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1999 HOUSE STANDING COMMITTEE MINUTES

BILL/RESOLUTION NO. 1104

House Industry, Business and Labor Committee

□ Conference Committee

Hearing Date January 12, 1999

Tape Number Side A SideB Meter #

24.2-32.5

Minutes:

CHAIRMAN BERG called the hearing for HB 1104 to order.

IB: 25.0 JOHN HOEVEN, Bank of ND. testified in support of the bill. (See attached testimony.)

IB: 26.6 REP. KOPPANG asked how many loans have been issued through this program. Mr. Hoeven said that

none have been issued, as it is still in progress. A number of insurance companies have agreed to get involved, but

they want some changes. Rep. Koppang continued by asking how the figure %10 was arrived at. Mr. Hoeven

believed that when Rep. Dorso had the bill drafted, he gave Legislative Council a number of figures.

CHAIRMAN BERG adjourned the hearing on HB 1104.

IB: 43.2 ACTION ON BILL Rep. Koppang made a motion for a DO PASS. The motion was seconded by Rep.

Johnson. A roll call vote was taken. The bill passed and Rep. Koppang will carry it to the House floor.



Date: /'/X

Roll Call Vote #:

1999 HOUSE STANDING COMMITTEE ROLL CALL VOTES
BILL/RESOLUTION NO. I/OY

House Industry, Business and Labor

I  I Subcommittee on
or

□ Conference Committee
Legislative Council Amendment Number

Action Taken yO/aS-S
Motion Made By ,

Representatives
Chair - Berg
Vice Chair - Kempenich
Rep. Brekke
Rep. Eckstrom
Rep. Froseth
Rep. Glassheim
Rep. Johnson
Rep. Keiser
Rep. Klein
Rep. Koppang
Rep. Lemieux
Rep. Martinson
Rep. Severson
Rep. Stefonowicz

Seconded
By

Yes I No Representatives
Rep. Thorpe



REPORT OF STANDING COMMITTEE (410)
January 12,1999 5:02 p.m.

Module No: HR-06-0521

Carrier: Koppang
Insert LC:. Title:.

REPORT OF STANDING COMMITTEE

HB 1104: Industry, Business and Labor Committee (Rep. Berg, Chairman) recommends
DO PASS (13 YEAS, 0 NAYS, 2 ABSENT AND NOT VOTING). HB 1104 was placed
on the Eleventh order on the calendar.

(1) LC, (2) DESK, (3) BILL CLERK, (4-5-6) GOMM Page No. 1 HR-06-0521
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1999 SENATE STANDING COMMITTEE MINUTES

BILL/RESOLUTION NO. HE 1104

Senate Industry, Business and Labor Committee

□ Conference Committee

Hearing Date February 9, 1999

Side BTape Number SdeA Meter #

415-2600

Committee Clerk Signature

Minutes: ^ y
Senator Mutch opened the hearing on HBI104. All senators were present.

Paul Govig testified in support of HBI 104. His testimony is included. Senator

Krebsbach asked if the fund has been utilized. Mr. Govig told her that it has not been used as of

this date. Senator Mutch asked how they define a low-risk loan. Mr. Govig told him that a low

risk loan is a loan that is 3% credit (income or corporate), or is % % over the T-bill. Senator

Krebsbach asked him if he felt that there should still be a cap left and if this loan be considered a

direct loan. Mr. Govig told her that the banks were not opposed to this legislation two years ago.

Senator Mutch closed the hearing on HBI 104.



Page 2

Senate Industry, Business and Labor Committee
Bill/Resolution Number Hbll04

Hearing Date February 9, 1999

Committee discussion took place on March 1, 1999.

Senator Thompson motioned for a do pass recommendation. Senator Heitkamp seconded his

motion. The motion carried with a 7-0-0 vote.

Senator Krebsbach will carry the bill.



Date; / i
Roll Call Vote #:

1999 SENATE STANDING COMMITTEE ROLL CALL VOTES

BILL/RESOLUTION NO. |lCH

Senate INDUSTRY, BUSINESS AND LABOR COMMITTEE Committee

j  I Subcommittee on
or

□ Conference Committee
Legislative Council Amendment Number

Action Taken

Motion Made By Seconded
By

Senators
Senator Mutch
Senator Sand

Senator Krebsbach
Senator Klein

Senator Mathem

Senator Heitkamp
Senator Thompson

Yes I No Senators Yes No

Floor Assignment



REPORT OF STANDING COMMITTEE (410)
March 5,1999 9:07 a.m.

Module No: SR-40-4092

Carrier: Krebsbach

Insert LC:. Title:.

REPORT OF STANDING COMMITTEE

HB 1104: Industry, Business and Labor Committee (Sen. Mutch, Chairman) recommends
DO PASS (7 YEAS, 0 NAYS, 0 ABSENT AND NOT VOTING). HB 1104 was placed
on the Fourteenth order on the calendar.

(1) LC, (2) DESK, (3) BILL CLERK, (4-5-6) GOMM
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TESTIMONY TO THE

HOUSE INDUSTRY BUSINESS AND LABOR COMMITTEE

HOUSE BILL 1104

JOHN HOEVEN-BANK OF NORTH DAKOTA

The Bank of North Dakota supports House Bill 1104 which enables the Bank of North Dakota to
increase the amount of its participation in loans originated by the North Dakota Low Risk
Incentive Fund. Currently, the Bank of North Dakota is limited to participation of 10% or less in
the loans. Passage of the bill should improve the acceptance of the fund with the insurance
companies which will provide funding for the program and in addition, should improve the
overall effectiveness of the fund.

The 1997 North Dakota Legislature authorized the establishment of the North Dakota Low Risk
Incentive Fimd. The law provides a tax credit against premium taxes paid by insmance
companies which participate in the fund. The purpose of the fund is to provide a low cost source
of financing for companies which will either locate or expand in North Dakota and increase
employment in the state. The fund will be managed by the Bank of North Dakota. To be
eligible, an applicant for financing must be in excellent financial condition.

Insurance companies investing in the fund will receive a tax credit of up to 3% of the amoimt
invested in the fund. The actual tax credit is determined by calculating the difference between
the loan interest paid by the borrower and the amount of interest that would have been paid
during the same period by applying an interest rate that is calculated by adding 3% to a
comparable Treasury rate. The objective is to provide financing to desirable companies at
treasury rates, while providing the insurance companies which invest in the ftmd, rates of return
in the range of the Treasury rates + 3%. For the insurance companies willing to invest, the fimd
provides an attractive return relative to the risk involved.

The maximum annual fiscal impact to the state of North Dakota is $750,000.
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During the 1997 Legislative session, the Legislature authorized the establishment of the Low
Risk Incentive Fund (N.D.C.C. 26.1-50). The law provides a tax credit against premium taxes
paid by insurance companies which participate in the fimd. The purpose of the ̂ d is to provide
a low cost source of financing for companies which will either locate or expand in North Dakota
and increase employment in the state. The fimd is to be managed by the Bank of NorA Dakota
(END). To be eligible, an ̂ plicant for financing must be in excellent financial condition. END
is required to co-invest in applicant companies along with the fimd.

Insurance companies investing in the fimd will receive a tax credit of up to 3% of the amount
invested in the fimd. The actual tax credit is determined by calculating the difference between
the loan interest paid by the borrower and the amount of interest that would have been paid
during the same period by applying an interest rate that is calculated by adding 3% to a
comparable Treasury rate. The objective is to provide financing to desirable companies at
Treasury rates, while providing the insurance companies which invest in the fimd, rates of return
in the range of the Treasury rates + 3%. For the insurance companies willing to invest, the fimd
provides an attractive retum relative to the risk involved.

For additional information, please contact Paul Govig at the Bank of North Dakota at 1-800-472-
2166 Ext. 5687.



1) 1997 North Dakota Legislature authorized the establishment of the Low Risk Incentive Fund
(N.D.C.C. 26.1-50). Tax credits under this section for all insurance companies may not
exceed $750,000 in a calendar year. If the full 3% differential permitted under the statute for
calculating the tax credit is utilized on all loans, the credit would cover $25,000,000 in
outstanding loan volume per year.

2) February 10,1998. Development meeting with insurance companies to determine the overall
level of interest in the fund at the Ramada Plaza Suites in Fargo.

3) Interested participants elect a governing board. The governing board must include a
representative of the Bank of North Dakota and the Department of Economic Development
and Finance. The governing board shall be responsible for adopting all fund policy and
procedures but the Bank of North Dakota shall administer the fund.

4) Fund applications are received. The Bank of North Dakota shall review each loan
application, report to the governing board whether the applicant qualifies for the fund and
make a recommendation to the governing board to either approve or disapprove the loan
application. BND will cany 10% of the loan itself. The borrowers may be, but more likely
will not be, rated by an investment service such as Moody's or Standard and Poor s. Actual
investment in the fund wiU not be made until a project is ready to be financed.

5) Projects are funded. The Bank of North Dakota shall administer aU loans issued by ̂  fund
and shall receive finm the fund a service fee of twenty-five basis points on all loans in place.

6) The governing board shall contract annually with a certified public accountant for the
performance of an audit and preparation of audited financial statements of the ̂ d prepared
in accordance with generally accepted accounting principles and a report containing an
analysis of the impact of the fund on the state's economy, business and employment activity
generated by loans from the fund, and the effects of that activity on state and local tax
revenues.

Investments by insurance companies are regulated by the respective state agencies in which the
insurance companies are chartered. North Dakota insurance companies and holding companies
are govemed by N.D.C.C. 26.1-05-19 and N.D.C.C. 26.1-10-02 respectively.



The fund may be used only for making loans to low-risk businesses for primary sector business
projects in North Dakota and no loan may be approved or made by the fund without a ten percent
participation in the aggregate amount of the loan by the Bank of North Dakota. "Primary sector
business" means an individual, corporation, limited liability company, partnership, or association
that through the employment of knowledge or labor adds value to a product, process, or service
which results in the creation of new wealth. Qualification as a primary sector business must be
determined by the Department of Economic Development and Finance. 50% of the amount
loaned from the fund during the first year of a biennium must be served solely for business in
rural areas. "Rural areas" means the area of the state not including territory vsdthin the corporate
limits of a city with a population of twenty thousand or more.

Eyftmpk

1)5 year treasury rate; 5.50%
2) Loan term: 5 years
3) Insurance company premium tax: $100,000
4) Investment return based on the loan amortization

Fund/Project Investment: $500,000
Interest Rate Received: (5.5%) 5 Year Treasury rate
First Year Interest Earned: $26,026.61
Yearly interest eamed at the Treasury rate + 3% (8.5%): $39,243.35

$39,243.35

Tax Credit $13,216.74

$100,000.00

Revised Premium Tax $86,783.26

Interest Rate Charged: (5.75%) 5 year Treasury rate +25 basis points
.25% interest rate service fee provided to END

Amount Borrowed: $500,000

First Year Interest Paid: $26,406.42
Use of Proceeds: Building and equipment



26.1-03-17. Commissioner to collect premium tax - Insurance companies generally -
Computation - Credits - Penalty - Estimated tax.

1  Before issuing the annual certificate required by law, the commissioner shall wllect from
every stock and mutual insurance company, nonprofit health
maintenance organization, and prepaid legal service organization, except a fraternal
benefit society, doing business in this state, a tax on the gross amount of
assessments, membership fees, subscriber fees, policy fees, ®®^'®®
third-party administrator providing administrative services to a group that s tor
hpalth care benefits and finance and service charges received in this state during thepSiSllS cSaTyl™, at the rate of t«o percent with respect to life insuranc^one and
three-fourths percent with respect to accident and health insurance, and one and
thrpp fourths oercent with respect to all other lines of insurance. This tax does not apply to
Snslderatn^ lax la payable on or before March liral Mowing the
vear for which the tax is assessable. Collections from this tax must be deposited in the
insurance tax distribution fund under section 18-04-04.1 but not in an ®4 n«f?n anv
one-half of the biennial amount appropriated for distnbution under section 18-04-05 in any
fiscal year. Collections from this tax exceeding the amount deposited in the insurance tax
distribution fund each fiscal year must be deposited in the general fund in ̂ 1^® ̂ ®^®
treasury. If the due date falls on a Saturday or legal holiday, the tax is payable on the next
succeeding business day.

2  An insurance company, nonprofit health service corporation, health rnaintenance
oroanization or prepaid legal service organization subject to the tax imposed by
SseS 1 is entitied to i credit again& the tax due for the amount of any asses^ent
oaid as a member of a comprehensive health association under subsecton 4 of sectoon
26.1-08-09 for which the member may be liable for the year in >^ich the assessment w^
paid, a credit as provided under section 26.1-38.1-10, a cr^it against the tp ^
amount equal to the examination fees paid to the commissioner u^er secti^s 26.1-01-^,
26 1-02-02, 26.1-03-19.6, 26.1-03-22, 26.1-17-32, and 26.1-18-27, and a credit against^
tax due for an amount equal to the ad valorem taxes, whejer dir^t or in the form oUeni
on that proportion of premises occupied as the principa^ffice m this
of the year for which the tax is paid. The credits under ̂ is subsecton rnust be prorated on
a quarterly basis and may not exceed the total tax liability under subsection 1.

3  Any person failing to pay the tax imposed by subsection 1. within the 'S
subject to a penalty of five percent of the amount of tax due or one hundr^ dollars,
whichever is greater, plus interest of one percent per month on the unpaid tax for each
month or fraction of a month of delay, excepting the first day after the t^ b^me due, or
twenty-five dollars per day. whichever is greater. Any person failing to file the appropriate
tax statement required by rule if the tax is zero is subject to a penalty of twenty-five dollars
oer day for each day's neglect not to exceed five hundr^ dollars, the commissioner, d
satisfied that the delay was excusable, may waive, and if paid, issue a premium tax credit
for all or any part of the penalty and interest.

4  Every stock and mutual insurance company, nonprofit health sen/ice coloration, health
maintenance organization, and prepaid legal seryi<» organization,
benefit society, doing business in this state required to pay pr^ium t^es in this state
shall make and file a statement of estimated premium taxes. The statement and payment
must be made on a quarterly basis as prescribed by the coioi'fs'oner. Failure of a
company to make payments of at least one-fourth of either the total tax paid during the
previous calendar year, or eighty percent of the actual tax for tlie current cal^dar year,
shall subject the company to the penalty and interest provided in subsection 3.

5  If an amount of tax, penalty, or interest has been paid which was not due under the
of ttiis SKtion, a refund may be issued to the tax^yer who made th? errors

oavment. The refund is allowed as a credit against any tax due or to be^me due under
this section or as a cash refund, at the discretion of the commissioner. The t^payer who
made the erroneous payment shall present a claim for ref^ to tae
than two years after the due date of the return for the penod for which the erroneous
payment was made.



In lieu of the tax required by subsection 1, the commissioner sh^l
subiect to this section an annual filing fee in the amount of two hundred
the total tax liability of the entity pursuant to subsection 1 is less than ̂ o ItfaAt
No annual filina fee is due or may be collected from an entity if its total tax liability pursuit
!i sSlton ? is in e^oSs ol Jo hundred dollars. The annual filing fee may be reduced
by any credits available pursuant to subsections 2 and 5.



CHAPTER 26.1-50

NORTH DAKOTA LOW-RISK INCENTIVE FUND

26.1-50-01. Definitions. As used in this chapter:

1. "Fund* means the North Dakota low-risk incentive fund.

2  -Governing boarrf means the board ol directors of the "ipotajOT or board of governors of
the limited liability company established under section 26.1-50-02.

n  -Insurer- means any foreign or domestic corporation, associato, berielll ^tjr,eSge, paTership, limitSi liability company, or individual engaged as pnnapal in the
business of insurance in this state.

A  -Primarv sectof business* means an individual, corporation, limited fixity
cS^hipTa^X lhat through the employment ot knowledge or ̂

nrSss or service which results in the creation of new wealth. Qualification
S a prim^' sector business under this subsection must be determined by the department
of economic development and finance.

Oft 1 ftn-n9 Pfttabllshment - Organization. Any insurer or group of insurers nwy establish a
.^rsSn orbited liS a^I^to^^ and operate the North Dakota low-ri^kKentw fund,corporation or I mitM ii^iJV y authorilv reoarding the articles of incorporation or articles of

net profit of ttie fund in any of the first five years of operation.
26 1-50-03. North Dakota low-risk Incentive fund use. The fu^ may ^

makinn lo^ to low-risk buslnesses for primary sector business projects in this statemaking lo^ w »w nsK o^ine;^ i^ ^ participation in the aggregate amount of the

S!s^°r^?^B^?NSrth DakS^ KSTS North Dakota in a loan may notAtoanfromthefurximaynotbem^toan
exce^ t^ pe^t of establish the rale of interest and terms of repayment for a loan from

^fS^r^^rt STthe amount loaned from the fund during the first year of a^ium mi^l»
^  c«Sk/^r^uskie^es fo ̂  areas. The remainder loaned from the fund may be used in
[SSn w rural areas For purposes of this section, "rural areas" means the area ̂  the state not
iildSdii^ "L the iSJ^rate nmits ol a dty with a population of twenty thousand or more.

OR 1 Rn-04 Loan administration. An application for a loan from the fund rnust attain the

Wn srns SJSts cSti." « S f!^«a SS
Sl^ut?i?S&r^Th€^Bank of North Dakota shaH administer al loans issued by the fund and shall
^ ̂ fee of twenty-five basis points on an loans in place. The commissionerr^ive from of insurers in connection with the fund to assure
of juq fund shall pay for the costs of an examination and no credit may be
rw^^yTnte"! lo^plynStl o'f —S costs as otherwise provided under sectioo 26.1-03-17.

261-50-05. Audited financial statement - Report of fund operations. JJ®,, anni laiiv with a certified oulDlic accountant for performance of an audit and preparation of
»^ S^SJL:rsts ̂ ts STIe hiS m accordance with generally accepterl acc^ai^it^ finaTOi^stateme^ oT^ lu ^ ^ ^coriomy.

oL?a!i?^kmDlo?^en?actLitY^enerated^ loans from the fund, and the effects of that activity on
w^^fSS ?eCn^ef ̂eS^ Sard shall provide the financial statements and r^ o?S'®go«n!Sftl^~.i;Sne?S??SS, arvJ legislative <»rncit arvl make copes avarlable to



the public. The cost of the audit and preparation of financial statements and report must be paid from
die fund.

26.1-StWW. Tax credit • Penalty. If the requirements of this chapter are met. an insurer is
entitled to a credit against taxes due under section 26.1-03-17 as determined under this section.

1  An insurer making or participating in a loan under this chapter is entitled to ̂  ^
credit calculated lor each calender year the loan is in place. The amount of the credit is
the difference between:

a. The participating insurer's share of the interest earned on the loan during the calendar
year: and

b. The participating insurer's share of an amount of interest
earned during the same period by applying an interest rate,
three hundred basis points to a comparable treasury secunty rate at the date of the
issuance of the loan.

2. The maximum credit allowed an insurer for any calen^ year is the arrant of i^eres^^
would have been earned during the period by applying an interest ̂ ^teof mrw hur^^
basis points. A credit may not be allowed if the interest earn^ exceeds the interest that
would have been earned by applying the calculation in subdivision b of subsection 1.

3  The credit may not exceed ttie total amount of the insurer's tax liability under sut)section 1
of section 26.1 -03-17 and no unused credit may be carried forward.

4. Credits under this section for all insurers may not exceed seven hundred fifty thousand
dollars in a calendar year.

261-504)7. Assets of Insurers. The amount of a loan made by an in^rer or the
insurer's participation in a loan made under this chapter may not be
insurer's annual statement as an admitted asset except to the extent provided under subsection 33 o
section 26.1-^5-19.



%

26.1-05-19. Authorized Investment of funds of insurance companies. A domestic
insurance company may invest any of its funds and accumulations in.

I, Securities or obligations made specifically eligible for such investment by law.

2  Bonds or other evidences of indebtedness issued, assumed, or guaranteed by the United
sS2 d Sica, tL District of Columbia, or by any state, territory, or insular possession
of the United States or by any county, city, township, school district, or other civi division of
a sSe SS moi from spiial revenues or earnings speoiflcally pl^ for
the oavment thereof and those payable from special assessments, incl^uding rights to?urcSTor se^ Sse securffles obligaflons if ttrese righfs are trad^
market designated and regulated by a federal agency and purchased for legitimate
hedging, nonspeculative purposes.

3  Bonds or other evidences of indebtedness issued, assumed, or guaranteed by any
instrumentality or agency of the United States of America, including rights to Purchase or
sell these securities or obligations if these rights are trad^ upon a contract
designated and regulated by a federal agency and purchased for legitimate hedging,
nonspeculative purposes.

4  Notes or bonds secured by mortgage or deed of trust insured lay the federal housing
administrator, debentures issued by the federal housing administrator, and securities
issued by national mortgage associations.

5. Bonds issued by the industrial commission under chapter 4-36.

6. Bonds guaranteed under chapter 6-09.2.

7. Bonds issued by the North Dakota municipal bond bank pursuant to chapter 6-09.4.

8. Bonds issued by the state board of higher education under chapter 15-55.

9. Revenue bonds issued by the state water commission.

10. Interim financing notes issued by the state water commission pursuant to chapter 61 -02.

II. Warrants issued by a city under chapter 40-24.

12. Bonds or notes issued pursuant to chapter 40-33.2.

13. Bonds or other obligations issued pursuant to chapter 40-58.

14. Bonds issued under chapter 40-61.

15. Bonds issued under chapter 54-30.

16. Notes or other evidences of indebtedness of the North Dakota life and health insurance
guaranty association not in default.

17. Notes or other interest-bearing obligations of any state development corporation of which
the company is a member, issued in accordance with chapter 10-30.

18. Bonds or other evidences of indebtedness issued, assumed, or guaranty by fre
Dominion of Canada, or any province thereof, or by any municipality or district therein,
provided that the obligations are valid and legally authorized and issued.

19. Mortqaqe bonds and debentures of any solvent railway company duly incorporated and
authorized under the laws of this state or of any other state or insular fwssession of the
United States, or of the Dominion of Canada or of any province thereof.

20 Mortgage bonds and debentures of any solvent industrial public utility or finandal
corporation duly incorporated and authorized under the laws of the United States of

8.



America or of any state or Insular possession thereof, or of the Dominion of Canada or of
any province thereof, Including rights to purchase or sell th®®®
these rights are traded upon a contract market designated and regulated by a federal
agency and purchased for legitimate hedging, ncnspeculative purposes.

Preferred stock, of, or common or preferred sto<J nMhi°i?n^2 slatS' state
common stock of, any corporation organized under the laws of the United Stat^. any state
or possession of the United States, the Dominion of Canada, or any province of the
Dominion of Canada, Including rights to purchase or sell these securiti^ SL^Kral
these rights are traded upon a contract market designated and regulated by a f^er^
agency and purchased for legitimate hedging, nonspeculative purposes, subject to the
following restrictions and limitations;

a  The comoanv Issuing the preferred stock or guaranteeing the dividends on theSmmonK™Xve earned an average amount per annum at least »l^e
oercent of the par value of Its common and preferred stocks or in the case of stocks
E .4 ?a4e 4 its issued or stated v'alue outstanding at ttte date ol pur^ase,
over the period of seven fiscal years Immediately preceding the date of
which over such period earned an average annual amount at le^t ̂ ual to two
the total of Its annual Interest charges, preferred dividends, and dividends guaranteed
by It, determined with reference to the date of purchase.

h  The comoanv Issuing any common stock must have earned an average amcwnt perannur^Tfeasi^ual to six percent of the par value of Its capital stock or 'n
of stock having no par value of the Issued or stated value of such stock outstanding
at the date of purchase over the period of seven fiscal years immediately preceding
the date of purchase.

c  The comoany issuing or guaranteeing the stock has not been In arrears in thepayS of dSncte thereunder for i period of ninety days within the five-year penod
Immediately preceding purchase of the stock.

d  Investments In preferred, guaranteed, and common stocks may not exc^ in the
aggregate twenty percent of the life Insurance company s admitted assets.

Savings accounts, under certificates of deposit or In any other form. In solvent bante and
trust companies which have qualified for federal deposit insurance corporation P^t^t on,
shares and savings accounts, under certificates of deposit, '^vestment certificates, or in
any other form. In solvent savings and loan associations organiz^ under federal law or
state law of any state which have qualified for federal savings and loan insurarice
corporation protection, and shares and deposit accounts, under certificates of deposit or in
any other form. In solvent state or federally chartered credit unions which are by
the national aedit union administration. Investments In the shares and accounts are not
limited to, or by, the amount of any such Insurance protection. Short-terrn or liquidity
Investments such as certificates of deposit, repurchase agreements, bankers
acceptances, commercial paper, money market mutual funds, or current
In solvent banks and trust companies, savings and loan a^^iations, stete or federally
chartered credit unions. Investment brokerage houses which are regulated by a fwerai
agency, and such other types of Investments as may be deemed appropnate and
authorized by rule by the commissioner.

Loans made upon the security of Its own policies. If a life Insurance company, but no loan
on any policy may exceed the reserve value thereof.

Notes secured by mortgages on Improved unencumt)ered real estate. Including leaseholds
substantially having and furnishing the rights and protection of a first real estate mortgage,
within the United States of America or any province of the Dominion of Canarte. No loan
may be made under this subsection unless at the date of acquisition the tot^ indebt^ness
secured by such lien does not exceed seventy-five percent of the value of the property
upon which It Is a Hen. The loan may be made In an amount exceeding seventy-fi>re
percent so long as any amount over seventy-five percent of the value of the property
mortgaged Is guaranteed or insured by the federal housing administration or guaranteed

9.



#

bv the administrator of veterans' affairs or is insured by private mortgage
through an insurance company authorized to do business in this

on me basis of a final maturity not exceeding a
loan with an actual maturity date of the loan at any le^^an ̂ ®

Build^nas may not be included in the valuation of such property unless they aresnfflmTiderarrrnade payable to the company as its interest may appear. A loan rnay
not be rnade in excess of the amount of insurance carried on the buildings plus the valueS^th^iS fiotnsuran?^^^^^^ may hold less than the entire loan represented by the
bonds or notes described in this subsection except that a company may own part of an
aoareqate obligation if all other participants in the investment are insurance
SS to in North Dakota or banks whose depositors are insur^ by the
federal deposit insurance corporation or savings and loan associations wtiose "^embe s
are insure^by the federal savings and loan insurance corporation or unless the
the bonds or notes as well as all collateral papers, including insurance jtolicies,n c^S?n therewit^^^^^ made to and held by a trustee which is a solvent bank or trust
company having a paid-in capital of not less than two hundr^ fifty ,
pxceot in case of banks or trust companies incorporated under the lavi« of the ̂ ate of
North Dakota, wherein a paid-in capital of not less than orie hundred '®
reauired In case of proper notification of default, the trustee, upon request
twenty-five percent of the holders of the bonds outstanding, and proper
shall oroceed to protect the rights of the bondholders under the provisions of Jh© ̂ "^st
indentures An insurance company may acquire such an interest in real estate directly oras S ventCre or^ough a nmit^ o?general partnership in which the msuranc^
comoany is a partner. An insurance company acquiring such an interest in real estate on
the basis of a joint venture or through a limited or general partnership may acquire such anInterest so long as the company's interest does not exceed seventy-five percent of the
value of the property.

First mortgage bonds on improved city real estate in any st^e, issu^by a
dulv incoroorated under the laws of any state of the United States of America, if the loans
on the real estate are made in accordance with the requirements as to first mortgage loans
in subsection 24.

Real estate for the production of income or for improvement or development for the
production of income subject to the following provisions and limitations:

a. Real estate used primarily for farming or agriculture may not be acquired under this
subsection.

b  Investments made by any company under this subsection may not at any time exceed
ten percent of the admitted assets of the company.

c  An investment in any single parcel of real estate acquired under this subsection may
not exceed two percent of the admitted assets of the company.

d. The real estate, including the cost of improvements, must be valued f Jf osun^
improvements may be depreciated annually at an average rate of not less than two
percent of the original cost.

e. An insurance company may acquire such real estate or an int^st in such real estate
directly or as a joint venture or through a limited or general partnership in which the
insurance company is a partner.

Land and buildings used as home or regional offices, subject to the following provisions
and limitations:



a  Land and buiWngs thereon In which It has its principal office
■  including regional offices requisite for its convenient accommodation in the

transaction of its business.

b  Investments or total commitment in the land and buildings may not agg^^a^e moreSen percent of the companys admitted assets without the consent of the
commissioner.

r  ThP rpal estate includinq the cost of improvements, must be valued at cost and theSpr^vemelfS^^^ annually at an average rate of not less than two
percent of the original cost.

Investments by loans or otherwise, in the purchase of electric or mechanical fnachines,
inriiidinn software constituting a data processing system. The company may hold the
svstem as an admitted asset for use in connection with the business of tiie company if its
aooreaate cost does not exceed five percent of the admitted assets of the comply andfhf Ssfof me constituting the system is fully amortized over a^iod^^^ not to
exceed seven years. If a data processing system consists of separate
acquired at different times, then the cost of each component must be ®
period not to exceed seven years commencing with the date of acquisition of each
component.

Promissory notes amply secured by the pledge of bonds or other evi^ixes
indebtedness in which the company is authorized to invest its funds by the provisions of
this section.

Ownership of, or loans secured by first liens upon:

a. Production payments or interests therein payable from oil, 9®^. M^oj^ns,
or other minerals in producing properties located in areas of established and
continuing production within the United States or the adjacent rontinental s^^reas,
which production payments are dischargeable from property interests ®Wrai^ by
independent petroleum engineers at the time of the acquisition or
current martlet prices, to have a current market valu^f at
oercent of the purchase price of, or the amount loaned upon the security of, such
Reduction payments. The term "production
hydrocarbons, or other minerals in place or as produc^ whi(^ J!lL
thereof to a specified fraction or percentage of production or ̂ ®
until a specified or determinable sum of money h^ been received,
investment qualities and characteristics in which the speculative elements are not
predominant.

b. Royalty interests, overriding royalty interests, net profit
working interests, or other interests or rights in oil, gas, other ̂ ydroca^s, or other
minerals in place or as produced, which interests or rights may t)e subject to
production payments of the nature described in sutxJivision a.

No domestic insurance company may invest more than five percent of its ®®®®^
in the ownership of such interests or rights. In determining the amount invested in su^
interests or rights at any given time, each insurance company may evaluate such
Sts in sTh m^^^ as will permit it to amortize the interests or rights owr a period of
Smffing more than seventy-five percent of the ̂ llar v^ue of ̂ r^verable
production accruing to such interests or rights will be produced, as determined by
independent petroleum engineers at the time of investment.

Obligations secured by a pledge of personal property, as follows.

a  Tangible personal property, or equipment trust cerfficates or other m^niente
evidencing an interest in or debt secured by tangible P®^®®"®' J® ®
riqht to receive determined portions of rental, purchase, or other fi)^ obligatory
payments for the use or purchase of such tangible personal property.



tangible personal property.

The aggregate outstanding investmerrt rtra^ under sub<Jiv®ons a and b may not exoeed
five percent of tfie admitted assets of the life insurance company.

Loans securities or investments issued by a small business investment comjwny createdbS me My?on a Fund. Incorporated, and licensed by the smal business
administration under the Small Business Investment Corn^pany Act of 1958

mav not at any one time exceed either seven percent of the company s adrnitted assete or
the amount equal to the company's capital and surplus in excess of the minimum cap
and surplus required by law. whichever is less.

authorized by statute to invest their funds.

This seolion does not prohibit a oompany from taking any action
fn«»r^:pe°!t;=re5t



26.1-10-02. Subsidiaries - Additional investment authority - Exception from Investment
restrictions.

1. Any domestic insurance company, either by itself or in cooperation with .. .
persons, may organize or acquire one or more subsidiaries engaged in the following kinds
of business;

a. Any kind of insurance business authorized by the jurisdiction in which it is
incorporated.

b. Acting as an insurance broker or as insurance agent for its parent or for any of its
parent's insurance company subsidiaries.

c. Investing, reinvesting, or trading in securities for its own account, that of its parent,
any subsidiary of its parent, or any affiliate or subsidiary.

d  Management of any investment company subject to or registered pursuant to the
Investment Company Act of 1940, as amended, including related sales and services.

e. Acting as a broker-dealer subject to or registered pursuant to the Securities Exchange
Act of 1934, as amended.

f. Rendering investment advice to governments, government agencies, corporations, or
other organizations or groups.

a. Rendering other services related to the operations of an insurance business including,
but not limited to, actuarial, loss prevention, safety engineering, data processing,
accounting, claims, appraisal, and collection services.

h. Ownership and management of assets which the parent corporation could itself own
or manage.

i. Acting as administrative agent for a govemmental instrumentality performing an
insurance function.

j. Financing of insurance premiums, agents, and other forms of consumer financing.

k. Any other business activity determined by the commissioner to be reasonably
ancillary to an insurance business.

I. Owning a corporation or corporations engag^ or organized to engage exclusively in
one or more of the businesses specified in this section.

2  In addition to investments in common stock, preferred stock, debt obligations, and other
securities permitted under all other sections, a domestic insurance company may also:

a  Invest, in common stock, preferred stock, debt obligations, and other securities of one
or more subsidiaries, amounts which do not exceed the lesser of five percent of the
insurance company's admitted assets or fifty percent of the company's surplus as
regards policyholders; provided, that after the investments the company's suylus as
regards policyholders will be reasonable in relation to the compan/s outstanding
liabilities and adequate to its financial needs. In calculating the anxiunt of the
investments, there must be included:

(1) Total net moneys or other consideration expended and obligations assumed in
the acquisition or formation of a subsidiary, including all organizational
expenses and contributions to capital and surplus of such subsidiary whether or
not represented by the purchase of capital stock or issuance of other secunties.

(2) All amounts expended in acquiring additional common stock, preferred stock,
debt obligations, and other securities, and all contributions to the capital or
surplus, of a subsidiary subsequent to its acquisition or formation.
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b. Invest any amount in common stock, preferred stock, debt obligations, and other
securities of one or more subsidiaries; provided, that each subsidiary agrees to limit
its investments in any asset so that the investments will not cause the amount of the
total investment of the insurance company to exceed any of the investment limitations
specified in subdivision a of subsection 2. The total investment of the insurance
company" includes:

(1) Any direct investment by the company in an asset.

(2) The company's proportionate share of any investment in an asset by any
subsidiary of the company, which must be calculated by multiplying the amount
of the subsidiary's investment by the percentage of the company's ownership of
such subsidiary.

c. With the approval of the commissioner, invest any amount in common stock,
preferred stock, debt obligations, or other securities of one or more subsidiaries;
provided, that after such investment the insurance company's surplus as regards
policyholders will be reasonable in relation to the company's outstanding liabilities and
adequate to its financial needs.

Investments in common stock, preferred stock, debt obligations, or other securities of
subsidiaries made pursuant to subsection 2 are not subject to any of the othen/vise
applicable restrictions or prohibitions applicable to such investments of insurance
companies.

Whether any investment pursuant to subsection 2 meets the applicable requirements
thereof is to be determine immediately after such investment is made, taking into account
the then outstanding principal balance on all previous investments in debt obligations, and
the value of all previous investments in equity securities as of the date they were made net
of any return of capital invested, not including dividends.

If an insurance company ceases to control a subsidiary, it shall dispose of any investment
therein made pursuant to this section within three years from the time of the cessation of
control or within such further time as the commissioner prescribes, unless at any time after
the investment has been made, the investment has met the requirements for investment
under any other section, and the company has so notified the commissioner.



TESTIMONY TO THE

SENATE INDUSTRY BUSINESS AND LABOR COMMITTEE

HOUSE BILL 1104

PAUL GOVIG-BANK OF NORTH DAKOTA

The Bank of North Dakota supports House Bill 1104 which enables the Bank of North Dakota to
increase the amount of its participation in loans originated by the North Dakota Low Risk
Incentive Fimd. Currently, the Bank of North Dakota is limited to participation of 10% or less in
the loans. Passage of the bill should improve the acceptance of the fund with the insurance
^dinpanies which will provide funding for the program and in addition, should improve the
overall effectiveness of the fund.

The 1997 North Dakota Legislature authorized the establishment of the North Dakota Low Risk
Incentive Fimd. The law provides a tax credit against premium taxes paid by insurance
companies which participate in the fimd. The piupose of the fimd is to provide a low cost source
of financing for companies which will either locate or expand in North Dakota and increase
employment in the state. The fund will be manned by the Bank of North Dakota. To be
eligible, an applicant for financing must be in excellent financial condition.

Insurance companies investing in the fund will receive a tax credit of up to 3% of the amount
invested in the fimd. The actual tax credit is determined by calculating the difference between
the loan interest paid by the borrower and the amount of interest that would have been paid
during the same j)eriod by applying an interest rate that is calculated by adding 3% to a
comparable Treasury rate. The objective is to provide financing to desirable companies at
treasury rates, while providing the insurance companies which invest in the fund, rates of return
in the range of the Treasury rates + 3%. For the insurance companies willing to invest, the fund
provides an attractive return relative to the risk involved.

The maximum annual fiscal impact to the state of North Dakota is $750,000.


