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Chairman Jeff Delzer 
Opened the hearing on H B  1 033 and mentioned that he may have some comments about 
the bil l ,  but wou ld have Legislative Council explain the bi l l  first and then the committee 
could talk about whether we need to have some changes made to it. 

Allen Knudson Legislative Council staff made a presentation to offer information about 
the bi l l ,  neither for nor against it. 

Representative Bellew 
Has earnings been defined? 

Knudson: The next defin ition .  The second one does define earn ings. That was approved 
in  201 3; H B 1 1 67 actual ly did define "earnings" . Only realized gains and losses are 
recognized as earn ings for the purpose of making the transfer and for purposes of the 
amount of money that can be spent out of the Legacy Fund from the earn ings. 

Chairman Jeff Delzer 
The way its set up in  the Constitution ,  there wou ld not be a transfer to the general fund unti l 
the end of the 201 7-2-1 9 biennium, is that right? 

Knudson: that is correct 

Representative Glassheim 
Earnings mean any appreciated value of investments. And you can't sel l  them because it's 
principle, so you can tie up stuff for a long . . .  Am I correct now, it doesn't include appreciated 
value of your  investment and most th ings wi l l  be invested , there would be some d ividend 
money, but most of it would be tied up? 
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Knudson: Until those are actual ly sold or traded it wou ld be, but the State I nvestment 
Board wou ld better be able to answer that than I am. 

Vice Chairman Keith Kempenich 
We al located the funds to certain investments. They are moving in and out between these 
investment managers, there is income generated , but for most intents and purposes, you're 
right. if asset values go up ,  they wou ld have to be sold to have some type of earnings on 
them. 

Chairman Jeff Delzer 
But if they sell and switch,  to another, then there should be a real ized earning for that 
portion ,  but if they hadn't sold it yet, they cou ldn't take it as part of the earn ings. 

Knudson: presentation continued 

Chairman Jeff Delzer 
As far as government finance, th is discussion was had when things were going real ly wel l  
in  oi l  industry, it would have been equal to having $40B in the fund.  The 25% wou ld be if 
something happened , l ike we're going through ,  that you may want to have the earn ings 
avai lable for the next bienn ium and when we get done with al l the testimony, I do have 
some amendments to change that from intent language to actual language. One of the 
issues we have is whether or not we would the earnings for the next b iennium to be 
avai lable and if we did ,  then we have to change the date on number 1 as wel l .  

Knudson: presentation continued 

Chairman Jeff Delzer 
Questions on the b i l l  as it stand before us? 

Representative Glassheim 
Why do you transfer to the general fund and immediately transfer back to the legacy fund? 
What does the Constitution say is supposed to happen with the money? 

Knudson: at the end of the bienn ium,  the State Treasurer transfers the earn ings to the 
General Fund 

Chairman Jeff Delzer 
But the constitution also says the Legislative Assembly can do what they want with those 
earn ings and if they desire to put them back into the Fund , they can become part of the 
principle. 
Instead of just spend ing, we would want to save it if we cou ld . Oil is fin ite , it 's a question on 
how long that takes, but that is what the d iscussion was in the committee. 

Representative Glassheim 
We can transfer it back, but the intention of the constitutional measure was that we spend 
some of the earn ings. 
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Chairman Jeff Delzer 
Allen do you have the actual language? 

15:47 
Knudson: it's in  a couple different spots, and then in subsection 1 ,  it says "the State 
Treasurer shal l  transfer earn ings of the North Dakota Legacy Fund to the state general 
fund at the end of the bienn ium and beyond . . .  " I n  subsection one, "the Leg islative 
Assembly may transfer funds from any source into the Legacy Fund and such transfers 
become part of the principle of the fund". 

Chairman Jeff Delzer 
It's kind of a case they are conflicting whatever . . .  both sides can make the argument. And 
it's in the constitution . 

Vice Chairman Keith Kempenich 
It becomes a q uestion of the Legacy Fund;  truthfully it's not a very big fund ,  when you start 
looking at sovereign wealth funds. When you're dealing with a natura l  resource; there's got 
to be some definit ions. We had a hard time on the advisory board because the investment 
folks that came in a lways wanted to know what your goal is. There's lots of problem with 
sovereign wealth funds. In Norway which has about $1 tri l l ion,  they got things they're doing 
with it, but they real ly don't have any, they're just collecting . Granted Alaska d id some stuff, 
they've got money and they're going to run into trouble this year. They've got $52+ bi l l ion 
in  their permanent trust fund its going back out to the people, but they can't bui ld a road 
with it. Most states that have mineral resources have sovereign wea lth funds and they are 
a l l  over the board of what they do with them. 

Chairman Jeff Delzer 
Any further questions for Allen? 
I won't get up to testify, but wil l  say I do support the bi l l .  I do have some amendments that 
I ' l l  offer after a wh i le. 
Is there further testimony, opposition or neutral to HB 1 033? 

Chairman Jeff Delzer 
Closed the open hearing on H B 1 033 and began the discussion on H B  1 033. 

Chairman Jeff Delzer 
I have two d ifferent sets of amendments that change the intent language to actual 
language. I thought there might be a situation where we wou ld l ike to have, if its 25% less 
next time, it wou ld be kind of n ice to have the interest. Then the year after, if it wasn't 25% 
it wou ld rol l  over back into the General Fund.  And one th ing about this it 's al l  statutory; any 
leg islature can a lways change it at a 50% vote. 
And what it does is it takes the intent language out and crosses out the intent language on 
1 4 ,  1 5  and 1 6; and just inserts the word "unless" . I n  other words ,  I wou ld make it that its 
actual ly part of the b i l l .  I was thinking it wou ld make the interest avai lable for the next 
biennium. 

And the second amendment that is  here, on page one of the bi l l  wou ld change the July 1 
on l ine 1 6  to Ju ly 1 of 20 1 5 . What it would mean is that al l  earn ings up to 20 1 5  wou ld be 
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transferred back into the fund and become part of principle but the interest l ine from 20 1 5-
20 1 7  during this biennium wou ld if it fel l  under this 25% less . . .  money, be in  the fund where 
the leg islature could go in and appropriate it. Brady, is that correct? 

Brady Larson, Legislative Council: There is not supposed to be an interest transferred 
unti l 20 1 7. 

Vice Chairman Keith Kempenich 
The measure cou ld have been written better. You could appropriate it, but not access it. 

Chairman Jeff Delzer 
Brady, you want to try and answer that, because I th ink the 20 1 7  session cou ld appropriate 
out of that fund,  could it not? 

Larson: yes, there's a d ifference between appropriating and expend ing;  so you can 
appropriate prior to Ju ly 1 of 201 7  but you actual ly can't expend unti l  after that date. 

Chairman Jeff Delzer 
Unti l that bienn ium actual ly starts . And if I understood Allen to be right, the earn ings 
portion wou ld be a majority vote. 

Larson: Yes,  it would be a s imple majority for the earn ings 

Chairman Jeff Delzer 
But the principle part would be 2/3 of each House. This puts in  place how this current 
Leg islature feels about what we should do about these things. And these would be the two 
items that wou ld trigger it one way or the other. The first section of amendments we 
certain ly need to do. Section 2 we need to do too, then it comes down to whether or not we 
want to do Section 3 .  If we don't do anything with it, at the end of 20 1 7 , the next Legislative 
session wou ld have to decide what it's going to do because that money wou ld rol l  out at the 
end of the 201 7-20 1 9  biennium. The committee worked hard ,  granted it was a while back 
and things are d ifferent now, but that's why I offered the amendments . 

Representative Glassheim 
My preference would be to not have Section 3 in there. When you don't have money, why 
would you bind yourself to say we must put it immediately back into savings? That 
becomes part of the principle that you can't touch. For the next two years , why wou ld we 
put in law to transfer? 

Chairman Jeff Delzer 
That's part of the amendment; so that if it was actually 25% less of oi l  money, compared to 
the current bienn ium,  it wou ld not do that. That's part of the intent of the amendments. 
The other th ing to remember is that this would simply put a statute out there that could be 
changed at every legislative session . Every legislature can change it vs. fighting that battle 
and either let it go or decide they want to put it back or whatever. 

Representative Glassheim 
What are the dol lar amounts of the 25%? 
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Chairman Jeff Delzer 
I bel ieve the 25% for the next biennium off of the Governor's proposal wou ld be $ 1 34M,  if 
that Governor's proposal is considerably less. It's probably not going to be a whole lot less. 
Brady isn't that the numbers you've given us; $ 1 34M? 

Larson: Yes, that is the estimated investment income for 201 5-20 17 bienn ium.  

Chairman Jeff Delzer 
That wou ld al low if there was 25% less than the previous bienn ium.  

Representative Glassheim 
And that wou ld be 1 00 and some mi l l ion less? 

Chairman Jeff Delzer 
No it wou ld be about $1  Yi bi l l ion.  

Larson: Yes,  it wou ld be about $6 bi l l ion 

Chairman Jeff Delzer 
About $ 1  bi l l ion and one half less of expected income and if we stay $40 per barrel oi l ,  that 
wi l l  happen 

Representative Glassheim 
Nothing would happen 

Chairman Jeff Delzer 
If we adopt the amendments that it wou ld mean that the $ 1 34 mi l l ion wou ld be sitting there 
so the Legislature could decide if they wanted to. It wou ld be transferred to the General 
Fund unless the next Legislature said not to transfer it ;  if we adopt both sets of 
amendments . Brady is that correct? 

Larson: there wil l  not be a transfer made at the end of the 1 5  -17 bienniums, so if both 
were adopted . 

Chairman Jeff Delzer 
But the leg islature in 1 7  cou ld appropriate that money. 

Larson: yes it could be appropriated 

Representative Dosch 
Personally, I couldn't support the amendments, we are coming up to our first bump in the 
road and it seems to me we start clamoring to spend the legacy money. We have time to 
adjust the budgets now. I th ink it's g iving out the whole wrong message out there. This 
Legacy Fund was for the future and if we can't get through one budget cycle without right 
away running to the fund ,  I th ink it sends the wrong message. 
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Chairman Jeff Delzer 
What about the b ill, if it's not amended? 

Representative Dosch 
I could support that. 

Representative Bellew 
Even if the amendments passed, ... (un intelligible) ... . .. unti l  the 2017 biennium, right? 

Chairman Jeff Delzer 
That's correct; the 2017 legislature will have the opportunity to appropriate the earnings out 
of it. And the 17 Legislature will have the opportunity to do the 15% on the principle. But 
they can't expend it till end of the next biennium. 

Vice Chairman Keith Kempenich 
Three options; Do nothing ;  which will be a transfer i n  June of 2019, or do this way, th is 
amendment it wou ld be avai lable for 2017-2019 and have to wait till after June 30th to 
spend it ..... 

Chairman Jeff Delzer 
The way the b ills before u s  wou ld move it a l l  back i n  u nless the next Leg islature changed it. 
Committee members, I think we'll hold this until Tuesday morn ing, and g ive people time to 
th ink about it, whatever we want to do, but next time we meet i n  full committee, we'll try to 
kick1094 and this b ill out; also 1067. 

Chairman Jeff Delzer 
Adjourned the b ill hearing. 
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of legacy fund earn ings 

Minutes: 

Chairman Jeff Delzer opened the hearing on HB 1033 and summarized the bi l l .  
Referred to a possible amendment to the bi l l  ( .03002) that was handed out from bi l l  hearing 
on 01/20/15. 

Representative Dosch 
Resist any change of the date on amendment .03002 . 

Chairman Jeff Delzer 
It's not part of the one just handed out. 

Chairman Jeff Delzer 
This wou ld change it from intent to being part of the language. The interest wou ld be set to 
go into the genera l  fund right after the end of the 17 . . .  Brady is it 17-19? 

Brady Larson, Legislative Council Staff: 
The first transfer would occur at end of 17-1 9 biennium. 

Chairman Jeff Delzer 
So this would not affect that anyway, and then would it? 

Larson: No, it wou ld not. 

Chairman Jeff Delzer 
Then there's probably no reason to amend it. 
What about the b i l l  itself, what are your  wishes? Its good language; intent language. 

Representative Hogan motioned for a Do Pass on HB 1033 as orig inal ly introduced 
.03000. 
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Representative Boehning 
Motion seconded 

Representative Kreidt 
If we had significant earn ings;  would we have to sell part of the stocks? 

Chairman Jeff Delzer 
Bi l l  itself; it wi l l  have to be dealt with , but if future legislators decide they want it to go back 
to the fund and stay there ,  then that has to be avai lable as cash to go to the general fund;  
they'd have to have that much cash .  

Representative Kreidt 
How much cash wou ld be earn ing interest? 

Chairman Jeff Delzer 
Before the prices went down , there was qu ite a bit of cash coming in every month 

Representative Kreidt 
Divided into percent's; stock; real estate, d ifferent entities. 

Chairman Jeff Delzer 
Maybe the investment committee needs to look at; at the end of the 17-19 biennium, it wi l l  
have to be transferred , because that's what the constitution says. 

Vice Chairman Keith Kempenich 
They are tracking what the valuations are going up on it. You d idn't want to use unreal ized 
earn ings. You m ight have to go into some of the shares. Not the corpus of the funds. 
13:03 

Representative Kreidt 
We wou ld have to l iqu idate some of the assets in  order to cover? 

Chairman Jeff Delzer 
The Invest Committee might need to look at that during the interim.  

Representative Monson 
Are these earn ings always earn ings, are they now part of the corpus,  or are they earn ings 
forever? 

Chairman Jeff Delzer 
Anything the leg islature puts in over and above becomes part of the principle 

Vice Chairman Keith Kempenich 
Anything they put in ,  even though it's statutory becomes part of the corpus of the 
investment. 
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Chairman Jeff Delzer 
Cal led for a vote 

Motion carries 21 Yes ;  O No; 2 Absent 

Representative Vigesaa wil l  carry the b i l l .  
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HB 1033: Appropriations Committee (Rep. Delzer, Chairman) recommends DO PASS 
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Relating to the legacy fund,  legacy fund principal balance, and transfer of legacy fund 
earn ings; relating to a defin ition of legacy fund earnings. 

Minutes: 

Legislative Counci l - Brady Larson 
OMS - Tammy Dolan 

Attachment 1 - 2 

Co-Chairman Bowman cal led the committee to order on HB 1 033. Roll Cal l  was taken. 

Jeff Delzer, State Representative, District 8: 
Testified in  favor of HB 1 033. Testimony - Attachment 1 .  
This bi l l  came out of the Government and Finance committee which he chaired. One of the 
stud ies done was to look at the Legacy Fund. We fin ished th is study early in the year 
before the oil numbers changed. I handed out a sheet with some defin itions that are being 
worked on and also the forecast for the Legacy Fund based on our January forecast. 
He went over the handout. 
Section 1 - defin itions. 

Section 2 - clarifies the process of determin ing how much principal fund ing is avai lable to 
be expended by the Leg islative Assembly during each biennium. 

Section 3 - intent that the committee had . Any fund earn ings should be returned to the 
Legacy Fund unti l  $408 .  That's where the interest would be equal to 33% of the oil and 
gas tax col lections for the previous biennium. 

We don't have the authority to spend the earn ings and the earn ings won't go into the 
general  fund and have to have someth ing done with them until the end of 20 1 7- 1 9  
bienn ium. 
There were amendments offered on the House side that would have changed section three 
from intent to actual language. I ntent language doesn't tie the next leg islative assembly. 
Anything we do statutorily, the next leg islative assembly can always change. The intent of 



Senate Appropriations Comm ittee 
HB 1033 
March 13, 2015 
Page 2 

the House was that the earn ings would go back in un less the next assembly changed the 
intent. 

Senator Carlisle: Did you have any opposition ,  any questions or formal  opposition? 

Rep. Delzer: No, there was nothing formal .  There was d iscussion in House Appropriations 
about it, but there was no opposition .  It was moved Do Pass 2 1 -0 .  

Senator Bowman: With this passing, a l l  the money wi l l  stay in  legacy fund unti l 2019 and 
then the interest. . .  

Rep. Delzer: The timing wil l  be by the constitution. There wil l  not be a transfer of earn ings 
unti l end of 2017-2019 biennium. The 2017 biennium could spend up to 15% of the 
principal and I think they could appropriate the earnings as wel l .  

Senator Carlisle: I s  that taking 2/3 vote? 

Brady Larson, Legislative Council: Yes, for the principal it would requ i re a 2/3 vote. For 
the earn ings, that would be just a majority vote. 

Rep. Delzer: If you look on the chart (page 2) of the January forecast, the d iscussion was 
somewhere in the neighborhood of $1 . 1  to $1 . 1 3  to production so these numbers are 
probably going to drop. It looks at the earn ings as being possibly $124M.  Brady is that at 
the end of 20 1 7  or 19? 

Brady Larson: That wou ld be for the 201 5-17 b iennium that $124M is the estimate . 

Senator Mathern: Section three really has no impact. It doesn't real ly change our present 
law? 

Rep. Delzer: I wou ld say it does not but it says the intent of this leg islative assembly that 
the next assembly should look at that. The intent wil l  sti l l  be there when the next session 
rol ls around. 

Senator Mathern: In  section 2 - It essentia lly is kind of a work order for the Leg is lative 
Counci l .  

Rep. Delzer: No ,  for OMB to actually come up with the number for the principal and I 
guess they'd work with the treasurer's office. 

Senator Mathern: Would section 2 have the same level of meaning - wou ld n't OMB be 
doing this anyway? 

Rep. Delzer: There is nothing in  the code or anything that says they should do it, so it 
would s imply be a case where the leg islature would have to ask for that information .  This 
simply puts the information out there before the Legislative Assembly. 
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Senator Sorvaag: A lot of this was to deal with the earnings that are happening now. I t  
would be the choice of each leg islative body? 

Rep. Delzer: Correct - #3 on the principal on section 1 that goes to prior of Ju ly 1 ,  2017 . 
On section 2 ,  it says that the governor should not include any of the 1 5% in h is budget 
proposal to the leg islative assembly. That last line says the governor should not include 
that as part of his budget proposal .  

Senator Krebsbach: Last week you brought us a bil l to take money from the state bank to 
put into a revolving loan fund for political subdivisions. I 'm wondering if you wou ld see that 
as a good program for the Legacy Fund.  

Rep. Delzer: I haven't thought about that, I don't know if  I would .  The legislative assembly 
can do what they want with that but we also have the legacy investment committee that is 
supposed to be set up for that. 

Senator Krebsbach: Sometime down the road , would you see that type of a program as 
fitting into the Legacy Fund? 

Rep. Delzer: something like that could happen because the legacy fund does not have the 
same restrictions that the common schools trust fund has (it has to receive interest the 
same as it would anywhere else, the state can't use part of the money for low interest loans 
or anything). 1433 was a low interest loan .  

Senator Bowman when the legislators figure out a use for this there wil l  be a lot of b i l ls .  

Rep. Delzer: This is  a good way to look at  it for th is leg islative assembly; we real ly don't 
have any authority anyway. The idea of saying that the earnings earned to that point is part 
of the principa l ,  it's a pretty good move. Not being able to use it in the governor's budget is 
a good move, it should be a legislative decision and it takes a 2/3 vote. When it's in the 
budget, it's hard to get out. 

Rep. George Keiser, District 47 , testified in favor of HB 1 033. Amendment - Attachment 2. 
Provided background on the amendment: the House subcommittee had completed the 
work on the Legacy fund and Rep . Delzer said he didn't want to adopt an amendment 
without a hearing .  I support that, so we brought the amendment here. It clearly states that 
we wil l  utilize local financial institutions for placement of 1 0% of the amount in the legacy 
fund for management. They would apply the same standards in selecting the local 
management firms to manage these dol lars .  These are our funds, in our state . There was 
frustration with the placement of the funds in one source and not getting an opportun ity for 
a s lice of the pie. They pay taxes, they employ people in our state, it is not fair, nor right, 
they should have an opportunity. I think this provides a very good opportunity. What if local 
firms don't produce the same results in their investment of th is 10% compared to the 90% , 
what if they do? What basis are we using to compare the 100% investment currently in 
terms of how wel l  i t  is performing; it  may be better than the average or below the average. I 
suspect our local firms wi l l  be very competitive in the placement of their investments. It 
g ives us an opportun ity for a 2yr period to test it . We can always come back and change it. 
We worked very hard with attorneys and Legislative Counci l .  The language is very general 
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because that leaves the decision making where it should be with in the investment board 
and we don't want to get too specific on detai ls. 

Senator G. Lee: when the board that over oversees these investments seeks investment 
managers, are local banks excluded now? 

Rep. Keiser: I don't know, it has historically been placed in one fund,  in one large bid . Do 
you want it to happen from pol icy perspective? 

Senator Mathern: aren't some of our financial institutions that can invest this money, part 
of national fi rms that do this? Wouldn't Wells Fargo and other banks already be able to do 
this? 

Rep. Keiser: Yes, most firms that wou ld qual ify given the standards of the investment 
board won't be solely ND company. They are making an investment in our state and we 
should help them be successfu l as they operate in our state. 

· 

Senator Sorvaag: the intent is to g ive them dol lars to invest, there are no strings attached . 

Rep. Keiser: We want them to maximize the investment so that is true. 

Senator Wanzek: Are you suggesting we replace section 1 with your amendment? 

Rep Keiser: I don't think so, it's an amendment to section 2 1 10-1 1 Leg is lative Counci l 
drafted ; they wil l  answer questions which are way beyond my scope. I ntent was to make a 
correction . 

Senator Bowman who decides wh ich banks wi l l  participate? 

Rep. Keiser: The investment board establishes the criteria for selecting firms that wi l l  
manage the investment dol lars .  

Rick Clayburgh, President, CEO,  ND Bankers Association, in support of Rep Keiser's 
amendment. Some of the language is broader; it g ives the state investment board the 
authority to work with local compan ies . We have a number of trust banks in the state that 
invest b i l l ions of dol lars on behalf of ND, dollars that are invested with fund managers that 
look at specific industries. They are based in NY, NJ and elsewhere . All of the income that 
comes back to the state is based on the prudent institutional investor rule under the 
d i rection of the state investment board . Our local financial institutions that have a 
considerable amount of experience aren't g iven that opportunity because they operate in a 
d ifferent funding arrangement.  They try to break them out into individual investments , other 
types of products. The board looks at a return based on 3-5 years .  Our trust compan ies in 
ND are having their portfol io returns on their trust equal to the state . They might not be at 
the same level but they're comparable. This is based on the legacy fund,  but could be any 
fund ; lets' keep that fee in  ND.  We are just talking about a l ittle s l iver, app $200M. 

This bi l l  wi l l  be heard again on Tuesday because our Trust Expert wi l l  be here. 
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Senator Heckaman: You said the investment would not be qu ite at the same level but 
comparable? Total amount in  fund right now will be about what? Can't they already invest 
that in ND if they want to? 

Mr. CLayburgh: When you deal with d ifferent investment houses , their investments are 
sl ightly d ifferent; they have their own fund managers so I can't say they're identical .  Our 
trust compan ies have investment managers who are same ones used in NY and NJ .  The 
fai r  value wou ld be $2.28 (6/30/14) .The state investment board deals with a consultant who 
manages these dol lars and finds the firms that deal with investment dol lars .  They have not 
been al lowed the opportun ity to bid in .  

Senator Heckaman: if I go back to the advisory board minutes, I 'd find this in the minutes? 

Clayburgh: My req uest no. We have institutions they've been working with for some time ; 
I don't know how they have been doing that. 

Senator Robinson how many trust compan ies in ND right now? 

Clayburgh: We have specific trust companies and banks with trust powers. 

Senator Robinson: During time of downturn in marketplace locals did as wel l  or better. 

Clayburgh: I won't say that we' l l  perform better, less or as good as - things can always 
change with time. The state investment board wou ld set the ru les. It wou ldn't be every 
bank in the state; we are talking about institutions that have considerable investment 
knowledge. 

Senator G. Lee: Maybe we should be looking at advisory board in  terms of how they 
determine who can invest. I 've been in these situations; boards determine how much 
money to al locate into growth , value,  bonds, etc . . .  they put out an rfp and get proposals.  
J ust saying that we're going to give 10% to local institutions, they should propose what they 
could do in a certain sector of those avai lable funds. Putting this to into state law could not 
be the place. I am trying to think thru this. Why 10%,  not 20-25%. We should have 
advisory board do that as opposed to us saying it. 

Clayburgh: Our  witness coming in on Tuesday wil l  provide more detai ls .  It's not the state 
investment board ,  probably has more to do with the consu ltants who put the big packages 
in .  RFPs could be written is such a way that we can be involved . 10% is trying to be 
rea l istic . This is over a 2 year period , and then let's see 3-5 years .  

Senator G. Lee: d id  Rep. Delzer say we'd l ike to get i t  to $408? Then 10% is  a big 
number. 

Clayburgh - We want someth ing to start with , to get someth ing done now for a short 
period . Put a sunset in ,  let's see and at that point take the constraints off 

Chairman Holmberg let the sponsor of the bi l l  know that we have more on Tuesday. 
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Co-Chairman Bowman cal led the committee to order on HB 1033. 

Marilyn Foss, North Dakota Bankers Association: We're coming to fol low up on the 
d iscussion we had last week about an idea for the expanding the investment managers 
who take care of the funds in the legacy fund . I wou ld l ike to start out by introducing Bob 
Willer. 

Bob Willer, American Trust Center in Bismarck: 
Testified in  favor of H B  1 033. No written testimony. 

I 'm here in  support of the amendment for HB 1033 as an idea to explore some opportun ities 
that we feel that might be great for the state of North Dakota. I am in the Trust Department 
at American Trust Center in Bismarck. 
Over the years , what we do in  managing assets for d ifferent institutions that there are a 
number of opportunities that m ight be avai lable with the State of North Dakota . Ten or 
twelve years ago, we started the process of trying to fami l iarize ourselves to come to the 
State I nvestment Board meetings on a month ly basis in trying to meet with people to see 
why we cou ld n't be one of the managers that was selected to manage (today) over $9B in 
funds that the state is responsible for. 
We tried on several occasions and visited with board members .  We vis ited with the State 
Investment office with varying degrees of success. Sometimes it was that you're not 
qual ified in the way we manage the money and we wou ld look for ways that we might be 
qual ified and real ly bel ieve that we are; that we do things no d ifferent than many of the 
money managers that you currently have. We have the same fiduciary responsibi l ity by 
which any trust department is bound . 
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I n  September of last year in  the Pension and Investment magazine, it often h igh l ights what 
is happening in the d ifferent states . In  the article, referencing North Dakota , said "the North 
Dakota State I nvestment Board in  Bismarck, h ired JPMorgan asset management to run it's 
$ 1 1 8M in mortgage backed securities said David Hunter, executive d i rector and Ch ief 
I nvestment Officer. The Board which oversees $9.2B in assets, including $4.6B in pension 
assets conducted the invitation only search earlier this year because existing manager, 
Western Asset Management Company was on watch for personnel changes. Talon 
Associates assisted . "  It was another reminder that we were not included in that search.  
When I left Bel l ,  we were currently manag ing over $3B in assets from insurance 
compan ies, from col lege foundations, from hospital foundations, from YMCA foundations 
and wondered why we wou ld not be included . It seems to come back to the way the 
gu idel ines are written almost to preclude anyone from ND to be able to manage those 
assets. You' l l  hear today from some of those that are here that have used North Dakota 
institutions to manage those funds that were every bit as qual ified . Our  performance is 
every bit as good . Long term/short term the averages will show you that we would do the 
kind of job that anyone else would do that's in this business. 
When I think of taking a s l iver of $9B and reinvesting it in North Dakota institutions who l ive 
and d ie here; who's money it comes from , that if we had just a s l iver and instead of paying 
in excess of $31 M dol lars in  fees that leaves the state. We hear over and over again how 
great ND is. We hear about the wel l  run state government. We're one of two states in the 
black. We hear about the great talent in workforce that we have. You can take a North 
Dakota person, put him anywhere in the United States, and if they apply for a job , they're 
going to get the job because they know how good people from ND are; that they show up 
for work. Even if it's b l izzarding,  they'l l  find a way to get there. But when it comes to 
managing the state dol lars ,  we're not good enough and that money leaves the state 
managed by other institutions and money managers. If we took a s l iver of those dol lars 
and invested it with institutions in  ND, that would be a big deal for any of us .  The bankers,  
in any of the communities who have the abi l ity to do th is ,  are the first ones that anyone 
comes to for any capital fund raising drive . Anything that's going on to improve the 
commun ity, the bank is general ly the lead donor. Why wouldn't we try to make our 
commun ities better by giv ing them an opportunity to do what they do in a professional way 
with the fiduciary responsibi l ities - and al low them to g ive back to the commun ity even 
more? For a l l  of us in the state of North Dakota , it's a win-win scenario. 

(8:  1 O)Senator G. Lee: You said you talked to the investment board and the people on it. 
What are the specifics they g ive you that don't al low you to participate? 

Bob Willer: I can go back over the years and at one time we were told , "What kind of 
manager are you?" "Are you a large cap growth manager or are you a smal l  cap value 
manager? We search and find the best managers in each of those spaces , and that's who 
we hire." Any institution in North Dakota is going to special ize in that one area. We have 
equ ity portfol ios .  We have fixed income portfolios. We do fund to fund management which 
are things that are done. But "You've got to special ize and then you can apply and we can 
consider you ." But to not be invited; to not be a part of; I 've not seen an RFP that has ever 
gone out that wou ld include us that would g ive us the opportunity. We got close to 
exploring when Mr. Solberg and Bruce Furness came out and visited with then Lt. Gov. 
Dalrymple. He told Steve Cochrane, at the t ime, to see if there wasn't a way that they 
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cou ld do business. It was shortly after that that Steve took his l ife and was not there 
anymore. 

Senator G. Lee: The question is what do you need to specifically be a part of th is. Is the 
sl ice too big that they're offering? Do you need an annuity section or a bond section . The 
treasurer asks for money to be put into state institutions and now they're not real ly 
interested in  it in  the way she wants to put it in ,  so what are you looking for? Be more 
specific in terms of the answers . 

Bob Willer: This is not a savings account. If we're thinking of offering up CDs, that not what 
we're talking about. We're talking about managing the investments from the funds that are 
part of the $9.2M.  I f  the gu idel ines that have been establ ished over the years for their 
selection process, was such that we could manage money l ike they do for it. We are not 
specialized in the large cap growths. We do a composite; or let us do fixed income and try 
it on for a three year period . I n  any way, you may be the best; you may be the worst, but if 
you average it over time, you' l l  find that anyone of these institutions is going to be 
competitive . 

Senator G. Lee: So if it was a composite of a variety of fund sources and a small enough 
s l ice that your  g roup cou ld participate in, that wou ld satisfy an area that you cou ld 
participate in? 

Bob Willer: I bel ieve so. There wou ld be more detai l  to be worked out. I th ink that there's 
probably not any one of us that can take on $9M dol lars and be a good manager for you .  
We're not asking that. All we're asking is to consider what a smal l  sl iver might do for the 
institutions in the state set up in a way that we could manage, we could benchmark, where 
you could mon itor, where we could keep track of and see how we do. Just l ike any other 
money manager that currently is on board , if we're not performing,  get rid of us.  

(12 :40) Senator Carlisle: What wou ld be wrong with putting a sunset clause on the bi l l? It 
wou ld g ive you a shot for a couple of years, you report back and is that too short a window? 

Bob Willer: When you look at averages of money managers ,  you're looking at 3,5 and 10 
year increments .  I 'm thinking we'd want to at least look at three years .  

Senator Bowman: What we're real ly looking for on the money is retu rn on investment. If 
your  opportun ity to meet and take part of that portfolio and show the state that you're return 
back to the state is going to be as good , if not better. What I looked at from a business 
standpoint is that by doing that, part of that money that you generate from operating th is 
stays in the state of North Dakota and gets reinvested in the state and it's a win-win deal for 
the whole state. 

Bob Willer: That's exactly how we look at it. North Dakota derives its income from doing 
this kind of work. The reinvestment that we can make in the commun ities that we work, l ive 
and play in is a win-win .  From a government standpoint, wouldn't the publ ic love to know 
that as a state, we're looking for ways to improve our commun ities by simply managing? 
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Kevin Dvorak, President, North Dakota Community Foundation: 
Testified in  favor of H B  1033. No written testimony. 

We are a statewide non-profit organization that has the fiduciary responsibi l ity to the 
investment board and we fulfi l l  that obl igation by investing in North Dakota institutions for 
nearly al l  of our investment portfol io. We currently have six investment advisors .  They are 
bank trust department's wealth management divisions in  ND.  I 'm a certified financial 
planner certificant so I have an education in  financial matters. I also have twenty five years' 
experience at the North Dakota Commun ity Foundation . Most foundations use a similar 
system to what ND does . We're a l ittle bit d ifferent in that respect, in that we thought that if 
we're a ND institution, we ought to invest in ND institutions and use that expertise that's 
here in North Dakota . We are members of the National Council on Foundations. We 
participate in a quarterly survey of our peers for investment returns. We benchmark 
ourselves against those other institutions across the country. Our  returns over the last 25 
years that I 've been at the North Dakota Commun ity Foundation are genera l ly at or above 
the mean for our peers across the country and many of them employ Kalon and SEI  and al l  
those large firms, but they actual ly long term, do no better than the ND Community 
Foundation does by investing in First I nternational Bank, Bel l State Bank, US Bank, 
Bremer, Wells

· 
Fargo and Bank of the West, currently. We have those relationships 

ongoing. We give them a fu l l  portfol io so each of those advisors gets an investment pol icy 
that's passed by the Board of the Community Foundation.  They al l  have the same 
investment pol icy in which to invest its d iversified portfol io. We benchmark them against 
each other on their total net return of net of fees and then those that are doing better get 
more money; those that are not doing so wel l ,  don't get any new money; and if they're poor 
enough,  they get put on probation. If they continue to do poorly, then the money is moved 
somewhere else. Th is g ives us the abi l ity to compare apples to apples. When they have 
the same investment pol icy to follow, you can benchmark them against each other 
whenever you want to. 

(18:40) Senator Robinson: Have you noticed any sign ificant d ifference on fee structures? 

Kevin Dvorak: There is a variation, but it's general ly a stepped fee depending upon how 
much money we have. We general ly try to get them to at least $6M per advisor. Some of 
them are approach ing $20M in assets and so the fee structure is stepped . We pay 
between 30-60 basis points for investment advice. 

Senator Heckaman: When you invest in those 6 banks, do they invest that money only in  
ND? 

Kevin Dvorak: No, that's a fallacy. There is really no way for you to invest only in  N D  
compan ies and meet your  fiduciary responsibi l ity. You have to be d iversified . We are 
making those institutions stronger by investing with them. They have a presence here. 
They l ive here. They g ive here and do things in ND. They are the relationships that we 
think are important. We're making those institutions stronger by using them, but there is no 
way we could say you can only invest in North Dakota institutions. That's not a practical 
way to go. 
Senator Heckaman: Do you know what percent stays in ND of your investments and what 
goes out and is invested out of state? 
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Kevin Dvorak: If you were to look at Fortune 500 companies, we have one in ND - MDU 
Resources . I don't know if there are sti l l  some S&P 500 or not. I would say that a very 
smal l  percentage is invested in ND compan ies if you look at the stocks and bonds because 
there isn't a market of sufficient size to do that. When you support those institutions that 
have a presence here, you make those institutions stronger and that is good for the 
community. 

Senator Heckaman: My thought is that they'd be investing in their local commun ity by 
lend ing that money in their local commun ity, but that's not so? 

Kevin Dvorak: We're not in the banking business . We're in the investment business and 
there is a d ifference between running a bank and loaning the money to ND organ izations. 
That's another way of investing money. We are investing money in  the fu l l  economy of the 
world . That's the way you have to if you're going to maintain your  fid uciary responsibi l ity. 
You cou ld say a certain portion of it has to go to ND banks and it has to be lent out to North 
Dakota institutions, but that is m icro manag ing to some degree and we don't general ly do 
that. 

John Stibbe, Wealth Manager and Senior Vice President, First International Bank and 
Trust: Testified in favor of HB 1033. No written testimony. 

The First I nternational Bank and Trust was establ ished in 1 910 so we've been in the State 
of North Dakota for over 1 00 years and we continue to grow and see our commitment to 
the state and communities g row. Today, we're about a $2B bank and employ over 500 
employees . In 1 992 , we establ ished our trust department and currently manage about 
$700M in assets and we also work with the ND Community Foundation .  
(Told of two s ituations where North Dakotans had moved out of state and are currently 
back home working for their bank.) 
As a North Dakota institution , we're famil iar with the "prudent investment standards" under 
the NDCC and we have a wel l-defined strategy for managing our client portfolios .  As a 
North Dakota bank, we have a vested interest in the prudent investment of the Legacy 
Fund.  The trust industry in this state has a rich history of managing funds in a fiduciary 
manner. The duties of a trustee under the Century Code gu ide our industry and help define 
the strategies we employ to bu ild prudent strateg ical ly d iversified strategies for our cl ients. 
If we were working for the State I nvestment Board , we wou ld work with them in a very close 
manner to make sure that we are in compl iance with their investment pol icy statements. 
The amendment proposed in HB 1033 wou ld support the objectives of the legacy fund by 
having ND institutions governed by the Century Code's prudent investment standards while 
managing a portion of the legacy fund. The local financial institutions in  our state are wel l  
qual ified to effectively and efficiently manage funds for the legacy fund . Keeping a portion 
of these funds to be managed in the state, the fees for managing those funds wi l l  stay in 
ND and wi l l  benefit North Dakota institutions. 

(24 :50) Senator G. Lee: We're told that the investment board isn't real ly cooperative in 
terms of a l lowing your  s ize of investor. What size of dol lars wou ld meet your abi l ity to 
participate in  the investment opportun ity that's here? 
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John Stibbe: From our perspective, we wou ld not have an issue with the size of the 
investment dol lars .  The reality is that we have foundation clients where we're manag ing 
$50M dol lars .  We'd have no problem with a $50M - $ 1  QOM investment in  our shop. It's a 
scalable strategy and because we have a staff that is able to handle that. 

Senator G. Lee: $50M-1 QOM - your trust company could manage that s ize of a portfol io? 
(Answer - Correct.) 

Senator Sorvaag asked what the fees would be on $ 1 00 M. The fees that you'd earn on 
the $900M is what would stay in the state? 

John Stibbe: It would depend on the size of the portfol io.  As you get to the larger 
commitment, you see your fees reduced . H is estimate of 30-60 basis points is a fair 
estimate. 

Senator Sorvaag: $20-30M wou ld stay in the state, then? That's the earn ings? I 'm trying 
to put together a number of why we are doing this. You'd invest $900M.  

John Stibbe: One percent of $900M,  you'd be at $9M and with 50 basis points wou ld 
make it $4.5M.  

Senator Robinson: What are the total fees we are paying now under the current 
structure? 

Dave Hunter, Executive Director & CIO, ND Retirement and Investment Office (RIO): 
The Legacy Fund spent approx. $4 .BM in fees for the fiscal year ending June 30, 20 1 4 .  
That approximated 2 7  basis points on the assets at that time. 

Senator Robinson: What are we paying on the fu l l  $9M? 

Dave Hunter: For the fiscal year end ing June 30, 20 14 ,  we spent $44M on fees - that was 
on an average asset base of about $8.58 

Kevin Strege, Banker and also representing the Bismarck-Mandan Chamber of 
Commerce: Testified in  favor of H8 1 033. No written testimony. 

The Chamber's support for this is a basic support of competition ;  that there has not been 
the al lowance of. There has not been the use of North Dakota institutions. We fully expect 
them to a l l  be held to the same standards ,  both in terms of fiduciary and in  terms of fees as 
the current level .  The way to find that out is to al low them a chance. There is economic 
development and there is a mu ltiplier effect. Money that is created with new jobs in a state 
spends thru the economy multiple times as this competitive process is al lowed to progress . 

Senator O'Connell: Of the $44M in fees, what d id we make or what was our return? 

David Hunter: For the overal l  $98, (ta lking in percentage terms) : For the pension trust 
itself, for the fiscal year ending June 30, 201 4 ,  we earned about a 1 6% return ; for the 
insurance trust, it varied because of the assets , but included the Legacy Fund,  it ranged 
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from as l ittle as 2% for the budget stabi l ization fund up to 1 7% for the Cultural Endowment 
Fund.  The Legacy Fund itself, ending December 3 1 , 201 4  generated a return of 4 .2%. 

Laney Herauf, Greater ND Chamber, Lobbyist # 145: 
Testified in favor of H B  1 033. No written testimony. 
Wants to inform the committee that the Chamber supports the legislation and feels that 
investing in North Dakota institutions is a good way to create economic development and 
bring people back to N D  and create jobs . 

David Hunter, Executive Director/CIC, ND Retirement and Investment Office (RIO): 
Testimony - Attachment 1 .  
State I nvestment Board and Legacy Fund Investment Overview - Attachment 2 .  

(40 : 1 6) Senator Bowman: Do you charge a fee? You show a net retu rn of 1 %. What fee 
do you take out of the total amount to cover the cost of admin istrating this? 

David Hunter: The net investment retu rn takes into account the admin istrative expenses 
of the Retirement and I nvestment Office . It's less than 1 � basis points; that's one and a 
half one hundredths of one percent. It's a very small number. When I said in excess return 
of one percent, that's over a benchmark, We're del ivering not only passive benchmark 
returns, but excess returns on top of that. If you step back and look at the amount of 
money we spend in  the Legacy Fund for investment manager fees versus our excess 
retu rn just for the recent year. For the one year period ending 1 2/31 /14 ,  we generated 
about 60 basis points or .6% of excess return .  For the one year period ending 6/30/14 ,  we 
spent 27 basis points or .27%, so we actually got a better than a two for one return on our 
investment dol lars .  Many times people say "Gee, we're sending dol lars out of the state". If 
I could send one dol lar out and get a multiple of that back at the end of every year, that's a 
g reat investment decision .  That's what is happen ing with our State I nvestment Board asset 
al locations investment manager decisions. We're getting better than a two for one return 
on an annual basis, at least for the past year, two and three year period overa l l .  

Senator Carlisle: Who d id the research? There are some bankers in here and I hope 
they' l l  comment. Have they seen a copy of your testimony? 

David Hunter: I have not made my testimony avai lable before hand , but I 'd be happy to 
provide them a copy. N DCC 2 1 - 1 0-07 relating to the "prudent investor ru le" , and it is pretty 
black and wh ite. The goal of the NDCC when it comes to investing is to always make sure 
we are being prudent. We're not going to try to focus on what I 'd cal l  economic re-targeted 
investing.  It's not to say we wouldn't participate in it if the overal l  retu rn in that economic re­
targeted investing was as good or better from l iqu id ity risk return overal l  profi le. 

Senator Robinson: Aren't we talking about a pi lot, and if it 's equal or greater, fine. If not ,  
we d iscontinue it .  I 'm a l ittle troubled that we're going to send a message to the state and if 
you want a good investment, you have to go outside ND .  If you look at the 2008 downturn , 
it wasn't ND banks. It was the big banks we're talking about. 

David Hunter: There is no prohibition whatsoever against ND institutions. What this 
amendment proposes is saying that we're putting a minimum requ i rement. It says "the 
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i nvestment board shal l  p lace at least 1 0% of the legacy fund assets with one or more 
financial institutions. From a practical matter, we're not sitting down and asking how we 
can get ND institutions involved so much as what's the best thing to do for the fund overa l l  
and if  we can al ign a match, it's what we look to do. 

Senator Robinson: I 'd l ike to see that happen, but h istory has told us that hasn't 
happened and that's why this is before us.  If th is wou ld've happened , we wou ldn't be 
deal ing with th is today. Shou ldn't our ND compan ies not have at least an equal opportun ity 
and if they fal l  short, they fal l  short? If need be, we can re-structure the language. 

David Hunter: The issue that you have is when you start putting min imum thresholds and 
saying you have to do someth ing.  If there's an opportun ity where our interests are a l igned, 
it can meet and we can find a great scenario, but there's been no impetus to do that. 

Rick Clayburgh, President and CEO, North Dakota Banker's Association: 
Thank you for hearing us a second time as witnesses were not available last Friday. 
Saying ten percent of the funds need to be invested through investment managers is not 
imprudent. It does not violate the prudent investor rule. Our  financial institutions have to 
fol low the prudent investor rule themselves. Specific to the NDCC, this is the legis latu re,  
the pol icy making branch of government, amend ing another section of code. The last to 
pass is what controls so if there is even a perceived confl ict, it's the leg islature saying that 
we're going to do this now and it controls so 1 0% of funds would be under management of 
prudent investors of ND.  We don't see what the concern is .  I f  there are issues with other 
funds, if there are legal issues there, if there's a way that we can sit down with this 
committee and come up with amendments to fix issues , if there are issues. We're open to 
that and we'd l ike to make this a workable bi l l .  

Senator Bowman: Different th ings that we've done with d ifferent groups, we always ask 
for accountabi l ity before the next leg islative session which would ease a lot of the pressure 
just to show that if we do this,  that it's working . That takes pressure off of us because we're 
accountable to people. When we make that decis ion and come back in a year and you can 
show that you've done very wel l  with the fund , it's a win/win deal for us ,  but if you don't .  . .  
I 'd l ike to see it, if we're going to do the 1 0% ,  that there is some accountabi l ity and there 
would be some reporting in  every biennium to the legislative body before the next session . 

Rick Clayburgh: We would agree. We would certain ly be a part if you wanted to put a 
study or reporting back, we'd be part of it. This would sti l l  be under the State I nvestment 
Board .  We would be l ine items in the report, and you'd see the same retu rn that you see on 
a l l  other investments that are shown under the State I nvestment Board report. We would 
be open to making a specific report to this leg islature about the performance of our ND 
institutions. 

Chairman Holmberg: The amendment that is the crux of the d iscussion is over a month 
and a half old . How much dialogue was there between your groups and the treasurer's 
office and the board regarding this language to try to work out any d ifferences before the 
p ickle is put on our plate? 
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Rick Clayburgh: This was Representative Keiser's amendment and at fi rst we were 
deferring to Rep. Keiser. After the point that we had met with Leg islative Council and Rep. 
Keiser, we reached out to you .  We d id not have d iscussions with the investment board . 
Again ,  we're talking about the Legacy Fund.  At the time, we d idn't anticipate concern with 
it. I was visiting with the Lt. Gov. and I understand there are some issues there. And if 
there are or there's a way we can address some of the concerns they have, we're open to 
it. Specifically, we're talking of the Legacy Fund,  none of the other funds that may have 
other types of restrictions on it. To your  question , we d id not and I don't believe Rep . 
Keiser had any d iscussions with them . 

Kelly Schmidt, North Dakota State Treasurer: I am currently the longest serving 
member on the State I nvestment Board and I 'm d isappointed to hear that there's a 
miscommunication in our process . From hearing some of the d iscussion today and last 
Friday, I think there real ly is a miscommunication on how we do things. Also , during my 1 0  
year tenure on the board ,  I have not been approached by any N D  bankers relating to an 
opportun ity to do business with the State Investment Board and I wou ld welcome that 
conversation .  We do have a process and it has worked very wel l  for us for a very long 
time not only in  the sense that we honor our fiduciary responsibi l ity, but it has brought 
responsible returns to what we do for the people of ND.  That process added 1 % of alpha 
(see footnote) to our overal l  funds of what we do. We don't go out and pick managers.  We 
have a process in wh ich we have a structure in which we need to h i re someone. We go to 
our consu ltant and say we're looking for a manager that can do th is.  They go out into their 
system and they find us a group of however many there may be and we dr i l l  it down and 
d ri l l  it down and dri l l  it down unti l we perhaps have four  or five. Then our  R IO staff dri l ls it 
down and dri l ls it down unti l we get the best of the best. That is how those managers come 
to us.  We have gone thru the due-d i l igence of that process. We do business with the 
Bank of North Dakota. We have over $1 QOM invested with the Bank of ND .  I would state 
that that too puts dol lars into our state and brings opportun ities for housing and different 
things as it relates turning our economic development. 

Someth ing else that I 've heard that is not correct is that we don't RFP our process. Century 
Code 2 1 - 1 0 , the prudent investor rule does not requ i re us to RFP so if someone is 
expecting an invitation to come and bid and be part of that process , never in  my 1 0  year 
term have I understood anyone to have an opportunity to be invited . You're invited to go 
thru the process to work with our consultants and be part of that portion and we wou ld be 
more than happy to sit down with anyone that wants to learn and understand how that 
process is. Our  fiduciary responsibi l ity is number one and only number one - and that is to 
do the very best that we can for the legacy fund and pension funds for the state of ND.  
They are ND dol lars and we have the prudent investor and fiduciary responsibi l ity to a l l  of 
them. It's very d ifferent for us to have someone point a finger and say now we have to 
cherry pick. 
Our managers are consistent. It would not be fiscally responsible for us to h i re someone 

with the intention that they were only going to stick around for a couple years. It costs us 
money to un invest and reinvest. Every time we change a manager, it costs us and the 
people of N D  dol lars and so if we invest with a company and if we've done it wel l ,  I hope we 
never have to change them . We have manager reviews regu larly where we are watching 
and we are paying attention to their management structure , to their team, to their returns 
and we have a criteria that our board and staff pay a lot of attention to. We have h i red 
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managers and fired managers , but that being said, I am happy to answer any questions. 
know myself and fel low board members and the Retirement and I nvestment Office would 
be happy to sit down with this group and have a conversation because unti l  last Friday, we 
didn't know anything about this amendment. 

Chairman Holmberg: I would suggest this committee is not a referee and I think you r  
suggestion that you a l l  get together and d o  some vis itation before we take this bi l l  u p ,  we've 
got time. We are busy this week and next week so hopefu lly between that time . . . .  We wil l  
d iscuss the bi l l  in  th is committee over a week from now but you've got to have that 
dialogue, un less we have to pick a winner or loser and we don't always do a good job doing 
that. 

Drew Wrigley, Lt. Governor, State of North Dakota and Chairman of the State 
Investment Board: I th ink there are a couple points that do need to be made. The entire 
investment board welcomes every opportunity and wou ld certain ly be g lad to stand up here 
and say we have a strong preference for investing in the State of ND ,  or even a smal l  
preference, a 1 0% preference as a compromise position .  But we have real legal mandates 
that we wou ld be forced , by this amendment, to violate one of. We'd be able to choose tho, 
which legal mandate or who do we want to be sued by. Do we want to be sued by the 
people who hold pensions in the State of ND because we've violated the prudent investor 
rule which is not a negotiable matter, it's a maximization requirement. So do you want to 
be sued by al l  the teachers, and the firemen and the pol ice officers , and the state 
employees for not maximizing? Or do we want to vio late the new mandate from the State 
of ND? We'd love to find a way that we cou ld have that preference . Treasurer Schmidt 
points out that no bankers have approached her. Several bankers have approached me, 
probably as chairman of the committee. A former governor has approached me on behalf 
of an interest. Every single time, I tel l  them the same thing . My requ i rement is that I be 
objective about it and that I then turn those people over to the process with our staff and 
they follow through. I would love it if they came back and said , "Fol lowing our objective 
process , meeting our legal obl igation on behalf of, by the way, not just those pensioners,  
the State of ND has a strong financial interest. When those dol lars are not maximized and 
we don't meet the mandate, you a l l  have to come through with the money that you 
promised people under their pensions. You have to come up with that money when we 
don't meet our mandate to maximize if we're not going to. It's an untenable choice. I 
would say this on the compromise. This is a situation we can't compromise. There is a 
val ley with a river a long ways down . You can take the road that we are requ i red to legal ly 
or there is the other road . There's no compromising or you're fa l l ing into the abyss. We 
have to meet those legal obl igations. This wou ld put one on us that would make us 
choose. We cou ld choose though .  Who do you want to be sued by? Which law do you 
want to vio late? Access to make the pitch - any and every entity who has approached me, 
including the entity wh ich was known to the former ND governor got the same exact 
treatment and the same fingers crossed . I hope that it works out. It was mentioned that 
Bell State, as some time back, I think it was impl ied to this committee that had there not 
been the death of Mr. Cochran,  and maybe if Lt. Gov. Dalrymple hadn't become the 
governor, it might have changed . I can tel l  you that it wou ld have been the same resu lt. 
Bell State approached us recently again and I d id the same th ing.  We turned them over to 
the process. We crossed our fingers and hoped . I hope that it works out the very best 
way. Nothing in our process forecloses anyone from ND.  I don't think anyone can 
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seriously wonder, if any member of that board wouldn't l ike to prefer, but we're not legal ly 
al lowed to prefer anything other than attempting to maximize on behalf of the pensioners 
and on behalf of the State of North Dakota. We'd be anxious to meet and talk .  Could 
there be some legal ground establ ished , where you could stand on where we wou ld be 
rel ieved of legal obl igation that we now have - which is a serious one for wh ich we cou ld be 
sued when we violate? If that legal ground cou ld be establ ished , of course , we'd be wi l l ing 
to entertain that and have any and al l  d iscussions. I ' l l  leave it at that. We're sympathetic, I 
get the impu lse and we're al l  in  pol itics so I get the impu lse of wanting to do something that 
is favorable to your  constituency. We understand it. I t  wou ld be easy also, especial ly for 
Treasurer Schmidt and me, to not come into th is room and have to testify, h ide in the 
hal lway and we not come in and testify, and just send our staff in .  But  it's a serious 
obligation that we've a sworn obl igation , a legal obl igation to meet. With that said , we look 
forward to the opportunity to talk with the members, but we have to include the AGs office 
because there's a legal foundation that has to be establ ished . We're open to the 
d iscussion .  Thank you to the committee and I cou ld answer any questions. 

Chairman Holmberg closed the hearing on HB 1 033 and we wil l  be in touch with the 
groups prior to when we take the bi l l  up again .  

DEFI N ITION o f  'Alpha' 

1 .  A measure of performance on a risk-adjusted basis. Alpha takes the volatil ity (price risk) of a mutual 

fund and compares its risk-adjusted performance to a benchmark index. The excess return of the fund 

relative to the return of the benchmark index is a fund's alpha. 

I NVESTOPEDIA EXP LAI NS 'Alpha' 

1 .  Alpha is one of five technical risk ratios; the others are beta, standard deviation ,  R-squared, and the 

Sharpe ratio. These are al l  statistical measurements used in  modern portfol io theory (MPT). All of these 

indicators are intended to help investors determine the risk-reward profi le of a m utual fund. Simply 

stated,  al pha is often considered to represent the value that a portfolio manager adds to or subtracts 

from a fu nd's return. 

A positive alpha of 1 . 0 means the fund has outperformed its benchmark index by 1 % .  Corresponding ly, 

a simi lar negative alpha wou ld indicate an underperformance of 1 %. 
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Chairman Holmberg cal led the committee to order on Tuesday, April 07,  201 5  in regards 
to HB 1 033. Roll Call was taken.  All committee members were present. Adam Mathiak, 
Leg islative Counci l and Becky Deichert, OMB, were also present. We have four bi l ls that 
have come back. We' l l  ta lk about them before we go up to floor session today. We wil l 
start with 1 033. HB 1 033 has to do with the defin itions for the legacy fund.  The banks 
gave us some great information the other day. They've been working with the State 
Investment Board and others and are to be thanked for their input, as I understand they're 
planning to work together with the entities over the next wh ile, after the session . 

Rick Clayburgh, President of ND Banker's Association stated they wish to back away 
from their amendments . 

Chairman Holmberg: if they backed away from their amendment is there a proposal from 
the committee on 1 033? That was the only amendment we had .  

Adam Mathiak, Legislative Council: The main purpose of the b i l l  i s  to create some clarity, 
because the constitution for the legacy fund d idn't g ive precise explanations on certain 
things. The intent of th is bi l l  was just to provide some additional clarity, th ings l ike what is 
at the end of the bienn ium mean;  what exactly is composed of the earn ings and principle, 
and to define the total revenue, as far as what is that excluded . It's not based on the total 
revenue with the al locations that go to the tribes. It's the 30% of the revenue after 
deducting out the portion that goes to the tribal al location.  It's mainly just to provide some 
clairity. There is a lso the add itional language that OMB wou ld be the one that's going to 
determine the l imitation , there is a 1 5% of l im itation of spending the principal and so this 
just identifies OMB as the office that wi l l  determine that amount. There was some intent 
language that was added related to the legacy fund transfers. Essentially it is that the 
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transfers wil l  go back into the fund to accumulate so be transferred to the general fund but 
then transferred back from the general fund to legacy fund . So that was just section of 
intent in section 3 .  (4 .32) 

Chairman Holmberg: It came from the interim committee and it  was a techn ical correction 
and then we had suggested amendments that had been offered and those amendments 
were withdrawn so what we have is an interim techn ical correction b i l l  for defin ing the 
legacy fund . Do we have a motion? 

V. Chairman Krebsbach moved a Do Pass on HB 1 033. 2"d by V.Chairman Bowman. 

Senator Robinson: This is an example of an exercise that works, the two sides come 
together. We opened up some commun ication.  We' l l  see what happens in the next couple 
years. No one was suggesting that we bend or break the ru les . Let's hope things wil l  work 
out. In the past the communication wasn't there. I feel good about this. 

Chairman Holmberg: Would you ca l l  the rol l  on a Do Pass on HB 1 033. 

A Rol l  Cal l vote was taken . Yea:  1 3 ; Nay: O;  Absent: 0 .  V. Chairman Krebsbach wil l  carry 
the bi l l .  

The hearing was closed on HB 1 038. 
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HOUSE BILL NO. 1 033 t/ ;z.. � 5 
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I ntroduced by 

Legislative Management 

(Government Finance Committee) 

1 A B I LL for an Act to create and enact three new sections to chapter 54-27 of the North Dakota 

2 Century Code, relating to definitions for the legacy fund,  the legacy fund principal balance, and 

3 a transfer of legacy fund earnings; and to repeal section 2 1 -1 0-1 2 of the North Dakota Century 

4 Code, relating to a definition of legacy fund earnings. 

5 BE IT ENACTED BY THE LEGISLATIVE ASSEMBLY OF NORTH DAKOTA: 

6 SECTION 1 .  A new section to chapter 54-27 of the North Dakota Century Code is created 

7 and enacted as fol lows: 

8 Definitions for the legacy fu nd. 

9 For the purposes of section 26 of article X of the Constitution of North Dakota: 

1 0  1 .  "At the end of each biennium" means after cancellation of unexpended appropriations 

1 1  pursuant to section 54-44. 1 -1 1 .  

1 2  2. "Earnings" means net income in accordance with general ly accepted accounting 

1 3  principles. excluding any unreal ized gains or losses. 

1 4  3 .  " Principal" means thirty percent of total revenue derived from taxes on oil and gas 

1 5  

1 6  

1 7  

production and extraction deposited in the legacy fund, earnings of the fund accruing 

prior to July 1 .  201 7. and any funds transferred by the legislative assembly into the 

fund from any source. 

1 8  4. "Total revenue derived from taxes on oi l  and gas production or extraction" means 

1 9  taxes col lected from oil and gas prod uction or extraction pursuant to chapters 57-5 1 .  

20 57-5 1 . 1 .  and 57-51 .2. excluding the amounts al located to the Three Affiliated Tribes. 

21  SECTION 2.  A new section to chapter 54-27 of the North Dakota Century Code i s  created 

22 and enacted as fol lows: 

Page No. 1 1 5.0057.0300 1 
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1 Legacy fund expenditure l imit determination - Draft appropriation act restriction. 

2 The d irector of the office of management and budget shall determine. by December first of 

3 each even-numbered year and at other times as requested by the legislative management. the 

4 amount equal to fifteen percent of the principal balance of the legacy fund. which may be 

5 avai lable for expenditure during a biennium in accordance with section 26 of article X of the 

6 Constitution of North Dakota. The determined l imit on available funds must be included i n  the 

7 budget data presented to the legislative assembly as provided for in section 54-44. 1 -07.  The 

8 available funds may not be included in draft appropriations acts under section 54-44. 1 -06. 

9 SECTION 3. A new section to chapter 54-27 of the North Dakota Century Code is created 

1 0  and enacted as follows: 

1 1  Transfer of legacy fund earnings Intent. 
1 2  Any legacy fund earnings that are transferred to the general fund in accordance with 

1 3  section 26 of article X of the Constitution of North Dakota must be transferred im mediately by 

1 4  the state treasurer to the legacy fund to become part of the principal of the fund . It is the intent 
1 5  of the legislative assembly that the earnings of the legacy fund continue to accumulate as part 
1 6  of the principal of the fund until unless either oi l  and gas tax collections for a biennium decrease 

1 7  by at least twenty-five percent from the previous biennium or the earnings of the legacy fund for 

1 8  a biennium exceed thirty-three percent of the oi l  and gas tax collections for the same biennium. 

1 9  For purposes of this section. "oil and gas tax collections" means tota l revenue derived from 

20 taxes on oi l  and gas production or extraction pursuant to chapters 57-5 1 .  57-5 1 . 1 , and 57-5 1 .2. 

2 1  excluding the amou nts al located to the Three Affi l iated Tribes. 

22 SECTION 4. REPEAL. Section 2 1 -1 0-1 2 of the North Dakota Century Code is repealed. 

Page No.  2 1 5. 0057.0300 1 
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Prepared by the Legislative Council staff for �"'�" t ;l. 
Representative Delzer 

January 1 9 , 20 1 5  

PROPOSED AMENDMENTS TO HOUSE B I LL NO.  1 033 

Page 1 ,  line 1 6, replace "20 1 7" with "20 1 5" 

Page 2 ,  l ine 1 1 ,  remove " - I ntent" 

Page 2, l ine 1 4 , remove ". It is the i ntent" 

Page 2, remove l ine 1 5  

Page 2,  l ine 1 6, replace "of the principal of the fund until" with "unless" 

Renumber accordingly 
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HOUSE BILL NO. 1 033 - DEFINITIONS FOR THE LEGACY FUND 
This memorandum provides an overview of the defi nitions provided for the legacy fund in 201 3 House Bil l  

No. 1 033. The following is a list of definitions included i n  Section 1 of the bil l  and the purpose of each definition. 

Definition 
"At the end of each biennium" means after 
cancellation of unexpended appropriations 
pursuant to section 54-44. 1-1 1 .  
"Earnings" means net income i n  accordance 
with generally accepted accounting 
principles, excluding any unrealized gains or 
losses. 

"Principal" means thirty percent of total 
revenue derived from taxes on oil and gas 
production and extraction deposited in the 
legacy fund, earnings of the fund accruing 
prior to July 1 , 2017, and any funds 
transferred by the legislative assembly into 
the fund from any source. 

"Total revenue derived from taxes on oil and 
gas production or extraction" means taxes 
collected from oil and gas production or 
extraction pursuant to chapters 57-51 , 
57-51 . 1 ,  and 57-51 .2, excluding the amounts 
allocated to the Three Affiliated Tribes. 

Purpose 

Clarifies that the transfer of earnings from the legacy fund to the general fund 
at the end of a biennium is made after any appropriations of earnings made by 
the Legislative Assembly for that biennium are canceled. 

Prevents unrealized gains from being considered earnings available to be 
appropriated as transferred. The definition was originally enacted by the 2013 
Legislative Assembly and codified as Section 21-10-12. House Bill No. 1033 
moves the definition to Chapter 54-27 to be located with the other proposed 
legacy fund definitions and repeals Section 21-10-12. 
Clarifies that any fund earnings accruing prior to July 1 ,  2017,  are considered 
principal of the fund. For consistency, the definition also includes the 
constitutional provisions 30 percent of total revenue derived from oil and gas 
production and extraction and transfers made into the fund are considered to 
be fund principal. 

Clarifies that oil and gas production and oil extraction taxes allocated to the 
Three Affiliated Tribes are not subject to legacy fund deposit requirements. 
This definition is consistent with current Tax Department allocations. 

In addition to the d efinitions in Section 1 of the bil l ,  Section 2 of the bi l l  clarifies the process of determining how 
m uch principal funding is available to be expended by the Legislative Assem bly during each biennium. The 
section provides for the Office of Management and Budget to determine by December 1 st of each even-numbered 
year, and at other times as requested by the Legislative Management, the amount equal to 1 5  percent of fund 
principal which may be expended during a biennium . 

North Dakota Legislative Council January 2015 
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ANALYSIS OF THE LEGACY FUND F. rlE 201 3-1 5 AN D 201 5-1 7 BIEN N I U M S  

(INCLUDING PROPOSED CHANGES AS O F  JAN UARY 27, 201 5) 

201 3-15 Biennium 2015-1 7 Biennium 
Beginning balance 

Add estimated revenues 

30 percent of oil and gas gross production and extraction tax collections 1 

Transfer of oil and gas tax revenues from the strategic investment and improvements 
fund

2 

$1 ,280,714,486 

$1 ,665,930,000 $1 , 1 86,250,000 
240,370,000 1 1 9, 1 50,000 

Transfer of other revenue sources from the strategic investment and improvements fund
3 30,400,000 13,000,000 

Investment earnings
4 1 24,000,000 1 24,000,000 

$3,341 ,41 4,486 

Total estimated revenues 2,060,700,000 1 .442,400,000 
Total available $3,341 ,41 4,486 $4,783,814,486 
Total estimated expenditures and transfers

5 0 0 
Estimated ending balance $3,341 ,41 4,486 $4, 783,8 1 4,486 
1 Estimated revenues - These amounts reflect actual oil tax revenue collections deposited in the fund through December 2014 and estimated allocations for the 
remainder of the 2013-15  biennium and estimated oil tax revenue allocations for the 201 5-1 7 biennium based on the January 201 5  revised revenue forecast. 
These amounts do not reflect any transfers from the strategic investment and improvements fund. The transfer amounts are shown separately on the schedule. 

2Pursuant to North Dakota Century Code Section 1 5-08.1 -08, if  the unobligated balance of the strategic investment and improvements fund exceeds $300 million 
at the end of any month, 25 percent of any revenues received for deposit in the strategic investment and improvements fund in the subsequent month m ust be 
deposited instead into the legacy fund. These amounts do not reflect additional transfers from the strategic investment and improvements fund from revenue 
sources other than oil and gas tax revenue. 

3
These amounts reflect transfers to the legacy fund from the strategic investment and improvements fund from revenue sources other than oil and gas tax 
revenue, pursuant to Section 1 5-08.1 -08. 

4rhese amounts reflect investment earnings estimated by the Retirement and Investment Office. 

5The principal and earnings of the legacy fund may not be spent until after June 30, 20 1 7. 

NOTE 
The following bill under consideration by the Legislative Assem bly may have a significant effect on the legacy fund: 

• House Bill No. 1 377 amends Section 1 5-08.1 -08 to eliminate the transfer of 25 percent of any revenues from the strategic investment and improvements 
fund to the legacy fund, if the unobligated balance of the strategic investment and improvements fund exceeds $300 million at the end of any month. 

FUND HISTORY 
The legacy fund was created in 201 0  when the voters of North Dakota approved a constitutional amendment-now Article X, Section 26, of the Constitution of North 
Dakota-to provide 30 percent of oil and gas gross production and oil extraction taxes on oil and gas produced after June 30, 201 1 ,  be transferred to the legacy fund. The 
principal and earnings of the legacy fund may not be spent until after June 30, 201 7, and any expenditure of principal after that date requires a vote of at least two-thirds of 
the members elected to each house of the Legislative Assembly. Not more than 1 5  percent of the principal of the legacy fund may be spent during a biennium. The 
Legislative Assembly may transfer funds from any source to the legacy fund, and such transfers become part of the principal of the fund. The State Investment Board is 
responsible for investment of the principal of the legacy fund. Interest earnings accruing after June 30, 2017, are transferred to the general fund at the end of each 
biennium. 

� North Dakota Legislative Council 29 February 2015 

� 



• 

• 

• 

Prepared by the Legislative Council staff for 1 5. 0057. 03004 
Title. Representative Keiser 118 / D 3 3 

January 29,  20 1 5  

PROPOSED AMENDMENTS TO HOUSE B I LL NO.  1 033 

Page 1 ,  l ine 3, replace "repeal section" with "amend and reenact sections 2 1 -1 0- 1 1  and" 

Page 1 ,  l ine 4, replace "a defin ition of' with "investment of the" 

Page 1 ,  line 4, remove "earn ings" 

Page 1 ,  after l ine 5, insert: 

"SECTIO N  1. AM E N DMENT. Section 2 1 - 1 0-1 1 of the North Dakota Century 
Code is amended and reenacted as fol lows: 

21 -1 0-1 1 .  Legacy and budget stabil ization fund advisory board. 

The legacy and budget stabilization fund advisory board is created to develop 
recommendations for the investment of funds in the legacy fund and the budget 
stabil ization fund to present to the state investment board . The goal  of investment for 
the legacy fund is principal preservation while maximizing total return and utilizing local 
financial institutions. The board consists of two members of the senate a ppointed by 
the senate majority leader, two members of the house of representatives appointed by 
the house majority leader, the d irector of the office of management and budget or 
designee, the president of the Bank of North Dakota or designee, and the tax 
com missioner or designee. The board shall select a chairman and m ust meet at the 
cal l  of the chairman.  The board shal l  report at least semiannual ly to the budget section . 
Legislative members are entitled to receive com pensation and expense reimbursement 
as provided under section 54-03-20 and reimbursement for mi leage as provided by law 
for state officers . The leg islative council shal l  pay the com pensation and expense 
reim bursement for the legislative members. The legislative council  shal l  provide staff 
services to the legacy and budget stabilization fund advisory board . The staff and 
consultants of the state retirement and i nvestment office shall advise the board in 
developing asset a l location and investment policies. 

SECTION 2. AM ENDMENT. Section 2 1 - 1 0- 1 2  of the N orth Dakota Century 
Code is amended and reenacted as follows: 

21 -1 0-1 2. Legacy fund - Earnings definedlnvestment. 

For the purposes of section 26 of article X of the Constitution of North Dakota, 
the term "earnings" means net income in accordance with generally accepted 
accounting principles, excluding any unrealized gains or lossesNotwithstanding section 
2 1 - 1 0-07, the state investment board shal l  place at least ten percent of the legacy fund 
with one or more financial institutions chartered in and located in this state and which 
are experienced in and hold considerable knowledge of the field of i nvestments ."  

Page 2 ,  remove l ine 22 

Renumber accordingly 

Page No. 1 1 5 . 0057.03004 
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I am here to provide clarifying testimony relating to a Proposed Amendment to House Bi l l  No.  
1 033 which recommends that "the state investment board shal l  place at least 1 0% of the legacy 
fund with one or more financial institutions chartered in and located in this state and which are 
experienced in and hold considerable knowledge of the field of investments". This proposed 
amendment is i nconsistent with North Dakota Centu ry Code ("NDCC") wh ich states the 
S I B  shall  apply the prudent investor rule in  i nvesti ng for funds under its supervision .  

The ''prudent investor rule " means that in making investments the fiduciaries shall 
exercise the judgment and care, under the circumstances then prevailing, that an 
institutional investor of ordinary prudence, discretion, and intelligence exercises in the 
management of large investments entrusted to it, not in regard to speculation but in 
regard to the permanent disposition of funds, considering probable safety of capital as 
well as probable income. 

It is important to note that the current governance structure which includes the "prudent 
i nvestor rule" has combined with SIB's investment manager selection ability to generate 
approxi mately 1 % of excess return since the inception of the Legacy Fund. 

The attached presentation provides : 1) an overview of the SIB investment process; 2) a 
summary of cl ient assets under management; and 3) the i nvestment results experienced 
by the Legacy Fund over the past three years. 

I s incerely thank the Committee for al lowing me the opportunity to provide clarifying testimony 
and would be happy to address any questions at this time. 

/, ( 
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State I nvestment Boa rd a nd 
Legacy Fu nd I nvestment Overview 

Senate Appropriations Committee 
M a rch 17, 2015 

Dave H u nter, Execut ive Di rector I C I O  v � 
N D  Ret i re m e nt & I nvest m e nt Office ( R I O) � � 
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C> State I nvestment Boa rd 
l> C l i ent Assets U n d e r  M a n agem e nt 

l> I nvest m e nt Process Ove rvi ew 

l> C l i ent, Boa rd a n d  R I O  Responsi b i l i t ies 

l> M a n ager, Custod i a n  a n d  Consu lta nt Respons i b i l it i es 

C> Legacy Fund 
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l> Asset Al l ocat ion 

l> I nteri m I nvest m e nt U pd ate 

l> I m p l e m e ntat ion of Strategi c  Al l ocat i o n  {Ca l l a n  Associ ates} 

l> I nvest m e nt M a nager A l l ocatio n s  
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State I nvestment Boa rd - Cl ient Assets U nder M a nagement 
Fund Name 
Pension Trust Fund 

Pub l i c  Empl oyees Reti rement System (PERS) 

Tea chers' Fund for Reti rement (TFFR) 

Job Service of North Da kota Pens ion 

City of B ismarck Empl oyees Pens ion 

City of Gra nd Forks Empl oyees Pension 

City of B isma rc k  Pol i ce Pens i on 

Grand Forks Park District 

City of Fargo Empl oyees Pension 

Subtotal Pension Trust Fund 

Insurance Trust Fund 

Legacy Fund 

Workforce Safety & I ns u rance (WSI ) 

Budget Sta bi I i  zation Fund 

PERS Group I nsurance Account 

City of Fa rgo Fa rgoDome Permanent Fund 

State Fi re a nd Tornado Fund 

Petroleum Tank Release Compensation Fund 

State Risk Management Fund 

State Risk Management Workers Comp Fund 

ND Association of Counties ( NDACo) Fund 

State Bonding Fund 

ND Boa rd of Medi ca I Exami ners 

Bisma rc k  Deferred S ick  Lea ve Account 

I ns urance Regulatory Trust Fund 

Cultural Endowment Fund 

Subtotal Insurance Trust Fund 

PERS Retiree I ns u rance Cred i t  Fund 

Total Assets Under SIB Manage ment 

Market Values 

�of 1Zl31LH 111 

2,345,979,927 
2,046,439,456 

96,920,165 
79,421,743 
56,347,332 
34,834,996 

5,893,072 
9,656 

4,665,846,347 

2,900,880,837 
1,710,647,794 

589,598,047 
42,705,101 
40,651,973 
25,065,765 

7,152,822 
6,771,080 
6,141,008 
3,481,321 
3,299,303 
2,131,999 

859,648 
646,335 
373,276 

5,340,406,309 

93,282,939 

10,099,535,595 

111 12/31/14 and 12/31/1 3 market values are unaudited and subject to change. 

Market Values 

as of 6/30/14 121 

2,332,744,037 
2,061,684,912 

97,825,769 
78,804,326 
57,896,611 
34,643,204 

5,938,993 
9,702 

4,669,547,555 

2,215,941,142 
1,703,987,980 

586,199,881 
37,425,567 
41,775,992 
29,223,707 

7,092,998 
6,948,162 
5,965,322 
3,445,373 
3,268,991 
1,889,897 

849,818 
1,146,038 

364,979 
4,645,525,847 

90,360,366 

9,405,433,768 

111 6/30/14 market values as stated in the Comprehensive Annual Financial Report. 

R-> � 3 
G.> 

Market Values 

as of 12131/13111 

2,204,819,633 
1,970,3 77,031 

95,276,201 
74,832,971 
53,459,799 
32,887,889 

5,653,023 
4,742,525 

4,442,049,072 

1,695,950,111 
1,627,545,930 

588,744,084 
39,626,348 
38,668,924 
28,625,262 

6,899,622 
6,593,046 
5,654,121 
2,894,408 
3,171,622 

807,624 
1,107,837 

359,577 
4,046,648,516 

83,492,581 

8,572,190,169 

� S I B  C l ient Assets U n d e r  Ma nage m e nt 

grew by a p p roxi m ate ly 18.5% or  $1 .53 
b i l l ion i n  the  last yea r. 

� The Pe nsion Trust posted a net ret u rn of 

a pproxi mate ly 6%, whi le  the I ns u ra nce 

Trust generated a 5 . 1% net retu rn in the 

last yea r. I nvestments were res pons i b l e  

for ga ins  o f  $265 m i l l ion for t h e  Pens ion 

Trust and $204 m i l l ion  for the I ns u ra nce 

Tru st.  

� Legacy assets i ncreased by 71% (or  $1 .2  
b i l l io n )  pri ma r i ly d u e  to tax col lect ions, 

whi le  net retu rns we re 4.2% fo r the yea r  

ended December  31, 2014. 
� S I B  c l ient assets a p proxim ated $10. 1 

b i l l ion ba sed o n  pre l i m i n a ry va l u at ions 

as  of Dece m be r  31, 2014. 

-
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S I B I nvestment Process Overview 

PERS Board 
(4 Funds) l TffR Board J .______, 

Bismarck Police Pension r Bismarck Empl� I farg:o Emplo)'ttS Pension I Grand forl<s City Courd 
Board Pension Board Board Gf Pension fmd 

I I Insurance Commissioner 
WSI Board (4 Funds) 

State Risk Manag:ement 
Division (2 fmds) ne4 I �on�Arts I IND Association of Cooo � run.al Endowment 

j 

City of farg:o 
Farg:oDome Permanent Fund 

stabi��=fund I 1.eg:acy Fund l .. • State Investment Board 
,...:,";'.:,-=.., / 

(SIB) 
Board 

Retirement and 
Investment Office (R IO) 
/ 

Grand FOl1's Parle District 
GF Parle District 
Pension Fund 

City of Bismarck 
Deferred Side leave Acct. 

I Custodian Bank I Investment Managers I Investment Consultant I 
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S I B  Cl ient, Boa rd a nd R IO Responsi b i l ities 

Cl ient Responsibi l ities: ( Pe r  N DCC 2 1- 10-02 . 1 ) Th e gove rn i ng body of e a c h  fu n d  s h a l l  

esta b l ish pol ic ies o n  i nvestm e nt goa l s, o bjectives a n d  a sset a l l ocat ion t h at m u st i n c l u d e :  

• Acceptable rates of return, l iquidity and levels  of risk 

• Long-ra nge asset a l l ocation goals 

State I nvestment Board Responsibi l ities: ( Pe r  N DCC 2 1- 10) : 

• I m plement cl ient asset a l locations 

• Apply Prudent I nvestor Rule when i nvest ing for fund under its su pervis ion 
• Approve genera l  types of secu rit ies for i nvestment 
• Set pol icies and proced ures regu lat ing secu rities tra nsact ions on beha lf of c l ients 
• Select custod ian  servicer 
• Select i nvestment d i rector and/or i nvestment consu lt ing service 
• Approve i nvestment manager recom mendations of i nvestment d i rector a nd consu lta nt 

Retirement and I nvestment Office Staff Responsibi l ities (on behalf of S IB} :  

• Ad minister overa l l  investment strategy 

• Advise SIB on ways to maxim ize risk/return opportunities with in  each asset c lass 
• Act as l i a ison between S I B a nd managers, consu lta nt and custod ian 
• Monitor individual  cl ients' investment guidel ines a nd asset a l locations 

• Mai ntai n  separate accounting for c l ient accounts 

� - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -
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M a nager, Custodia n a nd Consu lta nt Responsi bi l it ies 

I nvestment Manager Responsibi l ities: 

• I m p l e m e nt specif ic m a n d ates or " i nvest m e nt m iss ions" 

• M a ke buy/se l l  dec is ions ba sed on i nvest m e nt g u i d e l i n es 

• Re port to R I O  Staff o n  reg u l a r  bas is  

• P rovide ed u cat ion to S I B  

Custodian Ba n k  Responsibi l ities: 

• Safe-keep a ssets 

• Sett le  tra d es 

• Record-keeper  

I nvestment Consulta nt Responsibi l ities: 

• Perform a n ce m e a s u re m e nt of i nvest m e nt m a n agers 

• M a n age r sea rch ass ista n ce 

• P rovide ed u cat ion to S I B  

• Speci a l  p rojects 

� - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -
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Legacy F u n d  Asset Al location 

12/31/14 
Ma rket Va lue 

-
TOTAL LEGACY FUN D 2,900,880,837 

- -- -- -
LARGE CAP DOM ESTIC EQUITY 640,354,913 

- -
SMALL CAP DOMESTIC EQUITY 238,534,459 

- -
INTIIB!!ATIONAL EQUITY 566,879,673 
FIXED I N CO M E  1,009£803,904 
DIVERSIFIED REAL ASSETS 211,717,138 

--
REAL ESTATE 145,500,467 

� 
CASH EQUIVALENTS 11,440,987 

--
SHORT TE RM FIXED INCOME 76,�49,295 
N OTE: Monthly market values are prelim inary and subject to change. 

Interim 
Actua l  Pol icy 

Weight Weight 

-100.0% 100.0% 
-22.1% 22.1% 

8.2% 8.2% 
-19.5% 19.5% 

34.8% 34.8% 
7.3% 7.3% 

- -- -5.0% 5.0% 
0.4% 0.0% 
2.6% 3.0% 

Equity Target = 50% 
(Large Cap of 22 . 1 °/o + 
Smal l  Cap of 8 .2% + 
I nternational  of 1 9 . 5%>) 

Fixed Income = 35°/o 
(34 .8% per left) 

Real Assets = 1 5% 
(Diversified of 7 .3°/o + 
Real Estate of 5 . 0°/o + 
Short Term Fixed of 2 .6%) 

noting that Short-Term 

Fixed wi l l  be converted i nto 

Real Assets during  20 1 5 . 

� - - - - - - - - - - - -� � 7 
- - - - - - - - - - - - - - - - - - - - - -

- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -



Legacy Fund - I nteri m I nvestment U pdate 

Policy Allocation 

Transition completion 
January 201 5 

LEGACY FUND 

Total Fund Retum - Net 

• Broad U .S. Equity 

• Broad I nte rnationa l Equity 

• Fixed Income 

• Dive rsified Rea l Assets 

• Core Rea I Est ate 

1 Yr  Ended 3 Yrs Ended 

1 2/31 /20 1 4  1 2/31 /2014  

3.0% 
Pol icy Benchmark Return 3. 6°/o 2 . 0o/o 

Note: Amounts a re prel iminary, unaudited and subject to change. 

Key Overa l l  Observations : 

� Asset a l location is the primary 

driver of i nvestment returns .  

� The Legacy Fund transitioned 

from a 1 00°/o short-term fixed 

i ncome a l location to a 50% 

equ ity, 35°/o fixed i ncome and 

1 5% d iversified real  asset 

a l location i n  the last 1 8  months .  

� The Legacy Fund generated a 

net retu rn of 4 .2°/o and 3 .0°/o for 

the 1 - and 3-year periods ended 

1 2/3 1 /1 4 ,  respectively. 

� Active management was 

primari ly responsib le for 

generati ng 0.6°/o of " Excess 

Retu rn" (over passive 

benchmark ind ices) in 20 1 4 . 
- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -

� ... 8 
- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -
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Legacy F u nd : The Im plementation of Strateg ic  Al location 
As of December 3 1 , 20 1 4  

Actual H i stor ical Asset Al location 

1 00% 1 00% 

90% 90% 

80% 80% 

Annualized Return 
70% 70"to 

Three years as of 
December 3 1 1  201 4 1 60% 60% 

Fund:  3 . 1 3% I 50% 
Target: 2 . 1 6% 

50% 

40% • • 
Cash & Equivalents 

40% 

1 • Short Term Fixed Income 
30% • 

Real E s tate 
30°to 

• Diversified Real Assets 
20% I • Domestic Fixed Income 20% 

• International Equity 

1 0% • • 
Small Cap Equity 1 0% • 
Large Cap Equity 

0% 0% 
2012 201 3  2014 

• The Legacy Fund's asset al location pol icy has been implemented in a prudent, orderly manner. 
• The three-yea r returns are better tha n  benchmark,  due chiefly to the short term bond results . 

Callan Knowledge. Experience. Integrity. Fourth Calendar Quarter 201 4  32 



Legacy F u nd - I nvestment Manager Al locations 

Style ,. 12/31/14 Style ,. 12/31/14 
Large Cap Domestic Equity Pool Fixed Income Pool 

Los Angeles Capita l Management Lg Cap Growth 191,045,943 Western Asset Management Core 327,529,166 
LSV Asset Management Lg Cap Va l ue 193,231,379 

Prudentia l  Core Plus 81,921,935 

Los Angeles Capital Management Enha nced Russel l  1000 128,032,469 
Decl a ration Management & Research Mortgage Backed 77,893,283 
State Street Government/Credit 143,035,239 

The Cl ifton Group Enha nced S&P 500 128,045,122 Wells  Ca pita l Management Baa Average Qua l ity 327,940,491 
Total Large Cap Domestic Equity Pool 640,354,913 PI MCO Distressed Sr. Debt 51,483,790 

Small Cap Domestic Equity Pool 
Total Fixed Income Pool 1,009,803,904 

Research Affi l i ates Sma ll  Cap Va l ue 70,004,841 
Short Term Fixed Income Pool 

The Cl ifton Group Enha nced Russel l  2000 168,529,618 
Babson Ca pital - Legacy US Gov't & Credit (1-3 yrs.) 43,642,546 

Total Small Cap Domestic Equity Pool 238,534,459 
JP Morgan - Legacy US Gov't & Credit (1-3 yrs .) 33,006,749 
Total Short Term Fixed Pool 76,649,295 

International Equity Pool Real Assets Pool 

Ca pita l Group Intl Qua l ity Growth 227,657,125 Western Asset Management Global T IPS 211,717,138 
LSV Asset Management Intl Value 225,288,693 JP Morgan Real Estate 78,672,478 
Dimensiona l Fund Advisors (DFA) Intl Sma l l  Cap Va l ue 56,897,869 

Invesco Real Estate 66,827,989 
Va ngua rd Intl Sma l l  Cap Growth 57,035,986 

Total Real Assets Pool 357,217,605 

Total International Equity Pool 566,879,673 Cash Equivalents Pool 

Northern Trust Enha nced Money Ma rke 11,440,987 
Total Cash Equivalents Pool 11,440,987 
Total Insurance Trust 2,900,880,837 

Note: All amounts are deemed to be materially accurate, but are unaudited and subject to change. 

� 
... 

-
� 1 0  

\) 
• • • 


