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Mission Statement:

NOTES TO FINANCIAL STATEMENTS

To be a stable source of risk services to public entities using sound business practices.

Note 9 -

Dear NDIRF Member:

The North Dakota Insurance Reserve Fund is providing this copy of its 2010 Annual Report to inform you of the

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 2010
and 2009 the total amount paid to the related parties for these types of services was $174 and $170.

Fund’s activities and financial performance in the past year.

Note 10 - Statutory Net Income and Membership Equity
The NDIRF reached an important milestone at the conclusion of 2010, marking the completion of 25 years of
service to our members. We have always placed great value on the participation of members and agents, working
together with us over the past quarter-century, to keep liability and property risk costs to North Dakota political
subdivisions under control - and that relationship continues. As this report shows, the effort has been very
successful over the entire history of the NDIRF.

On behalf of the board of directors and staff, I thank you for your support over the past 25 years and your
continued participation as we meet together the challenges of the future.
Sincerely,

Steven L. Spilde
Chief Executive Officer
North Dakota Insurance Reserve Fund

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 $3,907 and $1,061 in 2010 and 2009, and statutory surplus was $18,844 and $17,257 at December
31, 2010 and 2009.
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report of 2010 business activity. We trust you

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 2010 and 2009 was $1,275 and $1,185.
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of your role in the NDIRF’s success.

Fig. 1 NDIRF MEMBERSHIP

All political subdivisions in North Dakota

Note 6 -

are eligible for membership in the NDIRF,

Land, Building and Equipment

with the total number of participants

Depreciation charged to operations was $85 and $96 in 2010 and 2009, respectively.

standing at 2,536 in 2010. This means that
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$

Less accumulated depreciation
$

Note 7 -
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Conferment Payable

NDIRF through their purchase of coverage.
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has remained fairly stable historically.
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Addition of coverage for the City of Fargo

During 2010 and 2009, 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, 2010 and 2009, were $2,792 and $2,554.
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Fig. 3 TOTAL BENEFITS CONFERRED
(in thousands)

traditional equilibrium between “Cities” and
“Counties” membership categories. (Fig. 2)

Note 8 -

Employee Benefit Plans
Conferment of Benefits

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 once disbursed to the plan. The Fund's contributions for 2010 and 2009 were $126 and $121.

COUNTIES
28%

SCHOOLS
16%

The NDIRF is proud of its 25-year track record and pleased to be able to
share that success with our members through the Conferment of Benefits
program. Over the past 17 years, the Fund has paid out in excess of $54
million in benefits to members including a conferment of nearly $2.8 million

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. Beginning January 1, 2009, the Fund began matching contributions up to 2.5% of
gross wages for all participating employees. The Fund’s contributions for 2010 and 2009 were $27 and $26,
respectively.

OTHERS
22%

declared for 2010, to be paid in 2011. The 2010 Conferment of Benefits is
nearly $250,000 greater than the amount paid in the prior year, for reasons
explained in the “Premiums and Losses”, “Investments” and “Earnings and

CITIES
34%
Fig. 2 MEMBER PREMIUM DISTRIBUTION

Equity” sections below.
The Conferment of Benefits program results in a significant reduction of the
actual cost to NDIRF members of financing liability and property risks for
local government in North Dakota. (Fig. 3)

continued on next page
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Premiums and Losses

market in 2008 or early 2009 and thus obtained maximum
benefit from the markets’ recovery over the past two years.

Unlike the “roller-coaster” tendencies of commercial
insurance pricing from year to year, the NDIRF’s annual

Reporting the NDIRF’s investment portfolio at market

written premium has remained very stable. Addition of new

value, especially the fixed-income portion (as has been

members and the increasing value of covered property

required since 1998), rather than at amortized cost can

provided a significant (approximately 5%) rise in written

result in wide variations of investment income, as it did in

premium for 2010. (Fig. 4)

2010. (Fig. 7) A strategy of including a limited equity

NOTES TO FINANCIAL STATEMENTS

The related fair values of these assets and liabilities are determined as follows:

exposure in the portfolio has proven quite effective over
Claim losses in 2010 decreased significantly (over 18%)

time, as a relatively small equity position has frequently

from the prior year – the loss ratio for 2010 was just over

tended to counterbalance significant unrealized

46.1% while the loss ratio for all years is 46.4% – which

fixed-income market swings caused principally by

shows that 2010 was a very typical year for the NDIRF in

fluctuating interest rates.

terms of loss ratio. Auto liability/physical damage and

Earnings and Equity

physical damage to mobile equipment claims were down
dramatically in 2010, due primarily to about one-half of the
snowfall and a corresponding reduction in spring flood

Although, as described earlier, reduced claim losses and a

events when compared to 2009, accounting for most of the

decrease in investment income largely offset each other last

decreased loss experience last year.

year, increased contributions from new business allowed
net earnings to reach near-record levels in 2010 of nearly

Employment practices litigation is always a subject of

$4.3 million. (Fig. 8) The last time NDIRF net income

concern to NDIRF because of the potential for claims to

exceeded $4 million was in 2007 and, prior to that, only

exceed statutory caps on damages that apply to most other

three years in the mid-1990’s (powerfully assisted by

liability claims. We want to be sure that Fund members are

actuarially-recommended reductions in incurred but not

aware of the actual and potential costs related to this risk

reported loss) have topped that benchmark. So, all in all,

so, in 2010, the NDIRF again presented or sponsored

our 25th year was a very good one for the NDIRF and its

training opportunities and resources dealing with

members!

employment issues. (Figs. 5 and 6)
An important result of all this activity is that members’

Investments

equity (surplus) improved to just over $19.5 million in
2010. The fiscal policies of the Fund are designed to

The NDIRF’s investment portfolio, as of December 31,

provide continued strength and stability of members’ equity

2010, was distributed 87% in fixed income securities; 9%

in future years, even while NDIRF participants have

in equity securities; 4% in cash or equivalents. The quality

enjoyed the returns of the Conferment of Benefits program

of the fixed income portfolio remained strong, with an

for 17 straight years – every year since inauguration of the

average S&P rating of AA+. The cash position maintained

program.

is necessary to fund the Conferment of Benefits payable in
The Fund’s consulting actuaries indicate that the current

2011.

Other
Observable
Observable
(Level 2)

Quoted Prices in
Active Markets
(Level 1)
December 31, 2010
Mutual funds
Stocks
Corporate bonds
U.S. government securities
Total assets

$

1,328
1,939
-

$

19,065
11,884

$

-

$

3,267

$

30,949

$

-

$

1,111
1,662
-

$

19,884
5,476
2,832

$

-

$

2,773

$

28,192

$

-

December 31, 2009
Mutual funds
Stocks
Corporate bonds
U.S. government securities
Certificates of deposit
Total assets

The fair value for mutual funds and stocks is determined by reference to quoted market prices. The fair value for
corporate bonds, U.S. government securities, and certificates of deposit is determined by reference to quoted
prices for similar assets in active markets or quoted prices for identical or similar instruments in markets that are
not active.
Major categories of net investment income, follows:

2010
Fixed maturities
Marketable equity securities
Certificates of deposit
Cash and cash equivalents

confidence level (well in excess of 90%) that all expected

return in 2010 as compared to a 13% total return for the

obligations can be met. (Fig. 9)

prior year. While investment returns were down
significantly from 2009, it should be noted that 2009 was a

A review of the NDIRF’s entire 25-year history regarding

remarkable recovery year in the U.S. and world financial

total revenues, net earnings, total assets and members’

markets – a recovery which continued in 2010 but at a more

equity provides a graphic representation of the growth,

moderate rate and the NDIRF’s investment portfolio kept

maturity and overall success enjoyed by the NDIRF and its

pace. The NDIRF did not sell its holdings into the down

membership. (Figs. 10 and 11)

1,172
62
10
6
1,250
(86)
967
335

$

1,249
54
47
11
1,361
(71)
(276)
2,796

$

2,466

$

3,810

Investment expenses
Gain (loss) on sale and maturity of investments
Increase in fair value of investments

As of December 31, 2010 and 2009, investments with a fair value of approximately $1,143,000 and $1,033,000
were pledged to the North Dakota Insurance Department.
continued on next page
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2009

$

amount of members’ equity provides an outstanding
The NDIRF investment portfolio provided a 7.4% total

Unobservable
Inputs
(Level 3)
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2010

$

549
760

$

1,309

$

699
1,546
2,245

paid

Investments and Fair Value of Assets and Liabilities

2010

Fixed Maturities
Corporate bonds
U.S. Government
securities

10000
5000

4000

06

18,767

$

12,010
30,777

19,065

$

0

06

07

08

09

11,884
30,949

$

5,382
25,056

19,884
5,476
25,360

Certificates of Deposit
$

1,185
1,525
2,710

1,328
1,939
3,267

1,168
1,516
2,684

1,111
1,662
2,773

-

-

2,831

2,832

33,487

$

34,216

$

30,571

$

30,965
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Training

NDIRF annual report message
March 2011

In 2010, the NDIRF continued its commitment to assist members in
controlling their cost of risk through appropriate training opportunities. This
effort was substantial and included providing information and assistance to
thousands of officials and employees of Fund members on the following
subjects:

NOTES TO FINANCIAL STATEMENTS
Dear NDIRF members:
Congratulations to the North Dakota

Defensive driving

Insurance Reserve Fund on its 25th

Employment practices

anniversary! Reaching this milestone is a

Income Taxes

Playground safety

the operation of political subdivisions across

Special coverage issues for specific member groups

the state.

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. As of December 31, 2010, the unrecognized tax benefit accrual was zero.

New tools made available through NDIRF support in 2010 included a

Cities, counties, schools and other

The Company will recognize future accrued interest and penalties related to unrecognized tax benefits in income
tax expense if incurred.

Handbook for City Officials, produced by the North Dakota League of Cities.

organizations have come to rely on NDIRF

Road maintenance
Law enforcement liability

tribute to the important role the Fund plays in

for its ongoing commitment to risk
Matching funds have been provided by the NDIRF in conjunction with an
Otto Bremer Foundation grant to the ND Association of Counties in the past
several years for development of assistance and materials to be made
available to political subdivisions for Human Resources administration. This
effort came to full fruition in 2010 with rollout of the online Human Resource

management and loss control. As a result of
providing its members with cost-saving
strategies, NDIRF has returned more than
$54 million to members through its Conferment

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.

of Benefits program since 1995.

Cash Equivalents

addition to development and presentation of a statewide Human Resource

NDIRF reached another milestone recently.

Conference attended by over 200 public officials. The online documents are

In 2010, premiums from NDIRF’s 2,536

The Fund considers all highly liquid investments purchased with a maturity of three months or less to be cash
equivalents.

hosted on the NDIRF’s website, regularly updated and linked to websites of

members topped $10 million for the first time

statewide political subdivision associations such as the ND Association of

in the Fund’s history.

Reference Guide for Local Governments in North Dakota; ND Public
Employers Handbook and ND Public School Employers Handbook in

Counties, ND League of Cities, ND Recreation & Parks Association and ND
School Boards Association.

Again, congratulations to NDIRF and its

Marketing costs are expensed as incurred. Marketing expense was $328 and $354 for the years ended December
31, 2010 and 2009.

members on 25 successful years.

Subsequent Events

Sincerely,

The Fund has evaluated subsequent events through February 28, 2011, the date which the financial statements
were available to be issued.

Adam Hamm

Note 2 -

In 2009, the NDIRF committed to a partnership with the North Dakota
Firefighter’s Association to bring emergency vehicle operations training to

Advertising

firefighters on a regional availability basis. This served to make training in
this important area more accessible to local firefighters beginning in 2010 and
to continue in succeeding years.
All of these tools are intended to provide NDIRF members with the ability to

North Dakota Insurance Commissioner

Unrestricted Net Assets

Unrestricted net assets are comprised entirely of membership equity surplus.

meet and deal successfully with the multitude of challenges they encounter
daily in the execution of their responsibilities.

Conclusion
Since commencing operations in 1986, the NDIRF has become the premier
provider of dependable risk services to local government in North Dakota. As
we reflect on 25 years of remarkable success in meeting a critical need for our
members, and address the new challenges presented each year, we also look
forward to building together on this tradition of excellence in the future.

continued on next page
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NOTES TO FINANCIAL STATEMENTS

ASC 820 defines fair value as the exchange price that would be received for an asset or paid to transfer a liability
(an exit price) in the principal or most advantageous market for the asset or liability in an orderly transaction
between market participants on the measurement date. ASC 820 requires that valuation techniques maximize the
use of observable inputs and minimize the use of unobservable inputs. ASC 820 also establishes a fair value
hierarchy, which prioritizes the valuation inputs into three broad levels.
Level 1 inputs consist of quoted prices in active markets for identical assets or liabilities that the reporting entity
has the ability to access at the measurement date. Level 2 inputs are inputs other than quoted prices included
within Level 1 that are observable for the related asset or liability. Level 3 inputs are unobservable inputs related
to the asset or liability.
Agents’ Balances and Credit Policy
Agents’ balances are uncollateralized obligations due under normal trade terms requiring payment within 15 days
from the month-end statement 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.
Firefighting operations are hazardous to

Recognition of Premium Revenue and Related Expenses

personnel and firefighting equipment is

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.

expensive. Recognizing the mutual benefits of
training, NDIRF has teamed with the North

Land, Building and Equipment

Dakota Firefighters Association to offer a number

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:

of emergency vehicle operations courses around

Equipment
Building

the state. The workshop offers both practical and

3-10 years
3-30 years

classroom components – at left, Fargo Fire
Department Public Relations Officer Jesse

Insurance Liabilities

Schmidt is shown piloting a firefighting vehicle on

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.

the practical course while, at bottom left, certified
instructor Alan Aarhus leads a workbook session
during a training event held in Minot last year.

continued on next page
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North Dakota Insurance Reserve Fund

NDIRF Board of Directors and Member Affiliation

Notes to Financial Statements
December 31, 2010 and 2009
(Dollars in Thousands)

Note 1 -

Summary of Significant Accounting Policies

Principal Business Activity

Scott Wagner
Chairperson
Counties

Shawn Kessel
Chairperson Elect
Cities

Randy Bina
Others

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 2,536.
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 typically the Fund has deposits in
excess of federally insured limits.

Burdell Johnson
Schools

Mark Johnson
Counties

Ronald Krebsbach
Counties

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.
Declines in the fair value of investments below their cost that are deemed to be other than temporary are reflected
in earnings as realized losses. In estimating other-than-temporary impairment losses, management considers (1)
the length of time and the extent to which the fair value has been less than cost, (2) the financial condition and
near-term prospects of the issuer, and (3) the intent and ability of the Fund to retain its investment in the issuer for
a period of time sufficient to allow for any anticipated recovery in fair value.
Fair Value Measurements

Rod Landblom
Others

Tom Larson
Cities

Connie Sprynczynatyk
Cities

The Fund has determined the fair value of certain assets and liabilities in accordance with the provisions of ASC
820, Fair Value Measurement and Disclosures, which provides a framework for measuring fair value under
generally accepted accounting principles.

continued on next page
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North Dakota Insurance Reserve Fund
Statements of Cash Flows
Years Ended December 31, 2010 and 2009
(Dollars in Thousands)

2010
Cash Flows from Operating Activities
Change in net assets
Adjustment to reconcile change in net assets to
net cash from operating activities
Depreciation
Increase in fair value of investments
Gain on sale of equipment
Changes in assets and liabilities
Agents' balances
Interest receivable
Deferred policy acquisition costs
Other assets
Losses and loss adjustment expenses
Incurred but not reported losses
Unearned premiums
Accounts payable
Accrued expenses

$

2009

4,274

$

3,899

85
(1,302)
-

96
(2,520)
(2)

(8)
65
(17)
(10)
(59)
598
157
(18)
7

(6)
(5)
(48)
(4)
1,577
357
411
26
5

The Board of Directors
North Dakota Insurance Reserve Fund
Bismarck, North Dakota

3,772

3,786

(48,506)
46,557
(205)
-

(16,879)
14,896
(14)
2

Net Cash used in Investing Activities

(2,154)

(1,995)

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 express no such 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.

Cash Flows from Financing Activities
Conferment paid

(2,554)

(1,693)

Net Cash Provided by Operating Activities
Cash Flows from Investing Activities
Purchase of investments
Proceeds from sale and maturities of investments
Purchase of property and equipment
Proceeds from sale of property

Net Change in Cash and Cash Equivalents

(936)

Cash and Cash Equivalents at Beginning of Year

98

2,245

Independent Auditor’s Report

We have audited the accompanying balance sheets of the North Dakota Insurance Reserve Fund as of
December 31, 2010 and 2009, 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.

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, 2010 and 2009, 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.

2,147

Cash and Cash Equivalents at End of Year

$

1,309

$

2,245

Schedule of Other Noncash Activities
Conferment Payable

$

2,792

$

2,554

Bismarck, North Dakota
February 28, 2011

see Notes to Financial Statements
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North Dakota Insurance Reserve Fund

North Dakota Insurance Reserve Fund

Balance Sheets
December 31, 2010 and 2009
(Dollars in Thousands)

Statements of Activities
Years Ended December 31, 2010 and 2009
(Dollars in Thousands)

2010

2010

2009
Revenues
Premiums earned

Assets
Cash and cash equivalents - Note 3
Investments - Note 4
Agents' balances
Interest receivable
Deferred policy acquisition costs - Note 5
Land, building and equipment, net - Note 6
Other assets

$

$

1,309
34,216
322
246
461
1,079
33

$

37,666

$

2,245
30,965
314
311
444
959
23

$

Net Assets
Unrestricted

28
2,792
131
3,757
7,533
3,905
18,146

$

19,520

Expenses
Losses and loss adjustment expenses
Underwriting and administrative

see Notes to Financial Statements

37,666

9,575

5,858
3,628

8,536

9,486

Revenues over Expenses

1,808

89

Nonoperating Revenues
Investment revenues, net of investment expenses
of $86 and $71 in 2010 and 2009
Realized and unrealized gains and losses on investments

1,164
1,302

1,290
2,520

2,466

3,810

4,274

3,899

Unrestricted Net Assets, Beginning of Year

18,038

16,693

Conferment Declared

(2,792)

(2,554)

Total expenses

46
2,554
124
3,600
7,592
3,307
17,223

Total nonoperating revenues
Change in Unrestricted Net Assets

18,038
$

$

35,261

see Notes to Financial Statements
8

$

4,773
3,763

Unrestricted Net Assets, End of Year
$

10,344

35,261

Liabilities and Net Assets
Liabilities
Accounts payable
Conferment payable - Note 7
Accrued expenses
Unearned premiums
Losses and loss adjustment expenses
Incurred but not reported losses

$

2009

9

19,520

$

18,038

North Dakota Insurance Reserve Fund

North Dakota Insurance Reserve Fund

Balance Sheets
December 31, 2010 and 2009
(Dollars in Thousands)

Statements of Activities
Years Ended December 31, 2010 and 2009
(Dollars in Thousands)

2010

2010

2009
Revenues
Premiums earned

Assets
Cash and cash equivalents - Note 3
Investments - Note 4
Agents' balances
Interest receivable
Deferred policy acquisition costs - Note 5
Land, building and equipment, net - Note 6
Other assets

$

$

1,309
34,216
322
246
461
1,079
33

$

37,666

$

2,245
30,965
314
311
444
959
23

$

Net Assets
Unrestricted

28
2,792
131
3,757
7,533
3,905
18,146

$

19,520

Expenses
Losses and loss adjustment expenses
Underwriting and administrative

see Notes to Financial Statements

37,666

9,575

5,858
3,628

8,536

9,486

Revenues over Expenses

1,808

89

Nonoperating Revenues
Investment revenues, net of investment expenses
of $86 and $71 in 2010 and 2009
Realized and unrealized gains and losses on investments

1,164
1,302

1,290
2,520

2,466

3,810

4,274

3,899

Unrestricted Net Assets, Beginning of Year

18,038

16,693

Conferment Declared

(2,792)

(2,554)

Total expenses

46
2,554
124
3,600
7,592
3,307
17,223

Total nonoperating revenues
Change in Unrestricted Net Assets

18,038
$

$

35,261

see Notes to Financial Statements
8

$

4,773
3,763

Unrestricted Net Assets, End of Year
$

10,344

35,261

Liabilities and Net Assets
Liabilities
Accounts payable
Conferment payable - Note 7
Accrued expenses
Unearned premiums
Losses and loss adjustment expenses
Incurred but not reported losses

$

2009

9

19,520

$

18,038

North Dakota Insurance Reserve Fund
Statements of Cash Flows
Years Ended December 31, 2010 and 2009
(Dollars in Thousands)

2010
Cash Flows from Operating Activities
Change in net assets
Adjustment to reconcile change in net assets to
net cash from operating activities
Depreciation
Increase in fair value of investments
Gain on sale of equipment
Changes in assets and liabilities
Agents' balances
Interest receivable
Deferred policy acquisition costs
Other assets
Losses and loss adjustment expenses
Incurred but not reported losses
Unearned premiums
Accounts payable
Accrued expenses

$

2009

4,274

$

3,899

85
(1,302)
-

96
(2,520)
(2)

(8)
65
(17)
(10)
(59)
598
157
(18)
7

(6)
(5)
(48)
(4)
1,577
357
411
26
5

The Board of Directors
North Dakota Insurance Reserve Fund
Bismarck, North Dakota

3,772

3,786

(48,506)
46,557
(205)
-

(16,879)
14,896
(14)
2

Net Cash used in Investing Activities

(2,154)

(1,995)

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 express no such 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.

Cash Flows from Financing Activities
Conferment paid

(2,554)

(1,693)

Net Cash Provided by Operating Activities
Cash Flows from Investing Activities
Purchase of investments
Proceeds from sale and maturities of investments
Purchase of property and equipment
Proceeds from sale of property

Net Change in Cash and Cash Equivalents

(936)

Cash and Cash Equivalents at Beginning of Year

98

2,245

Independent Auditor’s Report

We have audited the accompanying balance sheets of the North Dakota Insurance Reserve Fund as of
December 31, 2010 and 2009, 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.

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, 2010 and 2009, 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.

2,147

Cash and Cash Equivalents at End of Year

$

1,309

$

2,245

Schedule of Other Noncash Activities
Conferment Payable

$

2,792

$

2,554

Bismarck, North Dakota
February 28, 2011

see Notes to Financial Statements
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North Dakota Insurance Reserve Fund

NDIRF Board of Directors and Member Affiliation

Notes to Financial Statements
December 31, 2010 and 2009
(Dollars in Thousands)

Note 1 -

Summary of Significant Accounting Policies

Principal Business Activity

Scott Wagner
Chairperson
Counties

Shawn Kessel
Chairperson Elect
Cities

Randy Bina
Others

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 2,536.
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 typically the Fund has deposits in
excess of federally insured limits.

Burdell Johnson
Schools

Mark Johnson
Counties

Ronald Krebsbach
Counties

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.
Declines in the fair value of investments below their cost that are deemed to be other than temporary are reflected
in earnings as realized losses. In estimating other-than-temporary impairment losses, management considers (1)
the length of time and the extent to which the fair value has been less than cost, (2) the financial condition and
near-term prospects of the issuer, and (3) the intent and ability of the Fund to retain its investment in the issuer for
a period of time sufficient to allow for any anticipated recovery in fair value.
Fair Value Measurements

Rod Landblom
Others

Tom Larson
Cities

Connie Sprynczynatyk
Cities

The Fund has determined the fair value of certain assets and liabilities in accordance with the provisions of ASC
820, Fair Value Measurement and Disclosures, which provides a framework for measuring fair value under
generally accepted accounting principles.

continued on next page
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NOTES TO FINANCIAL STATEMENTS

ASC 820 defines fair value as the exchange price that would be received for an asset or paid to transfer a liability
(an exit price) in the principal or most advantageous market for the asset or liability in an orderly transaction
between market participants on the measurement date. ASC 820 requires that valuation techniques maximize the
use of observable inputs and minimize the use of unobservable inputs. ASC 820 also establishes a fair value
hierarchy, which prioritizes the valuation inputs into three broad levels.
Level 1 inputs consist of quoted prices in active markets for identical assets or liabilities that the reporting entity
has the ability to access at the measurement date. Level 2 inputs are inputs other than quoted prices included
within Level 1 that are observable for the related asset or liability. Level 3 inputs are unobservable inputs related
to the asset or liability.
Agents’ Balances and Credit Policy
Agents’ balances are uncollateralized obligations due under normal trade terms requiring payment within 15 days
from the month-end statement 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.
Firefighting operations are hazardous to

Recognition of Premium Revenue and Related Expenses

personnel and firefighting equipment is

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.

expensive. Recognizing the mutual benefits of
training, NDIRF has teamed with the North

Land, Building and Equipment

Dakota Firefighters Association to offer a number

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:

of emergency vehicle operations courses around

Equipment
Building

the state. The workshop offers both practical and

3-10 years
3-30 years

classroom components – at left, Fargo Fire
Department Public Relations Officer Jesse

Insurance Liabilities

Schmidt is shown piloting a firefighting vehicle on

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.

the practical course while, at bottom left, certified
instructor Alan Aarhus leads a workbook session
during a training event held in Minot last year.

continued on next page
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Training

NDIRF annual report message
March 2011

In 2010, the NDIRF continued its commitment to assist members in
controlling their cost of risk through appropriate training opportunities. This
effort was substantial and included providing information and assistance to
thousands of officials and employees of Fund members on the following
subjects:

NOTES TO FINANCIAL STATEMENTS
Dear NDIRF members:
Congratulations to the North Dakota

Defensive driving

Insurance Reserve Fund on its 25th

Employment practices

anniversary! Reaching this milestone is a

Income Taxes

Playground safety

the operation of political subdivisions across

Special coverage issues for specific member groups

the state.

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. As of December 31, 2010, the unrecognized tax benefit accrual was zero.

New tools made available through NDIRF support in 2010 included a

Cities, counties, schools and other

The Company will recognize future accrued interest and penalties related to unrecognized tax benefits in income
tax expense if incurred.

Handbook for City Officials, produced by the North Dakota League of Cities.

organizations have come to rely on NDIRF

Road maintenance
Law enforcement liability

tribute to the important role the Fund plays in

for its ongoing commitment to risk
Matching funds have been provided by the NDIRF in conjunction with an
Otto Bremer Foundation grant to the ND Association of Counties in the past
several years for development of assistance and materials to be made
available to political subdivisions for Human Resources administration. This
effort came to full fruition in 2010 with rollout of the online Human Resource

management and loss control. As a result of
providing its members with cost-saving
strategies, NDIRF has returned more than
$54 million to members through its Conferment

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.

of Benefits program since 1995.

Cash Equivalents

addition to development and presentation of a statewide Human Resource

NDIRF reached another milestone recently.

Conference attended by over 200 public officials. The online documents are

In 2010, premiums from NDIRF’s 2,536

The Fund considers all highly liquid investments purchased with a maturity of three months or less to be cash
equivalents.

hosted on the NDIRF’s website, regularly updated and linked to websites of

members topped $10 million for the first time

statewide political subdivision associations such as the ND Association of

in the Fund’s history.

Reference Guide for Local Governments in North Dakota; ND Public
Employers Handbook and ND Public School Employers Handbook in

Counties, ND League of Cities, ND Recreation & Parks Association and ND
School Boards Association.

Again, congratulations to NDIRF and its

Marketing costs are expensed as incurred. Marketing expense was $328 and $354 for the years ended December
31, 2010 and 2009.

members on 25 successful years.

Subsequent Events

Sincerely,

The Fund has evaluated subsequent events through February 28, 2011, the date which the financial statements
were available to be issued.

Adam Hamm

Note 2 -

In 2009, the NDIRF committed to a partnership with the North Dakota
Firefighter’s Association to bring emergency vehicle operations training to

Advertising

firefighters on a regional availability basis. This served to make training in
this important area more accessible to local firefighters beginning in 2010 and
to continue in succeeding years.
All of these tools are intended to provide NDIRF members with the ability to

North Dakota Insurance Commissioner

Unrestricted Net Assets

Unrestricted net assets are comprised entirely of membership equity surplus.

meet and deal successfully with the multitude of challenges they encounter
daily in the execution of their responsibilities.

Conclusion
Since commencing operations in 1986, the NDIRF has become the premier
provider of dependable risk services to local government in North Dakota. As
we reflect on 25 years of remarkable success in meeting a critical need for our
members, and address the new challenges presented each year, we also look
forward to building together on this tradition of excellence in the future.

continued on next page
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Cash and Cash Equivalents
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2010

$

549
760

$

1,309

$

699
1,546
2,245

paid

Investments and Fair Value of Assets and Liabilities

2010

Fixed Maturities
Corporate bonds
U.S. Government
securities

10000
5000

4000

06

18,767

$

12,010
30,777

19,065

$

0

06

07

08

09

11,884
30,949

$

5,382
25,056

19,884
5,476
25,360

Certificates of Deposit
$

1,185
1,525
2,710

1,328
1,939
3,267

1,168
1,516
2,684

1,111
1,662
2,773

-

-

2,831

2,832

33,487

$

34,216

$

30,571

$

30,965
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Premiums and Losses

market in 2008 or early 2009 and thus obtained maximum
benefit from the markets’ recovery over the past two years.

Unlike the “roller-coaster” tendencies of commercial
insurance pricing from year to year, the NDIRF’s annual

Reporting the NDIRF’s investment portfolio at market

written premium has remained very stable. Addition of new

value, especially the fixed-income portion (as has been

members and the increasing value of covered property

required since 1998), rather than at amortized cost can

provided a significant (approximately 5%) rise in written

result in wide variations of investment income, as it did in

premium for 2010. (Fig. 4)

2010. (Fig. 7) A strategy of including a limited equity

NOTES TO FINANCIAL STATEMENTS

The related fair values of these assets and liabilities are determined as follows:

exposure in the portfolio has proven quite effective over
Claim losses in 2010 decreased significantly (over 18%)

time, as a relatively small equity position has frequently

from the prior year – the loss ratio for 2010 was just over

tended to counterbalance significant unrealized

46.1% while the loss ratio for all years is 46.4% – which

fixed-income market swings caused principally by

shows that 2010 was a very typical year for the NDIRF in

fluctuating interest rates.

terms of loss ratio. Auto liability/physical damage and

Earnings and Equity

physical damage to mobile equipment claims were down
dramatically in 2010, due primarily to about one-half of the
snowfall and a corresponding reduction in spring flood

Although, as described earlier, reduced claim losses and a

events when compared to 2009, accounting for most of the

decrease in investment income largely offset each other last

decreased loss experience last year.

year, increased contributions from new business allowed
net earnings to reach near-record levels in 2010 of nearly

Employment practices litigation is always a subject of

$4.3 million. (Fig. 8) The last time NDIRF net income

concern to NDIRF because of the potential for claims to

exceeded $4 million was in 2007 and, prior to that, only

exceed statutory caps on damages that apply to most other

three years in the mid-1990’s (powerfully assisted by

liability claims. We want to be sure that Fund members are

actuarially-recommended reductions in incurred but not

aware of the actual and potential costs related to this risk

reported loss) have topped that benchmark. So, all in all,

so, in 2010, the NDIRF again presented or sponsored

our 25th year was a very good one for the NDIRF and its

training opportunities and resources dealing with

members!

employment issues. (Figs. 5 and 6)
An important result of all this activity is that members’

Investments

equity (surplus) improved to just over $19.5 million in
2010. The fiscal policies of the Fund are designed to

The NDIRF’s investment portfolio, as of December 31,

provide continued strength and stability of members’ equity

2010, was distributed 87% in fixed income securities; 9%

in future years, even while NDIRF participants have

in equity securities; 4% in cash or equivalents. The quality

enjoyed the returns of the Conferment of Benefits program

of the fixed income portfolio remained strong, with an

for 17 straight years – every year since inauguration of the

average S&P rating of AA+. The cash position maintained

program.

is necessary to fund the Conferment of Benefits payable in
The Fund’s consulting actuaries indicate that the current

2011.

Other
Observable
Observable
(Level 2)

Quoted Prices in
Active Markets
(Level 1)
December 31, 2010
Mutual funds
Stocks
Corporate bonds
U.S. government securities
Total assets

$

1,328
1,939
-

$

19,065
11,884

$

-

$

3,267

$

30,949

$

-

$

1,111
1,662
-

$

19,884
5,476
2,832

$

-

$

2,773

$

28,192

$

-

December 31, 2009
Mutual funds
Stocks
Corporate bonds
U.S. government securities
Certificates of deposit
Total assets

The fair value for mutual funds and stocks is determined by reference to quoted market prices. The fair value for
corporate bonds, U.S. government securities, and certificates of deposit is determined by reference to quoted
prices for similar assets in active markets or quoted prices for identical or similar instruments in markets that are
not active.
Major categories of net investment income, follows:

2010
Fixed maturities
Marketable equity securities
Certificates of deposit
Cash and cash equivalents

confidence level (well in excess of 90%) that all expected

return in 2010 as compared to a 13% total return for the

obligations can be met. (Fig. 9)

prior year. While investment returns were down
significantly from 2009, it should be noted that 2009 was a

A review of the NDIRF’s entire 25-year history regarding

remarkable recovery year in the U.S. and world financial

total revenues, net earnings, total assets and members’

markets – a recovery which continued in 2010 but at a more

equity provides a graphic representation of the growth,

moderate rate and the NDIRF’s investment portfolio kept

maturity and overall success enjoyed by the NDIRF and its

pace. The NDIRF did not sell its holdings into the down

membership. (Figs. 10 and 11)

1,172
62
10
6
1,250
(86)
967
335

$

1,249
54
47
11
1,361
(71)
(276)
2,796

$

2,466

$

3,810

Investment expenses
Gain (loss) on sale and maturity of investments
Increase in fair value of investments

As of December 31, 2010 and 2009, investments with a fair value of approximately $1,143,000 and $1,033,000
were pledged to the North Dakota Insurance Department.
continued on next page
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2009

$

amount of members’ equity provides an outstanding
The NDIRF investment portfolio provided a 7.4% total

Unobservable
Inputs
(Level 3)

15
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NOTES TO FINANCIAL STATEMENTS
The board of directors, management and
staff of the North Dakota Insurance Reserve

Note 5 -

1500
1000

Fund (NDIRF) are pleased to present this

Deferred Policy Acquisition Costs

report of 2010 business activity. We trust you

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 2010 and 2009 was $1,275 and $1,185.

will find the information to be clear evidence

500
0
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of your role in the NDIRF’s success.

Fig. 1 NDIRF MEMBERSHIP

All political subdivisions in North Dakota

Note 6 -

are eligible for membership in the NDIRF,

Land, Building and Equipment

with the total number of participants

Depreciation charged to operations was $85 and $96 in 2010 and 2009, respectively.

standing at 2,536 in 2010. This means that

2010
Equipment
Building
Land

$

Less accumulated depreciation
$

Note 7 -

55000

2009

774
1,076
215
2,065
(986)

$

1,079

$

50000

over 90% of the entities eligible for
membership have become part-owners of the

585
1,076
215
1,876
(917)
959

Conferment Payable

NDIRF through their purchase of coverage.

40000

(Fig. 1)

35000
30000

Distribution of NDIRF membership by
entity-type is obviously very broad across all
categories of local government and the

25000
20000

relative premium distribution among them

15000

has remained fairly stable historically.

10000

Addition of coverage for the City of Fargo

During 2010 and 2009, 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, 2010 and 2009, were $2,792 and $2,554.

45000
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however, has altered somewhat the
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Fig. 3 TOTAL BENEFITS CONFERRED
(in thousands)

traditional equilibrium between “Cities” and
“Counties” membership categories. (Fig. 2)

Note 8 -

Employee Benefit Plans
Conferment of Benefits

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 once disbursed to the plan. The Fund's contributions for 2010 and 2009 were $126 and $121.

COUNTIES
28%

SCHOOLS
16%

The NDIRF is proud of its 25-year track record and pleased to be able to
share that success with our members through the Conferment of Benefits
program. Over the past 17 years, the Fund has paid out in excess of $54
million in benefits to members including a conferment of nearly $2.8 million

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. Beginning January 1, 2009, the Fund began matching contributions up to 2.5% of
gross wages for all participating employees. The Fund’s contributions for 2010 and 2009 were $27 and $26,
respectively.

OTHERS
22%

declared for 2010, to be paid in 2011. The 2010 Conferment of Benefits is
nearly $250,000 greater than the amount paid in the prior year, for reasons
explained in the “Premiums and Losses”, “Investments” and “Earnings and

CITIES
34%
Fig. 2 MEMBER PREMIUM DISTRIBUTION

Equity” sections below.
The Conferment of Benefits program results in a significant reduction of the
actual cost to NDIRF members of financing liability and property risks for
local government in North Dakota. (Fig. 3)

continued on next page
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Mission Statement:

NOTES TO FINANCIAL STATEMENTS

To be a stable source of risk services to public entities using sound business practices.

Note 9 -

Dear NDIRF Member:

The North Dakota Insurance Reserve Fund is providing this copy of its 2010 Annual Report to inform you of the

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 2010
and 2009 the total amount paid to the related parties for these types of services was $174 and $170.

Fund’s activities and financial performance in the past year.

Note 10 - Statutory Net Income and Membership Equity
The NDIRF reached an important milestone at the conclusion of 2010, marking the completion of 25 years of
service to our members. We have always placed great value on the participation of members and agents, working
together with us over the past quarter-century, to keep liability and property risk costs to North Dakota political
subdivisions under control - and that relationship continues. As this report shows, the effort has been very
successful over the entire history of the NDIRF.

On behalf of the board of directors and staff, I thank you for your support over the past 25 years and your
continued participation as we meet together the challenges of the future.
Sincerely,

Steven L. Spilde
Chief Executive Officer
North Dakota Insurance Reserve Fund

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 $3,907 and $1,061 in 2010 and 2009, and statutory surplus was $18,844 and $17,257 at December
31, 2010 and 2009.
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