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North Dakota Board of University and School Lands: Governance

POLICY INTRODUCTION/AMENDMENT/PASSAGE

The Commissioner may propose new policies or policy amendments to existing policies to the
Board. Upon request of the Commissioner, a proposal for a new policy or policy amendment shall
be placed on the Board’s agenda for action as follows:

1.

Introduction and first reading. A brief explanation or summary of the proposed new policy
or amendment (Measure) shall be presented to the Board. If the Measure is approved by
the Board following the introduction and first reading, the Measure shall be placed on the
agenda of the next scheduled meeting of the Board for second reading and adoption.
When appropriate, the Measure shall be made available to the public.

Second reading and adoption. Prior to the second reading, the public shall be allowed an
opportunity to comment on the Measure. The opportunity to comment will consist of written
comments to the Commissioner which will be submitted to the Board during the second
reading. The second reading will consist of a brief explanation or summary of the Measure.
If the Board adopts the Measure following the second reading, the Measure shall take
effect immediately, unless a different effective date is stated.

Amendments. Amendments to the Measure may be proposed at any time before final
adoption of the Measure. Upon determination by the Board that adoption of an
amendment constitutes a substantive change that significantly changes the meaning or
effect of the Measure, the Board shall continue consideration of the second reading and
adoption to the next meeting to permit further review and comment.

Emergency measures. The Board may, upon determination that an emergency or other
circumstance requiring expeditious action exists, waive the requirement of a second reading and
immediately approve the Measure following the introduction and first reading.

Board of University and School Lands
Effective Date: September 27, 2018
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North Dakota Board of University and School Lands: General

DEFINITIONS

Definitions. The following definitions apply to this manual:

1.

“Agricultural use” includes the use of trust lands for the purpose of grazing, cropping,
haying, and honey bee pasture or meadow.

2. "Bank" means the Bank of North Dakota established under North Dakota Century Code
chapter 6-09.

3. “Board” means the Board of University and School Lands.

4. “Commissioner” means the Commissioner of University and School Lands.

5. “Department” means the office of the Commissioner and the Department of Trust Lands.

6. “Fair market value” means the price set by the Commissioner after an analysis of prices
paid for similar products or services in the area of the leased premises.

7. "Funds" means monies under control of the Board.

8. “Lease” means a contract entered into between the Board and a third party for agricultural
use of trust lands.

9. "Leased premises" means the land area subject to a given lease for agricultural use.

10. "Loans" means loans secured by a first mortgage on farm or ranch lands in the state. The
collateral for these loans must not be encumbered by any prior mortgage, lien, tax lien,
judgment, or other prior encumbrances, and all real property taxes must be current.

11. “Mortgagor” means a person who is a resident of the state of North Dakota or a legal entity
registered in the state of North Dakota and conducting business in the state.

12. “Payor” means either the lessee or an entity other than the lessee who assumes, or agrees
to perform, any of the lessee’s rights and responsibilities under a lease.

13. "President”" means the President of the Bank of North Dakota as provided for in North
Dakota Century Code chapter 6-09.

14. "Trust" means permanent trusts and other funds managed or controlled by the Board.

15. “Trust lands” means any property owned by the state of North Dakota and managed by

the Board.
Effective Date: October 25, 2018; December 17, 2018; March 28, 2019
Revised: January 1, 2020



BOARD OF UNIVERSITY AND SCHOOL LANDS
CODE OF ETHICS

SECTION I: PREAMBLE

(A) The proper operation of democratic government requires that Department employees be
independent and impartial; that they not use their position to obtain private benefits; that they
avoid action which creates the appearance of using public office to obtain a benefit; that they
administer state programs and laws in a manner that does not give an advantage to a
particular business or person. It also requires that government policy and decisions be made
through the established process of government and that the public have confidence in the
integrity of its government.

(B) According to these principles, this Code of Ethics sets forth the Board of University and School
Land's standards of conduct and governing statements concerning employment, financial
interests, and other matters for State Land Department employees and for those seeking or
doing business with the Board or the Land Department.

SECTION Ili: DEFINITIONS

The following definitions shall be equally applicable to both the singular and the plural forms of
any of the terms defined.

Anything of Value: Anything tangible or intangible, from a single Business or Person, within a
calendar year, which exceeds a value of one hundred dollars.

Associated: One who has an interest in a Business or Person, not including ownership or control
which is through a mutual fund.

Board: The Board of University and School Lands of North Dakota, consisting of the Governor,
Attorney General, Secretary of State, Superintendent of Public Instruction and State Treasurer.

Business or Person: An individual, proprietorship, firm, partnership, joint venture, cooperative,
joint stock company, syndicate, business trust, estate, company, corporation, association, club,
committee, organization, limited liability company, political subdivision or group of persons acting
in concert.

Commissioner: As defined in NDCC 15-02-01, is the individual appointed by the Board of
University and School Lands to serve as Land Department Administrator.

Compensation: Anything of Value given for services rendered or to be rendered, not including
any compensation paid by the state in consideration for services performed, nor reimbursement of
approved expenses.

Confidential Information: Information or records which are not public records under the
Constitution and laws of North Dakota (applicable statutory provisions attached).

Department: The North Dakota State Land Department.

Employee: All State Land Department personnel. Independent contractors are not considered
Employees.

Family Member: An Employee's spouse, parent, sibling, child, mother-in-law, father-in-law, son-
in-law, daughter-in-law, grandparent, grandchild, or an individual who is a member of an
Employee's household for more than six (6) months in a year.



Outside Employment: Any gainful employment other than the performance of functions and
duties related to an Employee’s responsibility to the Board or Department.

SECTION lll: GENERAL
An Employee should avoid any action which would result in or might create the appearance of:

(A) Using public office for private gain.

(B) Giving preferential treatment to any Business or Person.

(C) Losing independence or impartiality.

(D) Making decisions outside official channels.

(E) Creating an adverse effect to the integrity of the Board or Department.

SECTION IV: PROHIBITION OF ACCEPTANCE OF ANYTHING OF VALUE; EXCEPTIONS
AND DISCLOSURE

(A) An employee is prohibited from accepting anything of value. In the event that, on more than
two occasions in a calendar year, one Business or Person offers the same Employee Anything
of Value, written disclosure of the offers must be made as follows:

(1) Land Department employees to their immediate supervisor
(2) Supervisors to the Commissioner
(3) The Commissioner to the Board

At least annually, or at any other time as directed by the Board, the commissioner shall
provide the Board with a report concerning written disclosures received.

(B) Employees may not accept travel, lodging, or meals from a business or person having matters
relating to the Board or Department, except from family members, or with the commissioner’s
approval. Travel, lodging, meals and registration fees as reimbursement for speaker
expenses can be accepted with approval of the commissioner.

(C) An employee is not prohibited from receiving payment of witness fees as provided by N.D.
Administrative Code §§ 4-07-16-03, 4-07-16-04, and 4-07-16-06. No disclosure is required for
fees received under the terms of this subsection.

(D) Employees or family members will be allowed to bid on and purchase any equipment, land, or
abandoned property that may be offered for sale by the Department, provided that a
competitive, public bidding process is used.

(E) Gifts of less than $100.00 received by Department personnel from a business or person will
be distributed among all employees of the Department via random drawings, or distributed to
non-profit organizations.

SECTION V: MISUSE OF OFFICE.

An Employee shall not use state-owned property for any purpose which is not related to their
employment or official position, and is not available to the general public, except the incidental
use of office equipment, by employees, at the office, is permitted on personal time.

SECTION VI: USE OF CONFIDENTIAL OR OTHER GOVERNMENTAL INFORMATION.

(A) An Employee shall not use confidential information obtained by them in their official capacity
or position with intent to result in personal gain to themselves, a family member, or to any
business or person.



(B) An employee cannot be involved in financial transactions as a result of any information
gained, which is not otherwise publicly available, through the employee’s official duties or
position.

SECTION Vii: DISCUSSIONS, DELIBERATIONS AND VOTES.

An employee shall exclude themselves from any discussions, deliberations, negotiations and
votes, involving any business or person with whom they are associated. Any abstention, by a
Board member concerning matters before the Board, must be recorded in the Board's minutes.

SECTION VIii: LOANS FROM THE BANK OF NORTH DAKOTA

Employees may obtain a loan or loan participation with the Bank. The loan shall involve no
preferential treatment with respect to any loan terms. Any employee subject to this provision may
not be involved in any decision regarding the loan on behalf of the Bank. The employee may only
be involved in the loan on their own behalf. The limitation does not apply to student loans.

SECTION IX: EMPLOYMENT ISSUES

(A) An Employee shall disclose previous employment with any business or person seeking action
from the Board or the Department. Disclosure shall be made in the same manner described in
Section IV (A) of this Code of Ethics.

(B) An Employee may not be involved in making employment or administrative decisions
concerning a family member.

(C) An employee may not engage in outside employment if outside employment interferes with the
employee’s responsibilities and duties with the department.

SECTION X: PENALTIES

In compliance with state personnel policies, the Commissioner may recommend to the Board that
any one or more of the following actions be taken if it is determined that this Code of Ethics has

been violated:

(A) Cease and desist from the activity which is in violation of this Code of Ethics.
(B) Forfeit the prohibited contribution to the Common Schools Trust Fund.

(C) Return the prohibited contribution to the contributor.

(D) Prohibit a business or person from participating in programs of, receiving any benefits from, or
contracting with, the Board or the Department.

(E) Publicly disclose the violation.
(F) Restrict an employee's duties with regard to a particular activity.
(G) Impose corrective or disciplinary action including oral or written warnings.

(H) Place an employee on a special review period or recommend consideration of a suspension
without pay.

(1) Demotion.
(J) Termination.



SECTION XI: ADVISORY BOARDS, COMMITTEES

Non-employees who have, or have had, an interest in any business or person, with a matter
before the Board, shall disclose that fact to the Board before participating on a Board-appointed
committee.

SECTION XlI: EXCEPTION PROVISION

The Board may make exceptions to this Code of Ethics if the exception is approved at an open
Board meeting.

SECTION Xlli: REPORTING ILLEGAL ACTIVITIES

Under NDCC 34-01-20, employees who, in good faith, report a violation or suspected violation of
federal or state law or rule to an employer, a governmental body, or law enforcement official, shall
receive employment protection.

ADDENDA TO THIS CODE OF ETHICS

Pertinent North Dakota Century Code statutes dealing with confiicts of interests/ethics
Pertinent North Dakota Century Code statutes dealing with confidential records (Agency specific)
North Dakota Century Code Chapter 16.1-08 regarding political contributions

HISTORY:
Adopted: January 25, 1996
Amended: April 23, 2010



TITLE 85
BOARD OF UNIVERSITY AND SCHOOL LANDS
ARTICLE 85-06

Chapter 85-06-01
FEES
Section
85-06-01-01 Definitions
85-06-01-02 Public Information Requests
85-06-01-03 Minerals
85-06-01-04 Surface

85-06-01-01 DEFINITIONS. The terms used throughout this chapter and in documents used pursuant herewith have the
same meaning as in the North Dakota Century Code Chapter 15-01 and 15-02, except:

1. "Board" means the Board of University and School Lands.

2. "Commissioner" means the Commissioner of University and School Lands.
3. "North Dakota Department of Trust Lands" means the Office of the Commissioner of University and School Lands.

85-06-01-02 PUBLIC INFORMATION REQUESTS. The following fees may be charged:

1. Locating records (excludes first hour) $25.00 per hour per request

2. Printing — paper copies $0.25 per page

3. Electronic copies (excludes first 30 minutes) $25.00 per hour per request

4. Postage Actual cost

5. Certified copy of deed/patent $100.00 per document
General Authority Law Implemented
NDCC 44-04-18; 15-01-02 ; NDCC 44-04-18

History: Effective June 26, 2014

85-06-01-03 MINERALS. The following fees may be charged:
1. Coal leasing
a. Application filing fee $50.00 per lease (non-refundable)
b. Lease assignment filing fee $10.00 (non-refundable)

2. Oil and gas leasing

a. Application filing fee $10.00 per tract (non-refundable)
b. Lease assignment filing fee $10.00 per tract (non-refundable)
c. Certified copies of oil and gas leases $25.00 per document

d. Lease filing fee (advertising fee) $10.00 per tract

3. Subsurface mineral leasing — potash and other subsurface minerals mining solution

a. Application filing fee $50.00 per tract

b. Lease assignment filing fee $50.00 per tract (non-refundable)

c. Certified copies $25.00 per document

d. Lease filing fee (advertising fee) $50.00 per tract
General Authority Law Implemented
NDCC 15-01-02.1 NDCC 15-01-02.1

History: Effective June 26, 2014



85-06-01-04 SURFACE. The following fees may be charged:

1. Construction Aggregate Leasing
Application filing fee $50.00 per quarter section, $100.00 minimum
2. Easements/Permits
Application filing fee $50.00 per quarter section, $100.00 minimum
3. Exploration and Prospecting (geophysical, coal, construction, etc.)
Application filing fee $50.00 per quarter section, $100.00 minimum
4. Land Sale Fee (deed preparation/recording costs) $100.00 per tract
5. Survey access (five year permit) $500.00
6. Trespassing
Inspection fee Assessed at the discretion of the Commissioner if it is
determined that NDCC 15-08-20 would apply.
General Authority Law Implemented
NDCC 15-01-02.1 NDCC 15-01-02.1

History: Effective June 26, 2014



NORTH DAKOTA
BOARD OF UNIVERSITY AND SCHOOL LANDS

Payment Schedule
Surface Management Division

Easements, Permits, Surface Damage Agreements, and Geophysical Exploration.

The Commissioner of University and School Lands or his/her agent may negotiate a fair compensation for the
trust funds at no less than the prevailing market value.

Sand and Gravel, Scoria, Road Material, Building Stone, Borrow Material and Colloidal or Other Clays.

Sand and Gravel, Scoria, Road Material, Building Stone

1. All leases offered at public auction shall be at no less than $1.00 per cubic yard as measured in the
stock pile and at no less than fair market value.

2. All negotiated leases under the Board's Construction Aggregate rule 85-06-03-06 shall be at a fair
compensation to the trust funds but at no less than fair market value and at no less than $1.00 per
cubic yard as measured in the stock pile.

Borrow Material, and Colloidal or Other Clays
1. All leases offered at public auction shall be at no less than $1.00 per cubic yard as measured in place
and at no less than fair market value.
2. All negotiated leases under the Board’s Construction Aggregate rule 85-06-03-06 shall be at a fair
compensation to the trust funds but at no less than fair market value and at no less than $1.00 per
cubic yard as measured in place.

Prospecting and Soil Testing Permits (Including Coal, Soil and Construction Aggregate)
1. $25.00 per test hole.

Land Sales.

In addition to the land sale fee, the successful purchaser of any tract shall pay appraisal and advertising costs.

Adopted: June 26, 2014
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North Dakota Board of University and School Lands: Surface Land Management

FAIR MARKET VALUE MINIMUM RENT POLICY

In order to provide a uniform and equitable leasing system for trust lands, the Fair Market Value
Minimum Rent (FMV) policy uses a market value approach to establish a minimum opening bid
at public auction. The Department contracts with a vendor to conduct a survey to assess land
cash rents and land prices from agricultural owners and producers at a county level throughout
North Dakota (County Rents and Prices Survey (Survey)) on an annual basis. The Survey
provides statistically reliable land use data to help the Department gain insight into current rental
rates.

The Commissioner may adjust the grassland Resource Area Productivity Index, Region Cropland
Productivity Index, and fencing and water adjustments, as needed. The Board shall review any
substantive adjustments that would impact the entire method.

Technical adjustments may be necessary when errors are discovered in the tract data. The
Commissioner is authorized to make these and other technical adjustments that impact the
minimum bid for individual tracts before the public auction or during the term of a lease, provided
the lease has not been bid up.

Grassland FMV

(((((RR = F) X SE) X (GPI = RAPI)) - BW#*) X Grass Acres) — W* + (BF* x Grass Acres) +
LF = Grassland Minimum Bid

1. Regional Rent (RR): The RR is calculated based on a three-year moving average rental rate
for pastureland (grassland), as annually reported in the Survey. Individual counties will
typically be a region. Counties may be combined to create a region based on land resource
similarity, adjacent land ownership, presence of trust lands, and low survey report numbers.
(Addendum A - Grassland Leasing Regions map).

a. Ifone county is designated as a region the RR is based on that county’s average rental
rate.

b. If a region includes more than one county the RR is based on the lowest county
average rental rate of the counties in the region.

2. Fence (F): To recognize that in most cases the Board does not provide or maintain fences,
while most private landlords do, a deduction will be applied to regional rent. (Addendum B
- Fence Adjustment Determination for Fair Market Value Minimum Rent Policy).

3. Potential Survey Error (SE): Because of the potential for error in the Survey, a downward
adjustment of 10% (0.90) will be applied to each regional rent. This adjustment compensates
for differences reported by those who leased land, versus those who did not lease land, to
keep trust lands competitively priced.



North Dakota Board of University and School Lands: Surface Land Management

. Grassland Productivity Index (GPI): The Department prepares a Grassland Productivity
Worksheet to rate a tract’s potential rangeland forage productivity. (Addendum C - Grassland
Productivity Worksheet). Tracts that potentially produce more forage in a land resource area
may be priced proportionately higher, and tracts with lower potential forage production may
be priced proportionately lower, than an average tract.

For tracts not surrounded by Forest Service National Grasslands, the tracts' GPI are calculated
at the "high good" productivity rate, while tracts surrounded by or adjacent to Forest Service
National Grasslands or Tribal or reservation land are calculated at the "mid good"
productivity rate. These ratings are based on the Natural Resources Conservation Service
method of determining forage productivity. The lower GPI for tracts surrounded by or
adjacent to Forest Service National Grasslands or Tribal or reservation land more closely
reflects long term average use on trust land in those areas.

Resource Area Productivity Index (RAPI): The RAPI is the average potential grassland
productivity for trust lands in a land resource area. (Addendum D — Grassland Resource
Areas map and Addendum E — Land Resource Area Productivity Chart). The average is
calculated by adding the carrying capacity, at the high good rating, of each individual tract
within the land resource area and dividing that sum by the number of grass acres for those
tracts within the land resource area.

. Badlands Water Adjustment (BW*): In the Badlands, where there is lower grassland
productivity, it is not always cost effective to develop water. Therefore, to recognize that
livestock water sources serve multiple Badlands’ tracts shared by multiple land owners, a
deduction on a per grass acre basis may be applied in-lieu of providing rent credit or cost
share for developing water on trust lands. (Addendum F - Badlands Water Adjustment
Determination for Fair Market Value Minimum Rent Policy and Addendum G — Badlands
Water Adjustment Tracts map).

. Water Adjustment (outside Badlands) (W*): If it is determined that there is no potential
development for permanent livestock water sources on the tract or on adjacent tracts, the GPI
will be reduced by 40% (0.60).

Board Owned Fencing (BF*): For tracts where the Board owns a boundary fence, a positive
adjustment is made to negate any Fencing (F) deduction. (Addendum B - Fence Adjustment
Determination for Fair Market Value Minimum Rent Policy).

Surface Lease Fee (LF): A lease fee of five cents per total tract acre will be charged annually
to partially offset the expenses of conducting lease auctions, issuing leases, and maintaining
surface lease records.

* These are tract specific adjustments that take into account a tract's unique characteristics.



North Dakota Board of University and School Lands: Surface Land Management

10. Grassland Opening Bid Limits.

a. Minimum: The minimum opening bid for grassland will not be less than 25% of the
three-year moving average of the regional rent adjusted for potential survey error and
fencing.

b. Maximum: The maximum opening bid for grassland will not be greater than 125% of the
three-year moving average of the regional rent adjusted for potential survey error and
fencing.

Cropland FMV

(((CPI+RCPI) X (RR X SE)) X Cropland Acres) + LF = Cropland Minimum Bid

1. Cropland Productivity Index (CPI): The Department prepares a Cropland Productivity
Worksheet to rate a tract’s potential cropland productivity. (Addendum H - Cropland
Productivity Worksheet). Tracts that have a higher than average potential cropland
productivity may be priced proportionately higher, and tracts with lower potential cropland
productivity may be priced proportionately lower, than an average tract.

2. Region Cropland Productivity Index (RCPI): The RCPI is the average potential cropland
productivity for all cropland in a region. (Addendum I - Region Cropland Productivity Index
map). The acreage of each cropped soil in a region is multiplied by the soil’s crop productivity
index. The totals for each cropped soil are added and divided by the total cropland acres in
a region.

3. Regional Rent (RR): The RR will be calculated based on a three year moving average of the
most frequently reported non-irrigated cropland rental rate, as annually reported in the
Survey. Individual counties will be a region.

4. Potential Survey Error (SE): Because of the potential for error in the Survey, a downward
adjustment of 5% (0.95) will be applied to each regional rent. This adjustment compensates
for differences reported by those who leased land, versus those who did not lease land, to
keep trust lands competitively priced.

5. Surface Lease Fee (LF): A lease fee of five cents per total tract acre will be charged annually
to partially offset the expenses of conducting lease auctions, issuing leases, and maintaining

surface lease records.

6. Cropland Opening Bid Limits.

a. Minimum: The minimum opening bid for cropland will not be less than the three-year
moving average of the regional rent as reported by the Survey.

b. Maximum: The maximum opening bid for cropland will not be greater than 105% of the
three-year moving average of the regional rent for cropland reported by the Survey.



North Dakota Board of University and School Lands: Surface Land Management

Havyland FMV

(RR X Hayland Acres) + LF (If HPI < (.50)
OR
((RR X 1.10) X Hayland Acres) + LF (If HPI > or = (.50)
= Hayland Minimum Bid

1. Regional Rent (RR): The RR will be based on a three-year moving average rental rate for
pastureland (grassland), as annually reported in the Survey. Individual counties will be a
region. (Addendum J — Region Hayland Productivity Index map).

2. Hayland Productivity Index (HPI): The HPI is calculated by taking the individual tract’s
hayland tons per acre divided by the region’s highest hayland tons per acre. (Addendum K -
Hayland Productivity Worksheet).

3. Surface Lease Fee (LF): A lease fee of five cents per total tract acre will be charged annually
to partially offset the expenses of conducting lease auctions, issuing leases, and maintaining
surface lease records.

Opening bid for terminated leases

1. If a lease is terminated, the tract may be offered at public auction for the remainder of the
lease term, not to exceed the expiration date of the original lease.

2. When a lease terminates, the opening bid for that tract at the next auction will be set as
follows:

a. Foratract that leased for the minimum opening bid, the opening bid will be calculated
using the tract’s current FMV.

b. For a tract that leased for higher than the minimum opening bid, the opening bid will
be calculated at the midpoint between the current FMV and the terminated lease
amount.

c. For a tract that leased for higher than the minimum opening bid and terminated twice
within the five year lease term, the opening bid will be the previous lease amount.

d. For atract that remains unleased for a calendar year, the opening bid will be calculated

using the tract’s current FMV.

Effective Date: December 17, 2018
Revised: January 1, 2020
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1707 North 9th Street

PO Box 5523
Bismarck, ND 58506-5523
Phone: (T01) 328 - 2800
Fax: (701) 328 — 3650

https:/and.nd. gov

ADDENDUM B

WO TRUST J AN

Jodi A. Smith, Commissioner

MEMORANDUM
Date: October 8, 2018

To: Jodi Smith
Commissioner of University and School Lands

Michael Humann
Surface Division Manager

From: Joseph Stegmiller
Natural Resource P al

RE: Fence Adjustment Determination for Fair Market Value Minimum Rent Policy

The fence adjustment was established in 1989 to provide a rent reduction to compensate for the lack of
fence on school trust lands. The initial adjustment was set at $1.50 per grass acre based on the material
labor cost of the fence and the interest rate on a 5 year loan. The fence adjustment was reviewed in 2013
with the adjustment remaining at $1.50 per acre reduction. The 2013 review found the cost of materials
had increased but the interest rates had substantially decreased which kept the fence adjustment the same.

The following parameters were established for the fence adjustment in 2013:

Average tract size of 320 acres which requires 2.5 miles of fence

Three strands of 12.5 gauge barbed wire

5 % foot steel posts with twenty foot post spacing

5 year loan at interest rate of 4.75% of material cost

Labor equals material costs, while maintenance after 5 years will equal interest amount
30 year life (material and labor)

25% materials salvage value

Review of Fence Adjustment

A review of the fence adjustment was conducted to determine any changes in material costs and interest
rates. Material costs were obtained from Farm and Home Supply (Bismarck Store) and Tractor Supply
Company (website). Interest rates for a farm operating loan was obtained from Farm Credit Services of
Mandan. The average tract size, life span of fence, and salvage value was determined to be valid and were

not changed.
Material Description and Costs

Description Amount CostiUnit | Subtotal |
12.5 gauge barbed wire 30 . $64.99 $1,049.70
5 % fool steel fence posts (plus) clips 645 $3.99 ' $257355
Wood Posts (5-8"x8', treated) 27 $18.88 $512.46
Wood brace timbers (4°-8', treated) | 15 $040 | $142.35
Smooth brace wire (8 gauge) 4 $13.98 per 10 Ib. (171 /&) 95582
- ) __Total cost of Fencing Materials | 5,233.98

The cost of fence materials for 2.5 miles of fence was comparable to the 2013 cost with a slight reduction.
The cost of materials in 2013 was $5,480.00 which is $246.02 more than the 2018 total.



ADDENDUM B

Average Interest Payment of a $5,233.98 loan at 6.2% Interest:

Year | Payment | Principal | Interest | Balance
Yr1 | $1,270.54 | $84051 | $324.51 | $4,382.47 |
Yrz | $1,270.54 | $098.83 | $271.71 | $3,383.64
Yr3 | $1,270.54 | $1,060.75 | $200.70 | $2,322.80 |
Yr4 | $1,270.54 | $1,126.52 | $144.02 | $1,196.37
Y6 | $1,270.54 | $1,196.37 | $74.17 | $0.00
| Average Interest Payment $20484 |

The average Iinterest rate of a farm operating loan increased from 4.75% in 2013 to 6.2%.

The following parameters were astablished for the Fence Adjustment In 2018:
e Average tract size of 320 acres which requires 2.5 miles of fence.
Three strands of 12.5 gauge barbed wire (2-barbed)
5 % foot steel posts (heavy duty) with twenty foot post spacing
6 year loan st Interest rate of 6.2% of material cost
Labor equals material costs, while maintenance afier 5 years will equal Interest amount
30 year life (material and labor)
25% materials salvage value

Fence Adjustment (per acre) = (((MC x (1 - §)) + LC) + LS) + Al) + TS

MC = Material Cost

§ = Salvage Value

LC = Labor Cost

LS = Life Span of Fence

Al = Average Interest of 5 year loan
TS = Tract Size

$1.59 per acre = (((($5,233.98 x (1 — 0.25)) + $5,233.98) + 30 years) + $204.84) + 320 acres

Recommendation

Based on the Information gathered in the review, it is recommended that the Fence Adjustment be
increased from $1.50 to $1.60 ($1.59 rounded to the nearest tenth cent).

Y"]A-cj\a.b( J’J o - - lo-08-20/8

Michael Humann Date
Manager, Surface Management Division

{
_ O o -
Jodi Smith Date
Commissioner of University and School Lands




GRASSLAND PRODUCTIVITY WORKSHEET

ADDENDUM C

Soil Range % Adjusted &
Symbol Site Range | Acres Acres AUMs/AC AUMs
Site

Good Pi=
Date - Total AUMIs__ N (AUMs/grass acre)
Reclass  _yes no High Good

Total AUMs Pi= e
Prepared By: N (AUlis/grass acre)
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ADDENDUM E

LO'T 821 ¥6'0 £I1 60 £T'T 00T 0z't (g5) pajeBuuigns (as) pa1eduigng
800 [\1§0) 800 or'o 800 or'o 80'0 10 80°0 010 (HS) siiH Asucag
800 or’o 800 010 800 ot'0 80'0 10 80°0 or'o (saa.) papoom (amss) meisq papoop papis daags
{60 91’1 £9'1 SE6'T 05'T 08’1 SZ'T ST vET 85T (1MW) puepam (WMS) ysiepy mojeys
0Z'0 vZ'0 w0 £5°0 8E°0 SP'0 8E°0 8E€°0 8E0 S¥'0 (9oms) jpAaeig a3 mojjeys (9ms) [9aein mojjeys
SZ0 0E0 L5°0 090 050 090 8E0 SP'0 w0 £5°0 (ms) moyeys (ASms) Apueg mojjeys
740 0E0 LS50 09°0 050 090 8€°0 Sp0 %0 £5°0 (mg) mojieys (Amg) Awseo mojjeys
570 0E'0 (50 09'0 050 090 8€0 Sy'0 %0 £S°0 (mg) mojjeys (oms) Az moyjeys
SZ0 0E'0 LS°0 090 050 090 8E0 S¥'0 tv'0 £5°0 (mg) mojjeys (Admg) Ashep) mojjeys
8E0 S0 £9°0 SL'0 LS50 890 o £5°0 0s0 090 (As) Apues (1Ag) adeua ) Apueg
8ED S0 £9°0 SL0 L5°0 89°0 o £5°0 050 090 (dDAg) uedAe) Apues (dDAs) uedAe) Apues
8E€0 Sr'0 £9°0 SL0 LS50 89'0 ' €50 050 090 {Ag) Apues (As) Apueg
860 7] £9°0 SL0 150 89°0 wv'0 £5°0 050 090 (es) spues (es) spues
LA £5°0 (ns) pueidn) aujjes
050 09°0 SL°0 060 SL0 60 €90 <L'0 690 £8'0 (15) pueimon auljes (15) puepmon auljes
0s0 090 880 S0°T 1870 80T £9°0 SL0 690 £8°0 (A0) mo 200 (A0S) mojpang aules
050 090 880 S0'T L8°0 80T £9'0 SL'0 69'0 £8'0 (AQ) mojpa00 (r0) mopaA0
050 09°0 88°0 S0'T L8O 80'T £9'0 SL'0 69'0 £8°0 (AQ) moaAD)| (147) @sena) Awea)
8E'0 St'0 £9'0 89'0 150 890 v¥'0 £5°0 050 090 (A1) Aweo Jo (15) Ais (13547) deais Awea
050 090 88°0 S0'T 180 807 £9°0 SL0 69'0 £8'0 (AQ) mojpRAD (AOAT) mojang Aweo
8E'0 S¥'0 €90 890 450 29'0 v¥'0 £5D 050 09'0 (1) As (A7) Aweo
() mopeal Jeaur]
SZ'0 0€°0 450 090 0 090 8€'0 SH'0 b0 £5'0 () puejdn uyL (y7) 1enpisay Awn
YA 0£'0 05'0 090 #'0 £50 30 BE'D BE0 S¥'0 (es1) spues ujyy (es) spues Awn
SZ0 00 MmeJQ wonog ey
820 vED (2q) Ae(D asuia
Ly ZS0 IS0 89°0 £9°0 SL°0 (@) uoissaudag pasop) (@d) uojssaidaq pasop
SZ0 0£°0 bp0 £5°0 i'0 £5°0 ZE'D 8E'0 8€'0 S¥o {dD) uedAe)y {dD) uedAep
8€0 S¥0 £€9°0 SL'0 LS50 £9'0 w0 £5°0 050 09'0 (o) Aake)y (140} @seiia) Aakep)
i 050 090 (sAD) daags Aahep)
0S0 090 (rQAQ) moyanQ Aake)
8E0 S¥'0 €90 SL'0 450 890 0 ES'O 050 090 (AD) Asdep (AD) Aadey
520 0E0 50 090 b0 £5°0 8E'D 8€°0 ON oN (es1) spueg uiyy ($D) spues Addeuyn
SZ0 DED 150 09'0 #¥'0 090 8€'0 Sv'0 ON ON (L) pueidn vy (4eg) ue4 spuejpeg
O 9H O OH on OH on DH o 9H I g 33 .
85 855 v§S ' £S
vd1 (Bogmaniaael (uoneinaigqe) aus jeaidojoda

34S (221804023 Aq 8.0 Jad SLPUOW U |EWjUY U} S3)e) SupOIS (GW) POOD PIN PUE (DH) POOY YSIH

ays aduey |eujBuo

LHVHI ALIALLONGO.

¥V 3IDUNOS3IY ANV




ADDENDUM E

880

or't

£T°T

SE'T

LO'T 87T 00'T FA 00'T 0zt (WM} mopeapy 19m (M) mopeaiy 1am
L60 91'1 £9°T 61T 0S'T 081 STT [ PE'T 85T (1M) puepam (1m) puepap
ET0 020 SZ0 0D 6T°0 £2°0 91’0 610 61°0 £2°0 (SA) mojjeys Asap (SA) mojfeys Auap
SZ'0 0E0 L50 090 w0 090 8€'0 S¥'0 0 £5°0 (nL) puejdn uyt (ALL) Awseon ujyt
SZ'0 0E'0 150 090 [L4') 090 8€°0 S¥°0 v'0 £S'0 {nL) pueidn uyy (As1) Apues uiyL
SZ'0 [1301] 50 090 ] €S0 BE0 S¥'0 8E'0 S0 (es1) spues uyy (es1) spues uiyi
£1°0 ST0 Sz0 0£0 610 090 910 6T°D 6T°0 £2'0 (d1) uedAe wyy {do1) ueddep uiyi
690 €80 oN oN 690 £8°0 (ASqs) yeuueaes pareduiigng (esqs) spues paediuigns
JHVHD ALIALLONGO. .34V 3DUNOS3Y ANV




ADDENDUM F

Average Distance to Center of Grazing Unit

To provide the most effective grazing utilization, the livestock water tank should be located near the center
of the tract. For a section of land (640 acres) the shortest distance for a straight line pipeline route to travel
to the center would be 2,640 feet. The longest distance a straight line pipeline route would travel is 3,733.5
feet. Since the terrain within the Badlands is rough and broken, the pipeline would be routed to avoid
certain terrain which would increase the footage. Therefore, it is proposed the distance a pipeline should
fravel to reach the center of the fract is 3,733.5 feet.

Average Life Span of Water Source

Based on the NRCS specifications, the life span of a livestock water pipeline (Code: 516) Is 20 years If
installed and maintained correctly. It is recommended the average Iife span of a pipeline be set at 20 years
for the Badlands Water Adjustment.

The following cost per acre deduction was computed based on the proposed review criteria:
Cost Reduction (per acre) = ((C x L) +LS)+ TS

C = average cost per foot of installation

L = average length to reach center of tract
LS = average life span of pipeline

TS = average tract size

$0.88 per acre = (($3.00/ft. x 3,733.5 ft.) + 20 year life span) + 640 acre tract

Recommendation

It is recommended the criterla for determining the Badlands Water Adjustment be adjusted to refiect the
most prevalent livestock water development in the area and the water adjustment be increased from $0.65
to $0.85 per grass acre for fracts within the Badlands Water Adjustment.

) Ak JLQ |D-08 - 208
Michael Humann Date
Manager, Surface Management Division

: L 3 e B e 10 -CF - 18
Jodi Smith Date
Commissioner of University and School Lands




ADDENDUM G

Badlands Water Adjustment Tracts

v . 2 . by
% s , ) “roare A% eV c&rewu by wlfssdvua N
g ; 2 . . - - L] - o - 'Y
HE » . » ® » s » .-ui-v 0l = A
%- i‘ T e iy L » L .‘ @ " - . . o s v '
- . al » A » ~ 5 F = ‘l = .
5 ’ . . L - ' - . . : . . . » )
v L) L} ] . O LB B . ~
P . ' " a . =
. . . . » s ) - .
s . . - m .
. . " b s » '
L] = =
. = . ¢
Sido, 'Y . .l.!- ko -*-.. 3
» -
. - - Ui e
L4 - . . &
L - ™ ™
. s . P e @
. : . . .
L - - -
L L ‘ Is . ] ‘ -
. . ‘ ] ] -
. L] L] . .
* = ® - -
3 - L]
. . ® L] ® B
& a " ) II-
RPN ] ki . i M2inl
T d o Legend
- . e
é ' 1 ‘l\_ D Water Adjustment Border
; | . "
A . .l B Badiands Water Adjustment Tracts
- ' -
. w'.°.1r. ; /I Non-Water Adjustment Tracts :
: {4
. tde * m— i
2aden " ‘ il
%
e =N L
. [
L L1
| j J
T Bk ] B 2 | ORI (4t 3t ;
=t o = TN s-.llll-'l'h.r\-!"\-—

SOUTH PAKOT
Xeme

0 20 40

. _—Z*Mlles

Sources: Esri, HERE, DeLorme, Intermap, Increment
GEBCO, USGS, FAD, NPS, NRCAN, GeoBase, IGN,

Ordnance Survey, Esri Japan, MET|, Esri China (Hong Feng)»
Map contributors, and the GIS

swisstopo, Mapmyindia, © OpensS
User Community

P Corp.,

rNL,

Cm




ADDENDUM H

CROPLAND PRODUCTIVITY WORKSHEET

Township R.r : (_.’*__g. “-ﬁ “'r' Sl

Soll Soil % Soil Adjusted | Production | PiTotal 5 Sl o

Symbol Type Complex | Acres | Acres index (P) | Crop Acs Acres .
Total
Grass
Hay. _
Crop
Water
Trees_
Barven
Other

Date_ =~ Total Prorated index o

Reclass yes no

Prepared By:
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ADDENDUM K

HAYLAND PRODUCTIVITY WORKSHEET

Soil Solil % Soil Adjusted ERS E
Totad
Grass
Hay
Cop
Water
Trees
Other
)
Total Tons
Date

Reclass __yes  no

Total Tons /HayAc=TractTonsPerAc ()

TractTons Per Ac/County Tons PerAc=Hayland Pl (= ) Input#to

Prepared By: SURF
g'\surta inspactihayland productivity wiksht.doc
General Worksheel - Forms "Approval® Nol Required

April 2003RJpdated Nov 08




POLICY OF THE
BOARD OF UNIVERSITY & SCHOOL LANDS

CHAPTER 15-09 SALES POLICY

l. The Commissioner is authorized to act on behalf of the Board of University and
School Lands to complete sales pursuant to NDCC §§15-09-03, 04, if the following
conditions are met:

A. The applicant has completed the sale requirements and paid the fees as
required by the Board or Commissioner.

B. A siting and environmental review has been completed by the Land Department
staff.

C. The Commissioner has determined that the land is required for the purposes
stated in the application and issuance of the patent will not have a significant
negative impact on the remainder of the school land based on the following
criteria:

1.

4.
5.
6.

Environmental impacts are minimal, or will be mitigated in an acceptable
manner;

Impacts on the value of the remainder of the school land are minimal or will
be mitigated in an acceptable manner,;

Impacts to significant archaeological and/or historical sites are minimal, or
will be mitigated in an acceptable manner;

The chapter 15-09 sale will produce a positive financial return to the trusts;
There is no known significant controversy regarding the project; and,

The surface lessee has been notified of the project.

Il If the above conditions are not met, or if the Commissioner otherwise determines
that Board action or review is desirable, the application will be brought before the
Board for its consideration.

IIl.  The Commissioner will prepare a monthly report for the Board of the chapter 15-09
sales that have been completed since the previous Board meeting.

History:
Adopted:
Revised:

April 2, 1987
August 20, 1992

g:\sld\referencipolicies\sur-pol\1509sale doc



NORTH DAKOTA
BOARD OF UNIVERSITY & SCHOOL LANDS

SALE OF STATE LAND FOR LANDFILLS

Applications to purchase state land for use as a landfill by a public entity will be
considered pursuant to the following criteria:

1. Sales will be considered only to applicants who are working with the North Dakota
Dept. of Health and Consolidated Laboratories to ensure that the proposed landfill will
be operated in accordance with all existing, proposed, and anticipated state and
federal regulations.

The proposed sale will be reviewed by the State Land Dept. and a recommendation
will be made to the Board of University and School Lands which will give preliminary
approval, or disapproval, to the sale.

Before final approval of a sale is given, the applicant must submit evidence that the
site meets appropriate geological, hydrological, and other requirements established
by the North Dakota Dept. of Health and Consolidated Laboratories and the U.S.
Environmental Protection Agency. A permit for feasibility testing may be issued prior
to final approval of a sale.

2. A purchase price for the site will be established by the Board based on the appraisal,
and the following additional factors:

A. Highest and best use of the site;

B. The unique geological and hydrological characteristics which make the site
suitable for use as a landfill;

C. The effect on the value of adjacent state properties caused by the use of the site
as a landfill; and

D. The price paid by other purchasers for similar landfill sites.

History:

Adopted: Sept. 27, 1990
Revised: Oct. 25, 1990
Revised: May 31, 2007

g\sid\referenc\policies\sur-pol\landfill.doc



200.

201.

202.

203.

204.

NORTH DAKOTA
BOARD OF UNIVERSITY & SCHOOL LANDS
LAND RETENTION AND SALES POLICY

DEFINITIONS. The terms used throughout this chapter are defined as follows:

A. "Board" means the Board of University and School Lands.

B. "Commissioner" means the Commissioner of University and School Lands.

C. "Acquired land(s)" includes(s):
1. Property acquired from the Board's own farm loan pool through foreclosure or deed in lieu of

foreclosure.

2. All property defined as "nongrant” and "other than original grant lands" in N.D.C.C. 15-07-01.

D. "Original grant lands" means all those lands granted to the State of North Dakota by virtue of the
Enabling Act of 1889, as further defined in N.D.C.C. 15-06-01.

E. "Department of Trust Lands" means the office of the Commissioner of University and School
Lands.

F. "Lessee” means the party specified in a surface lease as the lessee, his/her permissible
assignees, or his/her heirs.

GENERAL POLICY of LIMITED LAND SALES. It is the policy of the Board to retain and manage
trust lands to produce revenue consistent with the long term maintenance of the land's income
producing potential and ecological health.

LAND SALE POLICY. Where warranted, the Commissioner may propose the sale of or accept
applications for the sale of original grant land or acquired land if the land is determined to have a low
potential for mineral development including sand, gravel, clay, and scoria; and

A If the tract and other adjacent trust land tracts totals less than 80 acres in size, more or less,
for grassland and less than 40 acres, more or less, for cropland or hayland, except those
tracts which are severed by a highway, road, railroad, canal, river or lake, which may be sold
if the severed portion is less than these amounts, or

B. If the tract and other adjacent trust land tracts exceed 80 acres in size, more or less, for
grassland or more than 40 acres in size, more or less, for cropland, the Commissioner may
bring to the Board an application for purchase which complies with the following conditions.

1. The proposed sale of trust land would result in no net loss of leasable trust land. or

2. The applicant agrees to donate accessible and leasable land equal or greater in acres and
value to the trust from which the original land was sold.

3. The surrounding land use has changed from agricultural to a higher value land use whose
value cannot be realized by the trusts except through a sale. Land falling within this
condition shall be sold in accordance with the High Value Land Sale Procedure attached
as Appendix A.

C. The tract has been a source of persistent management problems. These problems must be
such that sale of the tract is prudent from a long-term financial point of view.

HIGHEST AND BEST USE. Before being presented for Board consideration, eligible tracts must be
evaluated by the Commissioner for "highest and best use" as defined in N.D.C.C. 15-02-05.1.

APPLICATION AND SALE PROCEDURE. Applications for purchase of land acquired before January
1, 1980, and original grant land meeting the criteria in paragraph 202, may be accepted and the land
sold in conformance with N.D.C.C. 15-06 for original grant land and 15-07 for acquired land. This
policy shall not be construed as applying to lands sold for a public purpose pursuant to N.D.C.C.
15-09.



History:

Adopted:
Revised:
Revised:
Revised:
Revised:

Applications to purchase property may be accepted at any time. Upon receipt of a preliminary
application to purchase a tract of acquired land, the potential sale will be presented to the Board
for preliminary approval or rejection. The Commissioner may also recommend to the Board that a
tract may be sold even though no application has been received. |f the Board gives preliminary
approval to a sale, an appraisal of the property will be secured.

Lands under lease may be sold only if the lessee is notified of the Commissioner's intent to sell
the property during the months of October through January. Unleased lands may be sold at any
time.

The Board will review the appraisal and any other relevant information, and make a determination
as to whether to proceed with the sale. [f the Board decides to proceed with the sale, it will
establish a minimum acceptable sales price.

The preliminary applicant, if any, will be notified of the price set by the Board, which will be the
minimum acceptable sales price.

In the event an applicant desires to purchase the property at the price set by the Board, a formal
offer to purchase at that price will be completed by the applicant.

Original grant land will be advertised for sale at public auction. Acquired land obtained before
January 1, 1980, will be advertised for sale at public auction or by sealed bids. The price set by
the Board will be the minimum bid. In the event no bids are received on property for which no
formal application has been received, the property may be sold at private sale during the 6 months
following the date of the auction/sealed bid opening for the minimum acceptable sales price to the
first applicant.

Sales will be for cash only. Cash sales require twenty percent (20%) payment on the day of the
sale, and the balance due within sixty (60) calendar days. The balance due date can be extended
at the discretion of the Commissioner, up to a maximum of one hundred eighty (180) days from
the date of the sale. Interest will be charged on any remaining balance, beginning sixty (60) days
after the date of sale, at the Bank of North Dakota base rate plus one percent (1%).

May 28, 1981
October 25, 1990
December 14, 1995
March 26, 2015
February 25, 2016

g:\sld\referencipolicies and rules'sur-pol\Board Policy\salepol doc



Appendix A

NORTH DAKOTA
BOARD OF UNIVERSITY AND SCHOOL LANDS
LAND RETENTION AND SALES POLICY
SALE PROCEDURE - HIGH VALUE LAND

1. The public is made aware of property availability.

2. An interested party may nominate a tract by submitting a written preliminary application to
the Department.

3. The Department will secure a real property appraisal in accordance with N.D.C.C 15-06-22
and N.D.C.C 15-06-23.

4. Applicant may request the Board to consider a public sale and to establish a minimum
acceptable sale price, based upon the statutory appraisal.

5. The Board will review the appraisal and any other relevant information, and make a
determination as to whether to proceed with the sale and will set the minimum sale price for
public auction.

6. The preliminary applicant will be notified of the terms of sale and minimum sale price set by
the Board.

7. In the event the preliminary applicant desires to proceed to public auction, a formal offer to
purchase will be completed by the applicant. The formal offer to purchase will serve as the
opening bid for N.D.C.C 15-06 public sale. The applicant will be required to provide 5% of
the minimum sales price as earnest money, as a condition of the formal offer to purchase.

8. The Department will contract a legal metes and bounds survey for the land tract to be sold
at public auction under N.D.C.C. 15-06.

9. The land will be advertised for sale at public auction under N.D.C.C. 15-06.

10. Sales will be for cash only. Cash sales require twenty percent (20%) payment on the day of
the sale, and the balance due within sixty (60) calendar days. The balance due date can be
extended at the discretion of the Commissioner, up to a maximum of one hundred eighty
(180) days from the date of the sale. Interest will be charged on any remaining balance,
beginning sixty (60) days after the date of sale, at the Bank of North Dakota base rate plus
one percent (1%).

Adopted February 25, 2016



NORTH DAKOTA
BOARD OF UNIVERSITY & SCHOOL LANDS

CRITERIA FOR RETAINING FORECLOSED PROPERTY

The following criteria shall be considered in determining whether a foreclosed property
should be retained.

1. The fundamental question in this review should be whether the individual property would
make a good long-term investment for the school trust funds. Relevant criteria would appear to
include: the appraised value of the property compared to the rental income being received
(current return); the quality and perceived long-term leaseability of the land; and the difficulty or
ease of managing the property. Application of these criteria to individual properties would lead
to sales where the appraised value is high relative to current rental income, or the land quality,
leaseability or manageability is low. Only good quality, easily managed properties with a high
current return would be retained.

2. Properties which have been acquired by the Board's Farm Loan Pool and which meet
the above criteria could be designated "retain" by the Board.

History:
Adopted: December 19, 1991
Revised: June 04, 2014



100.

101.

102.

ACQUIRED PROPERTIES MANAGEMENT

DEFINITIONS. The terms used throughout this chapter are defined as follows:

A.

B
C.
D

"Board" means the Board of University and School Lands.
"Commissioner" means the Commissioner of University and School Lands.
"Leased premises" means the land area subject to a given surface lease.
"Acquired land(s)" include(s):

1. "Board's property" which is:
a. Property acquired from the Board's own farm loan pool pursuant to N.D.C.C.
§15-03-04.1 through foreclosure or deed in lieu of foreclosure.
b. All property defined as "nongrant" and "other than original grant lands" in
N.D.C.C. §15-07-01.

"State Land Department" means the office of the Commissioner of University and
School Lands.

"Former owner" means the original mortgagor or, with his/her consent, members of
his/her immediate family including father, mother, son, daughter, brother, sister, or
spouse.

"Lessor" means the State of North Dakota, acting by and through the Board and its
agent, the Commissioner.

"Lessee" means the party specified in a surface lease as the lessee, his/her permissible
assignees, or his/her heirs.

"Highest and best use" has the same meaning as in N.D.C.C. §15-02-05.1.
"Conservation Reserve Program" means the federal program designed to assist

owners and operators of highly erodible cropland in conserving and improving the soil
and water resources by retiring such land from agricultural.

POLICY. |t is the policy of the Board to manage acquired lands for maximum income
consistent with good land management until resold. Furthermore, the former owner shall have
an opportunity to repurchase the land pursuant to Section 102, and N.D.C.C. §15-07-10 by
matching the highest bid within one hour after the close of the public sale and shall be notified
of this opportunity when the property is acquired by the state by regular mail to his/her last
known address.

LEASE OR REPURCHASE BY FORMER OWNER. The property may be leased back or sold
to the former owner in accordance with the following procedure:

A.

If the former owner desires to continue operating and/or living on the acquired property,
the property may be leased back to the former owner for up to a five (5) year term if the
former owner has made a good faith effort to settle the previous mortgage. In
determining whether a good faith effort has been made, the following matters must all
be considered:



Acquired Properties Management

Page 2

103.

104.

1. Taxes have been paid in full through the date of transfer of the deed.

2. A deedback has been negotiated and either completed or, if not completed, such
failure was through no fault of the former owner.

3. The former owner has made an attempt to pay the mortgage as shown by past
payment history.

4. Other reasonable considerations as determined by the Board.

The Commissioner is authorized to negotiate specific lease terms with the former owner
and to approve and issue the leases consistent with the Board’s policy for “Approval of
Agricultural Leases”.

In the event that a leased property is sold, the former owner may purchase the property
by matching the highest bid within one hour after the close of the public sale. The
minimum acceptable bid at public sale will be determined by appraisal, with the Board,
reserving the right to increase the appraisal if it deems the appraisal price inadequate.
All sales will be for cash only with twenty percent (20%) due on the day of the sale and
the balance due within sixty (60) calendar days.

After the original lease to the former owner has expired, the property will be leased or
sold pursuant to Section 104 or 105.

Notwithstanding paragraphs A-D, above, property subject to a CRP contract which has
not been accepted by the Commissioner, or his agent as successor in interest, may be
sold at any time by the Commissioner pursuant to Section 104.

DIVISION OF TRACTS FOR LEASE OR SALE. Acquired lands may be leased and/or sold in
as many separate tracts as deemed advisable by the Commissioner.

SALE OF ACQUIRED LANDS. All property not under lease to the former owner pursuant to
Section 102 shall be subject to sale in accordance with the following procedure, except that
the former owner may purchase the property by matching the highest bid within one hour after
the close of the public sale pursuant to N.D.C.C. §15-07-10.

A.

Applications to purchase property may be accepted at any time. Property may also be
sold without an application if the Commissioner deems it advantageous. Upon receipt
of a preliminary application to purchase a tract of acquired land, an appraisal of the
property will be secured.

Unleased acquired lands may be sold at any time. Acquired lands under lease may be
sold only if the lessee is notified in October through January of the Commissioner's
intent to sell the property.

The minimum acceptable selling price will be set by the Board.

The preliminary applicant, if any, will be notified of the price set by the Board, which will
be the minimum acceptable sales price.
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105.

106.

107.

In the event an applicant desires to purchase the property at the price set by the Board,
a formal application to purchase at that price will be completed by the applicant.

The property will be advertised for sale at public auction or sealed bids, with the price
set by the Board as the minimum bid. In the event no bids are received on property for
which an application has been received, the property will be sold to the applicant at the
minimum bid. In the event no bids are received on property for which no application has
been received, the property may be sold at private sale for the minimum acceptable
selling price to the first applicant.

All sales will be for cash only with twenty percent (20%) due on the day of the sale and
the balance due within sixty (60) calendar days. The balance due date can be extended
at the discretion of the Commissioner, up to a maximum of one hundred eighty (180)
days from the date of the sale. Interest will be charged on any remaining balance,
beginning sixty (60) days after the date of sale, at the Bank of North Dakota base rate.

LEASES TO OTHER THAN THE FORMER OWNER. If the former owner does not desire to
lease or purchase the acquired property pursuant to paragraph 102 or if a mutually acceptable
rental agreement cannot be reached, the property will be leased by the Commissioner as

follows:

A. Leases shall be offered either on a competitive, sealed bid basis or at public auction at
the discretion of the Commissioner.

B. The Commissioner may negotiate directly with potential lessees for tracts on which no
acceptable bids are received pursuant to paragraph 105.A.

C. The lease term shall not exceed five (5) years.

ASSIGNMENTS AND SUBLEASING. All assignments, use by a third party and custodial
agreements, shall comply with the Board's promulgated policy.

PAYMENT OF RENT. The first rent payment shall be paid on the day of the auction when a
lease is offered at public auction or shall accompany the bid when a lease is offered by sealed
bid. Thereafter:

A.

Rent for grazing land, cultivated acres, and hayland shall be paid annually before
January 1st of each lease year.

Rent for houses, barns, bins, or other improvements when leased separately may be
paid in twelve (12) equal installments at the discretion of the Commissioner.

If a lessee fails to pay rent when due, the lease shall automatically expire on the last
day of the lease period for which the rent was last paid.

In order to enforce a forfeiture of a lease because of lessee's failure to pay rent when
due, no demand for such rent, either written or verbal, and no notice of termination for
failure to pay when due need be given to lessee.
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108.

109.

110.

111.

112.

113.

LEASE EXPIRATION DATE. Leases shall automatically expire on December 31st of the last
year of the lease unless earlier canceled, sold, or otherwise terminated.

CANCELLATION OF LEASE. If lessee fails to comply with any of the terms and conditions of
the lease and these policies, the lease may be cancelled under the Board's Agricultural Lease
Cancellation Policy.

INSPECTION BY PROSPECTIVE LESSEES OR PURCHASERS. Occupied farmsteads shall
be made available for inspection by prospective lessees or purchasers during normal business
hours provided that:

A. A written list of the names of prospective lessees or purchasers is provided to the
current lessee by the Commissioner.

B. The prospective lessee or purchaser provides the current lessee with at least two (2)
days advance notice of his intent to inspect the property.

CONSERVATION OF NATURAL RESOURCES. No lease shall be issued for acquired lands
unless the highest and best use has been determined by the Commissioner or his agent.

A. All leases issued for acquired lands shall contain provisions for the maintenance or
improvement of the value and condition of those lands. Such provisions may include,
but are not limited to, controlling erosion, controlling noxious weeds, mowing road
ditches, reseeding marginal cropland, preventing overgrazing, and establishing grazing
systems.

B. Specific provisions for the maintenance or improvement of acquired lands may be
combined into a management plan which may be made a part of the lease at the time of
issuance.

C. The Commissioner may withhold acquired land from leasing when necessary to improve
productivity, reduce soil erosion, promote conservation of natural resources, or when
otherwise in the best interest of the State.

DEFERMENT OF RENT FOR CONSERVATION PRACTICES OR IMPROVEMENTS. Rent
may be partially or totally deferred on part or all of the leased premises when necessary for
the improvement of the property or payment of assessments.

A Rent so deferred shall not exceed the actual cost of improvements or assessments and
must be approved by the Commissioner before implementation.

B. Rent deferments shall be applied only to unpaid rent.

IMPROVEMENTS AND FIXTURES. Permanent improvements (buildings, wells, dams, water
holes, water lines, trees, grass seedings, etc.) shall be subject to the provisions of N.D.C.C. §
15-08-26.

A.  All improvements, fixtures and other materials on acquired lands at the time of
acquisition are the property of the State and may be sold by the lessor at public auction,
by sealed bid, or by private sale.
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114.

115.

116.

1.

118.

B.  The lessee shall maintain all improvements in as good a condition as received, normal
wear excepted. In the event that an improvement is damaged or destroyed by an event
covered under insurance, the improvement may either be repaired or abandoned at the
discretion of the lessor.

C. All improvements as a result of reasonable maintenance as required under Section
113.B. shall become the property of the State and may not be removed by the lessee
upon expiration or cancellation of the lease.

CONSERVATION RESERVE PROGRAM. Acquired lands may be entered into the
Conservation Reserve Program (CRP) or existing CRP contracts may be accepted at the sole
discretion of the Commissioner pursuant to N.D.C.C. §15-07-20 and in conformance with the
following provisions:

A.  The sale value of the acquired lands shall not be reduced.
B. The State of North Dakota shall appear as the sole owner on the CRP contract.

C. The Commissioner may negotiate a maintenance contract for seeding, weed control,
stand maintenance or other activities which may be required of the State to comply with
the CRP contract without public auction as may be in the best interest of the State.

LEGAL EFFECTS OF LEASES. A lease transfers no right, title, or interest in any lands or
resources except use of improvements on the property, proper livestock forage use, or the
production and harvesting of hay or cultivated crops as may be authorized in the lease. No
mortgage, deed of trust, or other encumbrance of any right, entitlement, or interest in acquired
land is permitted.

CULTIVATION AND HAYLAND. Cultivated acres and hayland shall be limited to the number
of acres shown on the lease unless otherwise approved in writing by the Commissioner. The
conversion of grassland to cultivated acres or hayland will not be approved without a
determination that the soils are suitable for the intended use without damage to the soil, water,
or long term production potential of the leased premises or surrounding property.

RECORD MAINTENANCE. The lessee shall furnish complete and accurate information
concerning cultivated acres, hayland acres, noxious weed control, grazing, improvements, or
any other information concerning the leased premises when requested to do so by the
Commissioner.

INSURANCE. Houses, barns, bins, or other improvements may be insured for property loss
by the lessor, but nothing shall require the lessor to insure such improvements when it is not
in the best interest of the State.
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119. UTILITIES. The State shall not be liable for the payment of any utility costs incurred by the
lessee.

120. MAINTENANCE OF FEDERAL CROP BASE. Lessees of cultivated land shall report the
necessary information to the appropriate Federal agency as required to maintain the acquired
land's eligibility for Federal crop programs.

121. AMENDMENTS. Lease amendments must be in writing and executed by both the lessor and
lessee.

History: Adopted - September 5, 1986
Revised - November 3, 1986

December 10, 1986
October 31, 1987
March 31, 1988
September 25, 1989
February 22, 1990
June 28, 1990
June 25, 1992
June 29, 1995
November 29, 2001
December 30, 2004
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North Dakota Board of University and School Lands: Investments

FARM LOAN POLICY

Board Purchase of Loans Made by Bank. The Board shall maintain a loan pool account at the
Bank, in accordance with North Dakota Century Code § 15-03-04.1. The Board shall purchase,
with funds on deposit with the Bank in the loan pool account, loans made by the Bank so long as
the Bank certifies to the Board that the loans conform to North Dakota Century Code chapter
15-03 and this policy. The Bank shall process all loans made through the investment of trust
funds under control of the Board. The Bank shall administer, collect, satisfy, or foreclose such
loans and do all things necessary and consistent with the standard banking and lending practices
in administering such loans on behalf of the Board.

Dedication of Funds to the Loan Pool Account. The Board shall periodically dedicate such
funds as it deems advisable to the loan pool account.

Withdrawal of Funds from Loan Pool Account. The Commissioner may withdraw from the
loan pool account any funds not invested in loans provided, however, the Commissioner shall not
withdraw funds needed to meet accepted loan applications in process.

Terms and Conditions. The terms and conditions for loans will be set periodically by the
Board. The President and the Commissioner shall advise the Board as to favorable interest rates,
terms and conditions so that income will be maximized. The Commissioner can order an
immediate suspension in the acceptance of any new loan applications upon notice in writing to
the President. (Addendum A).

Authority of Bank. The Bank may invest monies in the loan pool account, as well as any
monies that constitute payments of principal on outstanding loans, in new loans as long as such
funds are on deposit in the loan pool account. Any loan payable to the Bank made in accordance
with this policy may be endorsed to the loan pool account without recourse against the Bank.
The Bank shall conduct proper appraisals using Farm Service Agency, Federal Home Loan Bank,
Bank appraisers, or other competent appraisers.

Duty of Bank and President. The Bank and the President will make a diligent effort to process
loans with due speed and efficiency so that all funds dedicated to the loan pool account by the
Board will be kept fully invested. Any funds in the loan pool account that are not invested in
farm loans must draw the same interest rate to be accorded to all BND Accounts (MMDA, Loan
Pool Accounts, etc.) owned by the Board. The interest rate shall be the higher of the four week
average of the ninety day Treasury Bill rate or the monthly interest rate earned by the Board with
The Northern Trust.

Reporting Procedure. Each month the President shall fully account to the Board for all funds
under the Bank’s control.

Crediting of Principal Payments Received. The Bank shall credit all receipts, payments, and
collections of principal made on such loans to the loan pool account established in North Dakota
Century Code section 15-03-04.1. The Commissioner shall credit all proper trust income
accounts in the proper proportion.

Crediting of Interest Payments Received. Upon receipt of interest payments on loans, the
Bank may deduct Bank service fee, foreclosure, and deeds in lieu of foreclosure charges and
costs and shall credit the balance to the loan pool account. The Commissioner shall credit all
proper trust income accounts in the proper proportion.




Bank Service Fee. In consideration for servicing the loan pool account, the Bank may charge a
fee equivalent to one half of one percent of the unpaid principal balance of each loan. Such fee
may only be deducted from interest payments actually received.

Mortgagor. Mortgagor shall be actively engaged in the business of farming or ranching and the
loan proceeds must be used for a farm-related purpose.

Costs and Fees. All costs associated with the application, including appraisal fees, actual
expenses, abstractor's fees, filing fees and other costs, must be borne by the loan applicant. The
Bank may charge borrowers origination fees, rate reduction fees or other such fees only if the
Commissioner, the President, and a member of the Bank’s executive committee, acting
unanimously, agree to such fees.

Penalties. No prepayment penalties will be assessed on loans originating in the Bank.

Renegotiation. The Bank is authorized to renegotiate the terms of mortgages in the loan pool
account as follows:

1. Only prospective restructuring is allowed;

2. No principal or accrued interest may be forgiven; and

3. The Bank shall follow sound banking practices in all debt restructuring and
renegotiations.

The Bank is also authorized to renegotiate loans which are current when the borrower has asked
for an interest rate concession due to competition in the marketplace. Any such renegotiation
must be consistent with sound banking practices and the renegotiated rate must be within the
guidelines for new borrowers.

Foreclosure. All foreclosures must be handled in accordance with standard banking and lending
practices and the Bank’s procedure for processing delinquent farm loan mortgages. Reasonable
costs incurred in connection with a foreclosure that is not redeemed must be deducted from
interest due the Board in accordance with this policy.

Deeds in Lieu of Foreclosure. The Bank may accept a deed in lieu of foreclosure, so long as the
action is in accordance with standard banking and lending practices, N.D.C.C. § 15-03-14, and
the Bank’s procedure in processing deeds in lieu of foreclosure. If it is in the best interests of the
loan pool account, costs associated with accepting a deed in lieu of foreclosure may be deducted
from interest due the Board in accordance with this policy.

Partial Releases. Partial releases may be made in accordance with standard banking and lending
practices provided, however, that the unpaid principal after the release may not constitute a
greater percentage of the value of the collateral remaining than the total principal bore to the total
value of the collateral at the time of the loan. For purposes of this policy the term "value" means
the appraised value as established at the time of the loan or the current market value of the
remaining collateral, if less than the appraised value at the time of the loan. All releases must be
requested in writing and must be approved by the President.




Subordination.

Documentation

1.

Before subordinating its mortgage to an oil and gas lease, the Bank shall review all
documentation concerning the transaction, including, but not limited to:

a. The mortgage covering the real property which is the subject of the oil and gas
lease;

b. The proposed oil and gas lease;

c. The sight draft(s) or other means of payment; and

d. Any drilling title opinion, or division order title opinion which might have been
prepared on the subject property insofar as the opinion relates to the interests of
the Mortgagors.

2. The Bank shall prepare a subordination agreement and an assignment of income.

Terms

1.

A subordination agreement must be executed by the Bank in consideration of the payment
to the Bank of all income received by a Mortgagor (lessor) under an oil and gas lease.
The Mortgagor and the lessee shall execute an assignment to the Bank of all income
payable to the Mortgagor under the oil and gas lease. The subordination agreement must
not be executed by the Bank of North Dakota before the oil and gas lease is executed or
before the assignment of income is executed.

Subordination for leases which are executed simultaneously with the assignment of
income and subordination agreement:

When an oil and gas lease is being contracted for at the same time as the subordination,
the Bank shall subordinate to the oil and gas lease provided an assignment of income is
also executed. All bonus money must be paid directly to the Bank for application as
provided below.

3. Subordination for previously executed leases:

a. When an oil and gas lease has been previously executed (and later a subordination
is requested), and the Mortgagor is current on the note, the Bank shall
subordinate, if an assignment of income is also executed.

b. When an oil and gas lease has been previously executed (and later a subordination
is requested), and the note is in default, the decision of whether or not to



subordinate to the previously executed lease will be at the discretion of the
Commissioner and the Bank. In exercising this discretion, the Commissioner and
the Bank shall consider the following factors:

1) Whether or not drilling is imminent on the tract;

2) Whether foreclosure proceedings are in process or likely to be commenced
in the near future;

3) The prior repayment history of the Mortgagor (lessor);

4) Other outstanding debt of the Mortgagor (lessor); and

5) Any additional consideration to be paid by the lessee for the execution of
the subordination (which must be applied by the Bank to the balance due
on the loan).

4. The proceeds of the lease must be forwarded by the lessee to the Bank. The Bank shall
retain that portion of the proceeds of the lease which is required to bring the loan current.
Once the loan is current, any excess in proceeds must be returned to the Mortgagor
(lessor).

Effective Date: October 25, 2018
Revised: January 1, 2020
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ADDENDUM A

Terms & Conditions.

General Terms
1. $3 million limit on total outstanding loans per borrower.
2. Adjustable rate with either 20 or 25 year loan terms and amortized payment schedules, with

adjustments to the interest rate and payment schedule on every tenth anniversary date as
appropriate; or fixed rate 20 or 25 year loan terms and amortized payment schedules.

3. Total amount of loan may not exceed 75% of the appraised value of the collateral.
Interest Rates
1. The interest rate at inception and at each adjustment date will be based on the following

schedule, subject to the provisions of 2 and 3 below.

Premium over Federal Home Loan Bank of Des Moines Advance Rates

Credit Level | Credit Level 11 Credit Level 111
10 year adjustable ~ +2.0% +2.5% +3.5%
25 year fixed +2.5% +3.0% +4.0%

The minimum interest rate for the 10 year adjustable and 25 year fixed loans will be as follows,
subject to the provisions of paragraph 2 below.

Credit Level | Credit Level 11 Credit Level 111
10 year adjustable  6.50% 7.00% 8.00%
25 year fixed 6.75% 7.25% 8.25%
2. The Commissioner, the President, and a member of the Bank’s executive committee, acting

unanimously, are authorized to adjust the rate premiums by up to 50% from the amounts set out
in paragraph 1 if conditions in the investment or farm real estate loan markets warrant such a
change. The Commissioner, the President, and a member of the Bank’s executive committee,
acting unanimously, are authorized to adjust interest rate floors by up to 50 basis points from
the amounts set out in paragraph 1 if conditions in the farm real estate loan markets warrant
such a change. Any such adjustments need not be uniform across all term or credit quality
categories.

¥ Credit quality determinations, for purposes of establishing the appropriate rate premium for
each loan, will be made by the Bank in the same manner as such determinations are made for
the farm real estate loans made or participated in by the Bank.
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Mission Statement

The mission of the Board of University and School Lands is to manage the assets of the permanent trusts in
a manner that preserves the purchasing power of the funds and maintains stable distributions to fund
beneficiaries and to manage all other assets and programs entrusted to the Board in a prudent,
professional manner, in accordance with the Constitution of North Dakota and applicable state law.

General Authority

On February 22, 1889 Congress passed the Enabling Act, dividing Dakota Territory into two states and
authorizing the people to form the constitution and government of the state of North Dakota. This act
granted a significant amount of land to support common schools, colleges, universities, the state capitol,
and other public institutions. North Dakota Constitution article IX, which became effective at statehood on
November 2, 1889, entrusted the management of these lands to the "board of university and school lands"
(the Board). The Board is made up of the governor as chairman, the secretary of state as vice-chair, the
attorney general, superintendent of public instruction, and the state treasurer.

Investment Authority

The North Dakota Constitution states that the Board “has control of the appraisement, sale, rental, and
disposal of all school and university lands, and the proceeds from the sale of such lands shall be invested as
provided by law.”" State law further requires that the Board “shall apply the prudent investor rule in
investing the permanent funds under its control.”?

Purpose of This Policy

This Investment Policy Statement (Policy) governs the investment of assets for the thirteen Permanent Trust
Funds, the Strategic Investment and Improvements Fund (SIIF), the Capitol Building Fund, the Coal
Development Trust Fund, and the Indian Cultural Education Trust (collectively, Funds). It is established to
provide a framework for the management of those assets and sets forth the Board's investment objectives,
philosophy, guidelines, and practices. The Policy is not intended to be a static, one-time document but is
designed to capture investment opportunities while providing parameters that ensure prudence and care in
the execution of the investment program. No investment or action pursuant to an investment may be taken
unless permitted by this Policy or by action of the Board; any exceptions must be approved by the Board.

The Policy provides guidance for fiduciaries which include the Board, the Commissioner of University and
School Lands (Commissioner), investment managers, investment consultants, and custodians. It is the intent
of the Policy to provide the foundation for management of the Funds' assets in a prudent manner including
the standards by which the Board can evaluate the Commissioner, investment managers, investment
consultants, custodians and other service providers.

T N.D. Const. art. IX, § 3
2 N.D.C.C. § 15-03-04



This Policy is supplemented by the Commissioner’'s operating procedures and policies, as well as detailed
information within contractual agreements with investment managers.

Investment Philosophy

In order to meet the above investment objectives, the Board has adopted the following principles:

e Strategic asset allocation is a fiduciary duty and allocation across asset classes is the most important
determinant of return variability and long-term total return.

e Risk is an unavoidable component of investing and is a major factor that must be taken into account
in assessing investment policy and strategy.

o Diversification by asset class and within asset classes is a primary risk control element.

e Each trust or fund invested by the Board shall have a strategic asset allocation and investment
strategy that is appropriate given its specific requirements for return, risk, time horizon, and
liquidity.

Capital Markets Theory

Return

In order to meet the objective of the Funds, the Board strives to achieve the highest level of investment
performance that is compatible with its risk tolerance and prudent investment practices. The Board's
mechanism for setting return goals will be accomplished by selecting specific benchmarks that match the
objective and time horizon of each fund. The Funds will have a goal for long-term returns to meet or exceed
its formal benchmark over a full market cycle, while minimizing the costs associated with implementation of
the asset allocation through efficient use of internal and/or external resources.

Risk

The investment risk philosophy for the Funds is based on the principles of capital market theory that are
generally accepted and followed by institutional investors, who by definition are long-term oriented
investors. This philosophy holds that:

e Increasing risk is rewarded with compensating returns over time; therefore prudent risk taking is a
necessary element of long-term investing.

e Risk can be mitigated through diversification of asset classes and investment approaches, as well as
diversification of individual securities.

e The primary determinant of long-term investment performance is the strategic or long-term
allocation of assets among various asset classes.

e Relative performance of various asset classes is unpredictable in the short-term and attempts to
shift tactically between asset classes or implementation strategies shall not be undertaken by the
Board.

Given these principles, the Board has established a long-term asset allocation policy for each fund that
balances the returns needed to meet the fund's objectives and the risk level that is appropriate for that fund
under existing and anticipated circumstances. In determining its risk posture, the Board has considered
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each fund'’s purpose and characteristics, current and projected financial condition, liquidity needs, sources
of contribution, income, and general economic conditions.

Diversification

The Board will choose an investment strategy for each Fund utilizing an appropriate long-term, diversified
asset allocation approach. Diversification distributes a portfolio across many investments to avoid excessive
exposure to any one source of risk. Other considerations in asset allocation modeling should take into
account the purpose of the fund, the size and financial condition of the fund, and general economic
conditions. These factors are not intended to be limiting; rather, they are outlined as a general indication of
the importance of diversification to proper asset allocation. Under such an allocation, each Fund’s assets
may be invested by active and/or passive managers, and by diverse investment strategies and styles within
each asset class. The Board will determine the proper allocation among asset classes and investment
managers, based on advice and analysis provided by the Commissioner and/or Consultants.

Formal Review Schedule

The Board recognizes that though the investments are subject to short-term volatility, the Board shall
maintain a long-term investment focus. This prevents ad-hoc revisions to the philosophy and policies in
reaction to either speculation or short-term market fluctuations. In order to preserve this long-term view,
the Board has adopted the following formal review schedule:

Formal Review Agenda Item Formal Review Schedule

Asset Allocation Policy At least every four years
Manager Structure Policy At least every four years
Investment Policy At least every four years
Total Fund Performance At least quarterly
Asset Class Composite Performance At least quarterly
Investment Manager Performance At least quarterly

Roles and Responsibilities

The Board
The Board of University and School Lands is the primary body charged with overseeing investment activities
relating to the Funds. Members of the Board are fiduciaries subject to the statutory and common law duties
of a fiduciary.

The Board's mandate, in turn, is to manage each fund entrusted to it ethically and optimally, working to
achieve the highest level of investment performance within acceptable levels of risk. The Board is
responsible for prudent investment of the Funds. The Board will operate the investment program in
compliance with all applicable federal and State laws and regulations. The Board is responsible for
establishing and maintaining all policies and guidelines by which the Funds are managed, and by which the
Commissioner operates.

The Board relies on the Commissioner and any external contractors to properly administer the Funds and
implement the Funds' investment strategies. The roles of each party as fiduciaries must be clearly identified;
4



such identification increases operational efficiency, ensures clear lines of responsibility, and reduces or
eliminates duplication of effort.

The Commissioner

The Board of University and School Lands is required to appoint a commissioner to act on its behalf.? The
office of the Commissioner of University and School Lands (the Commissioner)* has a primary responsibility
to manage the permanent educational trust funds and assets under the Board's control as outlined in law.
When used in this Policy, the term Commissioner is inclusive of the Department of Trust Lands' Chief
Investment Officer and investment staff. State law also gives the office of the Commissioner the
responsibility for managing the state Unclaimed Property Division, and the Energy Infrastructure and Impact
Office.

The Commissioner is responsible for implementing Board policy, the day to day management of the
investment program, and implementing a process for selection and termination of investment managers
that is sufficiently transparent for the Board to understand the process and provide meaningful oversight.

Investment Consultant

The Investment Consultant (Consultant) is hired by and reports directly to the Board. The Consultant's duty
is to assist the Board in oversight, and the Commissioner in managing the investment process. This
includes regular meetings with the Board to provide an independent perspective on the Funds' goals,
structure, performance, and managers. The Consultant will render investment advice to the Board
regarding such matters as investment policy, strategy, overall portfolio monitoring and composition, and
diversification of investments. The Consultant will conduct ongoing due diligence of external investment
managers. The Consultant does not have any discretionary authority with respect to investments; the
Board makes all final decisions regarding any investments.

Investment Managers

Investment managers (Managers) are hired by and serve at the pleasure of the Board. The Commissioner
will provide the Managers with explicit written investment guidelines® which detail permissible securities,
investment strategies, and performance evaluation criteria. Each Manager will select, buy, and sell specific
securities or investments within the parameters specified in their investment guidelines and in adherence to
this Policy or to other policies set forth by the Board. Managers will construct and manage investment
portfolios that are consistent with the investment philosophy and disciplines for which they were hired.
Managers will provide performance reporting at intervals specified by the Commissioner.

Custodian

A custodian bank is a specialized financial institution hired by the Board to safeguard the Funds' financial
assets; they are a third party that operates separately from Managers. The custodian(s) will collect income
and safely keep all cash and securities, process all transactions, and provide monthly accounting/investment

3 N.D.C.C. § 15-02-01; Specific responsibilities of the Board and the Commissioner are set out in N.D.C.C. ch. 15-01 through 15-08.1.
4 Commissioner of University and School Lands is the statutory name; in 2011 the Board adopted The Department of Trust Lands as the
common reference to the agency.

> In cases where the Board has selected investments in commingled or mutual funds, the offering document becomes the specific
investment guidelines.
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reports to the Commissioner and Consultant. The custodian may also provide securities lending,
commission recapture, transition management, securities litigation monitoring, or other services for the
Funds.

The Prudent Investor Rule

North Dakota statute dictates that the Board apply the prudent investor rule in investing the Permanent
Trust Funds under its control. The law states:

The “prudent investor rule” means that in making investments the board shall exercise the same
judgment and care, under the circumstances then prevailing and limitations of North Dakota and
federal law, that an institutional investor of ordinary prudence, discretion, and intelligence exercises
in the management of large investments entrusted to it, not in regard to speculation but in regard to
the permanent disposition of funds, considering probable safety of capital as well as probable
investment returns.®

It is the Board’s intent to invest all of the Funds in accordance with the Prudent Investor Rule.

Social and Economically Targeted Investing

Social investing is defined as the practice of aligning one's investment policies with social responsibility.
Some of the issues and topics addressed by social investing promoters include environmental causes,
avoidance of tobacco producers, avoidance of politically sensitive parts of the world, and workers' rights.
With different sets of values, what one investor may deem irresponsible, another may consider good policy.

The Board shall not use the Funds to participate in activist efforts to implement a social agenda regarding
ownership of specific securities or efforts of shareholders to bring about social change.

Economically targeted investing is defined as an investment designed to create economic benefits for a
targeted geographic area, group of people, or sector of the economy. Economically targeted investing is
barred when investing the Permanent Trust Funds, the Capitol Building Fund, and the Indian Cultural
Education Trust, unless the investment meets the Exclusive Benefit Rule.

Exclusive Benefit Rule
The Exclusive Benefit Rule is met if the following four conditions are satisfied:

e The cost does not exceed the fair market value at the time of investment.

e The investment provides an equivalent or superior rate of return for a similar investment with a
similar time horizon and similar risk.

e Sufficient liquidity is maintained to permit timely distributions.

e The safeguards and diversity to which a prudent investor would adhere are present.

6 N.D.C.C. § 15-03-04



Economically targeted investing is allowed within the Coal Development Trust Fund and the Strategic
Investment and Improvement Fund, if the investment meets the purpose of the fund and is directed by law.

Conflicts of Interest

Members of the Board, the Commissioner, employees of the Commissioner, Managers, Consultants, and
custodians involved in the investment process will refrain from personal business activity that could conflict
with the proper execution and management of the Board’s investment program, or that could impair their
ability to make impartial recommendations and decisions. These parties are required to reveal all
relationships that could create or appear to create a conflict of interest in their unbiased involvement in the
investment process.

Manager Selection and Evaluation

When analyzing and evaluating any Manager, the Board believes it is important to review the Manager
within the context of the structure of the entire asset class and portfolio, and not in isolation. A key to
portfolio construction is diversification, not just by asset class but within each asset class. The goal of
diversification is to be exposed to different investment strategies, which will have different performance and
risk patterns. Diversification is optimal when strategies are complementary.

Search and Selection

The Board has established the following guidelines for hiring Managers. In establishing these guidelines, it
is the Board's intention to assure all interested parties that decisions made in carrying out these actions
occur in a full disclosure environment characterized by competitive selection, objective evaluation, and
proper documentation. Any action to hire a manager should be based on one or more of the following
observations:

e Identification of a new asset class or approach which has been approved in advance by the Board
e A need for diversification of managers and styles within an existing asset class

e Aneedtoreplace an investment manager

e A need to retain additional managers in order to reach an asset class structure target

The selection of new Managers will adhere to a consistent process to ensure a competitive and transparent
search involving proper evaluation and due diligence of candidates, and selection of Managers that best
demonstrate the characteristics sought in a specific search. The Commissioner will ensure that the
objectives for the mandate are clearly articulated and that pricing is reflective of the market. The evaluation
process may be conducted by the Commissioner or the Consultant and will include but not be limited to the
following steps:

Establish investment manager selection criteria

Identify qualified candidates through minimum qualification screening
Quantitative screening

Qualitative screening

Manager interviews
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6. Analysis of quantitative and qualitative factors including portfolio fit and structure

The Commissioner will prepare documentation of the search process; this documentation will include
disclosure of all relevant issues and related due diligence. When reviewing the documentation, the Board
shall ensure that decisions were well reasoned, thoroughly considered, and prudent.

Monitoring, Evaluation, and Termination of Managers

The decision to retain a Manager can have the same potential impact on the returns of an asset class
composite as manager selection decisions and should be given the same degree of attention. The Board
recognizes investment and management decisions directed at individual managers must be evaluated not in
isolation but in the context of the overall structure of the asset class and the Fund's portfolio as a whole. To
maintain the discipline necessary for a long-term focus, the Board will monitor and evaluate the
performance of Managers and identify the specific problems and concerns that may affect returns, with the
following objectives:

e Foster a long-term approach to manager evaluation

e Provide a review of the manager's “fit" in the overall asset class composite

e Provide a logical and statistically valid framework for manager skill evaluation

e Promote timely and appropriate responses to actual and potential performance issues

e Provide flexibility to allow application across all asset classes, management styles and market
environments

Monitoring and evaluation relies on a process that includes:

1. Monthly reports from the custodian and Managers to the Commissioner

2. Quarterly performance reports from the Commissioner and Consultant for the Board. These reports
will detail performance of the Funds, asset class composites, and the performance of individual
managers against established benchmarks, as well as peer ranks for each category

3. Qualitative analysis generated in the course of regular, on-going contact between a Manager, the
Commissioner, and the Consultant

Manager Termination Guidelines

From time to time it will be necessary for the Board to terminate a contractual relationship with a Manager;
these actions must be viewed in the context of the entire portfolio and as a business decision. The Board
has established guidelines to assist in making these termination decisions. The overriding consideration
with respect to all decisions is that they shall be made solely in the best interest of the beneficiaries of the
Funds.

Any action to terminate a manager should be based on one or more of the following criteria:

Significant changes in firm ownership and/or structure

Loss of one or more key personnel

Significant loss of clients and/or assets under management

Shifts in the firm's philosophy or process

Significant and persistent lack of responsiveness to client requests

uAs N
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11.
12.

Changes in the Board's investment strategy eliminating the need for a particular style or strategy
Violations of the Investment Policy or guidelines

Unsatisfactory investment performance

Identification of a new asset class or approach which has been approved in advance by the
Board

Need for diversification of styles within an existing asset class

Need to reduce exposure to a single manager

Any other issue or situation of which the Commissioner, Consultant, and/or Board become
aware that is deemed material

Prior to the termination decision, all relevant considerations and issues should be identified and
documented in Board meeting minutes and supporting documents. It is the Board's intent to have a plan in
place before termination of a Manager. The Commissioner will redeploy the assets of a terminated
manager's portfolio in an expedient and prudent manner, which may involve hiring a third party to facilitate

the transition or liquidation of assets.

General Investment Restrictions and/or Guidelines

1.

All investments made shall be subject to the quality and diversification restrictions established by
the Prudent Investor Rule.

According to North Dakota law, the Board may not purchase as sole owner commercial or
residential real property in the State.”

Assets may be held in commingled funds and/or privately managed separate accounts. Exposure
through commingled funds and mutual funds shall be evaluated on a case-specific basis through
analysis of that fund's offering document. Upon review by the Commissioner and approval by the
Board, this offering document becomes the specific investment guidelines for that allocation.

No more than 5% of the stock of any corporation may be purchased.

The securities representing debt and equity of any one company shall not exceed 6% of the market
value of any Manager's portfolio without prior approval from the Commissioner; such approval shall
be reported to the Board.

Cash equivalents held by Managers can be disruptive to the allocation process. Unless otherwise
authorized, Managers are expected to be fully invested in the types of securities for which they have
responsibility.

Any use of leverage will be consistent with the strategy for which the Board hired the Manager. Use
of leverage will be controlled as appropriate in the Manager's specific guidelines.

The Board recognizes that the Funds are exposed to currency risk through international equity, fixed
income, and absolute return mandates; the Board prefers to utilize unhedged benchmarks and does
not require its Managers to hedge the currency exposure in their portfolios.

”N.D.C.C. § 15-03-04



Securities Litigation and Shareholder Legal Activism

In carrying out its fiduciary duties to prudently invest and manage the assets entrusted to it, the Board
invests in the securities of various public companies, or issuers. From time to time, class action lawsuits are
brought against the issuers, directors, and/or officers for alleged violations of federal and state securities
laws relating to various disclosure obligations and other breaches of fiduciary or other duties. As
shareholders, the trust funds under the Board’s control are putative members of the alleged classes.

At the present time, the Board relies on a designated agent to monitor settled class action securities
litigation where the Funds have an interest. In resolved litigation, unless directed otherwise, the designated
agent files proofs of claim on behalf of the Funds and posts disbursements or settlements to the
appropriate portfolios as litigation settlement proceeds are received. The designated agent will provide the
Department with its most current class action procedures and will follow such procedures on behalf of the
Department. The designated agents class action procedures shall include reviewing various information
sources for notification of class action suits, identifying transactions within the class period for the security
involved and determining account eligibility and filing proof of claim and supporting documentation.

Department Investment staff will monitor the designated agent's compliance with the Securities Litigation
Policy. Investment staff will review all notices and information concerning potential or pending class action
litigation that are received by the Department. The Commissioner will report periodically to the Board on
recoveries realized as a result of class action participation.

Although there may be value in influencing an eventual settlement or in pursuing a separate legal action in a
lawsuit, the administration and opportunity costs can be substantial. The Board uses a monitoring approach
to securities litigation to avoid the diversion of staff, financial, and legal resources in building and applying
collective plaintiffs’ arguments through depositions, discovery, and documentation. Serving as the lead
plaintiff does not obtain any additional financial benefit, but rather a lead in a class action suit shares any
final judgment or settlement with the class members on an equal, per share basis.® Opting out of a “class” or
objecting to the terms of a proposed settlement and pursuing independent legal remedies may also be
pursued although the administration and opportunity costs can be substantial and involve significant
attorney's fees, costs, and expenses which may or may not be recovered.

The Commissioner will initiate active participation in securities cases only upon prior approval by the Board.
Prior to bringing any recommendation to the Board, the Commissioner will assess the merits and prospects
for active participation by reference to the criteria and factors outlined below. The Board, in consultation
with the Attorney General, may consider more active forms of legal engagement in cases where:

1. Where the action is in the US, and the estimated loss is a minimum of $5,000,000 of assets under
management of the Board, or from the combined assets under management of the Board and the
North Dakota State Investment Board; and

2. the trust funds are among the largest shareholders of the defendant issuer; and

3. service as a lead plaintiff or opting out of a proposed settlement to the “class” of claimants would be
in the best interest of the Funds

8 The lead plaintiff may recover attorney’s fees, costs, and expenses if the lawsuit is successful or a settlement is obtained.
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4. the prima facia merits of the claim for loss, and the factual basis for the action, recognizing that the
full discovery process will not commence until the class has been certified by the court in which such
case is to be filed.

5. The potential that any defendants or insurers will be able to pay an adequate recovery to the class,
without impairing the value of any current security holdings of the Board may yet hold in issuer in
the portfolio.

6. Potential costs that may be incurred. Special consideration must be given to any case that must be
filed in a non-U.S. venue under the “Morrison” criteria established by the U.S. Supreme Court in a
2010 decision, since costs of litigation and potential liabilities of unsuccessful claims may be
significant.

The Board may engage one or more legal firms that specialize in prosecuting security class action cases; any
such engagement is subject to special appointment requirements of N.D.C.C. § 54-12-08. For these purposes
only, such firm(s) may be granted ongoing access to security holdings information through the custodian
bank or designated agent.

The Board may contract with firms that provide securities litigation monitoring/tracking services if it
determines it is prudent. In August of 2018 the Board approved the hiring of a securities litigation
monitoring and claims filing firm; that firm is currently being brought onboard. In addition to providing
litigation monitoring and claims filing services, the firm will work the Commissioner to develop a revised
securities litigation policy for the Board.

¢ NON-U.S./CANADA PASSIVE CLASS AND GROUP RECOVERY EFFORTS: The Board has engaged a
securities litigation monitoring and claims filing firm to identify and submit claims in non-
U.S./Canada matters that involve passive claim filing regardless of loss size. To the greatest extent
possible, the participation process will be automated. Our funds may serve as lead or representative
plaintiffs in passive participation matters if the factors specified below for active participation have
been met; or if there are other overriding considerations. The current “Passive” International
Jurisdictions include Australia, Dutch Foundations and United Kingdom Regulatory Action
Compensation Schemes.

e NON US/CANADA GROUP OPT-IN LITIGATION: The risks associated with direct litigation outside of
the U.S. vary by country and our participation will need to be evaluated on a matter-by-matter basis.
However, countries can be grouped into three risk profile categories - low, medium, and high - with
minimum damages thresholds set for each risk group to limit consideration to those matters where
our funds' losses exceed these amounts.

The Board has engaged a securities litigation monitoring and claims firm to (a) identify “opt in” or group
litigation, arbitration, settlement and/or other recovery efforts outside of the U.S. and Canada for which
they may be eligible and provide damages estimates based on the methodologies accepted under local law,
if they exist and recognizing that this will often be uncertain. The Board will compare those damages
estimates against pre-defined loss thresholds below and, if damages exceed threshold amounts, evaluate
whether participation in the matter will be in the Fund's best interest.

11



The following initial damages thresholds are based on perceived risks associated with recovery efforts in
each country. The Board will periodically review these thresholds and make any necessary adjustments
based on experience, updated information about specific risks, and other factors.

Jurisdictional Description Damages Threshold
Low risk jurisdictions including Japan To be inserted Ranges to
be considered from
$100k to $500k
Medium risk jurisdictions including Germany, Austria, Belgium, To be inserted
Switzerland, Denmark, Spain, Finland, France, Hong Kong, Indonesia, $1 mil to $5 mil

Ireland, Italy, Korea, Luxembourg, Malaysia, Norway, New Zealand,
Portugal, Sweden, and Thailand

To be inserted

High risk jurisdictions including Taiwan® and the United Kingdom Greater than $7.5

When losses exceed threshold amounts, our funds should consider the following;:

e The merits of the case in light of the remedies available under local law.

e Their expected losses and percentage recoveries or results from past matters in that country, if
available.

e The process and administrative burden to joining a particular litigation or settlement effort.

e The costs associated with involvement including attorney fees, litigation expenses, and any other
potential expense covered by the litigation funder without recourse to the funds.

e How the organizers intend to protect our funds from the risk of adverse party cost shifting.

e If the litigation or settlement is funded, the identity of the funder, the percentage and cost
reimbursement the funder will take from the recovery if the efforts succeed.

e The lawyers handling the case including their reputation, past results, and terms of representation
like fee structures, expenses, and contingencies.

e The registration requirements, the potential evidentiary and/or discovery burdens to the funds, and
any other administrative burden that may be required from them including any obligation to travel.

e The extent to which the funds' involvement will be disclosed to opposing parties and/or the public.

e Any other reasonable considerations.

9 While Taiwan is among the most active non-US/Canada jurisdictions, our funds are not likely to have eligibility and
given the risks involved, they should limit their participation to situations where money has already been recovered.
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Securities Lending

The objective of the securities lending program is to generate incremental income from overnight and
certain term loans of securities. The Funds may participate in a securities lending program.

The program will utilize a high-quality and conservative collateral re-investment approach that safeguards
the return of principal and maintains adequate daily liquidity to support trade settlement activity and
portfolio restructuring activities. Each securities lending agent will ensure that specific guidelines are in
place as to the quality, duration, liquidity and diversification of securities lending collateral.

The Board requires collateral for loans. The use of assets in any securities lending engagements should:

1. Earn a competitive market return through conservative securities lending practices, consistently with
the preservation of capital.
Minimize risk with respect to both the borrower and the collateral,

3. Operate the securities lending program so that it will not interfere with the management of overall
investment portfolio and strategies.

Unless explicitly exempted by the Board, the lending agent shall provide indemnification against losses
arising from borrower default, insolvency, and failure to comply with the terms and conditions of the
lending agreements.

The Commissioner shall provide a report to the Board annually, outlining the performance and status of the
securities lending program.

Proxy Voting

The Board believes that proxies should be voted in a manner consistent with the long-term interests and
objectives of the investment program set forth herein, unless it is in the best interest of the Board not to
vote. The Board delegates authority to vote shares to each Manager and expects Managers to vote shares.
The principle behind this policy is that Managers have specific reasons for holding shares and will vote
shares in a way the Manager believes will best add value to those shares. Managers shall submit written
reports to the Commissioner by January 31 of each year advising of the manner in which each proxy was
voted during the preceding calendar year and notify the Commissioner of controversial matters which may
be subject to proxy voting.

Notwithstanding the forgoing, intangible factors such as social and environmental issues are increasingly
being incorporated into proxy voting. The Board expects voting of social and environmental proposals will
be based solely on enhancing or protecting long-term value to the assets under its control and not on
establishing or endorsing social policy. As part of its fiduciary duty, the Board expects Managers to consider
only those factors that relate to the economic value of the Board's investments and shall not subordinate
the interests of the Funds to unrelated objectives.

It is the policy of this Board that the Commissioner shall regularly review related proxy votes by the
Managers. Any proxy votes deemed by the Commissioner to be contrary to the interests of the Funds under
the Board's responsibility, shall be fully explained by the Manager in writing and brought to the Board for its

13



review. An exception to the above policy regarding voting of proxies is for shares held by the Board on

behalf of holders of unclaimed property. As a passive holder of these particular shares the Board chooses
not to exercise voting rights on the owners' behalf.

Funds Administered by the Board

The pages that follow describe the various funds administered by the Board.
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Permanent Trust Funds

On February 22, 1889, Congress passed "An act to provide for the division of Dakota [Territory] into two
states, and to enable the people of North Dakota, South Dakota, Montana and Washington to form
constitutions and state governments . .. ." This Act is commonly known as the Enabling Act. This act granted
land to the new states "for the support of common schools," which in North Dakota’s case totaled more
than 2.5 million acres. Further land grants in this legislation provided for the support of colleges,
universities, the state capitol, and other public institutions. These additional grants totaled approximately
668,000 acres, bringing the grand total of Enabling Act land grants to nearly 3.2 million acres.

Purpose

The land grant from the federal government at statehood'® and the state constitution' both provide that
the Board of University and School Lands manage the trust land and minerals and associated proceeds, for
the exclusive benefit of education and institutional support. In accordance with Article IX of the North
Dakota Constitution as well as federal law'?, the perpetual trust funds must be managed to:

1. Preserve purchasing power
2. Maintain stable distributions to trust beneficiaries

Chapter 15-03 of the North Dakota Century Code governs the management of the Permanent Trust Funds,
including the requirement that any investments conform to the prudent investor rule.

Listing of Permanent Trust Funds
The following are the beneficiaries of the Permanent Trust Funds described in Article IX of the North Dakota
Constitution:

1. Common Schools (K-12)

2. North Dakota State University
3. University of North Dakota

4. Mayville State University

5. ND Youth Correctional Center
6. Ellendale State College’

7. Valley City State University

8. State College of Science

9. School for the Blind

10. School for the Deaf

11. State Hospital

12. School of Mines (UND)

13. Veterans Home

'©The Enabling Act of February 22, 1889 (25 Stat. 676, ch. 180)

" N.D. Const. art. IX, 88 2, 3

27 U.S.C. § 309 and 25 Stat. 676, ch. 180

'3 Beneficiaries of the Ellendale permanent trust are now Dickinson State University, Minot State University, Dakota College at
Bottineau, Veterans Home, School for the Blind, State Hospital, and the State College of Science as directed in 1973 N.D. Sess. Laws ch.
176.
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Funding Sources

Funding Sources Common to All Permanent Trust Funds

Each permanent trust individually owns surface land tracts and mineral rights that provide revenue from
agricultural leases, oil and gas royalties and lease bonuses, as well as other productive uses of the surface
and mineral lands owned by each trust.

Common Schools

The Common Schools Trust Fund is the largest of the Permanent Trust Funds administered by the Board. In
addition to the revenues from the surface lands, minerals, and investments that the Permanent Trust Funds
own, the Common Schools Trust Fund also receives funding from the following sources:

1. 10 percent of the oil extraction taxes collected by the state'
2. Netunclaimed property proceeds collected by the Department’ until such time that property may
be reunited with its owner.

Distribution Policy
Article IX, Section 2 of the North Dakota Constitution states:

Distributions from an educational or charitable institution's trust fund must be faithfully used and
applied each year for the benefit of the institution and no part of the fund may ever be diverted,
even temporarily, from this purpose or used for any purpose other than the maintenance of the
institution, as provided by law.

The distribution formula’® is also described in Article IX, Section 2:

[Bliennial distributions from the perpetual trust funds must be ten percent of the five-year average
value of trust assets, excluding the value of lands and minerals. The average value of trust assets is
determined by using the assets' ending value for the fiscal year that ends one year before the
beginning of the biennium and the assets' ending value for the four preceding fiscal years. Equal
amounts must be distributed during each year of the biennium.

The year-end values used to calculate permanent trust distributions, as described in Article IX above, is the
fund balance of each trust found in the Board's audited financial statements. When determining biennial
distributions for the permanent trusts, annual distributions for each trust are rounded to the nearest one
thousand dollars.

By statute, distributions from the Common Schools Trust Fund are paid to school districts monthly, from
August to April of each fiscal year, through the state tuition fund.’” . At the request of the Office of

"4 N.D. Const. art. X, § 24

5N.D.C.C. § 47-30.1-23 and N.D. Const. art. IX, § 1

"6 This distribution formula is the result of a constitutional amendment that was approved by North Dakota voters on November 7,
2006. This constitutional change was validated at the federal level by the passing of the Omnibus Public Land Management Act of 2009
(Pub. L. No. 111-11, 123 Stat. 1446) which amended the First Morrill Act (The Act of July 2, 1862 [7 U.S.C. 301 et seq.]) and the Enabling
Act of February 22, 1889 (25 Stat. 676, ch. 180). Prior to these changes, distributions for the Permanent Trust Funds were based on
projections of interest and income for the funds; distributions could only be paid out of interest earned.

7 N.D.C.C. § 15.1-28-01
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Management and Budget, effective fiscal year 2018, distributions from the Common Schools Trust Fund will
be made in relatively equal amounts from August to April of each fiscal year.

Distributions from the other 12 Permanent Trust Funds are made in equal amounts during January and June
of each fiscal year and are distributed directly to the benefitting institutions.

Investment Objective

The assets of the Permanent Trust Funds are invested with a perpetual time horizon, in a manner that seeks
to balance the longer-term goal of preserving the purchasing power of the trusts with the shorter-term goal
of maintaining a stable stream of distributions to beneficiaries. The long-term nature of the funds,
combined with a disciplined investment approach, provide the ability to the Permanent Trust Funds to
withstand short-term volatility, to profit from periods of elevated risk aversion, and to be rewarded for
providing liquidity.

The Permanent Trust Funds are invested by the Board in a single comingled pool, along with the Indian
Cultural Education Trust (described further on page 28).

Strategic Asset Allocation

The Board recognizes that the most important determinant of long-term return and risk is the asset
allocation decision. The asset allocation decision is intended to reflect the return objective and risk tolerance
expressed in this Investment Policy Statement. It is designed to provide the highest probability of meeting
the Funds’ objectives at a level of risk and liquidity that is acceptable to the Board. In establishing its risk
tolerance, the Board considers the Funds' ability to withstand short- and intermediate-term volatility in
investment performance and fluctuations in financial condition of the Funds.

To determine the strategic asset allocation target, the Board, with assistance from the Commissioner and
Consultant, examines the historical and projected risk and return of the approved asset classes, the
correlation among these asset classes as well as the effect the expected investment performance will have
on the obligations of the Funds. Based on its long-term return expectations and its determination of the
appropriate risk tolerance for the Funds, the Board has chosen the following strategic asset allocation policy
for the Permanent Trust Funds:

Strategic Asset

Asset Class Allocation Target Minimum Maximum
Broad US Equity 18.5% 13.5% 23.5%
Broad International Equity 18.5% 13.5% 23.5%
Fixed Income 23% 18% 28%
Absolute Return 15% 10% 20%
Real Estate 15% 10% 20%
Diversified Inflation Strategies 10% 5% 15%

The Board and the Commissioner will review the strategic asset allocation policy at least annually for
reasonableness relative to significant economic and market changes or to changes in the Funds’ long-term
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goals and objectives. A formal asset allocation study will be conducted at least every four years to verify or
amend the targets.

Recognizing that a long-term target allocation utilizing alternative asset classes can take a matter of years to
implement prudently, the Board delegates implementation of strategic asset allocation policy to the
Commissioner including funding of alternative asset classes and setting interim asset allocation targets.

Rebalancing

Rebalancing is the term that describes the periodic movement of funds from one asset or asset class to
another in order to realign assets to the strategic asset allocation target. A rebalancing strategy is an
important element of asset allocation policy. Systematic rebalancing can reduce portfolio volatility and
increase portfolio return over the long-term. However, frequent rebalancing resulting from excessively tight
ranges can lead to unnecessary transaction costs.

The Commissioner is responsible for developing and implementing a rebalancing plan that is appropriate
for existing market conditions, with a primary objective of minimizing transaction costs, market impact,
opportunity costs and portfolio disruptions. To the extent possible, cash flows and revenues will be used to
maintain the strategic target allocation. The Commissioner may make minor changes among asset classes
and within individual asset classes to more effectively maintain proper exposure to the strategic asset
allocation and asset class portfolio structures.

Recognizing that at times it may be impractical or costly to reallocate assets when an upper or lower limit is
breached, the asset class will be rebalanced to within its strategic asset allocation range as soon as is
practically possible, subject to reasonable transaction costs.

Benchmarks

One return objective to be considered when evaluating the Funds' performance is measured by applying the
investment performance of the asset class benchmarks to the Funds’ strategic asset allocation target. The
Policy Index permits the Board to compare the Funds' actual performance to its total fund benchmark, and
to measure the contribution of active investment management and policy adherence.

The Board has selected the following Policy Index for the Permanent Trust Funds:
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Asset Class Policy Index Strategic Asset Allocation Target

Broad US Equity Russell 3000 Index 18.5%
Broad International Equity MSCI ACWI Ex USA IMI 18.5%
Fixed Income Barclays US Universal Index 23%
Absolute Return Absolute Return Custom Index’ 15%
Real Estate NCREIF ODCE Index 15%
Diversified Inflation Strategies  DIS Custom Index? 10%

" Absolute Return Custom Index: 60% Equity (MSCI All Country World IMI), 40% Fixed Income (Barclays US Aggregate Bond Index)

2DIS Custom Index: 30% Commodities (Bloomberg Commodities Index ex-energy), 30% MLPs (S&P MLP Index), 20% TIPS (Barclays US
TIPS), 20% Natural Resource Equities (S&P Global Natural Resources Index).

Recognizing that a long-term target allocation to alternative asset classes can often take a matter of years to
implement prudently, the Board will also review an Interim Policy benchmark which will be adjusted as the
Commissioner makes progress towards its long-term strategic asset allocation target.

Permitted Investments'®

The Board may invest in the following securities and investment activities as long as such investments
comply with the Prudent Investor Rule'. Fund of Fund strategies are allowable in any of the asset classes.
All investments are subject to approval of the Board and satisfactory legal review of applicable contractual
terms and conditions.

Equity

1. Preferred stock, common stock, initial public offerings, Real Estate Investment Trusts (REIT's),
securities of foreign issuers listed on U.S. Exchanges, and any security convertible to common stock
or American Depository Receipts (ADR's) that are registered by the U.S. Securities and Exchange
Commission (SEC) of any corporation whose securities are listed on at least one U.S. stock exchange
that has been approved by or is controlled by the SEC or on the National Association of Securities
Dealers (NASD). Global mandates may be considered.

2. Preferred stock, common stock, and convertible issues of any non-U.S. Corporation; which may be
denominated in non U.S dollars, provided that the securities are traded on one or more national
stock exchanges or included in a nationally recognized list of stocks; and the Board shall not be
invested in more than ten percent of the voting stock of any company.

Fixed Income
1. Bonds, notes, or other obligations of the United States government, its agencies, government-
sponsored enterprises, corporations, or instrumentalities for which the credit of the United States
government is pledged for the payment of the principal and interest. Global mandates may be
considered.
2. Bonds, notes or other obligations issued by a state, its municipalities, or other political subdivisions,
that have received an investment grade bond rating.

'8 Investments listed here are for general information purposes only. Each manager retained by the Board will be given specific
guidelines with regard to permissible investments relevant to their mandate.
" N.D.C.C. § 15-03-04. See page 5 for more about the Prudent Investor Rule.

19



Bonds, notes, commercial paper or other obligations of any corporation organized and operating
within the United States.

Debt obligations of non-U.S. governmental or quasi-governmental entities, these may be
denominated in foreign currencies; obligations, including but not limited to bonds, notes or
commercial paper with an investment grade rating (unless otherwise approved by the Board) of any
corporation organized outside of the United States. Currency transactions, including spot or cash
basis currency transactions, forward contracts and buying or selling options or futures on foreign
currencies, shall be permitted.

Collateralized obligations, including but not limited to mortgages, held in trust that: (1) are publicly
traded and are registered by the SEC or other Self-Regulatory Organization (SRO) and (2) have
underlying collateral that is either an obligation of the United States government or else has a credit
rating above or equal to BBB according to the Standard and Poor's rating system or Baa according
to the Moody's investors rating system or their equivalent by a national statistical ratings
organization (NSRO) registered with the SEC(unless otherwise approved by the Board).

Derivatives including forwards, futures, options, mortgage derivatives, structured notes, and swaps.
High yield fixed income securities rated below 'BBB' according to the Standard and Poor's rating
system and below 'Baa' according to the Moody's investors rating system.

Loans, warrants and other forms of debt approved by the Board, and managed in conjunction with
the Bank of North Dakota, such as farm loans and energy construction loan, as long as the
investment meets the Exclusive Benefit Rule described on page 6 of this Policy.

Real Estate

Real Estate Partnerships, including investments in private vehicles through limited partnerships or
limited liability companies that have an ownership interest in direct real estate properties, whether
income-producing or non-income producing. The investment strategies may include “core” and
“value added"” strategies, which derive their return from both income and appreciation.

Absolute Return

Liquid multi-asset/global tactical asset allocation (GTAA) funds that have the ability to shift capital
tactically based on relative valuations, providing broad diversification across a range of global
investments.

Diversified Inflation Strategies

1.

Inflation-indexed bonds, including investments in actively or passively managed investment vehicles.
Treasury Inflation Protected Securities (TIPS) are an example of inflation-indexed bonds.
Commodities, including but not limited to futures and/or swaps on individually traded commodities
or indexes comprising groups of commaodities like the Goldman Sachs Commodity Index (GSCl) or
Bloomberg Commodities Index.

Master Limited Partnerships (MLPs) focused in energy sector including companies that own or
operate energy assets or are involved in the transportation, processing, and storage of natural
resources. May invest in MLP units issued in private investment in public equity (PIPE) transactions.
Natural resources securities including securities of natural resource companies and industrial
companies related to the natural resources industry and instruments that derive their value from
natural resources.
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Cash Investment Guidelines
The Commissioner will focus on quality when investing cash positions. Cash is an asset class that should
emphasize minimal risk. Cash positions will be kept to the minimum necessary for liquidity, distributions

and ongoing investment activities. Eligible securities include:

1.

Repos secured by U. S. obligations or other securities backed by the U.S., A1 or P1 commercial
paper, corporate obligations rated AA or better and maturing in five years or less, or asset-backed
securities rated AAA. All repo collateral must have a market value of at least 102% of the market
value of the contract;

Commercial paper issued by corporations organized and operating within the U.S. and rated “prime”
quality by a national rating service;

Prime bankers’ acceptances issued by money center banks;

Funding agreements rated at least AA by a nationally recognized rating agency. As used in this
paragraph, "funding agreement" means a floating or variable rate insurance company contract that
is a general obligation of an insurance company organized and operating within the United States
and that is senior to all other debt issued by the company;

Time deposits, with banks incorporated in the United States or time deposits that are fully
guaranteed by banks incorporated in the United States.
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Strategic Investment and Improvements Fund (SIIF)

Fund Purpose

The Strategic Investment and Improvements Fund (SIIF), was created July 1, 2011 with merger of the Lands
and Minerals Trust Fund and the Permanent Oil Tax Trust Fund.?® The SIIF holds the assets and collects the
revenues earned from State owned mineral acres. The SIIF also receives a substantial portion of the oil and
gas production and extraction taxes collected by the State. The Board is responsible for managing the
physical and financial assets of the SIIF.

The purpose of the SIIF is to provide for one-time expenditures relating to improving state infrastructure or
for initiatives to improve efficiency and effectiveness of state government.

Funding Sources

The SIIF collects the revenues earned from the mineral acres owned by the State, including those formerly
owned by the Bank of North Dakota and State Treasurer, as well as the sovereign minerals located under
navigable rivers and lakes. The SIIF also receives a portion of the oil and gas production and extraction
taxes collected by the State.?’ Legislative changes to the oil tax revenue allocations are common and can
have a major impact on the timing and amount oil taxes collected by the SIIF each biennium.

Distribution Policy

There is no explicit distribution policy or objective; rather the Board is responsible for making sure funds are
available to distribute or transfer when needed and as appropriated. The SIIF can be appropriated or
obligated by the Legislature every two years, though State law dictates that the SIIF should be appropriated
only to the extent that the moneys are estimated to be available at the beginning of the biennium in which
the appropriations are authorized.??

Investment Objective

State law provides no guidance as to how the assets of the SIIF should be invested; however, due to the
short-term nature of spending decisions and the uncertainty of the fund’s mineral based revenues, the
Board invests the SIIF with a focus on principal preservation and liquidity. The Board has adopted an
investment objective for the SIIF that provides for a diversified portfolio of fixed income securities that will
exceed on a multi-quarter basis, net of fees, the return of the benchmark described below.

Strategic Asset Allocation
Due to the expendable nature of the SIIF, the strategic asset allocation for the fund is 100% low duration
investment grade fixed income investments.

20 N.D.C.C. § 15-08.1-08 and § 61-33-07
21 N.D.C.C.§57-51.1-07.5
22 N.D.C.C. § 15-08.1-08
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Investment Guidelines

The SIIF will be invested in a high quality portfolio that includes a combination of Treasuries, corporate
bonds, asset and mortgaged backed securities, and commercial paper and will adhere to the following
guidelines:

e Minimum average quality of AA

e Minimum quality for any security of BBB (limited to 10%)

e Neutral weighted average maturity of 1 year, range of 6 months to 1.5 years

e Maximum maturity: 3 years for fixed rate, 5 years for floating rate

e No more than 50% in investment grade corporate and agency backed securities
e Not more than 2% of the fund will be invested with any single issuer

Benchmark
The benchmark is composed of 50% of the three-month U.S. Treasury Bill and 50% Barclays 1 - 3 Year Gov't
Corp Index.
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Capitol Building Fund

Fund Purpose

The Capitol Building Fund was created at statehood with a grant of land from the federal government. The
purpose of the fund, as described in the Enabling Act of 1889, is to provide for “public buildings at the
capital”.?®> The Capitol Building Fund was created under Article IX of the North Dakota Constitution;
however, unlike the other trusts, this fund is not permanent in that the entire fund is subject to legislative
appropriation each biennium.

The Capitol Grounds Planning Commission is responsible for managing all of the assets of the Capitol
Building Fund.?* The Board's role is to invest and manage the various assets of the fund, as directed by the
Capitol Grounds Planning Commission. These roles are statutory, not constitutional in nature; the law
specifically states:

The capitol grounds planning commission shall have general powers to superintend the
administration of the capitol building fund, its interest and income fund, and its investments and
properties. It may cause any lands now held in such funds to be sold at market value, direct the
conversion of any securities now held by such funds to cash, approve expenditures from such funds
subject to law and legislative appropriations, and to do all other things necessary to carry out the
intent and purposes of this section. The board of university and school lands or its designee, on the
commission's behalf, shall see to the investment and management of the capitol building fund and
its interest and income fund and shall account to the commission concerning these funds at the
commission's request.?

Funding Sources
The Capitol Building Fund generates revenues from the almost 10,000 surface acres and more than 27,000
mineral acres, which provide revenue from agricultural leases, mineral royalties and lease bonuses.

Distribution Policy

Since the Capitol Building Fund is a fully expendable fund, there is no distribution policy or objective; rather
the Board is responsible for making sure funds are available to distribute or transfer when needed and as
appropriated.

State law provides a continuing appropriation of up to $175,000 per biennium that is available to the Capital
Ground Planning Commission without requiring a legislative appropriation for a given biennium.?®
Historically, the legislature has also included a $25,000 biennial appropriation for the operations of the
Capitol Grounds Planning Commission.

23 The Enabling Act of February 22, 1889 (25 Stat. 676, chapter 180)
24 N.D.C.C. § 48-10-02
25 N.D.C.C. § 48-10-02
26 N.D.C.C. § 48-10-02
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Investment Objective

Due to the fact that the entire balance of this fund can be appropriated by the legislature each biennium
and the uncertainty of the fund's mineral based revenues, the Board has adopted an investment objective
with a focus on principal preservation and liquidity.

Strategic Asset Allocation
Due to the expendable nature of the Capitol Building Fund, the Capital Grounds Planning Commission has
adopted a strategic asset allocation for the fund that is 100% fixed income investments.

Investment Guidelines?’

The Capital Grounds Planning Commission has adopted guidelines to invest the fund in a high quality
portfolio that includes a combination of Treasuries, corporate bonds, asset and mortgaged backed
securities, and commercial paper and will adhere to the following guidelines:

e Minimum average quality of AA

e Minimum quality for any security of BBB (limited to 10%)

e Neutral weighted average maturity of 1 year, range of 6 months to 1.5 years

e Maximum maturity: 3 years for fixed rate, 5 years for floating rate

¢ No more than 50% in investment grade corporate and agency backed securities
e Not more than 2% of the fund will be invested with any single issuer

Benchmark
The benchmark is composed of 50% of the three-month U.S. Treasury Bill and 50% Barclays 1 - 3 Year Gov't
Corp Index.

27 Due to the common investment objectives, strategic asset allocation, and investment guidelines, the assets of the Capitol Building
Fund may be pooled with the SIIF for investment purposes.
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Coal Development Trust Fund

Fund Purpose

The Coal Development Trust Fund is a permanent trust established under Article X, Section 21 of the North
Dakota Constitution. The primary purpose of the fund is to provide loans to coal-impacted counties, cities,
and school districts and to provide construction loans to school districts; any money that is not in use for
loans may be invested by the Board. The trust fund must be perpetual and held in trust as a replacement
for depleted natural resources.?® Both the Constitution and state law mandate that the income earned by
the fund be used first to replace any uncollectable loans and the balance must be deposited into the
General Fund.?®

Funding Sources

State law provides that 15% of coal severance tax revenues be deposited into the fund.3® The Constitution
provides that up to 70% of the taxes deposited into the fund each year may be appropriated by the
legislature for lignite research, development, and clean coal demonstration projects approved by the
industrial commission.3! Thus, the Coal Development Trust Fund retains only 30% of the money deposited
into the fund, which averages about $500,000 per year.

Distribution Policy

The income earned by this fund each year must be used first to replace uncollectible loans made from the
fund and the balance must be deposited in the State's general fund. The estimated fiscal year income for
this fund is distributed in June of each year; any difference between estimated and actual income is
distributed in November or December of each year, once final audited financial statements have been
received.

Investment Objective

Preservation of capital and added value over the benchmark over a full market cycle through active
management of the portfolio subject to the investment guidelines set forth below.

Strategic Asset Allocation

Due to the expendable nature of the income earned by the Coal Development Trust Fund, and the provision
in state law about replacing any lost principal with income, the strategic asset allocation for the fund is 100%
fixed income investments.

Investment Guidelines

The Coal Development Trust will be invested in a high quality portfolio that includes a combination of
Treasuries, corporate bonds, asset and mortgaged backed securities, and commercial paper and will adhere
to the following guidelines:

e Minimum average quality of AA

28 N.D.C.C. § 57-62-02
29 N.D. Const. art. X, § 21 and N.D.C.C. § 57-62-02
30 N.D.C.C. § 57-62-02
3T N.D. Const. art. X, § 21
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e Minimum quality for any security of BBB (limited to 10%)

e Neutral weighted average maturity of 1 year range of 6 months to 1.5 years

e Maximum maturity: 3 years for fixed rate, 5 years for floating rate

e No more than 50% in investment grade corporate and agency backed securities
e Not more than 2% of the fund will be invested with any single issuer

Benchmark
The benchmark is composed of 50% of the three-month U.S. Treasury Bill and 50% Barclays 1 - 3 Year Gov't
Corp Index.
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Indian Cultural Education Trust

Fund Purpose

The Indian Cultural Education Trust was created in 2003 for the purpose of generating income to benefit
Indian culture.3? State law authorizes the Board to accept donations of money or land for this trust to be
managed in the same manner that it manages its other trust land and financial assets, subject to state law
and a required donor agreement with one or more federally recognized Indian tribes located in North
Dakota, South Dakota, Montana, Minnesota, or Wyoming.

Three Affiliated Tribes Cultural Education Account

The Three Affiliated Tribes Cultural Education Account is the sole account in the trust, which serves to
benefit the Mandan, Hidatsa & Arikara Nation Cultural Education Foundation. Under an agreement signed
by the tribe, North American Coal, and the Commissioner, the Board must manage and invest this account
exactly as the Permanent Trust Funds are managed and invested.

Funding Sources

Initial funding of the account was a result of donations of both money and land by North American Coal to
the cultural education account. Revenue earned from the donated lands is deposited into the account.
Further donations of land or money from Individuals or organizations may provide additional funding to the
account.

Distribution Policy

The distribution calculation for the Indian Cultural Education Trust is identical to that of the Permanent
Trust Funds as detailed on page 16, however, the specific donor agreement for an account may dedicate a
portion of the amount available to distribute to principal.3

The Three Affiliated Tribes Cultural Education Account donor agreement has mandated that no less than
25% of the annual amount available to distribute go to principal. Each year, the Commissioner notifies the
Mandan, Hidatsa & Arikara Nation Cultural Education Foundation as to the amount eligible for
disbursement. If written request for the disbursement is received by the Commissioner by March 31, all or
a portion of that amount shall be distributed as specified in the donor agreement.

Investment Objective, Strategic Asset Allocation, and Investment Guidelines

Like the Permanent Trust Funds, the investment objective is to preserve purchasing power and maintain
stable distributions with a long-term investment horizon. The assets of the Indian Cultural Education Trust
are pooled with the Permanent Trust Funds. The strategic asset allocation, benchmarks, and investment
guidelines are identical to those of the Permanent Trust Funds, which can be found in the corresponding
sections beginning on page 17 of this Policy.

32 N.D.C.C. ch. 15-68
33 N.D.C.C. § 15-68-04
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Section 5
Minerals




North Dakota Board of University and School Lands: Minerals

COAL

Audit and examination. Pursuant to the N.D. Admin. Code § 85-06-02-16, the Department shall
serve by certified mail, a written request to payor specifying the documents requested. Payor shall
have ninety days from the date of receipt of the request to provide the requested documents. Payor
may request an extension of time to produce the documents. Any request must be in writing,
specify the reason for the request, and be received by the Department within sixty days of receipt
of the Department’s request for documents. The Department may extend the time for production
of documents. If the Department denies a request for an extension, the payor shall produce the
information:

a. Fifteen days after receipt of a denial of the request for an extension; or

b. Ninety days after receipt of the original document request, whichever is later.

Effective Date: December 17, 2018
Revised: January 1, 2020



North Dakota Board of University and School Lands: Minerals

OIL AND GAS

Audit and examination. Pursuant to the N.D. Admin. Code § 85-06-01-13, the Department shall
serve by certified mail, a written request to payor specifying the documents requested. Payor shall
have thirty days from the date of receipt of the request to provide the requested documents. Payor
may request an extension of time to produce the documents. Any request must be in writing,
specify the reason for the request, and be received by the Department within thirty days of receipt
of the Department’s request for documents. The Department may extend the time for production
of documents. If the Department denies a request for an extension, the payor shall produce the
information:

a. Fifteen days after receipt of a denial of the request for an extension; or
b. Thirty days after receipt of the original document request, whichever is later.

Effective Date: March 28, 2019
Revised: January 1, 2020
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TITLE 85
BOARD OF UNIVERSITY AND SCHOOL LANDS
ARTICLE 85-06
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Chapter 85-06-07

POTASH AND OTHER SUBSURFACE MINERALS
SOLUTION MINING
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Form and Terms of Lease

Pooling or Unit Agreements
Assignments and Releases

Royalties

Disputed Title Royalty Escrow Account
Breach of Lease

Reports of Lessee - Delinquency Penalty
Audits and Inspections

Preservation of Archaeological, Historical and Paleontological Resources
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Fees

85-06-07-01. DEFINITIONS. The terms used throughout this chapter and in documents used pursuant herewith have the same
meaning as in the North Dakota Century Code Chapters 15-05, 15-08.1, 38-09, 38-11.2 38-12 , and 61-33, including:

:

10.

1.

"Arm's length transaction” means a transaction between parties with adverse economic interests where each party to the
transaction is in a position to distinguish his economic interest from that of the other party and does not mean a transaction
made by a corporation or other entity with itself, or a parent, subsidiary, or interrelated corporation or entity, or between
partners or co-joint ventures, or between corporations or other entities having interlocking directorships or close business
relationships which may compromise their individual interests.

"Board" means the board of university and school lands.
"Commissioner” means the commissioner of university and school lands.

"Completion™ means, in the case of a subsurface mineral well, when the first commercial marketable quantity is produced
through surface equipment into tanks from the ultimate producing interval after casing has been run.

"Fund" means any one of the various trust funds or assets under the control and jurisdiction of the board.

"Byproducts" means all potassium, sodium, phosphorus and other chemical substances of a similar occurrence and their
salts and compounds.

"Extraction Facility” means any well or mine or other extractive process operated for the purpose of recovering
subsurface minerals

"Gross proceeds™ shall be the sum of all consideration in whatever form or forms, paid for the potash and byproducts
attributable to the lease.

"Leased premises” means the land area subject to a given potash lease under the authority of the board of university and
school lands.

"Lessee" means the party specified in a potash lease as the lessee, and his permissible assignees or other successors in
interest.

"Lessor" means the state of North Dakota acting by and through the board of university and school lands and its agent, the
commissioner of university and school lands.



12. "Market value" means the price a willing buyer would pay a willing seller in an arm's length transaction in which the buyer is
not compelled to buy or seller is not compelled to sell without deductions of any kind including transportation discounts.

13. "Net mineral interest" means all or that undivided portion of the total subsurface mineral estate in a tract of land, the title to
which is in the state of North Dakota acting by and through the board of university and school lands.

14. "Solution Mine” means the extraction of soluble minerals from subsurface strata by injection of fluids, and the controlled
removal of mineral-laden solutions.

15. "State Land Department” means the office of the commissioner of university and school lands.

16. "Subsurface minerals” means all naturally occurring elements and their compounds, volcanic ash, precious metals,
carbonates, and natural mineral salts of boron, bromine, calcium, fluorine, iodine, lithium, magnesium, phosphorus,
potassium, sodium, thorium, uranium, and sulfur, and their compounds, but does not include hydrocarbons (i.e. oil and gas),
sand and gravel and rocks crushed for sand and gravel.

17. "When run" means that point in the time when the production from a well is removed or sold from the leased premises and
delivered to the purchaser or user of such production; for purposes of computing royalties, that point in time shall be
considered to be 7:00 a.m., local time, on the day the production is delivered to the purchaser or user regardless of the
actual time delivered.

General Authority Law Implemented
NDCC 15-05-09
History: Effective March 31, 2011

85-06-07-02. LEASE APPLICATIONS. Lease applications in writing, by facsimile transmission, or by electronic email, may be
made only for tracts not already leased for the production of subsurface minerals as shown on the tract books of the state land
department, except applications may be accepted for a tract already under lease when it appears that such lease will expire prior to
the date of the lease sale. An application shall be accompanied by a nonrefundable application fee of $50.00 per tract plus other fees
specified in section 85-06-07-14 of this chapter and shall indicate the bonus offered. The bonus offered will serve as a bid in the
auction. Each tract is limited to a maximum of one quarter section within the same quarter or governmental lots corresponding thereto
within the same section. Applications of more than one quarter section will be divided and considered a separate application.
Applications not accompanied by the application fee and not in the proper form shall be rejected. All applications are to be submitted
to the State Land Department, P.O. Box 5523, Bismarck, North Dakota 58506-5523 (telephone no. 701-328-2800).

General Authority Law Implemented
NDCC 15-05-09 NDCC 15-05-09
History: Effective March 31, 2011

85-06-07-02.1 SOVEREIGN LANDS. Notwithstanding section 85-06-07-02, a lease application for navigable lakes and streams
may include up to a section if the tract or tracts cannot reasonably be subdivided by quarter or half section. Sovereign lands lease
acreage, including islands, may be offered for lease as, more or less, and may be adjusted for accretions, relictions, or avulsive
changes, as survey information is obtained, the ordinary high watermark is delineated, and other reliable relevant facts are identified.
Lease acreage adjustments will be limited to within the same quarter section, half section or section.

General Authority Law Implemented
NDCC 15-05-09 and NDCC 61-33-06 NDCC 15-05-09
History: Effective March 31, 2011

85-06-06-03. ADVERTISEMENT AND PUBLIC AUCTION. Prior to the offering of subsurface mineral leases for sale, the
commissioner shall publish notice of the sale in the official newspaper of the county or counties in which lands for lease are located,
and in the Bismarck Tribune. The notice must be published once each week for two weeks, the last publication being at least ten days
prior to the day of the lease sale. The advertisement shall specify the date, time and place of the lease sale; and shall specify how any
interested person may obtain a list of the tracts that are being offered for lease. Bidding shall be on the basis of such bonus as the
bidder may offer. Every subsurface mineral lease granted by the commissioner shall be issued to the successful bidder as soon as
possible after collected funds are received from the successful bidder. Before any lease shall be issued the successful bidder shall, no
later than seven calendar days from the conclusion of the auction, pay five years rental, the bonus, and the advertising fee specified in
section 85-06-07-14. Should publication of any notice be inadvertently omitted or should such notice as published contain
typographical errors, the commissioner may proceed with the scheduled leasing where it appears that the omission or error is not
prejudicial to the fund.

Bids may be accepted electronically for a subsurface mineral lease sale. The highest of those bids received in writing before an
electronic auction will be the opening bid of a particular tract of minerals. Land Department personnel may not bid incrementally on
anyone's behalf.

General Authority Law Implemented
NDCC 15-05-09 NDCC 15-05-09
History: Effective March 31, 2011



85-06-07-04. REJECTION OF APPLICATIONS AND BIDS. The commissioner may reject any and all applications or bids at any
time prior to the issuance of a lease.

General Authority Law Implemented
NDCC 15-05-09 NDCC 15-05-09
History: March 31, 2011

85-06-07-05. FORM AND TERMS OF LEASE. Leases shall be issued on forms furnished by the commissioner. All leases shall
be made for a term of not less than five years and shall continue in effect under the terms thereof for as long as potash and subsurface
minerals may be produced from the leased premises in commercial quantities or for as long as extended as provided therein. The
lease may provide for a reasonable shut-in clause, force majeure clause, and drilling and reworking continuation clause. The lease
shall provide for a bonus of not less than $1.00 dollar per acre and an annual delay rental of not less than one dollar per acre per year
based on the acreage shown in the records of the state land department at the time the lease is issued. The lease shall provide for a
royalty of two and one-half percent (2.50%) of all potash and subsurface minerals produced from the leased premises without
deductions of any kind, regardless of the place of sale. The fraction of percentage established by the board as a royalty shall be
construed to mean such fraction or percentage of the net subsurface mineral interests. The lease may contain such terms and
conditions as the board or commissioner, acting on behalf of the Board, shall deem appropriate.

General Authority Law Implemented
NDCC 15-05-09 NDCC 15-05-09
History: Effective March 31, 2011

85-06-07-06. POOLING OR UNIT AGREEMENTS. The board, or commissioner acting on behalf of the board may enter into an
agreement for the consolidation of the leased premises with other lands for the purpose of joint development and operation of an entire
consolidated area as a unit. Such agreement shall provide that the leased premises shall share in the royalty on potash and other
subsurface mineral substances produced from a consoclidated tract in the proportion that the leased premises bears to the total area of
such unit, or upon such other royalty sharing basis as may appear equitable to the board. The operations or production on such an
area shall have the same effect as operations or production under the terms of each such lease included therein. All such agreements
must be submitted to and approved by the board or the commissioner acting on behalf of the board.

General Authority Law Implemented
NDCC 15-05-09 NDCC 15-05-09
History: Effective March 31, 2011

85-06-06-07. ASSIGNMENTS AND RELEASES. All leases may be assigned or released in whole or in part. An assignment,
when submitted to the board for approval, shall be executed and acknowledged in the same manner prescribed for the conveyance of
interests in real estate and shall be filed in duplicate with the commissioner. One copy shall be filed in the state land department and a
duplicate returned to the assignee. The approval of the board acting by and through the commissioner shall be noted upon all copies.
All lease obligations of assignor must be current at the time such assignment is approved. Upon payment of the then current
assignment fee and upon approval of an assignment by the board, lessee shall be relieved of all obligations with respect to assigned
portions. Provided all lease obligations are current at the time a release or partial release is made, all lease obligations and liabilities
shall cease as to the released portions.

General Authority Law Implemented
NDCC 15-05-09 NDCC 15-05-09
History: Effective March 31, 2011 15-05-15

85-06-07-08. ROYALTIES. If a sale of potash or any other subsurface mineral substance produced or manufactured from the
leased premises does not constitute an arm’s length transaction, the royalties due the lessor shall be as follows: Two and one-half
percent (2.50%) without deduction for the cost of producing, gathering, storing, separating, treating, dehydrating, vapor recovery,
compressing, processing, transporting, conditioning, removing impurities, depreciation, risk capital, and otherwise making the potash
and other subsurface mineral products produced hereunder ready for sale or use.

General Authority Law Implemented
NDCC 15-05-09 NDCC 15-05-09
History: Effective March 31, 2011 15-05-10

85-06-07-08.1. DISPUTED TITLE ROYALTY ESCROW ACCOUNT. Any lessee, assignee, or entity that assumes, or agrees to

perform, any of the lessee’s rights and responsibilities under the lease, that proposes to withhold royalty payments based upon an
ownership dispute must establish an escrow deposit account and must deposit the disputed payments into this account. The account
must be established at the Bank of North Dakota, or other state or national chartered insured financial institution approved by the
Commissioner, with the Board as a party to the escrow agreement. Upon final resolution of the dispute, and with consent of the
Commissioner, the escrow agent shall be authorized to release all monies held in the account to the entity that established the escrow
account for proper distribution to the rightful owners. The Board shall be entitled to any interest income eamed on the account
attributable to the State's ownership interest. This section applies to matters where the amount of the disputed royalties is ten
thousand dollars or more over a twelve (12) month period. This section may apply to leases executed prior to the effective date of this
section if agreed to by the Commissioner and the lessee, assignee, or entity that assumes, or agrees to perform, any of the lessee's
rights and responsibilities under the lease.
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General Authority Law Implemented
NDCC 15-05-09 NDCC 15-05-09
History: Effective March 31, 2011 15-05-10

85-06-07-09. BREACH OF LEASE. The board may pursue any legal remedy for nonpayment of any sum due under the
lease or for breach of any of the terms or conditions of a lease. In addition, the board may cancel any lease for nonpayment of any
sum due under the lease or for breach of any of the terms or conditions of a lease provided that such cancellation shall not release
lessee from liability for any sum due lessor or from any damages on account of the breach. Before a lease shall be canceled, the
commissioner, at the direction of the board, shall mail to the lessee by registered or certified mail addressed to the post office address
of such lessee as shown by the records of the state land department, a thirty (30) day notice of intention to cancel such lease,
specifying the reason for cancellation. If lessee shall not have remedied the default within thirty (30) days after receipt of such mailing,
the commissioner, with board approval, may enter cancellation upon his records. A lease shall be canceled only after reasonable
attempts have been made to secure voluntary payment of any sum due and compliance with the lease terms and conditions. The
pursuit of one remedy shall not bar the pursuit of other remedies. The commissioner may, in writing, waive any breach of a lease
except such terms and conditions as are required by law, but any such waiver shall extend only to the particular breach so waived and
shall not limit lessor’s rights with respect to any future breach. Notwithstanding the foregoing, failure to pay the annual delay rental by
the date due shall result in automatic termination of a lease. An annual mineral lease rental payment shall be considered paid if the
payment is postmarked or received in the office of the Commissioner on the day the payment is due. If for any reason a payment is
received in the office of the Commissioner more than seven calendar days after the date the payment was due, the lease involved
shall automatically terminate effective as of the date the payment was due.

General Authority Law Implemented
NDCC 15-05-09 NDCC 15-05-09
History: Effective March 31, 2011

85-06-07-10. REPORTS OF LESSEE - DELINQUENCY PENALTY. Lessee shall immediately notify the commissioner in writing

when a permit to drill a well on the leased premises has been issued and shall indicate the location of the proposed well. Immediately
upon obtaining production of potash and subsurface minerals in commercial quantities, the producing lessee shall notify the
commissioner in writing, giving the date production was commenced. Within ninety (90) days following initial production of oil and
within one hundred twenty (120) days following initial production of gas, lessee shall file with the commissioner a production and
royalty statement showing total production and indicating the royalty due together with payment of such royalty. Thereafter, such
statement and payment of royalty shall be due each month on or before the last day of the month succeeding each month of
production. These time limits may be extended by the commissioner for good cause. The commissioner may request other
information and to require that such reports be made on forms furnished by the commissioner. Any sum, other than annual delay
rentals, not paid when due shall become delinquent and will be subject to a delinquency penalty of one percent (1%) of such sum for
each thirty (30) day period of delinquency or fraction thereof.

In addition to the delinquency penalty, unpaid royalties also bear interest in accordance with N.D.C.C. 47-16-39.1. The commissioner
may initially seek to collect either the delinquency penalty or interest, or both. Failure to seek collection of both penalty and interest
shall not constitute a waiver of the right to seek the full amount of both penalty and interest if the initial claim is not satisfactorily settied.
At such time as a claim for unpaid royalties, if any, and penalties and interest is settled and payment received, the amount of penalty
and interest not collected shall be deemed waived. In addition to the discretion to seek only penalty or interest in the initial claim for
payment, the commissioner may, for good cause waive up to $2500 of the penalty or interest initially sought. In determining whether
good cause exists, the commissioner may consider one or more of the following: the reason for the late payment; the degree of
control the payor had over the late payment; any unusual or mitigating circumstances involved; and any other relevant factors. Only in
extremely rare circumstances will the commissioner consider waiving penalty or interest below the equivalent of the loss of interest
eamings to the trust fund involved. Requests for interest or penalty waivers in excess of $2,500 shall be presented to the Board, with
the commissioner's recommendation thereon, for review and decision. Lessor shall have a first lien upon all oil and gas produced from
the leased premises to secure payment of all unpaid royalties or other payments that may become due under this lease.

General Authority Law Implemented
NDCC 15-05-09 NDCC 15-05-09
History: Effective March 31, 2011

85-06-07-11. AUDITS AND INSPECTIONS. The cuttings, cores, and well logs of all wells on the leased premises and all books,
accounts, receipts, and discharges of all wells, tanks, pools, meters, pipelines, and all contracts and other records pertaining to the
production, transportation, sale, and marketing of the subsurface minerals or other products produced on the leased premises shall
at all reasonable times be subject to examination and audit by the commissioner or his representative.

General Authority Law Implemented
NDCC 15-05-09 NDCC 15-05-09
History: Effective March 31, 2011

85-06-07-12. THE PROTECTION OF ARCHAEOLOGICAL, HISTORICAL AND PALEONTOLOGICAL RESOURCES. Where an
archaeological, historical, or paleontological resource is known at the time of leasing and needs to be protected, the board's potash
lease will include a stipulation requiring that, at least twenty (20) days prior to beginning any surface disturbance on the leased
premises, the lessee shall notify the state land department of the location of the intended surface disturbance. The state land
department shall, based upon advice from the North Dakota Historical Board according to N.D.C.C. § 55-02-07, notify the lessee of the

4.




protection requested to preserve the resource. If the lessee objects to the requested protection, the lessee may present its objection
to the state land department. The commissioner, subject to appeal to the board, shall make the final determination as to what
protection or preservation measures must be undertaken before surface disturbance begins. The board's subsurface mineral leases
shall also contain a provision stating that in those instances in which a historical, archaeological, or paleontological resource, not
known at the time of leasing, is discovered by the lessee during its operations on the leased premises, the lessee shall immediately
stop work and do nothing to disturb or alter the resource. Upon discovery of such a resource the lessee shall immediately notify the
state land department. The lessee shall not resume work until the state land department notifies the lessee what protective measures,
if any, the commissioner may require to preserve or protect the resource. The lessee shall comply with all protective measures
required by the commissioner or the board pursuant to this section. For the purposes of this section "surface disturbance” means any
disturbance of the top soils or subsoil.

General Authority Law Implemented
NDCC 15-05-0 NDCC 15-05-09
History: Effective March 31, 2011 55-02-07

85-06-07-13. (Reserved for future use)
85-06-07-14. FEES. Repealed.
General Authority Law Implemented

NDCC 15-05-09 NDCC 15-05-09

History: Effective March 31, 2011
Repealed: June 26, 2014
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