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2003 HOUSE STANDING COMMITfEB MINUTES 

BILllRESOLUTION NO. HRl 109 

House Finance and Taxation Committee 

CJ Conference Committee 

Hearing Date January s. 2003 

Ta Nwnber Side A SideB 
1 X 

I Committee Clerk Si ature 

Minutes: 

REP, WESLEY BELTER.._CHAIRMAN Called the hearing to order. 

Meter# 

MARY LQF[SGARD, SUPERVISOR, CORPORATE INCOME TAX SECTION. 

OFFICE OF THE STATE TAX COMMISSIONER. Explained the proposed bill. See 

attached written testlmony. 

REt. BELTER Asked whether the financial f nstitutions were involved in the process of 

developing this legislation. 

MARY LQD:SGARD No 

20 

REP. J\'1NRICH This bill would make the treatment of financial institutions and other kinds of 

S-corporations consistent? 

MARY LOFfSGARJ) Yes 

REP. GROSZ Asked if it was true of all types of assets, tangible and intangible? 

The Mfcro0raf)l1lc 1111t;ts on thf • fftt11 •re accurate rtf)roc:klctfona of records ~lfvered to Mo..iern Jnformetfon Systems for infcrofflmfno Md 
were f HNd f n the rtf\lltt courae of butfnttt. The photo0rephfo proce11 Meets •tandarda ot the Amerf can National ltandarde lnstttute 
(ANSI) for 1rchfv1l 111fcrofflm. NOYICE1 If the fflllll6d , .. ,. lltov• ,. lets le,fbll thin thf& Notfct, ft ,. dut to the quelfty of tht 
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Hou,e Finance and Taxadon Committee 
BU!/Rosolution Nwnber HB 1109 
Hetaring Date January s. 2003 

MARV LQl]'SGARQ Stated she was not that familiar with the internal revenue, she stated she 

would get that information back to Rep. Grosz, 

REP, GRPS.Z Questioned the off'eotivo dates, would the proposed bill be effective for prior 

periods? 

MAIO' LQFfSGARD Yes. 

With no further testimony, the hearing was closed, 

COMMITTEE ACTION 1-21 .. 03, Tape #2, Side A, Meter #0,3 

REP. DROYJ>AL Made a motion for a DO NOT PASS. 

REP. CLARK Second the motion, MOTION CARRJ~D 

13 YES 0 NO 1 ABSENT 

REP, Wll(ENHEISER Was give the floor assignment. 
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REVISION 

BIii/Resoiution No,: HB 1109 

FISCAL NOTE 
,<tqUMted by L19ftlattve Councll 

01/0312003 

1A. State ftecal en.ct: ldfntlfy the state flsoal effect and the flsosl effect on agenoy appropriations compared to 
fundlna lev./s and .. . ,_t/oN antlcloated under current law • 

2001-2003 Biennium 2003·2005 Biennium 2005-2007 Biennium 
Genentl OtherFunda General Ulherrund• General other Funds 

Fund Fund Fund 
Rewnun 
E,cpenctlturea 
A .... _ ·---.... 

18. Countv. cltv. and school dtstrlct fiscal effact: ldentlfv the fiscal effect on thft a ,_te oolltlcal subdivision. 
2001-2003 Biennium · 2003.2005 Biennium J · 2005-2007 Biennium 

School School I School 
Counties Cities Dlatrlcta CountlM Cities Districts I ~ounflel Cttt.s Dl■trfcts 

I 

2. Narratlw: Identify the aspects of the measvre which cause fiscal Impact and Include any comments relevant fo 

yoor analysis. 

If enacted, HB 1109 will have a very small positive fiscal impact, the amount of which cannot be 
determined. 

3, Stat• fiscal effect detall: For lnfonnatlon shown under ststa fiscal effect In 1A, please: 
A. Revenue■: Exp/sin the revenue amounts, Provide deta.'I, when appropriate, for each revenue type and 

fund affected and eny amounts Included In the executive budget. 

B. Expendltctes: Exp/sin the expenditure amounts. Provide deta/1, when appropriate, for esch agency, line 
Item, and fund affected and the number of FTF. positions affected, 

C. Appropriations: Explain the appropriation amounts. Provide detail, when appropriate, of the effect on 
the biennial appropriation for each agency and fund affected and any amounts Included In the executive 
budget, Indicate the relatlonshlp between the amounts shown for expenditures and appropriations. 

Name: Kathryn L. Strombeck 
1-P-ho_n_a_N..,...u_m_be_r: ___ ___,3 ..... 2..,....8-....,34c,..,.02 

gency: Tax Dept. 
Date Prepared: 01/03/2003 

The Mfcroc,raf)hlc f•u•• c,n this fH111 are accuratt reproductions of records deltvered to Modern lntormatton Systems for 111lcrofHmlno .rd 
were f flMed f n th~ .-ec,ular cour,e of butfneas. The s)tlotos,raf)tlic proceas 111eets atandardo of the Al!lerfcan Natf ontl St.ndarde lostltut• 
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8111/Resofutlon No.: HS 1109 

FISCAL NOTE 
ReqUNtld by Leal•lltlv• Counoll 

01I02l20o3 

1A. State fiscal effect: Identify ths state flsoal effeot and t~ flsosl effect on agency appropriations compal'fKI to 
fundl le I nd ri, rna vess approp1 atlons antlol1>ated under current law. 

2001 •2003 Biennium 2003•2005 Biennium 2005•2001 Biennium 
General other Fund• General othtrFundl Gtneral otherfundl 

Fund Fund Fund ·-RevenUN 
Ex - ..... __ ...,_ ..... -A--·--•:..::... .• --

18. CoL1!!Jl1 olty1 and school dletrtct fl1e11I eff9ct: ld,mtl!Y t~ fiscal effect on thf a::;;, __ ,-:ata J>Olltloal subdivision. 
2001·2003 aa.nnlum 2003-2005 Biennium 2005-2007 Biennium I .,. ____ 

School School School 
Counties Cities Dl•trtct. Countlff Cities District. Countl•• Cltl•• Districts 

2. Narrative: Identify the aspects of the measure which cause t1sca/ Impact and Include any comments relevant to 
your analysis, 

.~. 
3, Stat• flacal effect dltall: For Information shown under state flsaal effect In 1A, p/flase: 

L 

,._.,, A. R.venues: Explain the revenuh amounts. Provide detail, when appropriate, for each revenue type and 
fund affeuted and any amounts Included In the executive budget, 

B, Expenditure•: Explain the expenditure amounts. Provide detail, when appropriate, for each agency, 1/ne 
Item, and fund affected and the number of FTE posHlons affecter/, 

C. Appropriation•: Explain the appropriation amounts. Provide deta/1, when appropriate, of the Affecf on 
the biennial appropriation for each agency and fund affected and any amounts Included In the executive 
budr,ttt. Indicate too relationship between the amounts shown for expendhures and appropriations. 

Name: Kathryn L Strombeck Agtmoy: Tax Dept. 
Phone Number: 328-3402 Date Prepared: 01/03/2003 
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Date: J-ll-0~ 
Roll Call Vote#: J 

2003 ROUSE ST ANDING COMMITIEE ROLL CALL VOTES 
BILL/RESOLUTION NO. J.f8 I /69 

House FINANCE & TAXATION 

D Check here for Conference Committee 

Legislative Council Amendment Number 

Action Taken 

Motion Made By 

ReDreseatadvet 
BELTER. CHAIRMAN 
DROVDAI .... VICE-CHAIR 
CLARK 
FROELICH 

\'et 
V 
V ,,, 
t,r 

No Reorneatatlvet 

Committee 

\'et No 

(~ GROSZ V 
HEADLAND II' ··-

I 

( 

J . ....,.,; IVERSON I, 
KELSH I r 
KLEIN ,V" 
NICHOLAS 111"' 
SCHMIDT "' WEILER V 
WIKENHEISER V,,, 
WINRICH ,, 

Total 

Absent 

(Yes) __ ..._)!)..,,__ ___ No 

Floor Assignment 

If the vote is on an amendment, briefly indicate intent: 

Th• ■torc>1•1f'hlo 1.,.Dff on thl ■ fll• ore ... u,1t1 ,.,..oduotl,.. of , ... rdo dellvol'td to-•" l11fo,-t!011 S\llt• fo• ofo,ofll■lllf end 
.... flllld '" th• , ... , ......... of t...lnotl, Th• phot .. ,..,.,,. _ ... -t• ttendardl of th• .,,o .. N•tlonel It-rd■ IMtltut• 
(AMII), .. ,,chtvol ., ... ,,, •• IIOTICII If th• 111-" , ... .,,,,. ,. , ... I01lbl1 th■" thl• Notl••· It,. dul to thl quoltty of the 
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REPORT OF STANDING COMMmEE (410) 
January 21, 2003 3:17 p.m. 

Module No: HR•11-G818 
Clrrler: WlkenhelMt 

lnNrt LC: • Tltle: , 

REPORT OF STANDING COMMITTEE 
HI 1109: Finance and Taxation CommlttM (Rep. Belter, Chalrm11n) recommends DO 

NOT PA88 (13 YEAS, 0 NAYS, 1 ABSENt AND NOT VOTING). HB 1109 was placed 
on the Eleventh order on the oatendar. 

(2) DESK, (3) COMM Page No. 1 HR,11·0866 
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2003 TESTIMONY 

HB 1109 
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TSSTINOHY aarou THJ: HOUSI 

l'XNANCB ARD TAXATION CONNXT'l'BB 

BB 1109 

KUY LOrl'SQARD 

JANUARY 8, 2003 

Chairman Belter, members of the committee, my name is Mary 

Loftegard. I am the supervisor of the Corpor~te Income Tax 

Section ~f the Office of State Tax Commissioner, and I am 

here to testify in support of HB 1109. 

The Tax Commissioner proposes a change to N.o.c.c. Chapter 

57-35.3, the Financial Institutions Tax. House Bill 1109 

creates a new subdivision to N.D.C.C. Section 57-3S.3M02(1). 

·:~ This subdivision defines items that must be added to fede:ral 

taxable income in order to determine the North Dakota taxable 

income of a financial institution. As you see, the bill would 

:require financial institutions to add: "The amount of any net 

:recognized built-in gains calculated under section l374(d) (2) 

of the Internal Revenue Code .... n 

This proposed amendment to the statute deals with a specific 

federal tax treatment that occurs when t.here is a conversion 

from a regular corporation (C) to a sub-chapter S-oorporation 

(S~corporation). If the C corporation holds property that 

has increased in value at the time of the conversion to an 

s-corporation, and sells or distributes the property within 

10 years of the conversion, federal tax law requires a special 

gain to be recognized in the year of the sale. The special 

gain and the associated federal tax is computed at the entity 

fht •fc,-o,raphfc fNttt on thf• ffl• •r• accur1t1 r•-.cttona of racorde delfwred to Modtrn lnforM1tfon tyat_.. for •fcl"o1f tMIP'll lftd 
WIN f H-.d fn th• .-...,tar cour•• of bulfnt11. Tht phototr.,fo proceta Mtt1 ,t.,.rdl of th• M1rfc1n N1tfonat 1tandtrdl lnttftut• 
(AMII) for trdlfvat Mf orof HM. NO'l'tCf1 If tht fftllld ..... tbpw ,. , ... lttlblt than thft Not1CI; It f I due to the qualfty of tht 
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n (S-oorporation) level. The s-oorporation then offsets its 

ordinary income by the tax computed on the gain and reports that 

ordinary income to the shareholders based on their respective 

interests in the s-corporation. That is, the tax on the gain 

is treated as a deductible loss passed on to the shareholder. 

For North Dakota tax purposes, if the s-oorporation is not a 

financial institution, the gain (net of federal income tax) is 

reported and tax is paid at the entity level by the a-corporation 

(North Dakota Form 60). The S-corporation shareholders then 

report their respective shares of North Dakota ordinary income 

on their North Dakota returns (individual, corporate, etc.), 

For North Dakota financial institutions tax, all tax is pfid 

at the entity level. The starting point for computing North 

Dakota taxable income for s-corporation financial'institutions 
1 J is ordinary income computed for federal tax purposes. Thie . ,,_,/ 

means that the recognized gain is not included in North 

Dakota taxable income. However, the s-corporation which is 

a financial institution enjoys the benefit of the federal 

tax deduction computed on that gain because the federal tax 

was deducted in arriving at ordinary income. 

The purpose of the proposed legislation is two-fold, It 

will ensure that all income for which a federal tax deduction 

is allowed is included in North Dakota taxable income of 

financial institutions. The proposed legislation will also 

provide consistency in treatment for 8-corporations that are 

financial institutions with those that are not, 

A fiscal note has been prepared for this bill. It indicates 

a emall, but indeterminate increase in revenue to the state. 
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We are not able to readily identify how many of the 288 financial 

institutions that file in North Dakota are s~corporations. Nor 

are we readily able to identify how many converted to that 

status from C corporation status, or, of these, how many had 

gains of the type in question, or the amount of the gains. There 

also is no way to predict how many C corporations may convert to 

s-oorporations in the future. 

The Tax Commissioner recommends a ~do-pass# on HB 1109. If 

there are any questions, I will be glad to respond. 

· The •fcroer,..tc , .... ffl thf• ftl• are 1CCUr1t1 reprOt.b!Uw of Nteordl dtlfwrtd to ModtM Jt1forM1tlon ~t- fo, •fcr~fl•fno Ind 
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