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2003 HOUSE STANDING COMMITTEE MINUTES 

BILL/RESOLUTION NO. HB 1471 

House Finance and Taxation Committee 

□ Conference Committee 

Hearin Date Janua 29 2003 
Side A 

1 X 

Committee Clvrk Si ature 

Minutes: 

SideB 

REP. WESLEY BELTER. CHAIRMAN Called the hearing to order. 

Meter# 
21.5 

REP. AL CARLSON, DIST. 41 Introduced the bill. He presented amendments to the bill. 

Because of miscommunication, the legislative council drafted the bill as a flat tax, it was not 

meant to be a flat tax, it was meant to bracket it, except with different rates, Summary of the 

testimony is with the amendments added. See attached summary. This bill deals with addressing 

corporate income tax. He felt the perception of North Dakota is that it is a high tax state. The 

main objective of this bill is to get us to a real rate. 

llLL DENNING, GENERAL MANAGER OF BHG, INC, Testified in opposition of the 

bill. See attached written testimony. 

BEr, KLEIN How much would you have to raise the price of the paper, ifwe pass this bill? 

JILL DENNING A couple of years ago, we raised the price of our news stand copies of fifty 

cents to seventy five cents, we were scasoo. Businesses cut back on their ads. 

J 
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House Finance and Taxation Committee 
Bill/Resolution Number HB 1471 
Hearing Date January 1-29-03 

REP. HEADLAND Do you have any idea how long newspapers have been exempt in this 

state? 

JILL DENNING I don't know. 

ROGER BAILEY, EXECUTIVE DIRECTOR OF THE NORTH DAKOTA 

NEWSPAPER ASSOCIATION Testified in opposition of the bill. See written testimony. 

REP, KELSH Do you know how many other states have newspaper exemptions? 

ROGER BAILEY I don't know, there are some that have the tax, but they are in the minority. 

REP. BELTER Is there some disagreement in your organization on this issue? 

ROGE..B BAILEY I know that issue was explored by the forum editorily, and I believe they are 

with us on this opposition to the bill. 

REP, KLEIN On your testimony you say a sales tax of $21,528, is that yearly? 

ROGER BAILEY That is an annual figure. 

MP, WEILER Referred to middle of testimony, to absorb the tax an increase will not be 

possible, will you explain why it wouldn't be possible, to add a nickle onto the price of the 

newspaper? 

ROGER BAILEY It could be possible, but in many cases, such as the situation with vending 

machines, the overall average price of newspapers now is about fifty cents. Vending machines 

only work in increments of twenty five cents, if the sales tax is added onto an individual copy, we 

are either looking at going up a whole lot, so that the individual copy would be seventy five 

cents, the consumer would pick that up. In many cases, if we are only adding three or four cents 

of sale~ tax on to it, the nt,wspaper is not going to invest in new machines to take care of that. 

REP. WEILER Ifit is fifty cents in the vending machine and you get charged an extra three or 
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four cents, but you bump it up to seventy five cents, you are kind of coming out pretty good on 

that, unfortunately, the consumer gets hurt, but overall the income for the newspaper, is 

substantially increased. 

ROGER BAILEY After having gone through this experience personally, an increase in 

advertising and subscription, each time it happens, you see a decrease in single copy sales. 

REP, WEILER What is the percentage of vending machine sales versus deliv1~1y to homes? 

ROGER BAILEY I can speak from my own experience as publisher of a newspaper in Rolla, 

about half of our newspapers were sold through individual copy and half through subscription. 

That is probably average throughout North Dakota. 

DAVE BUNDY. EDITOR OF THE BISMARCK TRIBUNE Testified in opposition of the 

bill. See written testimony. 

REP. CLARK Has your paper ever published an editorial talking about how you integrate 

income tax? 

DAVE HUNDY I would have to say, there is a strong likelyhood, that we have come out in 

favor of some kind of tax levy at one point or arlother. I don't have the facts in front ofme right 

now. 

B,EP, CLARK Don't you find your position a little schizophrenic then, talking about not 

wanting to pay taxes? 

DAVE BUNDY Actually, I was pointing out on the first bullet item, we do not have a problem 

at all with paying our fair share of the tax, it is just how it applies to newspapers. 

REP, WEILER You said your problem is singling out newspapers, ifwe put amendments on 

\ to add four or five others, would you be O.K. with adding newspapers? 
-J 
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Bill/Resolution Number HB 1471 
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DAVE BUNDY I think there are other bills that address reduction of a corporate income tax 

that are more palatable to us. I don,t know what the four or five things are you might be thinking 

of, but if they were things that were able to contribute enough of a portion to reduce the corporate 

income tax, so that we weren't entirely responsible for it, I think that is something we would be 

much less opposoo to. 

JACK MCDONALD, NORTH DAKOTA NEWSPAPER ASSOCIATION Testified in 

opposition of the bill. See written testimony plus a copy of a Supreme Court ruling. 

MARY I.1OFTSGARD, SUPERVISOR OF THE CORPORA TE INCOME TAX SECTION 

OF THE STATE TAX DEPART_MENT. Appeared in a neutral position. Added comments to 

Rep. Carlson's testimony. Submitted a fonn 40 of the corporate income tax return. Referred to 

the income tax return relating to areas which could be deleted. She explained what water's edge 

filing was, and who used that type of filing. Companies who use the water,s edge filing do not 

get the tax exemption, She also submitted a North Dakota Domestic Disclosure Spreadsheet form 

for committee members. See attached copy. 

REP. BELTER Are all the rules the same in all states regarding the water's edge? 

MARY LOFfSGARD No they are not. 

REP, B!r~LTER A deletion of the sales tax to newspapers would have a 1.4 million dollars 

fiscal note? 

MARY LOFfSGARD Yes 

REP. BELTER You mentioned in your earlier comments regarding the bank portion of it, do 

we need to amend this bill then? 

MARY LQFfSGARD Not that is already in the bill, 

i 
,,iwnti 
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BE'-, FROELICH lfwe break it out, instead of taxing both the newspapers and the ink, where 

would we be in income? 

REP. BELTER Stated we have to get that information, 

REP, GROSZ What would happen if someone was in the second year of the water's edge, then 

this bill passed, would they still be able to go through the five years, or would it be gone? 

MARY LOFfSGARD It would be gone. 

REP. KLEIN Asked for examples of the water's edge. 

MARY LOFfSG.AJm She stated she couldn't divulge infonnation as to what corporations 

were in the water's edge. She stated, these would tend to be large companies who extract 

•~ national resources and process them. Generally, they are large multi national companies that 

operate world-wide, 

L 

REP. BEl,TER, TQ MILES VOSBERG Asked if they have a break down in the newspaper 

situation of the sales tax of the sale of the paper, but there is also the sales tax on the ink and 

print of the paper? 

,MILES VOSBERG Stated they didn't have a break-down of those two items, the newspaper 

association testified that the tax on the newspaper would be about $750,000, so the remaining 

4.1 million increase in tax revenue, would be on the sale of the newspaper. 

REE, G..ROSZ I believe they were receiving one million dollars more by the elimination of the 

water's edge, so do we talce one off of 4.1 million, should it be only 3, I from the newspapers? 

MILES VOSBE~ There is a net loss of revenue of 4. t million in the corporate income tax 

changes, About one million dollars is raised from the change in the water's edge, but there is 

J 
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still an overall net loss of corporate tax revenue of 4.1 million. The sales tax revenue between 

the tax on the sale of newspapers and the tax on the newspaper and ink, would be an increase in 

tax revenue of 4.1, to make it revenue neutral. 

REP. ,KELSH The state of Minnesota was toying with eliminating the exemption on 

newspaper, did that ever come to pass'l 

MILES VOSBERG I am not sure, I could check on that. 

RU, CARLSON Commented again, if you just took away the water's edge, and you took 

away the federal deductibility, the rate would be 7.6 percent. You have to use that as your 

benchmark. The only reason that rate went to 7.2 and down to 2.1, is because we took the 

revenue from talcing the exemption off of newspapers, to lower the rate, If you want to further 

·· \ lower the rates, you do that by taking an exemption away, and that further lowers the corporate 

income tax. That would represent North Dakota's rate. 

L 

With no further testimony, the hearing was closed . 

COMMITTEE ACTION 2-3-03, Tape #1, Side B, Meter #5.7 

REP, BELT.ER Presented amen<lments to the committee, 30645,0103, which will take the 

newspapers out completely, but still makes the bill revenue neutral. 

REP. GRQSZ Made a motion to adopt the amendments as presented. 

REP, DROVDAL Second the motion. Motion carried by voice vote, with one no vote, 

REP, GROSZ Made a motion for a DO PASS AS AMENDED 

REP. HEADLAND Second the motion. MOTION CARRIED 

..J 
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COMMITTEE ACTION Cont,d. 2 .. 3.03 

8 yes 5 no 1 absent 

REP. GRQS.Z Was given the floor assignment. 

The mfcrographfc frnagea on this film are accurate reproductions ~f records delfver~d to Modern Information Systems for microfilming tnd 
were filmed fn the regular course of busfnees. The photographic process meets standards of the American National standardt lnatftute 
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, u.,s,_:b ~\ C te ____ ..a...a,ICJ::...te/2__..lp......,/2~~--4ia-....... ,_ 
doell'l!flnt befng filmed. ~ /v ~ ~ L 

Operator Signature ~ Date 
, ........... , -~___..._._ ........... i.-...... J 



r 

.. 

Amendment to: HB 1471 

FISCAL NOTE 
Requested by Leg I slatfve Council 

03/27/2003 

1 A. State fl seal effect: Identify the state fiscal effect and the fiscal effect on agency appropriations compared to 
~ di I I d I I I I d d un no eves an aooropf'. at ons ant ctpate un er cun-ent law. 

2001-2003 Biennium 2003-2005 Biennium 2005•2007 Biennium 
General Other Funds General Other Funds General Other Funds 

Fund Fund Fund 
Revenues ($544,000 

Expenditures 
Appropriations 

1B. County, city, and school district fiscal effect: Identify the fiscal effect on the aooroprlate po/It/cal subdivision. 
2001-2003 Biennium 2003-2005 Biennium 2005-2007 Blennf um 

School School School 
Counties Cities Districts Counties Cities Districts Counties Cities Districts 

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

Engrossed HB 1471 with Senate amendments changes the corporation Income tax structure by repealing the federal 
tax deduction, repealing net operating loss carryback provisions, and Imposing five tax rates ranging from 2.6% to 
7 .0% of taxable Income. The Senate amendments contlm1e to allow the Water1s Edge election at rates approximately 
equal to current law. Engrossed HB 1471 with Senate amendments Is expected to reduce state general fund 
revenues by $544,000 In the 2003-05 biennium. 

3. State fiscal effect detsill: For Information shown under state fiscal effect In 1A, please: 
A. Revenues: Explain the revenue amounts. Provide detail, when appropriate, for each revenue type and 

fund affected and any amounts Included In the executive budget, 

B. Expenditures: Explain the expend/furs amounts. Provide detail, when appropriate, for each agency, fine 
Item, and fund affected and the number of FTE 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 exe-1utlve 
budget. lndloate the relationship between the amounts shown for expenditures and appropriations. 

~.:..:e..;..: ______ K..:..at,,...h-='ry..,..,n~L_. _St_ro_m_b_e_ck ___ -+:::-A=g:-en-::c~y_: ---:-----:T:::-::a:-:-::x:::-::0"7:e:'::pa-=-rt=-m_e_n_t ______ ---; 
~ne Number: 328·3402 Date Prepared: 03/28/2003 
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Amendmont to: HB 1471 

FISCAL NOTE 
Requested by Legislative Council 

02/05/2003 

1A. Stato fiscal effect: Identify the state fiscal effect and the fiscal effect on agency appropriations compared to 
I I d fund na eve/s an 8/Wropr/atlons antic/pated under current law, 

2001-2003 Biennium 2003-2005 Biennium 2005-2007 Biennium 
General Other Funds General Other Funds General Other Funds 

Fund Fund Fund 
Revenues 
Expenditures 
Appropriations 

1 ~,. Countv, city, and school district flacal effect: ldentifv the fiscal effect on the aooropr/ate polltlcal subdivision. 
2001-2003 Biennium 2003-2005 Biennium 2005-2007 Biennium 

School School Snhool 
Ct\untles Cities Districts Counties Cltle11 Districts Counties Cities Districts -

2. Narrative: Identify the aspects of the measure which cause fiscal Impact and Include any comments relevant to 
your a11alys/s. 

Engrossed HB 1471 changes the corpuratlon Income tax str1Jcture by repealing the federal tax deduction. repeallng 
........... the water's edge optional filing metho<fi and Imposing tax ra·tes ranging from 2.2% to 7 .5% of taxable Income. 
1" 1 Engrossed HB 1471 Is expected to be approximately revenue neutral. 

'.ft':('",(,/ 

3, State tiscal effect detail: For Information shown und,~r state fiscal effect In 1A, please: 
A. Re,1enues: Explain the revenue amounts. Prov/d,1, detail, when appropriate, for each revenue type and 

fund affected and any amounts Included In the executive budget, 

B. Expenditures: Explain the expenditure amounts. Provide deta/1, when appropriate, for each agency, 1/ne 
Item, and fund affected and the number of FTE po:~ltlons affected. 

c. Appropriations: Explain the appropriation amounts. Provide detail, when appropriate, of the effect on 
the biennial l}pproprlatlon for each agency and fund affected and any amounts Included In the executive 
budget. Jndil'ate the relationship between the amounts shown for expenditures and appropriations. 

Name: Kathryn L. Strombeck !Agency: Tax Dept. 
Phone Number: 328-3402 !Data Prepared: 02/05/2003 

L 
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BIii/Resoiution No,: HB 1471 

FISCAL NOTE 
Requested by Legislative Council 

01/21/2003 

1 A. State fiscal effect: Identify the stete fiscal effect and the fiscal effect on agency appropriations compared to 
Fi dl t l d I f I I I t d d I un na eves an aooroor a ons ant cfpa e un er current aw, 

2001-2003 Biennium 2003-2005 Biennium 2005-2007 Biennium 
General Other Funds General Other Funds General other Funds 

Fund Fund Fund 
Revenues 
Expenditures 
Appropriations 

1B. County, cltv, and school district fiscal effect: Identify the fiscal effect on the am:,roprlate r,ofltlcal subdivision. 
2001-2003 Biennium 2003-2005 Biennium 2005-2007 Biennium 

School School School 
Counties Cities Districts Counties Cities Districts Counties Cities Districts 

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

HB 1471 changes the corporation income tax structure by repealing the federal tax deduction, repealing the waters edge optional 
filing method, and imposing a flat tax rate of 6, 73%. This is expected to reduce revenues by a.'1 estimated $4, l million per 
biennium. The bill also eliminates the sales tax exemption for newspapers and magazine subscriptions, which is expected to 
increase revenues by $4.1 million per biennium. Overall, with the exception of some possible timing differences, the provisions 
ofHB 1471 are expected to be approximately revenue neutral. 

3. Stat9 fiscal effect detail: For Information shown under state fiscal effect In 1A, please: 
A. Revenues: Explain the revenue amounts. Provide detail, when appropriate, for each revenue type and 

fund affected and any amounts Included In the executive budget. 

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

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

Namo: Kathryn L. Stro_m_b_e_ck ___ -4-IA...:i!gE-e_n.-'cyL..: ____ T_ax_D....,e_,,p_t. _________ 
1 

i...P __ ho_n __ e_N_u_m_be_r_: ___ 3_2_8_-34_02 ______ ----'-1D.ate Prepared: 01/28/2003 
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Date: ~- 3--03 
Roll Call Vote#: f 

2003 HOUSE ST ANDING COMMITIEE ROLL CALL VO'fES 
BILL/RESOLUTION NO. f/8 /t/'// 

House FINANCE & TAXATION Committee 

D Check here for Conference Committee 

Legislative Council Amendment Number 

Action Taken IJt) as i.JJ 
Motion Made By ... ~pp-• _G:a:;_1,LIOaS~lea, _ Seconded By " • &,J Lwd 

Reoresentadvet Yes No Reoresentativn Yet No .. 
BELTER. CHAIRMAN v 
DROVDAL VICE-CHAIR ~ I 

CLARK ~ 
FROELICH V 
GROSZ v 
HEADLAND V. 
IVERSON tr -

KELSH It 
KLEIN t;· 

NICHOLAS V 
SCHMIDT ' V 
WEILER V 
WIKENBEISER .,,,.. 
WINRICH V 

Total (Yes) ___ _.1t----- No --...Ji~ ____ ...._:.. __ _ 

Absent 

Floor Assignment _ '4,Tf~• _ _.{;E-.J'Cu01111..111,S..,_1'..::::_ _________ _ 

If th.e vote is on IUl amendmm1t, briefly indicate intent: 
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REPORT OF STANDING COMMITTEE (410) 
February 4, 2003 9:47 a.m. 

Module No: HR-21 •1690 
Carrier: Grosz 

Insert LC: 30645.0103 TIiie: .0200 

REPORT OF STANDING C()MMmEE 
HB 1471: Finance and Taxation Committee (Rep. Belter, Chairman) recommends 

AMENDMENTS AS FOLLOWS and when so amended, recommends DO PASS 
(8 YEAS, 6 NAYS, 1 ABSENT AND NOT VOTING). HB 1471 was placed on the Sixth 
order on the calendar, 

Page 1, line 2, after the first comma Insert "and" and remove ", subsection 9 of section 
57-39.2·01, and" 

Page 1, line 3, remove "subsections 5 and 8 of section 57-40.2-01 11 

Page 1, Una 4, after the second comma Insert "and" 

Page 1, line 5, remove ", and the sales and use tax application to newspapers and" 

Page 1, llne 6, remove 11magazlnesN and remove 11
, subsection 16 of section 57-39.2-04, and 

subsection 6 or 
Page 1, line 7, remove Nsectlon 57-40.2-04" 

Page 1, line 8, remove 11and the sates tax exemption for ne'M3prlnt and Ink used In" 

Page 1, line 9, remove 11publlcatlon of a newspaper11 

Page 6, replace lines 16 through 28 with: 

111, a. For the first three thousand dollars of taxable Income, at the rate of 
4Mee two and two-tenths percent. 

b. On all taxable Income above three thousand dollars and not In excess 
of eight thousand dollars, at the rate of fet:1r ar1et eRe half three and 
tw2:1enths percent. 

c. On all taxable Income above eight thousand dollars and not In excess 
of twenty thousand dollars, at the rate of aHE four and three-t~nths 
percent. 

d. On all taxable income above twenty thousand dollars, and not In 
excess of thirty thousand dollars, at the rate of ee1t1eAflve and eAe f:lalf 
four-tenths percent. 

e. On alt taxable Income above thirty thousand dollars, and not In 
excess of fifty thousand dollars, at the rate of ~ ~nd five-tenths 
percent. 

f. On all taxable Income above fifty th()usand dollars, al the rate of teft 
seven and er1e AaJf flve-ten1bs percent. 11 

Page 7, remove lines 3 through 31 

Page 8, remove lines 1 through 24 

Page 8, line 25, remove 11
, subsection 16 of section 57-39.2•Q4i, and" 

•.....,) Page 8, llne 26, remove "subsection 6 of section 57-40.2-04 11 and replace 11are" with 111s11 

(2) DESK, (3) COMM Page No. 1 HFl,21-1690 
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REPORT OF STANDING COMMITTEE (410) 
February 4, 2003 9:47 a.m. Module No: HR-21-1590 

() 

Carrier: Grosz 
P Insert LC: 30645.0103 Titre: .0200 

age 8o~f!,[ ~,~!place •sections 1 through 3 of this" with "This" and replace "and the repeal 

Page 8, llne 28, remove "chapter 57-38.4 are" and remove "Sections 4" 

Page 8, remove lines 29 and 30 

Renumber accordingly 

(2) DESK, (3) COMM 
Page No. 2 

HA·21·1590 
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2003 SENATE STANDING COMMITTEE MINUTES 

BILL/RESOLUTION NO, HB1471 

Senate Finance and Taxation Committee 

□ Conference Committee 

Hearing Date March 5, 2003 

Ta eNumber Side A SideB Meter# 
1 X 3464-end 
1 X 1-2600 

Committee Clerk Si 

Minutes: 

Senator Urlacher opened the hearing HB 14 71. All committee members are present. This bill 

relates to financial institutions truces, the corporate income tax deduction for federal income taxes 

paid, and corporate income tax rates. 

Representative Al Cal'lson (mtr #3481) - Introduced the bill as it came from the House, 

Explained the intent of the bill. This bill does several things. Reviewed the sections of ilie bill 

and the effect it has on financial institutions, on state tax rates, and the repeal of the waters edge 

filing status. Would also consider grandfathering the users of the waters edge filing status. 

Talked about the total tax structure of the state and the competitiveness of the state tax rates. 

Does not believe the state should eliminate the corporate tax without eliminating the personal 

income tax, The bill sits before the committee with rates higher that he feels there should be. 

Senator Nichols (mtr #4623) .. Regarding the waters edge filing status, do you feel that we should 

1 do away with it over a period of time? 
',~ 
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Senate Finance and Taxation Committee 
Bill/Resolution Number HB1471 
Hearing Date March 5, 2003 

Representative Carlson (mtr #4666)- As the issue has be~n studied, when companies move their 

labor offshore and pay labor offshore and use that as a deduction, it is a complicated issue. Do 

feel that if a company elected that filing status for the five year period, they should be able to 

finish that period. 

Senator Syverson (mtr #4807) - Could you describe the rational of using six different brackets. 

Representative Carlson (mtr #4840) - Believes the brackets reflect what we have today, we just 

changed the rates within the brackets. 

Ron Rauschenberger, Governor's Office (mtr #5038)- Like to concept of decoupling from 

federal taxes. Look forward to ongoing work on this bill to find a fair and equitable way to work 

this out. 

Dale Anderson, President, GNDA (mtr #5189) -Testified in opposition to HB1471. Opposed 

due to business communities concerns with this bill. GNDA works on components for economic 

development, new business startups, business expansion within ND, and business expansion 

attraction from outside ND. The following amendments would be necessary for GNDA to 

support the bill. 1. Maintain waters edge filing status. 2. Improve corporate tax perception by 

lowering corporate tax rate by eliminating the federal income tax deduction for corps, 3. 

Accomplish 1 and 2 without a tax inc..-rease. 4. Publich the effective corporate income tax rate. 

GNDA offers its experience to work out a solution to HB1471. Written testimony is attached, 

Urges a do not pass as it is. 

Tape 1, Side B 

Senator Tollefson (mtr #1) .. Dwelling on perception, is that over stressed or unfair? 
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Mr. Anderson (mtr #20) - Feels the real rate has to be marketed. The feedback received by 

GNDA is that site selectors look at certain cuts and we miss out because of our corporate income 

tax rates. The effective rate should be marketed. 

Senator Nichols (mtr #113) - Regarding the waters edge provision, do you feel that should be 

continued or pha.c;ed out? 

Mr. Anderson (mtr #158) - Gave information on the federal issues with the waters edge filing 

status along with state issues, Feels that if waters edge is important at a federal level, the state 

should support as well. By eliminating waters edge we would be cutting off one element. 

Senator Tollefson (mtr #263) - Clarifies that it would be a negative for North Dakota if 

eliminated. 

,,...-.\ Mr. Anderson (mtr #279)- Doesn't have the information right now, Would have to get that 

information. 

Senator Tollefson (mtr #312) - To clarify, ND would be less attractive? 

Mr. Anderson (mtr #333) - Not aware of any other state that has repealed waters edge. 

Dennis Boyd, MDU Resources (mtr #380)- Testified in opposition to HB1471. Concerned 

about unequal consequences by repealing and changing rates. Would like to see the reteution of 

the waters edge filing status. Feels the idea of fixing a perception is dubious. Had supported the 

Senate bill because it made a bold statement. Further testimony included the tax situation of 

MDU Resources and the taxes paid by the col'poration. Agrees with the comments of Mr. 

Anderson. 

Ron Ness, ND Petroleum Council (mtr #717) • Testified in opposition to HB 14 71 in its present 

form. We would like to see the effective rate become the actual rate. Agrees with the comments 
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made by MDU Resources and GNDA. Feels the repeal of the waters edge filing status would be 

negative. Would like to see keeping the effect tax rate and retaining the waters edge filing status. 

Rick Clayburgh, State Tax Commissioner (mtr #945) - ~,upports the concept of HB 1471. 

Perception is an important issue. Has written several letters to business journals with an 

explanation of our tax rate structure. This bill as amended does create winners and losers. 

Regarding the waters edge status, doesn't feel that would be a big issue for the state. At this time 

the Federal government is concerned with waters edge and is reviewing that status. At this time 

we would be the only state not allowing waters edge. Continued testimony on his perception of 

the bill and the effect it would have. Feels it would be a disservice if the bill is defeated. 

Senator Nichols (mtr #1318) - Regarding Mr. Clayburgh's comment about the federal review of 

,.,--··-\ the waters edge filing status. All states do not have this provision? 

L 

Mr. Clayburgh (mtr #1342) - Every state that participates in the unitary combined reporting, do 

recognize the waters edge status. 

Senator Seymour (mtr #1456) - Have you looked at the cash flow comparing the current situation 

vs. if the bill is passed, 

Mr, Clayburgh (mtr #1487) - Believes maintaining the status quo, we have wonderful things in 

this state that we continue to sell and work towards. We havfJ a lot of tools in Commerce 

Department and Economic Development, a lot of programs in place working to reach out and 

bring businesses here. I feel strongly about this issue due to dealing with impediments that we 

don't have to have. It is a perception issue. Gave additional information on the ability of the Tax 

Department to project results. Can only use actual information on hand, can not use blue sky 

projections. 
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Senator Urlacher (mtr #1728) - Given no further testimony, closed the hearing on HB14i'l. 

Senator Urlacher (mtr #1905) .. Could establish a sub committee to work with the entities 

interested in the outcome or continue on as a full committee. Would like to appoint a sub 

committee to pull everyone together. Would like a consensus of involved parties. 

Senator Tollefson (mtr #2067) - Supports the idea of a sub committee. Is there a way to correct 

the perception without eroding existing situation. 

Senator Urlacher (mtr #2190) - We need to identify the depth of the concern out there. 

Senator Wardner (mtr #2233)- Testifying on another bill. When he returned, question was the 

waters edge the main objection to the bill? Or were there other things in the bill they didn't like. 

Senator Urlacher (mtr #2263) - Other things in the bill, shifting, offsetting oflost revenue, 

perception and waters edge was part of it. Mr. Anderson covered a broad area of concerns. 

Appointed sub committee members: Senator Nichols, Senator Tollefson, Senator Wardner with 

Senator Wardner as the Chainnan. 

Senator Tollefson (mtr #2403) -There was discussion on the objection to SB2374. The 

Commerce Department has not appeared at all. Feels they should address this issue. 

Senator Urlaoher (mtr #2455) - Agrees, the sub committee should call the Commerce Department 

for testimony. 

Senator Wardner {mtr #2473) - Agrees with Senator Tollefson. Will schedule a subcommittee 

meeting. 

Senator Urlacher - Adjourned the meeting. 
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Minutes: 

Sub committee Chainnan Wardner called the meeting to order. Senator Wardner, Senator 

Tollefson and Senator Nichols are present. Are hearing input today to clarify some of the issues 

in the bill. 

Ron Rauschenberger, Governor's Office (mtr #176) - Testified on the marketing aspects of the 

bill. The Governor feels it is important to re.move the federal deduction from the corporate tax 

structure. The Department of Commerce, in working with Eide Bailly to do a study on taxes, 

received a memorandum that included the statement "the overall tax rates for each state varied 

from 0% for SD to 12% for Iowa, ND has the second highest rate at 10.5%". This is a company 

from ND, this infonnation has since been corrected. Gives an idea of what kind of problems we 

run into. Want to get the tax rate down to the 6.9-7% level, has to happen fairly and equitably. 

Feels this is extremely important to the state . 
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Senator Wardner (mtr #489) - In your opinion, are there companies that talce ND out of the mix 

when looking at locations before talking to us? 

Mr. Rauschenberger (mtr #513) .. Yes, I do. That happens in the site selector process. 

Senator Wardner (mtr #568) - Rate listed in the bill is 7 .5% for a top rate. Will that help? 

Mr. Rauschenberger (mtr #587) - 7.5% would make a difference, but we feel it is important to 

get the tax rate lower than that. 

Senator Tollefson (mtr #613) - If a greater effort was placed on the net corporate taxes, would 

that help? 

Mr. Rauschenberger (mtr #658)- Have tried, there are I00's of companies that rate states. 

Usually end up looking at that 10.5%, part of that is the Water's Edge. Getting rid of the 

perception is hard, 

Senator Tollefson (mtr #734) - If the bill passes and the perception is fixed, there has 'to be a tax 

shift. 

Mr. Rauschenberger (mtr #771) - Working with Representative Carlson and the Tax Department 

and other entities to find a way to get fewer winners and losers. 

Lee Peterson, Depar1ment of Commerce (mtr #835) -Testified regarding this bill. Written 

testimony is attached. Also referenced the booklet "ND Delivers Growth and Prosperity" 

(exhibit A), Testified as to the difficulty in explaining our corporate tax structure to site 

selectors. Dept of Commerce has three important areas they work on. The first and second deal 

with new business in ND and expanding existing businesses in ND, both are accustomed to the 

ND tax structure and it is not a problem explaining. The third area worked on is recruiting new 

industries to the state. This is the problem area, ND is often if not always misrepresented in the 
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area of corporate income tax. Stated that ND does have a favorable tax climate, is just 

misrepresented. Written testimony is attached. 

Senator Nichols (mtr #1460) - Regarding the site selectors, when seriously looking at locations, 

will they take the time and use accountants to get a true picture? 

Mr. Peterson (mtr #1530) - In the initial overview of looking at states in the Midwest, we are 

often chucked. Easier to understand that South Dakota has no corporate income tax, than to try 

to understand what North Dakota's rate is. Again, dealing with perception not reality. North 

Dakota's tax climate is very favorable, we even have an edge over South Dakota in reality. We 

have a problem with perception. Would like a tax structure that can be easily explained. 

Senator Wardner (mtr # 173 8) M Referenced infonnation on state taxes and the federal deduction. 

ND is one of only four states that allow, 

Senator Tollefson (mtr #1795) • Reference page two of written testimony, "effective raten is 

actually aroWld 6.83% assuming a 25% effective federal tax rate. Those are statements that are 

difficult to Wlderstand. 

Mr. Peterson (mtr #1843) .. This is an effort to try to explain our tax structure to companies that 

may come to our state. Is our effort to try to explain where a corporation could be in the taxing 

system in ND, 

Senator Tollefson (mtr #1899) - In reference to the booklet, could the effective rate be listed? 

Mr. Peterson (mtr #1934) • The effective rate is not the same for everyone, we can't give an 

actual rate. 

Senator Wardner (mtr #1982)- Question regarding confidentiality. Is that a big issue? 
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Mr. Peterson (mtr #2022) - Correct, confidentiality is a big issue, If people know a company is 

looking for a site, every state will send an offer. May also have employee changes when an 

expansion occurs, they don't what their employees to start looking for work elsewhere. Many 

confidentiality issues. Companies will almost always do the initial look on their own. We will 

never have the opportunity to talk to them and will never know if they looked at ND. We need 

so desperately a rate that works. 

Senator Wardner (mtr #2192) • What if the corporate tax rate is at 7.5%. Would that help? 

Mr. Peterson (mtr #2210) - Yes, very much. Would be the biggest help in marketing ND that we 

ever had. 

Senator Nichols (mtr #2348) - Ifwe get rid of the federal tax exemption and reduce to whatever 

is agreeable, what happens with regard to Water's Edge? 

Mr. Peterson (mtr #2386) -That is a tax qu~stion, not an economic development question. 

Water's Edge is a bigger issue. ND's tax needs to be quickly and easily explainable. Three out 

of five rating agencies list ND's corporate income tax as 10.5% and there are l00's of rating 

agencies. 

Senator Wardner (mtr #2598) - Question about Water's Edge, is it in or out of this particular 

piece of legislation. 

Rick Clayburgh, State Tax Commissioner (mtr #2656) .. That is up to the committee. The two 

issues are separate. Gave detailed explanation of the elimination of the federal income tax 

deduction and the Water1 s Edge filing option. 

Senator Tollefson (mtr #2813) - How many corporations use the Water's Edge option? 

J 



L 

h Ct *' • • ,L..__.__..__.._~ - ~ L .l_...__ 

Page S 
Senate Finance and Taxation Committee 
Bill/Resolution Number HB1471 
Hearing Date March 10, 2003 

Mr. Clayburgh (mtr #2823) • Currently have 250 corporations using the Water's Edge filing 

method. 

Dennis Boyd, MDU Resources Group (mtr #2896) • MDU is one ofND's oldest and largest 

companies, One of the largest corporate income tax payers in the state. Any effective rate above 

6.5% is a tax increase to MDU. Concerned that MDU has projected no growth in customers 

through 2022. Due 1:0 territorial integrity act, MDU can not grow the electric business. REC's 

pay no tax and are the only electric company growing. We will not be substantial benefactors of 

new business due to growth because of a better tax climate. Gave examples of many businesses 

that were customers of MDU but are now customers of Capital Electric because of moving to the 

north part of town. 

Senator Wardner (mtr #3469) • At 7.5% and losing the federal tax deduction, yow· tax? 

Mr. Boyd (mtr #3485) - Means a substantial tax increase that will cost MDU approximately 

$140,000 to $150,000 annually. 

Mr. Clayburgh (mtr #3544) - Addressed the committee on only rates, Structure is not out to get 

anyone to pay additional tax. Gave a detailed explanation of the corporate rate structure, states 

that are currently growing, and states that are in recession. Changing the perception would be 

tremendous for ND. Would be a positive move for ND. 

Senator Nichols (mtr #3925) .. Regarding the differences in businesses with a federal tax 

deduction that they may have. Only way to avoid negative hits from this bill is to accept a fiscal 

reduction? 

_j 
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Mr. Clayburgh (mtr #3998) - The rate to talce it to 7.6 or 7.5 as the bill stands before you, 

anytime there is a tax change, will always create a winner and loser situation. Should try to keep 

this as revenue neutral as possible. 

Senator Wardner (mtr #4220) - Recess subcommittee meeting on HB1471. 
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Minutes: 

Sub committee Chainnan Wardner called the sub committee to order. Members present are 

Senator Wardner, Senator Tollefson and Senator Nichols. 

Senator Wardner (mtr #445) - Will extend talcing testimony from yesterday that dealt with 

perception. 

Jim Melland, Grand Forks Region Economi<· Development Corporation (mtr #464)- Gave 

testimony dealing specifically with the perception of corporate income taxes on a national level. 

Talked about the nature of attracting business to ND and some of the issues prospective 

businesses look at. Medium sized corporations go through a group a consultants we refer to as 

site selectors, two of the largest site selectors in the nation, have personally visited with the 

people in those companies that deal with the kind of industries that ND targets. Here is the issue 

we face with the income tax problem in our state. These corporate site selectors use filters, when 

•1 they are looking for a location, they do not contact the locationst they use filter, they go through 
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data bases and look at census information, unemployment rates, population in different regions of 

the state, and they use guidelines they have received from the company they are working for. 

One of the filters is corporate taxes. Because of confidentiality issues, we never know ifwe are 

being looked at. We may be the best in all other areas but thel 0.5% corporate tax rate will knock 

us out. Large corporations do the same thing, they just do it in house. They use tho same filtering 

system that site selecting consultant companies use. Also true that most economic growth comes 

from within the state. Urges finding and equitable way to not hurt one business sector more than 

another while decoupling the federal exemption. 

Donnita Wald, State Tax Department (mtr #815) - Are neutral on the issue. Gave background on 

the Waters Edge filing method. Written testimony is attached. Testimony included a talking 

point on Waters Edge, the history of Waters Edge, and how it works for r.ompanies and gave 

examples. 

Senator Tollefson (mtr #1322) - Question, is there action in Congress that will change the Waters 

Edge filing method? 

Ms. Wald (mtr # 13 3 5) - The federal government is looking at how states utilize world wide 

combined reporting and the issues that have arisen. Not really looking at repealing, just looking 

at parts of it. There has been a steady increase in ND Waters Edge filers. Also referenced a list 

of issues to consider with this bill. See five bullet points on page three of the written testimony. 

Senator Wardner (mi.r # 1621) - Clarified that there would be a large negative fiscal effect if the 

federal deduction is removed and the Waters Edge status is left in place. 

Ms. Wald (mtr #1642) -That is correct. As the statistics show there will be a continuing increase 

in Waters Edge filers. 
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Senator W'ardner (mtr #1717) - Clarified thut states that do not have the Waters Edge option are 

struggling with their lack of revenue. 

Ms. Wald (mtr #1728) - Talked about the issue of grandfathering in of the Waters Edge option. 

Referenced infonnation on page three of the written testimony. Showed the number of tax payers 

that would be effected each year. Other option available, could do what Alaska does. Allow 

Waters Edge for oil companies only. 

Senator Wardner (mtr #1845) - Allowed for oil companies only, no one else? 

Ms. Wald (mtr #1850) - That is correct. 

Senator Nichols (mtr #1964) - Regarding the steady increase of Waters Edge filers, are they new 

companies or existing companies shifting, 

Ms. Wald (mtr #1994) - Looks like it is 'shifting. Top seven filers where here prior to the 

adoption to the Waters Edge option. 

Senator Nichols (mtr #2030) - When working with those returns, do you feel confident that your 

getting good infonnation? 

Ms. Wald- Will defer to Mary Loftsgard to answer that question. 

Mary Loftsgard, Supervisor of Corporate Income Tax Collection, State Tax Department 

(mtr #2097) - In response to Senator Nichols question, havo greater information from Waters 

Edge filers than companies that file the World Wide Report. Gave more information regarding 

the amount of infonnation Waters Edge filers need to provide. 

Senator Tollefson (mtr #2251) ~Regarding the international economy of today, would you 

anticipate more companies selecting Water Edge? 
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Ms. Loftsgard (mtr #2317) - In regards to question, yes, good likelihood that more companies 

will chose Waters Edge. Referred to examples attached to the written testimony. Went over the 

two different examples using the World Wide filing method and the Waters Edge filing method. 

Showing the taxes that would be paid in each situation. Also gave information on how ND 

actually gets taxes from thr.se corporations. 

Senator Wardner (mtr #3353) - Restated that if Waters Edge is elected it is for five vears, if the 

taxes paid are more in that five years because of the Waters Edge option, the company has to stay 

with that option, can not jwnp out. 

Ms. Loftsgard (mtr #3392) - That is correct, companies need to plan and look ahead, 

Senator Wardner (mtr #3435) - Clarified that companies elect the option for five years and when 

that is up, will have to reassess for the next five years. 

Dale Anderson, President GNDA (mtr #3555) - Gave additional comments on HB 1471 in 

regards to the Waters Edge filing method. Handed out written testimony that included a section 

on Corporate Income Tax Policy: Water's Edge Election with six bullet points. Reviewed those 

bullet points, Written testimony is attached. Urges a do not pass until the Water's Edge issue 

has been resolved. 

Senator Tollefson (mtr #4180) - Asked a question in regards to an international economy and the 

internet. Is the Internet going to be a part of this issue? 

Mr. Anderson (mtr #4279) - Is a real possibility, want to ensure the best business climate for 

when changes do happen. 

Senator Wardner (mtr #4320) - Given no further testimony or clarification of issues, recessed the 

sub committee on HB1471. 
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Minutes: 

... -...__, Senator Urlacher opened the discussion on HB1471. All committee members are present. This 

bill relateB to the corporate income tax deduction for federal inco11~e taxes paid and corporate 

income tax rates. 

Senator Wardner (mtr #940) -The sponsor of the bill and the Tax Depar.ment were going to 

bring down one more proposal. The issue at this time is the Water's Edge election, which is 

$500,000 to the state, Many corporations in the state are interested in and are taking the Water's 

Edge election, Early on no one said much about the Water's Edge election, but the accountants 

are coming forward and saying be careful. Other issue is the giving up of the fedetal tax 

deduction for corporations to bring down the percent of the top rate. Most concerned with the 

top rate and bringing that down. But when you do that, some companies aro going to pay more 

tax.es. Would have to drop down to approximately 7 .1 %, and if do that, have a negative fiscal 

note and the state has to pick up the bill. Should be able to address the bill on Wednesday. 
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Senator Tollefson (mtr#l24l)- Just a statement, what is the value of perception, Is tough to pin 

down. 

Senator Wardner (mtr #1315) - Agrees with Senator Tollefson, what are we willing to pay for 

perception? 

Senator Urlacher (mtr #1335) - Closed the discussion on HB1471. Adjourned the meeting, 

March 19, 2003 Tape 1, Side A 

Senator Urlacher (mtr #4065) ~ WiH address next week on Monday or Tuesday. 
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Minutes: 

·~ Subcommittee Chairman Wardner called the meeting to order. Let the record show that members 

Senator Wardner, Senator Tollefson and Senator Nichols are present. This bill relates to the 

corporate income tax deduction for federal income taxes paid and corporate income tax rates, 

HB1471 the way it sits now is at 7.5% for a top bracket and Waters Edge option is out and the 

fiscal note is neutral. Another option is proposed. Asked for an explanation of the proposal from 

the Tax Department. 

Donnita Wald, Legal Counsel, State Tax Department (mtr #106) w Distributed amendment .02TX 

dated 3-19-03 and explained the amendment. Deals with grandfathering the Waters Edge option. 

Pointed out the difference to engrossed HB 14 71. Reviewed all sections of the amendment. 

Reviewed sections 1 and 2 of the bill and the effective dates therein, Summarized all effective 

dates listed in the bill and the amendment. 
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Senator Tollefson (mtr #359) - With no more elections available for Waters Edge, any way to 

forecast the effect. 

Kathy Strombeck, State Tax Department (mtr #384) - Based on Waters Edge elections in place, 

we do forecast that. We have a forecast on dollar amount of the grandfathering provision. 

Senator Tollefson (mtr #419) - Question is really based on the time when there is no Waters Edge 

option. 

Ms. Strombeck (mtr #466) -The corporations would still file using a World Wide Combined 

option. Is a change in method that 95% of our corporations do anyway. Some companies get 

little benefit from Waters Edge and some companies get a substantial benefit. 

Senator Nichols (mtr #530) - With regard to Waters Edge, do not always know the effect, how 

many of the 210 filers get little benefit from that route, 

Ms. Strombeck (mtr #564) - Is difficult to say. Of the 200 only half will pay substantial tax, 

Senator Nichols (mtr #613) - Regarding the fiscal note, has it changed with these amendments. 

Ms. Strombeck (mtt· #621) - Yes it has. Gave the estimated fiscal effect of the amendments, 

Overall the set of amendments that Ms. Wald went over, for the 2003-2005 biennium, is 

estimated at $244,000.00 negative. 

Senator Wardner (mtr #683) - Asked for additional input. We will not act on the bill today, 

Representative Al Carlson (mtr #726) - Intent is to have ND establish our own corporate tax rate, 

attempting to get in the 7% range, Companies in the state felt that is a rate they could live with. 

Trying to find a methodology to eliminate winne1·s and losers. Had recommended grandfathering 

the Waters Edge election. Other options with Waters Edge are available. Trying to find a 

common gr01md. Feels the fiscal note is very close to revenue neutral. 
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Senator Tollefson (mtr #1023) - Is the Waters Edge an attraction for corporations to come to 

ND? 

Representative Carlson (mtr #1036) - Most filers using Waters Edge were already here. 

Senator Tollefson (mtr #1103) - The idea of dropping the rate to 7% is perception. Is Waters 

Edge part of the perception? 

Representative Carlson (mtr #1120) - If is wasn't at the beginning. Is not the biggest part of the 

pie for us, Tax committee's I served on, don't want to raise taxes, want to protect the revenue 

stream we had. 

Rick Clayburgh, State Tax Commissioner (mtr #1245) - Responded to Representative Carlson's 

question and the term winners and losers. Has a goal to eliminate corporate income tax 

deduction and lower our rate to its effective rate, and try to minimize the impact on taxpayers. 

List of20-25 corporate taxpayers that would be impacted over $5,000.00. One at top end would 

have a $100,000.00 tax impact. A goal has been achieved as far as eliminating that corporate 

income tax deduction. Eliminating the carryback option will decouple us from what will happen 

with the feds. Plan does a good job of achieving our interest in eliminating the perception we 

have of the 10.5% corporate income tax rate. 

Dale Anderson, President, GNDA (mtr #1609) - Requested the opportunity to review the 

amendments that have been proposed and comment on them. Supportive of economic 

development in ND. But also need a positive strong tax climate. Waters Edge is part of that 

climate. Restated that existing businesses not be impacted as a result of this effort. 

Senator Wardner (mtr #1793) .. We won't act on this bill today. Will take more input. 

1o_/{(} l6a: 
Date 

' 
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Senate Finance and Taxation Committee 
Bill/Resolution Nwnber HB1471 
Hearing Date March 24, 2003 

Senator Nichols (mtr #1824) - Discussed earlier that most corporations that use Waters Edge 

were already here. Is it a factor in bringing new business to ND? And how does that weigh 

against a lowered rate. 

Mr. Anderson (mtr #1889) - Feels the Waters Edge filing option is an important part of the tax 

policy for ND. Does not know who the Waters Edge filers are. 

Ron Ness, ND Petroleum Council (mtr #2040) - Regarding Senator Nichols question, Russ 

Staiger of Bismarck Development uses the availability of Waters Edge all the time when 

recruiting. Fee]s it is a tool to keep companies here. 

John Morrison, Fleck Mather Strutz Law Firm (mtr #2155) - Practices primarily natural 

resources law represent a number of energy companies, Commented on his industries 

. ..--.__ perspective on Waters Edge in ND. Went over statutes of tax law which including World Wide 

Combination (WWC) and Waters Edge, As a result ofa US Supreme court case, ND became 

aggressive in pursuing World Wide Combination. Gave history ofND's use of Waters Edge 

option. Every other state that uses WWC has a Waters Edge election. If Waters Edge is 

repealed, ND would become the only state in the union to aggressively tax foreign income. In 

speaking with Russ Staiger, feels very strongly that any such attempt would have a devastating 

impact on his ability to bring multinational companies into the state, Supports this bill as long as 

Waters Edge is not repealed. 

Senator Tollefson (mtr #2639) • After five years it is repealed. 

~fr. Morrison (mtr #2646) - Yes, companies will be prohibited from Waters Edge. 

Senator Wardner (mtr #2672) - Given no further testimony or comments, adjourned the 

subcommittee on HB2715. 

• .,,.~(,\ 



r 

,,,.......-......... 

L' ,., 
' 

2003 SENATE STANDING COMMITTEE MINUTES 

BILL/RESOLUTION NO. HB1471 

Senate Finance and Taxation Committee 

□ Conference Committee 

Hearing Date March 2S, 2003 

Ta eNumber Side A 
1 

Committee Clerk Si 

Minutes: 

SideB 
X 

Meter# 

Senator Urlacher opened the discussion on HB 14 71. All committee members are present. 

Senator Wardner (mtr #10) - The subcommittee on HB1471 is done and have a just solution at 

this time. Amendment .0TXl proposed and will have the Tax Department explaiu the 

amendments. 

Donnita Wald, Legal Counsel, State Tax Department (mtr #55) - Present the amendment and 

explained the high point and the impact on the bill. 

Senator Nichols (mtr #218) - What is the fiscal note with the latest amendment? 

Ms. Wald (mtr #229) - Believes it to be about $545,000.00. 

Senator Wardner (mtr #277) - Commented on the bill with the amendtnent. We have a 7% high 

rate for corporate income tax and the fiscal note is brought down to $545,000.00., eliminated the 

carry back provision on the net operating loss, The Waters Edge election is still in there. We 

talce care of the companies in the state and hopefully making it attractive for other companies to 
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Senate Finance and Taxation Committee 
Bill/Resolution Number HB1471 

,...-\ Hearing Date March 25, 2003 

at least talce a look at us, It is going to cost the state $545,000.00. This is at cheap as it is going 

to get. 

Senator Wardner moves to amend with amendment .OTXl. Second by Senator Syverson. 

Voice vote by 6 yea, 0 nay, 0 absent. Bill is amended, 

Senator Wardner moves a Do Pass as Amended and rerefer to Appropriations. Second by 

Senator Tollefson. Roll call vote 6 yea, 0 nay, 0 absent. Carrier is Senator Wardner. 

The mlorographlc images on thte film are accurate reproduc:tlone of records delivered to Modern Information Systems for mlorofllmtn9 and 
were filmed In the regular course of bualneaa. The photographic process meeta atandarda of ~he American National Standards Institute 
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~~\'-~,"\'\~\,'\ \l~~¼\)-_ '\. ·~'-\ -~~ 
Prepared by the Office of State Tax 
Commissioner 

March 19, 2003 

PROPOSED AMENDMENTS TO ENGROSSED HOUSE BILL NO. 1471 

Page 1, line 2, replace 11subsectlon 11 with 11subsectlons 11 and af'ler "1" Insert "and 3", remove 
"and", and after 1157-38-30 11 Insert 11and subsection 3 of section 57-38-40" 

Page 1, line 4, after the comma Insert "net operating losses, 11 

Page 6, after llne 6, Insert: 

"SECTION 3. AMENDMENT. Subsection 3 of section 57-38-01 .3 of the North Dakota 
Century Code Is amended and reenacted as follows: 

3. The sum calculated pursuant to subsection 1 must be reduced by the amount of 
any net operating loss that Is attributable to North Dakota sources, If the net 
operating loss that Is attributable to North Dakota sources exceeds the sum 
calculated pursuant to subsection 1, the excess may be carried bael( or carried 
forward for the same time period that an Identical federal net operating loss may 
be carried baol< or carried forward. If a corporation uses an apportionment formula 
to determine the amount of Income that Is attributable to North Dakota, the 
corporation must use the same formula to determine the amount of net operating 
loss that Is attributable to North Dakota. In addition, no deduction may be taken for 
a oarrybaol< or carryforward when determining the amount of net operating loss 
that Is attributable to North Dakota sources." 

Page 6, line 7, replace "3." with "4." 

Page 6, line 14, replace "two-tenth!i" with "six-tenths" 

Page 6, line 16, remove the overstrike over "four aoo0 and replace "three and two-tenths" with 
''on a-tenths 11 

Page 6, line 19, replace 11 four and three-tenths" 1.vlth "five and slx-tenths 11 

Page 61 line 21, replace 11 flve 11 with "§J~" 

Page 6, line 23, overstrike "and not In excess of fifty" 

Page 6, line 24, overstrike 11thousand dollars," and replace "six and five-tenths" with "seven 11 

Page 6, ll11e 25, overstrike "1, On all taxable Income above fifty thousand dollars, at the rate of11 

and remove "seven" 

Page 6, llr,e 26, overstrike "and", remove 11 flve~tenths 11 and overstrike 11percent 11 

Page 6, after line 30, Insert: 

"SE\CTION 5, AMENDMENT. Subsection 3 of section 57-38-40 of the North Dakota 
Century Code Is amended and reenacted as follows: 

3. A corporation may fllo a claim for credit or refund of an overpayment of tax 
resulting from the carryback of a net operating loss under subsection 3 of section 
57-38-01 .3, or resulting from a federal capita! loss carryback, within three years 
after the prescribed due date for flllng the return, Including extensions for the tax 
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year In which the loss was Incurred. The provisions of this subsection applicable 
to net operating losses are ofJoolli.io Ineffective for loss years beginning after 
December 31, 4-986 2002. 11 

Page 71 line 1, replace 114." with 116. 11 

Page 7, line 3, replace ''5.U with 117. 11 and replace 11Thls11 with "Section 1 of this" 

Page 7, llne 4, after the period Insert "Sections 2 and 4 of this Act are effective for taxable years 
beginning after December 31, 2003. Section 3 of this Act Is effective for net operating 
losses Incurred In taxable years beginning after December 31, 2002. Section 6 of this 
Ant Is effective for taxable years beginning after December 31, 2002, except that, for 
water's edge elections made In taxable years beginning before January 1, 2003, the 
provisions of chapter 57-38.4 remain In effect but only for the remainder of the 
taxpayer's five year election period." 

Renumber accordlngly 
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30645.0TX1 
Title. 

Prepared by the Office of State Tax 
Commissioner 

March 24, 2003 

PROPOSED AMENDMENTS TO ENGROSSED HOUSE BILL NO. 1471 

Page 1, line 1. after "to" Insert 11create and enact a new subsection to section 57-38.4·02 of the 
North Dakota Century Code, relating to the tax on the water's edge flllng method; to" 

Page 11 line 21 replace "subsection" with 11subsectlons 11 and after 0 1 t, Insert "and 311

1 remove 
"and''. and after 1157-38-30 11 insert 11 and subsection 3 of section 57-88-40" 

Page 11 line 4, after the comma Insert "net operating losses/ and remove "to repeal 
chapter 57-38.4 of the North Dakota" 

Page 1. llne s. remove "Century Code, relating to the corporate Income tax water's edge flllng 
election;" 

Page 6, after line 61 Insert: 

"SECTION 3. AMENDMENT. Subsection 3 of section 57-38-01 .3 of the North Dakota 
Century Code Is amended and reenacted as follows: 

3. The sum calculated pursuant to subsection 1 must be reduced by the amount of 
any net operating loss that Is attributable to North Dakota sources. If the net 
operating loss that Is attributable to North Dakota sources exceeds the sum 
calculated pursuant to subsection 1, the excess may be ~ carried 
forward for the same time period that an ldentlcal federal net operating loss may 
be oarrlod baol< or carried forward. If a corporation uses an apportionment formula 
to determine the amount of Income that Is attributable to North Dakota1 the 
corporation must use the same formula to determine the amount of net operating 
loss that ls at' utable to North Dakota. In addltlon 1 no deduction may be taken fur 
a earrybuok-ei- carryforward when determining the amount of net operating loss 
that Is attributable to North Dakota sources." 

·Page 6, line 71 replace 113. 11 with "4.U 

Page 6, line 14, replace "two-tenths" with 11 s!x-tenths 11 

Page 6, line 16, remove the overstrike over "four anel" and replace "three and two-tenths" with 
11one~tenths" 

Page 6, line 19, replace "four and three-tenths 11 with "five and six-tenths" 

Page 6, llne 21, replace "flvetl wlth "six" 

Page 61 line 23, overstrike "and not In excess of flftt 

Page 61 llne 24, overstrike 11thousand dollars/ and replace "six and five-tenths" with 11 seven 11 

Paga 6, line 25, overstrike "f. On all taxable Income above fifty thousand dollars, at the rate of" 
at1d remove "seven" 

Page 6, llne 26 1 overstrike ttand", remove "five-tenths" and overstrike t'percent." 

Page 6, after llne 30, insert: 

Page No. 1 30645.0TX1 
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"SECTION 5. AMENDMENT. Subsection 3 of section 57-38-40 of the North Dakota 
Centu1 y Code Is amended and reenacted as follows: 

3. A corporation may file a claim for credit or refund of an overpayment of tax 
resulting from the carryback of a net operating loss under subsection 3 of section 
57-38-01 .3, or resulting from a federal capltal loss carryback, within three years 
after the prescribed due date for filing the return, Including extensions, for the tax 
year In which the loss was Incurred. The provisions ot this subsection applicable 
to net OP-eratlng losses are ef#ootl't'e Ineffective for loss years beginning after 
December 31, 4-GSS 2002. 

SECTION 6. A new subsection to section 57-38.4-02 of the North Dakota Century Code 
Is created and enacted as follows: 

In addition to the tax lmpos~d under subsection 1 of section 57-38-30, there Is Imposed 
an additional tax of three and one-half percent of taxable Income which must be levled, 
collected and paid annually In the same manner as provld11d In chaP.ter 57-38." 

Page 7, remove lines 1 and 2 

Page 7, line 3, replace 115," with 11 7." and replace "This Act Is" with "Section 1 of this Act 1s 11 

Page 7, line 4, after the period Insert 11Sectlons 2, 4, and 6 of this Act are effective for taxable 
years beginning after December 31, 2003. Section 3 of this Act Is effective for net 
operating losses Incurred In taxable years beginning after December 31, 2002. 11 

Renumber accordingly 

Page No. 2 30645.0TX1 
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30645.0201 
Tltle.0300 

Adopted by the :~lnance and Taxation 
Committee 

~.·arch 25, 2003 

PROPOSED AMENDMENTS TO ENGROSSED HOUSE BILL NO. 1471 

Page 1, line 1, after 11to 11 Insert 11create and enact a new subsection to section 57-38.4-02 of the 
North Dakota Century Code, relating to the tax on the water's edge flllng method; to" 

Page 1, line 2, re~lace 11subsectlon" with 11subsectlons 1'i after 11 1" Insert 11and 311

1 remove 11and 1'i 
and after 157-38-30 11 Insert ''i and subsection 3 of section 57-38-40 11 

Page 1, line 4, after the comma Insert "net operating losses.'' and remove 11 to repeal chapter 
57-38.4 of the North Dakota" 

Page 1, line 5, remove "Century Code, relating to the corporate Income tax water's edge flllng 
election;" 

Page 6, after line 6, Insert: 

"SECTION 3. AMENDMENT. Subsection 3 of section 57-30-01 .3 of the North 
Dakota Century Code Is amended and reenacted as follows: 

3. The sum calculated pursuant to subsection 1 must be reduced by the 
amount of any net operating loos that Is attributable to North Dakota 
sources. If the net operating loss that Is actrlbutable to North Dakota 
sources exceeds the surn calculated pursuant to subsection 1 , the excess 
may be earrlod baol< or carried forward for the same time period that an 
Identical federal net operating loss may be oarrled baol~ or carried forward. 
If a corporation uses an apportionment formula to determine the amount of 
Income that Is attributable to North Dakota, the corporation must use the 
same formula to determine the amount of net operating loss that Is 
attributable to North Dakota. In addition, no deduction may be taken for a 
oorryibaok or carryforward when determining the amount of net operating 
loss that ls attributable to North Dakota sources." 

Page 6, line 14, replace "two-tenths" with 11slx-tenths 11 

Page 6, llne 16 1 remove the overstrike over "foul' ana11 and replace "three and two-tonths 11 with 
11one-tenth 11 

Page 6, line 19, replace ''four and three-tenths" with "five and slx-tenths 11 

Page 6, llne 21, replace 11 flV(;J 11 with 11 slx 11 

Page 6, line 23, overstrike "and not In excess of fifty" 

Page 6, line 24, overstrike 11thousand dollars, 11 and replace "six and flve-tenths 11 with 11seven 11 

Page 6, llne 25 1 overstrike 0 f. On all taxable lncomo above fifty thousand dollars, at the rate of 11 

and remove "seven 11 

Page 6, line 26, overstrike 11and 11
1 remove 111lve-tenths11

, and overstrike 11percent. 11 
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l Page 7, replace llnes 1 and 2 with: 

"SECTION 5. AMENDMENT. Subsection 3 of section 57-38-40 of the North 
Dakota Century Code Is amended and reenacted as follows: 

3. A corporation may file a clalm for credit or refund of an overpayment of tax 
resulting from the carryback of a net operating loss under subsection 3 of 
section 57-38-01.3, or resulting from a federal capital loss carryback, within 
three years after the prescribed due date for filing the return, Including 
extensions, for the tax year In which the loss was Incurred. The provisions 
of this subsection appllcable to net operating losses are olfeeUvo 
Ineffective for loss years beginning after December 31, 498G 2002. 

SECTION 6. A new subsection to section 57-38.4-02 of the North Dakota 
Century Code Is created and enacted as follows: 

In addition to the tax imposed under subsection 1 of section 57-38-30, 
there Is Imposed an additional tax of three and one-half percent of taxable 
Income which must be levled, collected, and paid annually In the same 
manner as provided In chapter 57-38." 

Page 7, llne 3, replace "This Act Is" with 11Sectlons 1, 2, 4, and 6 of this Act are" 

Page 7, line 4, replace "2002" with 11 2003. Sections 3 and 5 of this Act are effective for net 
operating losses Incurred In taxable years beginning after December 31, 2002" 

Renumber accordingly 
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Date: 

Roll Call Vote #: ~ 

2003 SENATE STANDING COMMITTEE ROLL CALL VOTES 
BILL/RESOLUTION NO. \\,·-··::i\\.\-\ \ 

Senate Finance and Taxation Committee 

0 Check here for Conference Committee 

Legislative Council Amendment Number 

Action Taken '--\ S::5>--,>. . .::<,··,.\,,\-.,\. r \...~ ·\- \'s\,'1,,,'4) \\ ', ' ► ·» , \ ':\.. S: ,,;_ ·., ,,\ ... : \~ ,;;:'"\ '<. . 
\ --

Seconded By ·~-\."-"--. \ ,~., '~':-,>c, . 

Senators Yes No Senators Yes No 
Senator Urlacher - Chainnan --- "-.J Senator Nichols 

..__ 
r--.) 

Senator Wardner - Vice Chainnan '- -~.J Senator Seymour --- -...j 

Senator Syverson "-,.,_;i 

Senator Tollefson '- "-•..._j 

Total 

Absent 

(Yes) \::) No -------=------ ----------------

Floor Assignment 

If the vote is on an amendment, briefly indicate intent: 
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REPORT OF STANDING COMMITTEE (410) 
March 26, 2003 9:36 a.m. 

Module No: SR-54-sne 
Carrier: Wardner 

Insert LC: 30645.0201 Title: .0300 

REPORT OF STANDING COMMITTEE 
HB 1471, as engrossed: Finance and Taxation Committee (Sen. Urlacher, Chairman) 

recommends AMENDMENTS AS FOLLOWS and when so amended, recommends 
DO PASS and BE REREFERRED to the Appropriations Committee (6 YEAS, 
0 NAYS, 0 ABSENT AND NOT VOTING). Engrossed HB 1471 was placed on the 
Sixth order on the calendar. 

Page 1, line 1, after 11 to 11 Insert "create and enact a new subsection to section 57-38.4-02 of the 
North Dakota Century Code, relating to the tax on the water's edge fifing method; to" 

Page 1, line 2, replace 11subsectlon" with "subsections", after "1 11 Insert "and 3U, remove 11and 11
, 

and after "57-38-3011 Insert 11
, and subsection 3 of section 57-38-40 11 

Page 1, line 4, after the comma Insert 11net operating losses, 11 and remove 11to repeal chapter 
57-38.4 of the North Dakota" 

Page 1, line 5, remove "Century Code, relating to the corporate Income tax water's edge flllng 
election;" 

Page 6, after line 6, Insert: 

"SECTION 3. AMENDMENT. Subsection 3 of section 57-38-01.3 of the North 
Dakota Century Code Is amended and reenacted as follows: 

3. The sum calculated pursuant to subsection 1 must be reduced by the 
amount of any net operating loss that Is attributable to North Dakota 
sources. If the net operating loss that Is attributable to North Dakota 
sources exceeds the sum calculated pursuant to subsection 1, the excess 
may be eaFFioe eael< er carried forward for the same time period that an 
Identical federal net operating loss may be eanlea baol< or carried forward. 
If a corporation uses an apportionment formula to determine the amount of 
Income that Is attributable to North Dakota, the corporation must use the 
same formula to determine the amount of net operating loss that Is 
attributable to North Dakota. In addition, no deduction may be taken for a 
earptbael< or carryforward when determining the amount of net operating 
loss that Is attributable to North Dakota sources. 11 

Page 6, line 14, replace "two-tenths" with "six-tenths" 

Page 6, line 16, remove the overstrike over 11 #eur aAEf 11 and replace "three and two-tenths" with 
"one-tenth" 

Page 6, line 19, replace "four and three-tenths" with "five and six-tenths" 

Page 6, line 21, replace "five" with 11 slx11 

Page 6, line 23, overstrike "and not In excess of flf1y 11 

Page 6, line 24, overstrike "thousand dollars, 11 and replace 11 ~Ix and five-tenths" with "seven" 

Page 6, line 25, overstrike "f. On all taxable Income above fifty thousand dollars, at the rate 
of 11 and remove 11 eeven" 

__ ./ Page 6, line 26, overstrike 11and 11
, remove "five-tenths", and overstrike "percent." 

Page 7, replace lines 1 and 2 with: 

(2) DESK, (3) COMM Page No. 1 SR·6~·5778 



REPORT OF STANDING COMMITTEE (410) 
March 26, 2003 9:36 a.m. 

Module No: SR-f-4 .. 5778 
Carrier: Wardner 

Insert LC: 30645.0201 Title: .0300 

"SECTION 5. APlrENOMENT. Subsection 3 of section 57-38-40 of the North 
Dakota Century Code Is amended and reenacted as follows: 

3. A corporation may file a claim for credit or refund of an overpayment of tax 
resulting from the carryback of a net operating loss under subsection 3 of 
section 57-38-01 .3, or resulting from a federal capital loss carryback, 
within three years after the prescribed due date for flllng the return, 
Including extensions, for the tax year In which the loss was Incurred. The 
provisions of this subsection _applicable to net operating losses 
aree#eet1~4e Ineffective for loss years beginning after December 31, 4988 
2002. 

SECTION 6. A new subsection to section 57-38.4-02 of the North Dakota 
Century Code Is created and enacted as follows: 

In addition to the tax Imposed under subsection 1 of section 57-38·3Q, 
there Is imposed an additional tax of three and one-half percent of taxable 
Income which must be levied. collected, and paid annually In the same 
manner as provided In chapter 5'7-38." 

Page 7, line 3, replace 11Thls Act Is" with "Sections 1, 2, 41 and 6 of this Act are 11 

Page 7, line 4, replace "2002" with "2003. Sections 3 and 5 of this Act are effective for net 
operating losses Incurred In taxable years beginning after December 31, 2002 11 

Renumber accordingly 

(2) DE:SI<, (3) COMM Page No. 2 SR•54-6778 
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Minutes: CHAIRMAN HOLMBERG opened the hearing to HB 1471. A bill relaling to financial 

institutions taxes, the corporate income lax deduction I'm federal income tuxes paid, und 

corporate income tax rates; relating to the corporute income tux water's edge filing election; to 

provide an effective date. 

(Meter 1880) RICK CLA YBURGH, ND Tax Comrnissionel' testified in support of the bill. He 

explained the fiscal note and the bill. The bill cl: minute the federal deduction we allow on our 

state tax form fot· corporations to deduct their federal tux payments. T11e bill allows the state to 

reduce the rate the state charges corporations from the high rate of 10 V2 % to 7%. If we were to 

eliminate the cooperate income tax deduction that is allowed in state law. The revenue neutral 

rate would be 7.6 %. The Senate Finance and Tax committee with a lot of work, from people 

from the tax department and the Governor' 3 office where able lo put together an agl'eemcnt 

where it was further reduced the corporate income tax rate in ND from 7.6% down to 7%. The 

bill creates S brackets instead of 6 brackets, To help fund that one of the issues that was looked at 
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was the elimination of net operating loss curry back provisions that appear in ND Century ~:ode. 

The net operating loss does allow a corporation to decide if they want to carry a loss backwards 

to a previous tax year, thereby, filing an amended return for a refund or carrying the loss frwward. 

ND was a minority of states that allowed carry back and that is changed in the bill and eliminate 

the net operating loss carry back provisions in state tax law and carries that loss forward, The part 

of the bill that lowers the rate to 7% had u negative fiscal impact in this biennium of 2.3 mi II ion 

dollars approximately the net operating loss curry back provisions has a positive impact of 1.8 

million dollars. The bill at one point did water's edge election eliminating but that now has been 

taken out. The bottom line is the fiscal impact is a negative $544,000. when you talk about 

corporate income taxes bring into our general fund about 92 million dollars projected in our 

biennium. That fiscal note is close to revenue neutral as possible, From the standpoint of tax 

policy, he supports the legislation, it does allow to address the perception that ND has, of one of 

the highest tax rates down to bring ND rate to one of the most attractive rates in the country. The 

range will be the top of 7o/o , this is a positive step for economic development for our state, 

(Meter 2220) SENATOR SCHOBlNGER asked what is the current effective tax rate for each of 

the 6 brackets'? RICK CLA YBURGH replied the current effectiv~ rate is 7.6% but he would have 

to get that information. SENATOR SCHOBINGER stated that there are two specific indeperdent 

studies, one being the Frazier Institute and the other being the Small Survival Committee that 

each year ranks the state on their friendliness to business and both of those independent studies 

listed ND top rate currently at 6.8% or 6.825, When this r·eport comes out next year, the rate will 

reach 7%, ND specificully in the Small Business Survival Committee index, is listed #35 out of 

50 as friendliness to business. A listing of 7% will likely move ND downward even more. What 
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is your comment on that'! RICK CLA YBURGI I adJress the question of the issue that is looked 

at in those studies arc specifically looking al the effective rntc, our effective rate of corporate 

income laxes is below that targeted 7.6%. It is a lower number because basically you arc taking 

all of the rates, that all the tax payors fall into and coming up with an median rute, With the 75 

high rule, we arc going to be fur below that 7% now in our average effective rate in ND. That 

would be a positive statement. The issue about the Smull Business Survival Index not only looks 

ut taxes rates hut looks at other aspects as well, dealing with Worker's Compensations, other 

aspects us far as what businesses have to deal with the state, regulatory process, a number of 

issues not just tax issues, SENATOR SCHOBINGER stated that given what he seen this session, 

none of those other variables will change this session. They do list ND's top corporate tax rntc, 

which is the rate: they use is 6.825% and as he reads this, it will now be 7%. He had a question 

on Section 6 in the Senate amendment and what is that and what docs it do? (Meter 2557) RICK 

CLA YBURGH answered that he wankd lo clarity the 6.8% that was mentioned as the cffct:tive 

rate 1 that is the average effective rate of all rates combined targeted. That is not listing our top 

rate 1 that is un effective rate. lf SENATOR SCHOBlNGER could show him that study, he will 

clarify that study. The 7% rate being the top effe1 , ; ~ e rate of all rates comhined wil I drop out· rate 

below the 7%. The rate will change January I, 2004 and the current structure is in effect this tax 

year. In Section 6 of the bill, they were looking at a number of bills that have been addressed this 

session looking at water's edge election and without getting too complex looking at tax policy 

issue, ND is a worldwide combination state as fur as how we look at corporations and what we 

bring into our three factor apportionment formula, We do allow tux puyors to make an election if 

they want to file us a world wide combined t'eporting corporation, of bl'inging ull of theil' 

if/ ,, 

, Ji .. : •. :trJ · 



l 
Page 4 
Senate Appropriations Committee 
Bill/Resolution Number HB 1471 
Hearing Date 3-31-03 

corporate entities together or frn.:us on the water's edge which technically is to the water's edge 

of the United States. In doing that, in taking that water's edge election1 they do not allow those 

corporutions to take the benefit also of' the corporate income tux deduction. In this bill, by 

eliminating the corporate tax and lowering the rate, unless they did something to address water's 

edge, those water's edge tilers would not only gain the water's edge filing but also would have 

the benefit of the lower rate. At one point had they not done anything, there would still be 

published u IO Y2 % rate for water· sedge filers. The commitlee and the sponsors had looked at 

repeal the water's edge election and they felt that may cause some problems with economic 

development issues. So they have cl'cated the 7% top rate but for water's edge filers, people who 

elect to take water's edge, there is a surcharge added to rate of 3 ½ % basically t:1king them to the 

10 Y2 % if they were at the high rutc or any subsequent rate below that. All of the business 

groups that came in with concern over the bill, their concerns dcul with water's edge. 

(Meter 2393) SENATOR SCHOBINGER stated in his opening statements he state that we arc 

close to revenue neutral, how is it giver, we are scored these thing~\ statically rather than 

dynamically that we can reduce the corporate income tax rate and remain revenue neutral'? 

(Meter 2970) RJCK CLA YBURGH stated when a fiscal note is put together ln the tax 

department, the department does not put the analysis lo a bill saylng because of this legislation or 

but for this legislation, certain activity is going to occur. All the department can do is give a 

fiscal note based on the current information of what the tax types bring in, He believes there will 

be some positive impact because of this, exactly what it will be, he can't predict. 

(Meter 3081) REPRESENTATIVE CARLSEN, District 41, sponsor of the bill testified on the 

bill. He felt it was important to look at the corporate income tax structure. There is an agreement 
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that a reduction of the tux rntei;. , . positive for business growth in ND, He docs not always agl'ec 

with the methodology but does agree that the concept needs to be addressed and should be a long 

term goal of the state lo make a direction towards reducing the tax rate, He talked about an 

analytic meeting in which the major points of discussion was what effects the tax rates have upon 

the states, Obviously there were a number or states that do not have income tax at all, personal 

nor corporate, On the other hand, they have other tuxes that off set their revenue needs. There 1s 

no inllux of people flocking to their states, The only time there was additional growth was when 

both areas of tuxes were lowered it had u posili ve note, Last session they coupled the personal 

income tax and that did a couple of things, it eHtublishcd our own rates for ND and it maintained 

our revenue l1 use, If you talk to people who filed out tax this year, their taxes went up because 

the federal government cut their personal income tux rate and when we decoupled, ours didn't go 

down, they stayed at the same rate we established lust time, The revenue neutrality question is a 

good one, It is hard to maintain revenue nr.utrality and have a lower rate, The things need to look 

at are net operating loss, number of brackets that arc in the bill, the question of perception is 

reality. If we publish a IO ½ % rate, or if somebody averages our rate to 6.8%, do the businesses 

read that? If you talk to the Economic Development people, they say yes, they read that and it 

does have an effect. He feels this i8 a positive move and would like to see this move continue, He 

feels that need to protect the revenue stream, so either they need to misc the tax or take away 

exemptions. He attempted in an earlier bill to lowe1· the rate but took away the exemption that 

retailers get for filing their sales tax with the state, The room was full of people who said that 

was not a good idea, He feels that if the state loW;!l'S the taxes, it should be both corporate and 

the individual income taxes, 
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(Meter 3645) SENATOR SCI-IOBJNGER asked if the lax department knew what the t~UITcnt 

effective tax rates me? REPRESENTATIVE CARLSEN statetl that 10 Y2 %, is the high and low 

is he doesn't know that rule, (Meler 3706) SENATOR SCHOBlNGER stated there was 

complaints from the personal income that llahililics went up and his concern ls ahout what will 

happen next year on this hill. REPRESENTATIVE CARLSEN stated anytime the brackets arc 

changed, and it goes from $50,000 top bruckel to $30,000 top tux brnekcl, there arc goi 11g lo be 

winners and losers. 

(Meter 3840) RON ROSENBERGER, representing Governor's office and the Dcpartmcnl ol' 

Commerce testified on HB 1471, He felt the tax department hus worked extremely hard with the 

private businesses to come up with u good bill dealing with the net operating losses, it has hecn u 

cooperative und long process, This has hccn looked at fo1· about 8-10 years. It is good for 

marketing the state of ND. 

(Meter 3970) SENATOR SCHOBINGER asked is the reality ol' this bill is simply an attempt to 

change what we percei vc lo be u high corporate income tux? RON ROSENBERGER stated yes, 

the Commerce department as well as the tax department secs studies listing ND at 10 V2 % , They 

do not look into farther us sight selectors and do not take into consideration of the federal 

deduction which brings it down into the 7% or lower area. 

(Meter 4097) SENATOR SCHOBINGER uskcd if'there arc specific numbers of industries or 

businesses that are paying the top corporate rntc in ND that show us this will be a tax cut for 

them? (Meter 4150) RON ROSENBERGER doesn't have the information, the tux department 

may have some basic information on that. RICK CLA YBURGH stated the tux department hus 

run many analysis on how this impacts the various tax payors. On this current proposal, the tax 
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department has identified the top 8 winners and losers. Anytime there arc changes in tax code, 

there is going to be somebody who pays differently that before. On this particular program at 

7%, the tax department ran an analysis of the top 25 who will pay more liability and the 25 who 

will be paying less. Those would will be paying more liability, except for the top 4 or S, all the 

rest will be less that $5,000 liability increase. The percentages are quite small. The list of names 

are confidentiality. 

(Meter4421) SENATOR ANDRIST made a motion of a DO PASS with SENATOR BOWMAN 

seconded. 

Discussion 

(4433) SENATOR SCHOBINGER stated his wish was not to pass this bill. For the majority of 

tax payers, it would be a tax increase. This bil1 is effectively increasing the corporate income tax 

in ND. This is not going to help change the problem in the state of losing people from this state, 

(Meter 4582) SENATOR BOWMAN stated if it is going to raise the rate, why would there be a 

negative fiscal note? SENATOR SCHOBINGER stated it will raise the rate. It shows a negative 

$544,000 and that is why he asked for the working papers on it. That is why he asked for the 

effective rates of the top brackets. 

(Meter 4800) SENATOR ROBINSON stated that perceptions becomes reality. He feels that they 

need to look at the packet of taxes. There isn't anyone who wants to come to a state that has 

quality infrastructure, Taxes are important but infrastructure and quality of life, are one number. 

We are low in worker's comp, low in unemployment compensation, and other factors that play 

into our ability and inability to sustain a strong economic growth in the state, 
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(Meter4895) SENATOR MATHERN stated the questions ruised by SENATOR SCHOBINGER 

are serious questions and questions of the fiscal note. Any input from legislative council on the 

fiscal note? 

(Meter 4987) ALLEN KNUDSON stated that Legislative Council has not reviewed the fiscal 

note and do not do analysis on fiscal notes. 

(Meter 5025) RoJJ was called on a DO PASS with a vote of IO yeas, 3 nays, and l absent. The 

bill will be carried by the Finance and Tax committee, SENATOR WARDNER. 

CHAIRMAN HOLMBERG closed the hearing to HB 1471. 

,J 
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Summary of House Bi/11471 

• Section 1 reinstates the federal tax deduction for financial institutions 

• Section 2 repeals the federal tax deduction for corporations 

• Section 3 imposes a reduced, flat rate (to be amended into brackets) 

oJ .l tLA.I ~ l· )/ 

J-J9- l?~ 

o The proposed amendment from a "flat rate" to "brackets,, are fiscally 

equal to the flat rate contained in the bill as filed (i.e. replacing the flat 

rate with the brackets ranging from 2.1 % to 7.2% maintains the overall 

revenue-neutrality of the bill) 

o A top rate of7.6% would be needed to be "revenue neutral" without 

the sales tax base broadening contained in HB 14 71 

• Sections 4 and 5 impose the sales and use tax on newspapers and magazine 

subscriptions 

• Section 6 repeals the water's edge optional filing method and repeals the sales and 

use tax exemptions for newsprint and ink. 

• The corporation income tax provisions are expected to reduce corporate income 

tax by an estimated $4.1 million per biennium 

• The sales tax base broadening is expected to increase sales tax revenues by an 

estimated $4.1 million per biennium 

• A small portion (8%) of the additional sales tax revenue from the base broadening 

will go to the state aid distribution fund 

• Because corporations pay a year's tax liability over nearly three years, the general 

fund will receive the new sales tax revenues slightly sooner than it will ulose" the 

corporate revenues. This timing differential helps to offset the component of the 

sales tax base broadening "lost" to the state aid distribution fund 

.J 
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HB 1471 
House Finance and Taxation Committee 
Jan.22,2003 

Chairman Belter and Members of the Committee, 

I'm JIii Denning Gackle, general manager of BHG Inc., a group of 1 i newspapers In west 

central North Dakota, Although we don't own any of your newspapers, we have newspapers that 

are slmllar In size and content to your Cass County Reporter1 Towner County Record-Herald and 

Herald-Press of Harvey and Fessenden. The newspapers we manage are from New Town, 

Parshall and Velva ti'.> Center, Turtle lake and Washburn, each with 600 and 3,000 subscribers. 

We employ more than 80 people, so by the looks of It, we must be doing well enough to 

send a llttle on to the state, Not so. Removing the tax exemption on newspapers would cost our 

11 newspapers a total of between $30,000 and $35,000 each year. As If that Isn't enough to 

worry about, we also are going to have a substantial hike In the unemployment tax this year and 

our property Insurance Is going up about $8,000. We have more subscribers dying than having 

babies and we work hard to keep every single business on our Main Streets. 

Doing business In rural North Dakota gets harder every day. And now the sponsors of 

this blll want to tax newspapers In a specific bill that only names newspapers. It doesn't name all 

the other things that aren't taxed - like prescription drugs, farm chemlcals, Insurance premiums, 

Bibles, artificial teeth, eyeglasses, aircraft and tickets to church suppers. 

It's simply not fair to try to lower the corporate income taxes for all businesses and then 

remove the sales tax exemption for Just one type of business, The governor has stated that he 

wants to help rural North Dakota survive. By singling out the mainstays of rural North Dakota -

the state1s newspapers - It will make It morl:) difficult for our communities to survive. 

If this tax wera removed, we would cut two to three employees from our business 

because we Just can't pass any more on to our customers. 

Don't slngle out newspapers. Don't tax us anymore than we're already taxed. Above all, 

please vote no on HB 1471. 

Thank you for listen Ing, I'll be happy to answer any questions you might have. 

J 
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TESTIMONY BEFORE THE 
HOUSE FINANCE AND TAXATION COMMITTEE 

HD 1471 
January 29, 2003 

Mr. Chairman and members of the committee: 

I'm Roger Bailey, executive director of the North Dakota Newspaper Association, and 
I'm here to speak in opposition to House Bill 1471. 

For almost 25 years, I was the publisher of the weekly newspaper at Rolla, and still have 
an interest in that newspaper and in North Central Printing at Rugby, a central printing 
plant owned by the newspapers in Harvey, Rugby, Cando, Bottineau and Rolla. 

The implementation ofHB 1471 could have dire consequences on the operations of the 
newspapers printed at North Central Printing, In addition, to the newspapers of its 
owners, North Central Printing also prints the Canington and Minnewaukan newspapers, 

In 2001 and 2002, North Central Printing purchased an average of $92,288 worth of 
,.-.......__ newsprint and ink which would require a sales tax of $5537.28 ifHB 1471 passes. 

L 

The seven newspapers printed at North Central Printing would also face a sales tax Qf 
approximately $21,528 if the tax is applied to the sale of newspaper subscriptions and 
single copies, 

These are substantial increases in the cost of operations for all of North Dakota's 
newspapers. In some cases, the costs would need to be passed on to advertisers and 
readers. In some cases, notably with the sale of newspapers from vending machines, that 
won't be possible and the newspapers will have to absorb the taxes. 

At a time when most of North Dakota's small towns are diminishing in population and 
the number of businesses declines as well, it will be difficult for the newspapers to . 
increase their advertising rates to cover the proposed taxes. In essence, an increase in 
truces will hasten the demise of many small North Dakota communities who rely on the 
newspaper as the primary fonn of community communication, 

The North Dakota Newspaper Association represents 80 weekly and 10 daily newspapers 
in North Dakota. Among the 80 weekly newspapers are 25 with a circulation of 1,000 or 
fewer copies each week. The increase could be difficult for all of North Dakota's 
newspapers and particularly devastating to the smallest newspapers like those in Aneta, 
Carson, Center, Drayton, Edmore, Fordville, Gackle, Hatton, Larimore, McVille, 
Medora, Michigan, Northwood, Parshall, Turtle Lake, Underwood, Westhope, Edegely, 
Olen Ullin, Kulm, Litchville, McClusky, Velva and Walhalla. 
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HB 1471 presents a series ofufaimess" questions. 

Is it fair to single out newspapers as the only exemption in current law to be removed? 

Is it constitutional to impose a tax that essentially would be a levy on the free flow of 
infonnation in our society and is therefore contrary to the public interest? 

Is it fair to require newspapers to pay a tax for the distribution of its product while other 
fonns of communication such as radio, tekwision and direct mail would not be subject to 
the tax? 

Would adding a six percent tax on subscriptions discourage newspapers from maintaining 
and increasing circulation, thus hurting the overall economy? Fewer newspapers in 
circulation would hurt retail merchants who rely heavily on newspaper advertising to get 
their message out to potential customers. 

If newspapers pay a tax on newsprint and ink, is it fair to tax the product a second time 
when a tax is also assessed on the sale of the individual copies of the printed newsprint? 

Will taxing newspapers and their advertisers out-of-business help sustain North Dakota? 

On behalf of the members of the North Dakota Newspaper Association, I ask that this 
committee vote "Do Not Pass,, on HB 1471. 

If you have any questions, I will make every effort to answer them. 

Thank You. 

( 

.J 



( 

..... 

Wednesday, January 29, 2003 

House Finance and Taxation Committee 
HB1471 

Chairman Belter and Committee Members: 

My name Is Dave Bundy, and I'm editor of The Bismarck Tribune. I appear today in 
opposition to this bill, 

We have concerns with HB1471 as it applies to newspapers as a buslness as well as an 
outlet for public Information and a voice for the community. Our chief concerns are 
these: 

• The bill, as written, singles out newspapers and magazines! effectively forcing us 
to foot the blll for an overall corporate Income tax break. The Tribune Is wllllng to 
shoulder Its fair share of the tax burden but opposes newspapers as a group 
being targeted. 

• Initial analysis shows the corporate income tax break the Tribune would receive 
wlll not offset the additional cost of the bill. Other papers' analyses show similar 
findings. 

• Being forced to pay this new tax could affect the number of people newspapers 
are able to employ and papers' ability to serve the public. 

• Levying this new tax puts newspapers at a relative competitive disadvantage with 
other media outlets - namely TV and radio - In terms of operating expense 
and, therefore, advertising rates, where newspapers might be forced to look to 
recoup some financial losses. 

• Collection of sales tax on newspapers sold poses enormous compllcatlons due to 
the variety of ways the paper Is dlstrlbut.ed and clrculatlon revenue collected. In 
some places, young paper carriers woulr.l be forced to collect and track sales tax, 
Vending machines could not be retooled to accommodate sales tax, so 
newspapers would eat the tax expense associated with papers sold In many, If 
not all, news rack and retall locatlons, 

• Newspapers would have to pass added expenses on to the public or cut back 
their operations. Raising prices and advertising rates discourages customers and 
readership. Cutting back operations translates Into a less Informed community. 

• Finally, a blll that specifically targets newspapers poses a threat to the operation 
of a free press and Is at odds with the F'lrst Amendment. Any leglslatlon that 
hinders the exchange of Ideas and public information does a disservice to 
democracy as a whole. 
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January 29, 2003 

HOUSE FINANCE & TAXATIONCOMMITTEE 
HB 1471 

CHAIRMAN BELTER AND COMMITTEE MEMBERS: 

My name Is Jack McDonald. I'm appearing here today on behalf of the North 
Dakota Newspaper Association, We oppose HB 1471 for several reasons and ask that 
you give It a do not pass, 

First, the bill ls simply not fair. It balances an across the board corporate Income 
tax cut on the backs of just one Industry In the state ... an Industry that will feel the brunt 
of this bill In two or three ways. This bill eliminates the lowest, 3% tax bracket for North 
Dakota corporations In favor of a flat rate of 6. 73%, 

As you've heard, more than 25% of North Dakota's weekly newspapers are small 
corporations now paying In this 3% bracket who will not only have to pay more sales 
tax, but will also have to pay more Income tax. And, It will hit the other small businesses 
In North Dakota's small towns that these newspapers serve. Meanwhile, the state's 
biggest corporations In the state's biggest cities will pay less tax. 

Secondly, the sales tax Is particularly hard to administer for the newspaper 
industry because of news racks and cross border sales for newspapers In -cities 
adjacent to Minnesota, particularly Grand Forks, Fargo and Wahpeton. Because of the 
news rack problems, our best estimate Is that North Dakota newspapers would have to 
pay approximately $185,000 out of their own pockets since they won't be able to collect 
it from their customers. 

Thirdly, there Is a real question about how much money this would raise. While 
we haven't had time to do a thorough review, quick research Indicates a tax on 
newspaper sales would bring In anywhere from $4 mllllon to $5 mllllon per year- or 
much more than the Tax DepartmEmt's estimate. The sales tax on newsprint and Ink 
would probably bring In an addltlonal $750,000. 

Finally. we don't believe the elimination of the sales tax exemption on the 
purchase of newsprint and.Ink Is legal. The North Dakota Supreme Court, In a 1966 
decision I've attached, Indicated that newsprint and Ink comes within the statutory 
definition of property used In processing and thus was exempt under state law from the 
use tax. That law Is stlll In effect In North Dakota, 

The ,newspaper Industry Is willing to share Its tax load along with att other North 
Dakota businesses, but we respectfully feel that It Is not fair to expect it to shoulder a 
tax reduction burden -alone. Singling out newspapers In this way could well have First 
Amendment Implications. We respectfully request a do not pass. If you have any 
questions, I wlll be happy to try to answer them, THANK YOU FOR YOUR TIME AND 
CONSIDERATION. 
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"'903 147 N.W.2d 903 

Supreme Court of North Dakota, 

The BISMARCK TRIBUNE CO,, a corporation, Forum Publlshing 
Co,. a oorporation, Grand Forks Herald, Inc:., a 

corporation, and the Minot DaJJy News, 
Inc,, a corporation, 

Plalotf trs and 
Respondents, 

v. 
Lloyd OMDAHL, as the Tu CommJssloner or the State or North 

Dakota, Defendantand Appellant. 
No, 8223. 

Oct, 20, 1966, 

Declaratory judgment proceeding. The District Cou.rt. Burleigh County, Cliford Jansoniua, J., held that 
purchase of newsprint tn Canada and purchase of ink in states outside of North Dakota, which newsprint was used by 
publishers in publication of newspapers, were not subject to state use tax, and appeal was taken. The Suprnme Court, 
Strutz, J., held that newsprint and ink came within statutory definition of 'property used in processing' which was 
tangiblo personal property that became component part of other tangible personal property intended to be sold at retail, 
and were exempt from payment of use tax under statute providiT'.g for imposition of use tax upon tangible personal 
property purchased for storage, use, or consumption, 

Judgment affirmed. 

We!t Headnote• ,.-.., 

f : ( 1] Taxation ~ 1245 
371---

371XV1 Sales, Use, Service, and Gross Receipts Taxes 
371XVI(B) Tax Liability and Exemptions 

371XVI(I3)1 Transactions Taxable in General 
37 lk1244 Purpose of Use or Consumption as Affecting Taxablllty 
371k124S Manufacturing or Processing, Use or Consumption In: Incorporation in New 

Product. 

(Formerly 238k1S,1(10)) 
Tangible personal property used in business of manufacturing any article. which tangible personal property 

becomes Integral or compon-,nt part of the personal property manufactured, compounded, or produced. Js exempt from 
state use we, NDCC 57-02-07, 57-39-01, subd. 2, 57-40..01, 57-40-02. 

(2] Taxation ~ 1245 
371 ...... 

371XVI Sales, Use, Service, and Gross Receipts Taxes 
3 7 lXVI(B) Tax Liability and Exemptions 

371XVI(B)1 Transactions Taxable ln General 
37lk1244 Purpose of Use or Consumption as Affecting Taxab!Uty 
371k124S Manufacturing or Procesains, Use or Consumption In: lnc:orpora~on in New 

Product, 

(Fonnerly 238k15,1(10)) 
Contention that newspaper was service which was based, to a degree. on theory that after it had been read It had 

no further value or use wu not valid basis for determining nature of product resulting from i,ublication or a newspaper 
for purposes of whether newsprint and ln;k purchased therefor were subject to state uso tax, NDCC 57-02°071 57-39-01, 
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subd, 2, S'l-40-01, S7-40°02, 

(3) Taxation ¢"='1241.1 
371 ·--· 

3 7 lXVI Sales, Use, Service, and Gross Receipts Taxes 
371XVI(B) Tax Liability and Exemptions 

371XVI(B)l Transactions Taxable in General 
371k1241 Goods or Property Involved 
371k1241.1 In General. 

(Formerly 37lk1241, 238k19(3)) 

[See headnote text below] 

[3J Taxation ~ 1245 
371-

371XVI Sales, Use, Service, and Gross Receipts Taxes 
371XVI(B) Tu Liability and Exemptions 

371XVl(B)l Transactions Taxable In General 
37lkl244 Purpose of Use 01· Consumption as Affecting Taxability 

Paee 2 

371k1245 Manufacturing or Processing, Use or Consumption Tn; Incorporation in New 
Product, 

Pact that no sales tax ta paid on newspapers does not necessarily mean that use tax is imposed on items which 
arc used in processing or newspapers, if such items arc exempt from such tax by provisions of state use tax. law, NDCC 
57-02..07, 57-39-01, subd. 2, 57-40-01, 57-40-02. 

[4) Taxation ~ 124S 
371 ---

371XVI Sales, Use, Service, and Gross Receipts Taxes 
371XVI(B) Tax Liability and Exemptions 

371 XVl(B) 1 Transactions Taxable in General 
37 lk1244 Purpose of Use or Consumption as Affecting Taxability 
371k1245 Manufacturing or Processing, Use or Consumption In; 

Product. 

(Formerly 238kl S, 1(10)) 

Incorporation in New 

Newsprint and ink purchased by publisher of newspaper came within statutory definition of 0property usi,d in 
processina" which wu tan&ible personal property that became component part of other tangible personal property 
intended to be sold at retail, and wore exempt from payment of use tax under statute providing for imposition of use tax · 
upon tangible person&! property purchased for storage, use, or consumption. NDCC 57-02-07, 57-39-01, subd, 2, 
57,-40-01, 57-40-02, 

*904 Syllabus by the Court 

1. The newsprint and ink purchased by a publisher of a newspaper come within the definition of 'property used 
in processing,' and are exempt from payment of use tax under statutes now in effect in this State. 

2. For reasons set forth in the opinion, the judgment of the district court is 11ffinned, 

Wattam,. Vogel, Vogel, Bright & Peterson, Fargo, and Shaft, Benson, Shaft & McCoruli Orand Forks, for 
plaintiffs and respondents. 

Helgi Johanneson, Atty, Gen., and Joseph R. Maichel and Kenni:th M, Jakes, Sp. Asst, Attys. Gc11,, Bismarck, 
ior defendant and appellant. 
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STRUTZ, Judac (On reassignment). 

The plaintiffs are four newspaper publishers doing business within the State of North Dakota, They seek a 
declaratory judgment, adjudging that the purchase of newsprint in Canada and the purchase of ink in States outside the 
State of North Dakota, which newsprint and ink are used by them in the publication of their newspapers, are not subject 
to the North Dakota use tax, The defendant, on the other hand, asks that the plaintiffs be denied the relief demanded, 
and prays that the court adjudge that sales of newspapers, printed by the plaintiffs, be declared to be sales of a service, 
and not sales of tangible personal property, and that for that reason such sales are ex.empt from the North Dakota retail 
sales tax. The defendant contends that sales of the newsprint and the ink to the plaintiffs for use in their bu~iness of 
publishing newspapers are sales to the plaintiffs of tangible personal property, purchased at retail for storage, use, and 
consumption in this State, and that such sales are subject to the North Dakota use tax. 

The issues involved on this appeal, briefly stated, are whether the sale of a newspaper to a customer constitutes 
a retail sale of tangible personal property within the meaning of the North Dakota sales a.nd use tax statutes, or whether 
it is a sale of a service, If the sale of a newspaper to a customer constitutes a retail sale of taosible personal property, 
even though such sale Is exempt from sales tax, then the sale of newsprint and ink to the plaintiffi for the purpose of 
printing and pubUsbing newspapers would not be subject to the North Dakota UH tax, If, however, the sale of a 
newspaper to a custonier 0omtituto1 •905 sale ot a service, and the sale of newsprint and' ink constitutes a rttail sale, 
auch sale would be subject to the North Dakota uac tax, 

The plaintiffs raise the further question or whether the imposition of a use tax on newsprint purchased by the 
plaintiffs in Canada-if the sale of such newspaper is held to be a service-would violate Article I, Section l 0, clause 2 
of the United States Constitutio11; which prohibits tl,e States, without the consent of the Congress, from laying any 
imposts or duties on imports or exports. except what may be absolutely necessary for ex.ecuting its inspection laws, 

The following are North Dakota statutes pertinent to the issues in this case: 

Section 57-40--02, North Dakota Century Code, aii amended, provides: 

'An excise tax is imposed on the storaae, use, or consumption in this state of tangible personal property · 
purchased at retail for storage, use, or consumption in this state, at the rate of two and one-quarter percent of tho 
purchase price of such property. • • •' (Chap, 399, 1963 S.L.) 

The tcnn 'we' is defined by our statute as follows: 

'2, 'Use' shall me1111 the exercise by any person of any right ot power over tangible personal property Incident to 
the ownership or poaacasion of that property, except that it shall not include processing, or tho sale of that 
property in the regular courso of business. • • •• (Sec, S7 .. ,4Q .. Q1(2), N,D,C,C,) 

'Property' is defined by our use tax statute as follows: 

'3. Property use in 'processing\ as that tenn ls used in subsection 2, shBl1 mean any tangible personal property 
including containers which it is intended, by moan, of fabrication. cornpoundins, manufacturins, producing or 
germinatio11t shall become a1,1 integral or an ingredient or component part of other tangible personal property 
intended to be sold ultimately at rctaili • • •1 (Sec, 57--40-01(3), N,D,C,C,, as amended by Sec. 2 of Chap, 
364, 1961 S,L,) 

Our statutes de.fine wbo lll'e included in the term 'manufacturers,' Section 57-02-07 provides: 

'Bvery person who purchases, receives, or holds personal property of any description for the purpose of adding 
to the value thereof by any process of manufacturing, t'e!tining, rectifying, or by the combinatiou of different 
materials, with a view,of ma.ldng aain or proflt by so doing, shall be held to be a manufacturer, • • •1 

A 'sale' is defined as follows: 

Copyright (c) West Group 2002 No claim to original U.S. Oovt, works 



147 N.W.2d 903, Bismarck Tribune Co, v, Omdahl, (N.D, 1966) P11e4 

12. 'Sale' means 11ny transfer or title or possession. exchange or barter, conditional or otherwise, in any manner 
or by any means what.soever, for a conaidemtion. and includes the fumishin,1 of services relating to personal 
property, the furnishing or service of steam, gas, electricity, water, or communication, the furnishing of hotel, 
motel, or tourist court accommodatioos, the furnishing of tickets or admissions to any place of amuacment, 
athletic event or place of entertainment including the playing of any machwe f'or amusement or entertainment in 
response to the use of I coin, and sales of subscriptiona to magazines and other pcriodkals rcaardlesa of 
whether or not such magazines or periodicals arc to be delivered in the future and regardless of whether or not 
they arc in exJstcnce at the time of the sale of any subscription: provided that the words 'magazines and other 
periodicals' as used herein shall uot include newspapers nor shall they include magazines or periodicals that are 
furnished free by a noaprofit corporation or organization ot its members or because of payment by its members 
of membership fees or dues:•• •1 (Sec. 57-39-01(2), •906. N,D,C,C ,, as amended by Chap, 399, 1963 S.L,) 

[ 1] Thus our law provides that tangible personal property used in the business c,f manufacturing any article, 
which tangible personal property bcco11'..es an integral or component part of the persc,nal property manufactured, 
compounded, or produced, iD exempt from use tax. 

[2] The question to bo determined, therefore, is whether a newspaper, when printed. is tangible personal 
property or whether, u urged by tho appellant, it is merely a service, Webster's Third futcrnational Dictionary defines 
'personal property' u 'property ,other tbaA real property conaistina m general of things te·mporary or movable Including 
intangible property,' Tbw 'tang,ible' personal property would be porsonal property that ctm be touched or handled. The 
argument of appellant that a newspaper i1 a service ii based, to a dearee, on the fact that after It bu been read it has no 
further value or u.e. That hardly seems to be a valid buis for detcrminina the nature of the produQt resulting from the 
publication of a newspaper. If tho fact that -'uch product cannot be used after it has been read should be the dctonnining 
factor, hwuircds of items, such as paper towels, paper napkins, paper cup1, and similar articles would have to be classed 
as services rather than personal i,roperty, 

The Supreme Court of California has specifically held that newspapers are personal property. Bigsby v, 
Johnson (Cal,), 99 P.2d 268. See also State v. Advertiser Co,, Inc,, 257 Ala, 423, 59 So.2d S16, in which the court 
holds that a newspaper, when printed or published, is ta.ugible personal property, Newspapers can b4 -stolen. and clearly 
are tangible personal property, 

[3] It is true that the definition of a 1salc1 in the !1ales tax law specifically exempts newspapers &om that tax. The 
fact that no sales tax is paid on newspapers does not niecessa.rily mean that a use tax is imposed on the items which are 
used in the processing of the newspapers, if such items are ex.empt from such tax by tho provisions of the use tax law. 
Are the newsprint and the ink tangible personal property used in the manufacture or production of other tangible 
property intended to bG sold at retail, under Section 57 .. -40-01(3). North Dakota Century Codo, as amended? We 
believe it cannot bo denied that the newsprint and t1u, ink purchased by the pla.intim arc combinisd by the procoas of 
printing and publishing into tanaible personal property, the newspaper, Tho nowaprint and the ink become ingredient or 
componeut parts of the newspapor, the product produced. 

(4] We holdt therefore. that newsprint and ink arc ingredients and component parts of the tangible personal 
property produced, and thus como within the definition of 'property uaed in processing.' end exempt from use tax under 
tho law above set forth. 

Tho judg~nt of the district c'ourt Is in an things affirmed, 

TEIOBN, C.J,, and ERICKSTAO and KNUDSON, JJ,, concur, 

MURRA V, J., not being a member of the Court at the time of submission of this case, did not putieipatc, 
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North Dakotafiler: ___________ _ 

Income Year Ended: -----------
This Schedule is being compfeted for: _____ _ 

(Coq>oration Name of the Water's Edge Member} 

t) 

North Dakota Domestic Disclosure Spreadsheet 

Summary Schedule Of State Tax Computations 

) 

Norih iJakoia 
Schedule OOS-2 

Schedules DDS-2. ~ 2B mid 2C mast be completed for BS<h member or the water's edge group. and for each stale whece the member hn a presence., reptdleH of whether or not that slate assesses a 
tu according to or measured by Income. 

{a) {bJ {e) (d) (e) 

Net:Iru::ome Nctlncome 
Filing &fi>(e State AfterStare 

State Filer Name' Meth_,.;, AmUSUIJCUIS A -
·-

{f) (g} (b) (i) (J) (Jc) (0 
Nonbusiness Nonbusiness 
!.ncome/Loss Income/Loss Siare I AUocatedout Business Apportionment Allocated to Income State Destinarion 

I oftheState' Income' Pen:enta.re7 the.StateS 

' Enter-the Filer Name from Schedule DDS-2A. Column (b) 
• Enter the Fumg Method fiom Sclicdole DDS-2A. Column {c) 
s En!Q-amountfiom Sc::hcduleDDS-2C, CollllllJl (d) 
~ Collllilll {e) minllS Column (f) 

Total• Tax Llabifnv S.aJC:SIG 

7 Enter percentage from Schedule DDS-2B. Column (f) 
1 Enter amount from Sc:hedule DOS-2C, Column (e) 
• [Column (g) times Column (b)] plus Colmnn (i) 
io Enter amount fiom Schedule ODS-2C. Colmnn (g) 

, 
to 
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North Dakota Fifer: ____________ _ 

Income Year Ended: ___________ _ North Dakota Domestic Drsclosure Spreadsheet 

This Schedule is being completed for:.______ State Reporting Methods 
{Corporatioo Name of the Water's Edge Member) 

Thfs Schedale must be comp(eted for~ member of the watet's edge group. 
A combined report fs a return In which apportloaahre lncome Includes mora than one corporation. 
A COl1SOIIdded state retmn Is one wtticlt renorm Die sbde tax llabtDtv of more tnan one comaranon Hable to me In that state. 

{a) {b) (c) 

Filing 
State File£Name Methocl'1 

(d) (e) 
If Filing A State Consolidaled 
Return. Corponition Names of 

Corporations Nexus Companies (Taxpayers) 
lnclucied in the Included in the State 

Combined Return12 Consolidated Rctum11 

11 Enter "S"' {Separate Company) or a "C" (Combined). Subdcsign:ations. such as "Cl", "C2", "C3", etc.. are 
necessary iflbere axe multiple combined filings in one state ordiff~tfilings between Slalcs.. (Foraamplc:A 
rme ofbusiness combination may be "Cr or a combillalion consisting of nexus companies may be "C2" -) 

12 Enra-thecocporatioo names from Schedule DDS-l,Column(b) ornumberfrom ScheduJeDDS-1, Column (a). 

North Dakota 
Schedule DDS-2A 
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North Dakota Fifer: ___________ _ 

lncome Year Ended: ___________ _ North Dakota Domestic Disclosure Spreadsheet 

This Schedule is being completed for: _____ _ Nonbusiness Income/Loss And Destination sates 
(Corporation Name of the Water's Edge Member) 

This Sclledule must be campteted for~ IIWJ)be{ of the~ edge group which allocates fqcome or has desUnatlon safes lk1 any slate. 
This Schedule supports column (f), {I) and {I) of the Summary Schedule of 51:ate Tax Computations {Schec!ule DDS-2). 

(al (b} (c) (d) (e) (f) 
Amotmtof 

AmouutofNon- Nonbusillless State(sj in which 
FdcrName Type of busitlcsshlcomdLoss lncome!Loss Income/Loss is 

(From Scbedule Nonbusincsg Allocated out of Allocated to the Treated as Business 
State DDS-2A\ lnmmes'l..oss the St3IE in Column fa\ Slate in CollJDISI (al ~ 

(g) 

Amoontof 
Destination 

Sales 

----.r ~ 

) 

North Dakota 
Schedule DDS-2C 

{b} 
Are Sales in Column (g) 

1mrouoe from 
Taxation Under 

p .L 86--272? 
Yes No 
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North Dakota Domestic Disclosure Spreadsheet 

Instructions 

Who Must Ffle: A corporation electing to use the water's 
edge method must file a domestic disclosure spreadsheet 
if the affiliated corporations as a group have property, 
payroll or sales in foreign countries exceeding ten million 
dollars and assets everywhere exceeding two hundred fifty 
million dollars. 

Time For Fillng: The domestic disclosure spreadsheet 
must be filed by a corporation with its North Dakota 

the due date of the return, including extensions. The 
Office of State Tax Commissioner will notify the 
corporation if the request for additional time is granted; 
however, this additional extension of time may not exceed 
one hundred twenty days from six months after the due 
date of the return, including extensions. 

,.,...-iQ_come tax return in the initial year of the water's edge 
iction and every third year thereafter while the election 

· -..• ~mains in effect. 

Where To File Or Obtain Additional Forms And 
Instructions: The completed domestic disclosure 
spreadsheet, written requests for additional forms and /""''''"\ 
instructions, and written requests for extensions of time , 1 

should be addressed to the Office of State Tax 
Commissioner, State Capitol, 600 E. Boulevard Ave., 
Bismarck, ND 58505-0599. 

L 

Extension Of Time For FJling: If the information 
required to be reported on the domestic disclosure 
spreadsheet is not available when the return is filed, a 
corporation may file the domestic disclosure spreadsheet 
within six months after the due date of the return, 
including extensions. If the aforementioned time 
deadlines cannot be met, a corporation must submit a 
written request for an additional extension of time to the 
Office of State Tax Commissioner within six months after 

Additional fonns and instructions may also be obtained 
by calling 701-328~2046. 

FaJlure To File: The water's edge election is not complete 
w1tit the completed domestic disclosure spreadsheet is 
filed with the Office of State Tax Commissioner. 

AddltJonal Information R~gardJng The Water's Edge Method And The Domestic 
Dtsclosm·e Spreadsheet Is Contained In North Dakota Century Code ch. 57-38.4 and 
North Dakota Adminfstradve Code ch. 81"03 .. os.2. 

w 

· · · ---·-·· ----·· ---~---·-···· ·d· -~--i-t -~ t Modern Information systeMS for mfcrofl lmlng and 
The mlorographfo Images on thl s f Hm are 11eourate hepphrodl1ct lophns, of P~~~:~as rne!uv!~anda~ds of the Amert can National Standards JnAtltute 
were filmed In the regular course of bualneH.h Tflelmedot1°gr11e a~ve h leu legible then thh Notice, It Is due to the quality of the 
(ANSI) for archival mloroftlm, NOTICl!I If t e mag . 
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Need help? 
Vis/tour 

Web site at: 

www. 
. ndtaxdepartment. 

com 

/ 

L 

North Dakota Office of State Tax Commissioner 

Corporation Income Tax 

Rick Clayburgh 
Tax Commissioner 

{l'Ja,) 1 i of/59 .u cP 
IJf3 /L/'11 ' 

Form 40 
Form 40-UT 
Form 40-ES 

Forms and Instructions 

As you prepare yow- North Dakota corporation income 
tax return, please consider the following: 

• H!lw Must Fik Corporations engaged in business 
in North Dakota or having sources ofincome from 
North Dakota must file a North Dakota Corporation 
Income Tax Return, Fonn 40. 

A corporation which files a Federal Form 1120S as a 
small business corporation must file a North Dakota 
Small Business Corporation Income Tax Return, 
Form 60. 

Financial institutions {See North Dakota Century 
Code ch. 5 7-35. 3) located or doing business within 
North Dakota must file a North Dakota Financial 
Institution Tax Return, Fonn 35. 

Please remove label and attach It to your return 

" " 
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1 North Dakota Office of State Tax Commissioner 
I 2002 Form 40-UT llllll llll 1111111111111111111 7 

Nall11' a~ sh,111'111111 1cl11rn Federal employer I.I>. 

[D-! l ! l 1111 

derpayment of estimated North Dakota Income tax by· corporatl6'r11,, 
For the tax vear beginning _____ _ ___ and ending ____ _ 

If a corporation's estimated Income tu payment for anv quarter ( Including overpayment credits from prior quarters) Is less than 90% 
of the quarterly Income ta)( llablllty or Is less than the prior year's North Dakota Income ta,c llablllty divided by four, It wlll be required 
to complete Form 40-UT and attach It to the North Dakota Corporation Income Ta)( Form 40 when filing. 

1 Net income Lux liuhility • From 2002, Form 40, (If SS,000 ar ,~.-..~, do ,wt complC'IC' form) 

2 90% of'linc I 

3 Prior year's net income tax liability - From 2001 Form 40, line 19 (If $5,000 or les.~, do nol complete form) 

B111cr in columns A through D the installment dates 
that correspond lo the 15th day of the 4th, 6th and 
9th months of lhc taxable year, and the first mlJnth 
of the following year 

4 Enter 25% of I inc 2 or line 3, whichever is less, in 
column A through D 

5 (a) 2001 overpayment credited to 2002 tax 

( b) Amount paid for each quarter 

( c) Overpayments. See line 7(h) 

6 Add lines S(a), S(b), and S(c) 

A 

Rem■lnln; llnes for 
column A must be 
completed before 
proceeding to 
Column a, c ■nd D, 

8 C 

,,-.;;.__7 {a) Underpayment. (line 4 lcss line 6) Ifunderpay-
1 I ment computed, see line 11 below. 

I 

,_,,-, (b) Overpayment. (line 6 less line 4) Enter here 
and on line S(c) above, in the following quarter 

8 Interest (See Form 40-ES Jnslructlon) 

9 Total interest (Add line 8, columns A-D. Enter on 2002 Form 40, on line 2 J a) 

10 □ Check this box if the corrtputed underpayment results from recurring seasonal Income, as defined under IRC Section 66SS(e) 
of 1986, as amended, 

110 Check this box if the computed underpayment results from using the federal annuulization method, 

/ 

If eilher Box 10 or 11 is checked, Interest on the underpayment(s) should not be computed or paid. Attach a copy of Federal 
Form 2220 (Including the worksheet In the /nslrucllons lo Federal Form 2220), 

L 

... 

D 

_J 

L 
J 
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~ 2003 North Dakota Form 40·ES 

/ 

----------··--·---------------~-----· 
North Dakota estimated income tax for corporations for the 2003 taxable year 

. General Instructions 
'· ' ,,,, . 

•• 110 must pay estimated ta>< 
b1i111at1•d inl'ome 1ux musl he paid ii 11 

rnrprnulion's net im·omc tax )iuhilily nin 
rcasonahly he expected In exceed fil'e 1liou~and 
dollurs I is,000) for the tuxublc yc111· 1rnd the 
previous year's hit·ome tax liability exceeded rive 
lhtH,sund dollars ($5,()()0). 

"Net tux )iuhi!ily" is defined us North Dako111 
income tax due, us shown on the return, computed 
ufter the upplicntlon of ul)owablc credits und 
before the application of estimated income tux 
payments, 

Where to file 
Estimutcd income tnx payments should be mulled 

to the Office of State Tax Commissioner, 6(K) East. 
Boulevard Ave., Dept. 127, Bismarck, ND 
58505•0599. 

Which form to use 
ff payment for estimated income tax is to be nrnde 
by check or money order, the Form 40-ES voucher 
must be used to ensure that proper credit for the 
payment Is applied to the correct account. 

If payment Is to be made using the 
utomated Clearlng House (ACH) credit 

cedures, do not use the Form 40-ES 
1cher, 

Time for flling 
The first estimated income tax payment Is due no 
later than April 15 following the close of the 
calendar year, 

Corpomtlons reporting on a fiscal year basis must 
pay the first estimated tax installment no later than 
the I 5th day of the fourth month following the 
close of their fiscal year. 

1'\;11 It-,, 1ha11 ,111l' 111111111111 lilt· l',11111o11t·d 11h·rn11l' 

la.\ 11111,1 ht• paid 1111h lill' 111,1 111~1all11H'lll. ,11111 
11111, l'ill'il or lhl' thl'l'L' ll'lll,1111111) 1 111,1,dl11w111, <Ill 

1l1l' I ~111 da~ 111 lhl' ,1,111 ,1111111111111 11u111ilh nl lhc 
l,1.,,1hil' Yl'ill, and 1lw fir,111111111h 111 1111· 1,dln11 in~ 
~l',11 

Extension of time to pay estimated 
tax cannot be gl'anted. 

How to pay 

Do not comm Ingle estimated Income tax 
pavments with any other payment to the 
North Dakota Office of State Tax 
Commissioner. 
If payment for estimated Income tax Is 
to be made by check or monev order, 
make It payable to North Dakota State 
Tax Commissioner. 
Payment for estimated income ta)( mav 
be made bv electronic funds transfer. 
Information regarding electronic 
payments can be found on the 
department's Web site at 
www.ndtaxdepartment.com, under 
Corporate Income, Elet.1:ronlc Flllng, 

Amendments to estimated 
income tax 
If It is found that the total estima1ed income tax Is 
more or less than originally determined, amend the 
nex I installment. 

Overpayment of estimated tax 
An overpayment of estimated income lux from the 
prior tuxllble year may be credited to the current 
year's estimated payments. The amount of thr. 
2002 overpayment will be npplied to the first 
installment for 2003, unless the corporation elects 
another installment on Form 40, page I, line 22u, 

Application of estimated incor· 
tax payments · 
,\II pay1rn·111, ,11h111iltl1d a, 2002 l',li11111ll!d llllllllll' 

lax ;111d any Ill l'q111y111c111 ncdilcd from 1hc 200 I 
1111.;uhlc year 11111.,1 hl! n·poncd 1111 1hc 2002 North 
Dakota Coqwration lrll'rnllc Tax Rc1urn Fllrt11 40. 

Understatement of estimated 
Income tax 
Excepl for inrnme l'ompuled using the l'cdcrnl 
nnnuulizution method or income qualifying a~ 
recurring seusunal income, interesl churges will 
apply if the estimated income tax payment for uny 
quarter ((11cl11di11,: m1e1pay111enl cre,/lts fmm prior 
quarters) ls less than 90% of the quarterly income 
tax liubilily or is less thnn the prior year's North 
Dnkola income tux liability divided by four. 

The Underpayment of Estimated North Dakotu 
Income Tax by Corporations Form 40-UT must be 
attached to the North Dukota Corporation Income 
Tax Retum, Forni 40 when filing, The Form 40-
UT is localed within !he Form 40 booklet. 

Interest 
The State Tax Commissioner will notify the 
taxpayer of any lnleresl owed on nny • 
underpayment of estimated Income tax, If desired, 
Interest owe<l may be computed by the taxpayer 
on Form 40-UT and added 10 the 2002 corpol'atlon 
income tax Habllily on Form 40, Page I. InteI"s 
calculated at the rate of 12% per year from '·· '· 
ins1allmen1 due date to the earlier of the date 'it 
estimnted tax is paid or the due date (without 
extension) of the return. 

Exceptions 
If the estimated lax paid on or before each due date 
Is l'Otnputed using the annualizatlon method 
provided In the lntemal Revenue Code of 1986, us 
amended, no Interest Is due. Also, no Interest Is 
due if the underpayment of any lnstullment comes 
within the exception provided In the Internal 
Revenue Code of 1986, as amended, Section 
6655(e) for income qualifying us recurring seasonal 
income, --~ --- -- _,. --........ ------- ..... - - ......... -- ... --- ......... - .......... - --- -- .... -- ..... ------.... 

r 11111111111111111111111111111 
Form 

40-ES 
North Dakota Office of State Tax Commissioner 
Estimated tax payment voucher -
corporation 

2003 7 
1st Installment 

Due 15th d11~• of fourlh 
month of 2003 taxable year, 

0 Calendur year: January I through December .l I, 2003 

D Fiscal year beginning , 2003, 011d ending 
Na111c as shown on North Dakota corporn1lo11 i11cu111c tux 1'l'illl'II 

Mulling address 

city, stale and zip code 

L 
• Do not UH thl1 voucher If paying by means of an Automated Cleulng House 

(ACH) credit. 
• Make check or money order payable to "North Dakol a State Ta)( Commissioner" 
• Mall to: Office of State Ta)( Commissioner, 600 E. Boulevard Ave., Dept, 127, 

Bismarck, ND 58505•0599 

FEIN DJ-I I I I I I I I 
Amount of Pavment $ D,[IT],ITJ:1 ,-------------------11or Tax Oc(lat1111Cnl u.ic only 

( .· 
' 

_J 

L 
._ ... _., ....... h---·· · d d lf ed to Modern Information systems for microfilming end 

The mlorographfc Images on this film are accurate hepphrodrctlo~,ofp~~~~~BBme:tsv!~anderde of the American National Standards lnstitu~• 
were filmed In the regular course of busfnefsa.h \1•lmeJ i~gae a~ve fa leas legible than this Notice, ft le due to th& quality o t • 
(ANSI) for archival microfilm, NOTICU1 I t e 

docwnt being flllllO<I, ~/b/d:i:J '.½'i ~eil 
operator Signature 
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r Form Norlh Dakolc.l Olfkl1 of SldlP ·1 dX Cn111111i~,~~irnw1 IIIJ lll l I IIIIIII I l ll llll Ill ll 7 
40 L01Corporation income tax return 2002 

( 'lil'd, 4 )111': I. J 1 ',1io'11,l.11 \',•,11 l,11,11a11 I .. '110.'. 1h1,111)•h I ln 1•111h,·1 I I. '1111 • 

[) I 1•,ral \'1·a1 l1i•~1111111111! . ·----··- ....... _________ ........ • .'1111.' ,111d v11d11q• 
~---·""."""-------------=-~--::---:-:-~--:~-:---:-:-----·--------;.;..;~.;;__..:,.,.:.;_.;;__.;.:,··;_;· ________ .,_ 

h 11111•1h•11,l11n l'h'II\I' I,,, \l11111111( I util'I 111111111,, 11111 "' 11111111 

► 1111111'111·11'! 

Ye.~ [I N11 U 
lli1h• of l111·11rp11rnll1111 

~=+=ti• ··-----~-------------··•. 
► l-'llu1I t'1•1Urn I ·11\'. S11111•. /q, l 'nd1• l'h, 111,· 11111111>,·1 

Yci.O No 0 
Computation of tax liability 

1 lnco1ne from (Sl'l' i11.Hr111·1i11m· 1111 /'IIJ.!1' 1 lie/im! !'lic'l'ki11g "l'f"'"/11'11111· h,n 1 

► u. 0 h. 0 hi. 0 h2. 0 r O "· 0 
Single C'o111h1nc1I 100% N111th l>uk11111 J\pp11111011111).! Cuq, W11h:1's l:d!!l" I >th,·1 

C:orpuntlc E111ily Rcputl Mcch1Kl Consoliu111cd R1:1um l'u11s11hdall0d lh•111111 Method 

2 Total nddil ions (!i111t•r 1111w11111 fi·o111 S,·IIC'dlll<' SA, lln<' 7) 

3 Tolnl s11blruc1io11s (/:'mer ,111w11111.fi'tJ111 Sdl<'dule SA, li11<' 17) 
4 No11h D11ko111 npportio11uhlc income (S11htmct li11<' 3/1·0111 fir!' sum 11/ /111, .\ I ,111.t} S!'e /11.1·11· 11111111g1• .IJ 

5 Apportionr11c111 Fnt'l<>I' /S<'C' lmtnu•t/1111.1· 011 pa,:e 3) 

6 Income upportioncd to North Dakotn ///11,• 4 multiplied hy //111• .~J 
7 Income allocated lo North Dnkolu _______ less 1clalt•d c.,pt•nst•.~ ______ _ 

8 North Dnkota income (Acid lines r, 1111d 7) 

I, ,kt.ii \'l'lf'lll,ll'I tdl'lllllh'illlOII 1111 

I• 1111•, ., 1.1111111,g 01 1u11l'l1111g 1·,1q1111a1io11" 

► Yl'S O No 0 
I !11,1111",, l'Od~ ( t'r11111 i'cd1•rul rclu111, 

► r·] I I I I I 
Round off to dollars 

(LA) 1 ______ _ 

(LB) 2 ______ _ 

(LC) 3 ______ _ 

4 ________ _ 

( LE ) 5 1-J • ,.___..__..__,.__,___.__, 

6 _______ _ 

(LF) 7 ______ _ 
(LG) 8 ______ _ 

I, F~I ta,c'ded11ction '(S;e· 1,,.,tructit1,ii811 ~;1~)i1•··,.\· .-,., .- , .< ~ _ ... _ .... ____ .. ___ • '•:..• ~•: __ _ • ' ',, ,! , .. ,(~);,~tJ.l".t.iM1tJlidlfff@"•/i. 
10 l!xernption for new and e.'<punding business (See i11slr1t<'lio11s 011 p11~1• .fl (CL) 10 ______ _ 

11 Renaissuncc zone income exemption (S,1e /11s1t·uc1/011s 011 l'"i-!'' 4) (RE) 11 ______ _ 

12 ND income after federal tax deduction und income exemptions (S11h1r,w1 /11s. C), /0 ,11ul I I jhm1 /11. 8) 

~ \" . . J.3 
I · 14 

If ~he amount on llne 12 Is a loss, to forego the carryback period, check the box In Question 101 page 2 

North Dakota loss carryforward (Allaclt work.rheel • See /11.1·1ru,·li1111s 011 /111_!!.<' ./J 
Balance (S11btrac1 l/11e 13 .fJ'um line 12) 

12 ______ _ 

(LH) 13 ______ _ 
14 ________ _ 

. ..,..,.) 15 

16 
17 

18 

19 
20 

21 

Recapture of fcderul ultcn111tivc minimum tux (See /11s11·11£'t/011.1· 011 pagl' 41 

North Dakotn tnxuhlc income (S11btmct //ne /5/i·om line /4) 

Income tax due (See ratc•,1· heloll') (C:1111, . .filing a co11.rnl. re111r11, ('11/e1· 01111. /i'IJ/11 St'/,. CU, ,,,wt /, /11, 17a) 

Tax credits 
Tax credits (E11ter w1101111tfl'o111 Schedule TC, line I I) 

Balance due or overpayment 
Net Income tax liability (Subtract //11e /8,(rum line 17) 
2002 Estimated i11co111c tax payments und payment with extension (See im/1'11r•1/1111.101111age 4) 

If line 19 Is g1•eater than llne 20, enter difference as BALANCE f)ll•: (Enll'r $0 If less thnn $5) 
a. Interest and penalty for 13ulancc Due on line 21 (See i11.1·1111('tlw1s 01111,1~<' ,I) 
b. Total Paymcnl Due (Adel l/11es 11 mu/ 11<1 • Pay lo Nor/I, Dakola Stale fo.l' ( '0111111i,1·Ji1J111•r) 

If pavment Is to be made bv Electronlc Funds Transfer, 
check this box D .Ind enter date of pavment 

22 lrllne 20 Is greater than llne 191 enter difference 1u OVlmPA YMENT (l:'mn SO If le.1-.1· titan $5) 
a, Amt. oflinc 22 lo be credited to 2003 est. tax (M/11. $5) (AJJ/1~1' to q11111·1c•1· /,vi 211d .11·,I 41/,) 
b. Amount oflinc 22 lo be lkfumll'd (Subtral'I line 2211,(mm line JJ Nu 1'!'/i111d 1111dc•1· $5) 

(AN) 15 ______ _ 

(LI) 16 ______ _ 

(LI) 17 ______ _ 

(AZ) 18 

19 _________ _ 
(LN) 20 ______ _ 

(LR) 21 ______ _ 
(LQ) 21a _., _____ _ 

21b ____ _ 

(LV) 22 _______ _ 
(Al) 22a _______ _ 

22b ______ _ 
I dcdatc u11Jct lhc 1ic11alllcs or North Dako!n ('c11tu1y Code~ 12. I• I I ,1)2, which rru~itlcs for al 'lass A 1111s,k111ca1h11 lilt 111nk111u a Jillsc s1111c11~111 ill H ~1111•111111c11111I 11u1Uct, lhal !hi~ 
rccum, lnl!iudlng n11y ucw11111a11yl1111 sd1cJ11les 1111J Ma1c11i;:11ts, fins been cxu111l11cd h)' 111c 1111J to 1hc hcst ol 111:,- k11uwl1•dgc 111111 heller 1s 11 1111c, n111c1'l, 1111111·11m11lclc 1c1un1, 

Date:------- Sl1i11u1mcuromcc1·: ------------------ TIIIL•: ---------------
Date: _______ Sl111111111tc of l'rcp11rcr: _________________ _ 

M•ll lol Offlct of Si11!1• l'u Cuiur11luln11cr, 600 •:. lluulcl'atd A1•c,, l>epl, 111, lll.1111ntk, Notlh l>Mkota ~H~0~-11~119 

Tax Rate Table 
tf the amount on Line 1G Is not over $3,000 , , • , , , , , , , , , , , , , , , , , , 3% 
$ 3,000 to $ 8,000 , , , , , $ 90,00 plus 4.50% of e1«:ess over $ 3,000 
$ 8,000 to $20,000,,, , , $ 315,00 plus 6,00% of e><cess over $ 8,000 
$20,000 to $30,000 .. , . , $1,035,00 plus 'l ,50% of c><ccss over $20,000 
$30,000 to $50,000. , , .. $1,785,00 plus 9,00% of e><cess over $30,000 

L Over $50,000 . , , , , , . , , . $3,585.00 plus 10.50% of excess over 1-50,000 
"011v No,th l>akota 11m,111rts" 

► 

► 

PLEASE DO NOT WRITE IN THIS SPACE 
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I 2002 Form 40, page 2 11111111111 1111111111111111 II 

Schedute FACT: Apportionment factor for nonflnancial corporations not 
flllng a consolidated state return 

(ll lili11g ,1 w11so/i<foted N.O. n.!lurn, us.~ Schedule C~, part 11, Do not use this schedule.) 

1'111pl'll11,11'1111 \1,·1a,,l·1al111•,1111111•111.il,,,-.1,i11e.lla11d1;1111 11ld,·p,•,. 1. Totnl 2, North Dakota 3, Factor 
,Hllill llH'("'lt~ 11"'\'I' 10 llh1 h11:-,..111t1

~\ d 11 l11rl, 1,1!111 .. , , n1 ,u ,,1 J11ut "' r111t11, \II 

j I II I ,·111, ,, 11'', 1 . ·--·- __ ,., ' .. 

2 --- --- "•·--·-' --··-

tl 1
1l' ,, -,/1,~11 

,/, nll/11/ 111111'1 

-· 

2 H11il,h11)" """ 111111·1 ll\1'd dl')'l\'l'l,lhk ,1,,.,·is 

3 lkph!.1hlt- ,l\,!'l, 

4 I ,llhl 

3 -··--·"-•·-·-•-·•···-·--··· 
4 ______________ _ re '11/1111111 l di1·1cl1 ·ii /,1 

s _______ _ ( '0/1111111 / ( '0/1111111 ,i J 
5 ( lihl'I ;l~WIS 1/l,·1,11/1 

6 l(1•111t·d 1'111/ll'l'ly ,. 1111111,il 1·,·111,,/' 0/111<111:,·.t I ,V/ 6 -------· 
7 T111.il P, llfll'I (~• ,,.,,1,11111,·, I 1/111111>:li /1/ 7 ______ _ (BA) _____ (BB) L...J, ._1 _.__._~...._ .... , • .J 

Puyrnll l,.adur: 
8 Wa11es. s,lllllil'S, e11mmissmns und o!lwr ro111pensu!io11 ol' 

c111pl1t\'l'I.'~ whkh werl' i11d11dcLI in lhc h•1k-rnl Form I 120, 
t11 h:1k-rnl form 1120-A. 
1// 1/1,· ,1111uw11 l'l'/ml'tl'd 111 ( '11/1111111 (.!) ,l,,c, 11111 ,1gn 1c 11 //1, 1'11· 1111,d 
, ,11111 1,,111,Hi,m 11'/"wt,•d /i11· Nor//, /)11/..,,1,, 1111,·11111/,11ml'11t i11.1·111w11·1• 

/1111/'Wl'.I, 1/1/11, 1, 1111 C',1'/1/cllla//UII/ 
s ______ _ (BC) _____ (BO) l_l'!...._.._.._.__..._..._, _J 

Sales F11ctor: 
9 ( iross rl"Cl'ipls or sales, less returns 11ml allowances 

1f'(•,h•1·<1I l·,11111 I I JO or /-'t'd,•ml l•1w111 I I !1/-A, /in" fl') 

10 Sail's delivered or .~hipped lo North Dukola dc~rtnutiuns 
11 8nlcs shipped from North Dokota to: 

(a) The United Slalc~ Oovcmmcnl 
( b) Pmehascrs in a stntc or foreign country where the laxpaycr 

was 1101 subject lo a net income lnx or a tax measured by 

9 ______ _ 

10 ------
Ua _____ _ 

ncl income or, if subject, did nol actually p11y such lllx 
12 Totul sales (Add /1111'.1· 9 llll'ouglt I I) 

13 Sum of foe Im.~ (Add //11e.1 7, 111111d 12) 
12 

11b ____ _ 

(BE) (BF) ._,
0
._1 ......,__._~.,( 

13 t-...1. ,__.,_.,__._~_,__, 

14 Divide line l.l hy the number of factors having an unioun! greater lhan zero in colu11111 I, on lines 7, 8 and 12 14 (BG) t-...1• 

The following questions must be answered 
I 

1 flus lhc IRS issued a Fi1111I L>ctermination which uffecls uny previously fllccl North Dukolu rctum'I 

Yes 
► 1 __ , 

2 lflhc answer to the above question is yes, huvc all such adjustments bncn reported to North Dakotu'l ► 2 

3 Hus Form 11208 been tiled fi.>r fodcrnl purpost:s'! If yes, tile North Dl1kola Porm 60, nol n No11h Dakota Form 40 ► 3 --

4 Is this return for n tax-exempt organization required to report unrelated busi11css taxable income'/ ► 4 

5 Hus this corporation tiled us a cooperative, a Foreign Sales Corporation, or a Domestic International 
Sales Corporation for federal purposes'! 

6 Docs this corporation use the combined report method 111 uny other states'! If yes, attach u worksheet showing 

► 5 

Ill I states where the combined report method is used ► 6 

7 Docs this coq1orntio11 file its federal income tax rr1um u:; n member of a 
consolidutc<l group'! If yes, pleusc enter the Federal Employer 1.0. No. under (AM)DJ -1 I I I I I I I 
which the consolidated return is filed. .... --'·'---'· ....... ·--'-· --'-· ........ _,_ ► 7 

e Docs the numerator of the apportionment fr.ct or include the property, payroll or sales of more than one corporation 
rcquil'cd to file in this state'? If yes, Schedule CR must be completed 11nd 11tt0chcd to the return ► 8 

9 Is this II limited liability company? ► 9 

10 If this col'porntion hus u loss on For111 40, line 12, 1111d is electing to forego the carryback period, check the box. D 
Fullurc to dwck the box requires the loss to be curried back. ►10 

No 

11 Is this II Rcnuissuucc Fund Org1111iz11tio11 for purposes ofN,D.C.C. ch, 40-r,3, Rcnnissnncc Zones'? ►11 __( 

12 Hus this col'porntion changed names, been involved in u merger, rcorgunlzation or takeover 

L 
<luring llli.~ 111x yt•ul"l If so pmviclc former 1111111c und d<.'luils ofchnngc. ( Hir111~r 11111nc I _J 

,J 



- l\lort111J;1L1d,1011111 1 ul :.1,11,, l.1, 1 .,,,H111•,',l<Hl!'r 

2002 Form 40, pag~ 3 11111111111111111111111111111 7 

chedule SA: Statutory adjustments 

AddltiOtl5 
1 l·,·d,1.1111,·1 ,,,,, 1.11111!' 1 ... ,l,·ol1h ll<1il d "'' ,,,//"""I/ 'II /111, .. ''111,11 /·,·d, ,,,ll·,,1111 ll,'/1. I /1111· .•~,I/ 
2 ''"' ,·1.11 ,I,""' 111111' ,/' ,/,',,I ,,,,,II ·11 Ir I ''1/• "' I,,/, 1,1/ I ,11111 //.11/. t, lt11, .'!/,/ 

3 . \I I 1111, 1111, 1,1" · II .111, I 11 ,,· 111 p111 11t-,,,. 1.1, ,., 111,·,1,111 ,·d h~· IIIL'Clllll', 11 lud1 IH'I L' dcdurlL'd 111 d1·11•r 1n11w 

k1il-1,d 1.1,,1hll' 1111 llllll' 1.\, 1 11111111, //111/1 ,,,, /Id.I'•' II 

4 ~11111! I l,rl,111;1 1h-p1,·r1a!1u11 ad111,11111·111 tSn· 111,1111, 11r111,1 1111 /111,I!<' ./) 

5 11111•11••:11111 ~1;111• a11d l,1,·;rl 11hliga111111, d. 11 li11l111P V,11'//, 011ko11111hliga11011s) 
6 f llhl'r :1dd1111111~ 1 .,11,1, 1111111/, 1/in·1 - .\'1·,· 111111·111'1111111 011 ,,age S) 

7 Total :1dd1111111~ 11\dd lilll'S I tl1111uµh h. 1-:!111•1 ,1111011111 here and 011 page I, lillL' 2) 

Subtractions 
8 Ta., rdi11uls 11.'L'l'il'Cd ill ,?()(I::! 1:111,1, I, 11111 t,h,,, S1'i' 11w1·11l'lir111.1· 011 pag,· 5J 

9 r1111·n•~1 (Ill l l11ii1·d Sli!ll.'S ohhgalions 

(CA) 1 
(CB) 2 

(CC) J 
(CE) 4 
(CF) 5 

(CG) 6 
7 

(CH) 8 
(CJ) 9 
(CJ) 10 10 N1111h l>iilW1il ,rqm:dutio!I mlj11sl1111•1)11Sr 1<' 11/S//"llt'liOII,\' OIi page• 5) 

11 •\lloLahk i111·om1· 1A11,1,·J, 11·orksh,·,·1 St·,· 111.,11·11, lions 1111 page 5) 

12 tfrlatl'd l'\pcnscs 1,l//11,·I, 1nwhh,•t•/ - St 11' i11.111·111•1i1111.1· 011 page 5) 

13 B11l1111cc 1S11hIw,·I li11e l:!_li·,1111 lillt' I Ii 

(LS) 11 ___ _ 

14 J111ncsl 1111 honds is,m·tt hy u 1·cginmd 111il\111y ml!horily in North Dakota 
15 Nmll1 1.>akolu don1cslk di vidcuu exdusiun 1.'i,•1• /11.1/1'1/l'/i1J11.I' OIi pag!' S) 

16 Otlin ~uhlrnclions 1A11ad1 1n,1-k1"h,·,•1 - S1•1• /m1n11·ti1111.1· 011 pag11 SJ 

17 To111t strhlrnl'I ions (Adil ll11t'd', V, /IJ, I .I. I./. / I. and /6. f.'111<'r a11w11111 l11?1·e c111d 011 /Jll>{t! J, line .I) 

1

~edule FTD: Federal Income tax deduc:t:.19.~~ 

(LT) 12 ___ _ 
(LD) 13 
(CM) 14 
(CN) 15 
(CO) 16 

17 

...... - ··---· ----
___ .. ·--·-----·-----· .. 

-----♦-•------·-·· -----

--·-----------

(Use 6-diglt 
cleclmal 0111)1 

,,.., .. ·, ( "'omW§lte /Ines J-8 of Form 40, page .1 before completln11 this schmlule) 
~-:. .iee tiN:taooklet for Instructions) ,,;, ,, 

(Corporallbf,s fl/Ing a consolidated North Dakota return, use Schedule CR, part llI, Do not complete this M:hiHiule.) 

L 

\ 
t 
I 

~ ~-· 

1 tax liahility 1S1•e /11.111·11rl/11n.1·01111,,M" 5) ,,(EA) 1 ______ _ 
la Fcclernl ultcma mi11i111ulll lax li11b\lily (See /11s11·uc1l011.f on page 6) .,:- (EG) 1a ______ _ 
1b Adjusted fodcrul ii e tux liubility (S11b1,-11c1 line /aJ,-vm line I) lb ______ _ 
2 Scrrnrutc compuny(lcs crul illL'111t1c tux liabiltty (Allacli wol'ksheel - See i11.l'll1Icl/1ms 011 page 6) 2 ______ _ 

3 Protil com1mnics fcth:rul ii H! tux liuhility (Attach 11•ork.~lteef - Se11 lnstmctlons 011 page 6) 3 ______ _ 

4 Rntio: (Diviclc line 2 hy tine 3. f.!1 lo exceed 1.000000) 
5 Scpurntc company( il's) Nht11·c of le~~- income tax I inbility (Multip~1• line I b by l/11e ,() · 
6 Fcdl•rnt 1axuble i11co111c f,•lftac/1 11·111•/isltU( ~ St!e ins/mr/lmrs on page 6) , ;:.•~•1"'' 

7 Income nol 111.xubtc 10 Not1h Dt1kotu (See i1i.,truc0011.1· 011 page 6) 
4

...r:,.1•'' 

8 Bulancc rSrilitrnd //JI(' 7 /r11111 line 6) \~, ,4"' 

4u•~1 ....... ..__ ........ _.____. 
(EB)S ____ _ 

& ______ _ 

7 ______ _ 
8 ______ _ 

9 u· .... t _.__ ....... .-..~ 
10 Fctk-rul lax on li.'dcrul 1ax11blc i11c11111c rcportublc to No ota: (Mu/tlply l/11e 5 by line 9) (CK) 10 ____ _ 
9 Rulio: //)/1'/rle l/111• 81,y llu,• r, Not 111 ex,·1•1•d J 1/IJOIJOiif~ 

Corporations using the combined report matftod a ,,lalmlng a federal foreign 
\\, .. 

tax credit skip line 11 and use lines 12 .~.,u;. Other co'i'po,.r.atlons must use llne 11, 
,,.:;i• ·'\\, 

11 NI) upporl ionmcnl lilctor (/;'11Ie1· u1111J~lif,fom1 JJIIJ!.f! I, //11e 5 and go lu l/11et/7. ~ee instr, 011 page 6) 11 LJ •~t _.____.__._L..L.J 

12 North Dnkotn income (/~'11tC!1'.:!!!!)J·r,f'Jf'i1111 JJ11)!t' I. line 8) . 
((r~·,•,·o 111· hw.1· •• ~"'" ,11,t,.1· ,J rr11'' /(J) , 12 ______ _ 

13 Tolul illl'OIIIC (SC!C! /II.I'll' i.1· OIi /JI/gt' (J) 

(//'::<'I'll Ill'/(',\',\', ,1·ki/J . 14 fltl'Oll)!lt If,) 

14 l11l·o1111i reluti ;orcign Tux t'l'l'dit (SI'<' 111.1·11·11,·1/1111.10111n1g11 7) 
f//:t•m, .,·k!J;} · .1 / J 11wl /6) 

Complete llne 
11 - or line 16 
• but WU both. 

15 llll'o~'~luling lo fodcrnl illl'lllllC lux paid rS11h11·,u·1 ll11r 14 /rm11 l/11c lJ) 
I C !· ('[{!fr! Ol'/1'.\',I, ,1·~1,111111• /(1) 

',!' 
1 Uh·Vtdcrnl incollll' lux rntio rl JMcl,· //111' I) Ill' ll11c1 I J 1111d )Ill to /11111 17, Not 10 <'Xt·e,•d I ,fl(J/1()()()) 

~•1,,i/ • • 

t.,..c',bi17 1:cdcrul tux deduction 1M11/t/J1/r/111t• IO/J_1•,•/1l1t•rl/11e //or//11e /6. E11tr1·c111w1111tli1•rea11J1111pagc• I, l/111!9) 

L _J 

I 

J 
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2002 Form 40, page 4 1111111111111111 I l l!IIIIIII II 7 
N.11111• 11~ ~how11 011 !1°111111 

Schedule AMT~ecapt.ure and carryforward at federal alternative 
~umtax / 

(See tax booklet for Instructions) (Corpomtlons fl/Ing a consollrlated North Dakota 
return, use Schedule CR, part IV. Do not complct<1 tllls schedule.) 

1 2002 Federal altcrn11Ii1·1• 111111111111111111, d111,, ,,m,,u111;1,.,1, I ,,mi 111. S, Ii, ,h,/c F11l. t,w /,,1 

2 lt111io fro111 hu 111 40, S1fa·duk FTI >. I i111• •I. i I' 1111 1 al In on l1111• ,I. 1'11\cr I (HJIHHIO 
3 Multiply lim· I hy lilll' 2 

4 Ratio from Form 40, Sl'l1l•d11k· I-' m. li11t· 1> 

5 Multiply line J by line ,1 

6 Rutio from Form 40, Schedule FTI>. lim· l \, .or r'rn111 ,.lt/, Sl'lwd11il· l·TI). line 16, whichever is 11pplic11blc 
7 Multiply line~ hy line<> ~..,•!< · · ... 

8 Carryforwurd of fc<lernl AMT di,un·tv'cd 1h·111,•1 ,1111011111 /1·,1111 .'11111 I·,,, 111 ,111. Sd1,·d11/1• M, fT-H. //11e J_J) 

9 Total federal AMT disullowi,d?Adil //11e•.1· 7 1111d s1 
.~4., 

t/ ,,\I' fi-diµ,11 
d,·,'1111,II 

111111') 

2 l.....l • .__.__...__.._...__,__, 

·' -----
4 l.....lo ._..__.__._...__..__, 

5 _____ _ 

6L....1, ....................... _._....__, 
7 ------
H -------
9 

·1:·· ' 
Corporations claiming a federal credit for prior year minimum tax on the 2002 federal return complettfllnas 10-12, 
Other corporations enter the amount from llne 9 on line 12. 

-1~ 
10 E1\l41th~ ~mount from the 2002 Form 40, pugl' I. lilw 14 

L Jrtlrie IO is zero or less enter zero here au<l on the 2002 Form 40, page I, line 15, otherwise, 
enter the smaller of liuc 9 or line IO here and on I he 2002 Form ~ O. page I, line 15 

,,;/.' ailable carryforwur<l of federal AMT disallowed (S11btre1<'1 /ill!' I /fi'om li11" 9 /fmmple1/11g line.I' J() a11d I I) 

lllfilij(i~t~,~~-~ .. ~~.•~•,11 

(SH tax booklet for Instructions - attach complete documentation) 

1 Credit for contributions to nonprofit private colleges (Sc!c /11.1·111u·1l011s 011 page• 7) 

2 Credit for contributions lo nonprofit private high schools (Sl!t' l11s1r11c1/011.1· on 1mge 7) 

3 Venture capital corporation credit (See l11s1r11ctio11.1· 01111,,µ,1• 7) 

4 North Dakota Small Business Investment Company (Set' /11.1·1mc·1/11111· 111111,1gl' '/J 

5 Geothennal, solar or wind energy elev ice tax ered it (A11c1clt w,whl,ee1 • s,,,, /11s11,1c1lom 011 page 7) 

6 Credit for employment of the developmentally disabled or chronicully mentally ill (See htstruc//011.1· 01111aRe 8) 

7 Credit for research !Ind experimentul expenditures withi 11 Norlh Dakola (S!'c' /11s1r11,,1/ons on page 8) 

8 Tax credit for new industry (Allud, wurkshl'c'I. Sei• /11.r11111·11011.1· 1111 pog<' 8/ 

9 Credit for payment lo II certified nonprofit development corporulion /SC'<' imtnwtlon.r on /WKI! 8) 

10 Renaissance zone tax credil(s) (f-.'111er ,1111mmt Ji·11111 Sdwd11/c• Rl) 

11 Total tax credits (Add //1te.1· I 1/mmgh JO. E11te1· t1mo111111,,.,,.,, 111"/ 11111I,,g,· I, line /8) 

~W'jlh . iji' A rtl ,, . . t , ct f fl I I ' ' '-'ii.\i~~l~.la~' IIIWlmVJ.fflk~.,•,~l71!'.; •, . ppo. o~m,n , ;. f.. pr. ~l ... ,n•~c .11 ·:.9i.r.,,, r.~!ll'l.tfiM,v~ •. 

' ~ ' ' 
IO __ _ 

(LK) 1 C 
(LL) 2-----•,,. .. 

(LU) 3 
(LW)4 ___ _ 
(LM)5 ____ _ 

(LX)6 ____ _ 
(LY)7 ____ _ 
(AK)S ____ _ 
(AG)9 ____ _ 

(RC) 10 ____ _ 
11 _____ _ 

(Financial Institutions as de"ned In North Dakota canturv Code ch, 57-35,3 must not use Form 40, or this schedule,) 
(Financial Institutions must file North Dakota Form 35,) 

1, Total 2, North Dakota 3, Factor 

(Column 2 divided by Co/1111111 I .=c Column 3) 

Property Factor: (A1•1.'m>1e 1•,1/1111 ,11111·1g11111/ 1·0.1·1) 

1 Tangible property held and owned for business use 
Business Factor: 

2 Wages and salnric.~ paid fbr services pcrfom1cd 

3 Receipts from sales and other business sources us dclincd 
In N.D.C.C, § 57-J8-l 3((1) 

4 Total (Add /Ines 2 u11d ,I) 

5 Sum of North Dakota property nnd business factors (Acid lim•.1· I ,111c/ ./J 

6 One-Half oflinc 5 m111,•r,li1c1111· here• a11d 11111111µ,e I, l/111• JJ 

L 

1 _______ _ 

2 ______ _ 

3 ________ _ 
4 _______ _ 

(AA) ----- (AB) L...J•I I ! I I L... 

(Use 6-dlgif 
dedmdl only) 

(AC) ____ (AD) L.J,,_
1 

_..__,,_(_· •• 

5 L...J ..... , ...................... , _._, _., 

(AE) 6 1......1,,_'......_.___.__.__ ...... 

_J 

. '· 
• I 

·· · · · · · ···· · .... __ ,.______ ... " ....... d .. d l f ed to Modern lnformatf on systems for mlcrof I lmlng and 
Tho micrograph I c Images on thl s film are accurate rep~uct!ophna, of re~:~s s me!ts"!~anderds of the Amerf can Natlon&I Standards Institute 
were fl lmed In the regular course of buslnef99,h T~htel.:...'Jtf°g1gae ei:,:;ole leBB lnglble than this Notice, H Is due to the qual fty of the 
(ANSI) for archival mforofflm, NOTICE• l t e r n-.. ma 

doc..-.nt being filmed, ~s.:h:i '.J<,1 clbnd. 
Ope~tor Signature/- / 

----- J 



I North Dakota Office of Stat«i T.1~ Co111n11•,i,u.ii1•1 

2002 Form 40, page 5 -'-:,lllll' II~ ~ho\\ II 1111 11'111111 

:hedule WW: Combined report method Income schedule 

1111111 ll II IIIII I Ill Ill llllll 7 

1 h·dernl 111.,ahli- 11H·1111 ll' ,, ,,,,,.,1,.1,11, .J l,·.J,·, ,iii', ,1111 11 .,, 1,,,, ,111 (LA) 1 

2 Ta.\ahk i11ro11w ,,1 lo~, 111l'111Ul'1I 111111111· I 1111111 un11u11l111n, ,11p111,1111111•,, 11111, /1 "'''~'''·, 1, (WN) 2 

3 l!ahllh'l' 1.'i11/o11,1, 1 /111, '1,.,m /111,· /J 3 
4 Tnliahk 1111·111111' 111 ln~s 1101 i11rl11dc1I 01111111' I 1111m u11ll11r~ 1·orp111a111111, 11•q1111rd 1,, !"ii,· ,1 ii'dl·1.1I 11h·u111,· 1.1, 

l'Clll/'11 1.111,1, /111111/..1/1,•,•IJ (WU) 4 _____ _ 

S llonk IIH'llllll' lil'!,111' income laws 111' 1111ita1y 11111!1)!11 1111p111 ,Ii 11111, , 111,1, It ",11 J...,/1,·,·11 

6 Op!11111u): Book lo lax rc.:ondlinlion 1.-111,w// uw/..1/11 ,.,, 

7 Suh10111I t Add I 1111•., ~ 111111 1, 1 

8 lnrnmc or· los~ fr11111 l11tcrcs! t'hurgc DISC' 1A110,·l1 ,,,,rJ...,h,·,·11 

9 l11eo111e or loss from Foreign Sales C'oq10nHio11s 1 •111,1, /1 u orJ...,/,,.c•I) 

10 Suh10111I 1. ldil /111,•s 8 1111<1 l)J 

6 

(WF)7 _____ _ 
8 __ _ 

9 ____ _ 

10 _____ _ 

11 Income OI' loss from lntemal Revenue l'odc of )ll~h. as a111c11<1l·d. Seel ion I)](> Possession ( ·11rpornlio11s 

12 lnlcrcompany t·limi1rnlions for mcmhcrs of lht• 11111111r.v gnrup fAtlt1<"li 1111rksheel} 

11 ______ _ 

12 -------
13 Tolal im:omc (Add li11e.l' .l, 4, 7, IO and I I tlten .rn/,tr111·1 line I 2. F:11/ff m11011111 J,,,re 11111/ 011 Form 40, J)(l)!.1' /, 

IJ11e I, a11d c·lteck tit,• appropriate box 011 hm11 40, /JU)!.(' I, line I) (WW) 13 

Combl"ed report m~tfn~cl tn•trµctlons 

An apportioning rnrporation, sec mclhod of 
corporation taxation on page 2 of General 
Instructions, which is a member of a unitary 

(
--;. 1roup bnt has not elected the water's edge 
, . nethod is required to file its North Dakota 

Income tax retum using the combined 
report method. 

A "unitary group" is II group of affil i11tcd 
corporations engaged in a unitary business, 
Irrespective of the eounlry or counties in 
which the corporations conduct business 
activity. 

An ''utliliulcd corporal ion" means a pcrcn! 
corporu1ion and any corpora1ion of which 
more than filly percent of the voting stock 
is owned dircclly or indirectly by the parent 
corporation or another member of the 
unitary group. 

Two ell' more I 00% North Dako1u 
cor)lornlions affiliated as parcn1 an<l 
subsidiary, and filing a consolidated federal 
1ux return mus! lile one consolidated Norlh 

Dako1a return using the "combined report 
mclhod." 

A corporation filing its Nor1h Dakota 
income lax return using the combined 
report method must include only the 
apportionment factors and statutory 
adjustments of the group. 

<. 'orporulions completing Schedule CR must 
ulso con1pletc Schedule WW to arrive ot 
"lolal income." 

---Sclfiaule WW specific line Instructions ---

llt1e J. Enter the amount from line 30 of 
the consolidated Federal Form 1120, If 
more than one consolidated federal return is 
filed, enter the total of lines 30 of the 
consolidated Federnl Fom1 I I 20's, If a 
consolidated federal return is not filed, enter 
zero on lines I and 2 then proceed to line 4, 

line 5, Etllcr !he nmount of book inr:omc 
before income taxes of all unitary foreign 

corporations 1101 eligible lo be includeu in 
the consolidated federal income tax return 
or not required to flle a federal income tux 
return. 

line 6. North D11kota Admin, Code 
81-03-0S, J provides a choice either to 
adjust or 1101 adjust lhc book income of nil 
uni!ury foreign corporations lo conform 
with the l111ernul Revenue Code of I 986, as 
umended. If a corporation chooses to muke 

1he book to tux adjuslments, the adjustments 
musl be made for all unitary foreign 
corporations and the total of such 
ndjuslmcnts must be entered on line 6. If n 
corpmation chooses not to make the book 
to tux udjustments, enf.er $0 on line 6, 

Lhll'.~ 8 und 9, Enter all exempt and 
nu1wxc111pt income before Income taxes 
from lhe Federal Form 1120-IC-DISC or 
Fcllcrnl Form 112\l•FSC. 

( (J [ AddlUonal lnformlltlon Regarding The Combined Report Method Is Contained In N,D. Admln. ~ode ch. 81-03-05.3 

L .. J 
· ... · · ··· --····-•·-····-----·;--··· d · d·-~•·· · ed to Modern Information systems for microfilming and 

The mlcrographlo Images on this film are accurate hepphrod~tlo:1° r~~~~s8me!tsv:~andards of the American National Standards Institute 
were fl lmed tn the reoular courso of buslnelfsa.h Tflelmedo t°:eae a~J: ts leas legible than thh Nc,tioe, It ts due to the quality of the 
(ANSI) for archival microfilm, NOTICE1 t e 

docunont being filmed, _ ~ (b&;b (k 'i C ~d 
o rator Signature 
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North Oakota Olf1ce ot ~tale lax Corrnniss10111.!1 

002 Form 40, page 6 

WE: Water's edge method Income schedule 
'l\ahk 1111 ,11111.· 1, ,11,,111,,1,111•,1 r,•d1·, ,,1 r""" 11.•11 111,,· .1111 

2 IJ11t11111• m, 11111 1111 li11h-d 111 line I l'l'lllll i1ll'il1i,\1•d l'11rp111a111111, 1,·qu11,·d i., tll,· .1 

kd,·ral llll 11• la.\ 11•111111 

3 1 r111np,111y l'I i11111111111111s hl'I Wl'CII 11•,lfl•r\ 1•dg1· 1·t1q111111t1n11, o111d 

1'lll')1llnl!lllll', 1,l/1111 I, 1\'fll'h/11•,•/ Sn· 111111·11, 11,111, /J.-l,111 ! 

4 · 1:iliou, I'm 11'1tler\ edge grou1l rn1 pm 1111011., 

5 I 111al !1111·11-111 d1vu ~ 111l'lu1kd in li111• I 

6 ra~ahl,· llll'Olll1' nr lo. ·nduded i11 line I nr 2 li-0111H0/201wp.,. 

7 I l11la11n· 1 Add lirll'., I, :! 11 

8 For1•ig11 dil•i1k11ds 1n he 111 11l-d iu 11•ulcr's edge 111c1lllll' 1,\i,,/1i1•li- l111,· 1 /o1· 

1'/111'1' 111110111111111 luw SJ 

9 Tolul nel book inl·om1• of' 80/2 1qmrulio11s (All11ch 11"11rk.1/w,•IJ 

10 · ons lo he indudcd in wu11•r's edge llll'llllll' , ,I llllli/1/1· 

11 Tolal water' s e<lgc i11rn111e t,◄ tl,J//111. 
1•nlit/ed "ll'111t•r'.,· H1~l!1' M1•1/1111l ") 

A corpurntion required lo life ils North 
Dakola rel um using lh~ worldwide unilary 
comhincd report method 11111st <lo so unless ii 
clccls lo apportion ils income using the 
water's edge mctho<l. 

A corporation clcels and maintains the water's 
edge method election by checking the box 
enlitlcd "Wator's Edge Method" on page I, 
I inc I, nnd completing Schedule WE. 

A corporation clcct111g the water's edge 
method must comply with 11ll of the following: 
• The election must be made 011 the return as 

originally and timely filed; 

t1Water's edge group 11 includes affiliated 
corr,orations incorporutcd in 1hc U.S., 
excluding 80/20 corporations, affiliated 
corporations incorporated in a possession 
the U.S., DISCs, FSCs, export trade 
corporntion.~ and foreign affiliated co 
which meet a defined minimum of 
activity, 

t1 Afflllated corporatlon 11 me a parent 
corporation and any corpor n of which more 
than fifly percent of the v g stock is 0W11cd 
directly or indirectly b c parent corporation 
or nnolhcr member o e water's edge group. 

t1 RcvcrSRI of lnte mpany ellmlnattons 
«lge corporations and 

80/20 corpor ns 11 mrans the reversal of 
elimination· udc between wutcr's edge 
corporullc und 80/20 rnrporntions Iha! arc 
Include the federal consolidated return, 
Divi s, Interest, royalties, capital gains and 
los · , lnlcrcompnny profit on sales, 

The corporuliou may 1101 re 
'ncome for fc<lcral laxes d under 

e 
• The 

.C.C. 57-38-01.3( 
,int.ling fur live 

1pon muking the 

Co lie disclos11rc 
spr ar the property, 
pa ign counlrics exceed 
ten al nsscls exceed 
t ,Jlnrs, 1111d every 

the property, 
, tries cxccc<l 

10n dollars an · exceed 
undred fitly milli 

. . - 'iiil.1::·o:~na,rJ . 
elc. between water's c<lgc corporulion 1d 
80/20 corporations tha1 have been elim1 
in preparing the eonsolidalcd federal rctu 
must be reversed. 

11 lntercompany eliminations for water's 
edge group corporallons 11 arc eliminations of' 
intcrcompany lransnclions bc1wccn companies 
Included in line I and companies included in 
line 2, 

1180/20 eorp-0ratlon 11 is a corporation that is 
incorporated in thr. U.S., is eligible lo be 
included in the fedcr&.! consolidaled return ns 
defined in N,D.C.C. * 5 7-38.4-01(5) und hus 
eighty percent d its average property und 
payroll assigned to locations in foreign 
countries. 

11 Forelgn dlvldc11ds 11 11101111s uny dividend 
received by a member of the wuter'i; edge 
group from any affiliated cor1H>rntio11 

lllll I l/11111111I111111111 ·7 

jl.A) l 

') 

3 

9 

7 

8 

II,,,/, ·l111'/1 (' 

, ••ll{,f,'llf/11-

I 1/Jlcl 'I di• 

I' ·,11111, ·,I 

(WE) 11 ·-----

dllllll'.,lll' d1~doslll'l' ~pl'l'adsl1cl'I ntllsl he 
lil~d by a l'mpur.ili1111 with ils Norlh 
l)akola i 11rn1m· 111.\ l'l'IIII 11. 1 lowewr, i r 1he 
i11fo1rna11011 ,., 1h11 availahk when lhe 
r,•111rn i.~ likd, a rn1pora111111 may Hie lhc 
Sfll'l'Ud.,hel'I wi1l1111 six 111t111lhs alkr 1hc due 
dull· uJ'thL' l'L'l11111, 111cludi11g any 
extensions. Th~ linm for colllplylng with 
lhe sp1'l•adshcl't ll'lfUire111c11I musl be 
ob111i11cd frolll lhc Ol'lkl' ol'Slutc Tnx ( 
C'llllllllissi1>11L'I'. 

A co1porn1io11 ciel'ting lh~ 11•a1Cl"s edge 
n1c1lwd n1u:;1 i11L'lmk only the upportionnwnl 
liu:tors and st al 11tni-y adj11s1111c11ts of lhc 
wnlcr's edge group. 

incorporntcd ou1sidc the Ii liy s1111es und 
Distrit'I ol't'olu111hia, inl'luding tlllHHlllts 

indu,kd in i111·0111c rn11111t1h!d under sections 
1)51 lhrough 1i,q ol' !he lnlcmal RL•vc1111c Code 
of 11)8(1, as 111m•111bl. 

'N<'I hook lncollll' of an H0/20 cor1>or11tlon 11 

1111s nl'I hook i111·011 ,1· for ti1111nci11I s1utc111cnl 
,.~L'S. I low~1·l'r, a rnrporntion's ncl hook 

ru111101 he olfsL'I hy a net hook loss 

11 w11h'1· 1s editc cll•ctlon 11
, A 

:r's 1•dgl' clL'L'lio11 is rescinded 

• It hus hnd 111orl' 1 ~0% of its voting stock 
ucquircd hy 11 11111u '111cd corpornlion; 

• II was fornll'd ns 1hc r I of a 
reorg1111i1.11tion or spino dis Ill> longer u 
111c111IK•1· of lhc w111cr's cdg ·oup; or /:'' 
II IN co11111lc1dy I i1111idu1cd. · water'!\'-
edge clcl'lion of 1111y l'flll>orntlo •cclviug 
li1111id111cd asSl'ls is 1101 nlfocted. 

l Addlll11n11I ln(or111Mtlun ltfg11rdlng The W1Ccr1s Edge M'1thod h Con111lnt!d In N.ll.C.t', rh, !i7,,IH.4 1111d N,I), Acl111lu. ( '111h• ~·h. Hl-11.,.0~.2 I 

I I 



. ,, 
/ 

' I 

'' ,','I, 
1 ', 

, I ' 

L 

r ,\Jortt, Dokota Oflice OI ~,l,llt· Jill\ U11111lllSf,l()IWI 

2002 Form 40, page 7 11111111111 lllll I l ll 111111 Ill 7 

"'-:hedule CR, Part I: Computation of tax due for corporation• filing a North 
Dakota consolldated return using the combined 
report method 

Corporation Name of corporation 

Corporations having 
activity within 
North Dakota 

A 

B 

C 

► 

► 

► 

Federal Employer I,D, 

Bt;fore starting part 1 of this schedule, complete tines J-4 on Form 40, page J 

Corporation A Corporation e Corporation C 

4 North Dakol:i apporlionahlc 111co111c (/:.'11/t'r ,11111111111 In Co/1111111.1· A, H ,Ii C/rom 
Form 40, page I, 1/111• 4 J 4 _____ _ 

5 Apportionrncnl factor tl:'111t•r /11<·/or /101111wrt II, line 14) 
6 Income apportioned to Norlh Dakota rll11e 4 11111/I/plied by //111• 5) 6 _______ _ ____________ _ 

7 Income nllocaled lo Not1h Dukohl $ ___ less related expenses$ ____ 7 

8 North Dukota incomr.i (Add /111,•.1 6 a11d 7) _ 8 ____ _ 
l9'9$«1efit 'taf'ciecluotT&\ h~nir~'nmri,t:r}~,;;;ttfl .. "fln~: I 7) t!t.~\~I\ ,, '.\-<{ • ., •, ,·:!, ~·, l' ~~qr:w~:.ttt 'i l!!~~· I';,_' ·.·• '.' ' .. · • .. ','.' J~!': •1Ufj\"(i-:t~ ·3~1'{~/W, ~ ,- . 

10 Ex.emption for new ond expanding business (Allacl, work,thl•et • St!,' i11.1·Ir11cI/1m., 
011 page 4) 10 _____ _ 

11 Renaissance zone income exemption (See i11strt1ctions 011 page 4) 11 ______ _ ____ _ 

12 North Dakota income after federal tax deduction and lnco111e exemptions 
(Subtract /Ines 9, JO cmd I /fro111 //11e 8) 12 ______ ______ _ ______ _ 

lf the amour,ts on line 1.2 are losse.,, to forego the c11rrybac:k period, ch11c:k the bo1' In Question Jo, on Form 40, page 2 

13 North Dakotu loss carryforward (Aflach ll'orksheet • See lnstruct/011,i u11 page./) 13 _____ _ 
14 Balance (Subtract line I J Ji-Im, //11e 12) 14 _____ _ 
i5 Recapture of federal altcrnntive minimum lax (E11ter amo1mtft·11m pan JV, 15 _______ _______ _ _____ _ 

ll11e II) 
16 North Dakota taxable income (S11b1ruct line /5/,.om line /4) 16 ______ _ 

17 Income Tax Due (Sl!e tax I·tttI! table 011 Form 40, page I) 17 ______ ------ ------

17a Total Income tllX due (Add amounls 011 line 17, Columns A, 8 & C, and cnlcr lhc 
total amount here and on Fotm 40, pu11c I, line 17 and complete lines 18 lhrou11h 
22, on Fonn 40) 

All corporations filing a cons0Hda1cd North 
Dakota return, (I.e. those corporvliom 
checking el/her box bl or b2 011 Form 40, 
page I, line I) must complete the four parts 
of Schedule CR and attach the completed 
schedule to fonn 40 when filed, 

On the top of this page, space hos been 
provided for three corporations 
(corporations A, B & C) having 11c1Jvlty 

, .• ~lthln North Dakota, If space Ii; needed for 
t· •I· · Jltlonal corporations having activity 
~~llhln North Dakota, nddlllon11I copies of 

L 

Schedule CR can be obtained by 
photocopying all four parts of this original 
schedule or by requesting additional copies 
from the Office of State Tax Commissioner. 

Complete Fom1 40, pagl! I, lines 1-4 before 
starting to complete Schedule CR, port I. 

Schedule CR has been designed so the 
instructions for Fann 40 in the booklet also 
apply to the line numbers on Schedule CR. 
For example, lh<l instructions for Fonn 40, 
page I, lines 4-17 also apply to Schedule 
CR, pert 11 lines 4-17. 

(GA) 17a _____ _ 

After completing Schedule CR, port I, 
certain totals must be entered on Funn 40. 
Forcoch line 7, 9, 10, 11, 13 nnd 15, 101al 
the amounts for all corpornlions includ~d on 
Schedule CR, part I. linter the tolal front 
lines 7 onto line 7 of Form 40, puge I: enter 
the total from lines 9 onto line 9 of Fonn 40, 
page I ; enter the lolols from lines IO onto 
llne JO of Fonn 40, page 1; enter the 101111 
from lines I I onto line 11 of Fonn 40, 
page I: enlcr the 101ul from llnca 13 onto 
line 13 of Fonn 40, page I: and enter the 
total from lines 15 onto line 15 of form 40, 
page I. 

_J 
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r North Dakota Office ol Sli1te T .:ix Comrn1ss101wt 

2002 Form 40, page 8 
Nnm1• ns ~hllll'II 11n tr111111 

Sch41dule CR, Part II: Computation of factor for corporation• flllng • 
North Dakota c:onsoltdated return using the 
combined report method 

( Propertv Facton 
I\ vcrngc vuh1c al oriµi1rnl l'llsl ol' n•,11 a 11d 111111-!ihil' 
personal prn1lcr1y USl'd i111hc husilll'Ss. l/i1,·/11d1· 
Vi1l11,, o/ ,·111/.\'/J'lll'lir11111111mgl'l'.\',1') 

11111111111111111111111111111 7 

tl/1·1• 6-tll~il 
dedmol 1111~1•! Everywhere 

Average Property of 
Alt Corporations 
Being Comblner1 

--- North Dakota Average Property ---

Avcnigc Property: Corporation A Corporation B Corporation C 

1 Inventories 1 _____ _ 

2 Buildings and olhcr dr.prcciuhlc uNscts 2 _____ _ 
3 Oepletablc assets 3 
4 Land 4 _____ _ 

5 Other assets 5 _____ _ 

6 Rented property (a11n11al n•11Jo/ ,·op/111/i:ed .1· H) 6 _____ _ 

7 Total average property (Add //11£•,1· I 1h1·at1Mlt 6) 7 _____ _ 

7a Property factor (Divide N,J), Total Al'e1·uge Properly h.v Total El'c't)'Wltere 
Average Property) 7a u'L 1__,_.....__._.,___, u• ..... 1 _.._.L-,_1 . ..LJ...J L.J'1 ........ ~_,_.J.-..,__ 

7b Total property faclor (Add amo1111/s 011 /ftre 7a, l'Vl11m11s A, 8 & CJ (BB)7bL~•, ........ _._.....__-1--'--J 

Payroll Factor: 
Wages, salaries, commissions and other 
compensation of employees which were included in 
the Federal Fonn 1120 or Federal Fonn 1120-A. 

Everywhere Payroll 
All Corporations 
Being Combined 

--- Nor1h Dakobl Payroll ----

8 Payroll a _____ _ 

8a Payroll factor (Divide N.D. Payroll by Everywhel'e Payroll) 

8b Total payroll factor (Add amv1111/s 011 tine Ba, columns A, B & C) 

Sale, Factor: 

Corporation A 

Sa w•._1 ........ .L-......,__.__, 

Corporation B Corporation C 

W'I I I I I L-1'1.__.,L......_t _._.._._ 

(BD) Sb l-l'L-1 ..Ll-1..1 ..J-..L-1-

Gross receipts or sales, less returns and allo1vanccs 
from Federal Fonn 1120 or Federal Fonn 1120-A, 
line 1 (c). 

Everywhere sales 
All Corporations 
Being Combined 

--- North D1kota Sales --

Corporation A Corporation u Corporation C 

9 Everywhere sales 9 _____ _ 
10 Sates delivered or shipped lo North Dakota destinations 10 _____ _ 

11 Sales shipped from North Dako111 to: 
(a) The United States Government 11a _____ _ 
(b) Purchasers in a state or foreign country where the taxpayer was not 

subject to a net income tux or a tax measured by net income, or if 
subject, did not actually pay such tax 11b _____ _ 

(c) Total North Dakota Sales (Add lines JO, I la and J lb) Uc _____ _ 

12 Sales Factor (Divide rota/ N.D. Sale.1· by £ve1J•where Sales) 12 1-J• .... 1 __._......_......,.__.__, I I I 1 J L..J•L-1-,.J......L.......l--.. 

12a Sales Factor (Add amo11111s on line I 2, C'Ol11111ns A, B & C) ( BF) 12a L...J'IL--&.~-'-.J.'-_,J..._ 

13 Sum of the factors (Add llne,\' 7a, Ba and 12) 13LJ'LJ..t_, J I I I I J LJ',_I ...&...--'--.&...i!L--&.1 

... ' ~·~ ·., j • ·:· 

14 Apportionment Factor (Divide line J J by tlle number i>//aclors huv/11g w, 
amount greater titan zer" /11 the everywlrere column, 011 /Ines i, 8 and 9) 
(Enter factor here and on part/, /h,~ S, and part Ill. llne //, If opplll'ohle) 

• • 
14 U LLL I ! I I U I 

I (' 

I I I I J LJI I I I_ 
I•• 

14a Total factor (Add e1mu1111/s 011 limw 7b, 8b and 12a. Divide the ,l'llm bv tl,ree, and enter the total amount 
here and 011 F'orm #J, 1u1g1J J, line 5) · 

L 
(BG) 14a L.J't ! 1 1 L I 

-

The mlcrographlo images on this film are accurate reproductions of records delivered to Modern Information Systems for microfilming and 
were ff lilied fn the regular course of business, The photographic process meets stAndards of the Amerfcan Natfonal Standards Institute 
(ANSI) for archival microfilm, NOTICE• If the filmed Image ab;ove la lea& legible than this Notice, ft fa due to the quality of the 

docunent being ff lmed, ~ 12 ~ J &.:b t,c e 
Opcirator s ~ture ~ ' 

10/ta l6a--
D•t• 
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Numo 11, ,huw11 011 ll'l11111 ---------------·-------------------ll'1k1al c111pl11yw Ill. 

ITJ-llil I I IJ 
Computation of federal Income tax deduction for 
corporations flllng a North Dakota consolidated 
return using the combined report method 

1 Federal i11co11w tu~ liability /.'i('<' 11111r111·1io11.1· 1111 

Jl<I>,:<' .I I 
1a Federal uhl·ruut1\'c minimum ta.x liability /Se,, 

l11.1·1r11,·l/om 011 /lll>JC t,) 

1b Adjusted federal income tux liability (Stthtmct 
l/11e fo fi·om //1w I 

2 Separate company(ics) federal income tax liability 
(Alfach u·,wksheet • S<•e /m·tr11c1/m1s nn page 6) 

3 Profll companies fodcrnl income tax liab,llity 
(Allach worksheet • See /11s11·uctlo11s 011 p'tlge 6) 

4 Ratio: (Dlvld1: line 2 hy line J, Not lo exce}J" 
l.000000) . 

(EA) l _____ _ 

(EG) la 

lb _____ _ 

2 _____ _ 

3 ____ _ 

,. 

(lA1• fl-di!,!il 
cll'nllud 1111(1'/ 

Addltlonal lnfonnatlon regarding 
the flllng of ■ consolidated 
North Dakota return using the 
combln.a report method Is 
contaJ~ed In North Dakota 
cen~ury Code§ 57-38•14(11) 
ar,d•North Dakota Administrative 
~e §§ 81·03•05,1-081 

4 . ~i1-03·0S,2 and 81-03-05,3 L.._J,........__,._ ..... ~ , ____________ ___, 

5 Scpar11te company(ics) share of federal income 
tax llabllily (M11/tlp~v line I b by l/11e 4) 

01

~(E,B) 5 --- /. f 
6 Federal taxable income (S(•e /11stl'llcllo11s on 

page 6) 

7 Income not taxable to North Dakota (See 
lnstmctlons 011 page 6) 

8 Balance (S11b1racl /111e 7 //'0111 /lite 6) 
9 Ratio: (Divide line 8 by l/11e 6. Not to exceed 

1.000000) 

'1?',~ 
\!°,,Ji ______ ,.1J 
\..:r, rW' 

";"• ;.' ·~<.~ ! ,,\ 
7 ·-•:· ,, 

Corporation A Corporation B Corporation c 
( •· Federal tax on federal taxable income reportable 

I 

.,,.......,__ · : • to North Dakota (M11/tlply line 5 by line 9) 
! (Enter here and In Columns A, B & CJ (CK) 10. · , 

_ .. / Corporations using the combln9\1 report met~~ And claiming ~'federal 
foreign tax credit, skip llne 11 and use Hnes 2·16, Other corpor~~ons 
'must use ltne 11, 1, 

[ Complete line U or line 161 but not both] 

,. 

11 North Dakota apportionment factor (E111er factor 
12 North Dakota income (Ente1· amoimffl'om pal'. 

(1/zel'o or less, skip lines I 3 th1·011glt 16) 
13 Total Income (See lnstn1ctlons on page 6 

(If zero or less, skip lines 14 through I 

14 Income relating to foreign tax crcdl 
(If zero, skip lines I 5 and I 6) 

1 
.• 

1.....1, ...... _.__._...._......., 

12 

15 Income relating to federal inco~ tax paid (Subtract line 14 from line 13) 
(I/zero or less, skip line l6)il!' 

',1it 15 ------
16 Federal Income tax ratio 'h;lde line 12 by line I 5 and go to line I 7, 

(Notto exceed /.0000 · 
~ ., 

~•l't, t •, I f , ,J ll-.J•.._< __ ....._.__ ........ _, 
lj, I, 

ox ratio (Aclcl CJ11tou11ts on line 16, col1111111s A, B & C) 

ax deduction (Multiply line 10 by either line I I or 1/lw 16) 

11come tax deduction (Add amounts on line I 7, columns A, B & C 
e total amm111J here mul 011 Fom1 40, page 1, line 9) 

17 ------

·,~{~.~) 16a 1-J, ....... _._..._...__L.....J 
,,,~ 

'1i 411~~~~~ill.'·.i.:1iS1'.l..':;s hedt.dit,..R· ·111'-.;'•\W,t:"ft ,., h11111JJPMt1~!.Y'.JIAll';;.li.~H q .. "'1 ,, , .!llil!t.!!,!M ..... 
f,k:, 
~~hedule CR, part Ill has been designed so 

the instructions for Fonn 40, Schedule FTD 

L 

under "Combined Report Method" In the 
booklet also apply to the line numbers on 
Schedule CR, part Ill 

Aficr cor11pletlng Schedule CR, rt Ill, the 
total from line 17a must be enter' ,on Fonn 
40, pngc I, line 9, I.I 

_J 

The mfcrogrephlc images on thlu film ere accurate reproductions of records delivered to Modern Information syatems for microfilming and 
were filmed In the regular course of business, The photogrBphlc process rn&ets standards of the American National Standards Institute 
CANS!) for archival microfilm, NOYICc1 If the filmed Image abpve Is leas legible then thla N~tlce, 1t Is due to the quality of the 

, ,,. 1,s,::6 \ C e do<uront bolng fllOIOd, ~c ~ ¥ro. 1 
Operator Signature . · < Date 
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Schedule CR, Part IVz computation of recapture and carryforward of 
fed.eral · A Mt di Allowed for corporations flllng a 
North. Dakota consolldated return using the 
combined report method 

1 2002 Federal allcmatlvc minimum lax (AMT) 
(linter amormt.frmn SrJwd11le CR, pan Ill, /in,• la) 

2 Rulio from Schedule CR, part Ill, line 4, ifno 
rutio on line 4, enter 1.000000 

3 Multiply line I by line 2 

4 Ratio from Schedule CR, part Ill, line 9 

5 Multiply line 3 by line 4 

1 ------
2 LJ • ._1 _._.__..__.___,__, 

3 _____ _ 

4 1-J•\.....-! _.._... ___ ~ 

5 

6 N.O. npportionment factor (E11te1·Jartvrf1·om Seit. CR, pm·t Ill, 
line JI or line /6) 

Corporation A 

6 W' L. .... .r__.__,_..-,....._. 

7 Subtotal (Mu/tlpl)• line 5 b)' line 6) 7 _____ _ 

8 Carryforward of previously disallowed federal AMT (Allach work.~lteet) 8 _____ _ 

9 Total federal AMT disallowed (Add lines 7 and 8) 9 

Cotpr,ratlon e 

LJ'I......_.,__.__._....._...__, 

1U.1·1• fl.i//gil 
d<"dmal ,ml\'J 

Corporation C 

LJ'I I I 

Corporations claiming a federal consolidated credit for prior year minimum tax on the 2002 
federal return, complete llnes 10·12, Other corporations enter the amount from llne 9 on llne 12, 

10 Balance (Enter amount from Schedule CR, part I, line 14) 

11 Subtotal (Jf the amount on line IO ts zero or less. enter zero here and on 
part I, line 15) (/f the amount on line 10 Is greater than zero, enter the 
smaller of line 9 or JO here and on part I, line J 5) 

11a Total recapture of federal AMT disallowed (Add amounts on line I 1, column A, 
B & C and enter the total amount here and on Form 40, page 1, ll11t1 15) 

12 Av,dlable carryforward of federal AMT disallowed (Subtl'act line I I from 
IJne 9 If completing /Ines JO and 1 J) 

12a Tola! available carryforward of federul AMT disnllowed (Add amounts on 
line J 2, columns A, l1 & C) 

10 _____ _ 

11 _____ _ 

11a _____ _ 

12-~----

(RA) 12a ____ _ 

Schedule CR, part IV has been designed so 
the instructions for Fonn 40, 

Schedule AMT-R in the booklet abo opply to 
this part of Schedule CR. 

After compleling Schedule CR, (lart IV the 
tolal from line I la must be entered on 
Fonn 40, page I, line 15, 

C 

L -
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2002 North_ Dakot,1_ Core_o, nt 1on __ l ncome Tax _Hct urn. I n!..tt LH.t 1011!':> .......... ···-----·-···· . 

·''•· -General Instructions 

\Iv ho must file 
C111p<11a111111, l'll!-!ilf'l'd 111 1111,1111',, 111 \11r1h 

l.>a~1l(il Ill ha1 u1v \\1\11\'l''- ol illl'\lllll' 111,111 
North Da~11ta 11111,1 lilt- a 20il2 ~11Jlh I >.1~1Ha 

Corpornt1011 llll'Clllll' Ta, HL'lllrn, h11rn .llJ. 

l·or l'Xillnpll•, a North Dakola Fnl'lll ,Ill 11111,1 he 
l'ill'd by: 

• C'orpora1i1111s, i11duJing bu~illl''' 1rnsts, 
asrndations, and joi111-stock l'11111pa11iC'~: 

• Cooperative corporulions whil.'11 di.,1rihu1c 
!heir net income through palronug_l' 
diviJcnds: 

• 111.~urancc companies which condul't 
hu si ncss acti vltics not subject to the 
North Dakota gro~s premium tax; 

• Tux l.'Xcmpt organizations which bavc 
unrclulcd business taxable inrnme: and 

• Organizations which unlicipute rccci ving a 
tax exempt status notification fron1 the 
Internal Revenue Service, but huvc not, by 
the end of the taxable year, actually 
received such notification. 

-~~-porution which files a Federul Form 
1 f, as u small business rnrporution must 

r1i'c11 North Dakota Small Business 
Corporation lm:omc Tux Return, Form 60. 

Firwnciul institutions ( St'<' N.D. C. C. ch. 57-
35.3) located or doing business within North 
Dakota must file a North Dakota Financial 
Institution Tax Return, Fmm 35. 

Due date 
A calendar year corporation filing Form 40 
must file on or before April 15 following the 
close of the calendar year, 

A corporution reporting on a fiscal year basis 
must file on or before the 15th duy of the 
fourth month following the close.' ol' the fiscal 
year. Use the 2002 Form 40 for fisl'al years 
that begin in 2002 und end in 200l 

A cooperative must file 011 or before the 15th 
day of the ninth month following the close of 
1hc calendar rn· f1scul yeur. 

'fox•excmpt organii'ntions requir1Jd 10 111c an 
income rnx return to report un1·el111cd business 
taxable inconrn must file u corporntion income 
tux return on or beforn the 15th day of the 

. monlh ufler the tux ycur ends, 

Short period retu l'n 
1\ llllp111.it11111 l<'q11111·d 1,, ltl•, ,I t,·d1·1,d ,111111 

Pl'lh•d 11·111111 11111,1 Ilk ,I \111111 ( l.ik111.1 ,h111'1 

1w1i11d 11•111111 1,11 llll' ,,1111v l,P,il•I.- 11l'll11d Thl' 

N11rth l>.1k11l,1 1,·111111 1•. d11,· "11 o11 lwt1,1,• till' 

I .'-th dii,1 ,11 tlh· 1,,111111 111, ,11111 1, ,1(,,\\ ill~ till' 
,·lml' ol till' ,h111t pl'11111I II tlh· dill' dii!l' 11f 

llw ~hurt 1wnud kikr,il 1v111111 1,ilh 011 a dale 
afll'I" IIH' 15th da~ 111 llil' 11 ,u11II 1111111111 

f'ollllll'illg lhL' L'lo\l' ul till' ,ll,11 I pl'nod, 
rnnlacl the Offkc ,1f S1,lll' I .i, (<11111111\~ioner 

I'm illl'ornrn1iu11 rcr ,·d111~ 1lw dul' datL' for the 
North Dnkotu ll'lurn. 

A corpornlion whil'h 11.•nni11a1c,, a, a 

Suhchapter S Corpqration during tile year, or 
a corporation which change., it.-. rn1nual 
uccounling period. 111w,1 .1111111.ditl' 1t~ North 
Dakota lax ah le i 11rn111e and p11 irate i h slale 
tax liahility in the \:t111e 111a11nc1 a., tlw federal 
tax liability is prorntcd. 

Extension of time for filing 
An cxtc 11 sion of Ii 111e to fi k a fl'dcral return is 
automatkally acceplcd b~ ,'\orth Dakota as an 
extension of time to rile the .,late return. 

A copy of the l'ctlcral c.xten~ion, hmn 7004, 
must be auache<l 10 the ~talc return when it is 
filed. If a copy of the federal l'Xlension is not 
attached, the return must be prnce~sed as a 
delinquent return. 

The extension of time to file the 
North Dakota return Is the ~ 
numb.e.co.Ltr1..2nth.5 as the extension 
of time to flle the federal return, 

A state extension to file nrny he ohlainetl, 
even if a fedcrul ex1ensio11 ha~ 1101 been 
requested, providing a 11Tillcn request is 
made to the Office of Stale Tax Co111mlssio11er 
prior to the due dale of lhe North Dukota 
return. 

If u corporation Im~ a11 cxtcn~io11 llf time 10 

file its North Dakota l'l'tlll'll, hu1 ha~ 1101 
prepaid its entire stale lU.~ liability by the 
regulur <lue dutt' of the l'L'turn. extension 
interest ul the rate ol' I 21ii- per annum applies. 
A corporntion which desires lo Ul'tlid 

extension interest 111uy make a vnluntmy stale 
payment hy the regular due dull' of the ~talc 
return. The p11y111c111 mu~1 hl' ac1.·11111pa11ied 
by u copy ol' the !'cdernl extcn~ion Form 7004, 
and North Dnkotn For111 40-EXT, indicuting 
the 11ppropl'iu1c 11u11K', uddrc,\, :rnd Fcdernl 
ldentil'il'ution Number nf till' 1axp11ycr 

corporntion. A!tc1·n11til'l'l,v. a lcttL'r L'rnlluining 
the nhove inl'ormution ulrnl).! with a L'opy of 
the approved stale c.~IL'll~illll of time 10 111c 
nrny he s11hmi11eJ wilh lhl' prl'payrne111 of tux 
dlll' 

Payment of tax 
II I.I'. .111, 1111, /111/11,1 '"'' ,, 1,' """ /'',,,,//,I I' 
11•,, 111.111 \', 1111 (l,1\llh'III 11,·,·d 11111 1,,. 111,1d1· II 
1;1, 1, d111·. lllv 1,11,il p.11111,·111 d1w llllhl I>,· 1',11d 

ill 1111• 111111' ,I/.,,, 1,,·11111· 1l1t• 11•111111 ,, l1kd 

P,11·1111·111 111,11 I>,· 111,111t• 111111 ,·h,·, I. 111 11111111·_1 

md1•1. 111,111!- p,1_1.il>k 1111111· \1Hth lli1l;111,1 S1a11• 
Tm c·11111n11,,111111·1 

Payment may also be made by 
electronic funds transfer. 
Information regarding electronlc 
payments c"'n be found on the 
department's Web site at 
www.ndtaxdepartment.com, under 
Corporate Income, Electronic 
Flllng, 

Check the box on the line under 
Line 2 lb of Form 40, page 1, and 
fill In the date of the payment, 

Attachments 

A complete copy of the federal 
income tax return as filed with the 
Internal Revenue Service must be 
attached to Form 40, 

Overpayments 
Overpayments or i11comL' tux may be applied 
to the 20(13 estimated tux 1111i11i11111111 $5,00), or 

issued as a refund /111i11i11111111 $5.00), 

A corporation nrny elcl't to have the 
overpayment l'l'Cdited tu a 200.~ estimated tux 
instullment hy cirl'ling the appropriate quurtcr 
on Forni 40, page I, line 22a. 

Penalty and interest 
The Office of Stale Tax Co111111issioner will 
notify the laxpayL'r of any pe11ul1y and 
intcrcsl uwcd on 1a.x due und any interest 
ac<:rucd un a refund. If desired, penalty and 
interest 111ay hl' rnmputcd rn1 tax due and 
entered u1i the return hy the laxpuyer. 

If the l'ull a111ou111 uf the la.x is not paid by the 
due date. or cxtL'lldt•d due d111e, the current 
provisions 1'1 ,r )ll'llal I y u tHl i ntc rest ure: 

• A pc1111!1y equal to 51 i of the tax due or 
$.tllO. whid1cvt·r is g1'L'aler: and 

• I 11 lcrcst com p11 led at tlw rnlc of I'¼, per 
nw111h r 111· ,1 /m, ·1i1111 o/ ,1 11w111/J) of the tnx 
due L'.Xecpt till' 1110111h i11 which the tux 
hcea11w dt1L'. 

I I' the return i~ 1101 Ii ll-d h~' the due dutc ( or 
11,l/1111c/11c/ c/111 1 t/1111• ), ii JlL'tl:ll!y or 5'¼, of lhe 
11c1 1ux !i11bili1y or i,5.00, whichever is grnutcr, 
upplies l'or the 11io111h in whil'h the return is 
due, wilh an addi1io111il S'', 1'01 t'u1.:h udditio11al 

L . · · · · ···· ..... · --•----····-·· ·-· d-l·j· od t Modern Information systems for mfcrofllmlng end 
The micrograph lo lmagea on thia film are accurate reproductions of recor~a me!tev!~at'lda~ds of the American National Standards lnstttute 
were filmed In the regular course of business, Tfhlelmedphott°graphf~ p;ot°eeeless legible than thla Notice, it ts due to the quality of the 
(ANSI) for arch f val mt crof llm, NOYI CE: l f the mage a . " 

doclllMnt being filmed, ~/1R_-b CK\c~, 
Ol)erator sf gnature • · 

1olwl6a:. 
Date 
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Page 2 

1111111111 ,,,, ,1 /1,1, ,,,,,, ,., ,1 111,,111/11 d111 llltl 
I\ L, '• illl' ,l\'1111qu1'lh \ , 11111 IIIIH",, II• H ilf 

~',• 1 11/ Iii,· 111•1 I.I\ l1,il1il1I\·. 

If 1tn•11• i\ an 1111•1p,1v1111·111 1111 h11111 ,HI. Pil!!l' I. 
i1111·11'\I al llw 1 ;111· ,ii I' i p1•1 1111111111 ,1rn111•, 
Oil 1111' 1l\'l"l'pil\'llll'lll hq!llllllll,l! l111'1~ lil'l' 
dav., alll'I" 1111' d111• dail' ,11 !111· 11•111111 tll'illr11111 

1•1i1•11111111J 111 o1th·1 llw dah· 1h1· n·111111 1, liled, 
whidwver dall' 11, lal,'r. 

Incomplete return 
All applkahlt• lilw~ on h1t'lll 40 111w,t ht• 
l.'0111pll'lc<l. A rc1urn wi1h i11t'l>mplc1c lines OI' 

sc:h1•clulcs, or wilh 1101a1io11s such as "sec 
ullad1cd slutc11wnl" or "uvailahll• upon 
audi1.'' i~ 1101 properly fill'd and will he 
n!lt1rn1•d tn 1Jw la>.pay<'r. 

Ratio~ and decimals 
On ull schedules where a ratio or dedrnul is 
called for, use 6 digils 111'11•r !he dcdmul point. 

·-· 

Where to file or obtain 
additional forms and 
instructions 
Completed returns and wrilten requests for 
i~.mation and forms should he mailed lo the 
.r ""i of State Tax Commissioner, 600 E. 1 

. ,)vurd Ave., Dept. 127, Bismarck, ND 
s8s1J5-0599. 

Obtain North Dakota tax forms, 
send messages, and find other 
information on the Office of State 
Tax Commissioner's Web site at 
www, ndtaxdepa rtment,com. 

Forms and Instructions may also be 
obtained by calling 701-328-2046, 

For the speech or hearing 
Impaired, call Relay North Dakota 
at 1-800-366-6888 and ask for 
1-701-328•2046, 

Inforlf•ation at the source 
Any corporation doing business in North 
Oakotu which is required to fl le a Federal 
Funn W-2 or 1099 must also 11lc one with this 
stale. For more information on the 
requirements and ultc1·na1ivcs for satisfying 
those m1uire1111cn1.~. cont111·1 the Offil'e of 
Stale Tux Con1t11is.~io1wr, 

- -·. . . . ·- ~. - ·- ..... 
Oulck refund 

'iJick refund of ovcrr11hl estimated income 
.• Ji1111y be requested by 11 corporu1 ion if the 

oveqrny111c111 exceeds five hundred dollurs 
($500) uud the d11i111 for quick rl'f'1111d is filed 
al'tl'r the close of lhc 111x11hlc yea, hut before 
the I 5th duy or the fourth 111011th thcrcul'ter, 

L 

Iii, l,·1111 ;, I 11,, ,_i.., I 1:, ,,,,.,, 11 I 11111,11.',I 
ll11 l•ill1 I I I 111 I 'l!'1•I 1''1J,1 I'. 11 11 ,,, 14)/\

11 

11111·-I I,, ,1!11,1111,·,I 11 .. 11; 11,, 11111., .. 1 'd.111' l.1, 
( 

0111111 I 11 , ,11 11 ii 'I 

Estimated tax payments 

If a c:orµoralion'!', tis I 1111att.!cl !'.late 
lncoml.? tax liability ~xcecds five 
thousand dollars ($5,000) c1nd Its 
previous year's state Income ta)( 
liability exceeded five thousand 
dollars ($5,000), the rnrporatlon Is 
required to make ,111 estimated tax 
payment of at least one-fourth of 
the amount due on each of four 
prescribed dates, 

lnfon11a1in11 ll')'a1di111: , ... 11111,,li'd 1;,, pay111c11tll 
b located al !Ill' hark ul I/ii-, f,.uil,kl. 

Amended returns/federal 
audit changes 
An Amendl'd Noni! 1Ja~11t.1 r·,11·pura1io11 
Income Tux Return. J-'111111 .10:,.;, 11111\t be lilcd if: 

• An amended l"ednal i11r,1m1• la\ return is 
filed; 

Norlh Dakotu incomi: i~ cha11g1·d as a 
resul1 of a fcdt•1·al a11di1: 

• A eorporntion'~ Nmtli Da~nla income is 
changed as a rl'~ll II ol' a North Dakota net 
operating /os~ 1·arr.vhark; 

• An error is discovcr1•d 1)11 ,1 prc,iously 
filed l'Cturn; 

• The i:orpornt ion l'l'L'l' 11 c, ii rl'luml of 
lcdentl inrnnw la.x which \\'ii'- deducted on 
a previously riled h>rrn -HI. 

IMormation ahout arncndl'd ll'l11rns cun he 
found in N.D.C.C. ~~ 57-1K-J8 and .17-.18-40, 

A current Funn -HIX a11d 111s1rur1io11s can he 
oblaim•d from lhl' < >flkl' of S1a11• ·1;1., 
Commissioner\ \I ch silt' ,11 

www.11d111xckpm1m1•111 rn111 

.. 
Federalization 
The North Dakota i111·rnm· l;i\ law 1s 
pe111e1uully 11 fcdL'l'11li1.L•d" In, Iii,• 1:L•deral 
'lilxahlc Income st111·ti11~ p11i111 11f 1h1• Nmth 
Dakota R111urn, fot· la.,ahll' ~'L'a1 s hcµl1111i11g 
alh~r Decl'lllhl'r .1 I. I 1JXK. 

Method of corporation 
taxation 
The North 1Jukot11 tmp1 >lilt i1111 i11rn1111.1 tux 
upplies only lo tlwl p11111t111 of ii rnrpnrntion's 
laxuhlc illl'Ollll' wl11l'l1 is dc1iwd frn111 or 
alll'ihutuhll' 10 s11111'l'L's 11 illli11 lhi., slalL', 

\ ll11l1,lj'l•11rl1o111111:• "'1(1111,ilil>II. I I' o1 

1',lffll'1,lll1lli 11f1,1•,1' 1•11'11/i'''• d1IIIII_\' 1, (' 

11111d11, 1,·d ,,,d,·h II 11/1111 ~Ill Iii ( );1h111.i. 
,11111111111·· :-1 .. 1111 l>.ik11l,1 Ll\ilhil' lll\'1111\l' hi 
.11lphl111.1· 1h 1,·d,·1,il 1.1,.ihl1• 111.·11111L' hy Nonh 
l"J.il,,11;1 • 1.11111• IJ I ,ldfll' 11111'111'. 

\11 ,ljil'"ill••IIIHi' "'li"il,1li11I). I.L' d 

,·,,q1111;i111111 II 11.i ,· l111',llil''' dl'll\ lly 1, 

,,111d111kd 1111111 111111111 .ind ll'itl11u11 N1>rlh 
llnh111,1. ,·111111,111,·, \',,11h l>akt11a la\ahll' 
1111·111111.· l,1 ,1il1ll',l111)! 11s li'dl'l'al 1:i,ahk• illl'Ollll' 
hv ~111 iii I l.il.111.1 ,1a1111111 \ adj11~11ncnls llllll 
.ij1p1111111111111• 1h1, ,1d1u~ll'1i 1ax;1hll' inl'ome 
usi1111 Sl'IH·dull' h\l T. FA< T-1. 11r Cl< (Pon 
//J11I hlllll•III. 

,\ l'111p .. 1a1i1111 1•111!a,ecd in a unilary business 
wi1h 111w "' n1,11,· l'lll'fH>rnli1>11s firr1•.1p1•1·1il•e rf 
11, 1• , 111111111 , ,, , , 1111111 i,•.1 in ll'llil'II th,• 
1 ·11r11111wi1111.1 , ·1111il1w1 lm.l'i11e.1·.I') must file 
w,in~ lhL' c111nhi11t'd report method. 

A u11ita1v hu~11H'\s is a group of corporations 
whirli l',;ni1·~ 1111 at·t1vitie~. the component 
pan~ 111 which lntll!,ft•l' value among 
1hc1mL·lv1.•., 1hrnt1µh 1hc unities of ownership, 
opcrati1111 and u~c. 

• "lJ11i1v ol ownership" mcun.o; the group is 
t11Hlc1: 1he t·on1111on contrnl of u single 
corpornlion. which i:-. also a member ofT 
group. Control exists when th~ si_ngle "·, 
corporati1>n owns, directly or indirectly, 
1norc 1ha11 lifly percent of the voling stock 
of auolher corporation: 

• "llnity ol opcrntio11" means the group 
receives hc11dits from functionul 
i111egrn1ion or economics of scule: 

• "l lnitv ul' use" means the group of 
torp1,'r:11io11s co111rihutcs to or receives 
hcndll!> from centralized manugement and 
policy lonnation. 

Whethl'I' a grn11p ol' corpora1ions is engugcd 
in a u11i1ary hu~i1H':;s depends on the facts 
and l'irL·u111l>ta1tccs or cai:h case. If unity of 
owrwrship e.~i:,,ts, any of the following facts or 
l'ircu1m!alll'l's crl'ales a presumption that the 
uni!iL'S uf opcrntion and use exist: therefore, 
thl' l'mpmal ions arc engugcd in a unitary 
hush~1.•s~ i I': 

• All aeiiviliL's of the group arc in !he same 
gcucrnl line or type of busincs.~: 

• The 11clivitiell of 1he gmup constitute 
di fl"ercnt steps ln u 1·c1·1 kul!y s1ruc1ured 
l'llfCl'pri:-.l': OI' 

• The group i.~ eharnc1cri1.ed hy cenlrallzcd. 
lllHIHlgCllll'lll. (. 

Wc4ter's edge election 
/\ L'llflUlrnlion r1•q11in•d 10 l'ilc ils North Dakotu 
r1•t11rn usi11r llll' w1>1 ldwidc unitury combined 



L 

ll'I'"'' 1111·1/111,I 111,1_\ l'!,·, I 111 II•,,· 111,· 11.,i.·1·•, 
1 ' 1. • llh'il111d I hl' \\ ,111'1 •. 1'd!.'l' ,,1,-, 111111 111u,1 

,,1,1,, OIi\ lh1· 11'1111'!1 d', IIIIL'llliilh 111,·d ,111d I, 

h111,l1IIL' '"' 111,· l'••ll•,,•,·1111, ,.' \l',I], II 1111· 
l'it'l'IIIIII h 11\ittk. ,\ ,111p,11:il1t•ll 11\al· l\"I 

n·d11n· 1.1,.1hl1• 11H·o1111· Ii, :i kdl'1,il 1111111111· ta\ 
d1•d111't irnt . 

A do111L"•lll' di~L·lmun· ,pn•mhhl'L'I 11u1,1 h1.• 
ohta111L•d ln1111 and fi11•d 11 ith thL' ( )ll1n: 111 
Stale Ta, < '111111111,,i1111cr thL' l'iP,I 1•1•a1 lhe 
prup,.'rly. puyr11II. 111 ~ak•~ in lolL';!!II 1·01111!1i1•, 

c.Xl'L'ed tell 111illi1111 d11lli11~ ,11111 t111al a,wl.\ 
l\\L'ecd lll'o humln·d fiflv 1111llioll dollars, and 
every third YL'ar thl'rc:11·11•1 prnvidL•d till' 
property, puyrnll. 111 ~uk·, in foreign l'lllllltl'ics 
cxc1~rd IL'II 111ill11111 dollnr:. and total assets 
exceed two hundrl•d fil'ty 111illi1111 dollars. 

Specific ir,structlotu~, -~. 
··,:... for Form 40, :~age t<· ,, 

Line 1 
Income 

Check the ho.x for the reporting method used 
to complete the return and enter the income 
reportable under thut nirthod: 

( Single Corporate Entity 
, ,....~ The single corporntc cn1i1y ltll'thod reports 

income or loss of nnly nne incorporuted 
business, 

If the single corporate entity method is used 
for both North Dukotu nnd fedcrul purposes, 
enter the l'cdcrul tn:wblc in<.'omc from: 

• Federal rorm 1120, line 30; or 

• Federal Form 1120-A, line 26. 

If the .~ingle corporulc entity method is used 
for North Dakotu purposes und the 
corporation is incluucd in a consolidutcd 
Federal Form 1120, cn(er the corporution 's 
federal luxublc Income before consoliduling 
adjwilnw111~/elimi11utio11.~ l'n1111: 

• A pm l'ornia sepurute rn111pu11y l'ederul 
Income tnx return, line JO; or 

• The schedule showing µrnss i1ll'ot11c und 
dccluetions, whid1 supports the 
consolidated t'cdcrnl tuxuble inrnme, 

Cooperatives und other hwd11ess 
org11nii',11tions 11slnl! fedcrnl f'orrns other limn 
Federnl Form 1120 lllllst c11ll~r the f cdcrnl 
t11,x11ble income from the 11pprnpriute form. 

(, Combined Report Method 

The comhlned repml 11ic1hod Is used ii' the 
COlfllll'llti1111 upprnli1111s ils llll'Ollle from 11 

unitury group or 1.:111 porntions. 

lltt 111,·l 1••1;l l1'j11,jl , 1,1! Ii/• '1111 di l,11, '" :di 
lilill,lf\ • llll1,n,d1•111 :11 ,., 1.i111,11, •,•1•111p 

r \, , •. I' \,:1,11• t . , /, 11 1..: I I ,' tJ'1 I J 

II 1111' I 111111•111,•,I H'I' qi II'• 111 .. ,I I' 11•,,·,I •'llll'I 

1111• ,1111,111111 l111111 !11,· '\,qJl1 ll.1L,,1.1 \,li,•,htll' 

\\'\\. 1111,· I I 111,I ,111,11 Ii ,1,,, '•<'IH'dllh· 111 

h'illl 111 

bi. 100'1/o North Dakota 
Corporations Consolidated 
Return Using the Combined 
Report Method 

Chl'd, llll' "11111', \.,111! l>,1k111,1 t',111.,11lid111ed 
lfr111111" IH1\ If thl' rnrpornll1111 is n·c111ln•d 111 
fill- 0111· l'IIII\Dlidall'd N1111h J>,11;111,1 ll'llll'll 
11,111~• lhl', 11111l,11wd ll'lll•ll llll'lhod, 

Two 01 111111 l' , , 11p111 iii i1111, u r1• rt'(!Uh'rd 10 Ii le 
nlll' 1'<"11l1 I l,11 ,,ta 1,·111111 11,1111! tlt1· i:1u11hi11ed 
n•p1111 1111·11!, 1d 11 illl' l·u1poratiu11s arl' alfiliutcd 
n~ pa1l'11I ,111d ,11h,idiar.1·. arc filing a 
rnnsolidall'd frd1·1al ta\ l'l'IUl'll, and all 
t·o1'plll'illi1111, illl' 111lL'rnl111.~ ,<ild~· within 
Nonh Dal;, ,1a 

If lhl' hox 1•111ith•d "1<111'; No11h Dakota 
C'o11.~olidatl'd lfrt,1111" i, l°lll'L'krd: 

• Enter till' 111111H11ll lillln till' North Dakota 
Sdll'dllil' \\'W, lilll' I .l and altul'h the 
.~chl'duh· to h 11111 40: and 

• C'o111plL•t1• Nor1h Ualrnla SL'hcdull! Cl{. 
part., 1 thrnu).!li IV. a11d a1111ch the .~chedulc 
lo ] :orm ,II) 

b2, Apportioning Corporation 
Consolidated Return Using 
the Combined Report Method 

Chrck 1111• "1\ppu11iu11i11)! (\1rp Consolidated 
Return" bu., if th,· r,1q1orn1ion i.~ flli11g one 
rnnslllidalL'd N11r!h I )ak111a return using the 
cumhillL'u l'L'p1111 1111•1h11d 

Two m 111ml' rn1pu111tiun, muy file u11e No1ih 
Oukol a l'l'I 111·11 11 ~ iug till' rn11~.>li dated return if 
the <.'mp11ratio11~ an· req1.1ircd lo llSL' the 
L'o111hi11ed n•p111t lllL'thod 1u1d 111ore th11n one 
of till' 1'tllplHal1,111•, lw, ,1 filing requirement in 
North l>,1k111:1. 

Jr ho~ h2 l'lllitkd "1\p11e11t1oni11g Corp 
Com,olidntL'd l{l'lll111" 1, dwdl'd: 

• Ellll'I 1111· ,11111,11111 1'111111 till' North 1)11kotu 

Schl'd11k W\\'. IIIK' 1.1. and IIIIIIL'h the 
sl'lll•dull- to h11111 .111, and 

• Co111pk•tl' North Uakula Sd1l'dule Cit purls 
I lh111111!h I\', :ind 1111;1rh 1h1• ~l'hedulc 10 
1101111 •10. 

c. Water's Edge Method 

C'hcl'k thL• "\\',111'1', l·'.d~L' ~fr1lu1d" h11x if the 
corpm111ii111 1, ;1 1111·111lw1 111 a worldwide 
u11i1ar~· g1·011p 1111d 1·11.'rh 111 l'ik• 11 Nol'lh 
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I 1.,~. 11 1,1 1,·111111 11,1111.• 111,, \\ illl'I \ ,,,i,,,. lilt 111,111 

,\·,, \ /I \,/,11111. (,,,/,,I,.\'/ 1/, II\ .'I 

!I 111,· 1,,,, ,·111111,·d 'W.iil'I'\ h!1.•1• .\ll-iliPd" 1, 

, IH",l,t',I. ,·11ll'I 1hv ,11111,u111 1111111 1lw \'11111 1 
I l.ih1 1t,1 ,..;l'hvd11k Wt· .. l,111• 11, illlil ,llt11d1 thv 
,l'lll'dllil' l11 h1r111 40. 

11 1111• l'111p11rat11111 ,•k•L'I, 111 ll~l' tl1l' 11a11•i\ 
l'd,1c,• 111,·1!11111 and i., liling a L"1i11~lllid,111•d 
N11r1 h I >akuli\ l\'llll 11, rn111pil'IL' .'·,rlil•dull' l'R. 
p,11h I. 11 o111d IV and ullaL'h till' ,,·lwduk tu 
h11111,ltl. 

d. Other 

C 'hcL"k till' "OthL·1·'' hox if the curpor111 on ha~ 
reL'L'iwd Wl'illen llL'l'rnission from lhc Offkl' ul 
S1a11• Ta., Co111111i.,~io11er 10 file u North Dako111 
l'Cllll'II 11si11g a filing method olher than thuw 
,pel'i fied ahn 1·1~. 

Otlwr filing methods urc <.'ontained \n 
N .D.C.C. * ~7-.~8.1-18 (for 11:w11111le, .1·ep"mte 
<l1'rn1111ti111-: or a metlwd 11si11g a11 
,1111111l'fi"111111•111 fi1,·tm· dlff'ere111 from tlwr 
t·1111111111et! 1111 Sclwd1i/<'.1· /i'Ac1; Fi1 CT I or 
on 
If' the hox entitled "Other" is chc~ked, ullach ;i 

rnpy of the letter granting permission to use, 
or requiring lht• use of, this filing methocl and 
u worksheet substi111tiating and explaining till' 
l'omp111a1irn1 of income. Enter the total inconw 
!'rum 1his worksheet on Form 40, pugc I, !inc I 

Line 4 
North Dakota apportlonable income 
II' completing Schedule CR, enter the amount 
frnm Fonn 40, page I, line 4 on Sd1cdule CR, 
purl I. I inc 4 ( enter tlle .1·m11e a11wwI1 for each 
<'oJll/"111.1') ancl complete all parts of 
Schedule CR. 

Line 5 
Apportionment factor 

Ir a l'orporution hu.~ business income ( See 
N.IJ.C.C. d1. 57-3lU) from nctivity solely 
within this s1111e, enter 1.000000 on this line. 
Corporations 1101 filing II consolld111ecJ return. 
cuter the 11pportionrnent fuctor from Schcduk 
FACT, line 14 or Schedule flACT-1, line 6. 
Curporntions completing Scheclule CR, must 
L'ttlel' thL' 11pp11rtionmc111 factor from Scheduk 
CR.pail II.line 14u. 

Line 7 
Income allocated to North Dakota 
H111c1 11u11!rnsirwss iueo111c ulloeuted to North 
Dnkulu ll·ss relutcu expenses, Nonhusincss 
ineo111e is 1dloc111cd lo North Dukotu if the 
i llL'OlllL' h, 11t1rihu111hlc to North Dakotu. 

~ 
,~..:1~j• 

Tho ml crogruph Io Images on th Is f llm oro accurate reproduct f one of reeord.9 dol f vered to Modern I nformat I o·n SyetQfr\9 for mf crof llml ng and 
were filmed ln thl! regular course of business, The photographic process meets atandards of the America" National Standard& Institute 
(ANSI) for archival microfilm, NOTICE1 If the filmed Image ab,ov~ le less legible than thfR Notice, ft Is due to the quality of the 
doc~!lent being f I lmed, ~-v n} l ! 

D&itJ ~JS. ~1 c .. Lht:i'A / 0 /(/) (6 a: 
Operator Sfgnoture ~- ' Date 
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l·:.,lll'llsl'' llllls( hl' ;itillhllll'd (11 IHlllhllsilll'\~ 

-·,. i1wo111l' 111 a 111.111IIL'I ,1i11d1 l,1111_1 di~1,ih11lt'' all 
Pl lilL' n11p111al1011·, l'\pt·11,l', 10 ih ,,11i,n1~ 
-~'PL', ,ir i11r11111t'. 

Corp, 1ni111111, t·o111ph-! in~ Sdwdule ('I{ 11111,1 

L'llle1 lhe 1,11al 111111hu\iJ1L'." inrnme for 1111 
L'orporn1io11s ha\'ill)!. Ul'li\"II\' wi1hin N11r1h 
Dako1,1. . . 

Line 9 
Federal tax deduction 
Corporu1_ions rnmplc1i11g Schedule FTD, enter 
urnount trom Schedule FTIJ. line 17. 

Corporutions electing water's edge method, 
enter zero on this li11c. 

Corporations compleling Schedule CR, enter 
L!1c urnount from Schedule CR. part Ill, 
lane I 7u. 

Line 10 
Exemption for new and expanding 
business 
If thci corporulion received u new and 
expanding business exemption from the Stale 
Board of Equalization, enter the amount of 
exempt income computed pursuant to N ,D, 
Adm in, Code § 81-03-0 I. 1-06. 

Corporation~ r.:ompleting Schedule CR enter 
..-""-th . ' · , e ,exempt income for each corporation 

huvmg an exemption und activity within 
North Dakotu. 

Line 11 
Renaissance zone Income exemption 

If the corporation Is clalming 
ex"mpt Income as a result of the 
Renaissance Zone Act, enter total 
amount of exemption from the 
summary part of Schedule RZ, 
Contact the. Office of State Tu: 
Commissioner at 701·328·204tj to 
obtain Schedule RZ, 

Line 12 
ND Income after federal tax 
deduction and Income exemptions 
If tht! u,mounl on line 12 is u loss, the loss may 
be earned back nnd cul'ried forward for the 
same numbt!r of years us u fcderul loss of like­
kind, 

Election to forego loH carryback 
However, regardless of the corporation's 
treatment of a federal ncl operuting loss, the 
corporation muy elect lo forego the ullowable 
carrybuck period und cun·y forward the entire 
state loss. To elect to f'orl•go !he currybnck 

, period for n North Dnkola loss, check the box 
· ... ~ .. / In Question IO 011 puge 2 of Form 40. A 

r111p, 11.il1.,11 illll'i 111.1!,t· 1]11, ,•i,·,11,111 1111 ,Ill 
111\)'lll,il 11·111111 Iii.ii I' l111lo'l_1 l1kd (>II Iii,· ll'ill 

Ill II 111, Ii 1111' I_,,,, \\ ;1, lll\"III I 1'd . 

If an election is not made, the loss 
must be carried back. 

i\dd1111111,il 1111111111a11,111 rt~.i1di11~ In--.. 
l':111yl1i1l'~ a11d Im, l'WT_t/11rnanl prmi,io11~ is 
rn11ta111l'd 111 N.l>.C.C. ~ "7-.~8-0l..1,(3JmH.l 
N.IJ, :\d111111, C '111k· ~ H I-OJ-!I) 1-07 

Line 13 
North Dakota loss carryforward 
The N1lrlh Dakota loss l'anyforward allowed 
on the 2(lll2 Forn1 40 is the amount of the 
acru111ula1ed lms ll'ss any previously 
deducll'ci lo\~ nmybal'k or l',1rryforward. 

A11ach a 1~·01k~hl'CI ~110wi11g lhc accunrnlatcJ 
Jos~. hy year, less any previously deducted 
loss l'arryh11d or carryforward. 

C11rporntio11s l'n111pleting Schedule CR must 
c111e1 lhl' loss l'unvf111ward from ull 
cmpllrntio11s huvir'1g activity within Norlh 
Dak1it:t. 

Line 15 
Recapture of federal alternative 
minimum tax 
Corporations complctin~ Schedule AMT-R, 
enter an11111111 t'ro111 Schedule AMT-R, line 11. 

Corporations completing Schedule CR, enter 
lhe amount from Schedule CR, purl IV, 
line I la. 

Line 16 
North Dakota taxable Income 
If the return reports a North Dakotu loss on 
Por111 40, pngc I , Ii nc 12, or ll North Dakota 
loss c111ry rorwurd on Form 40, page I, line 13, 
please con1plctc lines 14• l 7. 

Always complete llne 16 by 
subtracting the amount on llne 15 
frorn the amount on llne 14. 

Line 20 
Tax year 2002 estimated Income tax 
payments 
Enter lhe 101al 1002 cstimutcd income lax 
pay1!tl'llls. Also, enter any 2001 overpayment 
cred11ed to the 2002 taxuble ycnr and uny 
p11ymc111 volu111urily nrnJc to the stale with an 
CXICll~illll of lime for l1li11g, 

Line 21a 
Interest and penaltv for balance due 
Thl' Office or Slate Tux Co111111lssio11er will 
notify the tuxpay1.•1· or 1111y penalty and 

1111,·1,·,1 "lll'd I 111 Id\ diH' II d,·•.111•,I. 111•11,dll 
,llld 11111'11",I 111,1\ ,.,. \ 1111\(llllt·d 1,1 1111' Ll'.I) : "I 
1111 1,1\ .!11,· ,11111 1'1\l1'1,·d 1111 liH' 1,·111111 ' 

II Iii,· 11111 ,lllhllllll 111 1111· l,1\ I' 11111 p.11d ,,, 111,· 
dlH' d.111·. ,,i ('.\ll'lhkd dlll d,,ll'. IIH' ,·1111:·111 
p1oi11s11111, 1111 Jll'llilil~· and 1111,•1v,i ,lit·· 

• .·\ p,·11.dl\ ,·qu,d 111 "' r 111 1li1• LI\ dllt' Ill" 

-:,~_1111. "h1d1l'\l'I ,., µn•,lln. ,111d 

• lnlt'l'l'sl rollljlll\l•d al lhl' 1;1ll' ol I', lll'I 
Ill! 1111h I 111 cl J1·ac1io11 u/ 11 11111111/, J, of 1111' 
la.\ duL" cxl'epl lhl' 11111111h 111 11h1rh lhl:' 1ax 
lwl'a111e due, 

If the relurn is 1101 riled hy lhc due dale (or 
1'Xfl'l1tll'd i/11,, clat,•), a penalty of 5 11; 11/" !he 
ncl tax liability or $5,00. whkhL·l·cr is gn•uter, 
nppliL•~ for the 111011th 111 which the return b 
dllL'. with 1111 additional 5';f for cad1 addi1io11al 
111rnllh (or a Ji'c1,·tio11 1!f" a moHl/iJ duri11p 
whrl'h the delinquency cnn1i1111e\, 1io1 10 
cXl'ced 25% of the net tax liability. 

Line 22a 
Amount to be credited to year 2003 
A rnrporution rnuy elect to have the 
ovcrpay111e111 credited to a 200~ cstimu1cJ lax 
inst~ll111c11t hy circling the uppropriatc quarter 
rn1 J:orm ~~l, page I, llne 22a to specify the 
pa1·11_culm_· mstulhncnt ,to which the umoutj• 
L'l'cd1ted 1s lo he applied. \ .. ' 

Specific ·rnst:~u~iQnS 
for Sct,edtd,e SA 

,'I • 

Additions 
Line 3 
All taxes measured by Income 
deducted to arrive at federal taxable 
Income 
~nter ull 1axcs measured by income, including 
111co111c Luxes, franchise ot' privilege taxes 
measured hy income (paid to 1111y 1,1xi11g 
11111/ton'11· i11d1ufi'11g e1 foreign co11111r1•) to the 
extent such laxes were deuUL'tcd 10 a~rivc 111 
fcdcrnl 111.xahle inL'ome. 

Line 4 
North Dakota depreciation 
adjustment 
North Dukotu 111come tax s1111u1es did not 
ullow for the USl! of ACRS dc1m:ci11lio11 on 
11.~scl.'; pl11ced in servke between Juuuury I, 
I IJH I 1111d llw end of lhe 1982 tux ycur. These 
ussels lllll~l he deprel'ialcd using metho<J· 
ulluwcd under the l111enrnl Revenue CodL\, 
provision., in eff el'I as of December 31. 198(). 
1-'edcrnl 111.~uhll! i11rn111c r11ust be ndj11~ll'd I'm 
!Ill' diffc1l'llce in 1ltcst' two ttteth11d,. l·.111e1 tlw 

The mlcrog!'aphlc images on this fl lm are accurate reproductions of records dot ivered to Hodi,rn Information Systems for mierofl lmll'lg and 
were filmed in the regular courH of buslnesa, Tho photographic process meets atandards of the Amerfc:an National Standards Inst'ltute 
(ANSI) for ,,rchlvel microfilm, NOTICE: If tha filmed Image abpve fa loss legible then this Notice, ft 111 due to the quality ot the 

do<!IMnl being fllnNd, ~a 12 1/@J - " .n&:6 ~I C ~ 
Operator Signature < 

• ':I 

,...,'(1.ii 
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2002 North Dakota Corporation Income Tax Return Instrudlons 

aJllOUIII or ACRS <lcprcrn1tio11 lll~lhll'll'd 1111 
1~ · fcdcrnl return for 1hc!-ic us!>cts Im 1hc 

.'Ill 111.~ a hie year. 

Include dcprcciutio11 on all cmre111ly held 
ussc1s whkh were pluccd in scrvil'L' he1ween 
Junuury I. 19/l I nnd lhc end of till' l 982 tnx 
year, not just such assets which arc! lorutcd 
wi1hin North Dakotu, 

In computing this adjustment, exclude safe 
harbor lease assets. 

Line 6 
Other additions 

The safe harbor lease provisionli in Section 
168(1)(8) of the Internal Revenu,! Code of 
1954, as amended, were not adopted in North 
Dakota in those instances where the minimum 
investment by the lessor is less than one 
hundred percent (l 00% ), Entel' amounts on 
line 6, as follows: 

• Seller/Lessee: sale proceeds, rent expense, 
amortization expense, lease acquisition 
cost. 

• Buyer/Lessor: Interest expense, 
depreciation expense, amortization 
expense, acquisition cost, loss on sale of 
property, 

.. ~ ( itional information regarding this 
, '\ auJustmcnt is contained ht N.D.C.C. 

. _..,. 1 § 57-38-0l(J)(a). 

!H\t+t: 

Subtractions 
Line 8 
Tax refunds received In vear 2002 
Enter all income, franchi1;e or privilege tax 
refunds receivtid in 2002, to the extent such 
taxes were previously included in North 
Dakota taxable income, 

Federnl income tax refunds received cannot 
be included on l111e 8, See General 
instructions, Amended retums/f edernl audit 
changes. 

Line 10 
North Dakota .dt1preclatlon 
adju11tment 
Enter the amount of depreciation computed 
for the current taxable year on assets placed 
in service between Junuary I, 1981 and the 
end of the 1982 tax year, using methods 
allowable as of December 31, 1980, ( See 
instructlon.r for line 4 for further 
ri:11/a1wtlo11), 

(/,'.1ude depreciation on 1\II currently held 
assets which were placed in service between 

Ja1111i11y I, 11>81 a11dlli.·l·11d,,1 Iii!' l•JS}1.i, 

)'l'ill. not j11,1 ,11rh a,w\, 1\1111'11 .11t· lnl.11,·d 

wi1hi11 Nnr1h Dak11til 

111 ~·111111111111\~ tlw, ad111,111w111. ,.,, 111,k •.,,JI' 

ha1hnr IL•asl' m~l•ls. 

Lines 11 and 12 
Allocated Income and related 
expenses 

Enll.'.'1' on line J I all rwnbusilll"•' illl'Ollll' a11d 
c111cr relutcd expenses 011 line 12. Thl' 111l'rh111I 

used lo uttributc expenses to nrn1hu,i1w,~ 
income must fairly dis1ribu1c all nl' 11\l' 
corporntion's deductions 10 11!1 of iis \'amur, 
types of income. 

If an entry is made on this line, all of 1lw 

following must be allached to Forni ~O: 

• A worksheet showing euch type of ui.·11111l' 
or loss item allocated anti its u11io1ir11: 

• Documentation showing lhc s!Ule to which 
the item of income or loss wm, 11llm•a1ctl (o 

('()[))' of t/ie ot/ier s/{lfe :1· l<I.I' re tum is 
(Jl'ejel'red): und 

• A narrative explaining the reasons f'm 
allocating each item of income 01 loss. 

Line 15 
North Dakota domtistlc dividend 
exclusion 

Dividends received by the corporn1io11 arc 1101 

tuxable in North Dakota if the dividends arc 
received from a corporation whkh has paid 
North Dakota corporution Income tax 
pursuant to N.D,C.C. ch. 57-38, or frnm a 
bank, trust company or building 1111d loan 
association which has paid tux pursum\l 1(1 
N,D,C.C, ch, 57-35.3. 

If the payor corporation's cnlirc f'cucrnl 
taxable income wos subjected to North 
Dakota taxation, the full amoulll of 1hc 
dividends may be subtracted on !his lilw. II' 
the payor corporation is an apporlioning 
corporation, the deduction is compulccl hy 
multiplying the dividend~ received hy the 
puyor corporation's North Dakotu 
apportionment factor. 

Une 16 
Other subtractions 
If the nmount on Fonn 40, page I, line I 
includes any gain, either ordinnry or L'upilul, 
from property subjected to em111cn1 domain 
sul11 or transfer, such gain is not la.,uhlc and 
must be entered on this Hnc. 

Section 168(f)(8) of the Internal RcvcnuL' 
Code of 1954, as amended, wn~ 1101 udoptcd 
in North Dakota in those instm1cc~ wlH!l'l' the 
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111111111111111 111\1•,11111·n1 h1 Ill!' 11'•,•,nl I\ k,~ 1ha11 
<11u· ll1111il1l'd p,•1u·111 r 1111i·, 1 I .1111•1 .1111111111h 

,1, lull, 111, 

• :-.dii'1/l ,l·,wv 11111•11••,1 llllllllll' and 
iil'()l'L'l'iilli,111 l'\l'L'li'L' If,,, //111'/I 1dt1c'l'<I //1 

1,•11 ,,·,• /ir1111·,•11 .!111111,111 /, /WU 11111/ tlic· 
,·11d ,1/ th,· /').\/:' tu 1,//1/,· 1 ,·,11: 11s1· 1111•1/w,l.1 
,d/1111<·,/ 1111tl,·1 1/11· /111t·111,il N,•1·,·11111• Cmfr 
,1, o( l>1•n•111/wr 30, I 'JS(); jor 11.u1'/,1 

11/u, I'll ill 11·1·1 in• 11/1,·1 1/t1• /1)82 lt1.1'<1ble 
1·,•,11; 11J1' 1\CUS r/1•1m·d11tio11J. 

• Buyer/Lessor: rc11tul i11co111c. 

l<l')llllatcd i11l'c1,1111cn1 rnmpanil•s, as defined 
hy lhc Internal Revenue Code, will be allowed 
10 s11h1rnL'I on lhb line l'crtui11 dividends paid 
10 slrnl'chulders. The dividends puid must be 
attl'ihut,1ble 10 income 1hut is tuxahlc under 
N.D.C.C. ch. 57-~8 when the regulated 
i11ve.~tmcn1 compuny cums the income. 

Corpor~~-.~ns filing a consolfdated 
North D ota return must complete 
Schedule R, Part III ( do not 
complete SChedule FTD) and refer 
to the lnstrt.tctlons below for the 
"Combined Report Method," 

---·· ·····---- '~--•········ i •'--·---·--------
Single corporate Entity 
(Box a - Form "9, page 1, line 1) 

A corporutlon filing m/i single corporate 
entity for both North o'fkota und federal 
purposes lllU!>t coniplett l~cs I, I a, I b, 4, 5, 6, 
7, X, 9, JO, 11 and 17/f ~ 

A corporation filiJ1 
as a single corporate 

c111i1y for North Dnkota pul'poses and 
lnl'ludcd in a ct~oli<lated r~crnl Form J 120 

;!;;:;p2:: :~~I l~::i 
I 

Entel' th deral income lax liabllity from the 
federal · ·ome 111x return filed with the IRS as 
foJJ01 )i 

·edcl'UI Porrn 1120 wns used, ~Iller the 
10unt from line 31: ·~, 

• f Federal Form 1120-A wus u:,ed;\p.ter thl' 
1.1111oun1 from line 27, i 
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( '1>0JWrnli\L'' 111 nth,•1 h11,11IL''' 11q),llll/at11111, 

11,inr l1.·1kral 1111111, II' lw1 1111111 h•11\>r,il 1·111111 

1120 11w,11.•111n thl' frd1•1,tl t,1\ liah11t1, f111111 
lh1' app1np1ial1' fn1111. · 

line 1a 
Federal alternative minimum ta>< 
liability 
E1111•r the umouut of FL"dcrnl AllL'flHlll\·1.• 
Minimum Tux (AMT) whil'h hus been 
indutlcd nn line l. Fcdcrnl AMT i!-. db.allowed 
in eomputing the North Dakota Pc1kral 
lurnmc 111.x Deduction because i11comc whid1 
created fcdcrnl AMT is no.l II part nf North 
Dukuta tuxablc income. 

Dhmllowed federal AMT is carried forward 
and may be recaptured in fu1urn tux periods. 
For more inrornrnlion sec Schcdtile AMT-R. 

Line 2 
Separate company(les) federal 
Income tax llabllity , 

Enter the federal income tux Jiubility ns '\, 

. -·- 2002 North Dakol<1 Co!:poratlon Income Tax Return Instructions 

Combined Report Method 
( Boxes b, b1, and b2 ~ Form 
40, page 1, line 1) 

ThL' 111/111\\'III)! lilll' lll\ltll1l1<111, ;q111I~ 111. 

• ( ·111p111ati1111, lil111p a l11111li11wd 11•111111 ,llld 
L'111•d111µ 1111., h 1111 h1rn1 .111. 11111• I 111,111)! 
Sd1L'dt1k FIi )): 

• C111pnra11011~ filing ,1 ,·n11,111idutl'd n·turn 
and checking. citlll'r hux hi 1)1 h2 1111 

Form 40. li11c I (11si11)! Srhl'dllll' CR. 
parl Ill). . 

If a curporatio11 lax return includes inrnmc 
from more thun one federal 111x rcll1rn. u 
sepurnlc pro formu Sd1cdulc FIT> mt1sl be 
cornplcled for each rnrpor,11irn1 that filed R 
fcdcrul tax relllrn. " ' 

The nmounts on lint•~ I, la, lb,~-<>, 111 u11d 11 
from the separutc pro fonna Sd1edulc Fl'D's 
must be aggrcgutcd and the ~otals entered 011 

the appropriate lines on th~•corporntion 's 
Form 40. · 

Line 2 
Separate company(Jes) federal ( 
Income tax llal>lllty 
1 ·1111·1 11!1· ,,epa1 al\' l·umr,rn> prn fornw kdl•rnl 
111u1111v 1,1\ li.1li1l11y for ,di 1,1 thl' unitary 
,·111p111a11e111, I\ llich a11• 111l'111dl'd in the 
L't 1n,111id,11cd feckni I 11.•u 1111. Till' sq1ara1e 
L·11111pa11y laK Hah11ity 111 au~· nirporutio11 
whid1 dui.Js t1111 11•s111l i11 a pmiliVL' tu.x liubiliI1· 
~hall ho 7.l'ro. Allal'h ,1 w111hshcc1 supporting 
this compu1a1ii111. 

Line 3 
Profit companies federal Income tax 
llablllty 
Enter the total pm fonna scparnle company 
fetlcrul income 111x Jinhililics l'or ull 
corporn1io11~ included in the consolidated 
l'ctlcral return. Thl' Sl'parall' l'Ompt111y tax 
liability of uny l'orporntion which does not 
result in a positive tux liability shall be zero. 
Allach u workshcl'I supporting this 
eomputulion. 

computed on the corporation's pro forma ,. 
separate company return, Attnch II worksheet line 1 · 
supporting this computation. · ~1ifederal lncom,_tax liability 

Line 6 
Federal taxable Income 

Line 3 ~ter the fcdcr -~come ta.x liability from tltc 
Profit companies federal Income tax f e al in con x return lllcd with the IRS us 

Enter the lotul federnl tuxable income for all 
unitary corpornlions whose income is 
included in lhc Fcdcrul Form 1120. Aune~. 
worksheet supporting this computation,,. tlablUty foll 

Enter the total pro forma sepnralc company 
federnl income tax liabilities for all 
cmporntions included in the consolidated 
f ederul retllrn, The sepurule company tax 
linbility of any corporation which docs not 
re.suit in u positive tax liability shall be zero, 
Attach a worksheet supporting this 
computation. 

Line 4 
Ratio 
Enter l.000000 if filing as u single co rate 
entity for both North Dakota nnd Jreral 
purposes. , 

Line 6 I 
Federal taxable fnco"lf· ' 
Enter the amount from F 

1 1
40, line I. 

e/ore C1J)f'Ol'llm1111e111 J 
not luxublc to No11h 

Dukolu, sue : interest on U.S. obligntlow: 
and illl'OII i located outside North Dakoln, 

Line 
No 

1
, Dakota apportionment factor 

Eut'1· the upporlionmrnt fuctor from Form 40, 
Unc ~. 1111d proceed to line 17, 

r.r' 

• If F I Form l 120 was used, enter 
am tom line JI: 

eden~,orrn 1 l20•A \1·11s USl'd, enter the 
nount froii{Ji~e 27, 

Line 7 
Income not taxable to No~'th Dakota 
Enter the iucomc (before ap1u1rtlo11111ent) 
indutlctl on line 6 1101 tuxublc to North 
Dokolll, sud1 us interest on l! .S, obi igutions 
and income ullocuted outside North Dakota, 

· oopcrallves or !~er businl'ss mg11ni1.utiuns 
using federal formi.r'~thcr llu111 Federal Form 
1120 must enter the fcd~p1i tax liability from 
the appropriute form, \.:-;. Line 11 

, !'forth Dakota apportionment factor 
Line 1a ,r If a foreign tux credit is not claimed on the 
Federal alt1!rnatlve mlnlm~m tax fcdernl income tux return, enter the 
llablllty l.'~

1 
. apport!onmcnt fot•tor from Form 40, page I, 

Enter the aniount of Pcdcrul Altcrnatt.vP, line 5, und prm:ecd to line 17. 
Minimum Tux (AMT) which hus been··~ , , .. , . 
Included 011 line J. Federal Al\fl' is disulli:s:• ed Corporult(!ns ltl11~g a consoltdated slnte return 
in computing the North Dakotu Federal ·, e,ntt!r the lu,c1ors I rn11~ Sehc<lule ~R, part II, 
lncomc Tax Deduclion bernuse income whicl ~nte 14 Oil Schedule l It part Ill, hne 11. 

c1·ca1ed f.!derul AMT is 110111 1mt of North ,: a foreign tax credit Is clalmed on 
Dakolu ,.uxnblc income. t ederal Income tax return, skip 

Disullcwed federnl AMT is rnrl'ic<l forwurd llne · and go to llne 12, 
1111d may be recaptured in fu1ure tux periods, L' 1 
For mo1·e Information sec Sehedule AM'f'-R. r!~: lnco 

Do not complete /Ines 2 and 31 and 
enter 1,000000 on 1/ne 4 If: 
• A consolidated federal retum Is not 

fifed/ or 
·• A consolidated federal return Is 

flied In which all companies 
lt1cluded In the consolidated federal 
return are Included In the unitary 
group. 

"Totul Income" ' dcnLI 1uxuble income of 
those corporulion~ · ich 11rc Included h•,<c. 
unitary grnup und ar uircd to me u fc .i:· · 
income tux. return, pluH ,h,ui; the ·/•·. 
udjustmcnts (before lll'fW , ')II/WIii) 

prov!Jct.l i11 N.O.C.C. § 57-38-01'8,,~.xcept ror 
the 1'1'1.krul inrnme 111x dl•ductlon. me the 

. ·· ····· -····•···-·· · d d lver,,d to Modorn Information systems for microf l\111fng and 
The mlcrographlc lmagas on thfa film aro accurate hepphrod~ctlo;,~fp~~~!~sarne~~s aterldards of the Amerfoan National Standards,1nst~tu~e 
wore filmed fn the regular course of bUsfness,h lfielmed t°gra above h less legible than this Notice, it Is due to the qoal ty o t e 
(ANSI) for archival nth~rr,f llm, HOT1CE1 If t e mage · 

docu,ont bet"' filmed, -~ 1&:hi CK~, cl.Jmd.-.-------l.-l,ID,:;_,~~ttL~(12;+'.ate;4-a--
Oper~S I gnoturo r-



1l,,1·k1,li1•,·1 lwl1111 111 ,11111111111· 111,· 1,,1.il 11w,1111o· 

111 ,,,, Cllll'lt'd ,111 l11w I 1. n1 .'-irht•d11li· ( 'It pall 
' ll' I.\, 

I h•d,•1,il lll,\,1hlt- 1111·, 11111· 

1.\,lw./11/, J'l/I /1111· 1u 
! ·1,,1,,1 add11lou, 111,,g, I. 

1,,,,. !J 
I ·1o,1.11 -.i1h11.i,·llo11, 1/'•'~•· / 

/11w .1/ 
•l S11h1, 11111 /.'\ii,/ li11t~ I 

,111,/ .?, 111/11111, I li11e I) 

'i Nrl i11kn·11111pa11y ad111,1 
11u·111.~ in line~ :! & f 

<>. Tolal inL"otnc (S11/i1mt1 
line .~ from line 4, l:11tcz­
hcrt.' 1111d on SchcdulC" 11fl), 
line 13, 111 Schedule CH.'·l i 

Li~';' ~~//111• /3) ·,;;-•"·-···· 

Income relating to Fofelgn Tax 
Credit t )i 
Enter the total rnxnhk inborn~ from sources 
outside the U.S., ufter loss rcoiipture us 
computed 011 Jle<lernl Fon11(s) 1118, part II, 
Schedule B or Federal Form(s) .'i735. 

J' ~ 
j 

.. ··-·--·--·••"-ii .......... -........ l.. ... . 
Water's Edge Method ~;~ 
(Box c- Fotf 40, page lAJlne 1) 

I), .. ..,rporntion lccting the water's 'ge 
I\ ,d cant.:c1uim a federal incon\l; tax 

f ·~ dcctuctlon, D. · not complete Schcdui~ FTD 
) and enter zc_

1
· on Form 40, page I, lirt19, 

,,,,•" 

'· ... .. __ .,. .:r--" ~"- ... Ti 
Other i t 

(Box r# - Form 40 page 1, Ii!'·,~ 1) 
A corpor\uion which hns checked the b 
entitled "Other" on Forni 40, line I, shou . 
contn<.1 the Office of Stulc Tax Commissi,le. r 
for specific Instructions, Hnscd nn the 

1 
instructions from the Office of Stutc Tax 
Co'}ltnissioncr, attach u work~hcet supporl~g 
lh,,compululions. ,, f 

led stale return 
u11d ch ;orm 40, line I, 
must C( R, purl IV (do /WI 

l'0/11/J/e , ) 

'l'-1~ i.~ used lo 
co cnl'l'yforward of 
Pc Tux !AMT) 

•• 1 • , l~rnl AMT 11111y 
l · 1'l'.!c11ptured 011ly if: . 

'~I 

• ,\ kd,•1,i/ 1 lt'11il 1111 1111,11 \,".II lllllllllllllll I.I\ 

)\ 'l.11111~11: ,111,i 

• llh· 1'1'1 ,1plu11· d,u••, 11111 111·,11,• llr i1111,-;1si· .1 

N, •I Ill I ),1~1\(11 Ill'( up1•1.11111g lo~,. 

TIii' 11·,·,1pllll'i' 111' h·d,·1,d 1\MT di,,,ilh1111'd ill 
)llll)I 1w1 iudh! ,~ Ubl'il ru red111'L' lhL' ,·111n·111 

y,',11 \ Nt1r1h I >a~ola inCOllll' Ill) hll'II) ,!II, Jlil)'I.' 

/ ,u pa11 I 111 N,11111 DaJ..111:1 Sd11·dull' Cl< (/or 
mr1ior,11i,m.1 /ili11g <I cu11.11,/i,l,11,•d .~/a/1' 
l'l'/111'/I. j 

Any pot1io11 of lhe d1.~allowcd kdL"rnl AMT 
rL"111aini11g attt>i :wo~ may he rnrrkd l'orwurd 
and used to' rcdur.:r.: Norlh Dakot11 inrnmc in 
flllltrl' y~rs when a fcJcrnl r.:redi( for prior 
year 11tltilm11m lax is duimL"d. "\ 

For spcdlk line i11s1rur.:tio11s, s~,Schcdule 
AMT-R. or Schedule CR. part IV '(fur 
COl'J)0/'1//tlJII.\ .f//i11,11 I/ 1·011.1·r1/id11/l'(lf''':1, 

.re/U 1·11. J , · 
'f, 

Lines 1 and 2 
Contributions to nonprofit private 
colleges and high schools 
'fllX credits urc availuhlc for 11rnking 
contdbutions to (jUlllifying nonprofit privute 
institutions of seconc.J11ry and higher 
cducution located in North Dukota (i11d11dit1R 
1/ie North Dakota /m/1'/J1't1tl1111t Colll'RI' 
Fund), Conlrihulions do 1101 qualify unless 
they urc mudc directly lo, or arc spccit1lly 
dcsignutc<l for the exclusive use of, a 
quulifying i11stitutio11. A eontrihution to llll 

accou1it, fund or entity hencflling both 
qualifying nnd nonq11111lfying instilulions 
docs not quulil'y for till' ercdil. Thc crcdi1s 
urc available if lhc eon1rib11ti1111(s) urc made 
by lhe Jue d111c of lhls n·lurn. including 
cxtc11sio11s. 

The tux credit for eon1rlhu1i1111~ 111adc 10 ult 
eligible .~dwo!s in l'ud1 c111cgory of 
i11slitu1io11 Is cqunt lo 1hc bscr or: 

• 50% or lhc Clllllribulion.~ hut not to cxeced 
20% of lhc lolul lax liahili1y; 

• $2,500, 

Enter on line I the tux acdil t·o111putcd for 
contributions lo no11prnfi1 pl'iv111c i11s1it11tions 
of hlghel' cdueuli(lll ( wul lhl' Nol'tlt J)11kotc1 
,,,c1,•1w11tl11!1/ Col/1•111• l-'J1111/J uml enter oil line 
2 the 111x credit l'Olllputcd fm contrihutlons to 
nonriroflt prlvutll lnstit111iou.~ or scconunry 
cdut·111 Ion. 

For each c:ontl'lbution, aHad1 a 
copy of a receipt from the 
nonprofit private instltut Ion ot " 
cancelled check (front ,wrl l,;,cl<J. 

Line 3 
Venture Capital Corporation credit 
;\ l'drp111,ui,111 111:i~· Ill' L'llli1k•,l 111 a 1a, l'IC'dil 
f'11r ill\'t0.,111wn1s rnadt• in a Nur1h l)a~111a 
11.•1111111• l'apitu/ l'lll'p11rn1io11. The l'fl0 di1 is 

limilcd 111 2.'i'ii of 1hc 1mwu11t i11vort•d or 
$2:'i0,000, whidicwr h less. If 1he a111t11111t of 
1hc acdil exceeds the coqmrntion's stall~ ta~ 
liability for thnl taxable yc11r, the credit may lw 
c111Tied forward f<ll' up to scve11 years. 

The rnrporalion income tux credit for 
investments 11111dc in a Nmth Dakota \lt'lllllrc 
capital corporation is NOT allowed fo1 
i1west111cnts made after Pcbruury 28, 191) I in a 
venture rnpital rnrpnrnlion organized hcfnre 
January I, 1989, which invested in 11 husincss 
or an urliliate of a husinc1;s lhut owned 1ux­
exc111pt sccurilics. 

A copy nf the Vcnlun· Cupitnl Corporalion 
l11ves1111ent Reporting Form musl he nltuchcd 
lo Form 40 in lhc initial yenr the tux credit is 
cl11i111cd. 

For additional inl'ornrntion rcgarcllng this 
crcc.Ji1, eonlact the Office of Stnlc Tux 
Cormnissioncr, 

Line 4 
North Dakota Small Business 
Investment Company credit 
If the corporation rnudc a quulifying 
investment in lhll No11h Dakolu Smull 
Business lnvcs1mc111 Compuny, cntcl' 25% of 
the 11mount investcd, If the credit exceeds the 
umount of the currcnl l!IX liubility, the excess 
may he L'urricd forward up to seven ycurs. 
------ : 't,,, ,·· 

Attach a copy of the North Dakota J 
SBIC Investment Reporting F?~m'. 

For additional information regarding this 
credit, con1ac1 the ornec of State 11,x 
Co111111lssio1ll'I'. 

Line 5 
Geothermal, solar or wind energy 
device credit 
If the corporntion is dai111i111:11his credit for u 
device instullcd hefurc J111111ury I, 200 I, on 
property owned hy the 111xp11ycl', the 111.x L'l'L'di 1 

is ullowcd for thrce ycu,·s uucl is com1111ted al 
51½, of lhc 11e1uul eost of uc:quisilion und 
instullulion of the device. 
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The credit for devices Installed 
after December 31, 2000, Is equal 
to three percent or the lnstallatlon 
cost, each year for five years. The 
device must be lnstaUed In North 
Dakota on property owned or 
leased by the taxpayer. This tax 
credit. Is llmlted to devices Installed 
before January 11 2011. 

for devices Installed after 
December 311 2000t by pass­
through entitles (partnerships, 
Subchapter S Corporations, and 
Limited Llablllty Companies) the 
tax credit must be passed through 
to partners, sharehotderst or 
members In proportion to their 
respective Interests In the pass­
through entity, 

Attach a worksheet substantiating dHlc n( 
purchase, actual cost of ucquisition and 
installation, and computution of the tux l'l'l·dit. 

Line 6 
t.:redlt for employing the 
developmentally disabled or 
chronically mentally ill 
A corporation may cluim II tux crcdil fol' a 
portion of North Dakota wugcs puid lo a 
developmentally disabled or chronically 
mentally ill employee, The tux credit is S1Yc, of 
up to $6,000 in wuges puid to cud1 sud, 
employee during the first twelve mo1\lh!; uf 
employment. The credit nrny 1101 CXl'ecd 50% 
of the total tax liability, Only Nm1h Dukotu 
wages actually paid during the tuxnble year 
may be considered for the tux cr.!Jil. If lhis 
credit is claimed, attach an afliduvit listing the 

.1111,111111 ,,r 1,,,1,,·, p.11.1 11,,· 11.111"' .111111lil· 

·,t>1 l,lj si•, 11111\ 1111111111'1 ,,t 1•,11·11 l'llljl/.lU'l' 

Line 7 
Research and experimental 
expenditures credit 

,\ ,·111p111:1111111 11h11"11 lll\ l',h in t l''!',11·d1 and 
1'xpt'l"inw111al l'\Jll'1td11111l'' wi1hiu N1111h 
l>aknla i~ cnrirh'd lo a la\ ,·1,•,!i1, Thv LI.\ ,T,•dil 
1, d1•11·1rninl'<i hy s11htral'l1nµ lhl' lw,1• 1wn11d 
rc~earch l'Xj11'11Sl'~ 1111 d,·1111,·,I 111 S,·, 1i1111 -:!h 
U.S. ( ', .JI, I. J t!/ //,1• /11/1'1"1/lil U,•1'1'/1111' { ·,,i/1• 11/ 
/ 1)86, 11.1 111111•11d1•tl> whil'h an· applirahll' 1<1 
Nol"lh Dakota from lht· 4ualifii•d rcseard, 
cxpcllH'S made in North Dakota, and applying 
lhc following mies lo the l\'sul1ing diffl'l"l'lll'C: 

• 89h on the first $ I ,500,000; 

• 4% on the excess over~ I .. '100.0011. 

Ir the tu.~ credit exceeds till' l'llrrcnt i11cn111c tax 
liuhilily, any unused tux t"rcdil muy he t'urried 
hack for three years mid then l'utTied t'ctrwurd 
for up to fifteen yl'ars. 

Line 8 
New f ndustry credit 

A corrorntion which has hccn incorporated in 
North Dakota for the first time after January I, 
I 969, and which is not the result of u business 
rcorgunization or ucquisition, or uny out-of­
stutc corporution lhnt hus received a 
certificate of authority tn transuct husines~ in 
No11h Dakotu for the first time al'lcr Junuary I, 
1969, may be entitled 10 a tux credit. This tax 
credit is available only for new cntcq>rises 
engaged in assembling, fnbrkating, 
numufocturing, mixing, or prn(:cssing nny 
ugriculturnl, mineral, or manufuc111rl•<l 

11111d11, 1, 111 ,111_1 , u111hrn,1tH 111 IIH'll'oL 
111111,•1,•1. II 1·,11p111:1111111 11h1d1 i~ l"l'l:l.°il·it1f',.-· 
,Ill) p1,1p,·1l\ l;I\ <II llll'IIIIII' la., l'\Clllpliont 

,d!Pll l'" h,1 ,'\/ I)_(',(·. d,,. ,I0-.~7 or ,IO-.n.1 
,h,dl 11111 hl' ,dh111,•d lhh \'l"l'dil. 

lh· 1,1\ l·tnl11 r•, ,·111111u1tl'd a, ii pcl'l'.Clll:J~l" 

thl' ,1111111,JI µn,,, a111011111 e.,pcndcd hy tlw 
l'Ot p11ra1ii 111 !111 ,a lam·, and Wll!!CS within 
N1111h f )a~11111. Till' h1ilowill!-! p1:rccnta!!l'l> 
apply 

• I'; l1H t':tl'll or the I i1,1 till Cl\ taxublc )ll'oi 

a cmpnmt ion quul i fie~ for the tax credit. 

• SY, for cal'h nf the founll 11ml fifth taxah 
)'l'lll'S a rnrpnrnt1011 qualifies for the crl'd 

1\llad1 a worksheet sl1hstuntiati11g <lute of 
iucorpornlion or initiul authority to trunsal't 
husincss in this Stale, annual gross amoun1 
of salaries u1id wngcs within this State an<l 
type of business uc1ivi1y. 

Line 9 
Credit for payment to a certified 
nonprofit development corporation 

A tux credil is avuilablc to a corporation 
which Invests in a certified nonprofit 
development corporation. The maximum tax 
credit allowed ls 25% of the total lnvestmen1 
not to exceed $2,000, Any unused credit r,1 

be carried forward for up to seven years.\ 

Line 10 
RenalHance zone credits 
If a corporation is claiming II tax credit as a 
result of the Renaissance Zone Act, enter 
total umount of credits from the summary p11 

of Schedule RZ, Contuct the Office of Stale 
Tax Commissioner for Schedule RZ. 

{ 
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CurS. W, trw17, Jr, 
h,IIC.W, 

The Honorable John Hocven 
GoYentor of the Sttite of North Dakota 
State Capitol, Department l 01 
600 East Boulevard Avenue 
Bismarck, ND 58S05-0001 

February l 4, 2003 

VJA FACSIMILE 

I:. I, l>,,i'tff/ Dtl Ht,,_. """1 t°wrp,f 

Re: Opposttion to ncpeal of "Water's-Edge Elution,., f n RB 1471/SB 2374 

Dear Governor Hoeven: 
0.-alu L. UIIAola ,....w .. 1 
c:-H CJn ~'lo!, r.1t1c¥r 

Plrmor1 

~W.WI 
M.Stwllt r.,--u 
.. ,w,1A-CMll4ll, ~~--,~ 
Tcnwull. f'uti..id,. 
,',tlli rr,poraJti,, 

L1,aa K-,akk G11,dlil 
11/.lfHII~ 

T1f111 J, ewn.,. 
J'MA /,~-- ('N(IIIIWll,M 

.,..... .. lit, ¢1111,.)1. 

1/N (H!K'OMI ('MU,Wt 

a~.t1m•n 
,(}ffdlllf. 

Jtmi,L ltdt 
li8r_."'1~Qfl 

MAMKalwlalt'11d 
,..,,,_ H,tt,/A,;11tt, l11t. 

Jut• P, J:n111e k\'11 
,morc"'P 
J,., ....... u.. 
/ll,i,M1tH--~1Y 

~•b r, Mwr,kt 
('1m~1t~/11t. 

la 1, Pri,mw,kl 
~f./MJIINI 
l'lflltj J, • .,. 
Ml<t~<.'lll)lMII~ 

S..~1111), l.tlHnMn 
t.l11M.ctc1 lfr,r/Jw/61, /wl. 

Jrt111Mi1».~twtll ,,,,,,,.~,/11,A, 

Midi._! J, Wot 
Lttt .tltNrd r11. 

The Council On State Ta.xation has recently reviewed Houso Blll 1471 and 
Senate Bill 23741 both of which would reduce the corporate Income tax t'att to 
oncouraae Investment in North Dakota. Wt Applaud )'l'lur efforts to spur economic 
devclopme1u Jn the state through both tax and non-tax initiatives. We are deeply 
trouble~ however, by 11 pro"islon in both pie~ of legislation which wouJd elimlnt.te 
the water's-edge election for oorporation11 that d¢ buslt1ess both within North Oakota 
and elsewhere atid urae you to advocate that the existing water'$•edge election be 
retained. 

About COST 

Tho Council On State Tmcatlon (COST) Is a nonprofit t~c!e M$OCi6tion based 
in Washington, DC. COST wa., fonned in 1969 as an advi&ocy committee to the 
CounoU of State Chambers of Commt1rce And today has an Independent membership of 
SS0 m~or corporations engaged in Interstate and intematlona.l business. C0ST's 
objective is to preserve and promote the equitable and nondiscriminatory stlte and 
looal taxation of m1.1ltUurlsdlctlonal business entitles. 

Many COST members conduct busineu in North Dakota-c-Ontrlbutlng to Its 
commerce, employing its oitlt.ens, and paying a significant portion ofthe taxes 
collect:cd from multistatc corporations. As good corporate citizens, they are concerned 
that without a tax ollmato designed to enc<>uragt oorpotate w-owth, NortJ1 Dakota's 
oorporate tAXpayers will be laboring w1f'airly under burdens not borne by oorpora.tlons 
opera.ting in other states. 

Water's-Ed&~ Election. 

HB 1471 and SB 2374 would eliminati the current water's-edge electioll. 
available to multinational taxpayers and thus require these companies to Include non­
U.S. c:arporatlo11s that are part of the unitary group 111 the ¢omp1nies' tax returns. In 
other words, they W¢uld be required to calculate their worldw!dt: income when flHng a 
North Dakota corporate tax return. 
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FE3. 14. 2003 4: ! OPM 
Tht llo1orable John Hoev,m 
Rei Oppoiltfon to Rtpeal ot 14Watcr's Edge EluctJoa" 111 HB 1471/SB 2374 

NO, 4200 P. .) 
P..,el 

February 14, 2003 

The issue of worldwide combined reporting W85 thoroughly lnvest1£ated In the dar1y 1980s by 
President Ronald Reagart through thet Worldwide Unitary Taxation Working Oroup, The Worklng Group 
iMludcd 1'$presentatlves of the: federal aovernment, the states (both the leglsladve tmd executive 
branches), and buslness. 

In the Working Group's final report (July 3 l, 1984) to the President, Treasury Secretary Donald 
Regan noted that the Worklna Oroup agreed on three prinolples that should guide the state taxati011 of the 
income of multinational corporations, Prioc!ple one Is that a water's-edge elecition be provided for both 
U.S. and forelgn based companic~. SccretaJ)' Regan recommended that federal legislation be enMtcd to 
that effect if tho States failed to resolve the issue on their own. 

At tho time~ tw~lve states (lnoludlng North Dakota) did not a.How a water's-edge election, All 
twelve changed thelr laws durl~s the mid-to-late 1980s to provide for such an olcctian, None of those 
states have slnc4' contemplat~ eliminating that election. and we urge North Dakota not to do so now. 

ConcJuslon 

The intent of both HB 1471 and SB 2374 is to enoourage economro development In North 
Dakota. llnfortnnately, elimination ofNorth bakota•s wster's~cd,ae election ~reates tremendous 
administrative and oompllance burdens and wouJd thur have tile e~aet Opposite effect on mlltly large 
eorporatl0n9. Moreowr, repeal of the water's-edge election m11.y result In unne-0cssary federal 
intervention. In the words of Secretary Regan, 11the use of the worldwide unitary method may intel"ferc 
with the foreign comme~e of the U~ited States, so this becomes a mattor of vital federal intcre$t.11 We 
would most appreciate y◊ur support to amend JIB 14'71/SB 2374 so as to retain the existing water1s-edge 
election. 

§:!~Qi 
Joseph It Crosby 
Legislative Director 

cc: The Honorable Rick ClayburQh. North Dakota Tax Commlasionlilr 
Representative Al Carlson. North Dakota Ht>USe of P.epresentatl\'e9 
Dnle A "der:$on, Prtsident, Greater North Dakota As~iation/State Chamber of Commerce 
Board of Directors, Council On Stnte Taxation 
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Greater North Dakota Association 

STATEMENT BY DALE O. ANDERSON, PRESIDENT, GNDA, REGARDING 
ENGROSSED HB 1471, THE NORTH DAKOTA SENATE FINANCE AND 
TAXATION COMMlffEE, MARCH 5, 2003. 

Chairman Urlacher and members of the Senate Finance and Taxation 
Committee. I am Dale O. Andersun, President, GNDA, North Dakota 
State Chamber of Commerce .. Thank you for this opportunity to provide 
testimony In opposition to engrossed HB 1471. 

We commend Representative Carlson for introducing HB 1471 to 
address the corporate income tax perception problem In marketing our 
state and to Governor Hoeven for placing a high priority on this Issue 
In his address to the joint session of the 2003 North Dakota 
Legislature. 

For nearly eighty years the Greater North Dakota Association is the 
-·-\ voice for business and principal advocate for positive change for North 

Dakota. The organization's membership is an economic and 
geographic cross section of I\Jorth Dakota's private sector, Including 
statewide associations and local chambers of commerce, 
development organizations and convention and visitors associations 
and public sector organizations. GNDA Is governed by a Board of 
Directors elected by our membership. The GNDA Board Chairman Is 
Dr. Jay Leitch, Dean, College of Business Administration, NDSU, Fargo .. 

There are two components to GNDA's mission which are general 
business climate Issues and economic development or new wealth 
creation. There are three strategies for economic development to 
occur which are: (1) entrepreneurship or new business startups within 
North Dakota, (2) business expansion from within North Dakota and (3) 
business attr~ction from outside North Dakota Into North Dakota. 

Two years ago, GNDA coordinated an effort to build a more successful 
economy In North Dakota - the New Economy Initiative. This Initiative 
has been successful to help mobilize North Dakotans create new 

· J Ideas, new mindsets, new growth, and to leverage technology 
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opportunities to shape a more competitive state economy. In today's 
economy, information and Ideas are the essential Ingredients for 
generating wealth. Labor is needed, not so much for its muscle, but for 
Its mind power. 

GNDA Is sympathetic to the problem that North Dakota is perceived as 
a high corporate income tax rate state. This problem can be fixed by 
reducing the corporate tax rate and thus, reducing corporate Income 
tax collections or eliminating the federal corporate income tax 
deduction, which create winners and losers. We have not seen any 
solld evidence that removing this perception problem will result In an 
Increase In primary sector Jobs. We understand that some business 
sight selectors, in a first cut, see the 10.5 corporate Income tax rate 
and eliminate a North Dakota sight without further consideration. 

With regard to engrossed HB 1471, GNDA believes the followlng 
amendments would be necessary for GNDA to support the bill: 

1. Maintain the water's edge election passed Into law in 1987, 
(See attached letter to Governor Hoeven from COST, 
February 14, 2003.) 

2. Improve the corporate Income perception problem by 
lowering the corporate income tax rate by eliminating the 
federal Income tax deduction for corporations, 

3. Accomplish Items 1 and 2 without a tax increase, and 

4. Publish the effective corporate income tax rate. 

Mr. Chairman, we, Including business and developers, look forward to 
working with you and members of the Senate Finance and Taxation 
Committee, Representative Carlson Governor Hoeven, Tax 
Commissioner Clayburg, to come up with a workable solution to thf s 
Issue that accomplishes Items 1-3 above. 
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Thank you Chairman Urlacher and members of the Senate Finance and 
Taxation Committee for this opportunity to discuss the business 
community's position on engrossed HB 1471. We urge a do not pass 
recommendation on engrossed HB 1471. I welcome your questions. 

J 



TESTIMONY 
LEE PETERSON, COMMISSrONER OF nrn DEPT OF COMMERCE 

SENATE Ft NANCE & TAXATION COMMITTEE 
MARCH 10, 2003 - 10:30 A,M, 

HOUSE BILL 1471 

Good morning, Chaimrnn Urlacher, and members of the committee. I am Lee Peterson, 
Commissioner oft he North Dakota Department of Commerce. 

It is a pleasure to appear before you today and visit about our cutTent corporate income tax rate 
and the difficulty of explaining it to site selectors and businesses looking at North Dakota as a 
place to expand. 

In real anJ measurable economic development, we must work in 3 important areas: 

I. Start-ups and entrepreneurs 
a. Bushel 42 in Crosby 

2. Expand our existing industry 
a. Baker Boy in Dickinson 
b. Cloverdale in Minot and Mandan 
c. Imation in Wahpeton 

3. Recrnit new industry to North Dakota 
a. Infinity Windows by Marvin 
b. Direct Response in Beulah 
c, Northwest Alfalfa in Tioga 
d. Specialty Exports in Hatton 

Recruiting new industry is where the problem lies with the perception of our Corporate Income 
Tax. North Dakota is often misrepresented with a stated corporate income tax rate of 10.5%, 
plus Water's Edge, etc. It is not very often that a footnote is included explaining the federal tax 
deduction and the fact that it drops the effective rate down to about 6.8%. Even if the footnote is 
included, it is so complicated that it becomes hard to explain. A prime example of our daily 
struggle with this issue is evidenced by our Department's own marketing materials. The only 
selling point we can use is the fact that our tax rates have not risen in 20 years. We can only talk 
about the specifics of the federal deduction and its impact when we have a captive audience and 
the opportunity to explain it face-to-face. 

When we do have the chance to explain it, this is what we have to work with: North Dakota 
corporate income tax rates have remained unchanged since 1983. The state has a graduated scale 
of corporate income tax rates. Most corporations use the top rate, which is 10.5% for taxable 
income over $50,000. However, North Dakota is one of only five states to allow a corporation to 
deduct the entire amount of its federal income tax liability before calculating its state tax 
liability. 
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Thus, the "effective rate" is actually around 6.83%, assuming a 25 percent effective federal tax 
rate. In addition, new corporations that qualify as prinnry sector businesses may pay $0 in 
corporate income taxes for the first five years of their existence in North Dakota, if they apply 
for and are granted the exemption through the State Board of Equalization. Significant 
expansions beyond the initial location of a primary sector business may apply for additional five­
year corporate income tax exemptions. 

Site selectors arc people that locate companies for a living. They spend every day finding the 
best location for the companies they work for. Most first~phase site eliminations include a 
matrix of factors, including state tax rates. When these site selectors see our misrepresented rate 
of 10.5%, which makes North Dakota one of the highest tax states in the country, they often are 
not interested or willing to work through the nearly impossible process of explaining the federal 
deduction to their clients. It is much easier to just recommend another state which shows a lower 
rate. 

How many times this element has 'scared away' a prospect is impossible to detennine. We have 
no idea how many companies and/or their site selectors visit our Web site or look at our 
marketing materials, and then choose not to follow~up with us based on their perception that our 
corporate income tax rate is too high. But, we do know that negative perception is out there, and 
we need to do all that we possibly can to change it. We also know that our nearby competitors 
(WY, MN, and SD) use our 10.5% corporate income tax rate against us. South Dakota gets a lot 
of mileage out of their "no taxes" slogan, claiming no corporate or personal state income tax. Of 
course, we all know that their state has to make up that lost money somewhere else, but it is a 

'"''"'"', marketable tool that gi '1es them a signi ft cant edge ln this region. 

Let me close by stressing that North Dakota does have a favorable tax climate; it is just that the 
structure is ofien misrepresented, What we need to do is simplify and be able to explain our 
corporate income tax rate. Instead of being a source of confusion and misconception, we need to 
be able to use it to our advantage and make it part of our tool kit for improving North Dakota's 
economy. What we are asking is to make our corporate income tax easily explainable so we can 
do a better job of marketing North Dakota as the best place to do business. 

Thank you, Mr. Chain11an. That concludes my testimony. I would be happy to answer any 
questions you may have. 

Page 2 of2 

The mfcrographfc fmages on this film are accurate reproductions of records delivered to Modern Information syeteme for microfilming and 
were filmed fn the regular course of busfness. The photographic proeesa rneeta standards of the Amerfoen National Stondardo Institute 
(ANSI) for archival microfilm. NOTICE: If the filmed image aqove le less legible than thla Notice, ft Is due to the quality of the 

docllllent being fflmed. ~~v /'u ¥m I 
, __ -_::______LJ~ ~~, c __ le.A, ICJ/(f) 16~-

operator s gnature Date 



STATEMENT BY DALE O. ANDERSON, PRESIDENT, GNDA, REGARDING 
ENGROSSED HB 1471, THE NORTH DAKOTA SENATE FINANCE AND 
TAXATION SUB-COMMITTEE, MARCH 11, 2003. 

Chairman Wardner and members of the Senate Finance and Taxation 
Sub-committee. I am Daleo. Anderson, President, GNDA, North Dakota 
State Chamber of Commerce. Thank you for this opportunity to provide 
testimony In opposition to Engrossed HB 1471, 

For nearly eighty years the Greater North Dakota Association is the 
voice for business and principal advocate for positive change for North 
Dakota. The organization's membership Is an economic and 
geographic cross section of North Dakota's private sector, including 
statewide associations and local chambers of commerce, 
development organizations and convention and visitors associations 
and public sector organizations. GNDA is governed by a Board of 
Directors elected by our membership. The GNDA Board Chairman Is 
Dr. Jay Leitch, Dean, College of Business Administration, NDSU, Fargo. 

There are two components to GNDA's mission which are general 
business climate Issues and economic development or new wealth 
creation. There are three strategies for economic development to 
occur which are: (1) entrepreneurship or new business startups within 
North Dakota, (2) business expansion from within Nortia Dakota and (3) 
business attraction from outside North Dakota Into North Dakota. 

Two years ago, GNDA coordinated an effort to build a more successful 
economy In North Dakota - the New Economy Initiative. This Initiative 
has been successful to help mobilize North Dakotans create new 
Ideas, new mindsets, new growth, and to leverage technology 
opportunities 'to shape a more competitive state economy. In today's 
economy, Information and Ideas are the essential ingredients for 
generating wealth. Labor Is needed, not so much for Its muscle, but for 
Its mind power. 

North D.r-.ota's State Chamber of Commerce 
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On March s, 2003 GNDA provided testimony In opposition to engrossed 
HB 1471. One Item In that testimony dealt with water's-edge election 
that multl-natlonal corporations operating in North Dakota can elect to 
utlllze. The purpose of our testimony today Is to focus more 
speclflcally on the water's-edge election and to strongly recommend 
that engrossed HB 1471 be amended to maintain the water's' edge 
election In current North Dakota corporate Income tax pollcy. The 
following discussion Is made available by Mr. Joseph Crosby, Council 
on State Taxation (COST) Washington, D.C. A copy of Mr. Crosby's 
letter to Governor Hoeven was attached to my testimony on March 5. 

Corporate Income Tax Policy: Water's-Edge Election 

• The water's .. edge electron allows corporations engaged In business 
worldwlde to apportion Income to a state based on either Its profits 
worldwide or Its profits in the United States ("up to the water's 
edge"). Generally, once made, an election applies to future tax 
years absent agreement by the state to allow for a new electlon. 

• Without a water's-edge election, the Income of multlnatlonal 
corporations Is subject to multiple taxation. According to Prof. 
Walter Hellersteln, the potential for multiple taxation results from 
"markedly different wage rates and property costs, varying rates of 
profltablility, [and] dlsslmllar products and markets" between the 
U.S. and other countries. 

• Companies that curre11tly elect to file water's-edge presumably do 
so because doing otherwise would subject their Income to multiple 
taxation. Those companies, who by definition engage In business 
worldwide, would have an incentive to locate facllltles and 
personnel outside North Dakota if the water's-edge electlon Is 
repealed. 

• All sixteen states that require corporations to file a unitary 
combined tax return provide for a water's-edge election. By 
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ellmlnatlng this exemption, North Dakota would send a message 
that It Is not Interested In business Investment from multlnatlonal 
corporations. 

• The Issue of worldwide combined reporting was thoroughly 
Investigated In the early 1980& by President Ronald Reagan through 
the Worldwide Unitary Taxation •Working Group. The Workln1 Group 
Included representatives of the federal government, the states 
(both the leglslatlve and executive branches), and business. That 
group agreed that a water's-edge election be provided for both U.S. 
and foreign based companies. 

• Repeal of the water's-edge erection may result In unnecessary 
federal Intervention In state taxation. In the words of Secretary 
Regan, "the use of the worldwide unitary method may Interfere with 
the foreign commerce of the United States, so this becomes a 
matter of vital federal Interest.~ In 1985, the U.S. Treasury 
Introduced legislation that would prohibit worldwide unitary 
combined reporting but did not push the bill once the states began 
enacting water's edge elections. If that trend were reversed, 
foreign-based corporations and their national representatives would 
llkely seek rellef from Congres.s. 

Thank you Chairman Wardner and members of the Senate Finance and 
Taxation Sub-committee for this opportunity to discuss the business 
community's position on engrossed HB 1471 with regard to the 
water's•ed~e election. We urge a do not pass recommendation on 
engrossed HB 1471. I welcome your questions. 
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BACKGROUND INFORMATION ON 
NORTH DAKOTA'S WATER'S EDGE FILING METHOD 

FOR CORPORATE INCOME TAX PURPOSES 
(N.D.C.C. Chp. 57-38.4) 

HISTORICAL INFORMATION: 

• 1965 - North Dakota adopted the Uniform Division of Income Tax 
Purposes Act (UDITPA). 

► Under this Act, North Dakota adopted Worldwide Combined 
Reporting. for unitary groups of corporations. 

► A unitary group of corporations' property, payroll, and sales 
within North Dakota are compared to Its worldwide property, 
payroll, and sales to determine what portion of their Income Is 
taxable to North Dakota. 

• Unitary Business 
• Unity of Operation (contributions to or receipt of 

benefits from functional Integration or economies 
of scale) 

.. Unity of Ownership (common control by a slngle 
corpor atlon) 

• Unity of Use ( contributions to o · receipt of benefits 
trom centralized management and policy formation) 

• Example: Corporation A owns 100% of Corporations B 
and C. Corporation A mines copper in Sta1t1 X. 
Corporation A ships the copper to Corporation B In State 
Y, where B manufactures copper pipe. Corp B ships pipe 
to Corp, C's warehouse In State z. Corp C ships the pipe 
to Its retail hardware stores located throughout the United 
States. 

• In response to a U.S. Supreme Court case, (Container Corp of America v. 
Franchise Tax Board, 463 U.S. 169 (1983)(worldwlde combined 
reporting does not Impose an undue burden on foreign commerce)), 
President Reagan established the Worldwide Unitary Taxation Working 
Group, which concluded that water's edge unitary apportionment should 
be applied to all corporations, foreign and domestlc. 1 

1 The worldwide combined reporting method was again upheld as not burdening foreign 
commerco in 1994 by the U.S. Suprame Court In Barnleys Bank v, Franchise Tax Boa@, 114 
S.Ct. 2268 (1994). This case Involved a foreign parent corµoration with domestic subsidiaries, 
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• Under pressure from the Reagon administration's working group and from 
two hills Introduced In Congress (S. 1974 and H.R. 3980) the States 
began to enact water's edge legislation. 

No11h Dakota's Water's Edge Election ( 1987) (Effective for tax year 1989) 

• Allows exclusion of most corporate Income sourced outside the United 
States. 

• Significant differences from Worldwide Combined Reporting {See 
attached) 

► 70% of Income from 80/20 Corporation's Excluded: An 80/20 
corporation Is an afflllated domestic corporation for which more 
thnn 80% or more of the corporation's property and payroll ls 
assigned outside of the United States, 

► Income from C~ntrolled Foreign Corporation (CFC) Excluded: A 
CFC Is an affiliated corpor.atlon, Incorporated outside the United 
States. 

► 70% of Dividends from CFC's are excluded. 
► Required to file a domestic disclosure spreadsheet. 
► Five year election 
► Not allowed a federal tax deduction - this was the Ntrade-off" 

for allowing companies to switch to a water's edge election 

STATISTICAL INFORMATION 

• Comparison to Other States 

► 6 States Require Worldwide Combined Reports for Unitary 
Grouµs of Corporations. 

• Alaska, Callfornla, Idaho, Montana, and North Dakota 

► 23 States Have Some Method of Domestic Combination, 
including the 5 States listed above. 

► 23 States Do Not Allow Combination (Separete entity filing) 

► 4 States do not have a corporate Income tax 

• Number of North Dakota Water's Edge Fliers· 

1989 - 30 
1990 - 44 
1991 - 50 
1992 - 67 
'1993 ~ 67 
1994 - 98 
1995-121 

1996 - 142 
1997-175 
1998 - 199 
1999·-210 
2000 - 215 
2001 - 233 
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ISSUES TO CONSIDER 

• Perception Concerns: If the federal tax deduction is repealed and the 
water's edge election Is not repealed , the curront corporate tax brackets 
with the10.5% rate will have to be added to the water's edge provisions 
to maintain revenue neutrality. 

• Continuing Increase In the number of water's edge filers will further 
• reduce corporate tax colittctions. 

• According to tax analysts, our global economy Is resulting In decreasing 
corporate tax revenues for those States that have domestic combination 
and separate entity filing, These states are unable to reach all the 
Income that contributes to operations and profltablllty of the whole 
enterprise, 

• Federal· government Is loo king at certain concepts from worldwide 
combined reporting to minimize the impact from the use of foreign ta.x 
havens. 

• If Current Water's Edge Fliers Are Grandfathered Into The Repeal: 

► Of the 216 water's edge returns flied In tax year 2000, the 
··· .. ~ elections have or will expire as follows 

• 2000 - 10 
• 2001-19 
• 2002 - 33 
• 2003-47 
• 2004 - 76 
• 2005 - 15 
• 2006 ·- 15 

► We are unable to determine how many corporations may have 
elected water's edge for the first time in 2001 or 2002 

Prepared by the Office of State 
Tax Commlsslomir for Senate Finance 
and Taxation Subcommittee on 
Engrossed House BIii 14 71 
Mrirch 11, 2003 
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~J1~e:~~mrtmlml!I 
Total Federal Taxable Income 
Plus CFC Total Net Income 
Loss: CFC dlvldend11 paid to 

WOR'-DWIDE • WATER'S EDGE COMPARISON 
All Companlos Are Profitable 

$40,000,000 
$37,000,000 

Property Factor 
ND Property 

Parent Corp 
rotal Worldwide lnoome , 
Less: Federal Tax Deduotlon 

-$10,000,000 
---SS1,ooo,ooo 

(3) Every,vhtiro Property 
ND Payroll 

(3) Every,vhere Payroll 
ND Sales 

at34% (3) Everywhere Salos 

$5,000,000 
$132,000,000 

$250,000 
$5,000,000 
$5,000,000 

$21 0,000,000 
Sum of Factors Total Apportlonable Income 

ND Apportionment Factor 
ND Taxable Income 

·$13,600,000, 
$53,400,000 

0.037230 ND Apportionment Factor 

mm 
$1,988,082 (3) Includes Parent Corp. & all Subsidiaries, 

~!~~fl~~ 
Total Federal Taxable lnoome 
Les~: 
Subsidiary C ("80/20") 
CFC dividends paid to 

Parent Corp 
Plus: 
30% of Subsidiary C Net 
Book Income 

$40,000,000 

-$5,000,000 

·$10,000,000 

Property Factor 
NO Property 

(4) Everywhere Property 
ND Payroll 

(4) Everywhere Payroll 
ND Sales 

(4) Everywhero Sales 

$5,000,000 
$80,000,000 

$250,000 
$3,000,000 
$5,000,000 

$120,000,000 
Sum of Factors 

30% of CFC dividends paid to 
Parent Corp 

$900,000 

$3,000,000 
$28,900,000 

0,062500 
$1,806,250 

ND Apportlonment Factor 
(4) Includes Parent Corp & Subsidiaries A & B. 

ND Apportionment Factor 
ND Taxable lnoomi., 

um 

ASSUMPTIONS: 

Federal Income Tax Return 
Parent Corporation 
Suboldlary A 
Subsidiary B 

(1) Subsidiary C 
Total Ff!d, Taxable Income 

~ 

$25,000,000 
$5,000,000 
$5,000,000 
$5,000,000 

$40,000,000 

Note: Subsidiary C had net book Income of $3,000,000 

(2) CFCs (ownud 100•;. by Parent Corporation)• Net Income 

Property Payroll 
Everywhere Everywhere 
$60,000,000 $2,000,000 
$10,000,000 $500,000 
$10,000,000 $500,000 
$10,000,000 $500,000 
$90,000,000 $3,500,000 

Subsidiary D $30,000,000 . $40,000,000 $1,000,000 
Subsidiary E $7,000,000 $2,000,000 $500,000 

Total Net Income $37,000,000 $42,000,000 $1,500,000 
Subsidiary D pays i10,ooo,ooo In dividends to Parent CorporaUon 

ND Properly ND Payroll 
North Dakota Business of Subsidiary A $5,000,000 $250,000 

Saleo · 
Everywhere 

$100,000,000 
$10,000,000 
$10,000,000 

. $10 000.000 
$130,000,000 

$70,000,000 
$10,000,000 
$80,000,000 

ND Sale!! 
$5,000,000 

(1) Subsidiary C Is sn ~ao/20" corporation, 11 !i Incorporated In the Llntted States, but has 20% or ler.s of Its 
property and payroll assigned lo locaUor,'. i11 the United S!Ates, II ts Included In the consolidated federal 
Income tax retum, · 

(2) A CFC Is a "controlled foreign corporaUon". It Is Incorporated outside i,f the United Stales and Is not 
lncludod In the consolidated federal Income tax retum. 

NO Fa<..1ors 

0,037879 

0.050000 

0,023810 

0.111689 
0,037230 

ND Factors 

0.062500 

0.083333 

0.041667 

0,187500 
0,062500 

~ 
d,I-:.hl 

. ';\ \/. 
, ',,} .. ff 

. J
';:"• 



, ............ , 

(1) 

ll'alnr:IrJKWiKt!tf,..'°".U~t'l'l11'1'1'1Wt.\WIIII 
L!'.~~JJ1n!'f~~,~Y~~~'i!'.~nx,ldJ.lmll 
Total Federal Taxable Income 
Plus CFC Total Net Income 
Less: CFC dividends paid to 

Parent Corp 
Total Worldwide Income 
Less: Federal Tax Deduction 

at34% 
Total Apportionable Income 
ND Apportionment Factor 
NO Taxable lncorr.e 
~ 

~~~'fak-
Tota1 Federal Taxable lnoome 
Less: 
Subsidiary C ("80120") 
CFC dividends paid to 

Parent Corp 
Plus: 
30% of Subsidiary C Net 
Book Income 

30% of CFC dividends paid to 
Parent Corp 

ND Apportionment Factor 
ND Taxable Income • 

fflP.7.6. 

ASSUMPTIONS: 

Federal Income Tax Return 
Parent Corporation 
Subsidiary A 
Subsidiary B 
Subsidiary C 

Total Fed, Taxabla Income 

. . . 
WORLDWIDE • WATER'S EDGE COMPARISON 
Some Foreign Operations Ara Not Prl)fllable 

$40,000,000 
$23,000,000 

-$10,000,000 
$53,000,000 

·$13,600,000 
$39,400,000 

0,037230 
$1,466,862 

$40,000,000 

-$5,000,000 

-$10,000,000 

$900,000 

$3,00MQQ. 
, $21'1,900,000 

0.062500 
$1,806,250 

ml 

$25,000,000 
$5,000,000 
$5,000,000 
$5,000,000 

$40,000,000 

Property Factor 
ND Property 

(3) EveryWhere Property 
ND Payroll 

(3) Everywhere Payroll 
ND Sales 

ND Factors 

0.037879 

0,050000 

0,023810 
(3) Everywhere Sales 

$5,000,000 
$132,000,000 

$250,000 
$5,000,000 
$5,000,000 

$210,000,000 
Sum of Factors _,__,u,....1-1"""'16,..,.8--9 

ND Apportionment F.:ictor 0.037230 
(3) Includes Parent Corp. & ell Subsidiaries. 

Property Factor 
NO Property 

(4) Everywhere Propert'/ 
ND Payroll 

(4) Everywhere Payroll 
ND Sales 

(4) Everywhere Sales 

$5,000,000 
$80,000,000 

$250,000 
$3,000,000 
$5,000,000 

$120,000,000 
Sum of Factoro 

ND Apportionment Factor 
(4) Includes Pare~t Corp & Subsidiaries A & B. 

Property 
Everywhere 
$60,000,000 
$10,000,000 
$10,vJ0,O00 

_j10,000,000 
$90,000,000 

Payroll 
Everywhere 
$2,000,000 

$500,000 
$500,000 
$500,000 

$3,500,000 

Sales 
Everywhere 

$100,000,000 
$10,000,000 
$10,000,000 
$10,000 000 

$130,000,000 

ND Factors 

0.062500 

0.083333 

0.041667 

0.187500 
0.062500 

Note: Subsidiary C had net book Income of $3,000,000 

(2) Cf'Cs (owned 100% by Parent Corporation)• Net Income 
Subsidiary D $30,000,000 $40,000,000 $1,000,000 $70,000,000 
subsidiary E -$1,000,000 s2,ooo,ooo ssoo...,,,o,.,,o.,..o ___ s 1..,,.o ..... ,o_,00=""0,...0...-10 

Total Net Income $23,000,000 $42,000,000 $1,500,000 $80,000,000 
Subsidiary D pays $10,000,000 In dividends to Parent CorporaHon 

ND Property ND Payroll 
North Dakota Buslnass of Subsidiary A $5,000,000 $250,000 

ND Sales 
$5,000,000 

(1) Subsidiary C Is en "80/20" corporation. It Is Incorporated In the United States, but has 20% or less of Its 
property and payroll assigned to locaUons In the United States, It Is Included In the consolidated federal 
Income tax retum. 

(2) A CFC Is a "controlled foreign corporation•. II ls Incorporated outside of the United States and Is not 
Included In the consolidated federal Income tax return, 
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lYHI ~eport o~ tne North Dakota Legislative Council 
Taxat~on committee 

crtrnll.!o lol' 1:1ales Lo homes IOI' Urn aged. ln 1H79 au!cs Nurlh Dokoln and Suuth Dakota genoral fJlllos tnx 
tax oxemptions wo1·e ~routed for sales. to hospitals, rntes are /'our pcrccrnL, Minnesota and Manitoba rntes 
;m)e/i of ostomy devices and suppl1m,, flnd the ure six percent., and Lhc l'llle in Saskatchewan is five 
l'Xempli1m fo,· devices lo uld the handicapped was pm·t:enl. 
uxpa_nded, In 1981 i:rnlcs of wnll~l' and salt.iH of used The commit.let! w1rn 1•equestcd to 1·eview a percoivod 
1nobllc homos we1·e ex_umpled frnm the sales tax. l,11 inequity which Hrises in application of the sales tax 
198~ sa lcs tax exen_1pltons wcl'c ad~ed fo1· sules of a 11· exemption fol' educ:ut.iona I, l'ul igious, oi- .. chul'itable 
c111·1·1~1· t1·nnspol'ltttlon pl'opr.•1·Ly sub,1ed Loud ~alcJ1·em activities nncl put·cha!;es by these:; exempt 
taxat1011, ren_tal of hole} _or moLel l'oom or Lourrnt cout'l orgnni;rnlions. It app('Ht's that inequity oxh:ils when 
o<·coinmodnt1ons fm: pe1·1ods of_30 01· moni c_onseculive exempt organizuLions engugo in rogulm· co111pcLition 
day_s, and sales ofr.all'craft subJect to a spec1~) aircraft with private enl~l'prise and have the competitive 
excise tax. In 1980 no ne,w sales tax exempt1011s were advantage of a sales tax ~xempt.ion. It appears that 
ct·eated and.the exemption was removed for sales of some exempt orgcrnizations engage in cC'ntinuing 
ca~dy, c~cwmg gum, car?onated be~e.rages, powdel'ed fundraising sales campCJigns, which t',ompcte with 
dnnk m1xo~, ~n~ soft drinks conta1111ng less than 70 private business and go beyond the pe1·ceived intent 
percent fruit Juice. of tho exemption fo1· educational, religious, or 

charitable activities. 
Testimony 

The committee received testimony relating to sales 
tax exemptions on sales of goods for Bffricultural uses, 
A recently enacted Minnesota law reduced the 
Minnesota sales tax rate from six percent to two 
percent on sales of new farm machinery and removed 
the six percent sales tax on sales of farm machinery 
repait· parts. The committee was urged to recommend 
that similar exemptions be enacted in North Dakota. 
The committee was urged tv leave existing 
agricultural sales tax exemptions in place if no 
recommendation would be made to increase these 
exemptions. 

The committee examined the rationale for each 
sales tax exemption and determined that the 
following exemptions are not likely to be removed: 
sales to federnl, state, and local governments; sales 

Recommendation 
The committee recommends Senate Bill No, 2077 

to p1·ovide that the exemption otherwise available for 
educational, l'eligious, or charitable activities does not 
apply Lo consistent t·etail sales that are in direct 
competition with retailers, The exemption would 
remain for casual sales, such as infrequent 
fundraising activities and similar functions. In 
addition, the sales tax exemption for purchases by 
hospitals and similar institutions is limited to 
purchases made for the use or benefit of a patient or 
occupant of the facility. 

Committee members commented that proposals for 
further exemptions from sales taxes shou1d be strictly 
scrutinized. Existing sales tax exemptions were found 
to be adequately justified, 

to hospitals and nursing homes; sales of meals to shut• ~ 
ins; sales to voluntary health associations; sales in .----7• 
interstate commerce; moilile home rentals; casual 
sales; sales for processing or resale; and sales to 
Indians. The revenue loss from these exemptions was 
not calculated. Fiscal estimates were obtained on 
revenue losses attributable to all other sales tax 
exemptions, Lost sales tax revenue for sales of exempt 
products was estimated to be from $99,405,500 to 
$112,484,100 annually. Lost sale1:s tax revenue from 
sales of exempt services was estimated to be from 
$25,750,000 to $38,tiOO,OOO annually. Lost sales tax 
revenue from miscellaneous exemptions was 
estimated at $1,655,000 to $1,955,000 annually, 
Combining these fiscal estimates indicates n total 
annual sales tax revenue loss to the state of from 
$126,810,500 to $153,039,100. Because estimated 
annual sales tax revenues during the current 
biennium are approximately $150 to $160 million, 
and annual revenue loss estimates from the 
exemptions examined may exceed $150 million 
annually, it appears that the volume of sales exempt 
from the sales tax is approximately equal to the 

UNITARY TAXATION 
Background 

volume of sales subject to the sales tax. 
The committee examined sales tax rates and 

exemptions in surrounding states and provinces. lt 
appears t.hat North Dakota allows more sales tax 
exemptions than do surrounding states and provinces 
but substa11tial similarity of major exemptiorni exists 
except in Montana, where no sales tax is impos~d, and 
South Dakota, which has a very broad based sales tax. 

183 

Unitary taxation is formula apportionment ox' 
income of related corporations for corporate income 
tax purposes. The goal of formula apportionment is 
to determine how much corporate income is properly 
t&xable within the state for corporations operating 
across state borders. Due to the complexity of 
interrelationshiris that may exist between related 
corporations, the d 11iculty of establishing the situs 
of taxable income '-'f corporations and affiliates 
operating across stli1,i' boundaries, the various 
methods used by states to apportion corporate income 
for income tax purposes, and the resulting 
dissatisfaction of states and corporate taxpayers, the 
corporate income tax imposed by state governments 
has been problematic since the earliest days of 
imposition of corporate income taxeE, by states, 

In North Dakota the state corporate income tax was 
first imposed in 1919, From the beginning of 
imposition of corporate income t!ixes, the state has 
used apportionment to determine the proportion of 
corpornte income attl'lbutable to North Dakota for tax 
purposes. Legal challe11ges to North Dakota's 
apportionment approach have occurred from the early 
1920s to the p1·esent. 

North Dakota's experience with challenges to it.s 
method of apportioning corporate income is 110t 
unique. All stales imposing corporate income taxes 
had similar challenges. The states imposing corporate 

The mf cro91•aph f c f ma gee on th f s f I lm are accurate reproduct Ions of records del 1 vered to Mcidern I nformot f on systems for mf crof llmf ng and 
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'income taxes used similar hut different methods of 
,apportioning corporate im:ome, The diversity of state 
income npportionmf¼nt approaches made it likely that 
either more or less than 100 percent of corporate. 
income was tdxable by states and provided incentives 
1/ "ious means of legal tax avoidance. Thie proved 
\ in unacceptable situation to both states and 
co, t-..irate taxpayers, In an attempt to address the 
problem of diverse approaches, the National 
Conference of Commissioners on Uniform State Laws 
proposed the Uniform Division of Income 'rax Act in 
1957 and the Act was enacted in North Dakota in 
1965, The Uniform Division of Income Tax Act is 
codified as North Dakota Century Code Chapter 
57,38,1 and has been amended once since 1966. Under 
this Act affiliated corporations' property, payroll, and 
sales within North Dakota are compared to their 
property, payroll, and sales worldwide to determine 
what portion of their income is taxable in North 
Dakota, Although the Act does not specify worldwide 
unitary apportionment is to be used, that method has 
been employed in North Dakota since 1973 under an 
administrative interpretation by the Tax 
Commissioner, 

As of 1984, 45 states imposed corporate income 
taxes and all of those states utilized formula 
apportionment to divide taxable income of a single 
corporation operating across state boundaries. 
Twenty-three of tho corporate income tax states used 
the apportionment m~thod for allocating income of 
multicompany corporations operating across state 
lines through subsidiaries, Eleven of these 23 states 
ari,,lied their apportionment formula to the combined 
., e and business activities of related United 
'\.. .:1 corporations forming a unitary business. The 
reinaining 12 of these 23 states, including North 
Dakota, utiliz13d worldwide unitary taxation, which 
included foreign activities that are part of a unitary 
business, . 

It was the worldwide unitary method of 
apportioning corporate income whicl1 drew the wrath 
of domestic and foreign•hased multinational 
corporations and foreign governments. A significant 
corporate income tax case decided by the United 
Stei.tes Supreme Court, Qontainer Corporation of 
America v. Franchise Tax Board, 463 U.S. 159 (1983), 
hefcf that the worldwide unitary combination method 
was constitutionally permissible. After this decision 
m\lltinational corporations and foreign governments 
assailed the President with .requests that the federal 
government support leginlation to limit or prohibit 
state use of world Nide unitary taxation, The 
administration rasponded by ef3tablishing in July 
1983 o. Cabinet Counsel on Economic Affairs Working 
Group to identify federal and state interests in the 
worldwide unitary method of taxation. In September 
1983 the President established the Worldwide 
Unitary Taxation Working Group, chaire~ by 
T1·easu1·y 8ecreta1·y Donald T. Regan. The group was 
composed of fede1·al and state government 

•sentalives and business leaders and the group 
.nable to agl'ee fully on all areas of discussion. 

•~ linal report of that gl'oup was issued in August 
1984, The wor . .ing gl'oup agreed on thl'ee pt·inciples: 

1 Wate1·'s edge unital'y combination apportionment 
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rhould be applied to both Ui:!t."d States nnd 
foreign-based compunles, 

2. Inc1·easod federal administrative assistance and 
cooperation with the states should be provided to 
promote full taxpayer disclosure nnd 
nccounta bility, 

3. Competitive balnnce should be estnbliehed under 
state tax policies for Uni tod States 
multinationalt:1, foreign multinationals, and 
purely domost.ic businesses. 

Only these broad principles were agreed upon by 
f,he working group and remaining issues were left for 
resolution at the state level. 

With pressure from t.he administ,ration and from 
two bills introduced in Congress ($, 1974 and H.R. 
3980)1 nine of the 12 stntes that had used worldwidl"! 
unitary apportionment in 1984 have receded to 
water's edge unitary apportionment as of November 
1986. The most recent and most notable of these nine 
states is California, which was a primary concern of 
foreign governments due to the level of corporll.te 
aclivity in that state. North Dakota is one of the three 
remaining states, with Alaska and Montana, which 
:Jtill use wol'ldwide unitary apportionment for 
corporate income tax purposes. 

During the 1985 legislative oession, Senate Bill 
No. 2343 was considered by the North Dakota Legis­
lative Assembly. This bill would have changed North 
Dakota law to provide for water's edge unitary 
taxation. The bill passed in the Senate and was 
substantially amended before failing to pass in the 
House of Representatives, 

Although the majority of states that had used 
wo1·ldwide unitary apportionment in 1984 have now 
gone to water's edge unitary apportionment, several 
areas of difference exiat among the laws of those 
states. Probably the most significant areas · of 
difference and concern are definition of what 
constitutes a unitary group, treatment of dividends 
received from foreign corporations, and treatment of 
income from domestic corporations that have 80 
percent or more of their property, payroll; and sales 
in foreign countries (ca11ed 80/20 corporations). 

'festimony . 
The Tax Commissioner told the committee that, 

although North Dakota's use of worldwide 
apportionment is by administrative decision, he 
would not adminii;tratively revert to a water's edge 
approach. He said the matter is too Gignificant for 
administrative resolution and should be decided by 
the Legislative Assembly, The committee considered 
bill drafts patterned after recent unitary legislation 
in Oregon, Colorado, and Idaho, as well as 1985 
Senate Bill No. 2343, as amended by the House of 
Representatives. The consensus of business 
representatives was that the bill patterned after the 
Colorado approach WflS most favored, the bill 
patterned afte1• the Idaho approach was also 
acceptable, but the bill drnf'ts patterned after the 
Oregon appl'Oach anti 1985 Sennto Bill No. 2343 wero 
unacceptable and would not meet minimum 
stan(:,i'ds in pending f'edernl legislation. The prima1·y 
concerns of business rnpn~sentatives were with 
treatment of 80/20 corporations and foreign 

1 ' . ' 



corporations. Business representatives recommended 
that 80/20 corporations and foreign source dividends 
should ho taxed equally because these businesses 
compete on the same basis without regard to choice 
of the place of incorporation. 

Under the worldwide unitary combination approach 
presently used in North Dakota, income of all 
companies with greater than 60 percent ownership 
by common corporate interests, 80/20 corporation 
income, and foreign dividend income are included in 
the unitary group. Under 1985 Senate Bill No. 2343 
as introduced income of all domestic corporations with. 
greater than 50 percent ownership by common 
corporate or noncorporate interests, 80/20 corporation 
income, and foreign dividend income are included in 
the unitary group. Under 1985 Senate Bill No. 2343 
as amended by the House of Representatives income 
of all domestic corporations with greater than 50 
percent common corporate or noncorporate ownership 
is included in the unitary group, 80/20 corporation 
income is excluded, and foreign dividend income is 
excluded if the foreign corporation is 80 percent or 
more owned by members of the unitary group. 

Under the Colorado approach a line of business 
determination defines the unitary group, 80/20 
corporation income is e:xcluded, and foreign dividends 
are excluded if the foreign effective tax rate is 46 
percent or greater. Under the Oregon approach, line 
of business corporations are included in the unitary 
group if they have been included in a federal 
consolidated return, 80/20 corporations are included 
in the group if they are 80 percent or more owned by 
interests within the group, and foreign dividends are 
85 percent excluded. Under the Idaho approach, 
corporations eligible for inclusion in a federal 
consolidated return are included in the unital'y group 
and income from 80/20 corporationJs and foreign 
dividends is 86 percent excluded. 

Because a significant revenue loss to the state was 
anticipated from reverting from worldwide to water's 
edge unitary combination, the committee requested 
calculation of the fiscal impact of all bill draft 
approaches under consideration. Representatives of 
the Tax Commissioner estimated fiscal losses of $3.9 
million to $6.2 million under the approach in 1985 
Senate Bill No, 2343 as introduced; $14.9 million to 
$18.1 million under 1985 ·Senate Bill No. 2343 as. 
amended by the House of Representativea; $12.6 
million to $16.7 million under the Colorado approach; 
$9.4 million to $11 million under the Oregon 
approachi and $13.4 million to $14.9 million under 
the Idaho approach. All of these fiscal calculations 
were done under the assumption that the approach 
in question would be in place for the entire 1987-89 
biennium and the estimates are based on comparison 
to current worldwide unitBry taxation based on 
revenue projections fm· the 1985,87 biennium. 
Business representatives disputed the fiscal 1~stimates 
as being too high In terms of revenue losl,. 

Recomnrnndation 
'l'he committee recomm1:mds Housl! Bill No. 1061,\1 

which is patt.erned afLer legish1Lion l'<lcently enacted 
in Idaho. The most sltbstantial dif'f'~rm1<:e between the 
bill r~commended and the legit:ilallon onac:ted in Idaho 

is that the bill draft provides for mandatory unitary 
filing on n water's edge basis while the Idaho 
legislation providea the option for taxpayers to file on 
a worldwide combination basis. 

'rhe principal provisions of the bill are that 
corporations included in the water's edge unitary 
group are any corporations more than 50 percent of 
the voting stock of which are owned directly or 
indirectly by another corporate member of the wutcr's 
edge combined group. Any corporation subjeict to the 
income tax must apportion its income under the bill. 
Included in apportionment is income from any of the 
following entities: any affiliated corporation eligible 
for inclusion in a federal consolidated return which 
has more than 20 percent of its payroll and property 
assigned to locations inside the 50 states and Distrfot 
of Columbia; domestic international sales 
corporations; foreign sales corporations; export trade · · 
corporations; foreign corporations disposing of a 
United States real property interest; ~ax haven 
corporations; and a foreign corporatiou with more 
than 20 percent of its payroll ~nd property assignable 
to locations within the United States. Dividends 
received from foreign corporations and income from 
80/20 corporations are subject to apportionment but 
85 percent of income from both sources is excluded. 
The bill is effective for taxable years beginning after 
December 31, 1988, except that the bill may become 
effective earlier if federal legislation is enacted 

• requiring corporations to file with the Internal 
Revenue Service a domestic disclosure spreadsheet 
providing full disclosure as to income reported to each 
state, the state tax liability, the method used for 
apportioning or allocating income to the states, and 
any other information as may be necessary to 
determine properly the amount of taxes due to each 
state and to identify the water's edge corporate group 
and providing that this information be made 
available to the states. Because of the contingent 
effective date clause and the fact that the bill may 
not become effective until taxable year 1989, this bill 
may have little or no fiscal effect during the 1987-89 
biennium. If the first year for which the bill is 
effective is the 1989 taxable year, no tax liability 
would accrue for corporations filing under the bill 
until January 11 1990, which is beyond the 1987,89 
biennium. For this reas\'.)n, only minimal fiscal effect 
may occur during the 1987-89 biennium which would 
be attributable to reduced estimated corpor·ate income 
tax payments. 

Among the significant considerations of the 
committee in recommending the bill is the equal 
treatment of 80/20 corporations and income received 
in foreign dividends. The decision of whether to 
incorporate in a foreign country or in the United 
States is often based on factors other than taxation, 
80/20 corporations are in direct competition with 
fol'eign corporations, and the bi\! taxes such entities 
on an equal ba1:1is. 

1.'he bill ar>pe«1·1:1 Lo comply with minimum 
l'equi1·ements contulned in pending federnl 
legislation. 

Tho bill contains a 1:1Lotement of intent to the effect 
thnt any rnve1rne lo!:!s to the state from the bHI should 
be ol'f1:1ot by appropriate adjustment!:! lo co1·po1·ate 
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income tax rates or deductions. The committee was 
' unable to propose appropriate changes because of a 

lack of information on corporate income tax revenue 
for future bienniums under new federal tax law. 

~ecessary information should be available during the 
·7 legislative session. 

ENERGY TAXATION 
Background 

North Dakota imposes four separate direct taxes 
upon the mining or conversion of energy sources. Oil 
and gas are taxed under the oiJ and gas gross 
production tax enacted in 1963. Oil is also taxed by 
the oil extraction tax created by an initiated measure 
approved in 1980. The coal severance tax a~d the coal 
conversion facilities privilege tax, both enacted in 
1976, are the two taxes imposed on the coal industry. 

Preuent tax rates a1·e five percent for the oil and gas 
gross production tax and 6.5 percent for the oil 
extraction tax. The coal severance tax rate is tied to 
increases in the wholesale price index and is presently 
at a rate of $1.04 per ton. For electrical generat.ing 
plants the present coal conversion tax rate is one-half 
of one mill per kilowatt how· of electricity produced 
for the purpose of sale. For coal gasification plants 
constructed prior to July 1, 1985, the coal conversion 
tax is e.ithar 2.6 percent of gross receipts or 15 cents 
per 1,000 cubic feet of synthetic natural gas, 
whichever 'is greater, For coal gasification plants 

' constructed after July 1, 1985, the rate of tax is either 
2.6 percent of gross receipts or 10 cents per 1,000 feet 
of synthetic natural gas, whichever is greater. These 

"ergy sources or conversion facilities are not subject 
sales taxes or property taxes. 

fhe incidence of the energy boom of the 1970s and 
early 1980s heightened 'interest in severance taxes 
as a source of general fund revenue for the state. The 
creation of coal severance and conversion taxes in 
1975 and the oil extraction tax in 1980 increased state 
reliance on revenue from taxation of energy sources. 
Dependence of the state general fund on revenue from 
these tax sources is evidenced by the fact that 
estimates for the 1985•87 biennium called for almost • 
one-fourth of all state general fund revenue to come 
from oil and gas gross production taxes, oil extraction 
taxes, coal severance taxes, and coal conversion taxes. 

The recent worldwide glut of oil has resulted in 
substantial decreases in the price of oil. Oil price 
decrea,'3es have been felt in North Dakota in terms 
oflost employment, lost exploration activity, lost state 
and political subdivision .t'evenue, and difficulties of 
the state and politicnl r,ubdivisions to cope with the 
rapidly changing energy industry. Falling prices for 
sub-bituminous coal in neighboring states have 
increased competitive pressure on the North Dakota 
lignite industry, causing problems similar to those 
experienced because of the difficulties of the oil 
industry. 

The chai1·man of the L,igislatlve Council assigned 
the committee the duty of'studying taxl!s on oil and 

,sand li~nite coal, i nclu<ling the co1·rel1:1tion between 
10 taxes 01, mineral 1•e1:3ou1·ces and the development 

of those resou1·cea. In addition, the Le1,ri1:1latlve Council 
c:ont1·act,ed wlth the lJnivEm~ity of North Dakota 
Burl:!au ol' Bu1:1lness a11d Economic Research to 

conduct an independent study of the effect of 
severnnce taxes on North Dakota industries, and to 

.. report its findings to the Taxation Committee. 

Testimony 
North Dakota Lignite Council representatives 

proposed reducing the coal severance tax rate from 
$1.04 to $.60 per ton, removing the escalator clause 
in the coal severance tax rate formula, and adjusting 
distribution of coal severance tax revenues, Several 
arguments were advanced in favor of the reduced coal 
severance tax rate. In 1986 North Dakota lignite 
production will be approximately 2 million tons below 
1985 production levels, revet·sing a steady increase 
in production during the last .decade. The principal 
reason given for this decline in production was that 
North Dakota lignite has become increasingly less 
competitive in the market as prices of higher grade 
coal from Montana and Wyoming have fallen. It was 
estimated that 500 jobs in the coal industry have been 
lost during the past year in North Dakota due to 
production declines and efforts of the industry to 
reduce costs. An additional 2,300 jobs indirectly 
related to coal production were also estimated to have 
been Jost in North Dakota as a result of decreased coal 
production. Lignite industry · representatives 
indicated that they are not relying solely on severance 
tax relief to aid the industry in its competitive 
struggle. Efforts are presently underway to reduce 
reclamation costs, reduce mining costs by increasing· 
productivity, reduce federal coal royalties, reduce 
state severance taxes, and restrict or impede the flow 
of Canadian hydroelectricity into the North Dakota 
market. Concern was expressed for future production 
levels because of' likely increases in competition from 
Montana and Wyoming coal and great increases in 
competition from Canadian hydroelectricity. It was 
stated that the North Dakota lignite induEJtry has 
excess capacity and, if that excess capacity is to be 
used, the cost of North Dakota lignite must be reduced 
to compete in an increasingly competitive market. 

Lignite industry representatives presented 
information on comparative tax rates per ton for coal 
mined in North Dakota, Wyoming, and Montana. 
These comparisons show that the rate of tax per ton. 
of coal in North Dakota is less than that in Wyoming 
and Montana, both of which impose property taxes 
in addition to severance taxes. However, Wyoming 
and Montana conl is a higher grade of coal than 
lignite, and produces more energy per ton of coal. 
Thus, North Dakota's coal severance tax is higher 
than Montana's or Wyoming's, on the basis of energy 
produced per ton of coal. 

The committee toured the coal production area of 
North Dakota and received substantial testimony 
from representatives of political subdivisions in the 
coal production 1nea, Testimony from these 
individuals was generally to the effect that political 
subdivisions in the production area support the 
redu(!t\On in coal scvernnce taxes to assist the lignitv 
i ndust1·y but oppose the reductio1, in Impact funding 
which WaR proposed by the Lignite Council. Extensive 
tastimony was received on tax levy and indebtedness 
levele; of subdivisions ii, the coal production area in 
support of arguments that coal impact is still 

;nte~i~ ~inute~ a~e ~vai~~ble upoJ8Jeqµest. .. ' 
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February 20, 2003 

The Honorable Tom Seymour 
Senator 
Senate Finance and Taxation Committee 
110414th Avenue SW 
Minot, ND 58701 

Dear Senator Seymour: 

The Alliance of Automobile Manufacturers welcomes the opportunity to comment on House Bill 1471 
which would reduce the corporate income tax rate to encourage investment in the State of North 
Dakota. Our members oppose this legislation as currently written because it would eliminate the 
water's-edge election for corporations that conduct business both within North Dakota and outside the 
State. The elimination of the water's-edge election would create administrative and compliance 
burdens for good corporate citizens and may utimately discourage the corporate growth that the 
legislation intends to promote. 

The Alliance of Automobile Manufacturers (Alliance) is a trade association of 10 car and ligM truck 
manufacturers who account for more than 90 percent of U.S. vehicle sales. Member companies, which 
include BMW Group, DaimlerChrysler, Ford Motor Company, General Motors, Mazda, Mitsubishi 
Motors, Nissan, Porsche, Toyota and Volkswagen, employ more than 620,000 Americans at 250 
facilities in 35 states. 

North Dakota's corporate taxpayers will be laboring unfairly under requirements that no longer exist in 
other states. As currently written, House Bill 1471 would require corporations doing business in North 
Dakota to calculate their worldwide income when filing corporate tax returns in the State. Requiring 
multinational taxpayers to include non-U.S. corporations that are part of the unitary group in the 
companies' tax returns creates a compliance burden on our membership. During the early 1980's, 
twelve states did not allow a water's-edge election. All twelve changed their laws shortly afterward to 
provide for such an election. With the exception of North Dakota, none of those states have since 
contemplated eliminating that election. 

BMW Group • Daimler Chrysler • Ford Motor Company • General Motors 
Mazda • Mitsubishi Motors • Nissan • Porsche • Toyota • Volkswagen 

1401 fl Street, NW-Suite 900, Washington, DC 20005 • Phone 202,326,5500 • Fax 202.326.5567 • www.autoalllance.org 
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The Alliance strongly urges that the existing water's-edge election be retained. As good corporate 
citizens, the Alliance is concerned that, without a tax climate designed to encourage corporate growth, 
North Dakota's corporate taxpayers will be laboring unfo.ir]y under burdens not borne by corporations 
operating in other states. 

We would most appreciate your support to amend HB 14 71 so as to retain the existing water's-edge 
election, •► 

Sincerely, ~ 

~· 1<--· ---
Kris Kiser 
Vice President of State Affairs 
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Goal of Legislation 

Alternative Proposal - HB .1471 
Discuss/011 Poilift,• 

• To remove the perception of high corporate income tax rates by repealing the 
federal tax deduction and lowering the rates as much as is feasible 

• To offer a tool (lowet corporate income tax rates) to economic developers 
• To be as close to revenue-neutral to the state as possible, for this budget period 

and the next 

Components of the Proposal 

• Repeal the corporate federal tax deduction effective tax year 2004 (This impacts 
the second year of the 2003-05 biennium and beyond) 

• Lower all rates and remove one bracket (from 6 brackets to 5), imposing a top 
rate of 7%, effective for tax year 2004 

o Retaining 5 brackets continues to allow lower rates for small businesses 
o A top rate of 7% compares favorably with other states 
o These rates represent an overall tax decrease of approx, $2.3 million per 

year 
• Eliminate the net operating loss (NOL) carryback option effective tax year 2003 

while continuing to allow the NOL carryforward provisions 
o NOL carrybacks result in refunds. Eliminating the option results in less 

refunds of tax and interest and time savings for audit staff 
o Taxpayers will continue to be allowed the full offset of their ioss as they 

carry it forward and offset future income for up to 20 years 
o The immediate savings of refund dollars, estimated at $1.8 million per 

year, contributes to the closing the fiscal gap with the proposed 7% rate 
o 24 states do not allow NOL carrybacks; most do allow carryforwards 

• Repeal the Water's Edge option effective for new elections in tax year 2003 
o Taxpayers currently within a 5-year election will be allowed to use the 

method until their election expires 
o If the method is not repealed, a 10. 5% rate for water's edge filers will 

continue to be in the law resulting in a continuat~on of the perception 
problem of the state having high corporate income tax rates 

o When originally debated, the water's edge method was presented as an 
economic development tool. However, major users of the method are not 
new companies locating in the state because of the filing method 

o Potentiafly, there is greater economic development value to the lower 7% 
corporate rate than a water's edge filing method (developers and site 
selectors are usually unfamiliar with the term "Water's Edge Method") 

o Repeal of the method will safeguard the state from the potential abuse of 
corporate offshore tax havens 

o Other states, and the IRS, are considering similar action 
o When grandfathered in, the repeal contributes $300,000 to closing the 

fiscal gap and allowing a 7% top rate 
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Alternative Proposal - HB 1471 
Fiscal Analysis 

Effective Tax Year 2004 

Repeal Corp Federal Tax Deduction 
Reduce to five brackets (eliminate top bracket) 
Top Rate of 7.0% on $30,CJ00 of taxable Income 
Estimated Fiscal Impact 

Effective Tax Year 2003 

Eliminate NOL carryback provisions 
(24 states do not allow NOL carrybacks) 
(Must be allowed on Tax Year 02- FY 03/04) 
Continue to allow carryfoiwards like Feds 
Estimated Flscal Impact 

Effective for Ntw Elections Tax Year 200~ 

Eliminate new Water's Edge elections 
Beginning with Tax Year 2003 
Allow all taxpayers to finish current election 
(Needed to avoid a published 10.5% rate) 
Estimated Fiscal Impact 

Net Fiscal Impact 

p:Veglsv-1B 1471 alt.xis 
3/19/03 

2003-05 
Biennium 

(2,344,000) 

1,800,000 

300,000 

(244,000) 

2005-07 
Biennium 

(4,688,000) 

3,600,000 

800,000 

(288,000) 
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