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The regular meeting of the State Banking Board was held in the Office of the 
Commissioner, Department of Financial Institutions, 2000 Schafer Street, Suite G, 
Bismarck, North Dakota.  Chairman Karsky called the meeting to order at 9:05 
a.m., Thursday, May 9, 2002, by conference call arrangement. 
 

MEMBERS PRESENT: Timothy J. Karsky, Chairman (Office) 
Dee Ann Baertsch, Member (Golva) 
Ron Braseth, Member (Mayville) 
Launa Moldenhauer, Member (Office) 
Gary Petersen, Member (New Town) 
Terry Zeltinger, Member (Minot) 

 
MEMBER ABSENT: Bill Daniel, Member 
 

 ALSO PRESENT: Robert J. Entringer, Assistant Commissioner (Office) 
     Jeff Jungman, Chief Examiner – Banks (Office) 
     Dana Ereth, Eide Bailly (Office) 
     Larry Kemnitz, Eide Bailly (Office) 
     Stan Sayler, Dakota Community Bank (Office) 
     Dale Pahlke, Dakota Community Bank (Office) 
 
 
APPROVAL OF MINUTES 
 
 Chairman Karsky indicated the Board received copies of the minutes of the 
regular meeting held on March 7, 2002, and special conference call meeting held 
on April 11, 2002.  It was moved by Member Braseth, seconded by Member 



Moldenhauer, and carried by voice vote to dispense with the reading of the 
minutes and approve the minutes as published. 
 
 
DAKOTA COMMUNITY BANK, HEBRON – APPLICATION TO 
ESTABLISH A FACILITY 

 
Assistant Commissioner Entringer reviewed the Memorandum which had 

been provided to the Board and noted that the application had been received on 
April 11, 2002, and notice was published in the Bismarck Tribune on April 16 and 
23, 2002, as well as direct notice mailed to seven area financial institutions.  He 
stated that one request for a copy of the application was received; however no 
comments had been received as of the date of the Memorandum.  Assistant 
Commissioner Entringer reviewed the statutory criteria with the Board, reviewing 
the convenience and needs portion of the application, as well as the application’s 
demonstration of financial strength in relation to the cost of establishing and 
maintaining the facility supported by the financial projections, and finally that the 
lack of any stated opposition demonstrated that no other banks would be seriously 
injured by establishment of this facility.   

 
Chairman Karsky asked President Pahlke to review the reasons for 

establishing the facility at Lot 2, Block 1, Replat of S and W, First Addition to the 
City of Lincoln, North Dakota.  President Pahlke indicated the bank’s Board is 
looking at establishing the facility in Lincoln which includes the population of 
Lincoln and the surrounding area which is a potential for nearly 2,000 customers, 
more than the population the bank’s present locations in Hebron, Taylor, and New 
Leipzig.  President Pahlke indicated presently the bank is looking at a temporary 
structure to determine the type of reception the bank receives and that they hope to 
have the facility up and running before October 1, 2002. 

 
Upon question by Chairman Karsky, President Pahlke indicated the bank 

would try to hire local people from the Lincoln area for construction of the facility, 
as well as employees of the facility. 

 
Member Moldenhauer asked President Pahlke if he thought he could 

construct a facility for the $350,000 projected in the application, and President 
Pahlke stated he feels the facility can be constructed for that cost estimate. 

 



It was moved by Member Braseth, seconded by Member Petersen, and 
carried by a vote of 6 to 0, with Member Daniel absent, to approve the 
application by Dakota Community Bank, Hebron, to establish a facility at Lot 
2, Block 1, Replat of S and W, First Addition to the City of Lincoln, North 
Dakota, and to authorize Chairman Karsky to sign the Order on behalf of the 
Board. 
 
 
PEOPLES BANKSHARES, INC., PARSHALL – CHANGE OF CONTROL 
APPLICATION 
 
 Chairman Karsky reviewed his Memorandum indicating that the change of 
control application had been received on April 17, 2002.  He stated notice of the 
proposed change of control was published in the Mountrail County Pioneer on 
April 17, 2002, and no comments or request for a copy of the application had been 
received. 
 
 Chairman Karsky reviewed with the Board the criteria for approval of the 
change of control application, as detailed in his Memorandum.  The application 
proposal, summarized on page 3 of the application, shows that People Bankshares, 
Inc., owns 100% of the outstanding stock of Peoples Bank and Trust, Parshall.  
The proposal is for prior approval for Alan L. Lerberg to acquire additional shares 
of outstanding stock of Peoples Bankshares, Inc., which would give Mr. Lerberg 
the power to vote and control 448 shares, or 44.8% of the outstanding voting 
common stock of the holding company.  These shares would be owned 
individually, as well as shares represented by the Gary Lerberg Trust.  It is 
important to note that the holding company would not be incurring any additional 
debt with this transaction; however, the funds would be borrowed personally by 
Alan Lerberg.  The projections included in the application note that the holding 
company’s only source of income will be equity and the earnings of its subsidiary, 
as well as the income tax benefits.  The bank intends to pay dividends through the 
projected period that will provide sufficient funds to enable Mr. Lerberg to service 
the debt, as well as allowing the holding company to service its annual operating 
expenses and allow the shareholders to pay their personal income tax liability since 
the holding company is a Subchapter S corporation.   
 

Chairman Karsky stated based on the criteria found in the statutes it is the 
Department’s recommendation that the application for change of control of Peoples 



Bankshares, Inc., by Alan L. Lerberg be approved.  He indicated the reason for this 
application is due primarily to the death of Gary Lerberg and settling the estate. 

 
Mr. Ereth stated the only problem the Federal Reserve Bank of Minneapolis 

had with the application was an affirmative answer as to any previous enforcement 
action.  Mr. Ereth indicated in the early 1990s the bank was subject to enforcement 
action and one of the major hurdles was funding of the Allowance for Loan and 
Lease Losses.  Gary Lerberg was adamant that the Allowance was adequate; 
however, the regulatory authorities did not agree and eventually the Allowance was 
funded at what the regulatory authorities felt was adequate. 

 
It was moved by Member Moldenhauer, seconded by Member 

Zeltinger, approved by a vote of 6 to 0, with Member Daniel absent, to 
approve the application by Alan L. Lerberg for prior approval to acquire 
control of Peoples Bankshares, Inc., Parshall. 
 
 
FIRST WESTERN BANK & TRUST, MINOT – ESTABLISHMENT OF 
LOAN PRODUCTION OFFICE 
 
 Chairman Karsky indicated he granted approval to First Western Bank & 
Trust, Minot, on April 30, 2002, to establish a Loan Production Office (LPO) at 
13755 First Avenue North, Plymouth, Minnesota, after he had requested comments 
from the Minnesota Department of Commerce.  The Minnesota Department of 
Commerce did not have any comments, and the application was approved. 
 
 
PROPOSAL TO AMEND CHAPTER 13-02-14, NORTH DAKOTA 
ADMINISTRATIVE CODE, LIFE INSURANCE 
 
 At 9:30 a.m. Scott Richardson of Clark Bardes Consulting, Minneapolis, 
MN, was added to the conference call. 
 
 Chairman Karsky opened the discussion indicating that the Board members 
should have a copy of the North Dakota Administrative Code which includes the 
Section on authority to purchase life insurance, as well as a copy of the comments 
submitted by Clark Bardes Consulting and Eide Bailly, LLP.  Chairman Karsky 
indicated that Larry Kemnitz and Greg Honl, both with Eide Bailly, LLP, had met 
with him and Assistant Commissioner Entringer to discuss the possibility of 



amending the North Dakota Administrative Code because of the perceived 
problems detailed in the enclosure.  Chairman Karsky indicated it was decided to 
present this for the Board’s consideration and to have Mr. Kemnitz and Mr. 
Richardson discuss their concerns with the North Dakota Administrative Code.   
 
 Mr. Kemnitz indicated the reason the item is on the agenda is because there 
is an issue with their bank clientele as far as recruiting and retaining key talent.  In 
order to assist their clients, Eide Bailly partnered with Clark Bardes Consulting, a 
company that specializes in employee benefits and in particular the banking 
industry.  Mr. Kemnitz indicated to structure these benefits they have run into 
difficulties particularly with the North Dakota Administrative Code which is 
outdated and presents a problem as far as competing with neighboring states which 
have either adopted statutes or guidelines which parallel the federal statutes to 
address the investment in key person life insurance. 
 
 Mr. Richardson indicated it is an issue of competitiveness particularly with 
national banks and since the North Dakota Administrative Code rule was adopted 
there have been two pronouncements from the federal regulatory authorities.  What 
the Clark Bardes Consulting group has found is that other states follow the OCC’s 
2000-23 Bulletin as the guidance when investing in key person life insurance.  Mr. 
Richardson indicated that when Greg Honl and Larry Kemnitz visited with 
Chairman Karsky and Assistant Commissioner Entringer, two specific examples of 
problems were discussed regarding North Dakota banks which would not arise 
under the OCC guidance.  Mr. Richardson indicated that South Dakota has adopted 
a code which mirrors the federal guidance and puts North Dakota banks at a 
competitive disadvantage. 
 
 Chairman Karsky asked Mr. Richardson to review for the Board, section by 
section, their concerns identified in their Memorandum.  Mr. Richardson 
completed reviewing the proposal for the Board, and Chairman Karsky asked him 
if he would be willing to draft proposed language for the Board’s consideration to 
amend the North Dakota Administrative Code.  Mr. Richardson indicated he would 
submit proposed language for the Board’s consideration.  Assistant Commissioner 
Entringer indicated he would e-mail Mr. Richardson a copy of the North Dakota 
Administrative Code in a word document format. 
 
 The Board recessed at 10:05 a.m., and reconvened at 10:15 a.m. 
 
 



TITLE II OF SENATE BILL NO. 1860 – INVESTMENT IN QUALIFIED 
NON-PROFIT CORPORATIONS BY BANKS – PERMISSIBILITY UNDER 
NORTH DAKOTA CENTURY CODE CHAPTER 6-03-47.2 
 
 Assistant Commissioner Entringer indicated Roger Munson, President of 
The Citizens State Bank of Finley, had inquired as to whether investment in a 
qualified non-profit corporation under this proposed Senate Bill would be a 
permissible investment for North Dakota banks.  Section 6-03-47.2(2), NDCC, 
states that state banking associations may invest its funds in equity and debt 
instruments of corporations or projects designed primarily to promote community 
welfare such as economic rehabilitation and development of low income areas, 
subject to approval and regulation of the State Banking Board, but not to exceed 
for the total of all investments under this Section, 10% of the combined capital and 
surplus of the banking association.  Assistant Commissioner Entringer indicated he 
told President Munson it was possible for the Board to consider this qualified non-
profit corporation as a project designed to promote community welfare, including 
economic rehabilitation, adding that he would present the proposal to the State 
Banking Board for its consideration. 
 
 Assistant Commissioner Entringer reviewed the proposal Senate Bill and 
stated it appears under Title III, Section 301, that the authorized investors may 
include insured depository institutions and, therefore, would likely be a permissible 
investment for a state-chartered bank. 
 
 
2002 ANNUAL ASSESSMENT POLICY FOR STATE-CHARTERED 
BANKS AND TRUST COMPANIES 
 
 Joan Becker, Director of Administration, joined the meeting at 10:15 a.m. 
 
 Chairman Karsky reviewed the Memorandum for the Board, including the 
projected revenue and expenses for the next fiscal year.  The May 3, 2001, 
Memorandum had indicated the Department is projecting a carryover of $68,608 at 
the end of June 30, 2001, however the actual carryover was $78,644.  The current 
projection is for a small carryover as of June 30, 2003, and the Department still 
expects to be able to continue to operate without having to increase the 
assessments. 
 



 Chairman Karsky reviewed the deviations which are considered material 
from the revenue and expenses, including the salaries and benefits.  A review of 
the salary plan for the current biennium indicates a 7% decrease due to vacancies 
in examiner positions, as well as the vacancy in the Chief Examiner – Banks 
position.  The Department currently has two vacant examiner positions which we 
intend to fill by July 2002.  The Chief Examiner – Banks position was filled in 
January 2002.  The Department’s operating line item is at 9% increase for the 
biennium due to increased travel resultant from the training of new examiners.  
Since July 2001 the Department has hired four new examiners, as well as the 
proposed hiring of two additional examiners in July 2002, which will continue to 
increase the travel required for training.  Also in the operating line item is the cost 
of implementing the Department’s record management program which has to date 
cost the Department approximately $120,000 versus the estimated $56,000.  The 
Department proposed to increase the equipment line item in this fiscal year to 
purchase new laptop computers for field examiners.  The Governor has now asked 
all agencies to submit a 95% budget for the 2003-2005 biennium; for the 
Department, this 5% decrease will result in approximately $180,000.  In order to 
meet this decrease it will be impossible to replace needed laptops in the next 
biennium.  The other material deviation from revenue and expenses is the interstate 
branches and intrastate mergers.  The 2002 bank assessment schedule has been 
adjusted for mergers between state and national banks which are expected to be 
consummated by the July 1 assessment date.  The mergers are noted within the 
schedule which also adjusts for assets shown for North Dakota home state banks 
with out-of-state branches in order to reduce the asset figure to adjust for 
assessments paid to the host state. 
 
 Chairman Karsky indicated it is the Department’s recommendation that the 
Board adopt the policy as adopted in 1989.  The projections in the policy do not 
show an increase in assessments, but also the projections do not have a significant 
enough reserve to provide a credit this year.  Previously the Board established a 
policy of trying to project a carryover of 5% of the total budget or approximately 
$124,000.  The projected carryover of approximately $101,000 represents a 4% 
reserve.  Chairman Karsky indicated it is recommended the State Banking Board 
policy adoption include the aforementioned changes to the allocation of 
Department salaries and benefits and equipment expenses. 
 
 Chairman Karsky discussed the Department’s desire to increase examiner 
salaries in the next biennium, as well as add two additional positions: one for the 
bank examiners, and one for the credit union examiners.  Chairman Karsky stated 



the Department feels another reason for the turnover in the examination field staff, 
in addition to the travel, is that the salaries are less competitive than they have been 
in the past.  The Department is reviewing the possibility of increasing the grades in 
order to raise the salaries for the examination field staff and to make it more 
competitive not only with banks, but with the federal regulatory counterparts. 
 
 After discussion, it was moved by Member Baertsch, seconded by 
Member Braseth, and carried by a vote of 6 to 0, with Member Daniel absent, 
to approve the 2002 Annual Assessment Policy for State-Chartered Banks and 
Trust Companies. 
 
 The Board went into closed session at 10:38 a.m. 
 
 
 
 
______________________________  ______________________________ 
Timothy J. Karsky, Chairman   Robert J. Entringer, Secretary 


