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Tho meeting wus cullnd to order. All committee members present. Hearing wus opened on H B 

1176 roluting to uuthorizcd investment of funds of insurance companies und rclnsurnncc credit 

for n domestic insu1·cr. 

Carole Kessel, Chief Examine,-, ND Insurance Dept. Intent : to bring certain accounting related 

provisions into conformity with stntutory guidelines. Expluincd proposed changes ;-elated to 

codification of statements of statutory accounting principle~, written testimony attached, 

Senator Espcgard : All of these changes arc consistent with the manual? 

C Kessel : All except four requested by the industry: I) loan to value change for mortgage loans: 

2) five year depreciation period on data processing equipment (at the request of the health 

industry because the manual says three years but federal statutes say ft vc years); 3) ex pans ion of 

authority to invest in foreign investments; 4) to require authorization by lJOard of directors for 

officer and director•s salaries exceeding $ I 001000. 
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HOUSE BILL NO. 1176 

Carole Kessel 
Chief Examiner, North Dakota Insurance Department 

Industry, Business and Labor Committee 
Representative Rick Berg, Chairman 

January 16, 2001 

TESTIMONY 

Mr. Chairman and members of the committee: 

House Bill No, 1176 revises certain accounting-related provisions in our Insurance statutes 

to provide for greater consistency with the statutory accounting guidance, Insurance 

companies are required to provide financial Information so that the financial condition of 

• the companies can be analyzed. Senate Bill No, 2156, the 1999 Leglslatlve Assembly 

specifically authorized the Insurance Commissioner to adopt the National Association of 

Insurance Commissioner's (NAIC) Accounting Practices and Procedures Manual M Effective 

January 1, 2001 (the 11Manual"), This new accounting guidance is the result of a 4Myear 

project, which revamped the prior manuals. All states have adopted the new version of the 

Manual. 

• 

The Manual must be followed by Insurance companies to the extent that the statutes and 

regulations of the state of domicile are silent or do not conflict with the Manual. In the 

event of a confllct, companies must comply with the accounting practices and procedures 

prescribed by the state of domlclle, but the difference In accounting tree1tment must be 

disclosed In the financial statements, This bill reconciles the differences between our laws 

and the Manual. 

Also, Insurers' suggestions for several additional revisions to the Investment and general 

Insurance provisions have been Incorporated Into House BIii No. 1176. 

1 
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A detailed explanation of each statutory change contained in House Bill No. 1176 is 

attached to this testimony and a brief summary of each section of the bill is noted below. 

Sections 1 and 2 expand the scope of authorized investmencs and Investment practices 

to speclflcally permit ownership of assets that are treated as admitted assets in the Manual, 

for example. interests in limited liability companies, loanwbacked securitiesl mutual fundsl 

and other equity types 1 construction loans, and certain foreign investments. Section 2 also 

contains amendments to our authorized Investment provisions that: 

• F{emove earnings and dividend payment requirements in a stock acquisition; 

• Add percentage limitations for investments in stocks and construction loans; 

• Increase the loan to value requirement for mortgage loans from 75% to 80%; 

• Modify the definition of home office property; and 

• Reduce the maximum depreciation period for a data processing system from 7 

years to 5 years . 

Section 3 amends a provision applicable to domestic life insurers that will require 

authorization by the company's board of directors for officer and director salaries 

exceeding $100,000 rather than the current limitation of $50,000. 

Sections 4 and 5 address changes to the Insurance holding company provisions under 

Chapter 26.1-10. The most significant change permits a subsidiary of a domestic company 

to conduct any kind of business activity; whereas, current law specifies insurance-related 

business activities that may be conducted by a subsidiary. In addition, an existing 5% 

!Imitation on Investments In subsidiaries Is Increased to 10% of admitted assets, 

Section 6 deletes a provision that prohibits commercial Insurance carriers from estimating 

premiums during the 180-day period after a policy's expiration date. This restriction 

conflicts with the Manual's accounting treatment for audit premiums and retrospective 

premiums, 

2 
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Finally, Sections 7 and 8 amend reinsurance credit provisions under Chapter 26.1-31.2 by 

adding language to require a qualifying reinsurer to be licensed to write or assutr:e the 

class of business that is reinsured, by changing approval and filing requirements for a 

reinsurance trust fund, and by modlfylr,g requirements for letters of credit used to secure 

reinsurance transactions. 

Passage of House Bill No. 1176 is an important step in Implementing the accounting 

guidance contained ln the new version of the Accounting Practices and Procedures Manual 

and In assuring consistency between the provisions in our insurance law and the 

accounting standards followed by the Insurance Industry. We urge your support of House 

Bill No. 1176 . 

3 
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ATTACHMENT 

Summary of Prop1)sed Legislative Changes Related 
to Codification of Statements of Statutory Accounting Principles (SSAPs) 

The North Dakota Department of Insurance has adopted the new Accounting Practices and 

Procedures Manual - Effective Januaty 1, 2001 which codifies statutory accounting 

standards into numerous Statements of Statutory Accounting Principles (SSAPs). The 

Department's staff has evaluated each SSAP to identify standards that may conflict with 

provisions in North Dakota 1s insurance laws and regulations. In the event of a conflict, the 

state's statutory provisions supercede the SSAP provisions in preparing the company's 

annuAI statement and audited financial statements. Allowirig a conflict to stand may result 

In a permanent accounting difference that the insurer must quantify and reconcile each 

year ln order to properly disclose the difference in Its annual statement and audited 

financial statements. The rroposed amendm9nts contained in this bill are intended to 

eliminate conflicts between North Dakota law and the SSAP provisions . 

Section 1 

• SSAP 48 treats Investments In limited liability companies as admitted assets. North 

Dakota Investment statutes currently do not authorize Investments in limited liability 

companies. Subsections 2 and 3 of Section 26 .1-05-18 are amended to exempt 

authorized real estate limited llabllity companies from the statutory prohibitions 

relating to joint ownership of securities or property and to restrictions on the sale of 

property. 

• SSAP 21 treats as non-admitted any collateral loan balance In excess of the fair 

value of a pledged Investment. North Dakota law prohibits unsecured loans or 

Inadequately secured loans, treating the entire loan balance as non-admitted If the 

loan Is Inadequately secured, To conform to SSAP 21, subsection 5 of Section 

26.1-05-18 ls amended to delete the phrase "to the full extent of the Investment" In 

order to treat as non-admitted only the loan balance In excess of collateral security, 

1 
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Section 2 

• SSAP 43 treats loan-backed securities, such as pass-through certificates, 

collaterallzed mortgage obligations, and other securitized loans as admitted assets. 

North Dakota law does not specifically authorize investments in loan-backed 

securities. Subsections 2 and 20 of Section 26.1-05-19 are amended to add the 

term "loan-backed securities" to the classes of government bonds and corporate 

bonds that an lnsurer may acquire. 

• Subsection 20 of §26.1-05-19 is also amended to clarify an insurer's authority to 

Invest in U.S. and Canadian corporate bonds as reflected by industry practice and 

to specifically authorize participation certificates as a class of bond in conformity 

with SSAP 26. 

,, Subsection 21 of Section 26.1 -05-19 currently authorizes preferred and common 

stock acquisitions that meet applicable earnings and dlvldends~in•arrears tests; 

these tests are generally considered outdated and unnecessarily prohibitive by both 

the domestic insurance Industry and the Insurance Department. The earnings tests 

also c,~nfllct with SSAP 30 provisions that treat common stock acquired under 

subscription as an admitted asset. Subsection 21, paragraphs a through c, are 

amended to delete and replace these tests with a single issuer limitation of 3% of 

admitted assets and with an aggregate limitation for nonllfe Insurers equal to the 

greater of 25% of admitted assets or 100% of the Insurer's capita I and surplus, Life 

Insurers are already sl:Jbject to an aggregate limitation of 20% of admitted assets. 

The single issuer and aggregate limitations are consistent with similar safeguards 

in the NAIC's Defined Limits Model Investment Act which has been adopted by 

numerous states, 

• Subsection 21 of Section 26.1-05-19 Is also amended to Include master limited 

partnerships, American deposit receipts, and mutual funds under the common stock 

provisions and to Include mandatory sinking fund preferred stock under the 

preferred stock provisions. These proposed changes are consistent with the 

2 
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categories of common and preferred stock given in SSAPs 30 and 32 . 

SSAP 37 treats a construction loan as an admitted asset. North Dakota law 

authorizes mortgage loan~ on improved real estate only. To conform to SSAP 37, 

subsection 24 of Section 26.1-05w19 is amended to delete the term 11 improvod 11 and 

add the phrase "construction loans" to the existing mortgage loan provision. 

Provisions are also added to establish single parcel and aggregate limitations on the 

amount of construction loans that may be acquired by an insurer. These limitations 

are consistent with similar safeguards In the NAIC's Defined Limits Model 

lnvestmant Act. 

• Based on comments received from a North Dakota domestic life company, 

subsection 24 of Section 26.1-05-19 is also amended to change the loan-to-value 

requirement for mortgage loans from 75% to 80% If periodic payments are made 

annually. If this condition is not met, the 75% loan-towvalue restriction will apply, 

These provisions are consistent with the mortgage loan provisions in the NAIC's 

Defined Limits Model Investment Act. 

• As previously mentioned, SSAP 48 treats Investments In limited liability companies 

as admitted assets; whereas, North Dakota law currently does not authorize 

Investments In limlted llablllty companies. To conform to SSAP 48. subsections 24 

and 26 of Section 26.1 .. Q5w19 aM amended to permit an insurer to indirectly acquire 

an Interest In mortgage loans or real estate though an investment in a limited liability 

company, 

• SSAP 40 classifies "property occupied by the company" In a manner Incompatible 

with the North Dakota statutory provision that authorizes an Investment In land and 

buildings used as the home or regional offices of an Insurer. To conform to SSAP 

40, subsection 27 of Section 26.1-05-19 Is amended to delete language referring 

to principal and regional offices requisite for the convenient accommodation of 

buslne~s and add a requirement specifying that more than 50% of the square 
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footage of the property must be occupied by the company and its affiliates . 

SSAP 16 limits the treatment of electronic data processing (EDP) equipment and 

operating software as an admitted asset to 3% of an insurer's capital and surplus 

and It also establishes a maximum 3-year depreciation period for EDP equipment 

and software. North Dakota law allows an insurer to admit the cost of EDP 

equipment and operating software that does not exceed 5% of the company's 

admitted assets a11d restricts the depreciation period to a maximum 7 years. 

Comments received from a North Dakota domestiG health insurer reflect opposition 

to a 3-year depreciation r.:eriod due to conflicting federal accounting rules and a 

material Impact on its surplus. Upon consideration of these comments, the 

Department agreed to support a 5~year depreciation period. Therefore I subsection 

28 of Section 26.1-05-191s amended to replace the 5% of admitted assets limitation 

and 7 .. year maximum depreciation period with a 3% of capital f.md surplus limitation 

and a 5-ye~r depreciation period . 

• Based on comments received by a North Dakota domestic life company, a new 

subsection Is created under Section 26.1 ·05-19 to authorize Investments in foreign 

bonds and stocks Issued by a foreign jurisdiction or issued by a legal entity 

domiciled in a foreign jurisdiction. Per Issuer and aggregate limitations are imposed 

that are consistent with similar safeguards In the NAIC's Defined Limits Model 

Investment Act. 

Section 3 

• Based on comments received by a North D~kota domestic life company, Section 

26.1-05-31 :s amended to require authorization by a company's board of directors 

for officer and director salaries exceeding $100,000 rather than current limitation of 

$50,000, 

Section 4 
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SSAP 25 specifies accounting treatment for related party transactions that do not meet the 

standards set out In Appendix A-440. Ce.rtaln standards described in Appendix A-440 

conflict with North Dakota statutory provisions. To conform to Appendix A-440, the 

following amendments are proposed to Section 26.1-10-02: 

• In subsection 1, the provision allowing a subsidiary of a domestic insurer to conduct 

on1y llsted business activities ls deleted and replaced with language permitting a 

subsidiary to conduct any kind of business; 

• In subsection 2(a), the 5% limitation on investments in subsidiaries is changed to 

10% of admitted assets and a provision specifying how to calculate the amount of 

Investments Is modified by adding language to exclude Investments in domestic or 

foreign Insurance subsidiaries and HMOs; 

• In subsection 4, the provision requiring a determination of a qualified investment in 

a subsidiary lmmediotely after such investment Is made is deleted and replaced with 

language requiring the determination before the Investment Is made. 

Section 5 

Appendix A-440 also contains several standards that vary from those provided in Section 

26.1 .. 1 Q .. 05. To conform to Appendix A .. 440, the following amendments are proposed: 

• In subsection 1, add a provision to clarify that accounting information must be 

provided to support the reasonableness of charges and fees relating to holding 

company transactions. 

• In subGectlon 6, the quality and liquidity of Investments In subsidiaries Is replacEJd 

with those of afflllates as a required factor to be considered by the Commissioner 

In determining whether an Insurer's surplus Is reasonable for purposes of the 

chapter . 
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Section 6 

• SSAPs 53 and 66 require insurers to estimate audit premiums and retrospective 

premium adjustments and record the amounts as an immediate adjustment to 

premium. The provisions of Section 26.1 .. 24-1 O conflict with the SSAP requirements 

by prohibiting an estimation of premium subject to refund or payment during a 

commercial Insurer's performance of a premium audit. To conform to the SSAP 

requirements, the last sentence In Section 26.1 -24~1 O Is deleted. 

Section 7 

SSAPs 61 and 62 Incorporate the standards contained In Appendix A .. 785 pertaining to 

credit for reinsurance. These standards vary somewhat from the statutory provisions set 

out in Section 26.1-31.2-01. To conform to Appendix A-785, the following changes to 

Section 26.1-31.2-01 are proposed: 

• 

• 

Add a provision allowlng credit for reinsurance under subsections 1, 2, or 3 only 

when the assuming Insurer is authorized to write the class of business in its state 

of domicile, 

Under subsection 4(a), relating to a trust fund maintained by &n assuming reinsurer, 

several minor changes are made and a 90 .. day deadline is added for filing an 

annual certification of solvency from the assuming insurer's domiciliary regulator. 

An alternate filing requirement Is also added providing that audited financial 

statements be submitted If an annual certification Is unavailable. 

• Under subsection 4(b), a 90-day deadline for making an annual certification and 

audited financial statements available to the Commissioner Is added to the trust 

fund requirements pertaining to a qualifying group of bcorporated insurers under 

common administration. 

• Under subsection 4(c), language Is added to change the requirement for approval 

of tho trust by this state's Commissioner of Insurance to provide Instead for approval 
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by the Commissioner of the state where the trust is domiciled or by the 

Commis:1loner with principal regulatory oversight. A provision is also added 

requiring thA trust and any amendments to be filed with every st.ate in which the 

trust beneficiaries are domiciled. A provision that the trust must be maintained for 

as long as obligations exist under the reinsurance agreement Is amended to include 

any member or former m1::mber of a group as well as the assuming insurer. 

Section 8 

Appendix A•-785 also contains several standards that vary from the provisions in Section 

26.1 .. 31.2-02 relating to the reduction from liability for reinsurance ceded by a dornEJstic 

Insurer. To conform to Appendix Aw440, the following changes are proposed to Section 

26.1-31.2-02: 

• Subsection 3 is amended to add clarifying terms relating to letters of credit that are 

used to secure a trust held on behalf of a ceding insurer . 

• Subsection 4 is deleted to remove the provision allowing the Commissioner to 

accept any other form of security . 
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HOUSE BILL NO. 1176 

Pre,;ented by: Carole Kessel 
Chief Examiner, North Dak0ta Insurance Department 

Before: Industry, Business and Labor Committee 
Senator Duane Mutch, Chairman 

Date: February 20, 2001 

TESTIMONY 

Mr. C'' nan and members of the committee: 

House Bill No. 1176 revises certain accountingwrelated provisions in our insumnce statutes 

to provide for greater consistency with the statutory accounting guidance. Insurance 

companies are required to provide financial information so that the flnaricial condition of 

the companl'.)S can be ana1yzed. By passing Senate Bill No. 2156, the 1999 Leg!slatlve 

Assembly specifically authorized the Insurance Commissioner to adopt the National 

Association of Insurance Commissioner's (NAICJ Accounting Practices and Procedures 

Manual~ Effective January 1, 2001 (the "Manual"). This new accounting guidance Is the 

result of a 4-year project, which revamped the prior manuals. All states have adopted the 

new version of the Manual. 

The Manual must be followed by insurance companies to the extent that the statutes and 

regulations of the state of domicile are silent or do not conflict with the Manual. In the 

event of a conflict, companies must comply with the accounting practices and procedures 

prescribed by tlie state of domicile, but the difference In accounting treatment must be 

disclosed In the financial statements. This bill reconciles the dlfferances between our laws 

and the Ma,,ual. 

Also, Insurers' suggestions for several additional revisions to the Investment and general 

Insurance provisions have been Incorporated Into House BIii No. 1176, 
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A detailed explanation of each statutory change contained in House Bill No. 1176 is 

attached to this testimony and a brief summary of each section of th0 bill is noted below. 

Sections 1 and 2 expand the scope of authorized Investments and Investment practices 

to speclflcally permit ownership of assets that are treated as admitted assets in the Manual I 

for example. interests In limited liability companies, loanwbacked securlties1 mutual funds, 

and other equity types, construction loans I and cerialn foreign investments. Section 2 :-11s0 

contains amendments to our authorized investment provisions that: 

• Remove earnings and dividend payment requirementb 1r1 a stock acquisition; 

• Add percentage limitations for Investments In stocks and construction loans; 

• Increase the loan to value requirement for mortgage loans from 75% to 80%; 

• Modify the definition of home office property; and 

• Reduce the maximum depreciation period for a data processing system from 7 

years to C years, 

S0ctlon 3 amends a provision applicable to domestic life Insurers that will require 

authorization by the compony•s board of directors for officer and director salaries 

exceiedlng $100,000 rather than the current limitatlon of $50,000. 

Sections 4 and 5 address changes to the Insurance holding company provlslons under 

Chapter 26.1 .. 10. The most significant change permits a subsidiary of a domestic company 

to conduct any kind of business activity; whereas, current law specifies lnsuranceMrelated 

business activities that may be conducted by a subsidiary. In addition, an existing 5% 

limitation on Investments In subsidiaries Is Increased to 10% of admitted assets. 

Section 6 dc;letes a provision that prohibltb commercial Insurance carriers from estimating 

premiums during the 180-day period after a policy's expiration data. This restriction 

conflicts with the Manual's accounting treatment for audit premiums and retro8pectlve 

premiums, 

2 



Finally, Sections 7 and 8 amend reinsurance credit provisions under Chapter 26, 1·31,2 by 

addlng language to require a qualifying relnaurer to be licensed to write or assume the 

class of bu sine es that Is rein sured, by changing approval and filing requirement6 for a 

reinsurance trust fund, and by modifying requirements for letters of credit used to sccuro 

reinsurance transactions. 

Passage of House BIii No, 1176 Is an Important step In Implementing the accc,unting 

guidance contained In the new version of the Accounting Practices and Procedures Manual 

and In assuring consistency between the provisions In our insurance law 13nd the 

accounting standards followed by the Insurance industry. We urge your support of House 

Bill No. 1176. 
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PIONEER 
MUTUAL 
Uf! INSUAANCE CO, 

Pcbruar)' 19, 2001 

Senate Industry, !31.llinn• and Lftbot Committ~~ 
Fifty-seventh !Agislativc Assembly of North Dakota 

Ro: IJousc BiU 117.S 

Dear Chairman Mutch and Members of the Committee: 

TO 

HomeOMc• 
203 North 10th Streot, ro1~. NO 6'102 

70?•277•23(.'(I 
1·800-437~ 

www.pmltte.com 

Pioneer Mutual Life Insurance Company is a Fargo ba$Cd domestic life msurunce company, We 
have been in existence since I 868, first as the Ancient Order of United Workmen, a fraternal Ufe 
Insurance Company, and since 1948 as a mutual life 1nsurancc company. We have always been 
1ooated in North Dakota, 

Pioneer Mutual Lf fc favored Codification of Statutory Accounting and its adoption last session, 
even though it doe& have some negative impact on our financial statement, ln supportins 
codiflcatton it i, ippatcnt that we also support climinatins tht, r.nnflir.t.c; crMteo hy codification 
with our existing statutes. We beUeve this Bill helps us to do Just that. 

\Ve, we alsi:.i hiahl;t 51.lpporti-.·c of the 3cvcraJ ohengc:, to the invo3tmont lti\Vli, Our otBtutoo in mGny 
areas have not kept pace with the needs 1,f those being regulated nor with current investment 
practices. The changes requested are meant to, amons other things, broaden our domestic 
companies' abihty to invest m foreign investments and mortgage obligations yet Impose prvp~T 
limits for the protection of the consumer. It allows North Dakota companies to do what 
companies in other states are already permitted to do. 

In Pioneer Mutual 's case, ft allows us to work with the out of state company handlifli our 
lnvfl"tmenfA, American lJnited Life, an Indiana company. in obtalnin~ better returns through 
pooUng and other investment mechanisms impacted by these changes, 

For theGc recGonG we re&pe0tful)y :ask the Committee for a Do P~n Recommnn,fatinn. 

Sincerely. 

D o s 
Vice csi ent, General Counsel, 
Corporate Sccnstary & TrUSURJr 
ODM:ss 
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UIOCI.TIOH 

·"'~ __._ ..,._ _..,cwJ.t, 


