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2003 HOUSE ST ANDINO COMMITTEE MINUTES 

BILI../RESOLUTION NO. HB 1264 

House Industry, Business and Labor Committee 

□ Conference Committee 

Hearing Date 1/27/03 

T Nwnber Side A SideB 
2 X 

2 X 

Committee Clerk Si 

Meter# 
19.0-end 
0.00-S.S 

Rep. Frank Wald; District 37, introduced Ht3 1264, whfoh deals with the topic of"controlled 

business". Last session the Insurance Department brought in a bill that made many changes in the 

code, doing housekeeping, so to speak, and inadvertently deleted the "controlled business 

insurance0 portion of the legislation. For example, a contractor who pays substantial premiums 

may want to start an agency just for their own account. Or a large farmer might want to get a 

contract to write his liability insurance. That's the only business that they would write, Or a 

cooperative may want to start their own insurance agency. What the "controtled business0 statute 

has done for years and years has precluded this type of thing from happening. We are asking that 

this "controlled business0 he put back into the code. 

Kent Olson, Executive Director of the ND Professional Insurance Agents, appeared in support of 

HB t 264. (See attached) 
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Page2 
House Industry, Business and Labor Committee 
Bill/Resolution Nwnber HB 1264 

r", Hearing Date l/27 /03 

·' Rep. Tieman: Must the individual in the scenarios you have described be licensed and an agent 

for a company? Not appointed? 

Olson: That's almost correct. You have to be licensed and you can have an insurance producers 

license without having an appointment. 

Appearing in opposition to HB 1264 waca Robert J1tzalmmon1, a farmer from Walhalla, ND, 

representing himself, who offered oral testimony to explain the situation that occurred when the 

local elevator closed its doors. They raised money locally to get their product that they had 

already purchased. The community raised 1.2 million to buy out Harvest States position. We 

changed to Benson Quinn for management. This economic development created 40 new jobs in 

I 
our community. Our crop insurance and chemical sales keep our doors open. This is not 

(0 controlled business. Be careful how you word this. 

Rep. Kuper: You sell yourselves your crop insurance? Do you sell through a licensed agent? 

Do you sell to any people besides yaur group of partners? Crop and health insurance, and if so, 

what percentage is that compared to your controlled group? 

F1tz1bmnon1: Our elevator manager is our agent. Some clients aren't stockholders. I don't know 

the percentages. 

Brian Johnson, President ofWallhalla Bank: This past year, our first year of business, we got 

our license the end of January or so. Crop insurance sales close on March 1 S. We had two 

non-shareholder memberst accounting for 10-15% gross premiums. 

Tim Smith, Walhalla, ND, Buying my insurance through the elevator kept my insurance dollars 

in town. It helps the elevator stay viable. We need this business in our town. The past three years 
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Page3 
House Industry, Business and Labor Committee 
Bill/Resolution Number HB 1264 
Hearing Date 1/27/03 

have worked out well, Thanks for the opportunity to speak to this committee today. The 

insurance aspect is just another fonn of diversification. 

Rep. Kaaper: Please explain about the co-op investing $100,000. What percentage of local 

fanners are members of your coop and put dollars into the elevator? 

Smith: Anybody who does business with us is a member of the co.op. 25% of ow- profit is 

allocated to dividends. 9S-lOOo/4 of the looal farmers are our members. We do $2,000,000 a year 

in business, 

Rep. Kaper: hi the Co-op a partner in the elevator? And almost 100% of local farmers are 

members of the Co-op? So 100% of the farmers are members of the elevator through the 

ownership of the stock by the co-op? 

Smith: Yes, yes, and indirectly, yes. 

Rep. Boe: Would this law, if changed, easily circumvented by partnering with some other 

business? Another agency, until your group could meet the 25% statute requirement? 

Smith: I'd def~ that question to Mr. Johnson. 

Johll1on: That's a tough thing to do, what agency would let you in if you're their competition'/ 

Rep. Johnson: If this statute goes into place, is it retroactive, does it preclude you from doing 

further business? 

John1on: We've contacted an attorney for questions about commissions etc. and interpretation of 

the law. rd ask this committee for an amendment to address the fact that ifit is necessary for this 

committee to close this developing competitive market o~ maybe you do amend the date. 

Chairman Keiser: One of the things about insurance is that you want it to stand on its own two 

legs. When you sell a policy you want the company who sold it to you to be able to service the 

.J 
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House Industry, Business and Labor Committee 
BilVResolution Number HB 1264 
Hearing Date l/27 /03 

account, That's a cornerstones to insurance, And that's a reason wo avoid these entanglements, 

there's a subtle conflict. In that the people who buy the insurance also own the company and that 

may have an impact on premiums. What happens if the insurance side takes a huge hit? 

Johnson: We are requited to have an omissions coverage. This is a legitimate business. The 

patrons of the elevator aren't controlling this process, there's just amother competitive player in 

the market. Who is this bill impacting? It is targeted at us. We're here today, not to level the 

playing field, but to change the rules. This same group saved this elevator from ending up like 

the Wimbledon situation did, This group understands the need to find a way to earn noninterest 

income. Harvest States controls so many small towns and limits their options, This is quite the 

con.tmy in order to help the small producer and fann«. Please do not pass this bill. 

Rep. Kuper: The business plan was drawn up in 1998. Was insurance part of the original 

business plan? 

Johu,on: I don't know. I wa.~•t in Walhalla at that time. 

Rep. Kuper~ Was the elevator meeting its gonls and projections as a business witil this 

insmance battle came up? Were you running in the black or in the red? 

John1on: This year the elevator made $200,000, half of which was generated by insurance, the 

other half by selling chemicals, Operating expenses run $60,000 a month. 

As there was no one else present to testify in opposition to HB 1264, the hearing was closed. 
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2003 HOUSE STANDING COMMITTEE MINUTES 
j 
f 

BILllRESOLUTION NO. 1264 

House Industry, Business and Labor Committee 

C Conference Committee 

Hearin& Date January 28, 2003 

TaneNumber Side A SideB 

-- 3 X 

Committee Clerk Sianature r·oldi, -. "LA..) 
Mlnutas:CBAJR KEJSER1 Opened ~tte1:ZL 1264. 

Meter# 
4tSS4-S461 

UP, ftOSETB: Offered amendment to grandfather the Walhalla insurance company in to the 

bill. 

UP, KASPER: Would support the amendment if there ~as a provision that they can not sell or 

expand. He does not want a loophole. 

REP. EKSTROM: Would like to talk to Commissioner Poolman. Chair Keiser asked Rep. 

Ekstrom, Kasper. and Froseth to discuss and to come back later. 

REP. N01TESTAD: Wouldn,t support without the amendment 

REP. SEVERSON: Would also vote against currently without the amendment. 

REP. DOSCH: What the agency did was within the law when it was done and would support if 

they agency was grandfathered in. 

CHAIR KEISER: Closed committee work on 1264. 
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2003 HOUSE STANDING COMMITIEE MINUTES 

BILIJRESOLUTION NO. HB 1264 

House Industry, Business and Labor Committee 

CJ Conference Committee 

Hearing Date 2/4/03 

T Number Side A SideB 
2 X 

Committee Clerk Si 

Meter# 
23.0-33.S 

o Rep. Froteth distributed a proposed amendment relating to controlled insurance businesses. 

During last session a portion of statue was repealed that is being brought back in now. Since 

then, Rt least two compani~ that have fonned controlled insurance busirte9SOSt one organized 

under the umbrella of a cooperative that sells crop insurance. This amendment will be limited to 

businesses selling crop insurance only that were licensed prior to January 1. 2003. 

Rep. Klein moved to adopt the amendments. Rep. Sever,on seconded the motion. 

A voice vote carried the amendment. 

Rep. Klein moved a Do Pa11 A• Amended. 

Rep. Tieman seconded the motion. 

Results of the ro11 call vote were: 13-1-0. 

Rep. Kuper will carry this bill on the floor. 
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2003 HOUSE ST ANDINO COMMmnB MINUTES 

BILLIRBSOLUTION NO. HB 1264 

House Industry, Business and Labor Committee 

□ Conference Committee 

Hearing Date 2/0S/03 

T Number Side A SideB Meter# 
2 X 8.0-10.0 

Committee Clerk Si 

amendments referred to a "cooperative association" when in fact, the entity is an LLC (limited 

liability corporation), 

Rep. Froleth moved reconsider the actions taken on 2/4/03. 

Rep. Kuper seconded the motion. 

Rep. Frosetlu The amendment didn•t speclfiy if LLC•s were included, I visited with the 

Insurance Commissioner, licensee will cover all types of licenses issued under the time period. 

We rephrased the amendment slightly, redid the language, It's limited to the owners of that 

licensee as of January t, 2003. 

A voice vote oanied the motion to adopt the amendments. 

Rep. Sevenon moved a Do Pass As Amended. Rep. Kiehl seconded the motion. 

R.esults of a roll call vote were: 13-1..0. 
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,) Rep. KatJMr will carry this bill on the floor. 
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BIIVReaolutlon No.: HB 1264 

FISCAL NOTE 
Requnted by Leglalatlve Councfl 

01/14/2003 

1A. State fllcal effect: Identify the state tl$Cal effflct and the fiscal effect on agency appropriations compared to 
fundli levels and tlons antlcJi led under cunent law. 

2001-2003 Biennium 2003-200 Biennium 
General 0IMt' Fundl General other Funds 

Fund Fund 

1B. 

2005-2007 Bt.nnlum 
G.....,.I other Funds 

Fund 

subdivision. 

2. Narrative: Identify tM aspects of the measure which cause fiscal Impact and lncludl> any comments tMVSnt to 
your analysis. 

O Thil biJJ wilt restrict the customers to which an agent may seU insurance1 but will not impact the number of agents or any fees 
paid by thoile agents. 

L 

3. Slate ftlcal etr.ct detail: For Information shown under state fiscal effect In 1A; please: 
A. Revenu.: E>tpleln tM revenue t1mounts. Provide dlltaJI, when appropriate, for each revenue type and 

fund affected and any amounts Included In the executive budget. 

N/A 

B. Expenditures: Explain the expendHure amounts. Provide detaH, when appropriate, for each agency, line 
Item, and fund sffetted and the number of FTE positions affected. 

NIA 

N/A 

c. Appropriation•: EK()lsln the appropriation amounts. Provide detaJ/, when appropriate, of the effect on 
the blermlal appropriation for each agency and fund affected and any amounts Included In the executive 
budget. Indicate the relationship between the amounts shewn for expenditures and appropriations. 

Name: Charles E. Johnson Ag9ncy: Insurance 
Phone Number: 328-2440 Date Prepared: 01/15/2003 
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February 3, 2003 

PROPOSED AMENDMENTS TO HOUSE BILL NO. 1264 

Pap l, after line 15, insert the following: 

"o. Controlled blllineu does not include crop insurance business sold by a 
licenaee owned by a cooperative auociation orpnized under chapter 10-tS 
to the members of the cooperative 8110Ciation who were members u of 
January 1, 2003, provided the licenseewa, licemed prior to January 1, 2003!' 

Renumber accordingly 
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30509,0101 
Title,0200 ~~J~~~ the Industry, Business and Labo'-1/i.S"/c,j 

February 4, 2003 

BOUSE AMENDMENTS TO HOUSE BILL NO, 1264 IIL 2-o6...03 

Page 1, llne a. remove the colon 

Page 1, Une 9, replace •a. Insurance" with •insurance• 

Page 1, llne 11, replace "b. Insurance" with •insurance" 

Page 1, line 15, after the period Insert '1lle term does not Include crop Insurance sold by a 
llcensee that Is owned by a cooperative association organized under chapter 10-15, ff 
the Insurance Is sold to the members of the coopera~ve association who were members 
as of January 1, 2003, and If the licensee was licensed before January 11 2003. • 

Renumber accordlngly 

Page No, 1 30509,0101 
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Date: !J/ J.f IO'} 
Roll Call Vote #: f 

2003 HOUSE ST ANDING COMMITTEE ROLL CALL VOTES 
BILL/RESOLUTION NO. l 1(1)-'J 

Industry, Buslnes■ & Labor l House 

D Check here for Conference Committee 

Legislative Council AmendmMt Number 

Action Taken 

Motion Made By 

Reoresentatlvet 
Chairman Keiser 
Reo.Sevenon. Vice-Chair 
Reo.D01cb 
Reo. Frosetb 
Reo. Johnson 
Rep,Kass,et 
Rep. Klein 
Rep. Nottlestad 
Rep. Ruby 
Rep.Tieman 

Total 

Ye1 
V 
v 
~ 
✓ 

v ./ 
✓ ./ 

I// 

✓./ 
t,/ ,/ 

V 

l,, No Reoresent1dvet 
Rep.Boe 

I, Reo.Ekstrom 
Rea,. Thorne 
ReD. Zaf ser 

... 

Committee 

Yet No 
,. ....... 
,/""' 

v"'. / 
✓ 

(Yes) _ _.;;....\ .... 3~---- No 
~ ----

Floor Assignment --~ 

Absent 

If the vote is on an amendment, briefly indicate intent: 
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30509.0102 
Tltle.0300 

IIMJSI 

Page 1, llne 8, remove the colon 

Adopted by lhe Industry, rJualneaa and labor ~ ~, <' .:c 
Committee ;;i.._(J ... 

February 4, 2003 

AMENDMENTS TO HOUSE BILL NO. 1284 IIL 2-lo--03 

Page 1, Une 9, replace •a. Insurance• with •insurance• 

Page 1, tine 11, replace •b. Insurance" wtth •insurance" 

Page 1, line 15, after the period Insert ""Controlled business• does not Include a crop Insurance 
business sold by a licensee to the owners of the licensee who were owners as of 
January 1, 2003, provided the licensee was licensed before January 1, 2003. • 

Renumber accordlngly 
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Page No. 1 30509.0102 
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February s. 2003 

PROPOSED AMENDMENTS TO HOUSE BILL NO. 1264 

Pag~. 1, after line 15, insert the following: 

"c, Controlled business does not include crop insurance business sold by a 
licensee to the owners of the licensee who were owners as of January 1, 2003, 
provided the licensee was licensed prior to January 1, 2003.

0 

Renumber accordingly 
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Date: p / ,;/ D ~ 
Roll Call Vote#: / 

2003 HOUSE ST ANDING COMMITIEE ROL~ CALL VOTES 
BILIJRESOLUTION NO, [ ')..(o'-f 

House Industry, Business & Labor Committee 

D Check here for Conforence Committee 

Legislative Council Amendment Number 

Action Taken 

Reoresentatlves 
Ch•lrman Kefaer 
Ren.Sevenon. Vlee-Chalr 
Ren.D01eh 
Ren. Froseth 
llen. Johnson 
Reo.Kuner 
Rep. Klela 
Rea,. Nottlestad 
Rea,. Ruby 
Reo.Tleman 

Total 

Absent 

Floor Assignment 

Yes.1 
v/ 
✓,I 

✓/ 
✓ ,I 

✓,1 

1..// 

v/ 
J, 

v7 
v 

~'509. OIOY I . J .o;ou 

v No Representattvet 
I/ Re1J.Boe 

~en.Ekstrom 
Ren.Thoroe 
Re2, Zaiser 

\ 

If the vote is on an amendment, briefly indicate intent: 
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RIPORT OP STANDING COMMITTEI! (410) 
February 1 O, 2003 1:11 a.m. Modu'- No: HR-21-2078 

Carrier: Kuper 
lnNl't LC: 30IOl.0102 Tltle: .0300 

RIPORT OP STANDING COMMITI'IE 
HI 1214: lnduatry, BuelMII and Labor Commlttte (Rep. Kel_,, Chairman) 

recommends AMl!NDMl!NTI AS l'OLLOWI and when so amended. recommends 
DO PASS (13 YEAS. 1 NAY, 0 ABSENT AND NOT VOTING). HB 1264 was placed on 
the Sixth order on the oalendar. 

Page 1, line 8, remove the colon 

Page 1, llne 9, replace •a. Insurance• with •1nsurance 11 

Page 1, llne 11, replace •b. Insurance• with 11lnsurance• 

Page 1, fine 15, after the period Insert .. Controlled business• does not Include a orop 
Insurance business sold by a licensee to the owners of the licensee who were owners 
as of January 1, 2003, provided the licensee was licensed before January 1, 2003. • 

Renumber accordlngly 

Page No. 1 
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2003 SENATE STANDING COMMmEB MINUTES 

BILURESOLUTION NO. 1264 

Senate Industry, Business and Labor Committee 

□ Conference Committee 

Hearing Date oJ .. oS-03 

Tape Number Side A SideB 
1 xxxx 
2 xxxx 

Committee Clerk Si 

Meter# 
636--end 
0..3104 

Minutes:Chainnan Mutch opened the hearing on HB 1264. All SenatClrs were present. 

HB 1264 relates to controlled insurance business. 

Tettimony In support of BB 1264 

Representative Frank Wald introduced the bill, This bill is in front of you because two years 

ago Commissioner Pomeroy brought in a 60 some page bill to clean up the code and 

inadvertently section 26.1-26-38 was removed from the code. 

That section of the code deals with controlled business statute. This statute is common practice in 

most states. Basically, the controlled business statute does is state that a person or a corporation 

cannot form an agency to write their own business. For example Tesoro Refinery carutot appoint 

a person in their agency to write for them. 

Senator Kleln: Could you address the 25% figure? 

Rep. Wald: The percentage of commission is a bench mark that has been in the books for 26 

, . ··•-.j years, until 2 years ago when it was inadvertently repealed. When I started my own agency in ,,__,, 

---~ 1 ..... ~ •• '~ 

I; 
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Senate Industry, Business and Labor Committee 
Bill/Resolution Number 1264 
Hearing Date 03-05-03 

Dickinson over 30 years ago. I couldn't write commissions on just myself. It had to be over 2S% 

of other clients. There could be conflict of interest if you just wrote for yourse1£ 

Kent Olton. Executive Director, NDPIA, spoke in support of the bill. See attached. Also see 

handouts and illustrations. 

Senator Every: What led to the discovery of this repealer? 

Kent: I think it came from the industry through the crop insurance marketing plan. It changed the 

way crop insurance delivery is happening somewhat, There was an issue on co-op delivery. 

Alternate marketing mechanisms coming forth because of innovative thinking, 

Senator Mutch: Is there concern that this insurance group ~n Walhalla will not allow anyone to 

be an agent. They would decide who would be agents, like anybody else, wouldn't they? 

Kent: The licenser is not the factor because anyone can get ticen.,ed. We have no problem with 

those who want to fonn a group as long as we have the controlled business statute so there is a 

controlled playing field. So we have the relationship between insurer and agent upfront. This still 

allows for the 25%. 

Senator Nethlng: What is different now from this bill and the old law that was repealed? 

Kent: Nothing, other than the addition made by the House to add the exclusion of Walhalla and 

anyone who is licensed before. The old bill is not retroactive. 

Senator Espegard: I see that this limits the growth of the business. 

Kent: I'm not too sure that it wouldn't enhance the value because if they have a system that 

would be desirable to malicet statewide. 

Rep. Glen Frosetb spoke in support of the bill. It was due to my efforts that this amendments 

·) came about. 1ltls amendment will allow that Walhalla Ins. Company to continue operating their 
''-..J 

• 1·,J:·1.',:•,,, 1:,· •. 

Tht ■lcrotraP.fllc fMlff on thf• ft l111r1 tccur1t1 r-aproductlons of rtcordl dtl twrld to Modern lnforNtf on tvttlN for •tcroff l11fno Ind 
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Senato Industry, Business and Labor Committee 

,~ 
BUVResolution Number 1264 

~ 
Hearing Date 03-05•03 

insurance company. B!Mllg the controlled insurance statute is going into effect; we thought that 

any new companies coming in should have the 25% commission threshold, 

Jim Poolmaa, North Dakota Insurance Commissioner, was neutral. I want to make it clear that I 

take full responsibility for the repealer in the bill. Had we known that the controlled husiness 

statute would cause the uproar that it has caused since the repealer, we would probably had 

second thoughts of whether to repe~l the statute to begin with. 

Testimony ba opposition of RB 1264 

Ray Graban11d; Pro Ag Systems, Inc.~ spoke in opposition to the bill, We work primarily with j 

farmers on risk management. See written testimony. See attached proposed amendments. I 
! 

There were no questions from the committee. l 
1 

/~ 

I 
Brian Johnson, Walhalla N.D., spoke in opposition. Minnesota, South Dakota, Kansas and Iowa 

1. 

l 
i 

do not have a controlled business statute. Texas statute state.ct that you can go up to 75%. In 
I 
I 
! 
i 

1998, the elevator in Walhalla was foreclosed on by Harvest States. They were going to take over 
! 
I 

' \ 
I 
i 

' 
the elevator and were not going to honor equity credit or prepaid chemicals. The elevator raised 

over a million dollars locally to take over Harvest States and save the elevator. 

Senator Mutch: Are your rates the same as everyone's? 

Brian: Yes, they are regulated. 

Senator Klein: You guys are only doing crop insurance. If you could separate the crop insurance 

from the rest would that be better? 

Brian: No, we aren't looking to expand. That is not why we have crop insurance. We do not 

_,.. ..... , want to sell borne and auto insurance. 

\.) 

L. 
J 
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Loren Net1, Mino~ ND, stated for the record that he is opposed to the bill, He is an insurance 

writer for FAR.MS insurance in Mittot, 

Clarenee 8111110n, spoke in oppositit>n as well. 

Dan Skan1ard stated for the record that he is in opposition. 

Rearln1 waa doted. No aetfon taken at tbu time. 

0 

0 

Tht •fcrotl'aip1to , .... on ~hf• ffl11 art ac:CYr1t1 reproductlON of rtcordl dtltwrld to Modern lnfol"IMltton lylt .. for ■tcroffl•tl'II and 
wtrt ft lllld fn tht rttUlll' COUl"H of bulfntH. Th• phot09rtphfo prOCIHI ... t. lt .... rdl of tht AMtrfcan N•tfONl ,t .. rdl lnatttut• 
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2003 SENATE STANDING COMMmEE MINUTES 

BILURESOLUTION NO, 1264 

Senate Industry, Business and Labor Committee 

□ Conference Committee 

Heari11g Date 03-2S-03 

T -Number Side A SideB 
1 XXX 

Committee Clerk Si 

Meter# 
960-277S 

Minutes:Chainnan Mutch opened the discussion on HB 1264. All Senators were present. 

HB 1264 relates to a controlled insurance business, 

Senator E1pegarcl: This was repealed last year. Some would say it was because it wasn't needed 

anymore, but the agents would like it back. The amendment would exclude the Walhalla 

Elevator. 

Senator Kleln hands out an amendment. This amendment should allow them to continue 

business just as they are now. All of the groups that have started an insurance business before 

this would grandfather them from this law. 

Senator Espegard: Would this allow them to expand? 

Senator Klem: No, they have to stick with just crop insurance. They can establish more 

customers, but not new areas of insurance. The bill, the way it was written, would not allow them 

to continue to grow, 

Q Senator Klein moved to adopt the amendments. Senator Espegard seconded. 

:,, 
,: IJ(',•,:,, 

.J: ___ ,·,.· ....... 

J 
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Senate Industry, Business and Labor Committee 
Bill/Resolution Number 1264 
Hearing Date 03-25-03 

Roll Call Vote: 7 Y•• 0 no. 0 ablent. 

Senat-,r Heitkamp proposed to amend further by changing line 23 from 25% to SO%, 

Senator Heitkamp moved to adopt the amendments. Senator Every seconded. 

Roll Call Vote: 5 yn. 2 no. 0 absent. 

Senator Etpeprd moved a Do PASS AS AMENDED. Senator Klein 1eeonded. 

Roll Call Vote: 6 yes. 1 no. 0 absent 

Carrier: Senator Klein 

.,I I 
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Tltfe, 

Prepared by the Leglslatlve Councll staff for 
Senator Mutch 

1.0 
March 3, 2003 

,, 

PROPOSED AMENDMENTS TO ENGROSSED HOUSE BILL NO. 1264 

Page 1, fine 2, after "business" Insert": and to provide a penalty" 

Page 1. line 6, after "determination" Insert N,. CIVIi penalty" 

Page 1, line 9, replace"; or insurance covering the Hcensee, the .. with a period 

Page 1, rem~ve llnes 1 o through 13 

Page 1, llne 14, remove .. r-mployee." 

Page 1, line 171 replace ll"fhe" with "Effective January 1, 2006, the" and remove "grant," 

Page 1, line 181 after the first "license" Insert "that has been In force for at least three years11 

Page 1, Hne 19, remove 11appllcant or" 

Page 1, after line 24, Insert: 

"3, tf a licensee's annual aggregate commissions earned from a controlled 
business e>eceed twenty-five percent of the aggregate commissions earned 
on all business written by the licensee for that calendar year, the licensee 
shall file a report with the commissioner before March first of the following 
year. The commissioner shall create and make available the necessary 
forms for a licensee to report under this subsection the total annual 
commissions earned and the percentage of total annual commissions 
eamed for controlled business. 

4. Notwithstanding section 26.1 ·26·50, a licensee that falls to make a report 
required under this section may be subject to a civil penalty that does not 
exceed the greater of ten thousand dollars or the llcensee1s total anriual 
earned commissions. This penalty may be collected In an action brought In 
the name of the state. If the commissioner determines a licensee has 
violated this section, the commissioner may take action under section 
26.1 ·26·42." 

Page 2, line 1, replace 113." with "5." 

Renumber accordingly 

Page No. 1 30509.0301 

- ·-~ •- .. ~-,···•···-·-·--·-----

,h• •tcro,raP.11nl fNtff on thf1 ,t1111 al't 1ccur11tt repr~tf -;-~·-·---··---~- · 
Wtt't f llMd fn th• ,._,tar oour1t of butfnHt Th ..._ t !:, 0 rteo dtlfv.rtd to Modtl'n rnfol'tllltfon lytt11111 for Mfcrofftmfnt 111d 
(MIii) for trchf\'lt Mfcrofft•• tfOl'IClit If tht ff~;,;l i':ae""":1...~00

1 .. ,, l'llfflt• 1•btlendllrdt of tht Allltrfcan N1tfontl Stendlrde lnatftutt 
~ bot .. fflMCI, t4. -- I "' .. I thon thf ■ Notte,, ft t ■ du■ to the quolfty of the 
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Prepared by the LeglalaHve CouncU stiff fnr 

11tnator t<leln 
March 18, 2003 

PROPOSED AMENDMENTS TO ENGROSSED HOUSE BILL NO. 128• 

Page 1, fine 14, remove "a" 

Page 1 J~~~~ 5, ~e_race :uceneee to the owners of the floenaee who were owner, •• ot 
betweZi Au:: 1~u:Ji~~~:tg~~~~b~a i~ :gJ~~uranoe producer for crop ln1uranoe 

Page 1, remove llne 16 

Renumber accordingly 

Page No, 1 

The 1fcrotr•flf c fMlff on thf• ffl1111 art 1tccur•t• reproductton1 of rtcordl dtl fvertd to MOdtrn lnfol'lllltfon lyat .. for •fcrof H•ll'II and 
wtrt fflllld f n tht f'ttUl•r courat of bUl1htll, Tht phototr.,c proctH Mtttl ltll'ldlrdl Of tht Aatrtcan NlttONl ltll'ldlrde ln1tf tut• 
(AIIII) for tt·chfval •torofflM. NOTICII If tho ftlllld .... ~ ,. lHI ltttblt then thf• Nottce, tt ,. dul to tht quality of tht 

doewlnt bttr11 ft lMd, ~ ~ <~ 1& l -~in. ~,C_·Ltl. ID/.,a/4;1 a;;P,~t""'o ~,,.loJ,!lt-lM"""' turt Data 
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Tltfe.0400 

Adopted by the Industry, Business and Labo 
Committee 

March 25, 2003 

PROPOSED AMENDMENTS TO ENGROSSED HOUSE BILL NO. 1284 

Page 1, llne 14, remove "a" 

Page 1, Une 15, ref lace "llcenaee to the owners of the llcensee who were owners &R of 
January 1, with •business entity licensed as an Insurance producer for crop Insurance 
between August 1 , 2001, and December 31, 2002. 11 

Page 1 , remove llne 16 

Page 1, line 23, replace 11twentywflve11 with "fifty" 

Renumber accordingly 

I 
I 
I 
I 

I 
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Dato: 3--ZG-o~ 
Roll Call Vote#: I 

Senate 

2003 SENATE STANDING COMMl'ITEE ROLL CALL VOTES 
BILI.JRESOLVTJON NO. 

12lA-
D Check here for Conference Committee 

Committee 

Legislative Council Amendment Nmnber . ~ ioJOc2:0 ~ 
Aetlon Taken l\d.q?t &nmilftJl6____...+en.._~K-l1-i&w ____ _ 
MotlonMadeBy KIJi,A,l, SecondedBy f;~ 

Seuton Yet No S.aton Yet No 
Senator Mutch )( 

Senator Klein X 
Senator Krebsbach -.. 
Senator N~· . J~\ 

.!,_enator Heitkamo ,... 
Senator Everv !1' 
Senator~ . )( '",U , 

' 

Total (Yes) -1No ~~--
Absent D _.___ ______________________ _ 
Floor Assignment -----~-.-~s.;.;;.~~•sz.:f;,.::::w:.::.:.:.:lff"':..;__ __________ _ 

If the vote is on an amendmen4 briefly indicate intent: 

I ' 

Yh• Mfcrooraphlc f•lff on thl• ftl111 art eccur•t• rtproductfona of recordt delivered to Modern 1nforwtton SVlteN for 11fcrofflMfne Md 
Wttt f flMd fo th• rttUl•r courH of butfneH. 'l'h• photoor.-tc proct11 MNU etandardl of th• AMtrfc•n Netfonal ttendtrdt lnet1tutt 
(AMII) for 1rchtV1l MfcrofllM. NOTICE• If tht ffllMd fMgt _..,. fl lttl ltgfblt thin thf• Nottct, ft,. M to th• queltty of tht 
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Date: 3--o(6.-03 

Roll Call Vote #:z. 
2003 S£N:ATB STANDINu COMMl'ITEE ROLL CALL VOTES 

BILIJRESOLVTION NO. 

Senate •·----~IZ::.=:..v;1....:.___ Committee 

D Check here for Conference Committee 

Legislative O>uncil Amendment Number 

Action 1'akea lhn,.wi moo--, JA .om blllt k.4..tn p 
Motion Made By ~ f Seconded By __.'b\~~&..::~~----

Senaton Y• No Sellaton Yea No 
1tll 'j ~~ ~ "' ,. 

. '• ' • .J ~ . )( 
l<.AI, .," ~ )( 

C) ~1"1 l , X 
. --J.J-, 1-1 ~MW, 16 X 

~v~rt- I } ... 

1.-

~ 

I ..,, _ _... _. .... , .,;_ .--, 
·v . 

" -

Total (Yes) 6 No ~ ---------- --------------
Absent _Q ..... ______________________ _ 
Floor Assignment 

If the vote ls on an amendment, briefly Indicate intent: ~ ~3-Jt{Wlt -/-o 66% 

~ c?Gi 

.,ht 111krot1"ar,hto t•lff on tht• ff hn 1r11ccur1t1 rept-cductton• of r.cordt df! iv,rtd to Modern lnfort111ttcn Bylttftll fol' •tcrofH111tne end 

...... fflMd tn tht rttUltr cour1t of buetneH, .,h• photocirephtc proc• .. MHU atetlderdl of the AM rt can Nattonel ttandlrdl lnttftutt 
(NIii) fol" ll"chfYll MfcroftlM. NOTICII If tht fllNd ..... lltcWt ,. ltH ltttblt thin thf• Nottce, tt •• due to th• 4Nilttv of tM 
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Dato: 3-~s:-o~ 

Roll Call Voto#: 
3 

_;, 
2003 SENATE STANDING COMMmEI ROLL CALL VOTES 

BILL/RESOLUTION NO. 

l2.lo4-Senate 

D Check here for Conference Committee 

Legislative Council Amendment Number 

Action Taken ~~Q.'i>S -As. ~J 
Motion ~iade By e700fl1.Kr Seconded By ~l.!A'\, 

' 
Senaton Yea No Seuton 

Senator Mutch ;<... 
Senator Klein If 
Senator Krebsbach 

., 
!J'" 

Senator N~· ... _ 7'... 
Senator Heitkami, IA 
Senator Everv " Senatore " X ·-

Committee 

Yet No 

Total (Yes) Clfd,./fe1~,J'~1 ~,e6~lo ~te / 

Absent 0 -----------------------
Fl Ass• cl •~ J/~·n oor 1gnmentJc~hi!fl! /4J IJ'll!.,J;lp#~41,~•t ~-

lfthe vote is on an amendment. briefly indicate intent: 

CJ 

Th• •f crograP.f,fc fNlff on thfl• ft hn art 1ccur1tt reproducttont of ttcorde dtl fv.rtd to Modern lnforNtlon tyattllll for •foroff lMfnt and 
Witt f flllld '" tht rttUlll' COUl'H of butlnttl, Tht photogrll)hto proctH IIHtl 1tendlrds of tht AMtrfctn Nltfonel ltendlrdl Jrwtftutt 
(AMII) for 1rchfv1l MlorofHM, NOTICII If tht fHNd , .... af:¥Wt ,. lffl lttfblt thin thft Notice, ft ,. due to th• q&Mltty of th• 
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FIIPORT OP ITANDJNQ COMIIITrll (410) 
March 21, 200I 1 :01 p.m. 

Module No: SR 14 IIOI 
0an1er: Kllln 

ln11rt LC: IOIOl,0302 TIiie: ,0400 

RIPORT OP STANDING COMMII I II 
Hll 1214, • engro111d: lndum. IIUllnN8 and Labor CommltlN (8en. Mutch, 

Chairman) recommenda AMINDMINTI Al POLLOW8 and when 10 amended, 
recommends DO PAIi (8 YEAS, 1 NAY, 0 ABSENT AND NOT VOTING). Engroaeed 
HB 1264 was placed on the Sixth order on the calendar, 

Pa~ 1, tine 14, remove •a• 

Page 1, llne 15, replace •uoensee to the owners of the lloenaee who were owners aa of 
January 1, • with '1>usfneu entity licensed as an Insurance producer for crop Insurance 
between August 1, 2001, and December 31, 2002, • 

Page 1, remove line 18 

Page 1, line 23, replace ,W.nty-five• with llflfty• 

Renumber accordingly 

Page No. 1 

J .. 
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2003 HOUSE ST ANDING COMMrrrEE MINUTES 

BILI/RESOLUTION NO. HB 1264 

House Industry, Business and Labor Committee 

(JI Conference Committee 

Hearing Date April 8, 2003 

T Number Side A SideB Meter# 
l X 0.0-31.0 

Committee Clerk Si 

members of the committee were present: Senaton Klein, Mutcll & Heitkamp and 

RepnNDtatlves Kalpet, FroNtb & Boe. 

Senatot Klein stated that the intent of the Senate's amendments was to bring into compliance 

the groups that took advantage of the repealed law and allow them to continne doing business 

because it does appear that they adhered to the law. Since there was no law, they were 

grandfathered in, A ·lditionally, we increased the controlled business percentage from 25 to SO%. 

Representatl•,e Ftosetb: This was my amendment originally and the purpose was to allow 

those bn:jinesses that had legally organized within that two year time frame when this section had 

been repealed to continue doing business as usual. There was concern about the private 

insurance companies expanding, now this limits it only to orop insurance but the reason we 

woroed it so tightly was so they could only sell to their present customer base. However, I think 

0 your Senate amendments open it up quite a bit, if a farm is sold to anyone, that new owner can 

Tht ■fcrotra.,htc 1MIOH on thl• ftl• 1r11ccur1t• r-eproductlons of rteordl dtltv.rld to Modern lnfol'Mltlon tytt .. for ■tcroflhtfne and 
Wtl'f fllllld fn th• ,. •• Jlll" COUr'H of butfnttl, Th• phototr.,,c prCJCtll ... t, 1tandardl of th• AMtrfCll'I Natfonel ltll'ldll"dl 11'1Hf tut• 
(MIii) for ll'Chfval .,oroftlll, NOTJCl1 If tht ftlMd , .... tb,ovt ,. ltH ltttblt thin thf• Notfc1, tt ,. due to th• qutlhV of the 
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Bill/Re.olution Number HB t 264 
Hearin& Date April s. 2003 

become a CU8tomer of that insurance company. And the oompatty catt e,tpattd awd an ~~ttd their 

base of sellina insurance. I don't have a big llbjection anymorei 1tfter tlltking to petittle ltt the 

industry, for only crop insurance, but I do obje<lt the inorease from 2~ to ,0¾1 that otk'tts lt ui, 

too much. 

Senator Muteb: What's wrong with that? J guess it would Umit competltlott. attybtkf y wttt1Ht1g tt; 

start up an insurance agency would have to buy an existing bush1e,ss, 

RepnN11tadve Fl'Oleth: That's detrimental tb other private ln~ura.ttte compatdes. 9rimi 

Johnson, the manager m WalbaUa, doesn't object to the ohange to 500/4, 

Rep1111■tatm Katper: H«e's the problem, lntutan<:e js based upon aotu8riftl sclenee, that 

assumes that you have properly evaluated risks, fairly and UJ'lbiased. lt1s the agent't. job to gather 

bonat information and make Nre jt is secure. The agent must watrant that the infottrtation 19 

opm and hoaat. The insurance ~J>61ly's underwriters will evaluate the risk and make an otter. 

7/be l(leDt is tbe underwriter for the insuranu company. That's the traditi6n of the insul'attC$ 

busiM'M, When )OU get into a controlled group, you are self dealing, and you open up fraud and 

unfair underwriting practices, not full disclosure. That thtows the fair underwriting oyole out, rt 

insurallce compania become concerned about the veracity of the infonnation gathered, rates 

could inacw, insurance companit-;~• , ~ _.1 i: ,<,,&e to write those lines and competition is 

destroyed. 

S••• Reitlrcnp: This becomes a buyer bewr.a-e because these pt0pJe have a license to do this, 

but it also becomes, well this bill is about fen~ building and about not letting businesses m()ve 

fotwatd. 
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RepreMntatlve Kaperz When people are self dealing. if the insurance company is not settina 

fair and open and honest information and they pay a claim they shouldn't have, the insurance 

company and eventually thoir customers are impacted, 

Repretentadve Froteth: wasn•t it an oversight when the section was repealed? The prime 

sponsor brought it in to have it restored to the Century Code. His version was to leave it at 25%, 

which has prevailed for 27 years. Nobody has complained about the 25%. The amendment was 

designed expressly for those two or three companies, The Walhalla group were working hard to 

save their elevator, 

Senator Klein: The controversy on the Senate side stems from those agents who were concerned 

about not being amended in. There was a gentleman ftom Casselton who railed against the 

restrictive intent of this law and how it was going against federal statute etc. A lot of people 

aren't enthused about this controlled business. Now how would the controlled business statute 

apply to that elevator group? They,re selling to their customers, people who do business there? 

Rep. Boe: They aren't allowed to bring in new customers, anyone who pW'Chased insutclnce had 

to be an existing client. You or I couldn't go up there and purchase insurance, we could only do 

business in the grain industry, 

Repretebtadve Froseth: When we had this bill in the house, we addressed a lot of the concerns 

of the private insurance industry and the Insurance Commissioner. 

Senator Muteh: And we have to protect the public. 

Repretentatlve Kuper: The ultimate result is that if you have wifair or fraudulent olaimst 

premiums are increased. There is the example of Vern Hawkenson in Fargo. He violated the 

-..J rebate statutes of the state of Nmt.11 Dako~ the insurance companies were defrauded because 
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they paid out 120% commissions on the first year with no renewal premiwns at all. The whole 

in~ent was to roll busine.1s over to different companies. That's what can happen when you got 

into a controlled environment where you are not dealing with open and fafr information .. 

Senator Htltkampt There are crooks in every busin~s, I'm Wking about controlled business 

settings, we want to get after them because we think they don't belong in the inm1rance business. 

So we write some amendments that hamstrintl anybody else from doing this, now we're saying 

we need to lower that percentage because we need to protect folks, The folks who are buying the 

insurance are happy with the insurance. 

Repretentatlve Kuper: We're not trying to 10\\1er the percentage, we're trying to put it back to 

what it has been for 27 years, The Senate amendments increased it, 

Senator Mutch.: This is all for Growing North Dakota, I guess, increasing business activity. 

Representative Kuper: I think it's doing the opposih::. We have independent agents in small 

towns, they make their living servicing those areas with multiple lines of insurance. If we allow 

controlled business, we are eliminating the possibilities for those independent agents to write 

business and fairly compete, That will put small businesses 011t of business in a lot of localities in 

our state. In a controlled business, part of the commissions earned by an agent come baok to the 

oustomer, that's a rebate. Any inducement to buy is judged to be a rebate under state law. If the 

statutes were to say, you can have 50% of the commission and you are not a controlled group, 

we're eliminating the rebating situation or potential for it. That creates another problem and 

wipes out ~ompetition. 

Representative Boe: Is it against the law, if we had our own agency and sold to each other, is 

that illegal? 
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Representative Kasper: With no common ownership? 

Repretentatlve Boe: I own an agency and sell to him, and so forth, we all come in under 25%. 

Representative Kasper: A control group is common ownership. 

Re1>resentative Frosethi How is changing to SO% going to help the ,..onsumer? 

Senator Muteh: How is it going to hurt? 

Representative Froseth: The consumer will have less choices of agencies to buy from. 

S1enator Heitkamp: Ifwe tweak this bill, it'll come back to the Senate, and it wilt get killed on 

the floor. For the insurance industry itself, if they r~ly want this bill, they should take a close 

look at it and make sure it has everything they want and in two years, after some floodgates have 

opened, they can put a finger in the dyke. 

Representative Froseth: What do the constituents who testified at the Senate hearings think 

about the change from 25 to SO%? 

Senator Mutch: Thetd, be happier if the bill was killed. 

Representative Kasper: We have to focus on what is good for public policy. 50% is not good 

for the public in my opinion. 25% would be better. Itts worked for 27 years. 

Senator Mutch: Would that Walhalla group gotten started selling crop insurance without this 

law being repealed? 

Senator Heitkamp: Nobody has proved to me that any damage has b~~~ done by these folks 

buying this insurance, There is fence building going on and there is a compromise to be re1chedt 

a lot of people had concerns. Making it tighter is making it less likely that this can pass on the 

floor. 
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Reprete11tatlve Frotethr If the Insurance Commissioner doesn•t want this and the industry is 

opposed to ilt why are we still working on it? 

Repre1entadve Kuper: I visited with the State Fann representative and the Nodak Mutual finn 

has taken a stand against the SO%. I guess we're going to have to table this for a day or so. 

Meeting adjourned, 
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2003 HOUSE STANDING COMMITTEE MINUTES 

BILlJRESOLUTION NO. HB 1264 

House Industry. Business and Labor Committee 

□ Conference Committee 

Hearing Date April 9. 2003 

Ta Number Side A Side B Meter # 
1 ---t---------t----x-· ---+--1.0---30-.8-" ---~ 

Committee Clerk Si t\U'e ~ 

Minutes: Conferenee Committee air Kasper called the meeting to order. All appointed 

members of the committee were present. 

Senator KleJn idated that NoDak Mutual is on record as being in favor of the 25% option. 

Representatives from that entity are here today. Can we hear f1·om them? 

Eric Amundson, President of the ND Farm Bureau and Vice-president NoDak Muttud 

Insurance, took the podium. He said that NoDak is in favor of the 25%. Sixteen insurance 

companies have filed to leave the state. The property and c-asualty insurance industry in ND is 

fragile. If State Farm had left as rumor had it, that would have caused a collapse of the property 

and casual insurance industry in the state. That would have created a void too big to fill. 

Companies that remain don't have the surplus to pick that business up. There was discussion in 

the Insurance Commissioner's office how to institute a state program to pick up that coverage if 

and when mor" companies leave the state. If we allow too much of the controlled business to be 

written, the effect it will have, long tenn, is dismal. Agents are field underwriters, they are out 

Th• mtcrogr•~fc fNs,H on thf• film 1r1 eccu1'1te reproductlona of records delfve ·ed to Modern lnformatfon system. for 111fcrofHmfno end 
were fHMtd In the rtoYl•r courae of bulfne11. The photogrlf)hfc proce11 111Ht1 .. tendardt of the Amerfcen Netfonel Stenderdt lnttftutt 
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there assessing risk. They are the conlpany's first line of defense against bad risk. Half the job is 

done by the time those applications get to the underwriters in traditional insurance markets. 

There's no loyalty ftom the agent on behalf of that group to make sure the u..nderwriting is done 

properly. It could undermine the field underwriting standards that our company maintains. It 

puts other companies at risk that are depending on these agents to do that job where they 

necessarily wouldn't ifit was going to be a benefit to their group. Take it a step further into 

claims. Imagine what happens if some independent adjuster does some shenanigans and doesn't 

act within the best interests of the insurance company that holds a crop insurance policy. There's 

nothing to say that someone from the group couldn't be the adjuster, acting us an independent 

adjuster. We'd like to see it less than 2S%. This could definitely do some bad damage to the 

industry. New businesses aren't going to come into North Dakota if this controlled business is 

what they have to compete with. 

Senator Mutch: Your agents only write Fann Bureau, they don't write other lines of insurance, 

do they? 

Amundstad: h1 the commercial lines they will. We farm some business out to commercial, but 

fann and ranch and hail, that's all our product. 

Senator Mutch: So this doesn't directly affect you much, your agents are entirely writing for 

your company. 

Amundstad: It could indirectly affect us by undeimining the business and dissuading 

competition. One company can't handle all the risk, it has to be spread around. The industry has 

to be shored up. 
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Representative Kuper: So the result could be, that with more controlled group underwriting, 

underwriters would be suspicious of potential claims and manipulation of information, Wouldn't 

the end result be higher premium rates? 

Am.undstad: That could be one effect but a far greater effect would be companies ceasing to 

write those lines. 

Representadve Froteth: I'm not totally happy with this but I will agree to it, ifwe can get a 

concession on the percentage, I tltfok this opens it up more than I originally intended on my 

amendmer. ~. 

Senator Klein: The Senate felt that those guys did it under good tenus, there wasn't a law 

against it. they could continue their little business. The hang .. up here is the percentage issue. 

The 25% is hard to sell. The Insurance Industry might have to get over here and lobby my 

colleagues for it or the bill will be lost . 

Representative Kaltper: Isn't public policy what we are all about here? As a corrunittee and our 

respective chambers, we make decisions for what is best for industries that we need to protect. 

We can't build gates that are overprotective, we don't want that either. The key is competition. 

Controlled groups limit competition. 

Representative Froseth moved that the Senate recede from their amendments and that the 

conference committee further amet1d HB 1264 thus: p.1, line 14 remove a. and p.1, line 15, 

replace with licensee and remove line 16. (See attached proposed amendment.'3) 

Representative Kasper: We'll adopt the senate amendments on those lines regarding the 

grandfathering in and then keep the percentage at 25%. 
·• ... , 

1 Senator Klein seconded the motion. 
I 1,__,J 
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Results of the roU call vote were: 3 .. 3. The modon falled. 

Sen•ter Klela moved to recede from theh amendments and further amend the JlerCenlage to 
35%, 

Sen•tor Heitkamp seconded the motion. 

Resula of tbe roll call vote wete 6-0. The modon carried. 

Representatfv.e Ka,per adjowned the conference committee meeting. 
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Tltle.0500 

Prepared by the Legislative Councll staff for 
Senator Kleln 

April 9, 2003 

Conference Committee Amlndmenta to Engro11ed HB 1284 • 04I09l2003 

That the Senate recede from tts amendments aa printed on page 1189 of the House Journal 
and page 1045 of the Senate Journal and that Engrossed House BIii No. 1264 be amended as 
follows: 

Page 1, llne 14, remove •a• 

Page 1, llne 151 replace •Hcensee to the owners of the llcensee who were owners as of 
January 1, • with •business entity licensed as an Insurance producer for crop Insurance 
between August 1, 2001, and Dfttember 31, 2002. 11 

Page 1, remove llne 16 

Page 1, Hne 23, replace "twenty•flve 11 with -ttilrty-flve• 

Renumber accordlngly 

1 of 1 30509.0304 
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Rl!PORT OF CONFIRl!NCE COMMITTEE (420) 
April 10, 2003 2:IO p.m. 

REPORT OF CONFERENCE COMMl'm!E 

Module No: HR-85-7311 

lnNl'I LC: 30509.0304 

HB 1284, • engroued: Your conference committee (Sens. Klein, Mutch, Heitkamp and 
Reps. Kasper, Froseth, Boe) recommends that the SENATE RECEDE from the Senate 
amendmento on HJ paQG 1189, adopt amendments as follows, and place HB 1284 on 
the Seventh order; 

That the Senate recede from Its amendments as printed on page 1189 of the House Joumal 
and page 1045 of the Senate Journal and that Engrossed House BIii No. 1264 be amended as 
follows: 

Page 1, line 14, remove •a• 

Page 1, line 15, replace 11llcensee to the owners of the licensee who were owners as of 
January 1, 11 with •business entity llcensed as an Insurance producer for crop Insurance 
between August 1, 2001, and December31, 2002.• 

Page 1, remove llne 16 

Page 1, llne 23, replace ,Wenty-flve• with ~lrty-five• 

Renumber aooordlngty 

Engrossed HB 1264 was placed on the Seventh ordsr of business on the calendar. 
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RE: RB 1264 

From: 

Position: 

Kent Olson, Executive Director, NDPIA 

SUPPORT 

1$8UC HistQQ'i The "controlled business" statute affecting licensed insurance agents 

had been in the ND Centlu')' Code (26.1-26--38) since at least 198S, It was inadvertently 

repealed in the last legislative session by SB 2144. 

The purpose of the "controlled business" statute is to limit (25%) a licensed Insurance 

agent from obtaining a license to Insure his own interests, A licensed insutance agent 

represents the insurance company usually by an appointment and a contract. 

The Problem: When an licensed insurance producer insures property which he has an 

hiterest therein, th~ interest of the company to which the licensee is contracted with, 

becomes adverse, The binding authority, the field underwriting by the agent and the 

claims handling serves the, best interests of the licensee--~adverse to the company 

whom he is representing on behalf of other insureds. The "controlled business" licensee 

has a financial conflict of interest. 

P.deent Problems: With the passage last session of SB 2144, a person can hold an insurance 

license without being appointed by a company. Therefore companies cannot identify or 

control the adverse licensee as easily as prior. The USDA Federal Multi Peril crop insur­

ance program has established very clear rules on licensed agents whu it1sure their own 

property or their immediate family. There must be an ANNUAL AUDIT of that licenses 

business written and ar'justed. In addition, a company adjuster can only work the claim 

for the licensee once in a life time, There must be a new adjuster on EVERY new annual 

loss. 

Re Enactment of the "controlled business0 statute is needed to give the ND Insurance 

Commissioner the authority and too)s to look out for the best interests of al I consumers and 

not provide an opportunity for the adverse interest of the licensee. 
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SENATE BILL 2144 

"Licensing of Insurance Producers" 

Flfty•seve nth 
Leglslatlve Assembly 

(A Model Act) 

Passed Last Session 

1. A purchasing group may not purchase Insurance from a risk retention group that la 

not chartered In a state or from an Insurer not admitted In the state in which the .,,,J, 
purchasing group Is located, unless the purchase Is et'fected through a licensed 

agent er ~,el,er Insurance producer acting ~ursuant to the surplus lines laws and 

5 regulations of such state. 

6 SECTION 134. AMENDMENT. Subsection 2 of section 26.1 ·46·08.1 of the North 

7 Dakota Century Code Is amended and reenacted as follows: 

8 

9 

10 

11 

12 

-:/, Paid first by such Insurance source, and If not by such source, by the ageAI er 

breker Insurance producer for the purchasing group, and If not by such agefll er 

hfaltor lns•Jrance producer. then by the purchasing group, and If not by .such 

purchasing group, then by each of Its members. 

SECTION 135. AMENDMENT. Section 26.1 ·46-11 of the North Dakota Century Code 

13 Is amended and reE,nacted as follows: 

14 26.1-46-11, Duty of ageRts or hrekers Insurance pro.ducers to obtain llcense. Any 

15 person acting, or offering to act, as an agoAI er lnel4er Insurance producer for a r!sk retention 

16 group or purchasing group, which solicits members, sells Insurance coverage, purchases 

17 coverage for !ts n1embers located within the state, or otherwise does business In this state, 

18 shall, be1 1 commencing any suoh activity, obtain a license from the commissioner. This 

19 section does not apply to any person acting as an ageAt er ~nel4er Insura11ce producer for a risk 

20 retention group doing business In this state which has fewer than twenty-six resident members 

21 or Insureds. 

22 SECTION 136. REPEAL. Sections 26, 1 ·26·08, 26.1 ·26·12, 26.1-26·13, 26, 1 ·26-15.1. 

23 26.1·26·16, 26.1·26· .1 26,1·26·16,2, 26,1~26~18, 26.1~26~23, 26,1-26-24, 26,1·26·28. 

24 26, 1 ·26-~9, a he North Dakota Century Code are repealed. 

18171.0200 

Tht Mhtroar•tc 11111tt• on tht1 ftlrn art 1ccur.1tt raproducttone of rtcordt dtltvered to Modern lnfol'Mltton Syttl!M ~or 111lcrofH111trio and 
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Minnesota Statutts 2002, 60K.46 

Subd. 2. r-• ~or ••rvioea. No person shall charge a 
fee for any services rendered in connection with the 
solicitation, negotiation, or servicing of any insurance 
contract unless: 

(1) before rendering the services, a written statement is 
provided disclosing: 

(i) the services for which fees are charged; 

(ii) the amount of the fees; 

(iii) that the fees are charged in addltion to premiums; 
and 

(iv) that premiums include a commission; and 

(2) all fees charged are reasonable in relation to the 
services rendered. 

Subd. 3. Commissions or compensation. A duly 
licensed producer may pay commissions or assign or direct that 
commissions be paid to a partnership of which the producer is a 
member, employee, or agent, or to a corporation of which the 
producer is an officer, employee, or agent. 

http://www.revisor.leg.state,mn.us/stats/60K/46.html 
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RE: RB 1264 

From: Kent Olson, Eseeutive Director, NDPIA 

Position: 5UPPORI 

lpue Hytory: The "controlled buta•• 1tatate affectla1 Uctued J111urance qenta had 

bed hi the ND Ceptga Code Qf.l-2§-38) ,mee l9'75. It Wat madf'erttntly repealed In the 

lut leplatlve 1Mlon wlda pauap of SB 2144--the "Producer'• Model Act". 

Tbe purpose of tile "controlled bualnea" •tatute II to limit a Ucemed lmuranee 11ent from 

obtainln1 a Ueenae to buure more tbu 25•/4 of bu own lnterestl. A Ueensed insurance a1ent 

repn,enta the IJllurance company wbleh he plaees rilk with uaually by an appointment or 

contract. 

The Problem: When • Deemed llllanace producer imura property whleb he bu an 

interest therein, the mterat of the eo111p111y to wlalcb the licen,ee la tontraeted with, beeomet 

advene. 'l'he bladhag authority, tile fteld underwriting authority, and tbe claim, bandlin& 

authority of the agent serve, the beat lntere,ta of the Ucen,ee--advene to the company 

whom be ,~ repre1entin1 on behalf of other insureds. The "eontrolled business., licensee has 

a ftnanclal conflict of intereat. 

Jhe Resolve: Tbe USDA Federal Multi Peril crop insurance program bu establbbed a 

very clear set of rules on licensed agenu who in■ure their own property or their immediate 

family. There must be an ANNUAL AUDIT of the lieensee•s businas written on bil Interests 

or claim• adjustments. In addition, a company adjuster can only work tbe claim for the 

licen1ee once in a LIFETIME. There must be a new adjuster on EVERY new annual loss. 
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la North Dakota, BB 12" provldea lor 1tate control of tile problem. 

Soaad nplatioa of tbe bulaeu of lmuruee aad 1ood public policy requirel proteetloa for 

botll tbe couamer and the lmanr. Fair market pncdcea, 10and aa•t Ucen1lq, and 

co■paay 10lv•q are nqulncl. ne cludel of tile luaruee Commlllloaer addrt11 all of 
- • 

tlaeae. Re-Eaada•t of tlle •co■trolled bulll111" 1tatute II needed to pve tile ND luaraace 

Departlllent tlae autlaorlty aad toola to look o•t for the belt lntel'llt of couumen and not 

pnmde III opportunity for tile advel'N "•peelll hater.ta" of the llceuee. 

The memben of the Nortll Dakota PIA respectfully uk for your "DO PASS" of BB 1264. 

Thankll 

Tht 1fcroaraphfc fMttt on tht1 ffl• er, 1ecur1t1 reproductton1 of recordl dtltwred to Modtl'l'I lnfol'tllltfon IV&tlMI for 1fcroffh1fn1 and 
...,.. fflMd fn th• r1tUl1r COUl'lt of bultntH. Thi phot09raphfo pr~ ..... t, ltancMrdl Of th• AMtrfClll'I N1tlontl ltll'ldlrdl lnatftutt 
(AMII) for lrdtfw.l ■forofll1. NC)YIC11 If th• ff hiled , .... lb.oYf ,. ltH lttfblt thM tht• Notte,, It ,. dut to tht qu1lftv of the 
~t befftl f1lMd, ~I 

19 rF.li-tn. <:§lc~~,..d 10/slaa 
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March S, 2003 

PROPOSED AMENDMENT TO ENGROSSED HOUSE BILL NO. 1264 

, Page I. line 14. remove 0 a" 

Renumber accordingly 

Tht •fcrotrlP.f,fc ,.,.. on thf• ftl1111rt 1ecYr•t• reproductfone of records dtlfwrtd to Modern lnforMtfon 1ytt1M for ■tcrofft111fl'ICI and 
WIN f ll!Md tn th• r-.il1r cour•• of bulfnt11, Tht phototraphfc proet11 MNt• 1tandtl"dl of tht Alltrfcan Natfonel ltendlrdl 1n1tttutt 
(MIi) for trehfwL •tcroftt111. NOTIClt If tht ff lllld ,._. ~ ,. lHI lttfblt than thf1 Notfet, ft f• M to th• qualtty of tflt 

-••nem.,.., ~ ~ ~:b (ij C~vl IQ/:U0;a 
1to '• I gneturt Datt 

l 
! 
l 
! 

l 
J 

..J 



r 

I.-
I 

r:r,~) 
'• .. ,;i ' 

"'~- ------

Kent Olson t ~ 
Licensed Agen~ 

A. 

Licensed Producer 

I\~, 
1!ff 
Additional Agents 
(Licensed) 

1 /; 
!J 

. alhalla Elevator 

1 

Manager 
Licensed Agent 

~ 

t 
Customen (All Licensed) 

J: 

Farmers (Licensed) 
Seed Salesman 

(Licensed 

Additional Agents 
(Licensed) 

Tht •lcrotrip!IC IMltff on tht1 fH• ll't accur•t• reproductfone of recordl dtltvered to Modern lnfort111tfon lytt• for 1tcroff h11fno and 
WIN f I lMd fn th• reoul•r cour•• of buefn111. Th• photoer-'1fc ~OCHI ... t. ltencMrdl of tht AMtrf Cln Matlontl Sttnderdl lnatf tut• 
(MIii) for 1rchfY1l MlcrofllM, NOTICl1 If tht fllltd INtt IQOvt t1 le11 l .. lblt than thfl Notfct, ft f1 dut to the q1.11ltty of tht 

- below ftllOld, ~ .!&= ~ in ~,c ·,A 10/,ak~ 
iijjl,,lilof, ~rt ~ DIii J 



March 4. 2003 

Proposed Amendment-?Jria.n Jo hnSDT\ 
House Bill t 264 

Line 14 

"Controlled business" does not include crop insurance business sold by a licensee 

provided the licensee was licensed before January 1, 2003. 

The 1fcrotr111hfc f!lllllff on thf• fflM are eccurat• rtptOducttone of rec:ordl dllfvtred to Modtrn lnfortMtlon lyltlMI for •tcroftl•fno Md 
wtf't ft lllld In tht reoular ~,. .. of bUlln111. Tht phot09r1ptlfo prOCtH INtl atendlrdl of tht Alllrtoen NatfONl It ....... ln1tttut1 
(AMII) fo, 1rchfW1l Mlcroftll. NG'UCII If tht ff hied ..... -,W ,. ltH t11tbt1 than thta Notfct, ft fl M to tht qu1ttty of th• 
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Mr Chairman and member• of the Senate IBL Comitteei 

Ny name i1 Ray Grabanaki, President of Pro Ag. Pro Ag Systems, Xnc. is 
a ineuranoe agenoy in ND who oontraots with 15-20 insurance agent, in 
ND, so, and MN. We also provide risk management, marketing and 
financial 0on1ulting to farmers ~oro11 primaxily these 3 states but 
also nationally. 

Hou•• Bill 1264 is a bad bill tor ND oonsumers, a bad bill for those 
enforcing the ND Insurance Laws, and a bad bill for the ND court ayst• 
and will atftnd in the way of progress in the ND insurance industry. 
It's a good bill for insurance agent, and lawyers, as it will restriot 
the number of insurance agents, and alao employ more attorneys as we 
try to figure out just what this bill means. 

We introduce these amendments to improve thi~ bill to allow normal, 
average citizen, to develop art insurance agency without breaking the 
law. The language in 1.b., line 11-15 is way too broad in language and 
ie rip~ for misinterpretation by liceneed aqents, the insurance 
department, and private attorneys. This bill is by far the most 
reat~ioti~• bill of its kiud in the OS, and makes it difficult for a 
newly licensed agent to comply with (who usually will first sell 
insurance to family members, friends, and relatives). Because of its 
broad language, many insuranoe companies will tell you this law is 
violated over and over again, often times by members ot the PIA and IAA 
themaelvea (the state agent organizations). 

The ti.lost important drawback of this language is that it restricts agent 
lioeneea to people with ties to well established agencies, and unduly 
restricts the licensing/training process of new insurance agents. This 
bill is all about building higher fences around insurance agents to 
protect. their interests. It has very little to do with proteoting the 
consumer or the insurance companies. We would encourage a DO NOT PASS 
of House Bill 1264. At minimum we propose these amendments to make 
this bill more understandable and enforeable in practice. 

The amendments we propose include limiting the controlled business 
detinition to interests of the licensee, licensee's immediate family, 
or the licensee's employer. That certainly is broad enough language 
to incorporate the intent to prevent people from selling only to 

'themselves or their immediate contacts. Placing further restrictions 
just makes the bill that muoh more unentoroable by the insurance 
department except to those agents that PIA members jointly and loudly 
oompla.:l,n ,about. 

What do you think the other language means in the bill? Ooes it 
restrict a small town, closely held bank ag~noy from selling insurance? 
Is the res, rarm Bureau, Farmers Union, or any Farmer's Elevator 
restricted from selling crop insurance? How restricted is a marketing 
club in sel1L1g arop insurance? Any organization with multiple owners 1 
How about stook companies who have multiple owners? What exactly does 
'substantial stockholder' mean? If you became a licensed agent 
tomorrow, would you be able to comply with this bill or would it 
restrict your marketing and success, too? 

We propose a 3 year requirement and reporting meehanism to also help 
the insurance department to traok and punish those who violate the 
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controlled bu1ineas definition, but still allow a reaaonabl~ amount of 
time for a honeet, hardworkin9 person to deveJ.op their ow1& aoency, How 
uny people have had their licensee taken away (the only puniat\11\ent now 
tor violating thia law) in the past 10 year• the bill wa• in effect? 
Who has been affected by thi• law in the paat? 1 believe it has been 
u1ed •• 1n intimidation tactic in the pa•t to prevent new agents fro$ 
9oin9 into in•urano• 1ellin9. 

We find HI 1264 to be all about proteotinq agents, •nd not at all about 
protecting eon1umera. There ia no benefit whataoever to oon1uaer1 in 
thi• bill, and I doubt any consumer• or companies are t~•tifying in 
favor of HI 1264. Mith our propoaed amendments, we find thi• bill less 
objectionable and an improvement over the e•i•ting bill. But without 
th••• amendment• thia bill is far too broad and vaoue in languaqe, and 
i• unenfora&bl• by the insurance department. The penaltie• applied to 
violatera ia so little relative to the benefit, and there i1 no real 
way f~r the inauranoe department to track whether new li0ensee 1

~ (~r 
old one1) are complying with thia statute. Anyway, leta not b• f~~lerl 
by the real purpose of thia bill. Ita not about protecting consUDters, 
it• about protecting agents from competition. Its ubout building 
hi;h•r fences. Pro Aq enoouragea you to kill this bill now and make a 
statement tha't the ND legialature is not going to help build fences 
around any profeaaion to protect it fro• fair, honest, and beneficial 
competition. 

Thank You. 
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