. For the most part that is not happening.
Rick Tonde, UND presented his written testimony regarding the Boiler project.

Chairman Delzer: When | look through here, it looks like it is just a research project. Are you

. making any changes to the Boiler?
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Rick Tonde, UND: No. We have the boiler there as a device if necessary. We will do some
pilot plant work which will be very limited. For the most part we will be working on the research
components that get us to that level.

Chairman Delzer: Why has this not funded through the Lignite Research Council? Have you
came before them and requested this?

Rick Tonde, UND: | guess it was a process of coming to the Industrial Commission with the
Lignite Resource Council as a partner in this.

Chairman Delzer: Was this added in the Governor's Budget or was this added by the Senate?
| would like to know what constitutes the different things you have listed here for the amounts
of money.

Rick Tone, UND: Both Steve and | would enjoy coming back and giving a detailed
explanation of our entire program.

Chairman Delzer: 1don'’t see you needing to come back. | would like you to send a list of
how you developed your budget all the way through. Detail it if you can and then some
numbers where we could get a hold of you and visit with you on the phone if we needed to.
Rick Tonde, UND: | would be happy to do that.

Representative Glassheim: Do you have partners? You hope to leverage money but it's
pretty sketchy now. Do you have partners that you have had preliminary conversations with?
What kind of leverage might we anticipate? Where are we with the leveraging?

Rick Tonde, UND: Our goal with the initial funding is to establish programs and protocol where
we will build relationships to share costs with industry partners such as Hitachi and the
Department of Energy for federal funding because this leans towards improving overall
emissions standards. Our goal here is to start with funding that gives us initial research and

initial information that shows promise for future investment by these partners.
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. Representative Glassheim: If the research is somewhat successful, what good will we see for
the state of ND?
Rick Tonde, UND: My ultimate goal for this project would be to develop and make available
technology that can be used in the construction of new steam generation or retrofitting existing
steam generation plants in such a way that there is an extraordinarily reduced emission in CO2
and particulate levels.
Representative Kaldor: | see we have another document in our binder that also relates to this
subject. As | read this, we have ample supplies of lignite coal in ND that isn’t something we
can export to other parts of the state to use in some of our facilities. What you are saying is
that you will enhance the value of lignite coal if you are successful? The dollars that have
appropriated in this plan are intended to lever. | just want to be reaffirmed of that.

. Rick Tonde, UND: Yes. Itis my hope that will greatly enhance the value of lignite.
Secondly, | have to be a little bit of dreamer knowing that the technology and the ability to do
this isn’t perfected yet. | have in my mind a framework where it gets from point A to point B
and is successful. Of course, that has to be refined. | think in these initial first stages we are
going to develop enough clear cut information that all of a sudden it's not a vague promise but
a much more concrete one that will enable industry and the federal government to weigh in
much more successfully in terms of seeing a final product.
Representative Kaldor: At a neighboring institution, the state is in the process through
energy conservation to put in a coal-fired power plant. It would be great if we could burn lignite
coal. | know we are going to have do some things. The community is not at all fired up about

having a coal smokestack in our in our community. If this can help that would be very

. important to us.