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2001 HOUSE STANDING COMMITTEE MINUTIES
BILL/RESOLUTION NO. HIB 1303
House Industry, Business and Labor Commitlee
O Conference Commitiee
Hearing Date Jan 29, 2001

Tape Number SideA [ sidels | Mewrd

Minutes: Chairman R, Berg, Vice-Chair G, Keiser, Rep. M. Ekstrom, Rep. R, Froelich, Rep. G,
Froseth, Rep. R. Jensen, Rep. N Johnson, Rep. J. Kasper, Rep. M. Klein, Rep. Koppang,
Rep. D. Lemicux, Rep. B. Pictsch, Rep. D. Ruby, Rep. D. Severson, Rep, L5, Thorpe.

Representatives Monson and Nicholas: We introduce this bill and are in support of amendments,

[nsurance Commissioner Jim Poolman: ‘This bill allows to open up county mutuals to not have a
limited number of counties in which to do business with. Current statute allows for
business in 20 counties, this bill opens this up and does not put a limit on the amount of
counties in which to do business. Our amendments limit to 30 ounties and if the county
mutual wants to go further it will be up to the Insurance Commissioner. We'd also like to
add reporting conditions to include financial information, We’d also like the Insurance
Commission to be able to audit and require a $50,000 reserve requirement,

R. Froseth: How many county mutuals are there currently?

Poolman: Fifteen.

R. Ekstrom: Why remove statutes territory guidelines?

Poolman; There is no need to examine this since there will no longer be boundaries.

R, Kasper: Why put the limit to 30 counties?




Page 2

Plouse Industry, Business and Labor Commitlee
Bill/Resolution Number HB 1303

Heuaring Date Jan 29, 2001

Poolman: ‘This would allow mergers but still keep control.,

Ravid Kronebuseh: (920) ND Assoe. Farm Mutual

Written Testimony supporting bill
C, Berg: Explain the difference between a typical county mutual and an insurance company,
Kronebuseh: A county mutua] was basically formed 1o serve as o unit to spread risk,

Brenda Doll: (1300) ND Assoc. Farm Mutual insurance Company
Written Testimony supporting bill

R, Koppang: Will this inevitably become one?
Doll: Maybe smaller but no less than 4-6.

R, Kasper: Why haven't the rates raised through years?
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House Industry, Business and Labor Committee
Bill/Resolution Number 1B 1303

Hearing Date Jan 29, 2001

Doll: Local customers deserve low insurance,

Barry Townsend: (20.00) ND Assoe. Farm Mutual Insurance Company
Wrltten ‘Testimony supporting bill

¢, Berg: How do you feel about the 30 counties?
Townsend: | support them,

R.Jensen: What about repott quarterly it over 20 counties?
Townsend: ‘That's not & disadvantage.

Bob Olson: (2450) Mutual nsurance Company
Written Testimony supporting bil)

Pat Ward: (2693) ND Domestic Insurance We oppose as written. We will agree as changed
with amendments.

Kent Qlson: (2754) NDPIA
Written Testimony supporting bill

C, Berg: Close hearing on HI3 1303, Will return alter review of testimonies,




2001 HOUSE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO. HB 1303
House Industry, Business and Labor Commitiee
Q Conference Committee

Hearing Date Jan 30, 2001

Tape Number SideA | sideB | Metert

_Committee Clerk Signature ﬁ / /,,
NL7

Minutes: Chairman R. Berg, Vice-Chair G. Keiser, Rep. M. Lkstrom, Rep. R, Froelich, Rep. G,
. Froscth, Rep. R, Jensen, Rep. N, Johnson, Rep. J. Kasper, Rep. M. Klein, Rep, Koppang,
Rep. D. Lemicux, Rep. B. Pietsch, Rep. D. Ruby, Rep. D. Severson, Rep. 1, Thorpe,

Chairman Berg: Let’s take up HB 1303, What are the committees wishes?

Rep Froseth: ' move the amendment.

Rep Klein: Isecond,

Rep Froseth: The bills amendments would remove the county on limit on which the county
mutual insurance companies could do business, County mutuals are finding less and Jess
customers in their arca and would like to be able to spread their coverage's and their losses.

Rep Pietsch: You could have several county mutuals eligible to do business is the same counties,

Rep Klein: | recommend a do pass as amended.

Rep Koppang: 1second.
. 13 yea, 0 nay, 2 absent Carrier Rep Froseth
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. Roll Call Vote #: |

2001 HOUSE STANDING COMMITTEE ROLL CALL VOTES

BILL/RESOLUTION NO, Gchdsswetrmippetitpieymnmomrn, HD (Ro D

Committee

House Industry, Flusiness and Labor

Subcommittec on
or
Conference Committee

Legislative Council Amendment Number
Action Taken ho M_%mdm“.

Motion Made By ,M_Jé@\*— Seconded By ___\a N /las

e et et et ' b o

Representatives Yes,| No Representatives Yes, No

Chairman- Rick Berg v Rep. Jim Kasper V')

Vice-Chalrman George Keiser . Rep. Matthew M. Klein v,
. | Rep. Mary Ekstorm v Rep. Myron Koppang Vv

Rep. Rad Froelich ., Rep. Doug Lemieux v,

Rep. Glen Froseth V4 Rep. Bill Pietsch v,

Rep. Roxanne Jensen V4 Rep. Dan Ruby %

Rep. Nancy Johnson v Rep. Dale C. Severson /__

Rep. Elwood Thorpe

-
|

Total  (Yes) /3 No O

Absent &
Floor Assignment .?Y-C) w&

If the vote is on an amendment, briefly indicate intent:




REPORT OF 8TANDING COMMITTEE (410) Module No: HR-17-2080

February 1, 2001 9:08 a.m, Cartier: Froseth
Insert LC: 10545.0101 Title: .0200

REPORT OF STANDING COMMITTEE
HB 1303: Industry, Business and Labor Committee (Rep. Berg, Chalrman) recommends
AMENDM NTS A8 FOLLOWS and when so amended, recommends DO PASS
(13 YEAS, 0 NAYS, 2 ABSENT AND NOT VOTING). HB 1303 was placed on the

Sixth order on the calendar

Page 1, line 1, after "to" insert "create and enact a new section to chapter 26.1-13 of the North
Dakota Century Code, relating to county multual ingurance companies; and {o”

Page 1, line 8, remove the overstrike over "reslding-r-net-mere-than", after "twenty" Insert
"thirty", and remove the oversirike over "eeunties-in-this-state;"

Page 1, line 12, after the period Insert "A county mulual Ingurance company_organized under
this chapler shall maintain a surplug of at leas! filty thousand dollars.”

Page 1, remove the overstrike over lines 20 through 23

Pago 1, line 24, remove the oversirike over "merged—eempanys" and insert immedialely

thereafter "Upon a showing of good cause, the territory of operations of the merged
company may exceed thirty counties.”

Page 2, alter line 9, insert:

"SECTION 3. A new seclion to chapler 26.1-13 of the North Dakota Century
Code Is created and enacted as follows:

County mutual Insurance company - Reports to commissioner, Each county
mutual Insurance company shall file an annual report with the commlssioner no laler
than March first of each year which must be verified by at least two principal officers of
the company and which must cover the preceding calender year, The commissioner

may require additional reports as are deemed necessary and appropriate to enable the
commissioner to carry out the commissloner's dutles under this chapter. The reports

s prescribed by the commissioner, The commissioner may. also

require a company that operates in more than twenty counties to file audited financlal
statemenis as deemed necessary."

Renumber accordingly

(2) DESK, (3} COMM Page No. 1 HR-17-2080
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2001 SENATE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO. HB 1303
Senate Industry, Business and Labor Committee

Q Conference Committee

Hearing Date March 07, 2001,

Tape Number SideA | U SideB ] N
2 X ) 40 1024.)
X — 42,710 43.6

Committee Clerk Sighature ( )DZW Lé’ /0/5%

Minutes:

The meeting was called to order, All committee members, except Senator Espegard and Senator
Krebsbach, present. Hearing was opened on HB 1303 relating to county mutual insurance
companies,

Representative Dave Monson, District 10, cosponsor, Section 1 spans the number of cities that
city mutuals will be able to sell a product in, from twenty to thirty. Reason: the increase in
mergers of county mutuals, As they merge they pick up larger territories and find out they have
people they cannot serve because of the twenty county limitation. This will make for stronger,
larger companies, Risk will be spread around, the more companies products can be sold in, the
safer they are because risks diminish, The new language regarding the surplus will also
strengthen thesc companies, takes a little pressure off the insurance commissioner, will make the

companies more solvent. Section 2, page 2, lines 3 and 4 states territory may exceed thirty




Puge 2

Senate Industry, Business and Labor Committee
Bill/Resolution Number HB 1303

Hearing Date March 07, 2001.

companies, that is up to the insurance commissioner and subjeet to negotiation, Seetion 3 is

another offort by the insurance commissioner to maintain stability and solvency,

Jim Poolman, Insurance Commissioner, Distributed “Comparison of Regulatory Requirements
for P&C Insurers and County Mutuals” table. Allowing the county mutuals to expand with an
agreement of additional reporting is the reason for the amendments. This will also protect
consumets,

Brenda Doll, Secretary-Manager of Southwest Mutual 'ns. Co. In support, Written testimony
attached.

Barry Townsend, ND Assn, of Farm Muatuals, in support. Written testimony attached.

Bob Olsen, Grinnell Mutual Reinsurance Co. of fowa, in support, Written testimony attached,
Gerald Peterson, Pres. Northeast Mutual Ins, Co, In favor, Written testimony attached,
. No opposing testimony, Hearing closed.

Tape 2-A- 42,7 to 43.6

Discussion held. Senator Tollefson, Motion: do pass. Senator Mathern: Sccond.

Roll call vote: 5 yes; 0 no; 2 absent, not voting. Floor assignment: Senator Tollefson.




. Date: 3/0 7/0/
Roll Call Vote #: /

2001 SENATE STANDING COMMITTEE ROLL CALL VOTES
BILL/RESOLUTION NO. /90.9

Senate Industry, Business and Labor Committee

Subcommittee on
or
Conference Committee

Legislative Council Amendment Number

Action Taken 7'39 //Z&j/
Motion Made By - Seconded |
Ve a4, By A///N m/é@%f}
Scnators Yes | No Senators Yes | No

Senator Mutch - Chairman v Senator Every W
Senator Klein - Vice Chairman v’ Senator Mathern S ]
Senator Espegard Jul |
Senator Krebsbach 3
Senator Tollefson v

Total  (Yes) 5 No ()

Absent

Floor Assignment _me 24%@77

‘ If the vote is on an amendment, briefly indicate intent:




REPORT OF 8TANDING COMMITTEE (410) Module No: 8R-39-5030

Maroh 7, 2001 1:40 p.m, Carrier: 10llefson
Ingert LC: . Title: .

REPORT OF STANDING COMMITTEE
HB 1303, as engrossed: Industry, Business and Labor Commitiee (Sen, Mutch,
Chalrman) recommends DO PASS (5 YEAS, 0NAYS, 2ABSENT AND NOT
VOTING). Engrossed HB 1303 was placed on the Fourteenth order on the calendar.

() DESK, (3) COMM Page No. 1 $A-39-5030
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TESTIMONY ON HB 1303
BEFORE HOUSE INDUSTRY BUSINESS AND LABOR

57™ SESSION
Chairman: Honorable Representative Rick Berg
Vice Chairman: Honorable Representative George Keiser

Honorable Chairman Berg and Committee members, my name is_David Kronebusch

and I am here today to testify in favor of House Bill 1303, a bill 1o remove the limitation
on where County Mutual Insurarice Companies can do business, in the rural areas only.
Currently, County Mutuals are restricted to operate in 20 contiguous counties and only in
towns of under 10,000 in population HB1303 proposes to relax the restriction on the

number of counties but does not propose to change the current limitation on cities.

The reason for this proposed change 1s simple County Mutuals, like niral school district,
rural electric and telephone cooperatives and even implement dealers, all subject to the
declining agriculture economy, need to huddle together in these difficult times. In 1991,
this Legislature agreed to increase the county limit from fifleen to twenty ¢counties and
since that time, we have reduced the number of county mutuals from twenty one to
fifteen, with a current consolidation in progress. Accordingly, in nine short years, our
numbers have decreased by nearly 40 percent. Each consolidation or merger, was
difficult as it meant in most cases reductions in employees and almost always the closing

of an office in a small town.




Equally as difficult was the disruption these consolidations and mergers have on the
County Mutual Insurance Agent and most importantly, the County Mutual customer
when the merged companies stretch beyond twenty counties. [n certain situations,

mergers and congolidations have either been postponed or avoided all together because

of territonal constraints,

This bill is about convenience and flexibility in an ever-changing marketplace. It is
about small companies working together in a very tight market with the instinctive
motive of self-freservation. It presents no harmful threat to the marketplace and its
passage secures the brisk competition that continues to hold property insurance rates

in North Dakota among the lowest in our region, all in the face of six of the worst lost

years in history,

Other presenters will addregs the issues of market competition, historical impact and
local economic impact, so T will end here for the sake of brevity, with the hope that
your entire Committee can send this bill to the House Floor with a 100%, do pass!
Thank you so much for the opportunity to be heard und for your consideration. If there
are any question, I would be glad to try my best to answer, In the cuse you would like to
hold questions until the final presenter, he will be a able to give those answers as |,
although I am ul your disposal,

Thank you.




TESTIMONY ON HB 1303
. BEFORE HOUSE INDUSTRY BUSINESS AND LABOR
57™ SESSION — JANUARY 29, 2001
Chairman: Honorable Representative Rick Berg
Vice Chairman: Honorable Representative George Keiser

Chairman Berg, Members of the Committee, thank you for the
opportunity to spcak before you today. My name is Brenda Doll, and |
serve as Secrctary-Manager of Southwest Mutual Insurance Company of
New Salem, North Dakota. Southwest Mutual is 2 county mutual
insurance company, which provides property and casualty insurance for
2500 southwestern North Dakota rural and urban customers,

. I appear before you today to ask your support for HB 1303, a bifl which
is intended to relax the current restriction on how many countics a

County Mutual Insurance Company can operate in,

County Mutual Insurance Companies have been a valuable part of the
landscape in rural North Dakota since before the turn of the century.
They provided at cost property insurance to farmers and homeowners

in North Dakota towns of under 10,000 in population. Twenty years

ago, our State had over thirty county mutual companies collecting

break even premiums, and employing hundreds of agents, office personnel

‘ and claims adjusters. The companies were founded on a simple




principle of neighbors taking care of neighbors while keeping premiums

and control in the local community.

Today, after almost two decades of depressed farm economy resulting in
fewer and fewer farms and residents in small towns, we are down to less
than fifteen companies. County Mutual Companies are not immunc to

doing more with less, and just like our rural schools and REC's, we have

grown to accept consolidations and mergers as now the rule instead of

the exception,

HB 1303 is about making the process less complicated and certainly

less expensive and inconvenient for everyone. It is easily predicted that
by 2010 there may be as few as five or six county mutuals left in our State.
When two companies do find themselves in the untenable situation where
consolidation makes the only sense, current statutory limitations on

twenty counties turn agents and insureds into casualties,

This bill does not breach the limitation for our Companies to stay out of
towns of 10,000 and higher population, the only foresceable place where
any “new” business will be found in the next decade. Accordingly,
competition for new business remains the same under this bill. On farms

the players will not change, nor will the opportunity for growth. It is,




and has been for years, a matter of the current companies pirating each
other’s business. And, while that sounds undesirable, the next affect has

been the maintaining of very favorable rates in the face of six ycars of

extremely high property losses. For instance, in 1996 an cight foot two by
four sold for under nincty cents and a two hundred forty pound square

of shingles sold for under $20.00. Today, that same two by four sells for
$1.90 and the same squarc of shingles sells for over $40.00. Insurance
rates in 1976, for dwelling coverage, were at about the $4.00 per hundred

rate, the same rate as today!

HB 1303 will very simply help smaller companies find inventive ways to

keep their doors open. This bill is good for consumers, good for agents,
good for local communities, and good for North Dakota. We hope each

of you will give this a do pass.

Thank you.




TESTIMONY
INDUSTRY, BUSINESS AND LABOR COMMITTEE
57 Legislative Session

Chairman: Honorable Representative Rick Berg
Vice Chairman: Honorable Representative George Keiser

Chairman Berg, distinguished members of the Committee, my name is _Barry Townsend
. and 1 am here today to speak in support of HB1303. The bill, which give county mutual

insurance companies the authority to operate in all counties in our State, is 8 bill of

necessity becauseno'f declining farm numbers and a half dozen years of higher than

average weather telated losses. The bill does not present threats to North Dakota

consumers, because the State Insurance Depurtment still must approve the number and

counties, in which we can operate. And, the individual company reserves present an
. inherent control over temptation for a county mutual to Hoversell” its ability to service

policyholders. Further, the hill does not present unfair market advantages for this group

of companies as is evidenced by the last nine years of market performance,

The following statistics represent the actual reported premium collected by the major
North Dakota domestic mutual property companics, as found in the North Dakota

. Statistical report, prepared by the State Insurance Department. This short study includes
companies who are stakeholders on the landscupe of our State and therefore it is

particularly relevant for you to resist lnws that could create market disadvantages.

Several sessions ago, the Legislature allowed County Mutuals to incrense territory
operations from flfteen to twenty counties. That increase, approved in 1991, was based on

. very similar reasoning as s ow being presented, only the urgency is greater. Based on




premium collection of this group on companies before, and now almost nine years later, it

is evident if the increase caused an undesirable, or negative result for our competitors

Collected Premium 1992 To 1999, Fire, Farm Multi-Perll and Home Multl-Per}l

Company 1992 Collected Preminm 1999 Collected Premium % Change

. Nodak Mut. $9,439,379.00 $13,835,668.00 +46%
Farmers Union  $8,258,314.00 $12,464,230.00 +50%
Center Mutual  $1,888,142.00 $ 1,064,853.00 +62%
Dakota Fire $1,058,411.00 § 2,860,916.00 +170%
All County
Mutuals $6,667,483.00 $ 8,543,228.00 +28
Total $27,310,729.00 $40,768,898.00  (average) +d9%
County Mufual
Market Share 24% 21% 3%

. As we can see, the increase from fifteen to tventy counties did not result in the
deterioration of the market share for county mutial competitors. In fact, since the
change, county mutual companies have lost 3% of their former market share in this simall
group of companies. It appears to be somewhat a misnomer that increased territory
equates to increased market share or that county mutual are more of a threat to

competition as a group than as an individual company.

As has always been the cage, markel share is driven by price or rates, ngency
participation, marketing and underwriting, none of which will be drastically altered by

the passage of HB1303,

Accordingly, we hope you can support the bill with a unanimous Do Pass!

. Thank you. If there are questions, 1 would be glad 1o respond.




Prepared by the Notth Dakota
Insurance Department
January 29, 2001

PROPOSED AMENDMENTS TO HOUSE BILL NO. 1303

Page 1, linc 1, after *“to” insert “‘creale and enact a new section to chapter 26.1-13, relating to
county mutual insurance companics, and to”

Page 1, after line 3, insert the following:

“SECTION 1. A new scetion to chapter 20.1-13 of the North Dakota Century
Code is created and enacted as fallows:

County mutual insupance company - Reports (o commissioner, livery county
mutual insurance company shail annually, onor before March first, file a veport verified
by at least two principal olficers of the compuny with the conymissioner covering the
nreceding calendar vear. The commissioner may require additional reports as are deemed
necessary and appropriate Lo enible the commissioner (o carry out the conmmissioner's
duties under this chapter. The reports must be on forms prescribed by the conunissianer,
The commissioner may also require a company that operates in mose than twenty countics
o file audited financial statements as deemed necessary,

Page 1, line 8, remave the oversirike from “residing-imnotmore-than-twenty-cotntiesin-this
stte;” and replace “twenty” with “thirty”

Page 1, line 12, alter the period insert "A_county mutual instance company organized under this
chapter must maintain a surplus of at least fifty thousand dollars.”

Page 1, remove the overstrike from lines 20 through 23

uge 1, line 24, remove the overstrike from "mergedecompany:™ and afler the period insert “Upon
g showing of good cause, the territory of operations of the merged company may exceed
thirty counties.”

Renumber accordingly




NORTH DAKOTA DE.RIE;\’T OF INSURANCE .

Comparison of Regulatory Requirements for
P& C Insurers and County Mutaals

Additional Requirements Under
- P&C Insurers County Mutuzals Amended HB 1303
Minimum Caprtal and Surples $1,000.000 None $75.000
Risk Based Capital Yes No
Larger of:
Risk Limitation 10% of capttal & surplus 10%6 of admtted assets or
$30.000
Guaranty Assocratton Membership Yes No
Assessment of Policybolders No Yes
Actuaral Opmion Yes No
| Only if requested by the Commussiener
Audited Financial Statements Yes f No when deemed necessary from a company
i operating in more than 20 counties
i
Rate and Form Filings Yes { Homeowners onlv*
NAIC Annual Statement and Supplements Yes | _Smphticd statement only R
|
:+ NAIC Quarterly Statements L Yes ] No Sumplified statement only

= 26.1-25-02(2) exempis county mutuals from rate filing requirements except for prog--rtv located within incorporated cities having a population of fess than

10.000.




H.B. 1303
TESTIMONY Bob Oilson
HOUSE, INDUSTRY, BUSINESS AND LABOR COMMITTLEI
57" Legislative Session

Chairman: Honorable Representative Rick Berg
Vice Chairman: Honorable Representative George Keiser

Chairman Berg, members of the Commitiee, my name is Bob Olson. I live here in
Bismarck and am a life long resident of ND. I represent Grinnell Mutual Reinsurance
Company of Grinnell, lowa. Grinnell is the Reinsurance Company for all fifteen
remaining County Mutual Companies in North Dakota, where reinsurance is a

Statutory requirement necessary for Mutual companies to operate,

Our Company collected approximately fourteen million dollars in reinsurance premium
from ND County Mutuals since 1990 and have paid in excess of fifteen million dollars
back to them in claim payments for that same period. This represents over a 100% loss

ratio for the last i0years.

We are here today with two short messages. First, we believe in the County Mutual
system in North Dakota and remain committed to working with all the Mutual members,
even in the face of the last ten years which have been very difficult for all parties. Even
though our Company has lost money, we believe many of the County Mutuals are
making necessary improvements in their operation, planning and forecasting and have
reasonable potential to be profitable. Accordingly, we are here for the long haul,

conditioned on a solld plan that includes the will and the ability, to change with the

market,




.\

Our second message is, we believe HB 1303 represents a serics of small open doors
which when opened, will enable your ND mutuals to react effectively to the market

challenges today, and into the future,

These Mutual companies continue to fill a critical niche in North Dakota and are in a
current concerted effort to retool their control systems, including but not limited to
computer systems, better underwriting criteria and better agency relations and marketing,
They are working hard to analyze risk and wherever possible are cutting operating costs.
They know full well this is a difficult business, in difficult times, but remain committed

to servicing their policyholders and agents.

This bill puts a helping hand forward from the State Legislature at a time when the small
Mutual insirance company is accepting the challenge of “reinventing” themselves for the
next decade. Joint ventures, cooperative management agreements, resource sharing,
consolidations and outsourcing are becoming words and concepts of necessity these days.
HB1303 is a key component to opening discussions for working partnerships and
bringing together parties who would now be safe from giving up territory which has been
in the company portfolio for nearly a century., Recent mergers have required Mutuals to
withdraw from areas when they went over the 20 county limit. This means that ND
consumers were displaced....forced into the open market....and consequently had fewer

choices for buying insurance. Idon't think this is what the Insurance Department wants

or what the ND Legislature wants in the marketplace.




Thank you for the opportunity to speak with you today. Your interest and consideration is

appreciated and important to all of us.

We urge a do pass from your Committee,

I would be glad to answer any questions you may have.
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Comparison of Regulatory Requirements for
P&C Insurers and County Mutuals

MENT OF INSURANCE

Additional Requirements Under
P&C insurers County Mutuals Amended HB 1303
Mumimum Capital & Surplus 51,000,000 None 350,000
Risk Based Capitai Yes No
Larger of:
Risk humnitation 10% of capital & surpius 107% of admitted assets or
330,000 -
Guaranty Association membership B Ycs No
| Assessment of policyholders No ) o Yes i o ]
| Actuarial opicon L o Yes No ¢ L e
Onty if requested by the Comnussioner
Audrted financial statemients Yes No when deemed necessmy fom a company
N - 1 A_r:pcmring D more than 20 countics
] Rate anl form filings . ~ _ Yes 7 Homeowners oniy*® _L*____WM,‘ o
NAIC Annual Statement and supplements - ~_Yes - Simplificd statement rnly e
 NATC Quarterly Statements i  Yes No Simplificd stasement only

* 26.1-25-02(2) excmpts county nnituais from rate Gling requiremcnts except for preperty located within incorporated citics having a popuiation of less than

10000,




TESTIMONY
INDUSTRY, BUSINESS AND LABOR COMMITTEE
S7th Legislative Session

Chairman: Honorable Senator Duane Mutch
Vice-Chairman: Honorable Senator Jerry Klein

Chairman Mutch, distinguished members of the Committee, my name is Barry Townsend
and 1 am here today to speak in support of 18 1303, The bill, which gives County

30
Mutual Insurance Companics the authority to operate in affcountics in our State, is o
bill of necessity because of deckining farm numbers and a half dozen years of higher than
average weather related losses. The bill does not present threats to North Dakota
constumers, because the State Insurance Department still must approve the number and
counties, in which we operate. And. the individual company reserves present an inherent
control over temptation for a county mutual to “oversell™ its ability to service policy-

holders, Further, the bifl does not present unfair market advantages for this group of

companies as is evideneed by the Tast nine vears ol market performance.

The following statistics represent the actual reported premium collected by the major
North Dakota domestic mutual property companies, as found in the North Dakota
Statistical report, prepared by the State Insurance Department. This short study
includes companies who are stakeholders on the landscape of our State and there-
fore it is particularly relevant for vou Lo resist laws that could create market dis-

advantages,

Several sesstons ago, the Legislature aHowed County Mutuals to increase territory

operations from fifteen to twenty counties. That increase, approved in 1991, was based




on very similar reasoning as is now being presented, only the urgency is greater, Based
on premium collection of this group on companies before, and now almost nine years
later, it is evident if the increase caused an undesirable, or negative result for our

competitors,

Collected Premium 1992 to 1999, Fire, Furm Multi-peril, and Home Multi-peril

Company 1992 Collected Premiumy 1999 Collected Premium % Change
Nodak Mut. $9,439,379.00 $13,835,668.00 +46%
Farmer Union  $8,258,314.00 $12,464,230.00 +50%
Center Mutual  $1,888.142.00 $ 3,064,853.00 +62%
Dakota Fire $1,058,411.00 § 2,800,916.00 +170%
All County

Mutuals $6,667,483.00 $ 8543,228.00 +28%
Total $27,310,729.00 $ 40,768,895.00 (average) +49%

County Mutual
Market Share 24% 21% 3%

As we can see, the increage from fiftech to twenty counties did not result in the
deterioration of the market share for county mutuals competitors. In fact, since the
change, county mutual companics have lost 3% of their former market share in this group
of companies, It appears (o be somewhat a misnomer that the increased territory equates
to increased market share or that county mutusls are more of a threat to competition as

a group than as an individual company.

As has always been the case, market share is driven by price or rates, agency

participation, marketing and underwriting, none of which will be drastically altered by
H

the passage of 131303,

I fully support the amendments the State Insurance Department has attached to this bill,




can support the bill with a unanimous Do Pass!

Accordingly, we hope you

Thank vou. I there are questions, 1 would be glad to respond.




TESTIMONY
NORTH DAKOTA STATE SENATE
INDUSTRY, BUSINESS AND LABOR

CHAIRMAN: HONORABLE SENATOR DUANE MUTCH, CHAIRMAN
VICE CHAIRMAN:  HONORABLE SENATOR JERRY KLFIN

Chairman Mutch, members of the Committee, my name is Gerald Peterson. [ am the
President of Northeast Mutual Insurance Company of Cando, Qur Company was {ormed
in 1999 from the merging of Cavalicr County Mutual formerly located in Osnabrock,

Pembina County Mutual formerly locatcd in Cavalwr and Towner County Mutual of

Cando. [ speak today in suppon?f’/ ll31303

To successfully merge several companics at one time required a great deal of give and
take from all of the three companies Boards of Directors, agents and the mutual

members who own the Company. Our merger and uny successful one hus to be

motivaled by a belief that the joining partics will be better off together, versus continuing
to operate individually and that giving up individual identity and pov:er, is offset by
mutual benefit, Anything that can be done to make such transitions less painful and

mennvenient for consimers, makes good sense and good public policy.

HB1303 does that, and it is very tuch a consumer bill because it encourages small
sompanies to come together sooner, before resources are strained and desperation sets "y
i, The result is much better planning where everyone involved has belter choices, none

of which cuts out members who really want to stay in. I hope that you can agree and |

thank you for the oppottunity to speak with you today.
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Chairman; Honorable Senator Duane Mutch
Vice Chairman: Honorable Senator Jerry Klein

Chairman Mutch, members of the Committee, my name is Bob Olson, I live here in
Bismarck and am a life long resident of ND. [ represent Grinnell Mutual Reinsurance
Company of Grinnell, lowa. Grinnell is the Reinsurance Company for all fifteen
remaining County Mutual Companies in North Dakota, where reinsurance is a

Statutory requirement necessary for Mutual companies to operate.

Our Company collected approximately fourteen million dollars in reinsurance premium
from ND County Mutuals since 1990 and has paid in excess of fifteen million dollars

back to them in claim payments for that same period. This represents over a 100% loss

ratio for the last 10years,

We are here today with two short messages. First, we bzlieve in the County Mutual
system in North Dakota and remain committed to working with all the Mutual members,
even in the face of the last ten years which have been veiy difficult for all parties. Even
though our Company has lost money, we believe many of the County Mutuals are
making necessary improvements in their operation, planning and forecasting nind have
reasonable potential to be profitable. Accordingly, we are hiere for the long, haul,

cotititioned on a solid plan that includes the will and the ability, to chane - \ith the

market.




Our second message is, we believe HB 1303 represents a series of small open doors

which when opened, will enable your ND mutuals to react effectively to the market

chullenges today, and into the future.

These Mutual companies continue to fill a critical niche in North Dakota and are in a
current concerted cffort to retool their control systems, including but not limited to
computer systems, better underwriting criteria and better agency relations and marketing.
They are working hard to analyze risk and wherever possible are cutting operating costs.
They know full well that this is a difficult business, in difficult times, but remain

committed to servicing their policyholders and agents.

This bill puts a helping hand forward from the State Legislature at a time when the smatl
Mutual insurance company is accepting the challenge of “reinventing” themselves for the
next decade. Joint ventures, cooperative management agreements, resource sharing,
consolidations and outsourcing are becoming words and concepts of necessity these days.
HB1303 is a key component to opening discussions for working partnerships and

bringing together parties who, with the passage of this bill, will not have to give up

territory (counties) which has been in the company portfolio for nearly a century. Recent

mergers have requived Mutuals to withdraw from areas when they went over the 20
county limit, This means that ND consumers wer: displaced. ... forced into the open
market,...and consequently had fewer choices for buying insurance. I don't think this is

what the Insurance Depariment or what the ND w.egislature wants in the marketplace,




The more insurance companies, the better the competition, thus better for the ND

consumer,

Thank you for the opportunity to speak with you today, We urge

Committee.

I would be glad to answer any questions you may have,

a do pass from your
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Chairman, Members of the Committee, thank you for the opportunity to

before you today. My name is Brenda Doll, and I serve as Secretary-
Manager of Southwest Mutual Insurance Copany of New Salem, North
Dakota. Southwest Mutual is a county mutual insurance company, which
provides property and casualty insurance for 2500 southwestern North
Dakota rural and urban customers, I appear before you today to ask your
support for HB 1303, a bill which is intended to relax the current restriction

. on how many counties a County Mutual Insurance Company can operate in.

County Mutual Insurance Companies have been a valuable part of the
landscape in rural North Dakota since before the turn of the century,
They provided at cost property insurance to farmers and homeowners

in North Dakota towns of under 10,000 in population. Twenty ycars

ago, our State had over thirty county mutual companics collecting

break even premiums, and employing hundreds of agents, office personnel

. and claims adjusters. The companies were founded on a simple




principle of neighbors taking care of neighbors while keeping premiums

and control in the local community.

Today, after almost two decades of depressed farm economy resulting in
fewer and fewer farms and residents in small towns, we are down to less
than fiftcen companics. County Mutual Companics are not immune to
doing more with less, and just like our rural schools and REC's, we have
grown to accept consolidations and mergers as now the rule instead of

the exception.

HB 1303 is about making the process less complicated and certainly

less expensive and inconvenient for everyone. It is casily predicted that
by 2010 there may be as few as five or six county mutuals lcft in our State,
When two companies do find themselves in the untenable situation where
consclidation makes the only sense, current statutory limitations on

twenty counties turn agents and insureds into casualties.

This bill does not breach the limitation for our Companies to stay out of
towns of 10,000 and higher population, the only foreseeable place where
any “new” business will be found in the next decade. Accordingly,

competition for new business remains the same under this bill. On farms

the players will not change, nor will the opportunity for growth, It is,




and has been for years, a matter of the current companies pirating each

other’s business. And, while that sounds undesirable, the next affect has

been the maintaining of very favorable rates in the face of six years of

extremely high property losses. For instance, in 1996 an cight foot two by
four sold for under ninety cents and a two hundred forty pound square

of shingles sold for under $20.00. Today, that same two by four sclls for
$1.90 and the same square of shingles sclls for over $40.00. Insurance
rates in 1976, for dwelling coverage, were at about the $4.00 per hundred

rate, the same rate as today!

HB 1303 will very simply hclp smaller companies find inventive ways to
keep their doors open. This bill is good for consumers, good for agents,

good for local communities, and good for North Dakota. We hope each

of you will give this a do pass.

Thank you.
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Stage Definitions

EARLY STAGE FINANCING

Seed Financing:

This stage is » relaﬁvdy smatl amount of capital provided 10 an inventor or entrepreneur 10 prove a concept and to
qualify for start.up capital. This may involve product developrnent and market research as well as building @ manage-

ment leam and developing a business plan, if the initia steps are successful.

Start-Up Financing:

This stage provides financing to companies completing development and initial marketing. Companies may be in the
process of organizing or they may already be in business for one year or less, but have not sold their products com.
mercislly. Ususlly such firms will have made market studies, assembled the key management, developed a business

plan, and are resdy to do business.
First-Stage Financing

This stage provides financing to companies that have expended their initial capital, oRen in developing and market
testing & prototype, and require funds 1o Initiate full-scale manufactuning and sales,

EXPANSION FINANCING

Secood-Stage Financing

This stage is working capital for the Initial expansion of 8 compaay that is producing and shipping, and has growing
accounts receivables and inventories. Aithough the company has made progress, it may nat yet be showing & profit.

Third-Stage Finsncing
This stage provides major expansion of a company whose sales volume is increasing and that is breaking even ot

profitsble, These funds are used for further plant expantion, marketing, working capital, ot development of an im-

proved product.

LATER STAGE FINANCING
Bridge Finaocing

This stage [s needed at times when a company plans to go public within six months to a year, Often bridge financing is
structured so that it can be repaid from the proceeds of a public underwriting. It can slso involve restructuring of
major stockholder positions through secondary transactions. Restructuring is undertaken If there are early investors
who want to reduce or Hiquidate their positions, or if management has changed and the stockholdings of the former

management, thelr relatives and assoclates are being bought oul to relieve s potential oversupply when public.

Open Market

This stage involves acquiring securities of companies whose common shares trade publicly,

ACQUISITION/BUYOUT

Acquisition Financing

This stage provides funds to finance the acquiring of another company, Venture Economics tracks these deals when
calculating venture capilal disburseinents in situstions where the funding is by a venture capital firm, but not when it is
by a buyout firm,

Management/Leversged Buyout

These funds enable an operating management group to scquire s product line of husiness, st tny stage of dev:iopment,
{rom either 2 public or private company, Often thess companies are closely held ot family owned. Management/
leveraged buyouts usually lnvolve revitalizing an operation, with entrepreneurial management acquiring a significant
equity Interest, Venture Economics tracks these deals when caleulating venture capital disbursements in situations
where the funding Is by & venture capital finm, but not when it is by & buyout firm,




Funding Programs Available to Busincsses According to Their Development Stage*
(Also Propesed ND Legislation Creating New Funding Programs — Bill # Listed)
January 26, 2001

Seed Financing

i ‘ Start-up First Stage Second Stage Third Stage Bridge Financing | Open Market Acquisition MBO/LBO
} ; Financing Financing Financing Financing Financing Firancing Financng
[ Angel investors } CDC 305 Program { ND Dev. Fund ND Dev. Fund SBIC-Smailt SBIC Putlic Funding Venture Capital | Venaure Caprial
| ; i {(Debt & Equity) | (Debt & Equity)  Business Firm Finn
: Investment
] Center
“APUC(Agnicelture | Micro Loan Regional i Regional Financial | Renaissance Fund Buyout Firm Buyou: Firm
! Products Program Councils Councils Institutions :
i Utilization ; ! i (BND) H
i Commission) i ; ;
i N Emreprepesr | USDA IRP Loan | Renassance i Renaissance ND Dev. Fund ND Dev. Fund WD Dev. Fund SBIC
:\S?c}/b:<f Program Fund 3 Fund {Debt & Equity) | {Debt & Equity) {Debt & Equity)
CHET03G) |
i BPUC (Bus. Local Dev. Corp. | BND-Small L CDC 504 ! Regional Regional Councils SBIC
! Products Util. Granvloar/Equity | Business Loan Program Councils
i Comm. HB1414) | {ex: Star Fung, Program
i Magic Fund.
' Growth Fund)

i BND Start-up BND ~ Business | USDA IRP Invesiment Regional

Entrepreneur i Dev. Loan Program | Bankers Counails

. i Program Program !
o ND Dev. Fund Local Micro Loan "Local Dev. Corp. Renaissanoc
§ {Debt & Equity) Development Program 3' Fund
; Corporation
; Regional Councils | Micro Loan Local Dev. Corp. | CDC 504 Finanaal
! Program Program Insunmons




