Representative Mike Lefor
HB 1379 Testimony

Good morning chair Vigesaa, vice chair Kempenich and members of the House
appropriations committee, for the record, my name is Mike Lefor and I represent
District 37 — Dickinson in the House. Today, I bring HB 1379 for your
consideration. ‘

HB 1379 or Legacy Streams II is an update to the original Legacy Streams bill.
Attached to my testimony you will note opportunities in the streams for the 21-23
biennium under legislative intent. If you look at the first attachment, HB 1380 from
last session, you see the breakdown of how the funds were allocated.

In HB 1379, starting on page one, line 14, there is created an agriculture
infrastructure fund. The purpose of this fund would be to allocate dollars to the
department of agriculture for grants to political subdivisions for the development
of infrastructure improvements necessary for the development or enhancement of
value-added agriculture businesses or grants to individuals or organizations for
capital improvements for the same purpose.

Within the bill, committees are created for economic research and reporting
requirements. On page three beginning on line 8 is the workforce development and
enrichment fund and how the dollars are allocated. The streams are as follows,
beginning on page seven, line 26,

POMV

1. Legacy Sinking and Interest Fund $102,620,461
2. PERS Retirement Plan $ 70,000,000

Highway Tax Distribution Fund $ 60,000,000
3. Tax Relief $200,000,000
4. Clean Sustainable Energy $ 30,000,000
5. Economic Diversification Fund $ 10,000,000
6. Innovation Loan Fund $ 10,000,000
7. Workforce Development Fund $ 10,000,000
8. Legacy Projects Fund $ 16,600,000
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Excess
1. Legacy Projects Fund $ 73,400,000
2. County and Township Bridge Fund  $100,000,000
3. Agriculture Infrastructure Fund $ 15,000,000
4. Bioscience Innovation Fund - $ 15,000,000
5. SIIF Remainder

2023-25 Biennium

Based on information from the Retirement and Investment Office, the estimated
earnings available for transfer from the legacy fund to the legacy earnings fund at
the end of the 2021-23 biennium total $680 million based on the current definition
of earnings, which includes dividends, interest, and realized gains and losses but
excludes unrealized gains and losses. The amount available for spending for the
2023-25 biennium based on the percent of market value calculation, which uses

7 percent of the 5-year average balance of the legacy fund, totals $486.6 million.
Since the estimated earnings exceed the estimated amount available for spending,
$193.4 million of excess earnings would be available for additional allocations as
provided by law.

As a reference, the legacy fund earnings available for transfer at the end of the
2021-23 biennium total $423.6 million based on the earnings through
November 30, 2022, as reported by the Retirement and Investment Office

2025-27 Biennium

Estimates of the legacy fund earnings for the 2023-25 biennium, which would be
available for spending in the 2025-27 biennium, are not yet available. A
preliminary projection of the earnings for the 2023-25 biennium would be

$626 million, and the amount available for spending would be $573 million based
on the following;:

e Oil and gas tax revenues of $675 million per year increasing the principal
balance of the fund;

e Investment returns of 5.5 percent per year, including 2 percent related to
unrealized gains and 3.5 percent related to dividends, interest, and realized
gains; and



The fund balance increasing from $7.9 billion on June 30, 2022, to $9.5 billion on
June 30, 2024.

The Legacy Fund established by the voters of North Dakota many years ago has
been put to good use on behalf of the state of North Dakota. Contained in the bill
are dollars for bond payments, getting rid of our large retirement plan deficit, for
roads, bridges, energy, economic development, innovation, legacy projects,
workforce development, agriculture, biosciences making major investments in the
future of our great state.

That completes my testimony, and I would be happy to answer any questions.
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LEGACY FUND EARNINGS SCENARIO

This memorandum provides, for illustration purposes only, information on a legacy fund earnings scenario
based the provisions of House Bill No. 1380 (2021), codified in North Dakota Century Code Section 21-10-13, and
the amounts that may be allocated in the 2023-25 biennium using the 2021-23 biennium legacy fund earnings.

LEGACY FUND EARNINGS SCENARIO -
2021-23 BIENNIUM EARNINGS AND HOUSE BILL NO. 1380

" Legacy fund earnings
Fegagyitund g $568.7million’
A [
Transfer to
v
Legacy earnings fund
Spending (2023-25 biennium) Remaining earnings
Percent of market value - $486.6 million? $82.1 million
|
|_,| Legacy sinking and interest fund Earnings retained for future
$150 million bond payments
I $101.8 million limit - $82.1 million
Bond payments I
$101.8 million -
I Excess earnings
0
PERS main system plan $
$48.2 million ]
Transfer to
Highway tax distribution fund
> $60 million v
Legacy fund principal
N Other legislative purposes 0
$276.6 million |
' - Strategic investment and
Tax relief improvements fund
Up to $50 million $0
I

Clean sustainable energy fund
Up to $30 million
I
Research, innovation, and workforce
Up to $30 million
]
Other legislative purposes
Remaining amount - $166.6 million

NOTE: The amounts reflected on this schedule are not official allocations and are provided for illustration
purposes only.
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Legacy Fund Earnings Committee

1As reported by the Retirement and Investment Office, the actual realized earnings based on Section 21-10-12

totals $568,719,459 for the 2021-23 biennium to date through June 30, 2022.

’Based on the following balances reported by the Retirement and Investment Office, the calculation for the percent
of market value using 7 percent of the 5-year average of legacy fund assets for the 2023-25 biennium will be

$486,568,637:

June 30, 2018 balance
June 30, 2019 balance
June 30, 2020 balance
June 30, 2021 balance
June 30, 2022 balance

Average balance
Percent of market value (7 percent)

Amount

$5,576,084,018
6,122,227,871
6,995,309,070
8,115,202,181
7,946,079,492

$6,950,980,526
$486,568,637
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LEGACY FUND INVESTMENTS AND EARNINGS FLOWCHART

This memorandum provides information on the legacy fund investment process and the allocation of legacy fund earnings based on the provisions of House Nos. 1380, 1425, and 1512 (2021), as codified in North Dakota Century Code Chapter 21-10, and

the provisions of Section 26 of Article X of the Constitution of North Dakota, including the authority to develop the asset allocation policy (Legacy and Budget Stabilization Fund Advisory Board), to manage the investments (State Investment Board), and to determine
the allocation of the earnings (Legislative Assembly).

Investment Process _ _ Allocation of Legacy Fund Earnings

Legacy fund principal (assets) -
Qiltaxr , other deposits, and P
accumulated unrealized eamings

Legacy fund earnings -
Realized earnings

Y

Legislative Assembly (Legacy Fund Eamings Committee Study)

Asset allocation policy - ] Investments - { Transfer to
Legacy and Budget Stabilization Fund Advisory Board State Investment Board {

In-state investments {

— (House Bill No. 1425)
20 percent of legacy fund assets

Legacy earnings fund -

t firms and fi ial institutions - House Bill No. 1380

The Stale Investment Board evaluales and selects | |
investment firms and financial institutions to manage the

" " N invesiments. Prior to making recommendations to the board,
Fixed income investments

> | | Retirement and Investment Office staff:
10 percent of legacy fund assets

1 « Conduct a search with assistance from a consultant,

Legacy Infrastructure loan fund
Up to 40 percent

prioritize the top candidates, and complete detailed
reviews for investment firms and financial institutions

Eamings avallable for spending (next blennium)
Percent of market value estimate -
7 percent of the 5-year average of legacy fund assets

Remalning earnings
Any realized earnings exceeding the
percent of market value calculation

without a presence in North Dakota

Bank's CD match program » Receive information from potential candidates,

Up to 60 percent - $400 million minimum complete delailed reviews, and give preference to i Legacy sinking and Interest fund Earnings retained In legacy earnings fund
investment firms and financial institulions with a First $150 million for future bond payments
i presence in North Dakota pursuant to House Bill

Other qualified fixed income investments Up to $150 million

i No. 1425 ! Bond payments
! « 1 $101.8 million

r Equity investments H PERS main system plan Excess earnings
10 percent of legacy fund assets § Purchase and sale of investments - § $48.2 million Any remaining amounts
it firms and financial institutions purchase and sell | |
investments based on an invesiment strategy targeted to a N
Equity funds, venture capital funds, or benchmark. Examples of investments include: Legacy fund principal izd [

o " | § First $100 million
m:o~Mm“_MM.wﬁ«%»mhﬂ%ﬁhmﬂ:ﬁ.ﬁ:ﬂnrﬂ:n_..m<o i  Large market capitalization domestic equilies - Russel ) Highway tax distribution fund

companies operating or seeking to 1000 growth index benchmark Next$60 millian

f ] Strategic investment and
operate in the state . e Short-term bonds - 3-month London Interbank Offered | | mium_n.<rq”oawhw._._._=nz
At least 3 percent of legacy fund assets ; Rate (LIBOR) index benchmark = Any remaining amounts
i » Diversified real assets - Bloomberg United States | | L Other legislative purposes
Other d equity govemment inflation linked bond index benchmark | Any remaining amounts

Any remaining amounts

i » In-state private equities - 5-year average net return for
the legacy fund, excluding in-stale investments
pursuant to House Bill No. 1425

,_ ¥
Other investment allocations 1

Overall investment returns -
—> (Based on advisory board'’s asset allocation policy) |
80 percent of legacy fund assels Based on policies approved by the Legacy and Budget

Stabilization Fund Advisory Board and the State Investment
Board, the overall targeted investment returns are intended
. | to preserve principal, to grow the legacy fund for
intergenerational wealth, and to generate sufficient realized
. | earnings for spending in the next biennium based on the
i | percent of market value calculation.

Tax rellef
] Up to $50 million

L) Clean sustainable energy fund
Up to $30 million

| ,| Research, innovation, and workforce
Up to $30 million

N Other leglslative purposes
Any remaining amounts

North Dakota Legislative Council September 2022
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2023-25 BIENNIUM LEGACY FUND EARNINGS -
PROPOSED CHANGES IN HOUSE BILL NO. 1379

Legacy fund earnings

Fegacy fund 4 Realized earnings
T
Transfer to
v
Legacy earnings fund
Spending (5023-25 biennium) - .
Percent of market value - $486.6 million Remaining-eamings
I
N Legacy sinking and interest fund Legacy projects fund
First $150 million First $73.4 million
1 I
Bond payments County and township bridge fund
$102.6 million Next $100 million
I I
PERS main system plan Agriculture infrastructure fund
$47.4 million Next $15 million
I
)| Highway tax distribution fund Bioscience innovation grant fund
Next $60 million Next $15 million
1
[, | Tax Relief Strategic investment and
Next $200 million improvements fund
Any remaining amount
L, Clean sustainable energy fund
Next $10 million
N Economic diversification research fund
Next $10 million
|, Workforce development and enrichment fund
Next $10 million
L, Legacy projects fund
Next $16.6 million

ESTIMATED LEGACY FUND EARNINGS
2023-25 Biennium

Based on information from the Retirement and Investment Office, the estimated earnings available for transfer
from the legacy fund to the legacy earnings fund at the end of the 2021-23 biennium total $680 million based on
the current definition of earnings, which includes dividends, interest, and realized gains and losses but excludes
unrealized gains and losses. The amount available for spending for the 2023-25 biennium based on the percent of
market value calculation, which uses 7 percent of the 5-year average balance of the legacy fund, totals
$486.6 million. Since the estimated earnings exceed the estimated amount available for spending, $193.4 million

of excess earnings would be available for additional allocations as provided by law.

As a reference, the legacy fund earnings available for transfer at the end of the 2021-23 biennium total
$423.6 million based on the earnings through November 30, 2022, as reported by the Retirement and Investment
Office.

North Dakota Legislative Council 2 February 2023
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2025-27 Biennium
Estimates of the legacy fund earnings for the 2023-25 biennium, which would be available for spending in the
2025-27 biennium, are not yet available. A preliminary projection of the earnings for the 2023-25 biennium would
be $626 million, and the amount available for spending would be $573 million based on the following:

=~

e Oil and gas tax revenues of $675 million per year increasing the principal balance of the fund;

e Investment returns of 5.5 percent per year, including 2 percent related to unrealized gains and 3.5 percent
related to dividends, interest, and realized gains; and

e The fund balance increasing from $7.9 billion on June 30, 2022, to $9.5 billion on June 30, 2024.

North Dakota Legislative Council 3 February 2023



