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" 2003 HOUSE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO. HB 1015

House Appropriations Committee
Government Operations Division

0 Conference Committee

Hearing Date 01-10-03

Tape Number Side A Side B ~ Meter #
1 X X All
X X All
3 X, X All
Committee Clerk Signature % < W
Minutes:

‘O Eric Hardmeyer President of the Bank of North Dakota.
Rep. Carlson What would you want your assets to capital bauk if you were a traditional bank,
not the bank of ND? What is a good number to have industry wide?
Hardmeyer 8.66 is a healthy ratio, 7% is the baseline when the banking commission starts to
get nervous. The banking commissioner prefers to use a straight out leverage ratio. At 7% he is

nervous, At 8.66 he is very comfortable. Banks around ND have a higher capital ratio than those

._
|
i
i
|
I
|

around the country, and they average between 9-10%.
An additional 25 million dollars may be coming out of the “rainy day fund.” We are not sure

how we will end the biennium. This will come out of capital since most of our profits are used

for the 60 million dotiar transfer.
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Government Operations Division ;
Bill/Resolution Number HB 1015
Hearing Date 01-10-03

f ‘_"P Rep. Koppleman What is the primary source of interest income at the bank? What are your

reserves invested in?

Hardmeyer Our primary asset is loans at about 1 billion 330 thousand. Of that, 223 million are
farm loans, 365 million are student loans, 433 million are business and commercial loans, and
309 million are residential loans,
Rep. Glassheim I calculated the asset to capital ratio and I took 25 mitlion out of 171 million
then I get 7.3%, and that is approaching problematic,
Hardmeyer Yes, correct, our ratio after the transfer would be about 7.25%. But in addition to
the capital we do have a healthy loan loss reserve of about 25 million dollars. That is about
1.88% extra 55-57% of the loans that we have are guaranteed by the federal government due to
the student loans, Also, the residential loans are all made up of FHA which are 100% guaranteed
o and VA range from 20-60% guaranteed,

Rep. Carlson Are typical banks are they required to have a loan loss reserve? And what would

that number be?
Hardmeyer Yes, typical banks hold 1.8%.

. Rep. Carlson Could you get how those loans are guaranteed?

Rep. Timm Are there any programs now that anticipates a large loss?
Hardmeyer No, we do not have anything in our portfolio that we are concerned about.
Rep. Koppleman 43-55% of the exposure is not guaranteed, The rest of that is backed by the

bank of ND? What would happen i{ the bank should how a loss?
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} Government Operations Division
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3 Heusing Date 01-10-03
' /_l Hardmeyer To my recollection the bank suffered significant loan losses of 8-10 million dollars
I
]

in the 80’s, What happens there is it first comes out of reserves, then out of capital, The way the

bank is positioned today I don't foresee any surprises.

Rep. Koppleman If it did happen then where would the money come from?
Hardmeyer The deposits in the bank are guaranteed, not the loans.

Rep. Thoreson Are there any years the bank did not show a profit?
Hardmeyer Not in recent years,

Rep. Skarphol The balance of assets shown is 1.9 million, where is the other 675 million?

Hardmeyer In other investments to assure liquidity for the bank to make sure that we have
money available to fund our loan growth. They are also in short term investments like Fed.
Funds, They are all in good, solid investments. They are all in agencies or government

/
D treasuries.

Rep Skarphol What kind of earnings are there on those?

Senior VP of treasury Duration is about 1.2 years, investment portfolio is 270, the average life
of less than 5 years, 2-year government is 1,70, and short term is 1,25 percent. '

Rep. Warner Is the 140 million in statue SB 2015, or is it in OMB budget bill? !

Hardmeyer That is in the bill 2015, so it is in law.
Rep. Carlson What happens if bad times come?
Hardmeyer If there are losses they would hit the 25 million loan loss reserve fund before they |

hit our capital, We come out to about 23 million worst case scenario, our reserve is very

adequate. ‘

T Rep. Carlson 25 million was a 1 time transfer that is not in this budget? L
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Government Operations Division
Bill/Resolution Number HB 1015
Hearing Date 01-10-03

Hardmeyer That is correct.

Rep, Carlson That was not to be replenished?

Hardmeyer Not that I am aware of, and the only way it could be replenished is a transfer back
or some retention earnings.

Rep. Carlson The language is there, but the money is not?

Hardmeyer Correct,

Rep. Koppleman How often has the legislature taken from capital to get to the 140 million
dollar benchmark ?

Hardmeyer Prior to last session the benchmark was 100 million. It is uncommon to dip into
capital to reach a benchmark.

Rep. Glassheim OMB, in the budget is any amount beyond 25 million included to the ending
2005 balance?

Sandy From OMB, no it is not included.

Rep. Glassheim If less than 60 million dollars of profit were taken from the general fund what
would you do with the money?

Hardmeyer For every 1 million taken out of capital would lose revenue of 55,000 dollars,

It costs us on the profit side and cost of money goes down as we retain earnings meaning we
could lend money cheaper.

Rep. Carlson Is it a common practice among banks that they would borrow money to lend
money instead of using their own money?

Hardmeyer Yes.

Chairman Carlisle What is the employee turnover?
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Government Operations Division
Bill/Resolution Number HB 1015
Hearing Date 01-10-03

ﬁ Hardmeyer very low, we have 178 employees and we have between 5-7 openings at any time,
Chalrman Carlisle Are operating expenses less expensive with ITD?
Hardmeyer Yes, with 20,000/month savings with Guarantor-lender system savings. As soon
as we convert the lender system we will save about 100,000/month.
Chairman Carlisle Is that reflected in the budget?
Sandy I will make a note of that.
Rep. Skarphol Are you over or under budget stating IT cost in the projected budget?
Hardmeyer Probably under estimating.
Rep. Skarphol From the 01-03 session and the 03-05 session you estimated 2 million dollar
savings in IT?
Hardmeyer Correct.

O Rep. Skarphol The total cost is going to be over 5 years?
Hardmeyer We would buy one integrated system and put that into play this biennium. We
would pay for this over 3-5 years.

Rep. Glassheim How does that system work with ERP?

Hardmeyer This is a banking system and not the same as ERP, however they may overlap a

little bit.

Rep. Warner Are there any large market banks that have a portfolio of student loans that are
comparable in size to yours nationally? And do they have a commercially available software

available instead of starting from scratch,

Hardmeyer Sallic May has a comparable software, but we would be vulnerable to them and

> ) though that not the best choice.
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Government Operations Division

Bill/Resolution Number HB 1015

Hearing Date 01-10-03

f N ) Rep. Warner When you transfer checks between banks are they done electronically yet?

Hardmeyer We still process about 4 million checks on paper, but the industry is going to

electronic transfers,
Rep. Skarphol Do you think that if you would have more professional participation in the
planning stage of student loan IT change would it have gone smoother?
Hardmeyer Yes, I think we could have improved on that.
Rep. Skarphol Could you give us a rough estimate on the time delays on when you were
schedulcd to be online and when you actually will be?
Hardmeyer About | year.
Rep. Skarphol Regarding ERP and bank needs for security and confidentiality, do you have
those concerns?

{D Hardmeyer We have spent roughly about 135,000 on a security audit conducted by Idie Bailey.
We have identified a number of areas of concern and most of them have now bt.én resolved.
Rep. Sknrphol Is there a need for legislation to exempt the bank of ND from the open records

law?

Hardmeyer There is existing legislation to protect us from that,

Rep. Glassheim Do you anticipate a large carry-over or spent down?

Hardmeyer We will likely have a 1 million dollar carry-over.
‘ Rep. Carlson What are we buying down to?
Hardmeyer We are buying loans down to 1%.

Rep Carlson Do we track success and failures in the PACE program?

- > Hardmeyer Yes. {
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4 ‘\ Rep. Timm Are buy downs generated by Economic Development or can it be done privately?

O Rep. Timm The PACE loans have to be initiated through local economic development? How

o > Rep. Timm How much money do you plan on transferring from Ag PACE to Beginning Farmer.

o | | nformation
The wicrouraphio (ages on this #11m are sccurate reprodustia ef records deltvared to odern IGAEER YRR ‘SUncarcy sratituts

[ ] A

Page 7 g
Government Operations Division ‘
Bill/Resolution Number HB 1015
Hearing Date 01-10-03

Hardmeyer A local match has to be established, borrower has to work with local economic

developers.

Rep. Thoreson What are the reasons for the large numbers in the northwest regions in the ». .ie?
Hardmeyer Yes, it is because of the Bushel-42 project, a value added ag project.

Rep. Koppleman So individuals have borrowed to make investments, and borrowing from the
bank of ND. It is the ability to borrow money for 1%.

Rep. Koppleman Is that available to people other than farmers?

Hardmeyer No, it is specifically desigied for the farming community. Although another
program called INVEST allows non-farming individuals to borrow money to use as equity into

these value added projects. It is at 1% below our base rate.

about the

Hardmeyer The loan is initiated through a local bank. There are two pieces to it, the first is the

loan and the second is the buydown, The Ag PACE loan has no local community match. The
farmer comes through his local bank and if he qualifies then he automatically is eligible for the
subsidy. :
Rep. Carlson Requested results of Ag PACE fund program in writing.

Rep. Carlson How do you do transfers from the Ag PACE program to the Beginning Farmer
Program?

- Hardmeyer There is a bill to allow us to transfer money, and that is HB 1118,
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Government Operations Division
‘ Bill/Resolution Number HB 1015
Hearing Date 01-10-03

' _"J Hardmeyer $500,000.
Vance Taylor President of the State Mill

Rep. Carison Have strategic plans been done in the past and do you have the results of them?
Taylor They have been done in the past and we will get that information to you.

Rep. Timm Why wouldn’t customers pay for demerage fees instead of the mill. Is demerage
part of wslling techniques?
| Taylor The customers pay demerage some times. It is part of our selling techniqﬁe when the
unloading delay is out of the customer’s control. We pay it when we ship a car early.

Rep. Kroeber Is 121 the total number or FTEs?

Taylor that is the total number of employees we are allowed under the current budget.

We are at about 119-121,

O Rep. Skarphol Was Cuba shipment paid in adéance?
Taylor It was paid for before it was loaded on the ship.
Rep. Timm What is the trend for 2003 in mill closings.

Taylor It is humored that more could close, there is excessive capacity.

Rep, Skarphol Art these closures new or old mills?

Taylor They are mostly older mills that have not had much money put into them. But there

; were a couple of new mills that were shut down. |
i Rep. Skarphol Who owned them?

Taylor 25% were small companies, the rest were large corporations.

Rep. Warner Are there any new products coming out?
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f Government Operations Division
Bill/Resolution Number HB 1015

Hearing Date 01-10-03
/ ‘j Taylor Family Flour is a declining market. The new products are pancake mixes, organic

pancaks mix, and organic flour,

Rep. Warner How is the Dakota Maid label accepted nationally?

Taylor In further away areas from ND, tliere is less product recognition.
Rep. Carlson Are you hiring independent food brokers to market your product?
Taylor Yes, on the retail side and the marketing side. On the retail side we pay for the
marketing costs and on the brokerage side they pay for it.
Rep. Carison Could we do a better job in terms of marketing our products?
Taylor There are always room for improvement. We have been running the mill at full
capacity, so there is a huge demand.
Rep. Carison What percentage of what you sell ends up on the retail shelf?

Taylor It is small, only 3% goes to retail shelf and we plan to grow that area.
Rep. Thoreson What are the sales on the online store?

Taylor It is a small volume of sales that are not significant.

Rep. Thoreson Is that a self operating site?

Taylor We work with a 3rd party on that, but we make the decisions,
Rep. Skarphol Are salaries comparable with union/nonunion wages?

Taylor Recently, yes they are,

Rep Carlson Are these union workers considered state FTE's?

Taylor Yes.

Dot k'

Sandy from OMB All employees are in the pay plan whether they are union or they are not.

¥
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D Ed Bartchinger Controllet/Financial Manager of Mill
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Government Operations Division
Bill/Resolution Number HB 1015
Hearing Date 01-10-03

Rep. Warner Who is your insurance underwriter?

Taylor Ballard insurance. They work with other larger reinsurers, but they are our broker,
Rep. Warner Why do you not use the state insurance pool?

Taylor It was felt best that we work directly with the insurance company.

Rep. Skarphol Have you had significant claims by your clients in the past?

Taylor We have not had any claims since I have been manager.

Rep. Skarphol Please provide a brenkdown of insurance coverage with Ballard Insurance,
Taylor We will provide that, We have catastrophe, liability and property insurance mainly.
Chairman Carlisle What is the 2002 net income?

Taylor 1.9 million profit, the projected 2003 profit is 2.5 million.

Rep. Skarphol Why is there a difference in written presentation and on the web site?
Taylor Due to the fact that we include the emergency appropriation we received from the budget

section.

Rep. Skarpho! Without emergency commission approval, you are asking for a 5.4 million dollar '

increase?
Taylor Yes.
Rep. Skarphol It will cost over $1/bushel to process the grain with additional operating costs?

Taylor It is not as simple as it sounds, you have to factor in energy costs, union contracts,

insurance, operating costs. It is not a 1:1 relationship to the increase in production,
Rep. Skarphol What is the reason and logic behind the decrease in your WAPA?
Taylor It is a 20 year contract, and there will more reductions in the future, but the next one is in
' ) like 5 years,
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Government Operations Division
Bill/Resolution Number HB 1015
Hearing Date 01-10-03

Rep. Timm Sales need to increase to pay the 5 million borrowed to pay the state of ND,

Taylor The 5 million would be paid in 2005 dues to projects and competition our operating loan
will go up and down. Qur equity will decrease by difference of profit and payment,

Rep. Timm Is your main objective to supply the ND farmers with a market for their grain or is it
to turn over a profit to the state of ND?

Taylor Both.

Rep. Carlson What was the total amount bonded for improvements on the mill a few bienniums

ago?

Karlene Fine The mill did not borrow any money for the construction and progress. They did
now borrow that money, but there are no outstanding bill. There was a 19 million dollar transfer
to improve their assets.

Rep. Carlson Where are we paying back this 19 million doliars?

Taylor We have about 10 million borrowed from the state of ND. The other 7.5 million
borrowed from the state of ND is part of our operating line. %2 of it is being paid back in cash
and Y2 of it is with borrowzd funds,

Rep. Carlson Are we borrowing to make payments?

Taylor Are we better for the 19.5 million dollar project? Yes. We don’t have 5 million cash to
make payment, We are borrowing the $.

Chairman Carlisle Please include this explanation in writing.

Rep. Carlson Whey did you bond?

Fine The mill management thought that it was the best option to use cash and work with the

Bank of ND.
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Government Operations Division
Bill/Resolution Number HB 1015
Hearing Date 01-10-03

R Rep. Fine How much cash is borrowed?

ER S TR
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Page 12 ;f

Taylor 10 million is borrowed 9.5 million cash was put into it approximately.

Rep. Koppleman Your asking for about S million dollars more and you are projecting 1 million

dollars more profit. Is that a good ratio?
Taylor We are projecting 2.5 million for the next biennium, The milling industry is not a high
profit indusiry. !

Rep. Glassheim Where are your payments to the bank in operating expense?

| Taylor This is as of fiscal year 2002. Look at exhibit C. It shows the data better.
Ed Barchenger We budget interest expense not principal payment, We have a 5 year,

amortizing loan. We budget interest expense.

Rep. Timm Insurance has increased by 4 times since the 2001-2003 budget. Why.

. Taylor Insurance has changed since 9/11.

Rep. Timm Operating expenses have doubled?

Taylor It includes our interest expense.

! Rep. Warner Requests presentation from the Insurance Pool for representing the State Mill.

Chairman Carlisle So noted.

Rep. Skarphcl What are demerage rates, shifts, and overtime costs?

Taylor 150,000-200,000 dollars. The Shifts are 24/7. The overtime is based on Saturday and

Sunday work or to cover vacation leave.

Rep. Skarphol There is a 10 percent increase in salaries, a 77% increase in temporary/overtime

workers.
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Government Operations Division
Bill/Resolution Number HB 1015
Hearing Date 01-10-03

‘ } Taylor Hiring to lower overtime doesn’t work for us. We would need to add a shift and rotate

and eliminate overtime. Employees count on overtime pay.
Rep. Skarphol When was the last time that you actually put out an RSP and allowed
competitive bidding for your insurance? How many bids do you get?
Taylor There are very few agencies that love to bid on flower mill insurance.
Chairman Carlisle Please overview a memo to committee. Representative Skarphol will be
assigned to the mill budget.
Karlene Fine Executive Director/Secretary
Testified on the Administration Tab of the written testimony,
John Dwyer Chairman of the Li~nite Research Council.
Testified under the LRP Tab in the written testimony,
l:) Rep. Glassheim Can you explain where we are with air standards?
Dwyer The measurement is minute, computer models are used to measure it and calculate it.
ND was notified in 2001 that it didn’t comply with the Class-1 standard, EPA/Feds later
determined we were in compliance. The state of ND insists that we are in compliance.
Rep. Glassheim Would there be any plant closure upon completion of a new plant?
Dwyer No, that is not our plan,
Rep. Carlson Is transmission our biggest challenge?
Rep. Dwyer Yes, because of cost.
Rep. Carlson Wind power needs to contribute to the transmission issue with money.

Lynn Helms Director of the Ol and Gas Division
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Hearing Date 01-10-03

o ‘_J Helms the actual data that is acquired is confidential under private agreements between the
company that acquires the information and the oil company that purchases it, Our regulatory part
is to make sure our holes are drilled in the correct places to protect underground drinking water,

Rep. Warner Is there any way to increase the extraction process by consolidating information?

Helms In my opinion, this would not assist that,

Rep. Warner Could you give me information on confidentiality of seismic information?

Chairman Carlisle Is the Secretary of State involved in the permit process.

Helms The business has to be registered with the Secretary of State.

Chairman Carlisle How is our environment?

Helms We are competitive with sister states. We lost ground with Saskatchewan, The federal
government propose challenges with land acquisition. |
Rep. Timm What are IT costs and are you happy with the services? ‘
Helms 113,000 per biennium. We use limited services. li
Rep. Timm How many FTEs were cut because of computer use? ;
Helms Yes, we have reduced .5 FTEs in 4 years. We have 35 employees. ,
Rep. Skarphol Why is there a $14,000 increase in lease rent?

Helms There is a 5% per biennium increase written into a landlord lease.

' Rep. Skarphol Why was there a $25,000 increase in travel costs? i

Helms DOT controlled the vehicles, We utilize 15 vchicles.

po > Ed Murphy With the state Geological Survey
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Government Operations Division
Bill/Resolution Number HB 1015
Hearing Date 01-10-03

Rep. Skarphol Where do you purchase your insurance?

Murphy ND Reserve Insurance Fund.

Murphy We would like to maintain 1 vacant FTE in anticipation of programs opening up.
Pat Fricke Execulive Director of ND Housing Finance Agency

Chairman Carlisle What is the default rate?

Fricke 3.5 -4.5% comparable to other ND entities.

Rep. Skarphol What is the increase in your salary line and decrease in your operating line?
Fricke The reduction in the operating line is largely due to interest expense.

Ed Sather Executive Director of the Student Loan Trust

Karlene Fine Industrial Commission

Rep. Kroeber We transferred 9 million to the General Fund from the bond 1979 Bond
Resolution,

Fine Correct

Fine 9 million is coming from the trust to the general fund, 1,258,000 is going to the Board of
Higher Education.

Rep. Kroeber Does this effect student loans after the transfer?

Sather 25.9 million remains for loans.

Rep Kroeber If I am correct it is a 9.5 % ioan. Has that been consistent over time?
Sather The federal government guarantees a rate of 9.5 % on new loans, The difference

between what the borrower is paying and the 9.5 rate that we are guaranteeing is paid to us.

Rep. Kroeber Is that rate fixed or adjustable?
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Government Operations Division
Bill/Resolution Number HB 1015
Hearing Date 01-10-03

Sather Variable, A rew program called Consolidated Loan Program allows students to

D

reconsolidate all loans at one rate

Rep. Glassheim Will this 9.5 % continue or is it stopping?

Sather As long as the 1979 bond resolution is outstanding, that trust can recycle 48 million

dollars in student loans that are guaranteed by Uncle Sam.

Rep. Kroeber How has the money been used?

Fine It has never been used for the general fund, but they have been used for the guaranteed

agency.

Rep. Skarphol What is the total volume of student loans?

Sather 40-50 million dollars net growth annually.

Rep. Glassheim If the money was left in the trust, would more loans be available? What wouid
O the impact be?

Sather We would earn more money in the trust fund.

Chairman Carlisle Adjourned at 3:00.
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2003 HOUSE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO. HB 1015

House Appropriations Committee
Government Operations Division

O Conference Committee

Hearing Date January 22, 2003

Tape Number —_SideA Side B Meter# |
—
/ - ) _
| Committee Clerk Signatufe 7 w Y C{ ‘KL .
Minutes: Committee Werk \

Eric Hardmeyer, Presiderit Bank of North Dakota, shared information regarding the New
Student Software Program. This software replaces the lender and the guarantee system. The cost
of the program is 6-7M for software which includes a interactive web site, and bank savings | M
in ITD production costs. 80% of production costs will be reduced. His departmettt is current
with technology and bullish to reduce overhead and responsible spending. There computers are
on a 3 year replacement cycle @ $2,000 per computer, all employees have one. Programs that
would impact the Bank of ND would be SB 2232, a transfer bill from the student loan trust to the

residual bond fund, this is backed by Bank of ND.
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2003 HOUSE STANDING COMMITTEE MINUTES
BILI/RESOLUTION NO. HB 1015

House Appropriations Committee
Government Operations Division

Q Conference Committee

Hearing Date HB 1015

Tape Number Side A Side B Meter #

3
}

Committee Clerk Sign

Minutes: COMMITTEE WOR ,;11

) Karlene Fine, Bank of North Dakota outlined the State Bonding hand out (See written a ‘i

testimony)

Ed Sather, Bank of North Dakota, Student Loan Division (see written testimony) Projected
balance sheet. ND Student Loan Trust. His department would look at current interest
environment before tranferring money from the fund balance. As long as the trust can make
money, the bonds will continue to be carried. Should things change in rates it make an advantage
to sell student loans to the Bank of ND.

Karlene Fine, Than bank has seen a reduction due to technology and what ITD has provided.

She also indicated that SB 2232 does not have to pass in transfer funds. If the bill does not pass
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the 6% interest received from the Federal Government will be lost. The residual bond amount
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Government Operations Division
Bill/Resolution Number HB 1500
Hearing Date January 31, 2003

has serviced 99M in student loans,

! - ) will be $16,480,000, the term of this bond is yet to be determined. Since 1979 the Bank of ND |
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[ ‘ 2003 HOUSE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO. HB 1015

House Appropriations Committee
Government Operations Division

Q Conference Committee

Hearing Date February 4, 2003

Tape Number Side A Side B Meter #
1| XX

Committee Clerk Sigfiaty 142 /@ .
Minutes: COMMITTEE WO

< ‘) Rep. Carlson discussion regarding the “freeze” of hires. The top number of employees would
-
be frozen, there will be no distinguishing from general funds and federal funds.

Mill and Elevator discussion. Insurance issues have been addressed, a bill is pending to allow

the department to bid on their insurance. This would be an advantage to the agency. There was

discussion to add an amiendment limiting the transfer amount, . Legislative Council advised, the
transfer to the general fund is in the bill, thus an amendment is not necessary. There was also
C discussion regarding a reduction in the transfer amount so the Mill and Elevator could

accommodate their renovation debt instead of bonding, Management made the decision to use

|

cash, it was also noted this agency is under new management. Legislative council will do some

Heating no further discussion the meeting adjourned.
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{ checking into all debt held by the Mill and Elevator and report back to the committee.
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; 2003 HOUSE STANDING COMMITTEE MINUTES
| BILL/RESOLUTION NO, COMMITTEE WORK

House Appropiiations Committee _
Education and Environment Division |

f L Check here for Conference Committee

| Hearing Date Tebruary 5, 2003

Tape Number Side A Side B Meter #
1 X

| . 4
WAL [
Committee Clerk Signature { :

Minutes: COMMITTEE WORK

! ) Chairman Martinson called the hearing to order. He previously asked Karlene Fine and Ed
.

Sather from the Bank of North Dakota to come and answer some bonding questions,

Karlene Fine See attached testimony.
Ed Sather from Bank of North Dakota. Walked through projected balance sheet of the North

e e —

Dakota Student Loan Trust. See attached testimony.

Chairman Martinsen What concerned most of us was vour white sheet that you passed out fo
{ the Senate where you talk about a loss of 1.6 million annually. That precipitated all of the

i concern about why we are doing this when we are going to lose 3.2 over the biennium by
transferring this money.,

Sath' r That number has been revised. If funds are transferred out of the trust, we would lose

! approximately 1.2 million per year versus the 1.6. What we have said here is that if we can use
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% Education and Environment Division

‘ Bill/Resolution Number COMMITTEE WORK
! Hearing Date February 5, 2003
1

|

T e e e
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S the issuance of bonds versus liquidating the student loans, because the interest rate on the

borrowing is much less than the interest rate on the student loans at 9.5%, we can capture that 1.2
million dollars per year.

Chairman Martinson You can capture it back?

Sather Yes, we can.

Chairman Martinson There is no net loss?

Sather The net loss that we figure is going to be based upon cutrent interest rates. The interest _t

cost to the trust would be approximately $400,000 per year, That is where we go from the 1.6 }
million to the 1.2 million. In essence, if we do nothing we would make 1.6 million, if there is no
transfers out of the trust. If we do transfer out of the trust, the 26 million, we would lose that if

we do not use this bonding mechanisr. to fund that transfer, If we fund the transfer by issuing

1:) new debt, the cost of that funding would be about $400,000. That would be the loss that we
would incur.

Chairman Martinson Is that per year also?
Sather Yes, that is per year. We go from making 1.6 million to making 1.2 million. That would

also facilitate the transfer of 26 million that is proposed in the next biennium,

1
!! Chairman Martinson Are you saying that if we do transfer that money, that it is very critical
|
. that we pass the 22327

|

i

Sather I think so, because of the tax law it provides an opportunity to maximize that rate of

return, We are not liquidating the student loans and losing a 9.5% interest rate.
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" Education and Environment Divi:sion
Bill/Resolution Number COMMITTEE WORK

Hearing Date February 5, 2003 E
/\ Rep. Agrsvold Would the obligation that we would incur by virtue of issuing the bonds, would '

that rcpa.y.?nem be based on student return to the fund or is that a general obligation the state

would incur?

Sather It is not an obligation of the state. It is a revenue bond that is repaid based on the cash

flow of student loans,

Rep, Gulleson Revenue bonds, do they count against the whole portfolio of bonding that the

state looks at when we make that decision as to whether the levet is comfortable enough to keep

us at a good bond rating?

Sather Iwould just say that basically the state of North Dakota has its own rating. Currently the
~ state has no general obligations. These bonds issued by the student loan trust are backed up by

guaranteed student loans that are guaranteed by the North Dakota Guarantee Agency and the

‘5/’) federal government with a co-guarantee. So they are 98% government guaranteed.

Kathieen Fine If there were additional bonds issued there would not be any limitations on the

state. These are looked at separately from the state of North Dakota because it is a revenue bond.

Chairman Martinson If we do the whole transfer, pass the 2232, our net loss and interest

income would be $400,000 per year?

Sather Yes, based upon current interest rates. The margin today is 7.5%. If we can borrow

money at 2%, the current interest rate environment, we are still making 5.5%, That assumption ,'

* on $400,000 is based upon current interest rates of 2%, Over time if interest rates rise, that
would increase. Also, we would structure this, if there is a mechanism in place, that when it

reaches a break even point, we can reevaluate the bonds. There would be no negative eaming

aspect to the trust.
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Education and Environment Division
Bill/Resolution Number COMMITTEE WORK
Hearing Date February 5, 2003

™ Chairman Martinson There is about 7 million of new money in the Higher Ed budget for

NS AL )

Centers of Excellence and the Intemnship Program, if we took that out and decreased the amount
that we would put into these budgets by 7 million, is there a formula that we could use to say it
would be so many dollars per year rather than a $400,000 loss per ycar?

Sather Yes. Based on the full transfer of 26 million. Under current interest rates, the cost of the
trust of issuing the bonds is 2%. I would say if you do not transfer 7 million you would reduce
the borrowing by 7 million at 2% which would be $140,00 per year.

Chairman Martinson So we could take the 140 off the 400?

Sather That is correct.

Chairman Martinson We can use the 2% if we eliminate 10 and it’s 2% of the 10 that we take

off the 400?

/
D Sather That is correct.
Rep. Svedjan Looking at your spreadsheet, it looks to me that you are issuing 27.19 million in

residual bonds, is that correct?

Sather The total amount that would be issued would be the column to the far right under i

6-30-05. This is the projected balance sheet using the cash flows. It would show that the amount
of residual bonds outstanding would be $16,480,000.

Rep. Svedjan Just to clarify, you would issue 10.7 million by 6-30-04 and then an additional
amount to get you up to 16 in 05, 1s that right?

Sather That is correct. Referred to blue testimony.

} . , : ‘
Rep. Svedjan Reading the fund balance line, it Iooks like we are reducing the equity in that fund |

> by almost half from 02-05. | l
)
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Education and Environment Division {
Bill/Resolution Number COMMITTEE WORK \ ’

/\ Sather That is correct. We assume that when you incur debt, you are still going to reduce your

i Hearing Date February 5, 2003

|

1

g equity. If we liquidated the student loans for 26 million and converted it to cash, the fund
balance would go to 26 million right now. In essence, instead of liquidating and transferring out i
that cash, we are incurring additional debt with the residual bonds. |
Rep. Svedjan What was the starting equity in that fund? This was funded with bonds in the
first place, right?

Sather That is correct. Ibelieve the first bond issue was in 1979. Since that time the trust has

issued over 900 million dollars in bonds. Un-ler the 79, it currently has 4.5 million outstanding

and there is 100 and some million under the 96 resolution. This equity has accumulated since

that time based upon the interest rates on the student loans and the cost of issuance. This has
been a net income that has accumulated in the trust since 1979,
‘: ) Rep. Svedjan You don’t recall what the original fund was? Where did it start and what did it go

to?

Sather I would think that this is probably the highest balance it has had in terms of equity today.
it started with a zero balance. It issued bonds in 79 to purchase student loans and then it :
accumulated based upon the net income, The higher rate of the student loans versus the cost of 1
the bond allotted to accumulate eatnings. This is the net effect in the 1979 bond resolution, this J
is the accumulation of those earnings,

Ren. Svedian There is no benchmark necessarily as to where we start dipping into equity as
compared to using just the earnings from the fund?

Sather The first time funds of that equity have beei used or transferred out of the student loan

trust to the state was in the current bienniinm, which is this 9 million dollars.
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Education and Environment Division
Bill/Resolution Number COMMITTEE WORK
Hearing Date February 5, 2003

Chairman Martinson I have not read the 2232, does that give you the flexibility to increase or
decrease depending on what we actually end up doing this session?

Sather Yes, it does. The reason we introduced this legislation is that currently under statute, the
student loan trust can only issue bonds to purchase student loans. This would provide us a
mechanism to issue bonds for “the public will otherwise benefit”, We are saying that would be
the mechanism that would allow us to issue the bonds and not buy student loans but to make the
transfers.

Chairman Martinson If we didn't have that 2232, as a banker trying to do the best investment
that you can, you certainly wouldn’t want us to do these transfers would you? That just wouldn’t
make any sense at all,

Sather That is more of a policy issue between the legislature and the governor. We look at it to
maximize the rate of return. The equity is in the student loan trust. If nothing is done in 2005,
this bond issue becomes paid in full and the equity is transferred to the industrial commission,
which I assume would go in the general fund. 1 would like to make one thing clear, in other
testimony there seems to be confusion between the student loan trust and the Bank of North
Dakota. The student loan trust is a stand alone. It was a mechanism that was created that
allowed the Bank of North Dakota to sell student loans for liquidity purposes. Everything in the
student loan trust or anything we are proposing here does not impact the ability of students to get
student loans in North Dakota. All of the student loans are basically made by the Bank of North
Dakota and we will continue to make them, The trust can buy them from the Bank of North

Dakota, they don’t make them originally. The ability to borrow student loans is done by the

Bank of North Dakota.
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Education and Environment Division
Bill/Resolution Number COMMITTEE WORK
Hearing Date February 5, 2003

! ) Rep. Wald You are allowed to earn 9.5% on the student loan trust and by bonding it you can

achieve about a 5% spread net, am [ right?

Sather Yes. The overall return to the state uiider current interest rate environment would be
5.5%.

Rep. Wald The 5% will yield how much in your 02, 03, 04? Which column shows the 5%
earnings?

Sather The earnings based upon that 5.5% would be approximately 1.2 million per year.
Rep. Svedian You said at the end of the 03-05 biennium, if nothing is done with this fund, it
would reach a maturity point where all of the funds woulc go to the industrial commission,
which you thought then would become general fund money?

Sather That is correct. Right now, the flow of funds and where they go is determined by the

: k{) outstanding bond resolution. If you look at the 9-30 there, 4.5 million dollars of bonds are

outstanding. The final maturity of those bonds is 7-1-05. There would be no more debt

outstanding and once all the funds are paid, then the flow of funds, or cash, would go to the

issuer. In this case the student loan trust is under the industrial commission. I am assuming that
{f they receive cash, they would deposit it in the general fund. |
Rep. Svedjan The loans are actually made by the Bank of North Dakota, not by the student loan |
trust fund?

Sather That is correct.
Rep. Svedjan What role does the trust play? It would seem to me it was established in the first

place to make the loans and that the loans were made and the interest was paid on the loans and

D that is what helped generate the excess in the fund over the years. Now you are saying that this
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Education and Environment Division
Bill/Resolution Number COMMITTEE WORK
Hearing Date February 5, 2003

/\ fund would reach a maturity point in 05 where it would really no longer have a function of

32 loaning money for student purposes, but the Bank of North Dakota makes the Joans? ;
Sather Under the trust, it doesn’t originate loans. The creation of the trust resulted back to 1
1979. Interest rates went up to 21.5%. The economy in the state from the ag side and even the
oil was on the down turn. In order to maintain liquidity or to get funds at the Bank of North
Dakota, we didn't want to pay interest rates at 21.5%, so a mechanisim was the trust issued debt
which it could issue which is tax exempt with lower intercst rates. The Bank of North Dakota
‘then sold its student loans to the trust, What this did is it provided liquidity or gave cash to the
bank so we could continue to make other loans. The concept of the mechanism of the trust is

unique with the Bank of North Dakota. As we look at our balance sheet as we grow, a source of

getting funds if we need it for commercial or ag loans is we can liquidate assets by selling some

D of the student loans to the trust and provide cash to the bank to help us fund our programs. At

this point in time, we don’t need to seli or lijuify any assets, we have plenty of liquidity. From

| inception, the trust was a mechanism that w is used.

Chairman Martinson The only purpose of the trust was to allow you to maximize your

investment and to buy the student loans? |

Sather That is correct.
Chairman Martinson I think what the confusion may be is when we talk about trust funds, you

think about things that are set aside forever. Is it always called a trust fund or is there another

: name?
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Education and Environment Division
Bill/Resolution Number COMMITTEE WORK
Hearing Date February 5, 2003

\ Sather It is called the student loan trust. That is the way it is set up in statute. It is in trust. All
N of the assets are held and maintained by a trustee. The bond documents dictate the flow of funds
and the trustee insures that those flow of funds are in accordance with the bond documents.
Chairman Martinson If we were to take money from that trust fund, is that the interest that the
students have paid on their loans?
Sather It is a combination of both, It’s interest the students have paid but also it is interest the

government has paid.
Chatrman Martinson It is more government than students though, isn't it?

Sather It depends upon the interest. Student loans have gone through evolution. In the 70’s
there were 8% fixed rates and today student loan rates are around 3.5%. The government pays
interest while you are in school on the student loan. If interest rates rise, there is a special
O allowance payment that is made by the government. The accumulation of earning is a
combination of both government payment and student interest payments.
Rep. Wald You said that the trust was a stand alone entity?
Sather It is created in statute as a student loan trust.
Rep, Wald If you were to show me the bank'’s financial statement, would the trust show up as
an asset on the asset side of your bank statement, so to speak?

Sather No. It is not an asset of the Bank of North Dakota.

Rep. Wald So it is truly a stand alone operation?

Sather Correct.
Rep. Wald And you merely manage the funds and take a management fee or something?
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Education and Environment Division
Bill/Resolution Number COMMITTEE WORK
Hearing Date February S, 2003

.4/-\ Sather That is correct. Bank of North Dakota is the trustee. Student loans of North Dakota

services the student loans for the trust and the North Dakota Ggarantee Agency guarantees them,
They are not assets of the bank, the bunk charges fees for its servicing and its trustee fees. Itis a
stand alone agency.

m._s_y_gnm Going back to the question about dipping into equity, it is really a non issue. The
reason I say this is that you said as we reach 6-30-05 when the liability is paid off, that fund, even
though it is a stand alone fimd. would revert to the industrial commission and would very likely
be general fund money. The issue of dipping into equity is, in my view, a non issue.

Sather Iwould agree. In essence what it is allowing you to do is access sotne of that money
today versus waiting until 2005.

Rep. Svedjan In order to maintain the eaming rate of 9.25, I believe, we would need to pass

o
g \

2232 to replenish the fund so that we can ensure earning at that level?
Sather 2232 doesn’t replenish the fund, it becomes a mechanism that allows the fund to
maximize its rate of return. Irrespective of transferring cash and liquidating student loans or

issuing additional debt to provide that cash flow, the equity fund balance will go down to 26

million dollats.

Rep. Svedjan At the end of 6-30-05 there would be a sum of money there that would virtually

become part of the general iund?

Sather That is correct. Based upon this calculation there would be another 26 million dollars in

6-30-05.
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Education and Environment Division

Bill/Resolution Number COMMITTEE WORK
Hearing Date February §, 2003

Rep. Svedian The issue of issuing student loans is possible because the Bank of North Dakota

issues the student loans. We at that point, 6-30-05, would no longer have this fund that would

keep earning at a rate of 9.25%?
Sather We are looking at avenues so we can extend that as long as we can maximize that ratc of
retum.
Rep. Svedjan With the issuance of residual bonds under 2232, what is the length of that bond
issue?
Sather We are thinking probably 15-20 years.
| Rep. Svedjan Would that not keep that fund in place for another 15-20 years?
Sather To facilitate that, yes it would.
Rep. Svedjan The state would at least be looking at a revenue source much like what we are

using the 9 million for this time or maybe even the 17 million in this case for 15-20 years out?

Sat’:er I would say yes, The structure of the trust will be to maxitnize the rate of return. It is

very attractive today because interest rates are very low and it really maximizes that return. In

the future whether that is 2, 5, or 10 years from now, if interest rates rise dramatically it might

not be advantageous.

Rep. Brusegaard Is there a significance to timing of the transfer of the general fund of 9 million
on January 1, 2005, is there a reason that isn’t transferred earlier in the biennium?

Sather In the current session, OMB requested the transfer January of this year, We assumed

they would ask for it in the same time frame next biennium, That is an assumption.

Rep. Monson This is a pool of money not owed to anybody, this is actually just a pot of money

that the state has as an asset. It shows up on no other Bank of North Dakota books, it shows up
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Education and Environment Division i
Bill/Resolution Number COMMI'TTEE WORK

Hearing Date February 5, 2003

/\ no place else. It is just a pot of money that has accumulated over the years since 1979 from

! government and student interest payments to it. This is really just an asset of the state of North
Dakota, and we can use that in any time, in any fashion, but if we don't do anything with it, in

2095 it is going to max out and all of the bonds will be paid back and there will be no more

money coming into this pot of money, is that correct?

Sather The reason we say 2005 is because right now the flow of funds and use of the funds is
determined by the general bond resolution because there are bonds outstanding, It allows funds
to be used to buy student loans, to pay debt service. In 2005 when that bond is paid, that equity
of those funds are free and clear to be used at the direction of the Industrial Commission,
whatever they would do. Iassume that they would deposit it in the general fund. Also, to
facilitate the transfer to the gencral fund, which we had to do in January of this year for the 9
y\ ) miilion, we had to go the insurer of the bonds to get them to amend the documents to allow us to

transfer the 9 million because it was outside of' the scope. Since there is 4.5 million in bonds and

52 million in equity, they had no problem in allowing us to do that.

Rep. Monson If we don’t make this transfer, what happens in 2005? We have 53 or 54 million

that would have grown to that point at that time. There are no niore revenues coming in because
there are no more bonds being paid off to come in, and it is earning interest available. Is that |
what happens? |
Sather If no funds are transferred out of the trust until 2005, you will maximize its earnings.
The cash would be invested in governments or agencies. The student loans would be in there at
9.5%, we can purchase up to 42 million, The fund would continue to have net income each year.

\) In 2005, it goes to the commission and I am assuming it would go the general fund.
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Education and Environment Division
Bill/Resolution Number COMMITTEE WORK
Hearing Date February 5, 2003

Rep. Aarsvold You talked about proceeds from government intesest subsidies, we are talking
about the federal government, right? Are there state dollars or only federal dollars?

Sather It is federal dollars. Current inferest rates on student loans are variable, set annually, In
today's interest rate environment the student loan rate in school is 3.5%, if you are in repayment it
is 4.10% today. That is what the student pays. If it is in the student loan trust, the 79, since the
government has agreed to provide a 4.9 1/2%, the government pays that difference which we call
a special allowance payment. It is all government dollars.

Rep. Monson If w.. Jon't make this teansfer, we end up with say 53-54 million maxed out in
2005 with no other real good source of income. We would be smart perhaps to try and sell these
residual bonds anyway. We could then see a stream of revenue come back into this for the next
15-20 years and keep building that, am I understanding that right?

Sather Yes, that is a very good observation. That is what we believe. Because of the tax laws
this 79 bond resolution gets this 9.5%. In 2005, when bonds go away, you no longer get the
9.5%. Our concept is, if we extend those maturities, we still get the 9.5% as long as we are
maximizing that return, it makes sense. At some point if it is not cost effective or advantagecus,
we would call the bonds, reduce it and then liquidate. Our aspect is looking at it saying, how can
we maximize the rate of return, There is no cost to the student, it is paid by the department of
education. It seems to make sense that this is a mechanism to help maximize the return to the
state.

Rep. Wald On June 30, 2005 what is the legislature or the taxpayer’s obligation to the trust?

Sather There is no obligation of the legislature or the state to the trust.
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Education and Environment Division
Bill/Resolu‘ion Number COMMITTEE WORK
Hearing Jsate February 5, 2003

/ ) Rep. Wald So this loan that we did self destructs on June 30? In the meantime there would be a

5% spread eaming on 42 million?

Sather That spread of 5.5% would be based upon the amount that is transferred. It is only going

to be on the 26 million that would be transterred.

Rep. Wald I'm sorry 26 not 42.
Sather The outstanding bonds is 16.4 million, will be repaid from the cash flows of the trust.

What it receives, principle and interest payments, off of the student loans. That is the revenue
source to pay the residual bond.

Rep. Wald As abanker, when I look at this statement on June 30, 2005, the fund balance
dropped from 51.8 million to 26.6. Your liability increased by $13,500,000 to $18,980,000.
Your liabilities are up and your equity is down?

':D Sather That is correct. That is because, in essence, we have issued debt to make the cash

transfers to the state. For example, if you would go to 9-30-02, if we had to liquidate assets or
sell student loans to make those cash transfers, that balance would be approximately 25 million
dollars of equity. Either way the equity is going to be about the same. Instead of reducing the
total asset, you have just incurred a debt, but the equity still remains the same. In essence, you
have made the transfer of 26 million cash to this generat fund.

Rep. Rennerfeldt Is this basically a one time transfer?

Sather Yes, this is under the assumption that the current appropriations would be transferred out

At Comtan - s i

on the next biennium which has been identified to be around 26 million.

R

Rep. Rennerfeldt You say the 9% interest could be extended beyond 2005. Would they go

along with that?
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Education and Environment Division
Bill/Resolution Number COMMITTEE WORK
Hearing Date February 5, 2003

Sather Based upon legal review, as long as the 79 bond indenture is outstanding, their

L .
R ST

interpretation is under the old tax law, up to 42 million in student loans could be held in the trust

and eam 9.5%.

Rep. Monson You could do this anyway, even without a transfer. The transfer is really quite
insignificant to the state as far as you are concerned. We can take the pool money out or we don't
have to, If we pass this bill, you could actually earn more money for this trust fund and for the
state of North Dakota for the poo! of money for the industrial commission or whoever. If we
pass this bill and you issued new bonds, you would just maximize this for more years and the
bond would continue to make more money. The transfer is incidental except that if we make the

transfer and don’t pass this bill, then we don’t maximize the interest that we could have because

we are now jeopardizing that flow of money back in from the government, is that right?

D

Sather That is correct. Especially with current interest rates, it is very attractive to maximize -

C

the return. As I look at it as an investment individual saying, I wouldn’t want to :iquidate a 9.5%

asset to make the transfer,

Rep. Monson 'The more money we need in this fund, the more money you could roll, if this bill
passed, into higher rate of return bonds and we would be smart to maybe not tap into this so you
would have more money that you could have available to roll, right?

Sather Based upon the legal review and the legal analysis and to take advantage of the 79 tax

law, they had said the maximutn amount of student loans that this trust can hold that can make

9.5 is only 42 million. They would not be buying more than 42 million because they don't earn

9.5.
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Education and Environment Division

Bill/Resolution Number COMMITTEE WORK ]
Hearing Date February 5, 2003 :

ﬂ Rep. Monson If we just brought this down to 42 million, say we transferred 10 million out, we
would then be pretty much maximizing the loans and doing the best we could for bringing in
money to the state, correct?

Sather If you look at the blue sheet, the financial statement, under that theory the max that we
cah have is 42 million in student loans. You'll see in 6-30-03, there is 15.8 million dollars of

cash, That would be available for transfers because the max we can invest is 42 million in 3

student loans. That 15 million would be available for the transfer. Any transfers exceeding the

15 million, we would use the residual bonds to maximize the return. g.
Chairman Martinson It seems that if this hadn’t been proposed by the govémor’s office, and
maybe it did come from you, that you might have been going around telling people we need to
move some of that money out of there so that we can rebond and keep it going for another 15-20 |
Sather This came to light, the advantage of getting the 9.5%, this is relatively new to us, We

realize that by looking and reviewing with bond counsel in August of this year, that we had the

advantage to earn this 9.5%. This whole transition was new to us to maximize those earnings. It

just seems to make scnse that if there is going to be a transfer of more than 16 million out of the
fund, that 2232 would be the mechanism to issue bonds to meet those cash flow expectations or
transfers and we can maximize the rate of return, At some point in time, if interest rates rise and
it’s not advantageous, we unwind. As long as the fund can earn 9.5%, it seems to be prudent to
extend the life of that general bond resolution to take advantage of the tax laws, especially since

it is paid by the government and it is not paid by the student.
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Page 17 /
Education and Environment Division '
Bill/Resolution Number COMMITTEE WORK

Hearing Date February 5, 2003

i
1
|
; /\ Rep. Rennerfeldt The only reason where you would be able to do this is because of low interest
f | rates, how much would they have to increase to take this advantage away?

Sather The quick answer is that we were looking at 2 margin of 5.5%, so to me once it gets to
approximately 7.5%, it is break even.

Rep. Monson Wouldn't we maybe be smart to leave 42 million in here to maximize it in case
interest rates go a lot higher down the road and we have to issue bonds to be able to get cash flow
at a better ratc for our student loans? Wouldn't it be wise to maybe keep this student loan trust
fund viable with something in it so that if interest rates do go way up again we don’t find

ourselves in the same boat as we did in 1979 with very high interest rates and have to start right

from scratch again to be able to generate some money to issue loans?

Sather It is advantageous, we think, to extend the life of the 79 because of the 9.5%. There is

N ) also another bond issue in the student loan trust called the 96. It is outstanding. It has 100

million of debt and 100 million of student loans in it so the student trust is a viable entity that can

issue debt to buy student loans if it is needed. The difference here is that the tax laws are totally
different for the 96. The government took away this big margin and says the maximum amount
you can earn is 2% above your cost of funds, and that pays all of your operating expense. It is

not as profitable as it was in the past. To maintain this 9.5%, the 79, up to 42 million, where we
are able to maximize that return, it seems to be wise to extend it as long as we can maintain those |
ma'rgins.

Chairman Martinson closed discussion and adjourned until 10:15 a.m,
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’ 2003 HOUSE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO. HB 1015

f House Apptopriations Committee
| Government Operations Division

O Conference Committee

Hearing Date February 5, 2003

Tape Number Side A Side B Meter #
i X

Committee Clerk Si M '&L R

-

Minutes: COMMITTEE WOR
(\) ' ) Mill and Elevator hand out was distributed. $2,139,000 is a loan. They have the authority to
bond, but they didn’t use it. The bonding authority expires after 2 years,

Continued discussion of student loan trust fund and SB 2232, this bill is in Senate Approps.
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2003 HOUSE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO. HB 1015

House Appropriations Committee
Government Operations Division

Q Conference Committee

Hearing Date February 10, 2003

Tape Number | ~ Side A Side B Meter #
1 X

Minutes: COMMITTEE WORK

Q Rep. Skarphol indicated he is awaiting the action on HB 1385 to adjust the petroleumn

engineering department in the Land Dept, Budget. !

OMB shared the outline of the letter from received from the Bank of North Dakota regarding

their vacancies.

REP. GLASSHEIM MOVED TO PASS AMENDMENT 38015.0101, SECOND BY REP.

WARNER. Discussion was held regarding the Mill & Elevator profits, and the transfers made

at the end of the biennium, THE ROLL CALL VOTE WAS TAKEN WITH 8 YEAH, 0
NAYS, AND REP. KOPPELMAN ABSENT AND NOT VOTING. MOTION CARRIES.

Rep. Kroeber noted he would like to see a vote on the employee amendment in full committee.
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Page 2

Government Operations Division
Bill/Resolution Number HB1015
Hearing Date February 10, 2003

. ) REP. THORESON MOTION TO PASS HB 1015 AS AMENDED, SECOND BY REP,

SKARPHOL. HEARING NO DISCUSSION, CHAIRMAN CARLISLE CALLED FOR
THE VOTE, 8 YEAH, 0 NAYS, REP, KOPPELMAN ABSENT AND NOT VOTING.

The bill will be carried by Rep. Thoreson,
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2003 HOUSE STANDING COMMITTEE MINUTES

BILL/RESOLUTION NO, HB 1015
House Appropriations Committee

QO Conference Committee

Hearing Date 02-14-03
Tape Number Side A Side B “Meter #
1 X | 19.4 - end of tape
2 X 0.0-8.0
Committee Clerk Signature &_@ 1 /%z
Minutes:

< ‘ ) Chalrman Svedjan Opened HB 1015 for discussion,

Rep. Thoreson There are 15 million of general fund dollars in the budget. 1 move amendment

38015.0101 to HB 1015. 2nd by Rep. Curlisle

Rep. Monson With borrowing they were also paying of debts early, but that kept their cash low, |
Rep. Skarphol Rep. Monson is right.

Rep. Carlisle So, 16 old mills have closed nationwide

Chairman Svedjan The mill would like this more than the way it was?
Rep. Skarphol 1didn’t get a read on this.

Rep. Warner There are two types of debt. Capital debt is in fixed operation schedules and the

amendment won’t affect the bottom line.

Chairman Svedjan The borrowing done was through operating debt.

C] Rep. Delzer What happens to the general fund?
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ﬁ Hearing Date 02-14-03

O

Page 2
House Appropriations Committee
Bill/Resolution Number HB 1015

Rep. Carlisle 1t will remain unchanged after the transfer,

Rep. Delzer What does this do to the numbers in the Governor's budget?
Rep. Carlisle The numbers match.

Rep. Glasshelm It's like any other projection, it’s not certain.

Motion Carries.

Rep. Carlisle I move to adopt amendment number 38015.0102 to HB 1015, 2nd. Motion
Carries.

Rep. Kempenich What is the emergency clause doing on there?

Timm It has to do with the Ag. Pace funds.

Rep. Skarphol If we pass HB 1385 we may need to add an FTE to this bil.
Chairman Svedjan The adjustment can be made in the 2nd half,

Rep. Thoreson I move a Do Pass As Amended. 2nd.

Rep. Delzer Section 11 is the total bond payment for general obligation bonds and its also in the
other budgets! I'd like an explanation of section 13.

Karlene Fine, Industrial Commission 24 million dollars are from other sources, the remainder
is from the general fund.

Rep. Wald What is the mill insurance coverage?

Fine Unless they waive the coinsurance penalty, they will collect $.25 on the dollar.

Rep. Timm They can’t find reinsurers, no one wants to insure milling elevators.

Kep. Wald That’s scary!

Rep. Skarphol They haven’t had substantial claims. Only $665,000 since 1993,

Motion Carries 23-0-0. Rep. Thoreson will carry this bill to the floor.
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38015.0101 Prepared by the Legislative Councli staff for /
Title. Representative Glassheim ;
February 5, 2003 |

PROPOSED AMENDMENTS TO HOUSE BILL NO. 1015 !

Page 4, line 9, after the perlod insert “The cumulative transfers during the 2003-05 blennium |
may not exceed the mill and elevator association's estimated net income for the i
2003-05 biennium as projected by the industrial commission.”

Renumber accordingly
STATEMENT OF PURPOSE OF AMENDMENT:
Dept. 475 - Mill and Elevator

HOUSE - This amendment limits the 2003-05 blennium transfer of funds from the Mill and
Elevator to the general fund to the 2003-08 estimated net income of the Mill and Elevator as
projected by the Industrial Comnmission.

Page No. 1 38015.0101 i
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Date:02-10-03
',’W Roll Call Vote #: 2

2003 HOUSE STANDING COMMITTEE ROLL CALL VOTES
BILL/RESOLUTION NO. HB 1015

House  Appropriations: Government Operations Division __ Committee

| Check here for Conference Committee

Legislative Council Amendment Number 38015.0101

Action Taken DO PASS AS AMENDED

Motion Made By Rep. Thoreson Seconded By Rep.Skarphol

Representatives

Chairman Carlisle
Vice Chairman Carlson
Rep. Koppelman

Rep. Skarphol

Rep. Thoreson

Rep. Timm

Rep. Glassheim

Yes
X
X
X
X
X
X
X

X

Total (Yes) 8 No 0

Absent 1

Floor Assignment Rep. Thoreson

If the vote is on an amendment, briefly indicate intent:
See attached amendment
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A v 38016.0102 Prepared by the Legislative Councll staff for 7
o Tide. House Approprlatlons Government '
- Fiscal No. 1 | Operation
; February 10, 2003
|
N PROPOSED AMENDMENTS TO HOUSE BILL NO. 1016

Page 1, line 14, "6,332,714" with "6,264,047"

Page 1, line 19, replace “44,449,695" with "44,380,928"
‘Page 1, line 20, replace "37.302,824" with "37.296.489"
Page 1, line 21, replace "7,146,771" with “7,084,439"

Page 2, line 1, replace “16,722,966" with *16,546,603"
Pag 2, iine 5, replace “30,419,966" with *30,243,603"
Page 2, line 21, replace “3,976,792" with *3,934,267"
Page 2, line 25, replace "33, 660,732" with *33,618,207"
Page 2, line 26, replace "15,221.771" with “15,159,439"
Page 2, line 27, replace "131,401,804" with "131,176,581"
Page 2, line 28, replace "146,623,575" with *146,336,020"

Renumber accordingtly

STATEMENT OF PURPOSE OF AMENDMENT:
House Bill No. 1015 - Summary of House Action | N

'EXECUTIVE HOUSE : !
EoacT ohaNGES VERBION ' |
Inusiriel Gommission ;
Less estimmind income 37 |
Genersl lund A ( B4, I
Bank of North Dakota ‘ : !
Toial all funds $38,404,968 - ($176,363] $38,3168,803
Less o5 atad income m 1
General tund : D785, S
l-bmy‘p Finance Agency
Loea st lncome ”“g:%:%m "‘ﬁ%& “"‘gg;:};ag’”%’
General fund
Mt and Elevator
Toisl alf funds $30,016,282 $0 $30,018,282
Luss estimaded income )} [1}]
General fund
Bl Total :
Tota) sl funds $148,823,875 ($207,558 $1 48,336,020
Lass esiimaded income 1 ( 131 b 6 581
i General fund 229,171 3
|
House Bill No. 1015 - Industrial Commission « House Action
- EXECUTIVE HOUSE HOUSE
,Q . BUDGET CHANGES VERSION
Salaries and wages $8,332,714 ($66,867) $6,264,047 :
i
Page No. 1 38015.0102 1
"i‘_?»_,‘
N&WWW"“”“"“"" W TIAR S e i) GRS .-,,f;.)A’.‘y‘ae:’..ng,,..a_‘/‘,ca, r'u”""{'xf"“ﬁ“‘\ﬁ‘.’ﬂ«\M‘}A'!‘]-";("l‘.i‘-;;"[:{ L ‘,qj.';ff'j}‘; } . o

bl G e e e s
ARG M B g B g e
R R

The micrographic images on this f1lm are sccurate reprodustions of records del fvered to Medern Information Systems for microf{{ming and
were filmed in the regular course of tusiness, The phot=, udhic process meets standards of the Awerican National Stendards Tnetitute
(ANSL) for archival mioroffim, MOTICES [f the f{)wed hnoo obow e less legible than this Notice, ft is due to the quelity of the

) . document being #1(med, l ‘
- RN S\ WA s'y lolagles

R "



7

| Grante - 27,180,380 ‘ I
27,168,380 1108, ‘
* + Y HFA contingencies 100,000 100,000
Total el funde $33,000,732 ($42,52%) $33,618,207
Less eatimated income 20073 (42528 3.010.207
General fund $0 0 0
/\\ FTE . 43.00 . 000 4.00
A Dept. 473 - Housing Finance Agency - Detail of House Changes
| RECOMMENGED  TOTAL
NG| ! CHANGES
Balaric $ and wages {642,825) ($42,628)
HFA comingencies s
Totel all funds {$42,825) ’ (842,6285)
Loss astmated income {42,528 (45251
Geeral ind 0 0
FTE 0.00 0.00 | .
' mmmmmmmmmmmmmmmnmwm
health Insuran ce premivms.
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38015.0103 Prepared by the Legislutive Councill staff for\{

Titte.0200 House Appropriations b3
Fiscal No. 3 February 14, 2003 2-) *4)5

| ,‘?
House ’AMENDMENTS TO HOUSE BILLNO. 1015 aPP 2-19-0

Page 1, line 14, replace “6,332,714" with "6,264,047"
Page 1, line 19, replace "44,449,5695" with "44,380,928"
Page 1, line 20, replace "37,302,824" with "37,296,489"
Page 1, line 21, replace "7,146,771" with "7,084,439"
HOUSE AMENDMENTS TO HB 1015 APP 2-19-03
Page 2, line 1, replace “16,722,966" ‘with "1€,646,603"
Page 2, line 5, replace "30,418,966" with 30,243,603"
Page 2, line 21, replace "3,976,792" with “3,934,267"
Page 2, line 25, replace "33, 660,732" with "33,618,207"
.Page 2, line 26, replace "15,221,771" with "15,159,439"
Page 2, line 27, replace “131,401,804" with "131,176,581"
Page 2, line 28, replace "146,623,575" with “146,336,020"

f ; HOUSE AMENDMENTS TO HB 1015 APP 2-19-03

Page 4, line 9, after the peiiod insert "The cumulative transfers during the 2003-05 biennium
may not exceed the ' ll and elevator association's estimated net income for the
2003-05 biennium as projected by the industrial commission.”

Renumber accordingly

STATEMENT OF PURPOSE OF AMENDMENT:

House Bill No. 10156 - Summary of House Action

EXECUTIVE HOUSE HOUSE
BUDGET CHANGES VERSION

Tolal all funds $44,449,508 ($68,667 $44,380,028
Less sstimated income 7,802,082 37,206,489
General fund iaH 13&‘53%8,3 SR

Bank of North Dakota
Total all funds $38,494,966 ($1 ;G.ggg $3ag.glg.003

Eﬁmi::m %.eeo.;sz ($42, gzs; $5ap18.207
Genetal fund __.959‘,35

Ml and Elovator
[3':.'”’"”“ ncome sao.mg.zaz $0 sgg.gtg.aaz
M“W“ o SML.Z% " _._LQg%

B BiM Total -
Total al funds s;;s,eaa.srs ($267,856 $1 46,338,020

Less astimated income
General fund

Page No. 1 38015.0103
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HOUSE AMENDMENTS TO HB 1015 APP 2-19—9},63

House BIll No. 1015 - Industrial Commission - House Action {
EXECUTIVE HOUSE HOUSE |
BUDGET CHANGES VERSION ;
Salaries and wages $6,332,744 ($68,667) $6,264,047 5’
ating expenses 1,047,691 1,847,501 ‘
wm assobs 88,300 68,300
m Grants 16.270.0«) 16,270,000
f , Bond payments R 19,630,960
‘ Tota) sl funds $44,440,505 {$68,687) $44,380,028
Less estimated income 301,824 {8,335} 37,206,489
General fund $7,146,771 ($62,332) $7,084,429 ;
FTE 68.37 0.00 58.37 ‘{
Dept. 405 - Industrial Commission - Detali of House Changes
REMOVES
RECOMMENDED TOTAL
AY HOUSE
INCREASE 1 CHANGES
Salaries and wages ($68,667) ($68,887)
Opﬂflﬂna axXpenses
Capital assets
Grants
Bond peyments
Less estimated Income 16:935) {6,336}
General fund ($62,332) ($62,332)
FTE 0.00 0.00
1 ‘This amendmen! removes the Governor's recommendation for siate employes salary increases and retalns the recommended state payment for
health insurance pasemiums,
House Bill No. 1015 - Bank of North Dakota - House Action
EXECUTIVE HOUSE HOUSE
BUDGET CHANGES VERSION
Salaries and wages 16,722,068 176,363 $16,546,603
Ovorating o s11.:~7z.uoo “ ) 11,372,000
Capital assets 825,000 826,000
Conth 1,500,000 1,600,000
PACE tund , 700, 5,700,000
Agriculture PAGE fund 1,425,000 1,425,000
Baginning farmer 950,000 — $60,000 |
Total all funds $36.494,968 ($178.363) $38,318,803 !
"Less estimated income 30,419,968 {176,389) 40,243,607
General fund $8,076,000 $0 $8,076,000
FTE 178,50 0.00 178,60

Dept. 471 - Bank ot North Dakota - Detall of House Changes

REMOVES
RECOMMENDED TOTAL :
SA HOU ’

LARY SE
INCREASE 1 CHANGES !
Salaries and wages ($176,363) ($176.363) :
il g onses ;
PACE hind
Tolal s funds ($176,363) ($176,383) :
Less estimated Income (176,363} (176.363)
QGeneral fund $0 $
FYE 0.00 0.00 |
T 1 ‘This amendment removes the Governor's recommendation : ir state employoe salary increases and relains the recommended state payment for )
: \) health ingurance prermiums, 7
k
Page No. 2 38015.0103 ,g |
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HOUSE AMENDMENTS TO HB 1015
House Bill No. 1015 - Housing Finance Agency - House Action

EXEQUTIVE SE HOUSE
BUDg[ZT c ES VERSION

, Salaries and w. 976,782 $42,825 $3,634,207
Operating om.nql.:a ‘3. 560 | ) 2,418,660

Grants 27,168,380 27,108,
’\ HFA contingencies 100,000 e 1@.3&
! Total all funds $33.660,732 {$42,525) $33,618,207
Less estimaled income 30,860,732 (42,628) 33,618,207
General fund $0 $0 $0
FTE 43.00 0.00 43,00

Dept. 473 - Housing Finance Agency - Detail of House Changes
REMOVES
RECOMMENDED TOTAL
SALARY HOUSE
INOREASE 1 CHANGES

Salaries and 2,625 $42,525
Fvwoleiot wages ($42,625) ( )
Grants

HFA contingencies

Total all tunds ($42,525) ($42,625)
Leas estimated income (42,525) (42,525)
General fund $0 $0
FTE 0.00 0.00

health Instrance premiums.
'House Bill No. 1015 - Mill and Elevator - House Action

:‘D Industrial Commission.
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| 38016.0107 Ptepared by the Legislative Council staff for ' 03 |
“ Title.0200 Representative Delzer 4] n |

| Fliscal No. 1 February 13, 2003 5o
L
B ,HOUSE . AMENDMENTS TO HOUSE BILL NO. 1016 Approp. 2-17-03

i “ Page 1, line 2, remove "to authorize a request for a supplemental appropriation from the"
| Page 1, line 3, remove "fifty-ninth leglslative assembly;"

Page 1, line 11, replace "21,632,548" with "20,461,983"

Page 1, line 12, replace "71,185,029" with "66,836,583"

Page 1, line 13, replace "9,616,306" with "9,651,218"

Page 1, line 14, replace "11,476.494" with "11.602.021"

Page 1, line 15, replace "113,909,377" with “108,651,805"

Page 1, line 16, replace “30,992.766" with *30,1365,194"

Page 1, line 17, replace "62,916,611" with "78,416,611"

BOUSE AMKNUMENTS TO BB 1016 Approp. 2~17-03
Page 2, remove lines 4 through 12

Renumber accordingly

/j STATEMENT OF PURPOSE OF AMENDMENT:

House Blll No. 1016 - Department of Corrections and Rehabllitation - House Action
EXECUTIVE HOUSE HOUSE
BUDGET CHANGES VERSION
Fiekd Services Division $21,632,648 (81,170,685 $20,461,963
Prisons Division 71,185,029 “

185, .348.448; 68,835,583
Juvenile conununily senvioss 9,616,308 35012 9,851,218
Youth Correctional Center 11,476 404 i 11,602,021

125,627

Total el funde $113,000377  ($5.357.572)  $108,661,805

Less eeimaded income 20,962,768 852.572) 20,136,194 |
Genersi furid $82016611  ($4,500,000) $70,416,814 |

FTE 7748 {76.00) 841,10

Dept. 530 - Depariment of Corrections and Rehabiiitation - Detall of House Changes
REMOVES

FUNDING
REMOVES RESTORES POS%D%;TSEFOR FOR OOFg!f. Pllk%gf
COMM PLAN AOPOSED HOUSING FOR REMOVES
RE E?#DED o | WOMEN NEW ETE

SALAR UNDER- WOMENS FUND
INCREASE FUMZS PRISON? INMATES# POSITIONSS FUNDINGS
Fleid Division 831 $221,281 ($100, (41,126,483
Pveane, Cavkion f%.:m! be a% (47500574 $0.842.320 ol SR

Juvanie cormmunity services
Yo o oona) e 21208

Total a1 funde (8626,775) $1.618.717 ($7,600,674) $6,842,320 ($845,058) ($4,834,605)
' J General fund (8574,358) $1,618.717 ($8,206,971) 45,300,603 ($90.378)  ($4,634,608)
' FrE. 0.00 0.00 (65.00) 0,00 {11.00) 0.00

REDUCES
GENERAL
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g EEATIIA
| vAiGes
/ /‘\ Field Sum Divislon $250,000
- Vol Comacionn Comit i}
Total ol funde $260,000
Lees setimated income —e
- Genersd fund $250,000
' FTE 0.00

BOUSE AMENDMENTS TO HB 1016 Approp. 2-17-03

TOTAL
olANaEs
(tz .wo:%
128507
($5,387,572)
{857,572}
($4,500,000)
(78.00)

1 This amendment removes (18 Governar's racommendation for stae employes salary increases and retains the recommended state payment for
heslth insurance premiums,

2 This amendmen! asiores the Govemor's recommendation that underfurkis the department's general fund pay pian by 3 percent.
3 mmmmmmummwwmsmmuamamummwum
Buikding.

4 This smendment adds funding %o contract 10 house el women inmiales for the 2003-05 bienniim.
5 This amendment removes 19 naw FTE positons as follows:

8 This amendment reduces the genersi fund amount for the Fisld Services Division and the Prisona Division.

This amendment afso remaves Section 4 of the bill, relating to supplemental general fund
appropriation request for salarles and wages.
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REPORT OF STANDING COMMITTEE (410) Module No: HR-32-3214
February 19, 2003 8:16 a.m. Carrier: Thoreson L
Insert LC: 38015.0103 Title: .0200
REPORT OF STANDING COMMITTEE
/\ HB 1016: Appropriations Committee  (Rep. Svedjan, Chairman) recommends
: AMENDMENTS AS FOLLOWS and when so amended, recommends DO PASS
23 YEAS, 0 NAYS, 0 ABSENT AND NOT VOTING). HB 1015 was placed on the
ixth order on the calendat.
Page 1, line 14, replace "6,332,714" with "6,264,047"
Page 1, line 19, replace "44,449,695" with "44,380,928"
Page 1, line 20, replace "37,302,824" with "37,296.489"
Page 1, line 21, replace "7,146,771" with "7,084,439"
Page 2, line 1, replace "16,722,966" with “16,546,603"
Page 2, line 5, replace "30,419,966" with “30,243,603"
Page 2, line 21, replace "3,976,792" with “3,934,267"
Page 2, line 25, replace "33, 660,732" with "33,618,207"
Page 2, line 26, replace "15,221,771" with "15,169,439"
Page 2, line 27, replace "131,401,804" with "131,176,581"
Page 2, line 28, replace "146,623,575" with "146,336,020"
D Page 4, line 9, aftar the period Insert “The cumulative transfers during the 2003-05 biennium

may nut exceed the mill and elevator association's estimated net income for the
2003-05 blennium as projected by the industrial commission.*

Renumber accordingly
STATEMENT OF PURPOSE OF AMENDMENT:

House Bill No. 1015 - Summary of House Action

EXEQUTIVE HOUSE HOUSE
BUDGET CHANGES VERSION
industrial Commisalon ,
Total all funds $44,448,695 ($68,867 $44,380,928
Less estimated income 7,302 6,335 7
fund 1146, ($62,
Bank of North Dakota
Total el funds $38,494,9608 ($176,363 $38,318,603
Leas estimated income 30,419 363 %
fund 078,
Housing Finance Agency
'Twau all funds $33,660,732 ($42,525 $33,618,207 1
Leas estimated income 660,732 42,5 618,207
General fund
M#l and Elevator
Total &l funds 330.318.282 $0 $30,018,282

n e S o R

o e
Total all funds $146,623,576 (287,655 $;48.336.02?
dgw B8 WEg

Less estimatad Income
Geneoral tund \164,

(2) DESK, (3) COMM Page No. 1 HR-32:3214
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Salaries and wages ($64,687) ($68,687)
e
aseois

Granis
Bond payments
Total wll funds ($68,687) ($68,887)

/ Leds eatimated income {8,335) (6.335)

N General fund ($62,332) ($62,332)

FTE 0.00 0.00
1 ‘This amendment removes the Governor's recommendation for state smployse salary increases and retains the recommended state payment for

r@w
%ii

REPORT OF STANDING COMMITTEE (410) Module No: HR-32-3214
February 19, 2003 6:16 a.m. Carrler: Thoreson
Insert LC: 38015.0103 Title: .0200 i
N House Bill No. 1015 - Indusirial Commission - House Action
1
Salaries and wages $6,302,714 ($68,667) $6,264,047
iyt et !
Qrants 18,270,000 18,270,000
Bond payments 19830900 . 19630990
Total s funds $44,449,505 ($68,667) $44,000928
Less estimated income 87,901,424 (8338 37,296,499
General fund $7.148,771 {$62,332) $7,084 439
FTE 5637 0.00 58,37

Dept. 405 - Industrial Commission - Detail of House Changes

REMOVES
RECOMMENDED TOTAL
SALARY HOUSE
INGREASE 1 CHANGES

health inaurance premiums, 9

House Bili No. 1015 - Bank of North Dakota - House Action

EXECUTIVE HOUSE HOUSE
BUDGET CHANGES VERSION

Salaries and wages $16,722,068 $176,363 16,548,603 !
Operating expanses 11,872,000 ( ) ’1 1,372,000 |
Capital assets 625,000 825,000 .

1,600,000 1,600,000 l
PACE 6,700,000 5,700,000 ,
Agriculture PACE fund 1,426,000 1,425,000 !
Beginning farmer 950000 £50,000 :
Tolal all funds $38,404,068 ($176.36%) $36,318,603 {
Less estimated income 30,410,068 (176,383} 80,243,603 !
General fund $8,075,000 $0 $8,076,000 !
FTF 178.50 0.00 178,80

Dept. 471 - Bank of North Dakota - Detall of House Changes

I : REMOVES
oo RECOMMENDED TOTAL
T SALARY HOUSE
| INCREASE 1 CHANGES
: Salaries and wages ($176,363) ($176,963) 3
'5 (2) DESK, (3) COMM Page No. 2 HR-32:3214 :
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§ REPORT OF STANDING COMMITTEE (410) Module No: HR-32-3214
| February 19, 2003 8:16 a.m. Carrier: Thoreson
; insert LC: 38015.0103 Title: .0200
% Operating expenses ;
: ‘\ wuwmpme fund |
* .
Beginning farmer ——
Tolal all funds ($178,363) ($176.363)
Less estimated inoome {176,363) {176.363)
Genersl fund %0 $0 |
FTE 0.00 0.00
t This amendment removes the Governor's recommendation for stale employee sa. v increaser and rolains the recommended siate payment for
health insurance premiima,
House Bilf No. 1015 - Housing Finance Agency - Houss Action
EXECUTIVE HOUSE HOUSE
BUDGET CHANGES VERSION
Salaries and wages $3,976,792 ($42,526) $3,834,287
) [ u 1 L)
Qo Srponsos 27 188380 27,488,380
HFA contingencies 100.000 e 100,000
; Less estimated income 30.860.732 42.525) 23.818.207
| General tund $0 %0 $0
| FIE 43.00 0.00 43,00
‘ /w Dept. 473 - Housing Finance Agency - Detall of House Changes
e ,
HEMOVES
, RECOMMENDED TOTAL
: RY HOUSE
! INCREASE 1 CHANGES
‘ Salaries and 2,526 2,626
; X m ($4 } ($42,626)
B Grants
: HFA contingencies e meeneamt U,
] Tolal all funds {$42,526) {$42,526)
Lets estimsted income {42,525) {42,526 :
General fund $0 $0
FTE 0.00 0.00
1 This amendment remaves the Governor's recommendation for slate employee salary increases and retains the racommended slale payment for
heahh Insurance prémiums.

House Bill No. 1015 - Mill and Elevator - House Actioit

f This amendment limits the 2003-05 biennium transfer of funds from the Mill and Elevator to the
; general fund to the 2003-05 estimated net income of the Mill and Elevator as projected by the

Industrial Commission.

|
|
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2003 SENATE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO. HB 1015
Senate Appropriations Committee
Q Conference Committee

Hearing Date 3-7-03, 3-11-03

Tape‘ Number Side A Side B Meter #
1 X 1629 - 5529

Committee Clerk Signature QZAMW

Minuvtes; CHAIRMAN HOLMBERG opened the hearing to HB 2015 . Attendance roll was

called, a quorum was established. A bill relating to provide an appropriation for defraying the

‘D expenses of the state industrial commission and the agencies under the management of the
industrial commission; to provide a continuing appropriation; to provide an exemption; to
authorize transfers; to declare an emergency.

(Meter 150) KARLENE FINE, Executive Director and Secretary of the Industrial Commission

Administration Office testified on HB 1015 on regard to the building autpority. See written
testimony Exhibit 1. She focused her testimony on Subdivision 1 or budget 405 and this includes
the appropriations for the administrative office of Oil and Gas Division, Geological Survey, the
Lignite Research Developing Marketing Program and the Lease payments for the building

authority. She pointed out the Exhibits in her testimony.

(Meter 211) CHAIRMAN HOLMBERG announced the subcommittee of SENATORS

N T T RN e s R T I i

i

, \‘) SCHOBINGER, KRINGSTAD, AND LINDAAS.
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: Page 2

Senate Appropriations Committee
Bill/Resolution Number HB 1015
Hearing Date 3-7-03, 3-11-03

(Meter 583) SENATOR GRINDBERG asked is any value of attaching study resolution to this
bill to take a look at the debt service sales tax limitations? KARLENE FINE stated i( has been a
number of years since that has been looked at, When it began, it was at a 12% limitation and it
was gradually decreased down to 10% and has remained at that level for three biennium. The
legislature feels they want to set is the limitation, We are one of the lowest debt states compare to
other states.

(Meter 676) VANCE TAYLOR, General Manager of the ND State Mill testified on HB 1015.
See his written testimony Exhibit 2,

(Meter 13485 CHAIRMAN HOLMBERG stated that from the standpoint of the Mill, having that
provision in the statue that you don’t have to borrow money to pay what the state has state you
are going to have to pay. How much debt end of this biennium to reach 6 million doflars that the
general funds anticipates and how do you repay? VANCE TAYLOR stated that the debt is
reduced going forward using their profits, what is left over after the transfer of the general fund.
Looking at in on a biennium by biennium basis. Going into the expansion and renovation
projects the Mill had around 10 million dollars in cash, the total amount of the projects was 19.5
so that put them at a level of borrowing 10 million dollars, about half of the amount of the
project. ‘The payment to general funds at the end of this biennium, the borrowing will be
somewhere about 15, 16 ,17 million dollar range. Depending on the price of grain. (Meter 1487)
CHAIRMAN HOLMBERG asked to meet the 6 million dollar requirement this biennium, do you
have profits of 6 million dollars or what is the difference? VANCE TAYLOR stated the total

profits for the biennium is estimated at 4.5 million dollar and the transfer to the general funds
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- Page 3

Senate Appropriations Commitice
Bill/Resolution Number HB 1015
Hearing Date 3-7-03, 3-11-03

will be 6 million dolars so the difference will be 1.5 million, That is what is being borrowed and
paid back.

(Meter 1546) SENATOR SCHOBINGER asked about Section 9, in the amendment that the
House added. What is the industrial commission projeciing for estimated income for the 03-05
biennium for the Mill?".’ANCE’ TAYLOR state:d they estimate 5 million dollars profit for the
biennium. (Meter 1583) SENATOR SCHOBINGER then asked if that can be revised at any
time? VANCE TAYLOR stated that due to marketing conditions and other factors, it is his
understanding that it could be moved going forward and any revised estimate would come from
the industrial commission. (Meter 1669) CHAIRMAN HOLMBERG stated would it not be fair
to say that this is extremely different than other budgets and how they have been handled in the
past? For example, we are towards the end of the biennium and we estimate that the Secretary of
State will turn back a million dollars, and they only turns back $800,000. *at is what the turn
back. But the way the Mill and Elevator has been handled, if we are saying you are going to turn
over to us 6 million and you can’t get 6 million, you have to go out and borrow the money
because we are having that entire 6 million. Is that cortect? VANCE TAYLOR stated that in the
past, that is correct. Whatever the amount was set at prior to the biennium, that would be their
contribution,

(Meter 1730) SENATOR BOWMAN stated he is looking at potential marketing areas and when
you talk about areas that have mills that are closing, the suppliers have to have products to fill
their orders. Do you try to jump into those marketing areas with our products? With 5 mills
closing, that means that the suppliers of the product don’t have the product? VANCE TAYLOR

stated that there has actually been 16 mills that have shut down in 2 ¥4 years and that is exactly
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Senate Appropriations Committee
Bill/Resolution Number HB 1015
Hearing Date 3-7-03, 3-11-03

what they do, Once they hear there is a mill closure, they try to identify those customers and if
they have open capacity, they try pick those customers up and add them to their list,

(Meter 1842) SENATOR ANDRIST asked what they do with durum? Make semolina?

(Meter 1853) VANCE TAYLOR said they have a long list of various products with several
different grades of semolina and manufacture a durum flour that is poplar around the market.
They have 4 lot of demand for a durum second clear product which is a by-pro duct of the
semolina so altogether on the durum side there are 20 different grades of semolina and flour.
The durum is not sold at the retail level, Most of the durum is packaged and filtered through
distributora to smaller pasta manufactures and organic durum products.

(Meter 1952) SENATOR THANE asked if Dakota Maid Four is still a blend of barley flour and
wheat flour? VANCE TAYLOR explained that no, it is 100% spring wheat flour, SENATOR
THANE asked if the new flour mill at Fairmount with new state of the art, do they compeie with
you or are they milling specialty flours. Are you familiar with them and do they provide
competition or do they provide a market that you don’t provide? VANCE TAYLOR answered
that they do compete with them in certain markets, they do mostly bulk rail cars out of that

facilii,y and some trucks. They don’t do any packing at all. They are a competitor for large

| hakeries that tuke rail cars or bulk trucks.

(Meter 2190) SENATOR KRINGSTAD asked how many mills are in the USA? VANCE

TAYLOR stated about 190 mills left in the United States.
(Meter 2235) SENATOR KRAUTER wanted clarification of what the House amendments did to

the bill. Quoting what the first line of Scction 9 says, shall transfer to the general funds the sum

of 5 million” and the House amendment states “the acri>mulative transfer may not exceed” so he
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. Page 5
Senate Appropriations Committee
Bill/Resolution Number HB 1015 |
Hearing Date 3-7-03, 3-11-03

/ ’\ then asked if they are forced to borrow the 5 million if they don’t have the difference? VANCE

e A e Y a5 “n

TAYLOR explained that equity budgeted amount of the transfer that would be higher than the
profit. When you look at the total borrowing month by month, is effected by a lot of things, the
high price of grain, causes the borrowing level to be higher, accounts receivable.

(Meter 2362) SENATOR KRAUTER asked under the current biennium did we make the transfer
already from the State Mill general funds? VANCE TAYLOR stated no, that hasn’t happened
yet. SENATOR KRAUTER asked if we anticipate to meet that obligation of 6 million without

borrowing? He felt that it should read in line 5, Section 9, “the industrial commission shall

transfer to the general to the state treasury up to the sum of 5 million “ VANCE TAYLOR stated

yes, it will increase our borrowing level.

(Meter 2566) CHAIRMAN HOLMBERG stated to have Legislative Council legal staff to look at

o) .
\ the language to make sure it says what they want it to say.

(Meter 2626) PAT FRICKE, Executive Director of the ND Housing Finance Agency testified on
HT 1015. See Exhibit 3.

(Meter 3975) SENATOR MATHERN asked what does $50,000 do in Native American
programs? It seems like such a small amount, what can you do in housing to have an impact with :
$50,000. PAT FRICKE replied the $50,000 is for administrative costs to that program to hiring
one staff person, It is not being used for programing, construction or anything like that. USDA
rural development committed larger amounts. The commitment is to provide salary and

operating (traveling) expenses for a two year budget period,

(Meter 4113) SENATOR ANDRIST asked to help hii: understand if somebody wants to build a

. single home in Bowman, Crosby or wherever, how does he plug into this progtam? PAT
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FRICKE ¢tated first time home buyer program would work through their local bank or mortgage
company. If they are building a home, they would likely obtain a construction loan from that
lender. They would not have a part in construction loan itself. Typically that borrower would
have obtained a loan commitment for the permanent financing from that same borrowet, then
obtain a construction loan that would be used for the materials and lebor during the course of the
construction, By the time the house is completed, the permit financing loan would retire the
construction loan, the lender would then see if that loan was eligible for their program, then they
would purchase that loan from that lender. Three fourths of the loans are serviced by them so the
borrower would make his payments to the agency. Those dollars would pay the bond holders.

(Meter 4320) VICE CHAIRMAN BOWMAN closed the hearing to HB 1015,

3-11-03 Tape 1 Side A
(Meter 1364) KARLENE FINE, Executive Director and Secretary of the Industrial Commission

Administration Office testified on HB 1015 on regard to the building authority. See written
testimony Exhibit 1. She pointed out Exhibit C and Exhibit E in her testimony that she was
replacing because of the new forecasts. She went over the new forecast numbers in the exhibits

mentioned above. She also stated the new forecast dropped sales and vehicle sales taxes.

i
|
]

(Meter 1961) SENATOR CHRISTMANN stated at Jooking at the bonds, why is that amount that
we owe going up and down each biennium? Where do the payments come from? KARLENE
FINE replied what changed this biennium, because of the lower bond rates, they were able to go
in and refund three of the outstanding series. They captured about 2.2 million dollars in savings

and split that savings with OMB. Some of the savings showed up in the 03-05 biennium and
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) some showed up in the 05-07 biennium, She explained that the legislature gives authority to
bond during the next biennium but they don’t get payment until subsequent bienntum. So when

approving the bonding, it is four years out. The department has been able to at different times,

been able to capture some refunding opportunities that has been able to go in and lower their
costs. (Meter 2141) SENATOR CHRISTMANN asked about specific examples and KARLENE
i FINE answered that all are within a general range. They set up a level debt service schedule and
they have their individuals run the numbers for financing, they set it up so it is pretty level
subsequent to the biennium. Sometime they pay in $5,000 increments and sometimes you will
have smaller change.

(Meter 2249) SENATOR CHRISTMANN asked if they could sell bonds and not make a
payment each biennium? KARLENE FINE answered yes,

. (Meter 2281) CHAIRMAN HOLMBERG asked if these would be at a reasonable rate?

KARLENE stated all of the rates are at the highest is 551 for 2,000A because it is so recently |

issued. The commission has decided that they has to be a 2% savings before they would issue a

refunding. She stated they could skip a biennium payment but must pay the interest to the bond

holder. Those interest costs would be kept alive and would add to the overall cost of the bond
issue and drive it up. She stated they do issue bonds and gave an example saying such as this

August the first principle payment won’t be for three years but they will be paying interest and

they capitalized those interest costs. And that increases the size of the bond issue and we do have

to pay at least the interest to our bond holders.

CHAIRMAN HOLMBERG closed the heating to HB 1015
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( ‘\ (Meter 1635) KARLENE FINE introduced the Geological Survey written presentation Exhibit 4.

ED MURPHY gave that presentation for John Bluemle.

(Meter 2076) SENATOR ANDRIST asked if exploration relatively complete? ED MURPHY

answered it is always an evolving process, But 20 years ago when the map was put together, they

probably used three or four thousand drill holes, they used over 28,000. So if is a gigantic leads

the map that was used before, just shows big blobs across counties, and they came in and

pinpointed areas.

(Meter 2470) SENATOR LINDAAS stated referring to landslides on the map, are they natural

occurring of is that something that happens as a result of man’s intrusion? ED MURPHY
explained that it is something that is naturally occurring. Many landslides are thousands of years
old, and the problem is when you put an infrastructure on top of that, you can the percolation of

; ﬂj water, pond water and reactivate these old slides. He spoke on fossil digs that have been popular.

‘: He went through the maps and touched base on pages 2-4 on John's testimony.
(Meter 2939) KARLENE FINE stated that the length of employees range from 15 down to 5 |
years of employment.

(Meter 2921) tape 2 side B

SENATOR ANDRIST stated that the Industrial commission spent time assessing on alkali in the

Stanley area. He stated at one time there was talk of some promise of potential use of that for

emission use of power plant smoke stack, is there any more info on that? (Meter 3049) ED
MURPHY stated that of right after that study was completed, the market histotically has been so

up and down on that potassium sulfate has high potential,
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{ _J) (Meter 3140) LYNN HELMS, Director of Oil and Gas Division of the ND Industrial
Commission testified on HB 1015, See written testimony Exhibit 8.

(Meter 3725) SENATOR KRAUTER asked to recap the charts 7-14 and clarify the rigs drilling

verses wells pumping charts, (Meter 3805) LYNN HELMS stated on page 17 is the rig count and
page 18 is the wells producing, The state is running only 10 rigs in ND. The importance is that

every drilling rig produces 47 direct jobs and about 100 indirect jobs in the community. The is

about 3,300 active producing wells in the state of ND and every one of those creates about 1.1
direct jobs through the service company, the pumpers and all the people that visit them.
(Meter 3909) SENATOR KRAUTER asked if the prices of oil per barrel right now was
commeated at the forecast meeting that is a little over $30 a barrel and then the comment was
made that this budget was based on $18 a barrel or $21 a barrel, Is there a forecast revenue

[\/‘) change? (Meter 3962) LYNN HELMS stated the current price of oil in ND is $32 per barrel.

That contains a war premium for the expected conflict in Iraq of about $6 a barrel. There is also a

! premium built in there for about $4 or $5 a barrel for strike in Venezuela which has cut their
production by two-thirds, With those two numbers off, the price is in the lower twenties. |

According to idcomony.com we should expect a oil price of the low $20 in the first part of the |

biennium dropping down to the upper teens ($18) in 2005. He recommends to use the average of

$21 a barrel. He stated he can not predict how much damage the Iraq conflict will do to their

industry or how quickly they will come back.
(Meter 4119) SENATOR KRAUTER stated that he is trying to calculate the history of the price
of oil per batrel. (Meter 4163) LYNN HELMS stated to go to page 185, the dotted line is the

history of daily oil produced and the price of ND crude oil.
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(Meter 4220) SENATOR ROBINSON stated he realizes the impact of a 95% budgets on
agencies, especially small agencies, He asked if he has encountered similar situation where you
had to reduce your staff because of a 955 budget? (Meter 4292) LYNN HELMS stated he went
through all the budgets prior to 1993 for his division and every year there was potential reduction
in those budgets but every budget was able to restore those position. This biennium may be
different because of the revenue situation.

(Meter 4360) SENATOR BOWMAN asked if when this coal methane project takes off, will it
cause a strain on his department! (Meter 4398) LYNN HELMS stated they are planning to
implement coal methane pilot project next year, this fall. If that takes off, there is a potential of
as many as 5,000 coal methane wells. That will require someone in the Bismarck office to do

| permitting and additional field assessor. It takes about 3 days to drill one of those wells, it’s a
Q very smail rig and they move very quickly, it is more like seismic. (Meter 4508) SENATOR
BOWMAN asked how deep are these wells? LYNN HELMS stated they will vary from about
300 feet to 700/800 but are less than 1,000 feet.

(Meter 4550) JOHN DWYER, Chairman of the Lignite Research Council, Industrial

Commission testified on HB 1015, See written testimony Exhibit 7.

No further questtons were asked,

CHAIRMAN HOLMBERG closed the hearing to HB 1015,
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2003 SENATE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO. HB 1015
i Senate Appropriations Committee

O Conference Committee

Hearing Date March {4, 2003
Tape Number ~ Side A Side B Meter #
#1 ' X 3,727 end
#1 X 0- 4467
Committee Clerk Signature %_WM{J( S "
| 1 1
Minutes:

(O Meeting was reconvened by Vice Chairman, Senator Grindberg. with the Industrial

Commission budget continuation from March 11, 2003,

Eric Hardmeyer, President of Bank of North Dakota (#3727) Written testimony is attached and
marked as Exhibit #4 (following previous list of exhibits), Mr. Hardmeyer talked about the
Bank of North Dakota operations. He talked at length regarding the income numbers for the

Bank of North Dakota, They ended the 2002 year with a profit of $32.2 million which is down

about $900,000 but up about $800,000 from what was budgeted, Reason for decrease is
shrinking margins in low-rate environment, which will affect 2003 with projected income only at
$31 million, They ended 2002 with assets just under $2 billion, capital at $149 million. He

explained the ratio and the reasons for the change. (See written testimony)
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Senator Grindberg (#4204): He had questions regarding last weeks economy.com meeting and

if OMB had revised their transfer, Mr, Hardmeyer replied that yes, with the revised OMB
forecast, they are now looking at a $17.5 million transfer from the Bank, which would allow the
Bank to recoup somewhere around $4 to $4.5 million of liability that would be transferred back
into their equity accounts, so their equity would actually increase from about $149 million
basically up to $155 million. That puts the bank back around 7.3/4% for equity. He explained
money that is transferred to the general fund is after all expenses have been paid. He stated that
they did not get an appropriation, they pay to the general fund .

Senator Lindaas (#4431) He wanted to know if Mr. Hardmeyer had a running list of transfers
from the Bank, historically. When did they begin, way back, he would be interested in looking at
this historica! record. Mr. Hardmeyer responded that yes the Bank has this information, and

they would provide that information to him.

Senator Tallackson: What percentage, or what time, is some of this diverted to reserves? Do
you take the p: i 2r:} put into reserves? Mr. Hardmeyer asked if Senator Tallackson was
talking about cquity ¢: loan loss reserves? Senator Tallackson stated he was talking about the
$149. Mr. Hardmeyer stated that to the extent that the general fund transfer does not exceed the
profitability, it would be put into capital, but what has happened the last several sessions, the
amount of general fund transfer roughly equals their eatnings, so there is not a lot to put into |
capital, The capital as dropped from $170 to $149 million because of the $60 million transfers
and the additional rainy day fund that they are obligated up to $25 million so that has decreased

the capital, So to the extent that the general fund transfers are less than the profitability, then they {

| ] will be able to build
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capital, Right now, as the forecast for the income for the Bank at about $30-$31 million per year,

e e i i g PG N

roughly all of their earnings are gcing to a liability account for transfers, so they will not be able

to build capital for the next 2 year. Senator Tallackson continued: Is the goal as far as ratio still
about 8%? Mr. Hardmeyer replied that it was. There is another reserve that is a loan loss
: reserve that is held aside for bad loans and that has been building for the last several years and
that is now at $25 million. That is a reserve against had loans which also does the same thing as
equity. He also referred to the bottom of page 2 regarding the loan portfolio.

Senator Thane: (#4863): He wanted to know if that reserve can be tapped by anyone ot is it

safe. Mr. Hardmeyer responded that is was safe, it is set aside reserved. It is not one of'the
funds or trusts that are being looked at for money to be transferred out of.
Senator Lindaas (#4958) With regard to the reserve, is that the amount that is put in that is that

e up by Banking rules or a figure that is derived by the controlling people at the Bank of North

Dakota? Mr. Hardmeyer: That is controlled by the members of the Bank of North Dakota, they

take a look at the loan portfolio, exposure, on a loan by loan basis and then a reserve is set based
they think the worst case scenario could be, and it so happens that at 1.88% they are slightly [
é above the industry norm which is 1.78%.
Mr. Hardmeyer continued on page 3 with the actual appropriation which is about $550,000 less

than previous biennium. They are not a general fund agency so they were subject to the 95%

budget. But a budget has been submitted less than in the previous biennium. He then went

through the major expenses accounts, which included the salaries and wages and the FTE's which

can be found in his written testimony,
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r\ Senator Lindaas (#5640) He wanted to know if they use part-time help, are there situations that

S’ potential for sharing. Mr. Hardmeyer stated that this was purchased some time ago, 1 1/2 to 2
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full time employees would have to be paid overtime? Mr, Hardmeyer stated that they do hire

part-time help and there are some situations where they have to pay overtime, especially in the

student loan department where there is some seasonal activity,

Mr. Hardmeyer continued with the operating expenses which is a decrease of 3.12% or 1.56%
per annum. See his written testimony page 3 & 4. They are working on a new project that will
save approximately $2 million per biennium. This project will take the Bank off the main frame
and using their computers and going to an AS 400.

Tape # 3 Side A ends, Side b Begins

Senator Robfuson (# 94) He wondered about the AS400. There were several of these around in

different agencies and he was wondering about the need for that many and if there was any

years ago. They lease this, and he didn't remember the cost per month, It is such a size that ITD

is able to help other agencies to put some of their information on there as well. There are some

security issues, but they are being worked on.

Eric continued with his testimony, starting on page 5.
Senator Krauter (#704) What other functions is there on ITD's mainframe? Eric answered that
a lot of the Core Banking, Operations ( could not hear the speaker from the audience), general

ledger. Eric continued by stating that when the student loan information is moved, then those

costs will disappear.

Erdc continued with page 7 <10 of his written testimony,

P AL PSR I O .
213 --*k,/-,-»,-{.{.{,-.\Q/;,’;.;.;‘a‘mf,‘g'.‘A-\i.‘;;\A,-,,4;’;}:,’,,-‘:“;h._k Ve T g
i AT L TN e L e " P s L e
; PO R MRS e e e L
\ Ty e W ' D R S T \..;‘,w.‘,‘,hu,y‘ ;
! S

' . ] ! .. A2ns “ MGk | |

wages ta reproductions of records delivered to Hodern Information Systews for w 3

o '3??”&"3'»‘3»1 reout:?' im‘:o‘ ‘onf.ﬁ.nm:’ ”Th:p;hotogrqahic process meets stendards of the mm'u: ¥.tmzo.:m1w:ftrh: :
::::r: for archival mierofile NOTICE: 1f the filmed image sbove is Less (egible than this Notice, ]

Date

;mc betng ¢ Lmed, 10| Px(S\QB_

rator’s Bignature




e i Z‘A*
25

‘Page 5

Senate Appropriations Committee
Bill/Resolution Number HB 1015
Hearing Date March 15, 2003

M Senator Grindberg (#1223) Looking at the map on page 10 of his testimony, Cass County,
Grand Forks County, Ward County, Williams County and Stark County all ha* - larger numbers
of PACE loans, why does Burleigh have such a low number? Eric answered that they iend to put
a lot of money into specific projects. Senator Grindberg: Sales Tax dollars? Eric: Yes
Senator Krauter (#1307) Looking at the remaining balance of $2.2 million, there have been
times when they have run out of PACE money, what is the hisiory of any remaining money?
:Eric They have run out of money in the last 2 or 3 biennium's, then they have to pi't people on a
waiting list. Due to the economy, the North Dakota is sullering, they are not seeing the activity
that in the years in past. The Bank has not seen projects that normally would come out of Minot,

There has not been any major projects come out of Bismarck. There are few that continue in

Fargo, but the ¢conomic slow-down has had an effect. Senator Krauter wanted to know if there

/ )
. was any activity since this report was printed which was January 1, 2003, Eric reported that he

looked at the numbers at the end of February and the numbers were static. So about $2.2 million.
Eric continued with page 11-12 of his testimony.

Senator Thane: (#1690) Looking at the map on page 12 (AG PACE loan program) and that
Divide seems to have the most loans at 92, why are they so high? Eric responded: In Divide
county there was a plant that was established a year or two ago, (a pasta plant), this program was
used extensively to help farmers to purchase equity shares into that plant and so it was the first
opportunity to use the Ag PACE program to help farmers borrow money so they could provide
equity injections into the pasta plant. He thought they also used that on the alfalfa plunt and 2
number of projects in that area. Senator Thane: He stated that he didn't believe they participated

) in ProGold, Eric responded that this program was not established to do this, it wasn't an eligible
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use then, the program was expanded since then, They continue to look at the program to see if

g
|
|
|

there are ways to help the farm economy.

Senator Bowman (#1892) He had a question with the value-added, seems like one of the biggest
drawbacks they always run into is the marketing aspect. Is there money available so that if the “
right project comes online so that the right research can be done on how to market so that there is

a market for the product that it trying to be sold. Seems like we should be geiting into the

marketing more, or we are spending a lot of money and going nowhere. Eric agreed with

Senator Bowman, that is one of the biggest problems that he has seen. There are a lot of great

products made in North Dakota but the problem is selling them, Marketing seems to be the

lacking component in making these things really work. Their experience in value-added

agriculture that 75% to 80% of these projects fail. When the reasons for failure arc looked at it is

usually management, but it comes down to their ability to sell their product. Senater Bowman ;
wanted to know if Eric thought this chould be started in the Universities and Eric agrecd. §
Scnator Andrist (#2154) Ag PACE lovns were really a plus for Divide county. Eric agreed. |
Senator Schobinger: (#2244) How are the equity purchases structured? What is the duration of
these? What is the total amount of dollars that were invested in the plants in Divide County?
Eric replied that he didn't have those specific numbers, but generally they are structured ona §
year pay back. Generally they will take a security interest in existing equipment, added on to the
current security documents, generally it is collateral other than the equity stock.

Senator Lindaas remarked that value added was not a new concept.

Senator Krauter (#2475) He would like the balance of the AG PACE programe as of Feb, 28, }

Eric: PACE is about the same as now, AG PACE balance is $1,359,000; Buy down used:

kY
wing and J
rmation Systems for n!emf’lmwm. |

info
§ records delivered to Nodern National Stends
on this 1lm are accurste rm;‘mﬁmz process meets standards :’tifhaom::%‘? ts due to the quality of the

e of business, TS less Legible tian
“‘uﬁ%u';'5'87-".1'&5'3.1'%‘.%?&%"."%01me. 14 the flimed {nage sbove {8 O‘ Q\n
§ t befng 11 }\ ¥ Jt

documen ' -

ot



i
o

" Page 7
Senate Appropriations Committee
Bill/Resolution Number HB 1015
Hearing Date March 15, 2003

$680,592, leaving a remaining buy down of $678,428.00. The beginning farmer now increases

[P

to $2,070,889.00 and the box at the top of 14 the buy down is brokcen down into 2 components ,
one is real estate and one is chattel. On the real estate side they have used $1,306,599 and the
chattel the have used $550,336. So if the transfer had not been done, they would have been under
water.

Eric continued with the beginning farmer programs 13-15.

Senator Christmann: (#2672) How is principal occupation defined? Eric: Basically they look at
gross farm income and how that relates to of farming income and make sure that gross farm
income exceeds net. Senator Christmann continued: How many fail? Eric: Failure rate is low,
1% or less. Senator Christmann: Are these shared with a local bank? Erics On the real estate
side, Bank of North Dakota nas the whole loan, On a chattel loan they do participate with a local

S bank. Senator Christmann: On the real estate the Bank of North Dakota sold one out recently in

his area and it just caused him to question and to follow the money. What happens to the mineral
ownership when someone is sold out? Eric replied that he didn't know if he could answer that,
he could check on to see if the mineral rights were kept or not. He agreed to find out the

information for Senator Christmann,

Senator Thane (#2873) Can these loans be used to buy out the parent? Eric: Generally, yes,
they are buying from their parents or a relative,
Senator Tallackson: (#2959) He wanted to know if Eric was going to cover what the House

changes were on this? Eric replied that the only House change was the salary line item was

removed.
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Senator Krauter: (#3035) page 2, bank income: Are there any projections for 2004-057 Eric
replied that it depends on the interest rates, what the economy does, if they are willing to increase
interest rates, As interest rates goes down, our income has gone down, Based on what they sce
today, $30-$31 millions probably a good aumber, if the economy improves, rates start picking up

a little, income will improve, then maybe $33-$35 million. Senator Krauter wanted to know if

they would be able to meet the $60 million? Eric: Yes Senator Krauter stated that he heard the
interest rates would go down again. Eric replied yes, that was true, down another 1/4 % in May.
Prime is now at 41/4%. Eric stated that he would like to see the legislature restrict the amount of
the withdrawal from the Bank of North Dakota restricted to $25 million. He talked a little about
the college save program and the student loan trust Ed Sather (? spelling) Senior Vice President

at the Bank of North Dakota, .stated that as of July 1, 2003 there will be approximately $52

the 2003-05 biennium of about $26 million, it would leave a balance of $26 million as of July 1,

2005.

Tim Porter (#3718), Executive Director of the Municipal Bond Bank. Written testimony is
attached (Exhibit #6). See attached testimony.
Questions:

Senator Mathern: (#3981) In light of the decreasing interests rates, do you have a system of

reviewing everyone bonds? Tim: Most of the bonds have a 10 year no call provision, so that they
can't be called within the firct 10 years and after that they are ailowed to cail. They purchase the

bonds directly from the municipality and then they sell their own bonds.
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Senator Grindberg (#4109) Do you have another annual report, etc. Tim: it is included with
the testimony today.

Senator Thane (4159): He wondered how a bond could be a moral obligation hond, Tim
replied that is the backing of the state. Seitator Thane wondered if that any effect on the rating?
Tim stated that it did, it increases the raling of the bond.

Karlene Fine: (#4278) She stated that she did provide some information in her testimony on
moral and general obligation bonds, so if Senator Thane wants more information it is there. One
quick clarification for the RIF'ed employees. In the oil category they range from 22 years to 10
years and in the oil division they range from 35 years down to 16 years, they are long term
employees,

With no other testimony, the hearing was closed on HB 1015: (#4467)
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2003 SENATE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO. HB 1015 Vote

Senate Approprlaﬁons Committee ,
Q Conference Committee

Hearing Date April 9, 2003

Tape Number Side A Side B Moeter #
1 x 1235 - 3220

| Committee Clerk Signature < OAALL Daviens

Minutes:

CHAIRMAN HOLMBERG opened the discussion on HB 1015,
O SENATOR SCHOBINGER said there are two sets of amendments, 38015,0205 is a legal
document pertaining to the amendment. 38015.0204 is language we need to adopt in order to

accomplish the fiscal part of the amendment.

SENATOR SCHOBINGER discussed page 4 line 11 of .0204 . It is language the committee
requested regarding transfer of not more than $5 million in profits from the mill and elevator,
On page 2 footnote 1 reduces the health insurance premiums as they are doing for all state

employees. Footnote 2 applies the agency wide reduction for information technology. ,

These amendments (footnote 3) effectively merge the oil and gas and the geological survey and
removes 6 FTE’s as a result of this merger. Footnote 4 restores a position removed in the

executive budget that is desperately needed.
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On page 3, the Bank of North Dakota, an adjustment is made for Yiealth insurance premiums and
the reduction in information technology. Housing Finance Agency stays the same other than
health insurance. The Mill and Elevator, the only reduction is for health insurance premiums and
the requitement to report estimated profits to the 59th Legislative Assembly.

CHAIRMAN HOLMBERG asked if the second set of amendments are housekeeping measures
to conform with the merger? (meter 1898)

SENATOR ROBINSON said during the course of the presentation by the Ceological Survey,
some of the FTE reductions were long time employees and those reductions would be
problematic. What has happened with this situation?

SENATOR SCHOBINCER said the executive budget came with 3 FTE reductions, 2 from Oil

and Gas and 1 from Geological Survey. We are putting back one of those positions, the

CHAIRMAN HOLMBERG said the difference is the salary and health adjustment which is why

they don’t match exactly.

SENATOR THANE asked on section 28, is the reason for the language change and removal

because they are archaic?

SENATOR SCHOBINGER said that is his understanding. The Geological Survey is being

merged into Oil and Gas,

SENATOR LINDAAS said as a member of the committee he was not convinced of the benefits

or efficiencies of combining those two divisions and he will not support the amendments, t

SENATOR MATHERN said he is trying to understand the savings of 6 FTE’s, Are there 6 %
E

people doing the exact same functions?
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/‘\; SENATOR SCHOBINGER said they found in the hearing some of the duties of the divisions

o A i,

under the merger can be consolidated,

SENATOR LINDAAS said with that reasoning in mind, there are 6 people doing half time jobs.

He will resist this,

SENATOR TALLACKSON asked if there was testimony in the sub committee to back that up?
SENATOR LINDAAS said he didn’t think so. Everyone worked full time.

CHAIRMAN HOLMBERG said the committee had a hearing on this issue.

SENATOR ROBINSON said that is one reason he questions the reduction of one FTE in the !
Geological Survey. Testimony reflected concern over the 95% budget. When combined with the
consolidation, it poses some questions.

CHAIRMAN HOLMBERG said they are co-located at the present time. i

o ) SENATOR KRAUTER reviewed the FTE reductions, (mefer # 2630) Doesn't this also reduce
other operating costs such as travel?
SENATOR SCHOBINGER said at some point that may e the case. Initially its wise to continue

to appropriate those dollars so those employees left have the resources they need. ;
Amendment 38015.0204 was adopted on a voice vote.

It was moved by SENATOR SCHOBINGER and seconded that the committee adopt
amendment 38105.0205.

SENATOR MATHERN asked if anyone recalled the testimony on the merger?

SENATOR SCHOBINGER said they had 4 hearing on the merger and it was a good hearing,

S

One division is doing work in Canada and he questioned the nced for that. It has been discussed

. in this committee when these areas came together there were many more wells working in North
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