Dear NDIRF Member:
The North Dakota Insurance Reserve Fund is providing this copy of its 2015
Annual Report to inform you of the Fund’s activities and financial performance
in the past year.
In this, our 30th Anniversary Year, the NDIRF continues to recognize great
value in the participation of its members and their local servicing agents in our
cooperative enterprise, not only through engaging coverage but also working
together with us to keep liability and property risk costs to North Dakota
political subdivisions at a reasonable level. As this report shows, although
2015 was not a good year, the entirety of this effort has been well worth it –
leading to a very successful overall 30-year history of the NDIRF.
We have experienced a renewal of excitement in dealing with fast-paced
growth in North Dakota the past several years, following many years of
battling population decline, but this growth does come with challenges. The NDIRF, in large part, bases its liability
rates on population for a reason – more people means more of almost everything, including claims, and we have
seen that demonstrated in moving to a higher, “new normal”, level of claim activity in the most recent four years prior
to 2015.
Despite a tapering of statewide economic activity last year, however, we were provided a bracing reminder that
risk never sleeps. Incurred claim losses in 2015 were over 1/3 greater than the previous high year – not above an
average year, above the next highest year. While not a perfect storm (that would have required investment losses, as
well), the financial sea was rough enough in 2015, as a result of this claim experience, to produce an operating loss
for only the second time in the NDIRF’s history.
The most visible and tangible outcome of all this claim activity for NDIRF members is that the conferment of benefits
for 2015 barely happened. Indeed, some might question whether to pay a conferment of benefits at all, given the
very low amount – and they would have a point – but I believe that following through with the program accomplished
a couple of important things. First, of course, it honors the policy itself, based upon the details of actual financial
performance. Second, I would posit that a very small conferment check makes a statement, more emphatically than
no check at all, that easing up on the risk management pedal can have immediate and significant consequences.
To conclude this discussion of 2015 on a more positive note, I believe there are more positive notes! First, there were
enough serious claims incurred last year that were, in my opinion, in the category of “should never have happened”,
as opposed to “might never have happened”, that we can reasonably deduce the magnitude of 2015’s claim
activity will prove to be an outlier. Second, but perhaps more importantly to the long-term success of the NDIRF,
readers of our newsletter last year noticed not only the retirement of several persons who were key to the company’s
development and success but also the appointment or promotion of highly qualified individuals with the capabilities
to maintain and build upon a solid foundation. Our blend of effective, experienced staff members and talented
individuals who joined the NDIRF team last year, and in recent years, makes us well positioned for the future.
On behalf of the board of directors and staff, I thank you for the past 30 years of support and your continued
participation as we meet new challenges and opportunities for growth in the years to come.
Sincerely,

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

Membership
The board of directors, management
and staff of the North Dakota Insurance
Reserve Fund (NDIRF) are pleased to
present this report of 2015 business
activity. We are certain you will find the
information to be clear evidence of your
role in the NDIRF’s success.
All political subdivisions in North Dakota
are eligible for membership in the NDIRF,
with the total number of participants at
2,550 in 2015. This means that well
over 90% of the entities eligible for
membership have become part-owners
of the NDIRF through their purchase of
coverage. (Fig. 1)
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FIG. 1 NDIRF MEMBERSHIP
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Distribution of NDIRF membership by
entity-type covers the broad spectrum
of all categories of local government
and the relative premium distribution
among them has remained quite stable
historically. (Fig. 2)
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Conferment of Benefits
The NDIRF is proud of its financial
performance and pleased to be able
to share that success with our members
through the Conferment of Benefits
program. Over the past 22 years,
since instituting this program, the
Fund has paid out over $61.5
million in benefits to members
including a conferment of just under
$70,000 declared for 2015, to be
paid in 2016. The 2015 Conferment
of Benefits is approximately $1.37
million less than the amount paid in the
prior year, for reasons explained in the
“Premiums and Losses”, “Investments”
and “Earnings and Equity” sections
further in this report.
The Conferment of Benefits program
typically results in a significant and real
reduction of the actual cost to NDIRF
members of financing liability and
property risks for local government in
North Dakota, though, clearly, not this
year – the only time that has been the
case. (Fig. 3)
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FIG. 3 TOTAL BENEFITS CONFERRED
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Premiums and Losses

Investments

Unlike the tendency of commercial insurance pricing
to sometimes vary dramatically from year to year, the
NDIRF’s annual written premium has remained quite
stable – a feature we believe adds significant value for
our local government members. Increased population
and the increasing value of covered autos and property
were primary drivers in providing approximately a 3.5%
rise in written premium for 2015. (Fig. 4)

The NDIRF’s investment portfolio, as of December 31,
2015, was distributed 84% in fixed income; 12% in
equities; and 4% in cash or equivalents. The quality of
the fixed income portfolio is high, with an average S&P
quality rating of AA-.

Claim losses for 2015 were dramatically higher
compared to the prior year (up in excess of $2.2 million
– nearly a 35% increase and by far the highest incurred
loss year in the NDIRF’s history). The loss ratio for 2015
rose to 69.1% (compared to 53.2% in 2014), as might
be expected due to the claim loss increase. The loss ratio
for all years is 49.1% – which shows that 2015 was also
a much higher-than-average loss ratio year for the NDIRF.
Drilling down a bit into the types of claim loss incurred
and comparing 2015 to 2014, we find that Public Assets
(primarily mobile equipment) claims more than doubled in
2015 (up $385,000 / 106%); and there were substantial
increases in Auto Liability/Physical Damage claims (up
$930,000 / 35%) and General Liability claims (up
$900,000 / 28%). All of which pushed 2015 far higher
than the prior year in terms of total loss incurred.
The more serious claims (claims reserved at $10,000
or higher) open at any point in time have increased in
recent years from an average of 150 to 240, highlighting
the trend toward a “new normal” (higher) level of
claim activity and expense. The significant increases
in population and economic activity North Dakota has
experienced in a relatively short time, while entirely
welcome and very beneficial to our state, have now fully
come into play in this regard.

Overall, the NDIRF investment portfolio provided a 1.3%
total return in 2015 as compared to 3.8% for the prior
year. Fixed income investment returns (1.5%) decreased
markedly from 2014’s 3.3% due primarily to rising
interest rates while significantly lower returns from the
NDIRF’s equity investments – moving from an 8.9% return
in 2014 to .2% in 2015 – kept total portfolio return at a
very modest level. The NDIRF has steadily maintained
its equity exposure throughout the (sometimes dramatic)
market swings of the past, so we have obtained maximum
benefit from the equity markets’ general recovery over
recent years.
Reporting the NDIRF’s investment portfolio at market
value, especially the fixed-income portion (as has been
required since 1998), rather than at amortized cost can
result in wide variations of investment income. (Fig. 7) A
strategy of including and maintaining a limited equity
exposure in the portfolio has proven quite effective over
time, even though not specifically in 2015, as a relatively
small equity position frequently tends to counterbalance
significant unrealized fixed-income market swings caused
principally by fluctuating interest rates.
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Employment practices litigation is always a subject of
concern to NDIRF because of the potential for claims
to exceed statutory caps on damages that apply to
most other liability claims. We want to be sure that
Fund members are aware of the actual and potential
costs related to this risk so, in 2015, the NDIRF again
presented or sponsored training opportunities and
resources dealing with employment issues. (Figs. 5 and 6)
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FIG. 4 WRITTEN PREMIUM
(in thousands)

2

0

11

12

13

14
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FIG. 8 NET EARNINGS
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FIG. 10 30-YEAR REVENUES
(in thousands)
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FIG. 11 30-YEAR BALANCE SHEET
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Earnings and Equity
New tools made available through NDIRF support in
2015 included a Municipal Laws Handbook for City
Officials, produced by the North Dakota League of Cities,
and a revised manual produced by the North Dakota
Recreation and Parks Association.

Decreased investment income last year (as described on
previous page) and the unprecedented incurred claim
loss in 2015 were overall very negative developments
for earnings, resulting in a net loss of nearly $591,000
in 2015 (compared to over $2.25 million in net earnings
the prior year). (Fig. 8)

Development and maintenance of online handbooks
regarding employment practices and procedures, in
addition to the live presentation of HR-related information to local government groups, have had a real impact
and continued to be supported by the NDIRF in 2015.
Internet-available documents are hosted on the NDIRF’s
website, regularly updated and linked to the websites of
statewide political subdivision associations such as the
ND Association of Counties, ND League of Cities, ND
Recreation & Parks Association and ND School Boards
Association.

Members’ equity moved a bit lower (down 3%) in 2015,
to $20.2 million. The fiscal policies of the Fund are
designed to provide continued strength and stability of
members’ equity now and in future years, even as NDIRF
participants have enjoyed the returns of the Conferment
of Benefits program for 22 consecutive years – every year
since inauguration of the program. Obviously, 2015’s
contribution to this total was paltry but it underscores
the continuing importance for all of us to remain vigilant
in our focus on risk management – when we do that,
Conferment of Benefits payments in succeeding years will
again exceed the million-dollar mark, as we have come to
expect.

Since 2009, the NDIRF has been committed to a partnership with the North Dakota Firefighter’s Association to
bring emergency vehicle operations training to firefighters on a regional-availability basis, including the use of
driving simulators. In 2015, this effort resulted in training
opportunities for 245 North Dakota firefighters at locations convenient to them.

The Fund’s consulting actuaries indicate that the current
level of members’ equity provides an outstanding confidence level (well in excess of 90%) that all expected
future obligations can be met. (Fig. 9)

All of these tools are intended to assist NDIRF members
in meeting and dealing successfully with the multitude of
challenges they encounter.

A review of the NDIRF’s entire 30-year history regarding
total revenues, net earnings, total assets and members’
equity provides a graphic representation of the growth,
maturity and overall success enjoyed by the NDIRF and its
membership. (Figs. 10 and 11)

Conclusion

Training

Since commencing operations in 1986, the NDIRF has
consolidated its claim as the provider of dependable risk
services to local government in North Dakota. While
we reflect on 30 years of 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 2015, 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:
•
•
•
•
•
•
•

Defensive driving
Employment practices
Human resources
Road maintenance
Law enforcement liability
Playground safety
Special coverage issues for specific
member groups
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It’s a struggle to see the bright side of a slower economic pace, as
developed in North Dakota in 2015. If there is one, at least for a number
of local governments, it might be an opportunity to move from a
(of necessity) reactive mode to more normal processes and practices.
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At the halfway point in NDIRF’s 30 years, in
2000, we built and occupied our own office
building. This structure has proven to be a good
investment, both in terms of its utility for our
operations and also its appreciation in value
courtesy of the Bismarck real estate market.
Any office building, however, is not remotely as
important to the success of a company as are
the people who work in it. The NDIRF has been
favored since its inception with fine and loyal
employees but, as the “30-Year” theme of this
report signifies, time passes and change due
to retirements eventually takes place. Witness
this photo from the 2001 NDIRF Annual Report,
where four of those pictured have retired in the
past couple of years (three in 2015). The loss
of experience represented by retirement presents a challenge, particularly to relatively small
staffs such as the NDIRF’s. It also, however,
creates opportunity for new individuals to join
the NDIRF team and help lead the company to
success in the next three decades – big steps
in that direction have been taken in 2015 and
recent years.
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