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A BILL for an Act to create and enact a new chapter to title 6 of the North Dakota Century
Code, relating to mandating the payment of interest on escrow accounts for residential
mortgages; to provide a penalty; and to provide for application.

9:00 a.m. Chairman Warrey called the meeting to order.

Members Present: Chairman Warrey, Vice Chairman Ostlie, Vice Chairman Johnson,
Representatives Bahl, Brown, Christy, Finley-DeVille, Grindberg, Kasper, Koppelman,
Ruby, Schatz, Schauer, Volimer

Discussion Topics:

¢ Interest paid
Monthly loan payment
Mandates interest rate and penalty
Out-of-state customers
Association fees
Institutional services/expense/fees
Federal loan requirements
Shortages in escrow accounts
Notice of closing
Small Bank financial burden

9:01 a.m. Representative Jorin Johnson, District 41, Fargo, ND, introduced and submitted
testimony #30231.

9:09 a.m. Rick Clayburgh, President/CEO, ND Bankers Association, testified in opposition.

9:27 a.m. Alexis Baxley, President of the Independent Bankers Association, testified in
opposition.

9:28 a.m. Dave Flohr, Executive Director, ND Housing Finance Agency, testified in opposition
and submitted testimony #29948.

9:37 a.m. Lise Kruse, Commissioner, ND Financial Institutions, testified as neutral.

9:41 a.m. Chairman Warrey closed the hearing.

Diane Lillis, Committee Clerk
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Chairman Warrey and Members of the Committee,

| am Dave Flohr, Executive Director of the North Dakota Housing Finance Agency (NDHFA) testifying in
opposition to HB 1378. NDHFA is a state agency that was created by an initiated measure in 1980. We
sell mortgage revenue bonds exempt from federal income tax. Private investors purchase these bonds
and NDHFA uses the sale proceeds to purchase mortgages from North Dakota private sector mortgage
lenders, primarily for first-time homebuyers. NDHFA services the loans (mortgage payments, tax and
insurance payments) on behalf of the first-time homebuyers.

NDHFA loans provide benefits to North Dakota homebuyers.

e Lower than market interest rate —in 2024 it was 1.25% below the market creating a monthly
mortgage payment savings of $180
e Downpayment assistance provided in 2024 - over $8 million

As required by federal law, loan servicers are required to pay any shortages or deficiencies in escrow
accounts due to increased property insurance or property tax. Servicers must pay these increased costs
from their funds and recoup the funds over the next 12 months or longer from the borrower with no
interest charge.

HB 1378 would require a loan servicer to pay interest on funds held in escrow accounts at a minimum of
0.5%. As a state agency NDHFA deposits funds at the Bank of North Dakota which currently pays 0.25%.
This would result in additional cost to NDFHA beyond the amounts paid out as described above for
shortages or deficiencies in an escrow account.

Also, there would be added administrative costs for adding notices and reports to the escrow account
process as described in the bill. The bill also requires disclosure of this process (including the opt out
provision) in a loan agreement that would need to be done at loan closing with a separate document
adding to the recording costs for the borrower.

NDHFA already provides significant savings to North Dakota homebuyers and respectfully requests HB
1378 be given a do not pass by this committee. Thank you.

2624 Vermont Avenue ¢ PO Box 1535 * Bismarck, North Dakota 58502-1535 www.ndhfa.org
Ph: 701/328-8080 < Fax: 701/328-8090 « Toll Free: 800/292-8621 = 711 (TTY) hfainfo@nd.gov
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Good morning Chairman Warrey and fellow members of IBL. For the record, my name is Jorin Johnson,
Representative of District 41 in S Fargo.

I'm here today to present House Bill 1378, to correct the inequity of homeowners providing interest free
money to financial institutions via escrow accounts by requiring the interest earned be credited to the
borrower.

You'll see on page 1, line 11 - "escrow account" means an account held by a lender or servicer used to collect
and hold funds for the payment of property taxes, homeowner's insurance, and other related expenses
associated with a residential mortgage. ’

Let's consider a 30-year $100,000 mortgage at 7% for illustrative purposes. Anyone can do this with a quick
internet search. Total interest paid is $139,508; Total amount paid is $239,508; monthly payment is $665.
Now that's just the loan. Let's say property taxes plus home insurance totals $2,000/12 = $166/month. Added
to the monthly loan payment of $665 = $831 as the total monthly payment for the borrower. The bank sets
aside the $166 month to accumulate for the year and then pays the tax and insurance due at the end of the
year. The lender has had use of the borrower's money throughout each one-year term.

In this example, a savings account paying % of 1% would net just under $6/year.

Given this is a home loan, many covering 30 years, a small number multiplied by a large number applies.
Additionally, should the borrower elect to apply funds to the loan, the net effect would be to reduce the length

of the loan.

This is made possible by allowing borrowers to earn interest from the funds provided for escrowing home
mortgages.

Thank you for your time and consideration. I'll stand for any questions.
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A BILL for an Act to create and enact a new chapter to title 6 of the North Dakota Century
Code, relating to mandating the payment of interest on escrow accounts for residential
mortgages; to provide a penalty; and to provide for application.

9:30 a.m. Chairman Warrey opened the meeting.

Members Present: Chairman Warrey, Vice Chairman Ostlie, Vice Chairman Johnson,
Representatives Bahl, Brown, Christy, Finley-DeVille, Grindberg, Johnson, Kasper,
Koppelman, D. Ruby, Schatz, Schauer, Vollmer

Member Absent: Representative Christy

Discussion Topics:

e Residential mortgages
Escrow penalty
Over charge escrow
Interest in escrow accounts
15 States requirement
Housing Finance

9:30 a.m. Representative Johnson proposed an amendment, testimony #32236.

9:38 a.m. Representative Ruby moved to adopt the amendment LC
#25.1015.01002, #32236.

9:38 a.m. Representative Kasper seconded the motion.

Voice Vote.

Motion passed.

9:39 a.m. Representative Koppelman moved a Do Pass as amended.
9:39 a.m. Representative Kasper seconded the motion.

9:44 a.m. Representative Koppelman withdrew his motion.

9:44 a.m. Representative Koppelman moved a further amendment to exclude the
ND Housing Finance Agency.

9:44 a.m. Representative D. Ruby seconded the motion.
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Voice Vote
Motion passed.
9:46 a.m. Representative Bahl moved Do Pass as amended.

9:46 a.m. Representative Koppelman seconded the motion.

Representatives Vote
Representative Jonathan Warrey Y
Representative Mitch Ostlie Y
Representative Landon Bahl Y
Representative Collette Brown Y
Representative Josh Christy AB
Representative Lisa Finley-DeVille Y
Representative Karen Grindberg Y
Representative Jorin Johnson Y
Representative Jim Kasper Y
Representative Ben Koppelman Y
Representative Dan Ruby Y
Representative Mike Schatz N
Representative Austin Schauer Y
Representative Daniel R. Vollmer N

Motion passed 11-2-1.
9:51 a.m. Representative Johnson will carry the bill.
9:51 a.m. Chairman Warrey closed the hearing.

Diane Lillis, Committee Clerk
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HOUSE BILL NO. 1378
Introduced by

Representative J. Johnson

provide-a-penalty;-and-to-provide-for-apphieation-for an Act to create and enact three new
sections to chapter 47-10.2 of the North Dakota Century Code, relating to the payment of

interest on escrow accounts for residential mortgages; to amend and reenact section

47-10.2-01 of the North Dakota Century Code. relating to definitions for escrow accounis; to

provide a penalty; and o provide for application.

BE IT ENACTED BY THE LEGISLATIVE ASSEMBLY OF NORTH DAKOTA:

Page No. 1 25.1015.01005
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SECTION 1. AMENDMENT. Section 47-10.2-01 of the North Dakota Century Code is

amended and reenacied as follows:

47-10.2-01. Definitions.

In sections 47-10.2-01 through 47-10.2-03, unless the context or subject matter otherwise

requires:

1. "Borrower" means the obligor under a residential mortgage held by a mortgagee.

2. 'Escrow account' means an account held by a lender or servicer used fo collect and
hold funds for the payment of property taxes, homeowner's insurance, and other
related expenses associated with a residential morigage.

3.  "Escrow funds" means money placed into an escrow account by a borrower for the
payment of obligations such as property taxes. homeowner's insurance. and other
expenses associated with home ownership.

4. ‘"Interest rate" means the percentage rate paid by the lender on funds held in escrow
accounts.

5. "lLender' means a bank, mortgage company, credit union, or other financial institution
that services residential mor’zqat']e loans and holds escrow accounts. The term does
not include North Dakota housing finance agency.

6. "Servicer" means a person or entity maintaining an escrow account for a residential

mortgagee.
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Com Standing Committee Report
January 28, 2025 4:19PM

REPORT OF STANDING COMMITTEE
HB 1378

Industry, Business and Labor Committee (Rep. Warrey, Chairman) recommends
AMENDMENTS (25.1015.01005) and when so amended, recommends DO PASS (11
YEAS, 2 NAYS, 1 ABSENT AND NOT VOTING). HB 1378 was placed on the Sixth order on

the calendar.

(1) DESK (3) COMMITTEE Page 1 h_stcomrep_14_015
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Sixty-ninth

Legislative Assembly

of North Dakota PROPOSED AMENDMENTS TO

HOUSE BILL NO. 1378
Introduced by

Representative J. Johnson
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prevideapenalty—and-te-provide forapplication-for a

sections to chapter 47-10.2 of the North Dakota Century Code. relating to the payment of

interest on escrow accounts for residential mortgages; to amend and reenact section

47-10.2-01 of the North Dakota Century Code. relating to definitions for escrow accounts: to

provide a penalty: and to provide for application.

= e S G G

n Act to create and enact three new

BE IT ENACTED BY THE LEGISLATIVE ASSEMBLY OF NORTH DAKOTA:
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and enacted as follows:
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1 SECTION 5. APPLICATION. This Act applies to an escrow account created after the
2 effective date of this Act. For an existing escrow account, interest payments required by this Act

3 must begin on January 1, 2026.

Page No. 5 25.1015.01002
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