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2003 HOUSE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO. 1138
House Industry, Business and Labor Committee
Q Conference Committee

Hearing Date 1-13-03
Tape Number Side A Side B Meter ¥
1. X 3543-end
2 X —0-1496

Committoe Clerk Signature  BHA Ledon

Minutes: CHAIR KEISER: Opened hearing on HB 1138

JEFF BITZ (ND Insurance Dpt): (see attached testimony)

CHAIR KEISER: Would you explain ‘retention’ and the whole process on reinsurance?
JEFE BITZ: The retention is like a deductible,

REP. ECKSTROM: When is the next renewal?

BITZ: Due by 8-1-2003,

REP. ECKSTOM: Are we limiting competition by going through a broker?

BITZ: Think it would broaden our scope of bids by using the broker. We aren't getting the bid
right now. The reinsurance market is shrinking with mergers and acquisitions, Reinsurers are

reluctant to take on state speoialty market,

REP, ECKSTOM: Is the emergency clause necessary?
BITZ: They would appreciate the emergenocy clause,
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House Industry, Business and Labor Committee
Bill/Resolution Number 1138

RER. KLEIN: Why is the State Mill and Elevator separate? ls it s0 unique from the other

agencies?
BITZ: Mill is always re-insured privately and has just been brought to the attention that since it
is a stata entity, it must go through the Fire and Tomado Fund.

REP, KLEIN: Is the risk there due to the equipment?

BITZ: Yes.
REP. NOTTESTAD: Does ‘he Mill prefer it to be included in the Fire and Tornado Fund?

BITZ: They requested inclusion to give them the option, The Mill supports the amendment, ,’-
REP.NOTTESTAD: If we name individual entitics that can go on their own, will it cause

others to want to do so as well?

m RITZ: Not a problem,
"~ CHAIRKEISER: Disagrees that the bill says the Mill and Elevator can go out on its own, If

e e e b o 4%t

they want it to be optional, they language will need to be changed. Keiser reads it to say they can
not go on their own, Did not understand “reasonable” or “acceptable.” Are there any industry
averages or ratios that would be applicable in terms of what would be reasonable? Or that the
broker would recommend?

BITZ: Not sure he can answer that, (Rep. Kasper explained from a health insurence perspective.)

REP. KASPER: All bids would still have to be approved by the Industrial Commission.

CHAIR KEISER: No confidence in this fiscal note, If you take the Mill and Elevator out, there

P

| will be a negative impact on their potential to buy reinsurance. There will be an impact on the

e

general fund, but there is nothing listed on the fiscal note,
. ) BITZ: Currently do not receive a premium from the Mill so there should be no impact,
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Page 3 ' 1{'
House Industry, Business and Labor Committee {
Biil/Resolution Number 1138

~ Hearing Date 1-13-03
o ROLLIN MEHLHOFF (Vaaler Insurance): Recommends going to a true reinsurance concept

in the way a treat is organized with a carrier, It's complex, but it is like & “deductible.” The Fund
will benefit in the area of expertise,

RER. BOK: Is there a risk of “cherry picking” to where there would be some entities left |
MEBLHOFF: No more so than cherry picking in the rest of the insurance industry.
(See attached memo from Vance Taylor, General Mgr ¢f the Mill)

CHAIR KEISER: Closed hearing on HB 1138
T (End at 1496)
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2003 HOUSE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO. HB 1138
House Industry, Business and Labor Committee
Q Conference Committee

Hearing Date 1/15/03

Tape Number Side A Side B Meter #
4 X 23.0-35,0

— |
Comsittee Clerk Signature /T \A&ML‘LSJ@!BAM

Minutes: Chairman Kelser Mmmlttec work on HB 1138,
Rep, Ekatrom stated that Legislative Council confirme. that this bill gives the State Mill and

Elcvator the option to go in and out as part of the fund, Secondly, reasonable has been changed
to sifflclent, Placing an emergency clause will aliow this to go into action immediately. This is
because of the State Mill and Elevator and their sbility to go out and seek bids, They want us to
get the Insurance Commissioner’s iame of this request,

Rep. Kiein nioves to approve the amendments, seconded by Rep. Severson. A voice vote
adopted the amendments,

Rep, Ekstrom moved a do pass as amended, seconded by Rep. Klein,

For the record, Chairman Kefser expressed his coistemation that there is not a fiscal note on
this bill, there has to be a fiscal impact, Something has to be gained or lost if they are pulling the
State Mill and Elevator out of this. The motion carried, the vote was 13-0-1,

Rep. Kleln will carry this bill on the floor,
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FISCAL NOTE
by Counch f
01/03/2003
BiUResolution No..  HB 1138
1A, State flscal effect: iceniiy the state flscal efect and the fiscal effect on agency appropriations compered o
Ainding levels and ;
[ 2001-2003 Biennium '%mw 2006-2007 Blennium |
Genworal [Other Funda] Oeneral [Other Funde] General [Ofher Funda] ;
L Fund Fund fund |
Revenues [ 3 % X ;
Expendituree $ 4 s $4 $a 30 |
Appropriations 84 T |
WW&M«NM“«L MMWWﬂndoMmMW f
2003-2008 Blennium |
Sohool g
coml cm«é om.—scu counuuﬁl Cities | Distriots | Counties cmnml ﬂ
Ll |
!
|

2. Narrative! identify the aspects of the measure which cause fiscal impact and include any comments relevant (o

HB 1138 is not expected to have a flscal impact on the agenoy uppropriation, The bill allows the State Mill and Elevator to }
procure property insurance other than from the State Fire and Tomado Fund, The Fund has always acted as a "fronting" company :
in which the State Mill and Elevator's risk was passed on at the flist dollar. The Fund has never collected premium or assumed

any risk from the olevator, The bill also allows the Fund to prooure reinsurance through a broker rather than by advertising. The

cost of the broker will be built into the cost of reinsurance and will not have impact on the agenoy appropriation,

3. State fiscal effect detall: For information shown under state fiscal effect in 1A, please:
A. Revenues: Explsin the revenus amounts. Provide delal, when appropriste, for each revenue type and
find affected and any amounts incluuded In the executive budget,

N/A

B. Expenditures: Explain the expenditure amounts. Provide detail, when appropriate, for each agency, line
item, and fund affecled and the number of FTE postions affected.

N/A

C. Appropriations: Explain the appropriation amounts. Provide detall, when appropriate, of the effect on
{he blennial approoriation for eavh agenoy and fund affected and any amounts included In the executive
budget. Indicate the relationship between the amounts shiown for expendiures and appropnlations,

N/A
Name! Charles E. Johnson Agency: Insurance Department

for
t beirng md ( { .
ratorfe Sipnature "




328-2440

| miorofiim. MOYICH:

a%m

o thie m- m mwm nprmtl
ar coUrss of

[Date Prepared:  01/07/2003

e T e S i, ST Tt

of records lmvmd te Mm information Systeme for misrefiin

bueinae, mm'“f
11 the fiimed imege abyove fa Less Loyl lo than Mo Notfve, 1t (s due to the quality of the

{o procesn meets ¢ f the Amarican Natfonal Standerds Inet




.\gw

L

38117.0104 Adopted by the industry, Bus! mdubo"
January 18, 2009 ll

[oﬁ

WOUSF  AMENDMENTS TO HOUSE BILL NO, 1138 1Bk 1-17-03
Page 1, line 2, remove the firt “and”
Page 1, ine 4, after "reinsurar ce* insert *; and to declare an emergency”

] Bouss Amendment to NB 1138 IBL 1-17-03
Page 2, line 4, replace”masonabin” with "sufficient’

NOUSE AMENDMENTS TO EB 1138 I, 1-17-03
Page 3, afler line 6, insert:

“SECTION 4. EMERGENGQCY. This Act is declared to be an emergency
measure.”

Renumber accordingly

Page No. 1 38117,0101
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Date: .
Roll Call Vdte l
2003 HOUSE STANDING COMMITTEE ROL L VOTES
BILL/RESOLUTION NO,
House _Industry, Business & Labor

Committee

D Check here for Conference Committee

Legislative Counci! Amendment Numbor’) 9' .’ ( 7 -0 LO \

Action Taken

MotionMadeBy _Eckcstytm  Seconded By m

Representatives

/ 020

R.Bgn“

Chalrman Kelser
Rep.Severson, V g&

Rep.Ekstrom

Rep.Dosch

Rep.Thorpe

Rep, Froseth

Rep. Zalser

5, Johnson

iper

D, Klein

Reg Nottlestad

n on"

Rep. Tieman

Total  (Yes) r?)

No

Absent 1
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: REPORT OF STANDING COMMITTEE (410) ModiNe No: HR-09-0708
! January 17, 2003 $:20 a.m, GCarrier; Ekatrom
| & HB 1138; Business u?: .Tubor Commities .(lop. Keloor Ommmn)
Teoomments AMENDIENTS AS FOLLOWS. and whon o amended. recomme
DO PASS (13 YEAS, 0 NAYS, 1 ABSENT AND NOT VOTING) HB 1138 was plaood
on the Sixth order on the calenday,
Page 1, line 2, remove the firet "and”
Page 1, line 4, after "relnsurance” insert *; and to deciare an emergency”
Page 2, line 4, replace”raasonable” with “sufficient”
Page 3, after line 8, insert:
"SECTION 4. EMERGENCY. This Act is declared to be an emergency
measure.”
Renumber accordingly
|
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(%) DEGK, (3) COMM Page No. 1 HR.09-0708

TN Wi lmtw,); TR

| 1o tratne
N douvmd to Hodarn lnmmm m!ml.“
o " 'M' & ot ?‘“""‘rﬁ:‘"“‘ 'l"g':‘wﬁ“‘ e u.a.":.t's‘:if“?? {s due to
m’: gt eromn boticty 1 the TLaae tueg sbeve 18 Loss Lrglble then
V. 0
| ol “ — ate

rator’s Signature



?}‘
o
»

documnt being f1imed,

3003 SENATE INDUSTRY, BUSINESS AND LABOR

f

HB 1138

The micrographic {mages on thie fiim are acourate reproductions of records delivered to Hodern (nformation Syatems for micrefiiml

e €
were f{(med {n the reguler course of business, The photographio process mests sterdards of the Americen National Standards Institute

CANBIY for archival miorefiim,

NoYiCE:

L

If the filmed Image sbove {8 less leglble than this Notice, it {s due to the quality of the

Date



]

P R e i

2003 SENATE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO. HB 1138
Senate Industry, Business, and Labor Committee
D Conference Committee
Hearing Date 03/04/03

Tape Number Side A Side B Meter #
[ Tape | X 2700-ead 5
Tape | X 0-225
Committee Clerk Signature MLW\.)
Minutes:

[~ Semator Mutch opens HB 1138, All senators present,
D Joff Bitz: Special Funds Administrator, ND Insurance Department introduces bill (Written I
testimony attached)

Semator Espegard: And prior to this taken place how was it handled?

Bitz: | would do and RFC and I would send a RFC with our requirements to all brokers who are

licensed in the state of ND as well as every insurance company of record,

Senator Mutch: You dont’ have the ability in your department?

Bitz: No » \
Senator Krebsbach: Who proposed the amendments? ::
Bitz: the House IBL committee

Senator Mutch: What was the dollar amount? Reinsurance?

(" Bita: $1 miltion per $110 miltion
B b e
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Page 2

Senate Industry, Business, and Labor Committee
Bill/Resolution Number HB 1138

Hearing Date 03/04/03

Seaator Krebsbach: What is the fund balance?
Bitz: June 30, 2002, the fund was 13 million 174,879
Sonator Krebsbach: Annual claims?

e 1t e i S0 35

e e L e .

Bitz: spproximately 4 million
Bitx continues testimony
Senator Heltkamp : If the books are in good ahape after the last few years have cone well,

Bitz: ] think we are
Jim Poolman: ND insurance commissioner, private entities are different, these questions

concetn me as well, this particular fund has & 12 million dollar floor. We can't go under 12 ;
miltion, What the legislature has done if you go much over 12 million and they see that as extra |
money just sitting there and potential go after those dollars, We would like to remove that floor | E
" and allowing use to reserve the funds to the best of our ability.

Senator Mutch: Do you have & million dotlar deductible?

Poolman: we had a million dollar retention level and when we went out and bid we couldn't find

anyone to take use at the current retention level and the rates tripled for reinsurance, The

premium exceeds the deductible,

Senator Heltkamp: A) the stock market sucks and B) there is a disaster in reinsurance

Poolman: Both A&P

Senator Espegard: J: is really caused by all the disaster.
Rolland MelhofY, Vaaler Insurance, we proviso the reinsurance for the Winter Show building
in 1997, that was their 1st claim. After that things seemed to happen, When we started providing
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‘ Page 3

| Senate Industry, Business, and Labor Committee
| Bill/Resolution Number HB 1138

/ "y,  Hearing Date 03/04/03

the coverage in the mid 80's we had several companies we could work with and thankfully we
renegotiated the reinsurance before 9/11, They don't understand the concept,

Senator Kleln: Do you support this bill?

Melhoff: It would let us negotiate with reinsurance companies, It gives the company a lever.
Kariene Fine, Industrial Commission, provides written testimony and proposed amendments ,’
(wtached) |

Poolman: The insurance department is okay with the amendments.
No opposition

Hearing Closed on HB 1138
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2003 SENATE STANDING COMMITTEE MINUTES
BILL/RESOLUTION NO. 1138
Senate Industry, Business and Labor Committee
O Conference Committee

Hearing Date 3-24-03

Tape Number Side A Side B Meter #

1 XXXX 2175.2500

A

Comite e sigwe T AQ 0 SSUNAD

Minutes:Chairman Mutch opened the discussion on HB 1138, All Senators were present,
HB 1138 relates to buildings insured by the state fire and tornado fund and excess loss
reinsurance.

Senator Kieln moved \iie amendments presented by Carlene Fine. Senator Espegard

seconded,

Senator Heitkamp: Wasn't the difference between the two that they felt they were not insuring,
but felt the bill made it so they never could, Now with this amendment, they have a choice,
Senator Krebsbach: They do not want to be prohibited from using the state fire and tornado
fund.

Roll Cull Vote: 7 yes. 0 no. 0 absent.

Senator Espegard moved a DO PASS AS AMENDED. Senator Heitkamp seconded.

Roll Call Vote: 7 yes. 0 no. 0 absent.

Carrier: Senator Espegard
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381170201 Adopted by the Industry, Business and La )
Title.0300 <'Jc)mmltteoy i
March 24, 2003

o~~~ 3’ }g&/
PROPOSED AMENDMENTS TO ENGROSSED HOUSE BILL NO. 1138

Page 1, line 2, after "26,1-22-05" insert *, 26.1-22-10,"

Page 1, line 4, after "fund” insert *, optional coverage for the state mill and elevator
assoclation,”

Page 1, line 10, after "nngglanqn“ insert "
section 26.1:22-10

Page 1, after line 21, insert:

"SECTION 2, AMENDMENT, Section 26.1-22-10 of the North Dakota Century
Code is amended and reenacted as lollows:

26.1-22-10, Commissioner fo rrovldo insurance on all buildings. Upon
application the commissioner shall provide for insurance against loss by fire, lightning,
inherent explosion, windstorm, cyclone, tornado and hail, explosions, riot attending a
strike, aircraft, smoke, vehicles, or any other risks of direct physical loss, all in the
manner and subject to the restrictions of the standard fire insurance policy and standard
endorsement, and no other hazards, in the fund, on all buildings owned by the atate,
state industries, political subdivisions, international peace gardens, and winter shows,
and the fixtures and permanent contents in such bulldings, to the extent of not to

N exceed the insurable value of such properly, as the value le agreed (o between the
commissioner and the officer or board having control of such property, or, in case of
disagreement, by approval through arbitration.

RUIINGS aNG 100 CONIGNIS O1 (NG DUQINGs QWNea i 19 S1R(0 IT] m

:ciz,u.-.-: Qf .m.-l: age under this chapter, me QRUON Of N

4 “::'tlm:g:- : BO 2UAHIST D
ids. shall nvite the fund to submit a bid, and

Akt

All public bulldings owned by a political subdivision, in lieu of coveragg provided
for in this section, may at the option i the governlng bady of the political subdivision be
insured on the basis of competitive sealed bids, through the fund which must be invited
to submit a sealed bid or private insurance companies licensed to do business in this
state, against damage resulling from hazards, which include those types of hazards that
may be Insured against by the fund. The governing body may reject any or all such

bids.

All publlc Iibraries owned by the state or political subdivisions may, in addition 1o
the coverage provided for in this section, be covered against damage through
vandallsm. if this coverage cannot be extended to the public libraries situated within
this state, the libraries may contract for this coverage with private insurance companies;
provided, that this coverage meets the recommendations of the Inaurance code of the

American library assoclation.”

Renumber accordingly

Page No. 1 38117.0201
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[~ Roll Call Vote #: ,
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2003 SENATE STANDING COMMITTEE ROLL CALL VOTES
BILL/RESOLUTION NO.

Senste [[BE_ conmite

[ ] Check here for Conference Committes

Legislative Council Amendment N
Action Taken MM%J“S% W@L

Motion Made By , Seconded By S5

T o i Ao Ao, 1n

Senators Yes | No Senators Yes | No
Senator Mutch
Senator Klein
Senator Krebsbach
Senator Nething

' Senator Heitkamp
. ) Senator Every

Senator Espegard

Total  (Yes) _VNAWAMAmaAN N 7No Mnnama g O
Absent ‘r)

Floor Assignment _YNVMAA YA /Minacatisumens,

If the voie is on an amendment, briefly indicate intent:
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document being 1 lmed, -
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= Roll Call Vote #:
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2003 SENATE STANDING COMMITTEE ROLL CALL VOTES
BILL/RESOLUTION NO.

Senate Committee

] Cuieck here for Conforence Committee
w« 162
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REPORT OF STANDING COMMITTEE (410) Module No: SR-33-3699
March 26, 2003 2:13 p.m. Carrior: upogorg
Insert LC: 38117.0201 Title; .
N REPORT OF STANDING COMMITTEE

HB 1138, as engrossed: industry, Business and Labor Committes (Sen. Mutch,
Chairman) recommends AMENDMENTS AS FOLLOWS and when 8o amended,
recommends DO PASS (7 YEAS, ONAYS, 0ABSENT AND NOT VOTING).
Engrossed HB 1138 was placed on the Sixth order on the calendar.

Page 1, line 2, after "26.1-22-05" insert *, 26.1-22-10,"

Page 1, line 4, after “fund" ingsert *, optional coverage for the state mili and elevator
assoclation,”

Page 1, line 10, a:ter *association” insert *
section 26.1-22-10"

o e s i e

| Page 1, after line 21, insert:

“SECTION 2. AMENDMENT. Section 26.1-22-10 of the North Dakota Century
Code is amended and reenacted as follows:

26.1-22-10. Commissioner to provide insurance on all builldings. Upon

, application the commissioner shall provide for Insurance against loss by fire, lightning, ;.

: inherent explosion, windstorm, cyclone, tornado and hall, explosions, riot attending a ;
! strike, aircraft, smoke, vehicles, o1 any other risks of direct physical loss, all in the

manner and subject to the restrictions of the standard fire insurance policy and \

standard endorsement, and no other hazards, in the fund, on all buildings owned by the ;
state, state industries, political subdivisions, international peace gardens, and winter

N shows, and the fixtures and permanent contents in such bulldings, to the extent of not
et to exceed the insurable value of such property, as the value Is agreed to between the
commissioner and the officer or board having control of such propertty, or, in case of

disagreemaont, by approval through arbitration.
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‘ All public bulldings owned by a political subdivision, in lieu of coverage provided
! for in this section, may at the option of the goveming body of the political subdivision be
| insured on the basls of competitive sealed bids, through the fund which must be invited
to submit a sealed bid or private insurance companies licensed to do business In this
state, against damage resuiting from hazards, which include those types of hazards
thathnt;ﬁjy be insured against by the fund. The governing body may reject any or all
suc s.

All pubiic libraries owned by the state or political subdivisions may, in addition
to the coverage provided for in this section, be covered against damage through
vandalism. If this coverage cannot be extended toc the public libraries situated within
this state, the libraries may contract for this coverage with private insurance
companies; provided, that this coverage meets the recommendations of the insurance
code of the American library association."

Renumber accordingly
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HOUSE BILL NO. 1138

Presented by: Jeff Bitz
Special Funds Administrator
North Dakota Insurance Department

Before: Industry, Business and Labor Committee
Representative George Kelser, Chairman
Date: January 13, 2002
TESTIMONY

Mr. Chairman and members of the committee:

Good morning, my nams is Jeff Bitz and | am the Administrator of the North Dakota State
Fire and Tornado Fund (Fund) administered by the Insurance Department. The Fund
provides property insurance coverage for the state and its political subdivisions. 1 appear
in support of House Bill No. 1138.

The Fund provides coverage for 1,089 policyholders representing approximately $5.3
billion in total property values. The property insurance is broken down as follows:

Building Property 8,784 bulldings
Personal Property 6,545 locations
Outdoor Property 2,910 locations
Trailer Property 29 mobile homes

The Fiind In its current fiscal year will receive in premium approximately $3.9 million.

Mother nature has not been kind to North Dakota for the last 4-5 years, pretty much dating
back to 1997, and the Insurance industry as a whole has suffered great losses not only in
North Dakota but nationwide, not to mention the horrible act of September 11, 2001, All
of this has resulted in the hardening of the insurance market, the loss of capacity, and the
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skyrocketing cost of insurance. The Ftind has not been immune to this hardening market, =

7N
- TheFund has seen its reinsurance rates increase from approximately $260,000 per year f

the last blennium (1999 through 2000) with a $1 million retention to approximately $1
milllon for the current biennium (2001 1rough 2002) with a $2 million retention. |

The Fund has also experienced an increase in its loss exposure over the last 4-5 years in ‘
which reinsurance has been penetrated. What | refer to here when | say penetrated is that
the Fund has made claims against its reinsurer for fosses that exceed the retention level

that being $1 million and $2 million, respectively.

Following Is a list of losses just dating back to 1999 that have penetrated reinsurance:

1. Center Public School 1999 $2.6 million |

2. City of Fargo 1999 $1.7 miltion

3. NDSU (still pending) June 2000 Approximate exposure -
~ $2.9 million

~ 4,  Bismarck/Mandan hailstorm June 2001 $3.3 million

Section 1 - Amendment

This section allows the State Mill and Elevator Assoclation (Association) the ability to
purchase property insurance In the private sector. The Fund has always acted as a
“fronting” company where the Association’s risk was passed on at the first doliar and the
Fund was a named insured on the Association's property insurance polic'’. The Fund
collected no premium and assumed norisk, This arrangement has made it difficult for the
Association to purchase commercial property insurance. Many insurance carriers have
been reluctant to write coverage and list the Fund as an additional insured. This change
will make it easier for the Association to find insurance coverage.

Section 2 - Amendment

| This section allows the Insurance Commissioner greater flexibility in purchasing ;
) reinsurance for the Fund. It allows the Fund to:
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~ . Purchase different reinsurance contracts for different classes of risk.
. Retain different levels of risk for the different relnsurance contracts.
|
¢ Purchase different insurance coverage limits for the different classes of risk. ,
. Purchase reinsurance annually or renegotiate reinsurance terms annually.

The Fund is finding that it is practically impossible to secure a two-year
commitment on a reinsurance contract. Requiring a two-year commitment
limits the number of reinsurance carriers that will provide the Fund with a

quote.

This section also allows the Fund to assess the reinsurance premium for different classes
of insureds back to those classes that benefit. Currently the reinsurance premium Is paid
out of the Fund surplus and generally assessed back to the policyholders in general rather
N than to specific classes of policyholders. This change will allow the Fund {0 more directly
assess the cost of reinsurance to those insureds that require the reinsurance.

This section eliminates the requirement that the Fund publish a notice that the Fund is :
accepting bids for reinsurance. It also eliminates the requirement that the Fund mail a ‘
notice to each insurance company licensed to write fire insurance in the state. Fire

insurance companies licensed to do business in the state have not been contacting the

Fund concerning reinsurance. Most do not have the capacity to underwrite the Fund's

relnsurance requirements, that being no less than $100 million per occurrence. if they do,

they work directly with a broker or agent licensad to do business within the state. Going

forward the Fund will work with a broker to solicit reinsurance bids.

Section 3 - New
This new section gives the Commissioner the abllity to contract with an Insurance broker

to assist in procuring excess loss reinsurance. The broker will solicit bids from reinsurers.
) This process will be more effective than having the Fund solicit reinsutrance directly from

the insurance industry.
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In the last three bienniums in which the Fund has bid out its reinsurance requirements, only
one relnsurance proposal was received. |

The Commissioner believes that by working with one insurance broker to find a reinsurer,
the Fund can actively work with the broker to provide the potential reinsurers with the
necessary information that will procure the best price for reinsurance for the Fund and
thereby reduce the premium pald for the reinsurance.

The Fund asks for a yes vote for House Bill No. 1138 as this will give the State Mill and
Elevator Association the flexibility it needs to pursue insurance on its own thereby
simplifying its insurance procurement process. It will also give the Fund the flexibllity it
needs to pursue reinsurance at the lowest and best possible cost.

| will be happy to answer any questions that you may have.
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MEMORANDUM |
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TO: Industry, Business and Labor Committee
FROM: Vance Taylor, President & General Manager
DATE: January 11, 2003

RE: HE 1138

Mr, Chairman and Committee Membetrs

The North Dakota Mill and Elevator Assoclation supports this bift provided that it is the Mill with the
approval of the Industrial Commission that has the authoiity to go to the private sector to obtain insurance
coverage. However, we do not want to be prohibited from using the Fire and Tornado Fund for our

insuran verage.
"j nsurance coverage

e The Mill has a good working relationship with the Fire and Tornado Fund. Currently we work with them to
find reinsurance carriers for the Mill, The Fire and Tornade Fund Is the primary lsurer for the Mill,

There are not t60 many insurance companies interested in insuring grain elevators or flour mills due to the
inherent dangers of the industry. Last summer we were able to find three groups that had an Interest in
insuring the State Mill. Upon lsarning that they would be providing reinsurance and not be the primary
insurance carrier, two of the groups declined to bld on the coverage. In discussion with them, they
informed us that they would be Interested If they were the primary carrler and not a reinsurance carrier.
They indicated that agreemants they had with thelr reinsurance carriers required them to be the primary
carrier and since the Fire and Torado Fund Is the primary Insurance carrler, they could not carry our

Insurance.

However, we do not want to be prohibited from using the Flre and Tornado Fund. Our concerns are that if
the insurance coverage becomes difficult to obtain or cost prohibitive, we may need to rely on the Fire and

Tornado Fund for insurance coverage.

This bill will give the Mill a larger number of insurance compatiles from which to recelve bids. This should
lead to a reduction Ih our insurance costs.

Thank you for your conslideratlon.

——e
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C INDUSTRIAL COMMISSION OF NORTH DAKOTA

John Hoaven Wayne Stenahjem Roger Johnson
Governor Attorney General Commissioner of Agriculture
Testimony on Engrossed House Bill No. 1138
Senate Industry, Business and Labor Committee
Tuesday, March 4, 2003

Mr. Chalrman and members of the Senate Industry, Business and Labor
Committee, my name is Karlene Fine, Executive Director and Secretary for
the Industrial Commiission of North Dakota. | appear before you today on
behalf of the Industrial Commission and Vance Taylor, President and General

{ "~ Manager of the North Dakota Mill,

The Commission and Mill'monogemenf are In support of this change Ih-
the law as long as the decision of whether or not the Fire and Tornado Fund
will provide the insurance coverage for the Mill is made by the Industrial

Commission.

The Mill has a good working relationship with the Fire and Tornado
Fund. Currently we work with them to find reinsurance carriers for the Mill.
The Fire and Tornado Fund is the primary insurer for the Mill.

: We are supportive of the flexibility this legislation would provide
because in the Mill's recent history there have been instances when an
insurance firm wanted to bid on providing insurance coverage for the Mill,
but when finding out they would not be the primary insurer, the insurance firm
was unable to submit a bid. If the Fire and Tornado Fund and State Mill are
given this flexibllity we believe we will have more firms willing to submit bids
and, hopefully, this will result in a reduction in the Mill's insurance costs.

The State Mill does not want to be prohibited, however, from using the
Fire and Tornado Fund. To make sure that flexibility remains in place the Mill's
ottorney has drafted the attached armendment to Engrossed House Bilt No.
1138. This amendment specifically outlines that it is an option for the Industital
Commission's determination of whether the State Mill should be insured by a

private insurance company.

The amendment has been drafted with the language being very
similar to what the Legislature has already adopted for political subdivisions.
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Thank you for your consideration of these amendments for Engrossed

‘ ( House Bill No. 1138.
Karlene K. Fine, Executive Director and Secratary

Stats Capitol, 14th Floor - 600 E Boulevard Ave Dept 405 - Bismarck, ND 58805.0840
E-Mail: ktine@state.nd.us
Phone: {701) 328.3722 FAX: (701) 3208-2820
“Your Gateway to North Dakota”: discovernd.gom
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PROPOSED AMENDMENTS TO ENGROSSED HOUSE BILL NO. 1138

Page 1, line 2, after “26.1-22-05" Insert *, 26.1-22-10,"
Page 1, line 4, after “fund” insert *, optional coverage for the state mill and elevator

assoclation,”

_}

é Page 1, line 10, after “association” Insert “f it exercises the option provided in section j
| 26.1-22-10" |

Page 1, after line 21, insert:

“SECTION 2. AMENDMENT. Section 26.1-22-10 of the North Dakota Century
Code is amended and reenacted as follows:

26.1-22-10. Commissioner to provide insurance on all bulldings. Upon
application the commissioner shall provide for insurance against loss by fire, »
lightning, inherent explosion, windstorm, cyclone, tornado and hall, explosions, riot ;
attending a strike, aircraft, smoke, vehicles, or any other risks of direct physical loss,
all in the manner and subject to the restrictions of the standard fire insurance policy
and standard endorsement, and no other hazards, in the fund, on all buildings owned
by the state, state industries, political subdivisions, international peace gardens, and
winter shows, and the fixtures and permanent contents In such buildings, to the
extent of not to exceed the insurable value of such property, as the value is agreed to
between the commissioner and the officer or board having control of such property,

or, In case of disagreement, by approval through arbitration.

All_bulldings and their contents owned by the state mill and eievator

association, in lieu of coverage under this chapter, may, at the option of the industria

commission, be_insured by private insurance companies licensed to do business in

y this state, against at least all the types of hazards insured agalnst by the fund. If the
: | industrial commisslon _exercises the optlon provided in this section, it shall seek
? competitive sealed bids, shall invite the fund to submit a bid, and may reject any or all

{ bids recelved.

All public buildings owned by a political subdivision, in lieu of coverage
j provided for in this section, may at the option of the governing body of the political
| subdivision be insured on the basis of competitive sealed bids, through the fund
which must be invited to submit a sealed bid or private insurance companies licensed
to do business In this state, against damage resuiting from hazards, which include
those types of hazards that may be insured against by the fund. The governing body

may reject any or all such bids.

All public librarles owned by the state or political subdivisions may, in addition
to the coverage provided for in this section, be covered against damage through
vandalism. If this coverage cannot be extended to the public libraries situated within
this state, the libraries may contract for this coverage with private insurance
companies; provided, that this coverage meets the recommendations of the

insurance code of the American library association.”
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Renumber accordingly
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Presented by:

Before:

Date:

ENGROSSED HOUSE BILL NO. 1138

Joff Bltz
Special Funds Administrator
North Dakota Insurance Department

Industry, Business and Labor Committee
Senator Duane Mutch, Chalrman

March 4, 2002

TESTIMONY

Mr. Chairman and members of the commiittee:

Good moming, my name is Jeff Bitz and | am the Administrator of the North Dakota State
Fire and Tornado Fund (Fund) administered by the Insurance Department. The Fund
provides property insurance coverage for the state and its political subdivisions. | appear

in support of Engrossed House Bill No. 1138.

The Fund provides coverage for 1,089 policyholders representing approximately $6.3
biilion in total property values. The property insurance is broken down as follows:

Building Propeirty 8,784 bulldings
Personal Property 6,545 lotations
Outdoor Property 2,810 locations

Traller Property

The Fund ... its current fiscal year will receive in premium approximately $3.9 million.

Mother nature has not been kind to North Dakota for the last 4-6 years, pretty much dating
back to 1997, and the insurance industry as a whole has suffered great losses not only in
- North Dakota but nationwide, not to mention the horrible act of September 11, 2001. All
\J of this has resulted in the hardening of the Insurance market, the loss of capacity, and the
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N skyrocketing cost of insurance. The Fund has not been Immune to this hardening market. ;
(‘, ~=,  The Fund has seen its reinsurance rates increase from approximately $260,000 per year
the last blennium (1899 through 2000) with & $1 million retention to approximately $1

| million for the current biennium (2001 through 2002) with & $2 million retention.

The Fund has also experienced an increase in its loss axposure over the last 4-5 years in
which reinsurance has been penetrated. What | refer to here whan | say penetrated is that
the Fund has made claims against its reinsurer for losses that exceed tha retention level

that being $1 million and $2 million, respectively.

e

Following is a list of losses Just dating back to 1999 that have penetrated reinsurance:

1. Center Public School 1999 $2.6 million .
2.  City of Fargo 1999 $1.7 million
3. NDSU (still pending) June 2000 Approximate exposure - ‘
D $2.9 million
i f’\ 4.  Bismarck/Mandan hailstorm June 2001 $3.3 million
Section 1 - Amendment

This section allows the State Mill ar.d Elevator Association (Association) the option to
purchase property insurance in the private sector. The Fund has always acted as a
“fronting” company where the Association's risk was passed on at the first dollar and the
Fund was a named Insured on the Association's property insurance policy. The Fund
collected no premium and assumed no risk. This arrangement has made It difficult for the
Assaciation to purchase commercial property insurance. Many insurance carriers have
been reluctant to write coverage and list the Fund as an additional insured. This change
will make it easler for the Association to find insurance coverage.

‘ Section 2 - Amendment

This section allows the Insurance Commissioner greater flexibility in purchasing
( . reinsurance for the Fund. It allows the Fund to:
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. Purchase different reinsurance contracts for different classes of risk.
«  Retaln different levels of risk for the different reinsurance contracts.
. Purchase different Insurance coverage limits for the different classes of risk.

. Purchase reinsurance annually or renegotiate reinsurance terms annualiy.
The Fund is finding that it is practically impossible to secure a two-year
commitment on a reinsurance contract, Requiring a two-year commitment
limits the number of reinsurance carriers that will provide the Fund with a

quote.

This section algo allows the Fund to assess the reinsurance premium for different classes
of insureds batk to those clagses that benefit. Currently the reinsurance premium is paid
out of the Fund surplus and generally assessed back to the policyholders in general rather
than to specific classes of policyholders. This change will allow the Fund to more directly
assess the cost of reinsurance to those insureds that require the reinsurances.

This section eliminates the requirement that the Fund publish a notice that the Fund is
accepting bids for reinsurance. It also eliminates the requirement that the Fund mail a
notice o each insurance company licensed to write fire insurance in the state. Fire
insurance compantes licensed to do business in the state have not been contacting the
Fund conceming reinsurance. Most do not have the ¢apacity to underwrite the Fund's
reinsurance r::quirements, that being no less than $100 million per occurrence. If they do,
they work directly with a broker or agent licensed to do business within the state. Going
forward the Fund will work with a broker to solicit reinsurance bids.

Section 3 - New

This new section gives the Commissioner the ability to contract with an insurance broker
to assist in procuring excess loss reinsurance. The broker will solicit bids from reinsurers.
This process will be more effective than having the Fund solicit reinsurance directly from

the insurance industry.
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e | Inthe last three blenniums in which the Fund has bid out its reinsurance requirements, only

(7™  one reinsurance proposal was received.

The Commissioner belleves that by working with one insurance broker to find a reinsurer,
the Fund can actively work with the broker to provide the potential reinsurers with the
necessary information that will procure the best price for reinsurance for the Fund and
thereby reduce the premium pald for the reinsurance.

The Fund asks for a yes vote for Engrossed House Bill No. 1138 as this will give the State
Mill and Elevator Association the options it needs to pursue insurance on its own thereby
simplifying its insurance procurement process. It will also give the Fund the flexibility i
needs to pursue reinsurance at the lowest and best possible cost,

| will be happy to answer any questions that you may have.
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