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Jason Judd: We’ve got about 30 folks on the call, which is a good crowd. It means a couple of things. It means there’s a lot of interest in the issue, the issue of the state bank. It also means it can get a little noisy. So if you’re not talking, can you put your phone on mute. I thought I’d start with just 20 seconds on why we put this call together, and then I thought we’d go around the call and very, very briefly introduce ourselves. Just who you are and where you work. 

The folks on this call, at least from our side, come to the issue from different directions, but I think we all share three things: one, we’re concerned about the lack of credit to our communities; and two, we’ve all felt the pain in different ways inflicted by the financial crisis: lost jobs, big falloffs in revenues for local and state government, big cuts in budget, and three, I think we’re all looking for alternatives to traditional banking relationships, and that took us, maybe inevitably, to the Bank of North Dakota. And I wanted to first thank the folks at the Bank of North Dakota for their time. I know they’ve gotten lots of calls like this. What I’d like to do first is ask the folks at the Bank to introduce yourselves, and then we’ll introduce ourselves, and then we’ll get started on the substance. How’s that sound?

Eric Hardmeyer: Sounds fine. I’ll start. This is Eric Hardmeyer, I’m the President and CEO of the Bank of North Dakota, and we’ll just go around our table here and let everybody introduce themselves. 

Ed Sather: I’m Ed Sather, Senior Vice President of Treasury Services.

Dale Eberle: Dale Eberle, Senior Vice President, Retail and Bank Operations.

James Barnhart: James Barnhart, Communications and Marketing Director.

Bob Humann: Senior Lender for the Bank of North Dakota.

Rick Clayburgh: I’m Rick Clayburgh. I’m present here at the Bank of North Dakota. I’m the President of the North Dakota Bankers Association. We represent approximately 90% of the banks here in North Dakota.

Hardmeyer: Including, I might add, the Bank of North Dakota.

Barnhart: And that’s everybody, Jason.

Judd: That’s it? Ok, thanks. From our side maybe we’ll go by state, that’s maybe the cleanest way to do this. Why don’t we start in Michigan. Will the Michigan folks introduce themselves?

Luke Canfora: Sure. Luke Canfora. I’m the political director here for the State Council.

Samuel Buchalter: This is Samuel Buchalter, I’m a policy person on Senate Dems policy staff.

Steve Reck: Steve Reck, SEIU Local 517M.

Judd: Great. Anybody else in Michigan? Ok. Let’s go to Oregon.

Rep. Phil Barnhart: Phil Barnhart, State Representative.

Phil Bentley: Phil Bentley, I’m the Chief of Staff for the Senate President.

Sonya Carlson: I’m Sonya. I’m Representative Barnhart’s legislative assistant.

Ted Fertik: Ted Fertik with the Working Families Party in Oregon.

Steve Hughes: This is Steve Hughes with the Oregon Working Families Party.

Angela Martin: Angela Martin, with Our Oregon.

Judd: Great. Anybody else in Oregon? That’s our largest contingent. Washington.

Treasure Mackley: This is Treasure Mackley with SEIU Washington State Council.

Rep. Bob Hasegawa: This is Bob Hasegawa, State Representative for the 11th District.

Marissa Chavez: Marissa Chavez. I’m Representative Hasegawa’s legislative aide.

Judd: Ok, great. Anyone else in Washington? Ok. Maryland.

Bill Frick: Hey this is _______ from the Maryland General Assembly.

Judd: Bill I think your name was eaten. It’s Bill Frick, Delegate in the Maryland House. Ok and now let’s run through groups that could be anywhere, but work nationally. How about Progressive States Network.

Altaf Rahamatulla: Hi this is Altaf Rahamatulla from the Progressive States Network.

Judd: Good. Center for State Innovation?

Sam Munger: Hi I think we have both Sam Munger and Anthony Gad from the Center for State Innovation.

Judd: Ok. Great. Self Help?

Uriah King: This is Uriah King with Center for Responsible Lending, affiliated with the Self Help Credit Union, which is a community development financial institution in North Carolina.

Judd: Ok, good. Institute for Local Self Reliance?

Stacy Mitchell: Hi, this is Stacy Mitchell with the New Rules Project Community Banking Initiative.

Judd: Great. And we’ve got a handful of SEIU folks. I’m one. Mary?

Mary Grillo: Mary Grillo, I’m Assistant Division Director with the Public Services Division.

Judd: Any others from SEIU?

Michael Ring: Michael Ring with the Capital Stewardship Program.

Judd: Oh great, thanks Michael.

Ring: Sure.

Judd: Any others? Ok other national groups?

Amanda Devecka-Rinear: This is Amanda Devecka-Rinear. I’m an organizer with National People’s Action.

Judd: Ok, great. Any others? Don’t be shy. I thought I heard Representative Oshiro come on. Is that right?

Representative Marcus Oshiro: Yeah this is Hawaii, Marcus Oshiro.

Judd: Thanks for joining us. What is it, 5 AM over there?

Oshiro: It’s about 5:15 AM [laughter]

Judd: That’s dedication.

Oshiro (?): Hey Jason, can you just say your last name again?

Judd: I’m Jason Judd, “J, U, double-D.”

Oshiro: Thank you.

Judd: OK. So I think that’s everybody on the call. Thanks again for getting on with us. We’ve got about 45 minutes. Eric can we ask you to start with a brief overview of the Bank. I think folks on the call have done a fair amount of reading. They’ve read transcripts of previous calls. They’ve read articles. They’re read your frequently asked questions on the website. I think all of that’s helpful. But I think it would be a good warm up for us to talk for a few minutes about what the Bank does and why, and then we can… I’ll get us started on questions.

Hardmeyer: Sure, glad to do it. And, welcome everybody. Let me just give you a little background about the Bank of North Dakota, and as Jason said, we’ll open it up to questions. We have a good group around the table that can answer your specific questions.

Let me just start back with the history of the Bank. We’re celebrating our 91st year this year, of history, we began in 1919 as a result of a, I guess a progressive movement, that kind of swept the upper Great Plains. There was an agrarian movement associated with that that felt that North Dakota farmers were being taken advantage of by the financiers from the East, and from the grain traders in the Minneapolis markets, and really felt that North Dakota needed to control its own destiny. And so they banded together and formed what was called the Non-Partisan League. This would have been about 1917, 18 or so. And swept into office, took control of the Legislature, and created what was called the Industrial Program. And out of that program began the Bank of North Dakota along with the State Mill and Elevator. 

So as I’ve talked earlier about the farmers feeling disgruntled about lack of financing and marketing options, with one fell swoop they felt that they had resolved those issues by the creation of its own bank and State Mill and Elevator. We both are in existence today. The State Mill and Elevator operates out of a different community, Grand Forks, which is on the Minnesota border, not far from Canada. And so that’s really the genesis of the Bank of North Dakota. And let me just say that, really, you can break the Bank down into two distinct functions. One would be, as we call it here, kind of the mission critical things that we do, which were associated with the creation of the Bank, and that is to finance agriculture, commerce, and industry, and more specifically, as we have known it today, to finance agriculture, education, economic development, and other associated things that come up from time to time. 

We do a tremendous amount of work with any kind of natural disasters that we may have here in North Dakota, whether it’s flooding or drought. We are quick develop and organize programs to assist in those endeavors, where the Federal Government is slow, or cannot react quick enough. So those are kind of the mission critical things. The other important thing we do here is we act as a bankers’ bank. For those of you that are not familiar with that concept, like any other entity, Banks also have financing needs. So the Bank of North Dakota’s been active for many years in providing a Fed Funds market, where we buy and sell liquidity to North Dakota banks. We probably have 90 to 95 banks that we work with. We provide loan overlines, bond accounting safekeeping, I’ve already talked about Fed Funds. We do Letters of Credit for public deposits. And we also finance some of the State Government needs, State Agency needs, whether it’s Department of Transportation that has an immediate need, or the State Mill and Elevator that needs an operating line, we’re very active in working with state government entities. Housing Finance Agency—we provide a warehouse line for before they go with the bond issues, so very active working with state agencies. 

We are about a $4 bn bank, and we operate with 170 employees, roughly. A little further backdrop in terms of how we philosophically line up with the banks across the state. We believe that it is our position to partner with the banks, rather than to compete with them. That has always been our mantra, and will continue to be. We walk a fine line there in terms of competing with the private sector, and we are very cognizant of making sure that we play where we should play, and leave the private sector to do what they should be doing. So our role really is to complement and to work with the private sector banks in that regard.

So let me stop at that point, and you can begin to fire away. If you want to go down the list of questions that were provided us, we can do it that way, or any other way you see fit.

Judd: Alright, thanks Eric. I think that’s helpful. Before we start the questions, I wanted to add that, we understand that you all are not advocates for state banks, that it’s not your job to figure out, or help us imagine, what a State Bank in one of our states might look like, so we’re going to try to stick today to questions that are specific to your operations. The burden’s on us to figure out how we do this in our respective states.

I’ll lead with a couple of questions, and then I think we can open it up a little bit. The first one goes to the last thing you said, your role in supporting, not competing with local banks. I’m struck by the number of banks – chartered banks – in North Dakota. It’s 90? 92? Something like that?

Hardmeyer: That’s correct.

Judd: And, comparing it to Vermont, where there was an analysis of prospects for a state bank there, the number of chartered institutions is 14 or 16. What do you think accounts for that big difference? Is it a vestige of old branch banking rules? Or does your bank provide an incubator or sorts for community banks.

Hardmeyer: Let me have Rick Clayburgh with NDBA, weigh in on this to begin with, and then I’ll follow up with some comments when he’s done.  Go ahead Rick.

Clayburgh: I think the reality more so, and I don’t see it to the part of your question that the Bank acts as an incubator… the Bank certainly acts as a good partner for our Banks. But originally here in North Dakota, we’ve had as high as in the 350 range as far as bank charters. And the realities of the banking environment, the economy, and such, has actually reduced our number of charters to below… we just dropped below 100 a year or so ago, two years ago. We actually have 95 charters that are doing business, but there’s a couple of double charters. Our biggest concern is that’s going to continue, especially with the regulatory reform legislation that’s going to put greater pressure on community banks, and will further drive our charters. So I don’t think there’s anything unusual, kind of up here in the upper Midwest, we’re pretty much in the ballpark to where other states are with the number of active charters within their states and within their communities.

Hardmeyer: I would guess as an example you might look at South Dakota, Rick, in terms of number of banks they have.

Clayburgh: I don’t have that number in front of me but there a little less than us, they’re about 10 or 15 charters less than us.

Hardmeyer: I think as it gets to Rick’s point, there may be different philosophy out here in the Midwest, but there does seem to be a significant difference in the number of banks in the Midwest. I will offer, though, a little bit of an opinion on the issue that you brought up. I do think, though, that the Bank of North Dakota has been instrumental in supporting the number of community banks that are prevalent here in North Dakota. And I think had it not been for the Bank of North Dakota, you may not see the number of banks that there are today. Because of the ability to overline with the Bank, to partner with the Bank, I think it has provided efficiencies and opportunities for banks to provide services that they may not have been able to do on their own. So I think we have had some impact in terms of your issue and the large number of banks for a state our size.

Clayburgh: I would concur with that, and by the way I would add one last comment to look at. It’s difficult, for example, to look at the State of Vermont and the State of North Dakota. Our land mass is very large here and our communities are very spread out and far apart, and so it’s more conducive to having smaller charters servicing their communities. I think you’d probably get about five mideastern New England states into our landmass of what North Dakota is.

Judd: Ok, that’s helpful. I wanted to move to a second question. Do you have a sense of how many dollars have been lent to North Dakota businesses through your Bank’s participation in loans, and do you measure that at the other end, in terms of job creation. That’s important for us in trying to figure out what impact a state bank might have in our states.

Hardmeyer: Yeah, we do measure that. We look very carefully at the number of loans we make to businesses, the number of businesses that we support year over year in terms of lending to new or expanding entities. And our number throughout the last five years is consistently been somewhere in the 200-300 range, in terms of new business and industrial projects that we finance. So it is something that we track very closely. But I am going to have Bob Humann, who’s our Senior Vice President of Lending, talk a little bit about accountability, and it’s a statewide initiative to make sure that the Legislature and the public knows the kind of support that the taxpayer’s providing in terms of economic development and what the return is. So Bob why don’t you talk a little bit about… and this goes a bit broader than the Bank of North Dakota, because we’re a player in this, but it goes to all state types of financing and incentives. So, Bob, why don’t you take that.

Humann: Yeah, I can handle that. Again this is Bob Humann, I’m the senior lender here at the Bank. We currently have about $1 bn in business loans participations that we have out with North Dakota lenders. The one thing that accountability does, though, is we’re providing just a market for loan participation, but when the State comes in and actually provides an incentive for the business, we have to track the number of jobs they’re creating, we have to track the salaries that they’re paying, and the benefits that they’re paying. We do that on an annual basis throughout accountability tracking that we send out to these banks. They end up passing it along to the borrowers, and really what happens is that we have to forward all of this information on to the Department of Commerce. They compile this information from the Bank of North Dakota, from other state agencies, such as the North Dakota Development Fund, the Tax Department, other agencies, and then they roll that all up into a report and send it on to the Legislators that end up looking to see, are we actually getting a good bank for our buck on the incentives that we’re providing out there, based on the jobs and the benefits that are created, is actually how that accountability legislation works.

Hardmeyer: And let me be clear about one point here, is that, this is not the case in all of our lending activity. This is germane only to several of our loan programs that provide interest subsidy types of incentives to borrowers. For the vast majority of the work we do, whether it’s the banker bank functions, the overlines that we participate in, we are not required to track that information. It’s only on the economic development programs that we provide here at the Bank that we are required to roll this all up into the accountability legislation. So, it is a portion of our business, but not an overwhelming majority of it.

Judd: Ok, this is Jason, maybe after the call we can work with you to get a look at some of those numbers. We’ve got a good handful of state lawmakers on the line, and I wanted to give them a chance to put their questions in. These are the folks that are going to struggle with us in the next few months to figure out what a proposal in each of their states might look like. Representative Hasegawa, do you want to throw in a question?

Hasegawa: Yeah, thank you. Yeah, I’m really impressed with the operation. I had the good fortune to speak with Mr. Ullman months ago when we were originally drafting the bill that got a hearing in the State of Washington committee. Sorry, I’m in transit right now, between meetings, but talking on the road. I’m curious about the relationship between the Bank of North Dakota and the other banks. I’ve been trying to speak with stakeholders here in Washington State, particularly the community banks, as distinctly separate from credit unions, as distinctly separate from federally chartered, and there’s different levels of how they’re viewing this Bank, as a threat or an opportunity. They’re not really viewing it that way, as an opportunity. I’m curious, when the Bank was first created, my understanding was that the legislation, the authorizing legislation, was very broad, which allowed the Bank itself to find its own niche, and develop its own working relationship with its sister institutions. Is that an accurate perception of how it evolved into what it is now? Or was it always the vision for the legislators when it was established that it be what it is now?

Hardmeyer: Let me address that by reading to you I think something that was very interesting that we put forward in our last Annual Report, and this is the opening policy statement for the Bank of North Dakota, when we opened the doors in July of 1919. And so I think this puts it in perspective for you, in terms of how the Bank viewed itself and its relationship with other banks. And I’ll just read you a bullet. “The policy is,” and I’m going to quote here, “to be helpful to, and to assist in the development of state and national banks, and other financial institutions and public corporations within the State, and not in any manner to destroy or to be harmful to existing financial institutions.” So that was from the very opening statement of the creation of this Bank, was to be a partner and not to be harmful to the existing financial institutions within the State. And there’s several other references along those lines. And so from Day 1 it was important that we fix in the minds of our citizens and our stakeholders the concept of the Bank, and the concept was fully to partner with, rather than to compete with, the private sector. So we’ve always followed that philosophy.

Barnhart: And Jason you guys have a copy of that policy that I sent you the other day.

Judd: Yeah, folks on our side should have gotten from me an email that includes the document that Eric’s describing. I’ll recirculate it after the call.

Clayburgh: Let me add, on behalf of the banking community, kind of a take on the legislator’s question. This is a fascinating, it’s been a fascinating eight or ten months, because I’ve done a number of interviews myself, and have been involved in a couple of calls with Eric and the staff on this idea of a state-owned bank. And as you know, ours started in 1919 and it’s developed, it’s become a known commodity, and it’s really worked into a very good partner with our banking community here in the state. That being said, I think if we were to start from scratch today, if our North Dakota Legislature, if we didn’t know about the Bank of North Dakota and we were just taking a look at this, I think it would be a very difficult process to move forward. Fortunately for your states, you do have a model in looking at the Bank of North Dakota. But I think the important thing is, what the Bank has done, both the fact that it has an Industrial Commission, or an oversight, the leadership of Bank, is the Governor, the Attorney General, and the Ag Commissioner, they are partisan, they’re elected officials, there is legislative oversight that goes through the political process, but all of that, I think our elected leaders have been very good on allowing the Bank to act like a bank. The staff here at the Bank, I would put them up against any staff of any institution, financial institution in this country. They’re well-qualified. They’ve got all the expertise to run whatever programs they’re involved with. And so from that standpoint the State has allowed it to act like a bank. It works like a bankers bank, but, looking back at it, I think it would be a very difficult venture to start a Bank of North Dakota today, and I think there would be a lot of opposition from our banking community, because it’s an unknown. And especially in today’s environment, there is a great deal of fear and frustration amongst our community banks across this country, and credit unions, about their future, and a state moving into this type of issue really needs to ensure that the Bank operates like a bank, and I believe, work in a partner relationship with your financial institutions, not an adversarial one.

Judd: That’s helpful. I know in Oregon, folks there are preparing a proposal for Legislative Counsel. Representative Barnhart do you want to jump in here with a question:

Barnhart: Yes, thank you. I really appreciate that answer, and I completely agree with the idea that in order to get anything going here, it’s going to have to be with the assurance that we’re actually supporting and increasing the capacities and viability of community banks. My question is on a slightly different topic. We have pieces of what you do in the Bank scattered around various other state agencies, because we do some of it now, but in different ways. I’m wondering how the things like investment and money management duties are shared with the State Treasurer, and how the Bank works with state agencies, like Housing, Economic Development, Commerce, those kinds of things, where we have them done separately.

Hardmeyer: Yeah, that’s a great question. A couple of things to disclose to you. Let me just give you a little further background on Rick’s background. Rick Clayburgh, who’s head of NDBA, is also a former legislator, and so, Rick comes to this position at NDBA with a good legislative background, and can kind of fill in the sentiment around creating this from a legislative perspective. So, he’s got a very well-rounded background. The other point that I would make is that the Governor for North Dakota, his name is John Hoeven, is the former President of the Bank of North Dakota, and served as President here from 93-2000. And so he is fond of saying that many states have similar things as the Bank of North Dakota does in terms of economic development authorities, housing finance authorities, and that, so, when you look at it in that regard, a lot of states are doing the same things that we do, we just centralize some of that function here in the Bank of North Dakota. Now having said that, we do have a North Dakota Housing Finance Agency, which operates separately from the Bank, as I mentioned at the very onset, we work very closely with them. We provide them a line of credit, for example, so that they can warehouse their loans before they go to market with their bonds. We try not to duplicate efforts, although we are a buyer of mortgages on the secondary market for North Dakota institutions that wish to sell their mortgages, we act in that capacity. So we buy those mortgages, hold them, and service them. In terms of working with the State Treasurer, I think it would be appropriate to turn that over to Ed Sather, our Senior Vice President of Treasury. Ed has worked in this area for over 30 years, has developed strong relationships with the Treasurer, so Ed, why don’t you just talk a little bit about that relationship.

Sather: Ok. Basically the structure here in North Dakota is going to be much different than your State Treasurer in your states. For an example, the State Treasurer is required to deposit all funds with the Bank of North Dakota. We in turn provide them a rate structure, in terms of what we’ll pay for those deposits. They determine, subject to their own cash flows, where they want to put the funds, whether it’s in a money market, one-year, two-year, three-year, four-year, five-year, whatever certificate of deposit they want. We do not provide a money management style. We basically provide them and quote them rates. They determine their own cash flows, and they just deposit it in the Bank of North Dakota. So I think that’s what’s unique about our relationship.

Judd: This is Jason, I’ve got a quick follow-up. Does the Bank’s support for economic development – you talked Eric about that, or Bob, about the $200-$300 million a year that you’re running through the economic development programs – does that mean that the State is offering less to businesses in terms of incentives and subsidies through other programs?

Hardmeyer: Well, yeah, essentially that’s true. The programs that we provide are specific in terms of interest subsidies, but there’s other incentives, tax issues, certainly, tax incentives that are provided through the Tax Department. And so there’s kind of a wide array of different types of programs available. We also have, through the Department of Commerce, they have what is called the Development Fund, which is essentially a venture capital fund, where they will invest in start-up businesses. So, yeah, there’s, as I mentioned, a wide array of different incentives offered to businesses, whether they’re tax incentives, loan incentives, or direct venture capital funding.

Judd: Ok. I wanted to give Representative Oshiro in Hawaii a chance to jump in.

Oshiro: I’m curious to see what kinds of support you have provided, and maybe a breakout by segment, to the private sector, as far as investment and/or support, especially since February of 2008.

Hardmeyer: I’m sorry, I didn’t catch the last part of that.

Clayburgh: Since 2008, especially since 2008.

Oshiro: That’s correct.

Hardmeyer: Can you be more specific? Are you talking about how we’ve assisted with the financial crisis? Is that kind of where you’re heading with this?

Oshiro: Yeah, that’s it. How do you guys fill the gap when everything else implodes?

Hardmeyer: Right. Well, let me just start off by telling you that in North Dakota, we didn’t feel the implosion, or the explosion. Our economy continues to do very well. We are an agriculture/energy based economy. The last 2-3 years have been good, strong years for the State of North Dakota. Our budget surplus has gone from $350 bn, or $350 mn to $1 bn in the last 2-3 years. We continue to do very well, don’t have a lot of the issues that the rest of the country is feeling. However, I will add that, part of the financial crisis was a liquidity issue, and I will tell you that some of that was felt here in North Dakota. And that has probably been our biggest area where we’ve provided assistance to the banks, and that is, providing liquidity either through our active Fed Funds market, our ability to buy loans as they needed liquidity, and so we have taken very seriously the banker bank part of that, where the rest of the banking community around the country has kind of dried up, been very cautious and concerned about buying loans from other banks, we’ve continued on business as usual, and are continuing to provide liquidity to our North Dakota banks, and I think that might be the biggest event that we’ve felt here.

Oshiro: Thank you.

Judd: How about Bill Frick, Delegate from Maryland. Bill do you have a question?

Frick: Yeah, thanks Jason. I think you guys just touched on it, but I was listening to Rick I think it was, talking about how the banking system has grown up with the Bank of North Dakota serving these bankers bank functions, and I’d just be curious if you all could articulate what the competitive advantage would be for those of us that are in states where they didn’t grow up with a state bank performing those functions. What are the unique advantages? It sounds like liquidity is a big one, but I’d be curious if there are other economies of scale, or other advantages that having a state institution perform those correspondent banking services provides?

Hardmeyer: I think that might be the biggest controversial part of all of this, is providing that service – the banker bank function. As Rick talked about, the banks have grown up here with that concept, and so we’ve been doing that for 90 years here in the state, and I’m sure we preclude other banker banks in that regard, because there are 18-20 different banker banks around the country today. So, my guess is that would be the most critical, controversial issue in all of that, is to use your deposits then to provide that function. But I will tell you that one of the benefits is, and I don’t mean to disparage the large system banks, but one of the things that we have noticed over the last 10-15 years, is that as banks have provided services to their banks, they’re much more cautious about sharing the information with other banks that may in turn compete with them for their own customer. And so, for example, several system banks that we have here, US Bank and Wells Fargo, used to be very active with correspondent banking services, and not so much anymore. And I think that one of the hesitations that we’ve heard from the community banks is that, you know what, we want to ensure that that customer continues to be our customer, and that is of course the beauty of the Bank of North Dakota, is that they can sell us that loan, and feel assured that we’re not going to come after that customer for the rest of the banking relationship, because we have no desire to provide that, or ability to provide that. And so that’s one, I guess, benefit to our correspondent banks, is that we simply are not going to compete with them for their customer.

Judd: That’s interesting. This is Jason. I’ve got a follow-up of sorts to Bill’s question. What role does the Bank play is bond issues for the State, or for local governments?

Sather: This is Ed Sather. Basically, the Bank plays a very limited role. What we have in the state is called North Dakota Public Finance, which is a state agency that is a conduit to assist political subdivisions in the issuance of debt. That agency happens to be rated A+. But the bulk of the state agencies that issue debt, such as Housing Finance, Water Commission, DOT, those projects are rated AA, so they’re issuing debt stand-alone. The State of North Dakota does not have any G.O. debt outstanding. So the advantage that the Public Finance provides is from smaller communities in the state that are not rated, and they’re bringing their bonds to market, they’re looking for some incentive to get a better interest rate. By using the conduit of the Public Finance, they’re debt’s going to be co-mingled through Public Finance, and it’s going to be issued as A+ type of credits, which results in a reduced interest rate for the local community. Our role is to assist the Public Finance, they have to maintain a debt service for two years, so rather than issue debt to cover that reserve requirement, we provide them with a Letter of Credit which meets that requirement.

Clayburgh: I would add on a somewhat related basis, though, because of the strength of the Bank over the years the Legislature has come to budget a certain part of their profits to the General Fund, in the range of about $60 mn. 

Hardmeyer: Well, yeah, over the last decade, the Bank of North Dakota has, we’ll just call it dividend, back to the State, about 75% of its profits over the last decade. So, we’ve provided about $340 - $350 mn back to the State, while retaining the balance for capital growth. And that is, as Rick talked about, that is negotiated on a biennial basis, so every biennium the Legislature meets, and they will sit down with me as the President and say, “This is what we deem our needs to be in terms of looking at the Bank as a funding source for General Fund contributions.” And, as I’ve mentioned over the last couple of years the State’s budget surplus has grown. Last biennium they said there’s no point in tapping the Bank for any dividends since we’re sitting on $1 bn surplus. So, all earnings that we have this biennium go to retained earnings, which of course leads to capital growth. 

One other thing that I wanted to mention in terms of the public finance authority is that, that is, by the way, located here at the Bank of North Dakota. It is a separate entity, but it’s located here, which leads me to kind of another concept. At the Bank we also have the Entrepreneurial Center, which is a group of other state and federal entities that are involved in economic development. So housed here at the Bank of North Dakota is SBA, the 504 program… who else Bob?

Humann: Small Business Development Center

Hardmeyer: Small Business Development Center. And the concept was really born by the Governor, John Hoeven, who was President here, that we wanted this to be a one-stop capital center. So somebody with an idea or concept could come to the Bank of North Dakota, and you would have all the economic development resources around the State and Federal agencies that could combine their resources together to provide solutions on a specific project. So that concept is still here, they’re housed at the Bank of North Dakota, and I would say that it’s been a success for us in State Government.

Judd: This is Jason. I know we’ve got a couple of questions about governance, about structure. One of them is, would you talk a little bit about the interplay between your Industrial Commission and your Advisory Committee, and talk a little bit about what formal structures you’ve got that help protect the Bank from charges that lending is political. This is something we’re going to have to deal with in States that are interested in creating banks.

Hardmeyer: That’s a good question, and Rick has talked a little bit about that. But even before we talk about the Advisory Board and the Industrial Commission, I think it’s important that you understand that the Bank of North Dakota does have an external audit done every year by a regional accounting firm, that provides an audit back to the various boards and stakeholders. We are also examined by the Department of Financial Institutions, who comes in every two years an examines, like they would any other bank, in fact we just finished with our exam last month, and so from that perspective, there is governance, and, outside entities looking at this and reporting. The relationship between the Advisory Board and the Industrial Commission is an interesting one. The Advisory Board was created back in the 60s to provide input to the Bank of North Dakota in what is happening in the rest of the State and other communities. And so our the makeup of our Advisory Board are business people from around the State. And I’ll just give you a little background. We have a large farmer from the Northeast part, we have a CFO from a coal company. We have three bankers on our Advisory Board. Plus we have a former partner in an accounting firm who now owns several businesses in one of our communities. So, a well-rounded background of experiences, and they meet once a month at the Bank of North Dakota. They have loan approval authority on any loan above $5 mn. They also act as the audit committee for the Bank of North Dakota, so they’re an independent audit committee. So our internal audit department reports up to them. And so we get a lot of value derived, a lot of value from the Advisory Board and their input. The Industrial Commission, by law, by statute, is the managing board for the Bank of North Dakota. Rick has talked about the makeup of that already, that is, the Governor, the Attorney General, and the Ag Commissioner. They meet formally at least once a month, and so we have, I guess, a very traditional number of reports that they review on a monthly basis. 

In terms of the politics and making sure that you don’t see that kind of influence or corruption, you have those kind of oversight capabilities, and you have, as Rick said, a very hands-off approach by the Legislature and by the politicians, that this needs to be run as a bank, and so those are the protections that we have here. Plus a pretty extensive set of policies as procedures as well.

Judd: This is Jason. We’ve got a handful of minutes left, and I know there were a couple of key questions we wanted to get to. One is about public deposits. I think there may be some anxiety in some of our states from community banks that fear losing public deposits. I know with collateralization rates at 110 or 120%, they may not be worked up about it now, but it may be an issue. Can you talk a little bit about what role the Bank plays in helping community banks collateralize their public deposits.

Sather: The one program we use is Letters of Credit for public deposit. Under state statute, they can use a Letter of Credit from the Bank of North Dakota. What we take as collateral is we will take loans, versus if you go to other entities, they’re going to want securities pledged. So what they’re able to do is use their loan portfolio as collateral to obtain a Letter of Credit, which they in turn, meets the pledging requirements for the public deposit. It’s just not limited to the amount of their free, unencumbered investment portfolio, it also includes their loan portfolio. Also, even if they don’t need those securities for additional pledging purposes, by freeing up the securities, it increases their liquidity. They can use those securities at the discount window, or at the Home Loan Bank, or a secured line with the Bank of North Dakota. So it provides them additional liquidity, but it also allows them to use their loan portfolio to pledge for public deposits.

Clayburgh: This is Rick again. From the standpoint of public deposits, the only captured entity is State Government, who is required to deposit their funds into the Bank of North Dakota. Local municipalities have the ability, or the option, but there’s not a requirement. Most of our municipalities across the state do bank with their local institutions. 

Judd: Do you, this goes to the relationship between the Bank, the captive relationship between the State and the Bank. Do you ever get a complaint from anyone that the State is being taken advantage of here? They may be getting lower rates than they’d otherwise get if they were depositing money at Wells Fargo, for example.

Clayburgh: Let me add that one, because I used to be the Tax Commissioner. I was a state agency head, and boy do they pay cheap rates. [Laughter] I’m kidding on that. I think, as a state agency, we never had a concern that we were not being treated properly. The rates are competitive. 

Hardmeyer: Let me also add to that, the State has to look at the return in its totality, and that’s not only do they derive interest income off of the deposits that they have here. But as I’ve said, we’ve also dividend-ed back to the state $340-$350 m. over the last decade. So, I think they also calculate that into the return, as legislators looking at, is this a fair return that the State is getting. So they look at the deposit rates, and we’re sensitive to that, by the way, in that when we set our deposit rates, we look at 12 to 14 other banks around the state, and Ed would tell you that we are competitively priced in our deposit rate structure. So we are sensitive to that issue.

Judd: One last quick question on deposits. You take deposits from individuals, but not many, and that’s to prevent you from competing with your partners. But why take them at all? What’s the argument for providing that service?

Hardmeyer: Well, simply that this is the, this Bank is owned by the State of North Dakota for the benefit of its citizens, and if the citizens of this State would like to have an account at their own bank, then they should be able to do that. So we’ve always felt that we’re going to have this structure available to them. We don’t push this. We again know the balance between competing with the private sector and being a state-owned entity. But we feel that this is a service. If somebody wants to provide, to have a checking account, savings account, CD with us, that it is their right to do that. By the way, let me just mention as we talk about deposits, that it is important to note that we are not FDIC insured, but rather the deposits are backed by the full faith and credit of the State of North Dakota.

Judd: Have you ever had to call on that?

Hardmeyer: No.

Judd: Ok, we’re at an hour here. Are there any other burning questions? I know that there are things, if we can keep our line open – not the phone line – but if we can keep this conversation going by email, that would be helpful for us, because I’m sure we’re going to have questions in the future. Is there anybody on the line who’s got a question they just have to ask. Alright, hearing none. I want to thank folks on both sides of the call—folks at the Bank, and Rick, and also all of our gang, for getting together on this call. For folks on our side of the call, if you’re able to stay on for another eight or ten minutes, we could have a quick evaluation, and talk about what we’ve heard, and what our next steps are. You can just stay on the line. To Eric and James and Rick and the gang there at the Bank of North Dakota, thank you very much.

Hardmeyer, et. al.: You’re welcome. 
