


















 

 

 
 
 
 
 
 

INDEPENDENT AUDITOR’S REPORT 
 
 
 
The Board of Directors 
North Dakota Insurance Reserve Fund 
Bismarck, North Dakota 
 
 
We have audited the accompanying balance sheets of the North Dakota Insurance Reserve Fund as of 
December 31, 2005 and 2004, and the related statements of activities and cash flows for the years then ended.  
These financial statements are the responsibility of the Fund's management.  Our responsibility is to express an 
opinion on these financial statements based on our audits. 
 
We conducted our audits in accordance with auditing standards generally accepted in the United States of 
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about 
whether the financial statements are free of material misstatement. An audit includes consideration of internal 
control over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, 
but not for the purpose of expressing an opinion on the effectiveness of the Fund’s internal control over financial 
reporting. Accordingly, we do not express such an opinion. An audit also includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles 
used and significant estimates made by management, as well as evaluating the overall financial statement 
presentation. We believe that our audits provide a reasonable basis for our opinion. 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial 
position of the North Dakota Insurance Reserve Fund as of December 31, 2005 and 2004, and the results of its 
changes in net assets and its cash flows for the years then ended in conformity with accounting principles 
generally accepted in the United States of America. 
 
 

 
Bismarck, North Dakota 
February 22, 2006 
 



NORTH DAKOTA INSURANCE RESERVE FUND 
BALANCE SHEETS 
DECEMBER 31, 2005 AND 2004 
(Dollars in Thousands) 
 
 

See Notes to Financial Statements 

2005 2004

ASSETS

Cash and cash equivalents - Note 3 $ 1,188 $ 2,427
Investments - Note 4 30,402 29,241
Agents' balances                                             275 270
Interest receivable                                           315 305
Deferred policy acquisition costs - Note 5 367 362
Land, building and equipment, net - Note 6 1,194 1,183
Other assets                                                   35 19

$ 33,776 $ 33,807

LIABILITIES AND NET ASSETS

LIABILITIES
Accounts payable $ 41 $ 22
Conferment payable - Note 7 3,435 3,369
Accrued expenses 98 90
Unearned premiums 2,946 2,900
Losses and loss adjustment expenses 5,852 6,068
Incurred but not reported losses 2,968 2,988

15,340 15,437

NET ASSETS
Unrestricted 18,436 18,370

$ 33,776 $ 33,807

 
 
 
 
 
 
 
 
 



NORTH DAKOTA INSURANCE RESERVE FUND 
STATEMENTS OF ACTIVITIES 
YEARS ENDED DECEMBER 31, 2005 AND 2004 
(Dollars in Thousands) 
 
 

See Notes to Financial Statements 

2005 2004

REVENUES
Premiums earned $ 8,290 $ 8,094

EXPENSES
Losses and loss adjustment expenses 2,524 2,668
Underwriting and administrative 3,023 2,896

Total expenses 5,547 5,564

REVENUES OVER EXPENSES 2,743 2,530

NONOPERATING REVENUES
Investment revenues, net of investment expenses

of $65 and $66 in 2005 and 2004 1,392 1,438
Realized and unrealized gains and losses on investments (634) (405)

Total nonoperating revenues 758 1,033

CHANGE IN UNRESTRICTED NET ASSETS 3,501 3,563

UNRESTRICTED NET ASSETS, BEGINNING OF YEAR 18,370 18,176

CONFERMENT DECLARED (3,435)       (3,369)

UNRESTRICTED NET ASSETS, END OF YEAR $ 18,436 $ 18,370

 
 
 
 
 
 
 



NORTH DAKOTA INSURANCE RESERVE FUND 
STATEMENTS OF CASH FLOWS 
YEARS ENDED DECEMBER 31, 2005 AND 2004 
(Dollars in Thousands) 
 
 

See Notes to Financial Statements 

2005 2004
CASH FLOWS FROM OPERATING ACTIVITIES

Change in net assets $ 3,501 $ 3,563
Adjustment to reconcile change in net assets to 

net cash from operating activities
Depreciation 101 90
Decrease in fair value of investments 634 405
Gain on sale of equipment (3) (3)

Changes in assets and liabilities
Agents' balances (5) (5)
Interest receivable (10) 35
Deferred policy acquisition costs (5) (16)
Other assets (16) 10
Losses and loss adjustment expenses (216) (698)
Incurred but not reported losses (20) (89)
Unearned premiums 46 150
Accounts payable 19 10
Accrued expenses 8 7

Net cash provided by operating activities 4,034 3,459

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of investments (9,256) (8,835)
Proceeds from sale and maturities of investments 7,461 8,147
Purchase of property and equipment (112) (16)
Proceeds from sale of property 3 3

Net cash used in investing activities (1,904) (701)

CASH FLOWS FROM FINANCING ACTIVITIES
Conferment paid (3,369) (3,176)

NET CHANGE IN CASH AND CASH EQUIVALENTS (1,239) (418)

CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 2,427 2,845

CASH AND CASH EQUIVALENTS AT END OF YEAR $ 1,188 $ 2,427

SCHEDULE OF OTHER NONCASH ACTIVITIES   
Conferment Payable $ 3,435         $ 3,369         

 
 
 



NORTH DAKOTA INSURANCE RESERVE FUND 
NOTES TO FINANCIAL STATEMENTS 
YEARS ENDED DECEMBER 31, 2005 AND 2004 
(Dollars in Thousands) 
 
 
 

(continued on next page) 

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 
Principal Business Activity 
 
The North Dakota Insurance Reserve Fund (NDIRF) is a non-profit corporation engaged in the underwriting and 
insuring of property and casualty risks.  NDIRF was organized January 1, 1986, and was incorporated on June 5, 
1989.  All political subdivisions in the State of North Dakota are eligible to participate in accordance with the 
North Dakota Century Code (Chapter 26.1- 23.1).  The purpose of NDIRF is to establish a fund for self-insurance 
by the members against various types of property and casualty risks to which they are exposed in the ordinary 
course of their operations.  Political subdivisions may terminate their membership at any time.  Members include 
cities, counties, townships, school districts, fire districts, park districts, ambulance associations, soil conservation 
districts and water districts within the State of North Dakota.  Total membership is 2,524. 
 
Basis of Presentation 
 
The accompanying financial statements have been prepared in conformity with accounting principles generally 
accepted in the United States of America that differ from statutory accounting practices prescribed or permitted 
for insurance companies by regulatory authorities. 
 
Concentration of Credit Risk 
 
The Fund’s cash balances are maintained in various bank deposit accounts and periodically the Fund has deposits 
in excess of federally insured limits. 
 
Concentration of credit risk with respect to agents’ balances is related principally to agents located within North 
Dakota.  The Fund performs periodic credit evaluations of its agents’ financial condition and generally does not 
require collateral.  Receivables are generally due in 30 days. 
 
Investments 
 
Investments are reported at fair value.  All investment income, including changes in the fair value of investments, 
is recognized in the statement of activities. 
 
Agents’ Balances and Credit Policy 
 
Agents’ balances are uncollateralized obligations due under normal trade terms requiring payment within 30 days 
from the invoice date.  The balances are non-interest bearing.  Payments are applied to the earliest unpaid 
invoices. Management reviews agents’ balances on a regular basis and charges operations for those considered 
uncollectible. All remaining agents’ balances are considered collectible. 
 
Recognition of Premium Revenue and Related Expenses 
 
Premiums are earned principally on a pro-rata basis over the lives of the policies.  Unearned premiums represent 
the portion of premiums written applicable to the unexpired terms of policies in force. Related expenses 
associated with the unearned premiums are recognized as deferred policy acquisition costs and amortized over the 
lives of the policies. 



 
NOTES TO FINANCIAL STATEMENTS 
 
 
 

(continued on next page) 

Land, Building and Equipment 
 
Equipment and building are stated at cost.  The Fund capitalizes equipment and building purchases in excess of 
$1,000. Depreciation is computed using the straight-line method over the following estimated useful lives: 
 

Equipment                                                 3-10 years
Building 3-30 years  

 
Insurance Liabilities 
 
The liability for losses, loss-adjustment expenses and incurred but not reported losses includes an amount 
determined from loss reports and individual cases and an amount, based on past experience, for losses incurred 
but not reported.  Such liabilities are necessarily based on estimates and, while management believes that the 
amount is adequate, the ultimate liability may be in excess of or less than the amounts provided.  The methods for 
making such estimates and for establishing the resulting liability are continually reviewed, and any adjustments 
are reflected in earnings currently.  The reserve for losses and loss-adjustment expenses is reported net of 
receivables for salvage and subrogation. 
 
Income Taxes 
 
A ruling was received from the Internal Revenue Service (IRS) stating the income of the Fund is excludable for 
tax purposes from gross income under Section 115 of the Internal Revenue Code. However, it should be noted 
that the IRS also stated that no opinion is expressed as to the federal income tax consequences or whether the 
Fund is an insurance company for federal tax purposes. As a result, no provision for income taxes has been 
provided for. 
 
Use of Estimates 
 
The preparation of financial statements in conformity with accounting principles generally accepted in the United 
States of America requires management to make estimates and assumptions that affect the reported amounts of 
assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses 
during the reporting period.  Actual results could differ from those estimates. 
 
Cash Equivalents 
 
The Fund considers all highly liquid investments purchased with a maturity of three months or less to be cash 
equivalents. 
 
Advertising 
 
Marketing costs are expensed as incurred.  Marketing expense was $258 and $274 for the years ended December 
31, 2005 and 2004. 
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(continued on next page) 

NOTE 2 - UNRESTRICTED NET ASSETS 
 
Unrestricted net assets are comprised entirely of membership equity surplus. 
 
 
NOTE 3 - CASH AND CASH EQUIVALENTS 
 
Cash and cash equivalents are comprised of the following at December 31, 2005 and 2004: 
 

2005 2004

Cash $ 512 $ 1,070
Money market 676 1,357

$ 1,188 $ 2,427

 
 
NOTE 4 - INVESTMENTS 
 
Cost and fair value of investments at December 31, 2005 and 2004, follows: 
 

Fair Fair
Cost Value Cost Value

FIXED MATURITIES
Corporate bonds $ 17,245 $ 17,234 $ 16,997 $ 17,639
U.S. Government securities 8,027 7,927 6,392 6,390

25,272         25,161 23,389 24,029

MARKETABLE EQUITY
SECURITIES

Mutual funds 2,679 2,401 1,787 1,486
Stocks 1,487 1,707 1,939 2,477

4,166           4,108 3,726 3,963

CERTIFICATES OF DEPOSIT 1,162 1,133 1,266 1,249

$ 30,600 $ 30,402 $ 28,381 $ 29,241

2005 2004
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Major categories of net investment income, follows: 
 

2005 2004

Fixed maturities $ 1,234 $ 1,300
Marketable equity securities 142 137
Certificates of deposit 30 34
Cash and cash equivalents 51 33

1,457 1,504
Investment expenses (65) (66)
Gain on sale and maturity of investments 424 113
Decrease in fair value of investments (1,058) (518)

$ 758 $ 1,033

 
As of December 31, 2005 and 2004, investments with a fair value of approximately $978,000 and $808,000 were 
pledged to the North Dakota Insurance Department. 
 
 
NOTE 5 - DEFERRED POLICY ACQUISITION COSTS 
 
Deferred policy acquisition costs consist of unearned commissions which have been paid to agents. These costs 
are amortized as a percent of unearned premiums in the same ratio as the percent of written premiums.  
Amortization in 2005 and 2004 was $1,036 and $1,016. 
 
 
NOTE 6 – LAND, BUILDING AND EQUIPMENT 
 
Depreciation charged to operations was $101 and $90 in 2005 and 2004. 
 

2005 2004

Equipment $ 555 $ 456
Building 1,073 1,073
Land 215 215

1,843 1,744
Less accumulated depreciation (649) (561)

$ 1,194 $ 1,183
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NOTE 7 - CONFERMENT PAYABLE 
 
During 2005 and 2004, the Board of Directors elected to confer benefits to the participating members of the Fund. 
The amount of benefits allocated to a specific member is based upon a pro-rata share of the total benefit to be 
conferred. The benefits conferred for the years ended December 31, 2005 and 2004, were $3,435 and $3,369. 
 
 
NOTE 8 - EMPLOYEE BENEFIT PLANS 
 
Profit Sharing Plan 
 
The Fund has a qualified profit-sharing plan which covers all employees who meet eligibility requirements. The 
Fund's contribution to the plan is at the sole discretion of the employer.  The contributions become 100 percent 
vested after one year of service.  The Fund's contributions for 2005 and 2004 were $89 and $85. 
 
Deferred Compensation Plan 
 
The Fund has an elective employees' deferred compensation plan for substantially all employees.  The plan 
qualifies as a deferred arrangement under Section 457 of the Internal Revenue Code.  The plan allows employees 
to contribute up to the maximum allowable by law per year.  These contributions are not subject to federal income 
taxes.  The deferred compensation is not available to employees until termination, retirement, death or 
unforeseeable emergency.  The Fund does not contribute to this plan. 
 
 
NOTE 9 – RELATED PARTIES 
 
The Fund sponsors seminars, special projects, and advertising for Associations whose members are eligible to 
participate in the Fund. Certain of these Associations’ Executive Directors or Board members are members of the 
Fund’s Board of Directors. This would include the North Dakota Association of Counties, North Dakota League 
of Cities, North Dakota Recreation and Parks Association, and North Dakota School Board Association.  In 2005 
and 2004 the total amount paid to the related parties for these types of services was $116 and $111. 
 
 
NOTE 10 - STATUTORY NET INCOME AND MEMBERSHIP EQUITY 
 
Accounting principles generally accepted in the United States of America differ in certain respects from the 
accounting practices prescribed or permitted by insurance regulatory authorities (statutory basis). Statutory net 
income was $4,565 and $4,090 in 2005 and 2004, and statutory surplus was $18,105 and $17,297 at December 
31, 2005 and 2004. 
 








