Barbara Dudley: Ok I think we should probably get going. This is Barbara Dudley at Portland State and thank you all very much for participating in this grand experiment. We have as I see it I believe I’m right in North Dakota we have Eric Hardmeyer, the President of the Bank of North Dakota, and we have is this Rick Clayburgh?

Rick Clayburgh: Right here.

Dudley: Hi. And then on the phone, if it’s working, we have Gary Peterson and Karl Bollingberg, yes?

Karl Bollingberg: Yes I’m here, this is Karl. 


Dudley: Excellent

Gary Peterson: Gary is here as well. 

Dudley: Great. I think we may also have on the phone Ann Marie from Summit Bank in Eugene Oregon, is that correct?

Jared Gardner: She hasn’t called in yet.

Dudley: And then at Blue Mountain in Pendleton, do you all want to introduce yourselves?

Tom Moran: Tom Moran, President and CEO of Community Bank

Jeff Bailey: Jeff Bailey, President and CEO of the Bank of Eastern Oregon

Don Daggett: Don Daggett, Eastern Oregon Division Manager with Banner Bank

Dudley: And here in Portland. There’s one half of the room that you actually can’t see on the camera, but over there we have:

Neal McLaughlin: Neal McLaughlin executive vice president and treasurer of Umpqua Bank.

Ken Yates: Vice President and Government Affairs Officer for Umpqua Bank.

Rex Brittle: Rex Brittle, MBank

Mark Stevenson: Mark Stevenson, President and CEO, Capital Pacific Bank

Lori Chamberlain: Lori Chamberlain, Oregon Bankers Association

Linda Navarro: Linda Navarro, Oregon Bankers Association


Dave Rosenfeld: Dave Rosenfeld, OSPIRG.

Dudley: We’re waiting for one more person, but I think we should begin. I wanted to just do a very brief introduction to sort of say how we got into this various rooms. It began 18 months ago, actually, when the current economic crisis was just beginning and credit dried up here in Oregon as it did around the country very rapidly for small businesses and for farmers and so on. And so a group of organizations and individuals here in Oregon started looking for ways in which we could address the economic crisis here locally. Unemployment in Oregon very quickly reached double digits and it has stayed there and many of our businesses have closed and several actually Oregon community banks have closed as well. So in an effort to shore up the local economy we went to a sort of Move Your Money model that people had been talking about around the country.  We very soon realized that individuals moving their money into community banks alone was a very inadequate response. And so that’s when we began to look at the model of the North Dakota bank.  We talked to a lot of community bankers in Oregon, as well as business owners and farmers and legislators.  Many bankers expressed reserved interest in the idea of the Bank of North Dakota and so we arranged for this opportunity for you to hear directly from the Bank, and see in its long history how it has worked. And in particular how it has interacted with community banks. And so with that very brief introduction I’m going to get us right to the main show here, which is to hear from the folks in North Dakota. So Eric if you would be so kind as to start just with an overview of the history and the operations of the Bank in North Dakota, that would be great.

Eric Hardmeyer: Ok thank you Barbara. Before we begin I’d like to make sure that everyone can here us. So those of you on the phone, Gary, Karl, those of you in Oregon, can you hear us OK?

Dudley: We hear you fine here.

Hardmeyer: Ok. Could you hear Barbara as well?

Cheryl Cebula: Not as well. It depends on how close you are to the phone.

Craig Ortega: It was faint for me, Eric.

Hardmeyer: Ok It sounds like those folks from Oregon you’re going to have to speak louder, get closer to the mic, if that’s possible.

Dudley: Ok. It’s a deal.

Hardmeyer: Alright. Well let me begin, and thank you all for attending this very unique session. As you mentioned I have with me Rick Clayburgh who is with the North Dakota Bankers Association, and in full disclosure let me tell you about the other two bankers that I have on with me from North Dakota. Gary Peterson is from Lakeside Bank in Newtown, and Karl Bollingberg is with Alerus, which is a bank in Grand Fork, and I should tell you that they are both on our Advisory Board. They are both community bankers but they serve in a capacity on our Advisory Board so they’re not completely independent of the Bank. They do have a role and responsibility here with the Bank as well.

So with that let me tell you a little about the bank of North Dakota. A little about our history and how we’re organized, and then we’ll take it from there.

We are now celebrating our 91st anniversary here at the Bank of North Dakota. We were formed in 1919 as a result of an agrarian movement that was formed to deal with issues of lack of financing and lack of marketability with their agricultural products. So a movement was formed to created the Non-Partisan League, which took control of the Legislature and created an industrial program. From that industrial program they were formed to control the state businesses, which included the Bank of North Dakota and the state mill and elevator. So those two entities were formed at the same time to deal with the issue of financing of our agricultural interests and also to market their products. Both of these entities are still in tact today. We operate out of one location in Bismarck, the mill elevator operates out of Grand Forks. 

We are governed by the Industrial Commission, which is made up of the Governor of the State of North Dakota, the Ag[riculture] Commissioner, and the Attorney General. Those three individuals serve as our Board of Directors. We also have another board, the advisory board, which is made up of seven independent individuals from around the state,  that have banking backgrounds, farming backgrounds, or business backgrounds. They meet once a month to go over various board information, reports, and so forth.

The Bank has two real main imperatives. One is, the purpose for which we were created, and I’d like for just a moment to show you a copy of our operating policy, which will go to the real existence of the Bank of North Dakota. 

[Policy appears on screen]

Can you see that all, on your monitors? Can you read that?

Dudley: We can’t really read it. We can see it but we can’t really read it.

Hardmeyer: That’s too bad. Ok. Well there’s a couple of things. This is from the Bank policy of 1919, and I won’t go over the whole thing, but I will read just a couple of things for you. The purpose of the policy was to, one, to fix in the minds of our citizens the exact purpose and scope of the Bank’s activities. And to establish the plan of operation along the lines of safe, economic and banking principles. So they established the policy along the following lines, and I’m not going to read all of it to you, but a couple of them that goes to the very thing that we’re talking about, and that is the interplay between the Bank of North Dakota and the banks in North Dakota. So let me just read you a couple of things that I think was very insightful of those that created this Bank.

So, one of the policy statements is: “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 at the very premise of this institution was that we were here to support, not to compete with the private sector.

One other statement that I will read you that was part of this policy and this will get to how the bank is organized, but another statement was, “To mobilize the assets of the whole State and its entire financial worth into one large central bank, co-operating with all the banks in the State, both state and national, and all the public financial activities of the State and its individuals, thereby enlarging its powers and opportunity for the development of the whole State.” And then one other policy statement worth nothing, it says “to become a state clearinghouse.”

So in essence the bank of North Dakota was formed to do really two things. One is to enhance and create economic development opportunities throughout the state. Our mission statement, which has stayed in tact for 91 years, is to encourage and promote agriculture, industry, and commerce, so at its very core, we are here to finance economic development for the state, and to us that means agriculture, commerce, and education. We are a big provider of student loans for the State of North Dakota. 

Today we are about a $4 bn bank, about $2.8 bn of our assets are made up of loans, and the breakdown of that roughly is $1 bn of commercial laons, $1 bn of student loans, about $500 mn of residential loans, and the balance, about $300 mn of ag loans. In terms of the residential loans, we act as a secondary market, so we purchase loans from North Dakota banks that originate home loans that don’t want to hold them, so, we hold them and service them. And basically they’re just VA and FHA guaranteed loans.

The student loan piece, as I said, we are the largest provider of student loans in the state. Up until of course recently the health care bill that absorbed the student loan program and consolidated that all under the federal program. So we’re going to lose a very significant chunk of what we do there, because of federal government action. The other two areas are agriculture, and business and commercial loans, and in those two areas, we participate with the banking community rather than, we participate with them rather than compete with them. So all loans, commercial and ag loans, are originated by a local bank, and then participated to the Bank of North Dakota. So, we do not originate ag loans or commercial loans. And that is the real beauty of the bank of North Dakota, is that the programs that we have that are designed to incent certain parts of our economy, whether it’s agriculture, biofuels, or primary sector, are all done in concert and in cooperation with the local community. And so typically a loan will be participated, you know, up to 50%, sometimes we’ll take 100% of the actual participation, depending upon the needs of the bank.

So getting back to our purpose, the first one was to finance economic development for the State of North Dakota. The second real purpose, then, is to act as a bankers’ bank. So this bank provides overlines, which I’ve talked about already, for liquidity purposes. We do check clearing, bond accounting, safekeeping, we provide fed funds lines to all the banks around the state, and we have been clearing their checks since we were formed back in 1920. So that’s a big piece of what we do, is act as a bankers’ bank. We also provide bank stock loans, trust deferred, and other liquidity measures to help our banks. So that’s primarily what we’re here for is to act as a bankers’ bank, and to finance economic development for the state of North Dakota.

The unique piece of the Bank of North Dakota and how we are funded is that all the state tax revenues and collections are funneled through the State Treasurer’s office and then deposited here at the bank of North Dakota. Right now our deposits from the State are roughly $2.5, $2.6 bn. We do have private deposits, we accept private deposits from the state’s citizens. We provide checking, savings, CDs. We are not aggressive with our rates. We are very mindful of where the rate environment is, and we provide a real middle of the road rate, so, interest rate, or deposit rate. We are, in fact our private deposits equal less than 2% of our overall deposits. So very small fraction of our total deposit base. So in essence what we do is we take the state deposits and we turn around and lend those in various sectors of our economy, and make a spread. As I said the bank of North Dakota is about a $4 bn institution. Last year we made $59 mn, the year before we made $58 mn. We’ve made record profits for the last seven years. ROA north of 1.7, ROE north of 25, 26%. And so that, in a nutshell, is the bank of North Dakota. I would be happy to stop at this point and see if there’s any questions, or then I can turn it over to Rick Clayburgh, who might have questions as well. 

Dudley: Would people like to ask questions of Mr. Hardmeyer? Or should we hear from Mr. Clayburgh and the other bankers from North Dakota first. Any preference? Ok. I think we should probably just proceed then with Rick, and then we’ll go to questions at the end, unless, anyone who wants to ask a question, all you have to do is press your little red button, and speak up.

Clayburgh: Well from the standpoint of the banking industry, and we do have two bankers on the phone, as Eric mentioned in the beginning, and both can comment directly about the relationship that banks have with the Bank of North Dakota. But I must tell you, and my hat is the head of the ND Bankers Association, I deal with all of our member banks in the state, and prior to that I was an elected official and served in our legislature and in a statewide office for about 17 years, so I know the BND’s involvement with state government and what state legislators are interested in from the standpoint of what the bank can provide in economic development, beginning farmer or agricultural lending. But looking at the Bank of North Dakota and its involvement with the state, as Eric mentioned it’s been around since 1919, and if we were looking at establishing a bank today in North Dakota, without knowing that there was another model in this country, and if we were just looking at it from that standpoint, I think there would be great opposition in the state, and the likelihood would be probably pretty small that we would ever start a state bank in North Dakota. That being said, though, the bank, because of its length of time being in existence, over 90 years, it hasn’t morphed but it really has stayed within its original mission and charter, and it’s become a very important tool to the banks in the state. I would guess that most citizens in the state and most bankers in the state look at the BND as another financial institution, as another bank, and our banks look at it as a tool to assist them in providing economic development and participation programs within their communities. But the bank really has become a very solid player and an established player within North Dakota government and also within the financial arena in North Dakota. This past 18 months, just at the start of the decline in the economic conditions across this country, North Dakota did not see the same level of drop in unemployment, or in economic activities that other states have seen. And I can’t say that it’s because of the Bank of North Dakota, but we are an energy producing state - I believe we’re the fourth largest energy producing state – and we’re an agricultural state. But because of that, our state’s economy has been pretty solid, and our unemployment rates really have not declined much. We’re around 5% unemployment. But prior to the start of the meltdown, there was a great deal of concern about the amount, or the depth the tentacles would reach into North Dakota, and in order to help our banks shore up, and insure that they were in a good capital position, the Bank of North Dakota, and Eric you’d have to give me the - you don’t know the number of the top – purchased a lot of loans off of our banks in the state in order to insure that they were in a solid capital position as we went into an economic downturn. We didn’t see the depth in North Dakota, but that really helped shore up a lot of our banks, from the standpoint that we have not had a failure in North Dakota, nor do the regulators anticipate that we will see failures over the next year to year and a half as we move through this difficult time in the banking industry. But overall the Bank is a very solid member of our banking community. Eric has just finished a term as the Chairman of the NBDA. A lot of their staff and their employees are involved in our banking association. There’s also an Independent Community Bankers Association in the state which they participate in. I think that kind of touches the issues that I want to try to bring up. I’m here more so to answer questions that you might have. But we’re very proud of this state-owned bank and what role it plays in North Dakota. And I think the way they have handled themselves over the last 90 years, in not directly competing for the most part with the private sector banks, our state and our national banks, really has insured that they have a good standing within the State of North Dakota. 

So with that, Barbara, I’ll turn it back. And again we have Gary Peterson with Lakeside State Bank, and Karl Bollingberg from Alerus Financial on the phone to answer more specific, or direct more specific questions.

Hardmeyer: Why don’t we do this, Barbara, why don’t we have perhaps Karl Bollingberg, you and I have talked about this a couple of times. Why don’t you add some comments, Karl, in terms of your bank and your involvement with BND. 

Bollingberg: Sure, I’d be happy to, Eric. Maybe just to give the group a little bit of sense of the size and makeup of our bank.

Clayburgh: Hey, Karl, hold just a second. Can you hear him ok, Barbara?

Dudley: Very well, thank you.

Hardmeyer: Ok, excuse me, Karl.

Bollingberg: Our bank, Alerus Financial, is about $1 bn in size in banking assets, and we also have about $7 bn in the wealth management area. We in North Dakota would principally be in two markets, in Grand Forks and in Fargo, which both cities lie on the Eastern border of the state. We have had a strong relationship with the Bank of North Dakota, probably going back, oh, starting in the mid-80s, and since that time, and I’d say the way that relationship began, was really utilizing some of the loan programs that the Bank of North Dakota afforded us. We were a smaller bank at the time, so we would run into many situations as a community bank needing to participate loans to the Bank of North Dakota to manage our exposure, and, in some instances to stay in relationships longer, because we were able to play like a larger bank because they allowed us to lend more dollars than we probably would have been able to do on our own. And I know there are a number of banks in the state that do have informal participation networks, but the Bank of North Dakota, has certainly, I think, played a role that makes the loan participation business very fluid, very easy to do, and I know it has allowed many community banks in the state to continue to stay in relationships maybe much longer than they otherwise would have been able to. Another thing that we’ve seen over the years, a role that the bank has played, is in creating programs, as the Bank, and as banks in the state see needs out there, I think the Bank of North Dakota has been very creative at working with the legislature to approve loan programs that can be very attractive for new businesses, or businesses that are expanding. And one program I would highlight would be a program they call the PACE loan program, and in essence it allows businesses to borrow money at very low interests rates, partly subsidized by the Bank of North Dakota, partly subsidized by the communities the businesses are operating in. That’s been a very successful program over the years, and it’s just one example of a number of programs they’ve developed, and I think, very unique programs, but certainly have given the State of North Dakota a competitive advantage when it comes to economic development and finding ways to allow businesses to grow and expand. The other thing we’ve seen them do over the years is they do a nice job at augmenting what I would call disaster programs, federal disaster programs, whether it be through the SBA, or FEMA, and other programs available, Bank of North Dakota has been I think very proactive in finding some of those areas in the state that maybe have been impacted by a disaster, coming in on the backside of those federal programs, and still doing what I would consider to be very prudent lending, but again doing it in a fashion that I think affords people an opportunity to be able to get access to dollars they might otherwise not be able to get, or maybe to do it at interest rates that they certainly would not be able to find in the market. And so, from a pure lending standpoint, the Bank of North Dakota has been, for us, a very strong partner. And we, for sure, continue to be in relationships today because of the relationship that we have. Some of the other programs, and I guess I’d put those under like Eric talked about, the bankers’ bank role that they play. We do some of the other basic service, or use some of the other basic services they provide, and that’s just, it’s been, a very nice partnership across that spectrum of services that they offer us. And the relationship, I think, I don’t mean to throw out numbers, but our relationship with the Bank of North Dakota is significant, and the amount of participation business that we do with them is substantial as it relates to the size of our company.

Hardmeyer: Thanks Karl. Gary, you’ve got a couple of things you’d like to add?

Peterson: Sure. I just love going last. [Laughs] To give you perspective about us, like Karl did, we’re sort of an alter ego of Alerus Financial. We’re in the exact opposite part of the state in western North Dakota. Our holding company has about $230 mn in assets. We serve primarily three small communities, the largest population being about 2,000 people. So we are historically an ag bank, servicing farm and ag customers, increasingly becoming an energy lender because of the oil activity in western North Dakota, but you can really just think of us as a traditional, family-owned bank, that has all the challenges and opportunities that go along with that. We take full advantage of the operation size of the operations size of the Bank of North Dakota for item clearings, fed funds, securities safekeeping, bond accounting, and cash services. And like Karl, we look to the Bank on the lending side for a lot of different things. Certainly the loan participation opportunities, we use whatever we can. I wouldn’t think as much as Alerus because we don’t have the large credit commercial opportunities out here and we have small farms and ranches. But, when we do need that, that participation availability, I can tell you that the Bank of North Dakota is one of the best at doing it. They have great people there, and it’s very easy for us as somewhat unsophisticated commercial lenders in particular, to be able to go to them and partner with them and utilize the resources they have to see how we can get a deal done. We too use their special loan programs, whether it’s ag or commercial. We run the gamut I think on the ag side in terms of their interest buy-down programs, participation programs, and fully utilize, they have a program within the Bank called the Small Business Guarantee - Small Business Entrepreneur Guarantee Program, which provides a limited guarantee on small business credits. For me that’s been just a real gem because I’ve struggled with SBA, trying to get things done with them, and with the Bank of North Dakota, it’s pretty much a slam dunk within a couple of days, so that’s been very nice for us. I do need to mention one thing that’s really important as you’re thinking and talking about this. We had some focus groups brought into the Bank of North Dakota a few weeks ago, and it was bank employees from throughout the state in all different capacities. There were backroom operations people, mid-level lenders, Presidents of banks, and we talked a lot about the strengths and weaknesses of the Bank of North Dakota. And without fail, everything came back to the people within the Bank. We talked some about pricing and bankers’ bank competitors out there, but everybody, without fail, said the reason why we go to the Bank of North Dakota is because of the programs but most importantly because of their people. When you have the close relationship that the Bank has with all the other bankers and banks throughout the state, you can pick up a telephone and call somebody and talk to somebody right now. And, over the years, as we’ve worked with other correspondents and tried other vendors, you know that’s not always the case and it’s normally not the case. And so to fashion this thing correctly and have it run right, it’s really about the people, bringing in professional bankers and operations people that are going to run this thing like a business.

Dudley: Thank you all. I’m imaging people have questions. I’m going to start out there in Pendleton at Blue Mountain Community College, since you all are the furthest away from us, so, do you want to start? Do you have questions, any of the three of you?

Moran: This is Tom Moran. Just a quick question. I noticed that the Bank is not FDIC insured. Who is your primary regulator?

Hardmeyer: Right. The deposits are not guaranteed by FDIC, but, in fact, they are guaranteed by the full faith and credit of the State of North Dakota. So our primary regulator is the Department of Financial Institutions within the state. And that’s not to say that we don’t have – we have an external auditor, a local regional firm that audits us. Some of our other programs are regulated through the Department of Education. HUD comes in obviously and looks at our loan, residential programs, and makes sure we’re in compliance. But our primary regulator is the State DFI. 

Dudley: Anything else from the three of you?

Daggett: I don’t think so, not at this point.

Stevenson: This is Mark Stevenson at Capital Pacific Bank. We have a department here at the State of Oregon which is the Oregon Economic Community Development department and its scope of operations is supportive but minimal. They provide some insurance programs and also, in terms of the type of projects that they’ll support from a credit standpoint, in terms of being able to issue tax-exempt debt or excess insurance, is pretty limited to very specific small uses. I think that the appeal to me about your program in North Dakota is the participations. We also have informal networks for participations. In the past we’ve been able to gain participations from the bankers’ bank that we use, but they’ve pretty much pulled back from that market. So I’m kind of interested in hearing a little bit more about the criteria or the scope of the commercial business that the Bank of North Dakota will support.

Hardmeyer: Well, I guess you could divide it in two different things. One is the straight overline that we have from the Bank would be a market-driven participation. Our lenders are experts, as any other banker, in looking at cash flows and collateral. So we divide that up from our economic development loans where we are created to take on additional risk. And so there are capacities, there are certain areas, where we have decided that this is an area, along with the Department of Commerce’s strategic objectives, in terms of elevating North Dakota and incenting certain pieces of it. So there’s elements where we would go that other banks may not. And let me give you an example of that. A number of years ago, we had looked at getting involved in the film industry. South Dakota had been very successful with a movie called Dances with Wolves, and it spun off a whole industry, around a whole film industry, that was very popular in South Dakota. So we looked at perhaps doing the same thing in North Dakota, so we ended up financing a major motion picture for, that was filmed here in the State of North Dakota, and we financed 90% of it, along with a bank out of England that provided the other 10%. And, unfortunately, it was a failed project, it didn’t work, but we are going to take those kinds of risks occasionally. We’re going to tie into what the state is doing strategically, the governor has a very specific direction for the state, and we will tailor our programs to fit the needs of the State of North Dakota. So whether it’s agriculture, primary sector, education, we will play in that arena. When we look at a specific loan, we’re going to look at repayment capacity, so, we don’t just automatically approve loans. We have criteria that we’re going to look at. Those overlines where we are meeting our banker bank functions, we see a lot of commercial real estate right now, a lot of operating lines from our elevators and agricultural type entities, biofuels, ethanol, we made a big play in North Dakota, we financed a significant number of ethanol plants, but all underwritten to the typical market underwriting criteria.

Stevenson: Just to expand on my question a little bit, I think about a typical particiaption where we may have a commercial client that has a need for $5 mn term loan and operating line, it’s to a wholesaler, it doesn’t really, through the virtue of making this loan it doesn’t increase employment in the state, but it’s a business that’s here in Oregon. It may not have any business that is selling to companies or customers outside of the state so it’s not a traded sector type of deal. Would that be the type of, just an everyday, ordinary line of credit and term loan to a credit-worthy customer, that the Bank of North Dakota would support through participation?

Hardmeyer: Absolutely. That’s kind of our bread and butter. When I look at our billion dollar commercial portfolio, I would say that $750 - $800 mn fall into that category. And so Karl touched on this and Rick did a while ago, what we’ve seen here in the last couple of years, regulators put a lot of pressure on banks having a contingency liquidity plan. A lot of those liquidity plans included selling participations to the Bank of North Dakota. And many of those plans were executed. So the bank of North Dakota, with its reserves and its liquidity, was able to purchase loans from banks to help them with their liquidity issues. Secondly, as Karl has talked about and you mentioned, the participation market has somewhat dried up. The typical informal participation groups that are out there, for the most part have really dried up. So we what we have seen is large demand, in-house, in-state demand, and we are trying to meet those needs, buying those participations where they make sense. So, we’re here to support the banks, we’re going to be here to help them with that issue. 

Clayburgh: Let me add something as well, and that’s, it made me think about this when Eric was talking about the Governor and some of the direction of the politicians. One of the features of, or one of the nice features of being from a small state is we all know our elected officials. I’ve mentioned this in a lot of times when I’ve talked to folks around the country about our Bank of North Dakota. As Eric mentioned in the beginning, the Board of Directors, the oversight of the Bank is the Governor, our Attorney General, and our Secretary [sic] of Agriculture, or our Ag Secretary. Every one of these folks are people that, North Dakotans know, you can go down to the local convenience store and see the Governor filling his tank with gas. It’s retail politics, very close to the people, and that’s one of the reasons that I think this works, is that our legislature and our elected officials, have really kept kept their politics, for the most part, over the years that the Bank has been in existence, has kept their politics out of the governance of the Bank of North Dakota. Every legislative session we’ll have some legislator come in and say “there ought to be a law, and the Bank should do, whatever, x, y, and z,” but for the most part the legislature governs that pretty well and doesn’t go after those real pie-in-the-sky, and those kind of goofy ideas, and certainly our Banking Association watches that very closely as well, where we will work with the Bank, but we’ll also work with our members to insure that legislators aren’t coming forward with strange ideas that could certainly impact the safety and soundness of the Bank, but also put the Bank into some directions that would be opposite of where I think the banking community would want it to go within North Dakota.

Hardmeyer: That’s a great point. Let me expound on that a little bit. Gary Peterson talked a little bit about a program he uses called the Beginning Entrepreneur Loan Guarantee Program, and that is a program where we will guarantee a bank loan up to 85% to an entrepreneur. That program was developed, the concept was developed, by a legislator. He came to the Bank of North Dakota, said I am interested in this program, drafted a bill, it was approved through the legislature, and the program was given to the Bank of North Dakota to design and implement all the criteria and underwriting criteria around it. And so typically that’s how we will see a new program come to the Bank of North Dakota. A legislator will have an idea, they will come to us – that’s how we prefer that it’s done anyway – is that they come to us, work out the specifics, and we can work with them to say “yes that will work; no that won’t work.” And there have been cases where I’ve gone up and testified on loans or programs where they’ve said “we’d like to do this,” and I’ll say “well that simply won’t work. What you’re asking the Bank of North Dakota to do is something beyond, as Rick has alluded to, good safe and soundness issues.” We’ve worked very closely with the legislature in crafting bills that impact the bank. I will tell you that in terms of our profitability, I mentioned this earlier, in the last 10 years or so, about 75% of our profits have gone back to the General Fund. So, roughly about $350 mn of our profits have gone back to the General Fund in the last 10 years, to fund state operations, to reduce other taxes. The other 25% would have been retained by the Bank as capital. And so every session, and we are on a biennial basis, so every two years our legislature is in session, I sit down and work with them. Our whole budget needs to be approved by the legislature. Our salaries, our expenditures, it’s all subject to an appropriation process, including our number of employees.

Yates: Rick and Eric, this is Ken Yates, I’m with Umpqua Bank in Oregon. We’re Oregon’s largest community bank. I had a couple of questions for you. Are there constitutional guarantees in North Dakota that put sideboards on the operation of the Bank? Here in Oregon, a state bank is unconstitutional, there’s a constitutional prohibition. Are there constitutional prohibitions or limitations in North Dakota, or do you just rely on your fine political tradition there that has worked so far for you?

Hardmeyer: Well, let me answer it this way. In terms of guaranteeing the operations of the Bank, maybe that’s what you’re asking about, the only thing that is guaranteed by the State are our deposits, which are backed by the full faith and credit of the State of North Dakota. All other operations and activities of the Bank stand on their own with no guarantee. In fact, we’ve had a recent Attorney General’s opinion on that. We are rated separately by S&P, who has provided a dual rating to the Bank of North Dakota. Our deposits are rated AA+ (“double A plus”) along with the State’s rating, and our operations are rated A+ (“single A plus”). That is the extent of our guarantee from the State. So all other activity is limited to the capital of the Bank of North Dakota.

Clayburgh: And the political oversight – our constitution of course allows for a state bank, and it was, I don’t know the history to know if we had to change our constitution back in the early 1900s, but there are no other specific provisions of our constitution which would act as a governor to the expansion of, or activities of the Bank of North Dakota. That really is left up to the political oversight of our legislature, and we have actually a very traditional, very conservative legislature in North Dakota. And then, of course, the governing body of the three elected officials.

Yates: Thank you. Madame Moderator, just a quick follow up. 

Dudley: Of course.

Yates: Have there been any losses that had to be absorbed by the state over the last 90 years? Or 80 years?

Hardmeyer: Through activity of the Bank of North Dakota? Is that your question?

Yates: Yeah, over the last 90 years have there been any losses that the state had to absorb? You mentioned that you’ve been paying profits of about $550 mn over the last several decades.

Hardmeyer: There was one issue that we had back in the late, I guess, 1980s. There was a farm bond issue, farm real estate bond issue, that was issued to create liquidity for the Bank. It was put out at such a time where land prices fell, ag suffered immensely here in North Dakota. There was a shortfall in that bond issue of about $23 mn. The bond indenture called for a failure to be cured in one of two ways. One was through an ad valorem tax to all the taxpayers in North Dakota. But the second was for the Bank of North Dakota to make it whole. And that’s what we did. It was a $23 mn shortfall, the Bank of North Dakota absorbed it through its capital. So that is the only shortfall that I’m aware of. Let me talk about another instance where the Bank of North Dakota has been called on to assist with the State budget problems. As you all may remember that we had another recession in this country back in 2001, 2002, after the dot-com bust. North Dakota did not escape that recession as we seem to be with this one. And the State of North Dakota had a $43 mn budget shortfall, which was fairly small, even in our terms. The Governor at that point said “alright we’re going to handle this in two ways. We’re going to do an allotment, where 1% of all state agencies will turn back 1% of their budget. And then we’re going to call on the Bank of North Dakota, to use that as a rainy day fund.” And we at the Bank of North Dakota provided $18 mn to shore up the rest of the budget shortfall. So we have been used in that capacity, but I will tell you that the legislators, as Rick has mentioned, are very mindful of running this bank in a very prudent and solvent manner. 

Yates: Thank you.

Navarro: This is Linda Navarro. I’m Rick’s counterpart at the Oregon Bankers Association. Thank you for your time this morning. My question has to do with public deposits. I’m curious to what extent public entities deposit funds directly in community banks in North Dakota. And then if there is in fact a significant amount of public deposits deposited directly in community banks, what’s your mechanism for public deposit protection? Do you have collateral requirements, for example, on deposits in banks in North Dakota, public deposits?

Hardmeyer: Well let’s define what you’re talking about with public deposits. Are you talking about municipal deposits? Or state deposits?

Navarro: Either one.

Hardmeyer: When the Bank was created, all state and municpals had to deposit in the Bank of North Dakota. There was an initiated measure back in the 1930s that eliminated the provision for municipalities to have to deposit in the Bank of North Dakota. So, right now, all that is mandatory are state deposits. So all the municipalities are free to do whatever they choose. There’s no requirement that they deposit in BND. Although I will tell you that some of them do, because of the size and the convenience of the Bank of North Dakota. In terms of pledging activity, all deposits are backed by the full faith and credit of the State of North Dakota, there isn’t any pledging requirement of the securities. 

Navarro: So just a follow-up question. I would assume that a municipality or a county would find the deposit in the Bank of North Dakota a safer place for their funds because it backed by the full faith and credit of the North Dakota government. If there is no mechanism for protecting public deposits above insurance limits in traditional community banks. Is that true?

Hardmeyer: In other traditional banks they would be required to collateralize those deposits.

Navarro: At 100% Or what’s the collateral requirement?

Hardmeyer: Typically.

Clayburgh: Gary, can you hear this line of questioning?

Peterson: Yeah. For example, in our communities, the cities and the counties, the townships, have historically deposited 100% of their dollars in our institutions. And the typical way of collateralizing it is just to pledge of government or state of North Dakota municipal securities. There’s some other pledging authorizations that are out there, but that’s the simplest way and the most customary.

Navarro: So Gary just a follow-up. I want to… We have major issues with public deposit protection in this state, and I’m trying to understand, is it a statutory requirement that any deposit, public deposit, deposited into a bank in North Dakota, other than the Bank of North Dakota, be collateralized? Or is that just something you offer because of marketplace demand?

Peterson: No it’s a statute, statutory requirement. The way it actually reads is the Treasurer, or whatever official for the county or municipality, is required to obtain collateral, and I think it’s 110% coverage. So it is by statute, and it’s essentially mandatory.

Clayburgh: Linda does that answer your question?

Navarro: I’m just, I’m still trying to get my head around how the public dollars flow in and out of local banks for deployment in local communities. Obviously when you’re pledging at 110%, it’s pretty hard for the average community bank, which would maybe have to go out and buy a security to pledge against that deposit, to be able to really deploy those deposits in the way of loans, and, I guess I’m trying to understand if they flow through the Bank of North Dakota, you don’t actually then place them on deposit in banks, because you mentioned helping with liquidity, and then I guess if you do deposit them in banks through Bank of North Dakota, do those pledging requirements go away?

Clayburgh: None of the dollars, the deposit dollars, are deposited into any of our banks. Where they help with liquidity is in loan participation. And, for the most part, what we see across the state, are the local municipalities are pretty loyal to the institutions within their communities. Although they have the authority to deposit funds with the Bank of North Dakota, they generally deposit those local dollars with their local banks, and/or credit unions. We hope they would do it with their local bank. But, as Gary mentioned, there is the requirement, in state statute, that the bank secure those funds.

Hardmeyer: Linda let me also add to that. The Bank can also secure those funds using a Bank of North Dakota letter of credit. That is also acceptable collateral to the municipality. So the Bank of North Dakota offers a letter of credit program, for public deposits. So if Gary wants to bid on deposits in Newtown, he can do that, and he can secure that with a Bank of North Dakota letter of credit, which happens frequently.

Peterson: Linda, there are a lot of, particularly rural institutions, like Rick said, the history of local and municipal officials or county commissioners, to look to their local banks as a depository. That’s just been the history of it, and things change slow. Like Eric mentioned earlier, the Bank of North Dakota does not actively compete for those deposits. If a county comes to them, sure they’re going to talk to them and accept their deposits if that’s their desire, but they’re not advertising, bidding, that kind of thing. Our counties, almost always bid among the financial institutions in the area, or ask for bids, so it’s a competitive process for us, but the money generally stays in our area.

Clayburgh: And I would add probably that if the Bank were to start getting aggressive in doing something like that, they would hear from the legislators, the local legislators from the communities, or from across the state, would be coming out and putting some restrictions specific on the Bank of North Dakota, I would guess.

Hardmeyer: Well we’d hear about it first from the banks. We’re very mindful of our relationship with the banking community. They’re out bread and butter. We’re going to act in a very prudent manner.

Clayburgh: I think, we’ll in fact we’ll scan this and send this off to you, but this is really a very interesting document that was created at the inception of the Bank of North Dakota. The whole idea is that it’s there to support, and to work with, both our state and national chartered banks.

Dudley: I have a question for you. Could you elaborate a bit on the role of the Board of Advisors? Because that seems to me to be a direct link with the local banks.

Hardmeyer: Well, that’s interesting. The Advisory Board was created as an add-on in the 1960s. And what you can realize is that the three elected officials that govern the Bank have many other responsibilities that they are in charge of. Running the state’s businesses, oil and gas, housing finance agency, Bank of North Dakota, state mill and elevator. You can imagine that we are operating in a little bit of a fishbowl environment as well because most of the discussions we have are in an open setting. Except we get into a specific loan request, then it’s held in a confidential setting. So our elected officials are pressed for time. We meet with them once a month, but they saw the need back in the 1960s to engage the private sector in a bigger way. So they developed the concept of an advisory board. And it’s actually written into statute. But that it’s seven members from at large who are appointed by the Governor. They represent, there’s a requirement that at least three of them come from the banking environment, and with the primary ownership of banks in North Dakota. The other four they have discretion on, whether they are businesspeople, ag, or other public policy types. And so they meet once a month, they have the list of, litany of reports that any board would look at. They’re very active and engaged. There’s audit committee responsibilities. But they have loan authority approval. And so they act as, really, our most engaged board. The Industrial Commission is much more concise in terms of our reporting, and the discussion isn’t as vibrant as you would see from our Advisory Board.

Dudley: Any other questions on…

Bollingberg: We have no legal authority, right Gary? [Laughter]

Navarro: I actually have one more, but Rex go ahead.

Brittle: actually I have more than one. On your participation loans with the other independent banks in the state, do you take your normal spread, for example, or does the independent bank get a larger spread? Here in Oregon typically we are able to maintain a quarter to a half percent for servicing, and that’s the only difference.

Hardmeyer: Very typical. And usually I would say it’s a minimum of a half-percent servicing fee.

Brittle: The second question, then, would be, you covered the participation. What direct lending do you do, and how do you handle that?

Hardmeyer: Well there’s a couple of pieces of direct lending. One is the student loan lending that I’ve talked about. And of course over the last several months that’s become basically a moot point as that has all moved to the federal government. But it was something that we have done since the very beginning of federally-insured student loans. That was something that we did back in the 1960s, we made the first one in the nation as a matter of fact. And it was just one of those things that fit into our mission of financing economic development. So we did compete with Wells Fargo and US Bank and a couple of other larger regional banks here and even some community banks, and it was one of those things where we were mindful of, we would set up alliance programs with the banks out there that wanted to do it. We would service their loans for them. And, at the end of the day, it was one of those things that people knew that we were engaged in and it wasn’t a big, significant issue for us. So student loans would be the largest single area where we have direct loans. Other areas would be, of course, direct bank stock lending, because we do that with bank holding companies. And we do play a very small role in financing direct farm real estate loans. By statute, by law, we can make direct farm real estate loans. And so by policy we restrict that $1 mn, and generally those loans are all referred to us by a local bank, so that’s nothing that we go out and advertise for. But what we’ve seen is that this is an important instrument for banks out there to utilize if they’re, say, competing with farm credit. And they have only so much money that they can lend. Generally if they can sell the real estate loan, they would like to do that, rather than hold on to 25 or 30 year real estate loan, they can sell that to us, and meet the needs of the farmer, whether it’s operating or equipment. So we don’t play real aggressively in that area, but we do make some farm direct loans. 

Brittle: When you’re talking about the funds you receive for use from the state, are those mostly, like the reserve, rainy-day funds that each of the entities might have? Or does it get in to like the use of state employees retirement funds?

Hardmeyer: That’s a good question. Those would be the state operating funds. The sales tax. The coal tax. The oil taxes, income tax, corporate income tax. Those are the big moneys that flow to the Treasurer, that flow to us. The pension plans are all administered separately through the state investment board. Both the teachers and the public employees, those are separately managed funds, although the SIB (State Investment Board) will place some of their money here as part of their asset management strategy. 

Brittle: And the last question I have is probably the most critical. Through these economic times, we’ve had several community banks within our state that have received regulatory orders because of the write-downs, creating lack of capital. You mentioned that you make bank loans against stock. To what extent have you, has that been necessary this year? I know you’ve said that you would buy participation loans from them, reducing their loan size, allowing them their capital ratios to increase. But have you actually helped save banks within your state? Because, for me, that’s surest to what the hell you should be doing?

Hardmeyer: We do play an aggressive role in bank stock lending. And, I don’t know, Karl do you want to take that one on?

Bollingber: I sure can, because it’s an interesting time, because we just recently approached the Bank of North Dakota to see if we can do, and the best way I can describe it would be like a trust preferred transaction. And we’ve gone through the process with the Bank, and that’s been approved. Interestingly enough, our discussions now with the Fed, we’ve got some more work to there, because I think the Fed is revisiting all forms of capital, whether it be BPOs that banks are picking up from some failed bank acquisitions, or whether it be from trust preferred transactions, the Fed is being less than decisive at this point as to defining what today counts as true capital. And so that story is not yet completely written for us, and for what we’re trying to do. We still, I would say, would be guardedly optimistic that that can work for us. But those rules seem to be changing as we go here.

Hardmeyer: And we have been active. Our total bank stock portfolio is probably approaching $150-160 mn. There are 104 banks in the state?

Clayburgh: 92 chartered.

Hardmeyer: 92 chartered, and so we’ve done a fair amount of bank stock lending in the last five to six years I would say.

Brittle: Have any banks in North Dakota failed?

Hardmeyer: Not at this point.


Clayburgh: Nor do we at this point anticipate any. Or have any reason to believe from our regulators that anybody is in trouble.

Brittle: Statutorily do you have the ability to invest directly in bank stock yourself? Or are you restricted to only make capital loans such as trust preferreds?

Hardmeyer: We are restricted to making capital, well, to making bank stock and trust preferreds. 

Brittle: Thank you.

Navarro: This is Linda again. I just have one more question about the structure. In states like Oregon and pretty much every other state besides I suppose North Dakota, we’ve had to grow our loan guarantee programs and in some cases loan participation programs that the state offers under departments of the state, like the Economic and Community Development department here in Oregon, or directly out of the Treasury. Our Treasurer right now is entertaining some ideas for establishing a loan participation program. So my question really is, from your perspective, do you think that the structure of the Bank is necessary to really have these kinds of programs? And does North Dakota have any programs that operate through state departments outside of the Bank? And I guess part of all that as well is are there some things that the Bank does in the way of guarantees and participations that you do not see possible through a state agency where an actual bank does not exist?

Hardmeyer: There’s a lot of questions you threw out there at once. I would say, first of all, that I am not an advocate for state-owned banks. That is certainly something that each state has to wrestle with and come to on their own terms. And the interest in this bank has been absolutely phenomenal from every corner of the country. There’s been interest in this model. Does it have to work this way? No, it sure doesn’t. And that was one of the things that I read to you early on about the policy, is that it is important to, and I’ll read it again, “to fix in the minds of our citizens the exact purpose and scope of the Bank’s activities.” So when people ask me that question, the first thing I answer them is “what is it that you want it to do?” You have to determine that first of all. What is the primary reason that you want to create a state-owned bank? Is it for profitability purposes, is it to support your state budget? Because I’ve certainly heard that from a number of states. Or is it because you want to foster increased lending along the lines of small business lending, or incent other areas of your economy? So first and foremost, what is it you want it to do? And yes, the Governor of the State of North Dakota had my job before me. And he’s fond of saying that “We do the same things that other states do, only we do it with a bank.” A lot of states have an economic development finance agency that issues bonds, for example, to enhance certain parts of their economy, if it’s housing, or primary sector, or whatever it is. The difference in the Bank of North Dakota is we use the state deposits directly to fund that rather than issuing bonds. And then of course the whole other idea is the bankers bank function. So that’s the whole one-off concept of the Bank of North Dakota, those two main functions. I know that there’s a lot of different concepts and models being thrown about in terms of state ownership. But I wanted to make that clear. I’m not here to advocate for state ownership. I fully realize the sensitivity of state ownership and public ownership of business right now. We get that and we see it. So it’s just a decision that each state has to come to on its own.

Navarro: Thanks Eric.

Ortega: What percent of your loan portfolio is participations with other community banks?

Hardmeyer: I would say roughly 50%. When you look at our total portfolio being, let’s say it’s $2.8 bn today. $1 bn of that is in commercial loans. Those are all, for the most part, participations. Our ag loans are for the most part participations. So there’s, right there it’s probably $1.3 bn. And then I would tell you that our residential portfolio, which is about $500 mn, those are all sold to us, 100%, by local banks who don’t wish to carry residential loans, so we own the whole loan. So depending on how you want to look at it, at least 50%, maybe greater.

Clayburgh: While we’re on that subject of real estate lending, the Bank of North Dakota actually just stepped up to the plate and worked with the oversight of the Industrial Commission, and worked with our association. Many parts of the country, and rural parts of the country, because of the rules with high-priced mortgages, and the new rules with HUD and others, a lot of our rural communities, or excuse me, customers don’t qualify for traditional commercial lending. I’m sorry, traditional real estate lending, for comp reasons and others. So the Bank stepped in and is offering the ability for our rural communities to be able to sell their mortgage loans to the Bank of North Dakota, until we have come up with a solution to address the overall rural lending problems, and we’re working with Congress on that at this point. The bank was able to step up and fill the gap in the meantime. 

Rosenfeld: I think this question is for Rick and some of the folks from the banks themselves. And this may be a hard question to answer, but if there was no Bank of North Dakota, and you were just starting over today, and the only mission you wanted to achieve was economic development, and operationally what you were trying to achieve was using the state funds – tax money and what not – to increase lending to farmers and small businesses and other types of entities like that, would you end up, do you think, with a state-chartered bank? Or would you end up with a different kind of program? Another way of putting it is, what other kinds of options or structures might you be able to set up, just off the top of your head?

Clayburgh: I’ll start with that answer, and then if Gary or Karl want to add to it, but I think the reality is in North Dakota, that if we did not have in existence today the Bank of North Dakota, and we were, and our legislature was sitting down trying to address the issues you just mentioned, I don’t think we would ever come up with the idea, or I shouldn’t say come up with the idea, but I don’t think the idea of creating a state bank would probably make it through our legislative process. We’re a pretty conservative legislature – it’s developed into a pretty conservative legislature – and I think what would’ve ended up happening is we would have used our economic development, our Department of Economic Development and Finance and other existing agencies in state government to address those issues, much like every state in the union has done. It’s just that we, over 91 years, have developed a tool to address those needs, in addition to the other benefits that the Bank provides.

Dudley: Can I elaborate on that a little bit? Or ask you to elaborate a little bit on it I guess? If that were the case, or if that were the route that we were to take, where would that leave the community banks – the local, state-chartered banks?

Clayburgh: I’m not certain if I’m following your question, where would that leave them?

Dudley: What I mean is, in terms of the participation with local banks and so on, would that, in your estimation, because I think that’s really the question we’re going to be facing here in Oregon, is whether we just go with existing loan programs through state agencies…

Clayburgh: In my opinion, and please everyone else jump in on this, in my opinion I think some participations, or some ability to offer assistance to the local lender to address needs that our legislature deemed important, that would exist. But in my opinion, the Bank of North Dakota, because of its development over the years, really is a much stronger tool for us. Because of the way it acts like a Bank. And a state would not necessarily, probably, venture down that same line through the agencies. Again, I’m not here, I’m not advocating a state-owned bank either, and my comment is, if we didn’t have the Bank, and there was no other bank… I mean you’re discussing this issue, probably a little bit because of some of the articles that have been in Newsweek, or not Newsweek, in the Wall Street Journal and other areas, talking about the Bank of North Dakota and the good economic times that North Dakota has seen. But for that, would you have thought about a state-run bank, or a state-owned bank? It’s the same concept we have, I don’t think our legislative leaders would be sitting around, they’d be trying to solve the problems and create the solutions, but I don’t think they would say “hey you know what a great solution would be? Let’s create a bank.” This just started, it started at a time when the pressures were very great, back in the 1900s, when we were held hostage, both… You may have caught it in the discussions but North Dakota also owns a state-owned mill. We have a mill and elevator that’s owned by the State. And back in the 1900s we were held hostage to the financiers out of Chicago and the millers out of Minneapolis, St. Paul region, and that’s where a lot of this pressure came to establishing the state-owned bank and the state-owned mill.

Gary, or Karl?

Bollingberg: I was going to say, another advantage to having it part of a banking organization, a couple of things. Obviously banking is an interesting industry because you can use leverage to a great degree. So, if the Bank of North Dakota has, or any state-owned bank has some amount of capital, you can leverage that many times into programs and into different lending opportunities that I don’t know you could get through a normal state agency. The other thing, I think, adds some comfort, I know as we look at programs, is the Bank of North Dakota is a bank, so they think like a bank, they operate like a bank, they put things together like banks do, and so it makes it very, it makes it a very, we think on a parallel line, so we’re going to the same place. If I was trying to work with state agencies, I think that would be more difficult, because I’m not sure they’d be thinking along the same lines. The other thing that the Bank gets you, is that you can spread risk, and that’s part of banking as well, is how do you try to limit your concentrations and spread risk? By having a Bank, it  allows us, as community banks, an opportunity to spread some risk out there, which I think then causes you to maybe to do some things, and maybe go a little bit further than you otherwise would.

Peterson: I agree 100% with Karl, he’s exactly right in terms of the leverage part of it. To give you an example in North Dakota of an alternative that’s out there and that we utilize fairly often. It’s an entity through our State Department of Commerce called the North Dakota Development Fund. Through legislative appropriations and money they’ve earned over the years, we’re able to go to them for both equity investments and loan participations. Their programs are much more limited. Certainly they wouldn’t have the capacity that the Bank of North Dakota had at this point to provide the partnerships, but it’s a working model, and it’s another tool. And so you could do things outside of a bank charter. But one caution there. There’s a history book, a history of the Bank of North Dakota out there, and you all should try to obtain a copy and read it, because it’s quite fascinating actually. When you read that, there’s 100, if not 1000 reasons why this thing should not have worked, but there was a political people, economic storm at the time that just really brought it together, despite some fits and spurts, it managed to pull through, and now is the economic vehicle that it is today. The one thing I would caution you on, on a bank vs. a state entity is you have to be careful who you’re dealing with, and it goes to Karl’s comments about dealing with the Bank. If you’re dealing with economic developers vs. bankers, there can be some real problems there, because you guys are well aware of economic developers, a lot of times they’ve got big dreams, and really don’t have the skills to back up underwriting and that kind of thing. And so, it’s very nice going to the Bank of North Dakota where you are dealing with bankers, and having that assurance that there’s experience in underwriting going on. 

Brittle: This is Rex Brittle again. One of the things you mentioned is there are also state programs for development. Why wouldn’t the state just automatically just put those programs out to the bank to monitor and supervise?

Hardmeyer: Let me address that for you. Gary alluded to this. There is what’s called the Development Fund out there, which was started 10 or 15 years ago, which was designed to take the state appropriation money and invest it into venture capital, a venture capital fund is what it was originated to be, and to take risks and start ups, value-added ventures, whether it’s ag, or taking commercialized R&D from our university systems and going forward. We have our own venture capital fund, the Bank of North Dakota, which is a companion fund to this. It’s about a $10 mn fund, and the two work hand in hand. But what we have fought, on that line of thought, is that we don’t want too much of this stuff on our balance sheet. We have to be very careful about safe and soundness, so in terms of those where it is specifically designed to take significant risk, and to generate activity in a certain industry with a risk that we would deem to be greater than we think would be something the Bank should be doing, we would always recommend that you take that off balance sheet. So you might fund it with Bank of North Dakota profits, you might fund it with state appropriations, but you take it off balance sheet, so that our balance sheet continues to be looked at as safe and sound, and the regulators who look at it say that this is an acceptable amount of risk. Because, many banks depend on us for certain activities, whether it’s Fed Funds, letters of credit, and we use that rating. So we are not going to put our financial wherewithal at too much risk.

Bollingberg: Eric, wasn’t the reason why Bank of North Dakota really got into the venture capital side of things was a capacity issue? The legislature just didn’t want to fund, say, the Development Fund anymore? And so they looked to the Bank that had the resources and the capacity to do it.

Hardmeyer: Yes, that’s exactly what happened. So the Development Fund had been out there about 10 or 15 years, and they were reluctant to put more money into the Fund. We said, “OK, the Bank of North Dakota, let’s carve off a piece of your assets. Let’s take $10 mn and put that at risk.” And initially, I will tell you that we had a backstop. We had a guarantee from a different entity that would backstop us on our investments. Over time, the Fund has done very well, and we went up to the legislature and said “we don’t need the guarantee of this other entity. It can stand on its own.” But that’s what happened, that’s exactly right, Gary. The legislature said we are reluctant to put more money into it. At that time there wasn’t a lot of extra money in the state coffers. So they said, “well, BND, why don’t you go ahead fund the next $10 mn.”

Brittle: Do you do anything out of state, at all? For example, if you have a farmer that you’re making an ag loan to that’s principal home-base operation that’s in your state, but he’s buying a potato farm in Idaho. Is that acceptable to you?

Hardmeyer: That’s a great question. We are not restricted to the North Dakota borders. There has to be a connection back to the State of North Dakota. If Karl’s bank in Grand Forks, as I said which is on the eastern side of the state, has a customer in Minnesota. If Karl needs an overline, certainly we’ll take a look at that. We’ve also looked at working with some of the banks who now have a presence in other states. Some of them now have a branch in Arizona or Nevada or Florida. As part of our banker bank function, we will take a look at buying a participation from one of their banks in a different part of the country. Now, I have to tell you, we won’t look at that with a great amount of risk, because you can imagine how the taxpayer would feel about North Dakota taking a loss on a participation out of state. So we’re mindful of that. That’s not to say that that won’t happen, because it very well may, but we’re very mindful of making sure that our assets are generally spent in the state.

Brittle: If we, at the state legislature of Oregon, approved it, could you just expand your operation to include our state?

[Laughs]

Hardmeyer: We’ll have to talk about that.

Dudley: Are there any questions from the three of you sitting at Blue Mountain Community College?

Bailey: No, I was going to question Rick’s comment about thinking that this might not fly in today’s environment compared to 1919, but he answered that question well.

Dudley: Anything else? Don, Jeff, Tom? Anything else from there?

Moran: No I think you’ve covered it.

Clayburgh: Anybody on the phone have anything?

Ortega: This is Craig again. Just one quick question. I know you’ve been talking to, or there’s a number of states like you mentioned that are interested in this model. Is there any state that you know that’s past the discussion stages, or has expressed more interest than, say, this stage, that you’re aware of?

Hardmeyer: There’s a couple that have really talked to us at length. Vermont has gone down the path of looking at… I don’t know that I’ve ever seen a bill introduced, but they’re done some studies, and I would suggest that you look at the study that Vermont did about their own state-owned bank. Michigan has been very aggressive. I’ve met with a couple of their state officials. They have one coming out in a couple of weeks. But I would have to tell you that I don’t think there’s been anything more serious than the discussion we’re having with you in terms of how far they are along. I haven’t seen any bill drafted or any legislative action taken other than maybe forming a study around it. That’s all I’ve seen.

Daggett: I did have one question. I was curious what the percentage of non-performing assets in the Bank of North Dakota compared to the existing member banks there. 

Hardmeyer: If I can find a report for you that would have the… as a ratio that you might be familiar with in terms of non-performing, I would have to tell you, and I don’t have the report right in front of me, but I could tell you that, in terms of actual numbers, non-performing loans as a percentage of our total portfolio would be somewhere around 1-2%. It’s about, our non-performing today is about $20 mn on total loans of $2.8 bn. Right now it’s a fairly clean institution, but that’s not to say as this recession continues to drag on an linger that that number may not go up. It certainly may. But in terms of overall performance in North Dakota, we might actually be a little bit better than other banks. Our total portfolio carries with it about a 50-51% guarantee by federal government, in terms of all of our student loans, all of our FHA/VA residential loans. So our portfolio, the $2.8 bn, about 51% of it carries with it a federal guarantee. So that’s what I can tell you in terms of how we compare to other North Dakota banks, probably slightly better. 

Clayburgh: Gary or Karl, do you have any stats on North Dakota non-performing loans?

Bollingberg: I don’t have numbers off the top of my head but I would agree with you Eric, I think Bank of North Dakota is going to be on the low side of that ratio, partly because of those student loan portfolios, they perform very well, so it’s a good chunk of that portfolio. The other thing maybe to comment on Eric is, based on the amount that’s guaranteed, is the reserve that you have. I think the reserve that the Bank has is very strong in relation to the size of the portfolio, plus what the makeup of that portfolio is.

Hardmeyer: We have a loan loss reserve right now of about $45 mn on $2.8 bn of loans, and as I’ve mentioned, 51% of that is guaranteed. So if you take the non-guaranteed, or the guaranteed portion out of that, you would find that we would have a reserve somewhere around 3.1-3.2% loan loss reserve, as compared to other banks that are 150, 160 [this is basis points, meaning 1.5 or 1.6 %], so a pretty healthy loan loss reserve.

Dudley: Anything else? Anyone else have questions stored up? If not, I’d very much like to…

Ortega: You mentioned something, ROA of 1.7%, ROE at 25-26%. What’s a couple of the areas that are contributing to that? Is it the cost of funds, your loan yields? Operating expenses? How does it compare to other banks in North Dakota?

Hardmeyer: It certainly isn’t because our net interest margin is real high. Most banks operate with 4%+. Our net interest margin is probably in the neighborhood of 2.3-2.4%. But we have a very, our cost of funds, as I said, we have a captive deposit base. We actually get to decide what we’re going to pay the State Treasurer on her deposits. What we do is we look at competitive rates around the state, and kind of plug in an average rate. So our cost of funds today, our very low rate cost of funds is probably about 80 basis points. We’re also a big user of the Federal Home Loan Bank, so we use those guys for wholesale funding. We operate the Bank with 175 employees, so our overhead burden is small, our efficiency ratio is about 30%, so very efficient model.

Bollingberg: One of the real advantages that they have is because they have the captive deposits, they don’t need a branch network and to staff branches in a lot of different places, and that certainly helps on the cost side. 

Dudley: Hearing nothing further, I’d like to very much thank you, all of you in North Dakota, Eric, Rick, Gary, Karl, you’ve been very helpful. For those of us here, we appreciate it greatly.  I think you’ve moved our discussion along tremendously, so thank you very much. 

Hardmeyer: Thank you. 
� “The Policy of the Bank.” 





