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2003 HUUSB ST ANDINO COMMITI'EB MINUTES 

Bll.J.JRBSOLUTION NO. HD 1008 

House Appropriations Committee 
Oovemment Operations Division 

Cl Conference Committee 

Hearing Date January 17, 2003 

Ta Number Side A SideB 
2 xx xx 

Minutes: 

Meter# 

Timothy J. Karsky • Commissioner Department of Financial Institutes shared written 

testim()ny in support of HB 1008. 

Rep. Timm asked if his department returned money to the general fund. 

Timothy J. Karsky responded his department does not run with a surplus. therefore they don •t 

add to the General Fund. His department is totally self-funding. 

Chairman Carlisle made notice of the Agency response received regarding the Berg/Stenjehem 

letter. 

Discussion was held regarding the payday loan industry and the current activity levels in the state 

of North Dakota. 

Rep. Carlson asked if the fee structure is changing enough to cover the expenses for 

examinations. 
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Page2 
Oovemment Operations Division 
Bill/Resolution Number HD 1008 
Headng Date January 17. 2003 

11lmothy J. Kanky, yes, Banks & Credit Unions are separate from the payday loan industry, 

their fee's are higher. 

Chairman Carlisle asked about the turnover rate within the department 

Timothy J. Karsky responded the 40% turnover rate in our Department with the examiners is 

related to salary issues. We were at a 60% rate in the last biennium with management positions 

included. We compete with the Financial Institutions and the Federal Government, We train our 

examiner but. we can't compete with the $15,000 they add as starting pay. 

Rep. Carlson asked if his department would be interested in a pay for performance incentive 

program 

Timothy J. Karsky replied his department would be interested. 

Rep. Koppelman asked how the state of North Dakota compared in taxation and regulations to 

other states. 

Timothy J. Karsky responded his department works with many banking entities, our regulations 

are consistent with other states. 

Jim Schlosser, North Dakota Bankers Association testified on behalf of HB 1008. He shared 

with the committee a concern over the department turnover rate, and indicated the banks would 

prefer to work with experienced examiners. He felt the department was run very efficient. 

Chairman Carlisle asked if the legislature could do anyf.1ing to improve the turnover rate, 

Jlm Schlosser replied increase the salal'ies and incentive package. 

Timothy J. Karsky commented he requested a grade increase which has been accepted by 0MB 

and would respond to the hiring situation in writing. 
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Page3 
Government Operations Division 
Bill/Resolution Number HB 1008 
Hearing Date January 17, 2003 

Bob Entrlnger, Assistant Comm.is.,loner in response to a questions from Rep. Skarphol 

indicated the changing needs of his department dictate an increase in IT costs, We use the same 

software 118 the FDIC and we have to upgrade to maintain, we have to know what their operating 

system will be before be can make our plans, We upgrade laptops consistency due to processing 

chip issues. 

Hearing tto further testimony, the hearing was closed. 

I 



P.' p $ • • ,_..,........_ , .... - .. , 

2003 HOUSE STANDING COMMITTEE MINUTES 

BIWRESOLUTION NO, HB 1008 

House Appropriations Committee 
Oovemment Operations Division 

Cl Conference Committee 

Hearing Date January 23. 2003 

Ta Number Side A Side B Meter # ----+---------+--------~---~~--~ 
2 xx 

Minutes: COMMITTEE WO 

Discussion was shared regarding the department turnover rate, and classifications as previously 

discussed in the budget hearing. 

Tim Karsky, Commissioner, Department of Financial Institutions stated his department is 

receptive to a pay for perfonnance program. His departments major goals is to re-classify 

Examiners 1. 2; and 3. In reference to the ITO expenses of his agency, his department does not 

have an IT person so. his department pays for all repairs. 
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2003 HOUSE STANDING COMMITTEE MINUTES 

BILLJRESOLUTION NO. HB 1008 

House Appropriations Commjttee 
Government Operations Division 

□ Conference Committee 

Hearing Date January 31. 2003 

Ta Number Side A SideB 
l xx 

Meter# 

There was discussion regarding the pending proposal for the increase in job classifications for 

this budget. 

Rep. Carlson commented he will see Joe in 0MB for an amendment to reflect a pay for 

perfom1ance option. 

Joe Morrissette, 0MB, indicated the ½ fTE in the budget is a continuation that was authorized 

by the Emergency Commission .. The 1 FrE requested is for a credit union examiner position .. 

Currently this department has 14 bank examiners for 89 banks and 2 credit union examiners for 

39 credit unions, one of which is a supervisor and is filling in. There is under staffing in this area 

and the credit union examiners are more simplified, thus the ratio is less. 

Rep. Skarphol, voiced a concern with the increase in FTE. The direction is to see a decrease in 

FfE's, where there is a increase one place there should be an increase in another. 

Tht •tcr09rep1ic , ..... on thf t fH• ire accurate reproduotfON of rteordt dll f wrtd to Modern ll"lfOl'lllltf on lytttlM for Mfcrof flafl'II Md 
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Page2 
Oovemment Operations Di vision 
Bill/Resolution Number HB l 008 
Hearing Date January 31. 2003 

Rep. Kroeber commented this agency is self-funded and the lobbyist are in support oS this 

increase and will to pay for h. 

Joe, 0MB also shared there Is a reduction in FfE' s of approx. 100 In state government. The 

majority are in Human Services. See pg. 44 of budget book. 

Chairman Carlisle calle'1 for a motion, a DO PASS motion was made by Rep. Carlson with 

a second by Rep. Thoreson, motlon carried 8 -1. 

Tht •torotrephf o f_.. Oft thf• 1f l• 1rt 1eeur1t• rep,-..ottw of rtcorde dll fwrtd to Modern lnforwtfon tvat ... for Ml croft lllil'lf ll'ld 
wtr• fH-.d fn the rttt,l•r COUl'H of bMttnHII, The phot09r1ptttc prOCffl IIHtl ttandarde of the Allertctn Nttfonal Standlrdl lnatftutt 
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2003 HOUSE STANDTNO COMMITTEE MINUTES 

BILURESOLUTION NO. HB 1008 

House Appropriations Committee 

□ Conference Committee 

Hearing Date 02-11-03 

Ta Number Side A Side B Meter # 
3 X 21.0 - 38.0 i---------t-----..;_---t---•·------1-~;..:._...;.._ _______ -I 

Minutes: 

Chairman Svedjan Opened HB 1008 for discussion. A quorum was present. 

Rtp. Tho~n Introduced the budget for the Department for Financial Institutions. 

Rep. Carlson Are we addressing contractual services in a sepat'ate area? Most are IT related 

and they were a signifier ~t lttnount of money, 

Chairman Svedjan There is an ITO task force looking at a lot of this. 

Rep, Skarphol I understand it is possible. 

Rep, Delzer Does that affect the number of computers in each budget? 

Chairman Svedjan I don't know that any future proposed reductions would deal specifically 

with the number of computers. They would deal with dollars. 

Rep. Skarphol It is the intent of the amendment to buy in bulk and create efficiencies. 

Rep. Carlisle I move amendment .0101 to HB 1008. 2nd by Rep. Brusegaard. 

I .1• Kerzman Are we going to do this on every budget? 

rht •fcrotrepfilc f..,.. on thf• f fl• •r• accurat• reproductfn of r.cotdt dttfwrtd to Modern lnfonNtf~ Syat1N for 111fcroffl•frw and 
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House Appropriations Committee 
Bill/Resolution Number HB 1008 

-~ Hearing Date 02-11-03 

Chairman Svedjan Yes. 

Motion Carries 

Rep. Carlisle I move Do Pass As Amended. 2nd by Rep. Kempenlch. 

Jim Smith There are a couple options. One is to reduce each agency appropriation. The other is 

to craft some language in the ITO appropriation bill to express the intent that you plan to reduce 

the appropriations in a total amount that would be <letennined relating to contractual services. 

Rep. Skarphol This is a very involved process, and we can tak~ care of it after crossover. 

Rep. Carlson We should put intent language in the IT budget before it leaves here. 

Rep. Kerzman For consistency. what if some budgtts come in with reductions already made? 

Isn't that a double whammy? 

. -~ Chairman Svedjan rm not in the position to answer that. 
I 

/ 
- -----~-

Rep. Skarphol If subcommittees have recommended cuts, one needs to note that tu prevent 

double cuts. 

Rep. Monson It would be safer to take each budget as we see them. How much time would it 

take? 

Motion Carries. Rep Thoreson wlll carry the bill to the floor. 
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Date: O l ~31-03 
Roll Catt Vote #: 1 

2003 HOUSE STANDING COMMITTEE ROLL CALL VOTES 
BILL/RESOLUTION NO. HD 1008 

House Appropriations: Government Operations D~~lsion Committee 

D Check here for Conference Committee 

Legislative Council Amendment Number 

Action Taken DO PASS 

Motion Made By . Rep.._._C_ar_ls_o_n _____ Seconded By Rep. Thoreson 

Reoresentatlves Yes No Representatives Yes No 
Chairman Carlisle X 

Vice Chairman Carlson X 

Rea,. Koooelman X 

Rep. Skarohol X 

Rep. Thoreson X 

Re1>, Timm X 

Rep. Olassheim X 

Reo. Kroeber X 

Rep. Wamer X 

Total (Yes) 8 No 1 ________ ___;;_. --------------

Absent _____________ o 

Floor Assignment Rep, Thoreson _...__~~..;..;;;:.. __________________ _ 
If the vote is on an amendment, briefly indicate intent: 
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(Al,11) for archival MICrofllM. NOTICII If th• ftlllltd ..... aboYt ,. '"' lttfblt thll"I thfl Notfct, ft ft dut to tht .,eltty of ttt. 
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38008.0101 
Tltte.0200 
Fiscal No. 1 

Prepared by the Legislative Council staff for 
House Appropriations 

February 7, 2003 

mun AMENDMENTS TO HOUSE BILL NO. 100& Approp. 2-18-03 

Page 1, lfne 9, replace 113,018,549" with "2,987,222" 

Page 1, tine 11, replace "3,691,275" with "3,659,948" 

Renumber accordingly 

STATEMENT OF PURPOSE OF AMENDMENT: 

Houle BIii No. 1008 .. Department of Flnanctal Institutions • Hou1e Action 
EXECUTIVE HOUSE HOUSE 

BUDGET CHANGES VERSION 

s.lartNlndwac,ie 
Opltllllng ...... 

$3,0111,548 
m.lil 

($31,327) $2,987,222 
mm 

ToW .. btdl $3,881,275 ($31,327) $3,659,9'46 

L• ~ Income 3.991..27§ WSZl !l.Gti~ 
G_,,.,fund $0 $0 $0 

FTE 25,00 o.oo 25.00 

Dept. 413 • Department of Financial Institution•• Detail of House Changes 
REMOVES 

RECOMMENDED TOTAL 
SALAAV HOUSE 

INCREASE t CHANGES 

Sallrietandwoe 
Opnling~ff 

($31,327) ($31,327) 

Totll .. fundl ($31,327) ($31,327) 

L ... ~ Income ~ ~ 
a.w.itund so $0 

FTE 0,00 o.oo 
1 Thlt amenchlent r«ncWell the GcMtmof'• recommendation for ttate ~ salary fncr&llses mid retains t'i" ,~ state payment fot 

health lnautence. 

Page No. 1 38008,0101 

L. . ., . "" ' ....... _,,,.,., ... ,.,,.,,,,.,, 

WMi tlftl'Olt•to f• J .. on tflf• ff l• ,,.. ICCIUl"at• ,....._,.,. ttf .. _.,. del f wrld to Nodtrn lnftf'Mltf on tvet• for ■torof f ttlf,- INI 
...... ffl■ld fn tht rt(IUllr ccur•• of .... ,,.... 111• photooraphfc pt'OCltl MHtl ttll'ldel'dl of th• Mtrlctn N1tton1l ltandlrdl IMUM• 
(Mil) for •rohfYll Mf oroffl•. NOTIClt u thf ffllied , ... ~ ,. , ... lttfblt than thf• Mottet, ft fl .. to thf quelf ty of tht 
- bot"' ftlMIII, , ~ 
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Date .. · ____ _ 

Roll Call Vote #:, ..... Ji....:'f ___ _ 

2003 HOUSE STANDING COMMl'ITEE ROLL CALL VOTES 
BILI.JRESOLUTJON NO • . / do i:: 

House Appropriations 

D Check here for Conference Committee 

Legislative Council Amendment Number 

Action Taken \)o ~ea~$ 

MotionMadeBy ~1:.sk 
Rea,resentatlves Yes No 

Rep. Ken Svcdian (Chair) V 
Reo. Mike Timm (Vice-Chair) ✓~ 
Reo. B(>b Martinson v. 
Reo. Thomas Brusegaard v 
Ren. David Monson V 

Seconded By _ ~P"' ,'-d, 

Representatives 
Rep. Bob Skarohol 
Rep, Blair Thoreson 
Rep. Eliot Olassheim 
Rep. Joe .Kroeber 
Rep. John Warner 

Committee 

Yes No 

v 
V 

0 
Reo. Bari Rennerfeldt v Rep. Jeff Delzer V 
Reu. Francis J. W a1d ,/. Reo. Amy Warnke v 
Ren. Ole Aarsvold v Rep, Larry Bellew ✓ 
Reo. Pam Gulleson 
Rep. Ron CarJisle 
Reo. Al Carlson 
Rep. Kim Koppelman 

Total 

Absent 

Floor Assignment 

✓ Rep, Keith Kempenich 
✓ Rep, Jatnes Kerzman 
✓ Rep, Ralph Metcalf 
V 

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

✓ 
v 
v 

TM llicrotraphfc f ..... on thf• ffl• art accur•t• ,..-.ttw ef rtootdl delfvertd to Modern tftforMtfon tVtt.., for aferoffllltN and 
WIN ff lllld fn tht rttUh1r eouf'H of bulfntt1. Tht phot01rf1Fhlo pl'OCttl Mlttl etandlrdl of tht Mtrf can Natfontl ltandtrdl 1,-tftutt 
(MIU fot 1rohtY1t ■foroftl•. NOTICII If tht fH!iild , .... lboYt ,. lttl lttfblt than thi• Nottce, ft ,. dut to tM qu1ltty of the 
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Rl!PORT OP STANDING COMMffTEI! (410) 
February 18, 2003 12:08 p.m. 

Module No: HR41-3070 
canter: ThorNon 

lnNf't LC: 3I008.0101 TIiie: .0200 

RIPORT OF STANDING COMMITTIE 
HI 1008: ~ CommltlN (Alp. SvedJan, Chairmen) recommends 

AMIN-DM~ M FOLLOWS and when 10 amended, recommends DO PA88 
(21 YEAS, 1 NAY, 1 ABSENT AND NOT VOTING). HB 1008 was placed on the Sixth 
order on the calendar. 

Page 1, line 9, replace •s,01&,54S-wlth 92,987,222' 

Page 1, Hne 11, replace •a,691,2751 with 13,859,9481 

Renumber accordingly 

STATEMINT OF PURPOSI! OP AMENDMENT: 

HOUie 11111 Ho. 1008 • .,.._b,INI of Plnanolal lnstltullona • HoUN Action 

EXECUTIVE HOUSE HOUSE 
BUDGET CHAHOES VEA8IOH 

a.leriNandwao-
OpMtlng...,.... 

'3,011,141 nm (t31,327) .,.,.222 
ll&Zll 

TCMllalfutldl $3.8'1,ffl (t31,327) $3,eh,M 

..... ..cltnltld lncolM u91.m wan a.en.~ 
Glr'Mt ..... ., $0 • 
FTE 21.00 0.00 as.oo 

Dept. 413 • Department of Flnanclll ll'lltltutloM • Detall of HOUN Changee 

REMOVE$ 
REOOMMf:NDED TOTAL ~. HOUSE 

CHANGES ~and--Opttallng~ 
($31,:127) ($31,327) 

Tottldfunda ('31,327) ($31,327) 

LMtsUrNiled~ WAin wan 
~twid to $0 

FrE 0,00 0,00 

1 Thlt ~~the Gowmora ~lion for tta» .,,._ .. 1ary lncrMMI and tetall'it the rtCOffln'lended •• pay,Mnt tor 
h&alth lneu11net. 

(2) DE8K, (3) OOMM Page No. 1 HR-31-3010 
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2003 SENATE STANDING COMMfITEE MINUTES 

BILURESOLUTION NO. HB 1008 

Senate Appropriations Committee 

Cl Conference Committee 

Hea,.ing Date 2-27-03 

TaoeNumber Side A SideB 
2 X -~-

Committee Clerk Sil!!ture ~l)~ 

Meter# 

Mblutet: Ch.aj,map Hohnbm caUed the hearing to order. Defraying the expenses of the 

department of financial institutions-Bank of North Dakota was the issue. 

Teflimony ln Support of BB 1008 

Timothy Karsk;y • Commissioner. Department of Financial Institution (meter 2. 7) Read 

Testimony Exhibit #1 Discussed history of Bank of North Dakota 

0 

Sen,Christmpnn asked if (meter 11) a bank has branches in different towns is that considered one 

bank or several? One. There are twice as many ''banks0 as credit Unions but seven times as 

many examiners. The assists supervised is $6.S billion compared to $1 billion. 

Sen,Tallackson discussed fees scheduling (meter 12) in the past two years. We have not raised 

the assessments. This year we have a bill in to raise consumer fees $100 licenses and $100 

investigative fees. These are to cover the positions that work solely on theses items. Payday 

loans and its activity. 

TM llforoer•tc , ..... on tht• fH• .... eccuratt ..., ..... .,. tf rlCONI •ttwrect to Modtrn lnfo....tfon lyltw for ■toroflltlCl'!I lftd 
were fH• fn tu rtt11l1r eour1t of l!Ulfnttt. Th• photogrlf!hfc ~• Nttt ,t..,.rdl of tht AMtrfcen N1tfonel ltlftdlrdl lnttf tutt 
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Senate Appropriations Committee 
Bill/Resolution Number HB 1008 
Hearing Date 02/27/03 

Sen, KiJHt discussed investigation process (meter 13.0) Depending if on the conswner or bank 

side. 

Seo. Mathem asked about infonnation sharing on payday loans (meter 14.5). 

Sm TaJ1eokf9P questioned (meter 16) there opinion on payday loans, Discussed pros and cons 

and potential abuse. 

Jim ScbJoaser • ND Banking Association, We represent the largest and smallest banks in the state 

of ND as members and we strongly support this legislation. 

O,U Tsclllde,: • Supports Bill and its need for additional examiners. 

Don Forosbcg -Supports this legislation and budget. 

Tettlmony ba Oppo1ltlon of BB 1008 

None 

Senator Ray Holmberg, Chairman elosed tile hearing. 

l·J 
I 
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2003 SENATE STANDING COMMITTEE MINUTES 

BILURESOLUTIONNO, HB 1008 Vote 

Senate Appropriations Committee 

□ Conference Committee 

Hearlng Date 4·3-03 

Tat>e Number Side A SideB 
1 X 

Committee Clerk Si1111ature ~JltdA I<.,, b~ 

Met"r# 
2918-3300 

Minutes: CHAIRMAN HOLMBERG opened the hearing to vote for HB 1008. A bill to defray 

expenses of the department of fin1tttcial institutions .. Bank of North Dakota. 

(Meter 2969) CHAIRMAN HOLMBERG passed out amendment (38008.0201). This agencts 

budget is special fund~ so the only change is the health insurance issue. 

(Meter 30S5) SENATOR ROBINSON made a motion to pass the amendment with a second by 

SENATOR ANDRIST. A voice vote passed the amendment. 

(Meter 3109) A motion of DO PASS AS AMENDED by SENATOR ANDRIST and seconded 

by SENATOR LINDAAS. A roll call vote of 11 yeas. 0 nays and 3 absent was taken. 

SENATOR MATHERN to catty the bill to the Senate floor. 

CHAIRMAN HOLMBERG closed the hearing to HB l 008 (Meter 3300) 

••<1,; ,.. ,! I' , . , , , , , l 
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38008,0201 
TIUe,0300 
Fiscal No.1 

Prepared by the Legislative Counoll staff f 
Senate Appropriations 

Aprfl3,2003 

PROPOSED AMENDMENTS TO ENGROSSED HOUSE BILL NO, 1008 

Page 1, line 9, replace •2,os1.222• with •2,984,539" 

Page 1, tine 11, replace •a,659.94811 with •s,es1.2es• 

Renumber aocordlngty 

STATEMENT OF PURPOSE OF AMENDMENT: 

Hou• 8111 No. 1008 • Department of Flnanclal lnstttutlona • Senate Action 
EXEOUTM: HOU8' SENATE SENATE 

8UOOET VERSK>N CHANGES VEA$10N 

Sllt,Mll--,w.,.. $3,018,549 $2.987,222 ($2,883) $2,8&"839 
Opttlli\Q .... ma lliilil mm 
Totalallunda $3,191,275 $3,158,948 ($2,ee3) $3,857,265 

.... ~lncon'le 3.191.275 3.8§9,948 ~ 3.857.26& 
Gerlll'lltutd $0 $0 $0 $0 

FTE 25.00 26.00 0.00 25.00 

Dept. 413 • Department of Flnanclal Institutions• Detail of senate Changes 
REDUCES 

RECOMMENDED 
FUNDING FOR TOTAL 

HEALrH SENATE 
INSUAAHCE 1 CHANGES 

s.i...ww.- ($2,113) ($2,883) 
Optlfatlno .___ --
1'Cllal .. fundl ($2,813) ($2,ae3) 

l ... ..,.._,lncomt ~ ~ 
GeMfaitund $0 $0 

FTE o.oo 0,00 

t This amendm8nt ~ lhe funding fot llalt employee health ltlwr.-.ce p,emlumt lrom $493 per month lo $488.'70 per month. 

Pago No. 1 38008.0201 

-, .... , .. , ....... , 

flit MIOl'Oll"aphfo ...... on thft fi l• 1r• eocur1t• r~fn 6f r~ dll iv.red to Modern lnforatton tvtttflll for ■tcrofi laf"I ard 
wtl't ffl..ct fn th• rttUl•r cour•• of b.llfnt11. Tht photogr,..tc proce11 ... t, 1ttndlrdl of the AMrfctn NttfOMl Stlt'ldlrdl lnttftutt 
(AMII) for 1rchtval ■fcrofft■• NOYlClt If tht ffltitd fll9t abow t1 ltH ltalblt than thf1 Motict, ft ft due to ttt. ~lfty of tttt _ ... , .. fll..... ~ 
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ov· Roll Call Vote#: / 

2003 SENATE STANDING COMMITTEE ROLL CAI L V 
BJLIJRESOLUTION NO, /08 g' OTES 

Senate _Appropriations 

D Check here for Conference Committee 

Legislative Council Amendment Number 

Action Taken 

Committee 

Motion Made By ~,~ --,~~i:.:....:...::..!....--- Seconded By ~ ,ltnd4.~ 

Senators Yes Nn 
Senator Holmberg, Chairman ti 

Senator Bowman. Vice Chair ✓ 

Senator Orindberg, Vice Chair ✓ 

Senator Andrist V .. 
Senator Christmann a/ 

Senator Kilzer ✓ 

Senator Krauter ✓ 

Senator Krln~stad • ,; 

Senator Lindaas 
., 

Senator Mathern t/ -Senator Robinson v 
Senator Schob1n2er 
Senator Tallackson I 

Senator Thane I/ 

Total 

Absent 

(Yes) __ u...ll _____ No 

Floor Assignment 

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

Senators Yes No 

---------

TM atcr01rlPhl• ,_ on thl• fll■ are oo...-•t• ,.,..,.ttw of ,....,. dtl l¥1rad to Nodern lnfo,.tlon syat- for ■toroftllll"' 11111 
..,. ftl■od •• the ,...,1., ...... of ......... Tht phot09r1Phl• procHI -· •t-rda of th• ...... NttlCNI •t-rda tftltltlllt 
(11111) for ..... , .. 1 ■toroftt■, NOTICII If tht ftlftlld ·- - , ..... 111tbl1 thlll thl• Notloe, It ,, due to tht quollty of the 
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REPORT OF STANDING COMMITTEE (410) 
Aprll 3, 2003 4:04 p.m. 

Module No: SR-ao-a708 
carrier; Mathern 

lnNrt LC: 38008.0201 Tltle: .0300 

REPORT OF STANDING COMMmEE 
HB 1008, •• engroued: Aooroprt1tlon1 Committee (Sen. Holmberg, Chairman) 

recommends AMENDMl:HTS AS FOLLOWS and when so amended, recommends 
DO PASS (11 YEAS, 0 NAYS, 3 ABSENT AND NOT VOTING). Engrosbed HB 1008 
was placed on the Sixth order on the calendar. 

Page 1, Hne 9, replace 112,987,22211 with •2,984,53911 

Page 1, Hne 11, replace "3,659,948" with •3,657,26511 

Renumber accordingly 

STATEMENT OF PURPOSE OF AMENDMENT: 

House BIii No, 1008 • Department of Flnandal lnatltutlona - Senate Action 

E><ECUfl\lS HOUSE SENATE SENATE 
DUOOET VERSION CHANGES VERSION 

Salarles#ldWlglf $3,018,549 $2,N7,222 ($2,683) $2,G&f,639 
(.)petatilg .,._. mm ~ -- mm 
Totaldfutidl $3,691,275 $3,859,948 ($2,a83) $3,657,265 

LIM tstlmated Income 31691,275 U59.948 j2.683) ;!M,7,286 

G«walfund $0 $0 $0 $0 

FTE 28,00 25,00 0,00 25,00 

) Dept. 413-Department of Ftnanclal Jn1t1tutton1 • Detail of Senate Changet . _ _./ 

REDUCES 
RECOMMENDED 
FUNDING FOR TOTAL 

HEALTH SENATE 
INSURANCE 1 CHANGES 

8alarlel and Wage& 
Ope;atJno eicpen,.. 

($2,683) ($2,883) 

Total all lunda ($2,883) ($2,883) 

lea e.tlmated Income tU83) ~ 

Genei'affund $0 $0 

FTE 0.00 0.00 

1 This amendment reduces the funding fo, atat.t employee health Insurance l)l'emlums from $<493 per month to $438.70 Pf' month, 

(2) DESI<, (3) COMM Page No. 1 SR•60•870fl 
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The mfcrognptdc imegff on thf• fflm er• 1eeur1te reproductions of records delfvered to Modern lnfoNllltfon svsteN for mlcrofllMfng end 
were filmed fn the rec,ular course of business. The photoarephio proeeas meets stMdardfl of the American National Standards lnatftute 
(ANSI) for archfval microfilm, NOTICE: If the filmed fma;e above,~ lesa legible then thf• Notice, ft is due to the quality o1 the 
c1oc.....,1 betno flln!d. ~ 
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Date 



<'~ 413 • Department of. Flnanolat lnatftutlone · 
AIM BIU No. 10CNt 

mPollllane Genenllf'und 
2003-0Se.cutMtBudget 25.00 

2001-03 LegillaHYe Appn:,prtatlona 23.50 

1.50 

so 
0 

~,... Tolll• 
$3,eei,275 · $3,801,275 

3,ee&.141 3,ee&11◄1 1 

129134 128134 
1 The 2001-o3 appraprfatlon noura lndude $1 i281 l'lom lpedal fundl for the agency'1 lhMt d the $5 mlllon funding pool 

approprfatad m the 0fflCI d ~ and Budge& fot ..... nwtcllt equity ........ far dM1in.d employ111 .. TM 2001.()3 
appap,Waft amoura do not Include 162,827 d addllorlll apedll .... ~ ....... fram Emergency Commiuion _.,. . 
dwlna the 2001.()3 blennkm · 

Agency Funding 

M.00 -------------- ----------------, 
' --------------~~ 
M.11.11----------~----l 

--------------+------l 
,. --------------=~------l 

ft.00 

(? . ILOI "-------.,,._ ____ ____. 
'i',,. 12.11 ________ .,__ ______ ---' 

;1 ........ =-.._-~~------~ 
to.GO .. 21a, .... ------------" 

2GII-Ga'l''·: 1111• 1111 aoti· 2001-0I 
IJIHuef•V·• ....... , 

■ a.. ... , ............ Pundl; 

Executive Budget Hlghllghta:.,• 

1. Adda 1 FTEctedMW'MOninetMutlonW .. PDl■OII'-·· 

2. Pl'CMdes fundlng for a .5 Fn! conlUfflW ... ~ ..,._ 
position 

3. Oecrea.- operating upen111, mainly due to compl1Mon ~ the offlc:e 
automation program, and to meat 1he 95 perClnt budget, 

4. Provides funding lo adjust...,_. .... In ordlr lo reduce tumowr 
and Improve e,camination MMCea ' 

M•Jor R~aled Leglald~. 

OlhlrF\Wlda· 
$80,815 

$50,038 

($142,780) 

$187,010 

ToW 
$80,815 

$50,038 

($142,780) 

$167,010 

\ 
HouN 8MI No. 1114 • Thia bW rNte1 to the e,cpk'atk)n and t1N'MMII for consumer flhalncl lcenlel. prcwkf81 for lk:enM renewaft and 
,enewa, late feel to, money btoker and co11ect1on aganey lk:enlel, and crMtel • new MCMon reladng to the Oeplrtment of Flnandal 
lnstftudonl lnwstigadonl and IUbpoenll. 

s.nale 9fl No. tt21 • 11wa bll lncrellll the amountl for COf1IUNt finance. rnorw/ broker, ~ agency, and .. of check 
,..,.. ,... and innuat ~ feel.. 

· . ~ IHI No.. 2111 • TN8 bl l'lfatll lo the PCJWM of the Oepa,tment of Flnandll lnstftutlonl; authotizel the IUtpenllon and 
'•-· remov8' of offlcer'I and ~ from conunet flnlmt, l'1'IOf'IIY btoklt, and deterNd Pf'IHl!tmlnt ..,._ p,owfer HcenMN; 

proVldel few l'NP0C'IW to Department of Anlndll lndtutionl lnfotmadon ~ PffMdea the ~ for conaumer ffnance 
COMPMY. money btoker. and coMectk,n agency appbnts; and p,ovtdta penaNIM for ~ the contUnW flnlnce, money broker, 
coUectlon aae,,cy, and~ pre19n1Ment Nrvlcl provider~ • 

~ ),, 
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January 10, 2003 

Representative Rick Berg 
House Majority Leader 
House of Representatives 
State of North Dakota 
800 E Blvd Ave . 
Bismarck ND 58505-0360 

Dear Representative Berg: 

Timothy J, f<al'lk)' ~_, 
Robert J, El'ltringer 

~"""" ~-­
.,.,, Jungman 'ti,,,,~--~ 

Jamee M, L.mdlaw 
"""" ~JM-~ 'UIUM4 

atll MX:IN>rtlD JHS 
N.UCUS AOOUl>rt'ID 3000 

Jim Smith, Legislative Budget Analyst and Auditor, has asked that I 
respond to you concemlng the financial position of the Bank of North 
Dakota, and comment specifically on its equity position relative to Its assets 
as compared to similar size banks In North Dakota or the region. 

First of all, I would like to Indicate that the current financial condition of the 
Bank of North Dakota as of 12-31-02 ls considered good. The Department 
conducted an examination in March 2002 and found no material 
weaknesses in the way that the bank operates. 

In regards to a measurement of capital, there are numerous ratios used by 
the f ndustry; however, as a regulator I like the Tier One leverage ratio the 
best. This takes the bank's total capital stock, surplus, and undivided 
profits, and measures them to the total average assets of the Institution. As 
of 12-31-02, the Bank of North.Dakota's Tier One leverage capital ratio was 
8.64%. Compared to a peer group for banks of similar size, the peer group 
average was 8.16% and the North Dakota peer average was 10.04%. 
Because the Bank of North Dakota may be asked to contribute up to $25 
million of tts revenue to the general fund, I have also calculated the bank's 

2000 Schafer Street, Suite G a Bt1m1rck, ND 68501-1204 
701·328-8933 ■ dfl01t1te.nd.u1 

fax 701-328·9955 ■ Dl1coverND.com/dfl 
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capital ratio as of 12-31-02 lf this amount had been taken out. If the entire 
$25 million Is taken out, the bank's Tier One leverage ratio would fall to 
7.47%, and this ratio would be below peer group ratios for banks of similar 
size and well below the North Dakota peer average. 

The above ratio does not include the loan loss reserve, as this is a specific 
reserve set aside for future loan losses. I do realize that approximately 
55% of the Bank of North Dakota's loan portfoHo is in guaranteed loans, 
which does reduce the risk of loss in the portfolio. At this time I would not 
be concerned about the Bank of North Dakota's capital position even if the 
entire $25 million is taken out, due to the fact that the bank has an 
adequate loan loss reserve and a large volume of the loan portfolio is In 
guaranteed loans. All federally Insured Institutions must maintain a Tier 
One leverage ratio of 5% or greater. However, this ratio was used for well 
run banks with no operational or lending problems. 

As you are aware, bank capital performs some very Important functions. It 
absorbs loan tosses and other types of losses such as security losses, 
promotes public confidence, restricts excessive asset growth, and provides 
protection to depositors of the financial institution. Since 1997 the bank's 
total assets have grown approximately 70°/4, and this growth has been 
supported by the Bank of North Dakota's capital accounts. If the bank 
continues to grow the only way the bank can support Its growth is through 
the remaining capital or augmenting capital through retained eamings. 

It is hard to compare this financial institution to any other peer group area 
because of the uniqueness of the Bank of North Dakota. However, we 
have tried to compare the bank's eamf ngs to other institutions by using a 
marginal 35% tax rate for the Bank of North Dakota so that it can be 
compared to other institutions which pay taxes. For year ending 2002 the 
bank's retum on assets before taxes was 1.63°/4, and using a marginal 35% 
tax rate the return on assets would have been 1.06%. The peer group ratio 
for banks this size was approximately 1.33°/4, which indicates the Bank of 
North Dakota's eamlngs performance Is less than Its peer. One of the main 
reasons for the bank operating less than peer group In the earnings 

&.·: "" ~ olo,..,opl,fo ,_ on thft fll• r • -•t• ,.,.. ... 1,.,. of rt0ordt dtllYINd to-"" lnfo,..tfon lyot- for •fo~ftlllf"' .,;t~J: 
Wtrt fflMld fn th• reoul1r courae of butfne11, Yhe photogrtpfltc procttt 111Ht1 ttt'1dlrde of the AMtrtctl'I N1tfontl ltlndardl tnstftutt 
(AM81) for 1rchfval Mfcrofflm, NOTlCII If the filmed fNOt above f• IHI lttfblt thin thf• Notfct, ft fl due to the qtJtllty of th• 
doc\aNnt btfnt fflMtd, (\\.-\,.. 
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I Repreeentatlve Rick Berg 
January 1 o, 2003 
Page3 

performance would be to the overall net Interest margin of the bank, which 
Is approximately 2.20°/4 compared to the peer group ratio of 4.33%. 

I trust this will answer your questions concerning the capital accounts for 
the Bank of North Dakota: however, should you have any additional 
questions or need clarificatton on this letter please feel free to contact me 
at your convenience . 

Sincerely, 

7:t{!-i 
Commlsaloner 

TJK;sr 
cc: Jim Smith, Legislative Budget Analyst & Auditor 
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DEPARTMENT 
;j. FINANCIAL 
INSTITU1'IONS 

January 13. 2003 

Senator Bob Stenehjem 
Senate Majority Leader 
State of North Dakota 
600 East Boulevard Avenue 
Bismarck ND 58505 

Dear Senator Stenehjem and Representative Berg: 
. 

Tlmoth~ J, K•...tcv 
?IM"""""""' 

Robert J, E!ntnnger 
.,l~i#IIHI ~~Hl#N 

J-,,Jungman 
""'"~ff• ~HJt4 

J•mt• M, L11dlew 
"/,/~ ~,t/-,/N,t • 'f,4/t fJNhui, 

CSIS ACCUl>r'J'ID 199$ 
NASCUS ACCUDmD 2000 

Representative Rick Berg 
House Majority Leader 
State of North Dakota 
600 East Boulevard Avenue 
Bismarck ND 58505 

The Department of Financial Institutions Is In receipt of your letter dated January 8, 
2003, wherein you request the Department to respond to four questions outlined In your 
letter. I will respond to those questions In the order they appeared. 

WHAT IS THE MAIN PURPOSE OF YOUR AGENCY? 

The Department of Financial Institutions has a Mission Statement which states "To 
maintain public confidence In North Dako•a flnanelal Institution~ by ensuring the 
flnanclal Industry operates In a safe and sound manner while comr , ing with applicable 
rules and laws". Banking and the regulation of banks and credit unions have both been 
key elements In the development of the United States and Its financial system. Banks 
and credit unions have attained a unique and central role In U.S. financial markets 
through their deposit taking, lending, and other activities. Banks and credit unions hold 
a vast majority of deposits that are transferable by check. These deposit powers have 
allowed financial Institutions to become the prlnclpal agents or middlemen In many 
financial transactions In the nation's payment system and In the State of North Dakota, 
As a result, most payments In this State and In the U.S. Involve a bank or credit union at 
some point, and this payment system plays a vital role In enabling goods and services 
to be exchanged throughout our economy. In terms of deposit activities, banks and 
credit unions are also Important because Individuals have traditionally placed a 
substantial amount of their funds in bank time and savings deposits, 

Along with our Mission Statement the Department feels the most basic reason for 
regulation of banks and credit unions Is depositor protection. Furthermore, a stable 
banking and credit union environment provides monetary and financial stabllfty, along 
with an efficient and competitive financial system. 

The Department also feels another key function of regulation for all entitles Is consumer 
. _____ / protection. 

2000 Schafer Street, Suite G • Bismarck, NO 58501-1204 
701 ·328·9933 • dfl@state.nd.us 

fax 701-328·9955 • OlscoverND,com/dfl 

Cllllll for ol'Ghtvot 111orotll•, 11cme1, If ~ ':' I ~,•J"Y'.• 
-• bet,. ftlMCI, Jid.o,, .... ~~ _ l~w4¾~2 

. oper o?a H onaturt 

I 

.J 



c:· .. 

I 

. __ ) 

Senator Stenehjem and Representative Berg 
January 14, 2003 
Page 2 

The Department•s consumer division regulates approximately 650 entitles that Include 
collection agencies, money brokers (mortgage lenders), deferred presentment service 
providers (payday lenders), consumer finance companies, and sellers of checks. The 
Department just began monitoring the number of complaints, but it Is clear the volume 
of complaints we handle to assist consumers Is significant. The Department assists 
various Individuals with collection agency problems; problems with mortgage lenders 
such as escrow accounts, fees. and the failure to provide loans In a timely manner; and 
many other types of complaints. The number of institutions the Department regulates 
has grown from approximately 85 In 1995 to approximately 650 today. The Department 
also takes many complaints on entitles that are not regulated, which results in action 
taken by this Department against those entities. 

HOW DO YOU MEASURE THE ACHIEVEMENT OF YOUR PURPOSE? 

Although this is probably the most difficult aspect of a regulatory agency to measure the 
achievements of Its purpose, a key measurement would be the overall condition of 
banks and credit unions in the State of North Dakota. Overall, the flnanclal Industries 

. that the Department regulates are In good fJnancial condition. The Department currently 
regulates 89 state-chartered banks and 39 state-chartered credits unions. . Of the state.­
chartered banks, there are no "4" or 116" rated banks. There are only 8 banks rated "3'\ 
which would be considered having some risk. The vast majority of state-chartered 
banks which total 81 are rated "1 11 and 112". 

Furthermore, we continue to see the overall condition of banks prosper. Net loans and 
leases continue to grow at about five percent per year over the last three years. State­
chartered banks continue to be well capitalized, even with the continued growth In the 
industry. 

The Department has received accreditation from both the Conference of State Bank 
Supervisors and the National Association of State Credit Union Supervisors, which sets 
forth high standards for individual banking and credit union departments to receive this 
distinction. The Department continues to offer valuable training to its examiners and 
provides programs to enhance their education and examination background so they can 
prefer their duties In an efficient manner. 

WHAT CAN THE LEGISLATURE DO, FINANCIALLY AND OTHERWISE, TO HELP 
YOU ACHIEVE YOUR PURPOSE? 

Since 1989, the Department of Financial Institutions has been a self .. funded agency and 
has not received any appropriations from the General Fund. Banks and credit unions 
pay assessments to cover the cost of regulation for their various Industries. In addition, 
all the entitles such as collection agencies, consumer finance companies, deferred 
presentment service providers, money brokers, and sale of checks pay license fees and 
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Senator Stenehjem and Representative Berg 
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renewal fees, along with examination fees, to cover their cost of the regulation, 
Although the Department Is a self.funded agency, it still must go to the Legislature to 
receive approval for the expenditure& In the appropriate biennium. The Department has 
Incurred a substantial amount of turnover amongst Its examination staff, which Is 
attributed to our current salary scale. The Department Is asking the Legislature this 
session to reclassify various examiner positions so that these salaries can be Increased 
and hopefully slow the turnover amongst examiners. The Department has the support 
of both the bank and credit union Industries to do this, as they want a strong department 
which supervises their Institutions. A well seasoned and trained staff adds to greater 
efficiency In performing examinations, and enhances confidence within the banking and 
credit union industry. 

HOW CAN YOU REPORT (MEASURE) YOUR RESULTS SO THE PUBLIC CAN 
EASILY UNDERSTAND YOUR PURPOSE AND EVALUATE YOUR 
EFFECTIVENESS? 

The Department currently prepares a Biennial Report for the Govemor whfch shows .all · 
the financial statistics for banks, credit unions, and other entft~s the Department 
regulates. The Department could post these results on Its website, or make the report 
available to the public by pf acing a fonn on our website for various individuals to order. 
The Department also sends Newsletters to the bank and credit union industries, and a 
separate Newsletter for the consumer entitles we regulate. These various Newsletters 
talk about the Department successes and concems we have with the various industries. 
The Newsletters are available to the public through our website. 

I hope this will help you understand the Mission of the Department of Financial 
Institutions and how we evaluate or measure the Department's performance • 

Should you have any additional questions, please feel free to contact me at your 
convenience. 

Sincerely, 

~~t!~ 
Commissioner 

TJK:sr 

J:\1.eglslatlve Blllt\2003\lte~hltM•betg dept purpose.doc 
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TESTIMONY FOR ENGROSSED HOUSE BILL NO. 1008 

House Appropriations Committee - Government Operations Division 

Testimony of Timothy J. Karsky, Commissioner, Department of Financial 
Institutions in support of Engrossed House Bill No. 1008. 

Chairman Carlisle and members of the Government Operations Division, I 

am Timothy Karsky, Commissioner of the Department of Financial Institutions. I 

am here to testify in your support of the appropriations of $3,691,275 for the 

Department's 2003-2005 budget. 

DEPARTMENT SUPERVISORY AUTHORITY 

The Department of Financial Institutions supervises state-chartered banks, 

building and loan associations ( currently there are no state-chartered savings and 

Joan associations), credit unions, and trust companies; currently licenses consumer 

finance companies, collection agencies, money brokers, sale of checks, agents for 

deposit, deferred presentment service providers (payday lenders); and additionally; 

the Department has examination responsibilities for the Bank of North Dakota. 

The Department is a special fund; self-supporting agency, with no general 

fund dollars. The Department's budget consists of three cost centers: (1) banks, (2) 

credit unions, and (3) consumer licenses. Banks and credit unions pay annual 

assessments that cover all direct examination costs and allocated overhead for each 
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cost center respectively. The State Banking Board and State Credit Union Board 

have not raised the assessment formula since the financial institution regulatory 

fund was created in 1989. Additionally, consumer Jicensees pay investig&tion fees, 

annual license fees, and examination fees when an examination is pertbrmed, for 

the processing and supervisory responsibilities related to consumer license activity. 

State-Chartered Banks 

Currently there are 89 state-chartered banks, plus the Bank of North Dakota, 

which compares with 94 two years ago. The number of banks continues a 

downward trend due to mergers and consolidations, a trend we expect to continue. 

Q Further, there have not been any new state bank charters issued since 1996; 

although the Department has had recent inquiries from several individuals or 

organizations. Despite the continued reduction in the number of banks, assets 

continue to grow. increasing the Department's responsibilities and time needed to 

conduct examinations. As of September 30; 2002, excluding the Bank of North 

Dakota, total assets held by state-chartered banks has grown to $6.5 billion, which 

represents a 16.9¾ increase from September 30, 2000. Loan growth also continues 

to be strong as loans totaled $4.S billion as of September 30, 2002, an increase of 

approximately $700 million from two years ago, or an 18% incre1se. Although the 

number of banks has decreased slightly during the past two years, loan volume 

' _ _) continues to increase, along with the complexity ·· f the loans being reviewed, 
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which continues to put greater demands on the use of examiner time during an 

examination. 

Currently the Department has 14 field examiners whom conduct 

examinations throughout the State of North Dakota. The number of examiners has 

not increased in the last five years and, in fact, two examiner positions were 

reduced in the 1997 Legislature. 

The Department has experienced a 40% turnover rate in the bank field 

examination staff this past biennium. This high turnover ratio is attributed mainly 

to the fact that the Department cannot compensate examiners a competitive salary 

,0 when compared to other positions in the regulatory arena, such as the Federal 
I I 

~, .... , ..... ,,,, 

Deposit Insurance Corporation, the Federal Reserve, or the Office of the 

Comptroller of the Currency. In addition, a number of examiners have taken 

positions with banks at higher pay levels, and eliminating the large amount of 

travel as an examiner. Average tenure of all examiners is six years; however, 

when you take out the four senior personnel, the average tenure is 1.5 years. The 

Department has requested and received approval from the Office of Management 

and Budget, as indicated in the budget before you, to increase the examiner 

c)assifications to improve salaries in order to decrease turnover. This represents 

approximately $167,000 or 4.5% of the Departmenes budget. This increase will 
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/~ also cover promotions given in the last eight months of the biennium, as the 

recommended budget did not take into account these promotions. 

St.Ate .. Cbm:tcred Credit Unions 

Currently there are 39 state-chartered credit unions, a reduction of three 

from two years ago. Credit unions also continue to show significant growth, with 

total assets increasing from $876,500,000 on September 30, 2000, to 

$1,032,500,000 on September 30, 2002. The Department has primary examination 

responsibility for state-chartered credit unions, utilizing two examiners to cond~ct 

exaniinations. The Department has requested an additional FTE for a credit union 

examiner as it is extremely difficult to meet the statutory requirements for the 

examination of credit unions with only two examiners. Furthermore, the number 

of credit unions may have declined; however, the total assets and total loans, which 

the Department is responsible for examining, continue to increase. The 

Department feels with one extra examiner we will be able to continue to examine 

the small to medium size credit unions when one examiner is at school, on 

vacation, or sick. We also have several large credit unions the Department can no 

longer examine with only two examiners. In fact, these past several months we 

have utilized bank examination staff to assist on a very large credit union, and this 

resource hampers the remaining bank crews to conduct bank examinations. With 

the addition of another FTE, the Chief Examiner - Credit Uniom1 would be able to 
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spend more time in the office doing administrative duties, such as follow-up to 

enforcement actions, correspondence, examination review and other areas for the 

credit union industry. We would also like to start a more efficient off-site review 

program if personnel were available. 

State Trust Companies 

Presently there are three state-chartered trust companies for which the 

Department has oversight responsibility. These trust company examinations are 

conducted by bank examiners who have acquired specialized trust examination 

training. 

Consumer Licenses 

The number of consumer licenses issued by the Department continues to 

increase. Currently the Department has approximately 650 licensees consisting of 

257 collection agencies, 42 consumer finance companies, 58 deferred presentment 

service providers (payday lenders), 280 money brokers (mortgage lenders), and 12 

sale of checks. The Department has numerous applications pending for additional 

licenses on an ongoing basis. In our budget we have asked for an additional half­

time FTE, which was granted by the Emergency Commission during this 

biennium. As you will recall, the Department received permission to add a half­

time FTE during the last biennium and was also given the authority to make it a 

_ _,; full-time poJition if the need arose. The Department is now asking that this full .. 
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time position be made permanent by adding the additional half-time FTE. The 

Department has had a full-time equivalent position in the consumer division vacant 

since May. However, we have been utilizing an intern from the University of 

North Dakota who worked throughout the summer for the Department, and is 

currently employed on a part-time basis. This individual has accepted full-time 

employment after he graduates this spring. The Department has begun an 

aggressive examination process for all entities licensed and has enhanced its 

license application and renewal process. The Department anticipates adding duties 

to the consumer division1 such as money transmitters, and possibly some type of 

r---,
1 

administration for consumer credit counselors in the next biennium. For the 
/ 

) 

record, in the past the Department used various examiners from the bank and credit 

union industries to conduct consumer examinations. Furthennore, the Assistant 

Commissioner spent a great deal of time processing these applications. If two 

FTB, s perform these duties, the Department would not have to use other 

examination staff to assist on consumer examinati<'ns. 

OVERVIEW 

As indicated, the Department's total recom1nended budget for the 2003 .. 2005 

biennium is $3,691,275. Of this amount, salaries and wages total $3,018,549, or 

approximately 82% of the total budget. As you wiH note, operating expenses total 

$672,726 of which $169,000 is allocated for travel, which includes lodging, per 
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diem, and vehicle expenses for examiners during the week for the conduct of the 

examination of financial institutions. Another major portion of the operating 

would be $114,000 for rent expense for the Department's office and two field 

offices, one each in Minot and Fargo. Total equipment expenditures for the next 

biennium only total $22,000. 

CONCLUSION 

The Department's responsibiHties continue to grow with the increased 

emphasis on the consumer division. We anticipate the number of licenses to 

continue to grow, with more manpower spent on examinations of these entities and 

--) handling consumer complaints. Furthermore, we expect the bank and credit union 
- , ...... // 

industries to continue to prosper, and would anticipate some new bank charters in 

the upcoming biennium. It is also possible that some national banks may convert 

to a state-charter, which would increase the overall number of statewchartered 

institutions. 

I would encourage your favorable consideration of the Departmenfs 

requested budget appropriation, and I would be happy to answer any questions. 

Thank you. 
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DEPARTMENT 
. o FINANCIAL 

INSTITUTIONS 

January 22, 2003 

Repre......,'J!l'II e Ron Carlisle 
Chairm n overnment Operations Division 
State C·afiUl!C)r 
600 E Blvd Ave 
Bismarck ND 58505 

Dear Chairman Cartlsle: 

Tlmothy J, Kara~ 
"fJ11#1Nfl.l,,ltW,r 

Robert J. entrtno-, 
""4.ulJl,f11I 'f1111Nl#UII~; 

Jeff Jungman 
'f'llrl,d ~/1#11#/#,t • ,!I/J1t#lu 

Jamee M. Laidlaw 
<fJJ,J,i ">Ul#llrwt - '1$r,/JU f(/,,1t1,u 

csas A.CCUDfflD i993 
NASCUS ACCREDITED 1000 

This letter Is a fotlow .. up to the Department of Financial Institutions budget hearing on 
House Bill 1008 held on January 17, 2003. During that meeting you requested that the 

.~-- \ Department respond to various questions and those responses are listed below. 

The first questfon asked during the hearing was concerning the Department's 
reclassfficatlon of examiner positions. As indicatedt the Office of Management and 
Budget has Included In our budget reclassification of pay grades for our field examiners. 
As stated in my written testimony. this will result In $167,000 Increase to the 
Department's budget or 4.5%. Also stated In my testimony this Increase does not 
lnolude promotions given by the Department to examiners who have been promoted 
from an Examiner I to Examiner II position or from an Examiner II to an Examiner Ill 
position. The Department will have to absorb this $45,000 through savings and other 
portions of our 2003 .. 2005 budget. There was also some discussion from Vtce 
Chairman Carlson concerning a performance pay scale for Department employees. As 
Indicated during the hearing, I would not be opposed to this type of pay structure as 
long as the Department had Input in how performance of Department examiners would 
be measured. I would encou1•age a study on this Issue, 

There was also discussion concerning the Department's money spent on an IT project 
during the last biennium, As Indicated to you In our testimony, the Department's Initial 
budgeted cost from this project was $60,000 ancl this Information was obtained from the 
Information Technology Department. Due to addhbnal add-ons and cost overruns this 
project ended up costing the Department approxlml,tely $130,000, and the difference 
was made from savings In other areas of our budget. The Department did go to the 
Emergency Commission for appr~val on these expenditures. 
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Another area of discussion was the Department's llne Item for salary and wages. 
Representative Carlson Indicated that the total Increase from the 1999-2001 biennium 
for this line item was approximately $823,000. The 1999 .. 2001 budget approved by the 
Legislature was $2,953,680 and actual expenditures for that biennium were $2,773.408, 
a difference of $180,272. For the present biennium the budget Is $3,817,768 and we 
are forecasting expenditures of $3,357,765, a difference of approximately $260,000. 
This Is due to the turnover within our staff. The majority of the Increase in the budget Is 
due to salary and ~enefits of $606,264. We have only Increased our salary line Item for 
the next biennium by $8,621 In our requested budget. 

The Department firmly believes that by Increasing examiner salaries will have a direct 
impact on the high turnover ratio that we are currently experiencing. We feel that the 
Department has to be able to compensate the examiners In adequate salary plus offset 
the large amount of travel that they do to perform their job duties. 

Finally, another area the Committee asked for lnfonnatlon was what we are/have done 
regarding unlicensed payday lenders. The following is a chronology of the situation: on 
January 3, 2002, the Department of Flnanclal Institutions was advised by an officer from 
the Bureau of Criminal Investigations (BCI) of an advertisement In The Forum for an 
unlicensed payday loan operation in Fargo. On February 7, 2002, we received a 
complaint and a copy of another advertisement ir, the Midweek for the same unlicensed 
payday lender. On February 15, 2002, we received copies of judgments in favor of the 
unlicensed payday lender. Initially we drafted an Order to Cease and Desist which we 
were going to serve upon the unlioens;.Jd payday lender. After discussion with our legal 
counsel and the officer from BCI we decided to have a confidential Informant of BCI 
proceed with transaction with the unlicensed payday lender. The confidential Informant 
contacted the unlicensed payday lender to discuss a transaction on March 12, 2002, 
and on March 13, 2002, the transaction was consummated. On March 26, 2002, fhe 
confidential informant brought In a copy 1.>f the cancelled check written to the unlicensed 
payday lender. According to the documents received from BCI, distribution of the 
documents Includes Cass County Drug Task Force, Fargo, ND. To the best of my 
knowledge the Cass County States Attorney has the Information from BCI. 

Sincerely, 

7,;;-L I~. L,,/ 
Tlm~;7i<(r'sky / 
Commissioner 

TJK:sr 
cc: Joe Morrissette, Budget Analyst 

J:\Legltlatlve Slllt\2003\responte to HB1008,doc 
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TESTIMONY FOR ENGROSSED HOUSE BILL NO. 1008 

Senate Appropriations Committee 

Testimony of Timothy J. Karsky, Commissioner, Department of Financial 
Institutions in support of Engrossed House Bill No. 1008. 

Chairman Holmberg and members of the Senate Appropriations Committee, 

I am Timothy Karsky; Commissioner of the Department of Financial Institutions. I 

am here to testify in your support of the appropriations of $3,659,948 for the 

Department's 2003-2005 budget. 

DEPARTMENT SUPERVISORY AUTHORITY 

The Department of Financial Institutions supervises state-chartered banks, 

building and loan associations ( currently there are no state-chartered savings and 

loan associations), credit unions, and trust companies; currently licenses consumer 

finance companies, collection agencies, money brokers, sale of checks, agents for 

deposit, deferred presentment service providers (payday lenders); and additional1y, 

the Department has examination responsibilities for the Bank of North Dakota. 

The Department is a special fund, self-supporting agency, with no general 

fund dollars. The Department's budget consists of three cost centers: (1) banks, (2) 

credit unions, and (3) consumer licenses. Banks and credit unions pay annual 

assessments that cover all direct examination costs and allocated overhead for each 
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, cost center respectively. The State Banking Board and State Credit Union Board 

/ ~ 

have not raised the assessment fonnula since the financial institution regulatory 

fund was created in 1989. Additionally, consumer licensees pay investigation fees, 

annual license fees, and examination fees when an examination is performed, for 

the processing and supervisory responsibilities related to consumer license activity. 

State-Chartered Banks 

Currently there are 89 state-chartered banks, plus the Bank of North Dakota, 

which compares with 94 two years ago. The number of banks continues a 

downward trend due to mergers and consoJidations, a trend we expect to continue. 

Further, there have not been any new state bank charters issued since 1996; 

although the Department has had recent inquiries from several individuals or 

organizations. Despite the continued reduction in the number of banks; assets 

continue to grow, increasing the Department's responsibilities and time needed to 

conduct examinations. As of Septen. ·Jer 30, 2002, excluding the Bank of North 

Dakota, total assets held by state-chartered banks has grown to $6.5 billion, which 

represents a 16.9% increase from Septenlber 30, 2000. Loan growth also continues 

to be strong as loans totaled $4.5 billion as of September 30, 2002, an increase of 

approximately $700 million from two years ago, or an 18% increase. Although the 

number of banks has decreased slightly during the past two years, loan volume 

,. 1 coutinues to increase, along with the complexity of the loans being reviewed, 
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which continues to put greater demands on the use of examiner time during an 

examination. 

Currently the Department has 14 field examiners whom conduct 

examinations throughout the State of North Dakota. The number of examiners has 

not increased in the last five years and, in fact, two examiner positions were 

reduced ir1 the 1997 Legislature. 

n 
() 

...... 

The Department has experienced a 40% turnover rate in the bank field 

examination staff this past biennium. This high turnover ratio is attributed mainly 

to the fact that the Department cannot compensate examiners a competitive salary 

when compared to other positions in the regulatory arena, such as the Federal 

Deposit Insurance Corporation, the Federal Reserve, or the Office of the 

Comptroller of the Currency. In addition, a number of examiners have taken 

positions with banks at higher pay levels, and eliminating the large amount of 

travel as an examiner. Average tenure of all examiners is six years; however, 

when you take out the four senior personnel, the average tenure is 1.5 years. The 

Department has requested and received approval from the Office of Management 

and Budget, as indicated in the budget before you, to increase the examiner 

classifications to improve salaries in order to dt:crease turnover. This represents 

approximately $167,000 or 4.5% of the Department's budget This increase will 
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also cover promotions given in the last eight months of the biennium, as the 

recommended budget did not take into account these promotions, 

State-Chartered Credit Unions 

Currently there are 39 state-chartered credit unions, a reduction of three 

from two years ago. Credit unions also continue to show significant growth, with 

total assets increasing from $876,500,000 on September 30, 2000, to 

$1,032,500,000 on September 30, 2002. The Department has primary examination 

responsibility for state-chartered credit unions, utilizing two examiners to conduct 

examinations. The Department has requested an additional FIB for a credit union 

examiner as it is extremely difficult to meet the statutory requirements for the 

examination of credit unions with only two examiners. Furthermore, the number 

of credit unions may have declined; however, the total assets and total loans, which 

the Department is responsible for examining, continue to increase. The 

Department feels with one extra examiner we will be able to continue to examine 

the small to medium size credit unions when one examiner is at school, on 

vacation, or sick. We also have several large credit unions the DE~partn1ent can no 

longer examine with only two examiners. In fact, these past several months we 

have utilized bank examination staff to assist on a very large credit union, and this 

resource hampers the remaining bank crews to conduct bank examinations. With 

, ·· '1 the addition of another FTE, the Chief Examiner - Credit Unions would be able to 
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spend more time in the office doing administrative duties, such as foil ow-up to 

enforcement actions, correspondence, examination review and other areas for the 

credit union industry. We would also like to start a more efficient off-site review 

program if personnel were available, 

State Trust Companies 

Presently there are three stateMchartered trust companies for which the 

Department has oversight responsibility. These trust company examinations are 

conducted by bank examiners who have acquired specialized trust examination 

training. 

Consumer Licenses 

The number of consumer licenses issued by the Department continues to 

increase. Currently the Department has approximately 662 licensees consisting of 

259 collection agencies, 42 consumer finance companies, 59 deferred presentment 

service providers (payday lenders)~ 290 money brokers (mortgage tenders), and 12 

sale of checks. The Department has numerous applications pending for additional 

licenses on an ongoing basis. In our budget we have asked for an additional half­

time FTE, which was granted by the Emergency Commission during this 

biennium. As you will recall, the Department received permission to add a haJf .. 

time FTE during the last biennium and was also given the authority to make it a 

1 ,..} fult-time position if the need arose. The Department is now asking that this full-
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time position be made permanent by adding the additional half .. time FTE. The 

Department has had a full-time equivalent position in the consumer division vacant 

since May. However, we have been utilizing an intern from the University of 

North Dakota who worked throughout the summer for the Department, and is 

currently employed on a part .. time basis. This individual has accepted full-time 

employment after he graduates this spring, The Department has begun an 

aggressive examination process for all entities licensed and has enhanced its 

license application and renewal process. The Department anticipates adding 

additional duties to the consumer division, such as money transmitters, and 

possibly some type of administration for consumer credit counselors in the next 

biennium. For the record, in the past the Department used various examiners from 

the bank and credit union industries to conduct consumer examinations. 

Furthermore, the Assistant Commissioner spent a great deal of time processing 

these applications. If two FTE's perform these duties, the Department would not 

have to use other examination staff to assist on consumer examinations. 

OJIERVJEW 

lo 
l 

As indicated, the Department's total recommended budget for the 2003 .. 2005 

biennium is $3,659,948. Of this amount, salaries and wages total $2,987,222, or 

approximately 82% of the total budget. As you will note, operating expenses total 

$672,726 of which $169,000 is allocated for travel, which includes lodging, per 
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diem, and vehicle expenses for examiners during the week for the conduct of the 

examination of financial institutions. Another major portion of the operating 

would be $114,000 for rent expense for the Department's office and two field 

offices, one each in Minot and Fargo. Total equipment expenditures for the next 

biennium only total $22,000. 

CONCLUSION 

The Department's responsibilities continue to grow with the increased 

emphasis on the consumer division. We anticipate the number of licenses to 

continue to grow, with more manpower spent on examinations of these entities and 

handling consumer complaints. Furthennore, we expect the bank and credit union 

industries to continue to prosper, and would anticipate some new bank charters in 

the upcoming biennium. It is also possible that some national banks may convert 

to a state-charter, which would increase the overall number of stateMchartered 

institutions. 

I would encourage your favorable consideration of the Department's 

requested budget appropriation, and I would be happy to answer any questions. 

Thank you. 
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